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Preface

It gives us immense pleasure to put forth a book titled “Organisational
Behaviour” for the students of B.Com. (Banking and Insurance) at F.Y. Level.
The book has been written strictly as per the Revised Syllabus in the subject of
“Organisational Behaviour”. The language of the book is lucid. There are four
units based on four modules in the syllabus. Chapter Summary has been included
at the end of each unit for quick revision. Each unit also contains objectives
questions and descriptive questions for practice. We are assured that the book
will serve the requirements of undergraduate students. Suggestions for qualitative
improvements of the Book are welcome at ksjain2002@yahoo.com.

– Authors
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Revised Syllabus of Courses of B.Com. (Banking & Insurance)
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Core Courses (CC)

Organisational Behaviour
Modules at a Glance

Sr. No. Modules No. of Lectures
1 Introduction of Organisational Behaviour 15
2 Group Dynamics 15
3 Organisational Culture and Change Management 15
4 Organisational Development 15

Total 60

Sr. No. Modules/Units
1 Introduction to Organisational Behaviour

Meaning, Nature and Scope of OB, Models of OB,

Theories of Motivation:
 Maslow, Herzberg, McGregor Theory X and Theory Y, William Ouchi’s Theory Z, Victor

Vroom, ERG Theory
 Application of the Theories
 Motivational Techniques in Banking and Insurance Industry

2 Group Dynamics
 Individual Behaviour (IQ, EQ, SQ)
 Group Formation, Team Building, Team Development
 Goal Setting
 Soft Skill, Interpersonal Skill, Multicultural Skills, Cross-cultural Skills
 Johari Window

3 Organisational Culture and Change Management
 Work Culture, Ways for Making Work Culture Effective and Lively, Work Conflicts.
 Organisational Change, Effects of Resistance to Change, Ways to Overcome Resistance to

Change.
 Time and Stress Management

4 Organisational Development
 Meaning and Nature of OD.
 Techniques of OD.
 Importance of OD.



Paper Pattern

Duration:2½ Hours Maximum Marks: 75
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(a) Sub-questions to be asked (10) and to be answered (any 08)

(b) Sub-questions to be asked (10) and to be answered (any 07)
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OR

Q.2. Full Length Question (15 Marks)
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Q.5 Short Notes (15 Marks)

To be asked (05)

To be answered (03)

Note: Theory question of 15 Marks may be divided into two sub-questions of 7/8 and 10/5
Marks.
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1.14 Motivational Techniques in Banking & Insurance Industry  

Chapter Summary 
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 1.1 Concept of Organisational Behaviour 

Organisation is a place where managers practice the art of management. Organisation 

signifies an institution or a sub-unit of an institution. Thus, business units, universities 

and departments within these institutions are organisations. Organisations function 

and operate through people. People are the activating forces for any type of 

organisation. Organisation behaviour studies the behaviour of people in the 

organisation in relation to each other as individuals and groups and in relation to the 

organisation as a whole. 

Organisational behaviour is the study of human behaviour in organisational settings, 

the interface between human behaviour and the organisation, and the organisation 

itself. Organisational studies encompass the study of organisations from multiple 

perspectives, methods, and levels of analysis. These levels are of three types: 

(a) Individuals in organisations (micro-level), 

(b) Work groups (meso-level), 

(c) Strategic management (macro-level). 

Micro organisational behaviour refers to individual and group dynamics in organisations. 

Macro strategic management and organisational theory studies whole organisation 

and industry, especially how they adapt, and the strategies, structures, and 

contingencies that guide them. Some scholars also include the category of meso-scale 

structures, involving power, culture and the networks of individuals in organisations, 

and field-level analysis, which studies how entire population of organisations interact. 

The following are some noteworthy definitions of organisational behaviour: 

"Organisational behaviour is an academic discipline concerned with understanding 

and describing human behaviour in an organisational environment. It seeks to shed 

light on the whole complex human factor in organisations by identifying causes and 

effects of that behaviour."             – Keith Davis  

"Organisational behaviour is the field that seeks to comprehend and predict human 

behaviour in organisational settings through the scientific study of individual 

processes, group processes and organisational structure and technology."   

                 – R.A. Baron 

"Organisational behaviour is concerned with the study of the behaviour and 

attitudes of man in an organisational setting, the organisation's effect on his 

perceptions, feelings and actions and his effect on the organisation, particularly how 

his behaviour affects the achievements of the organisation's purpose."      – J.B. Kelly 

https://en.wikipedia.org/wiki/Human_behavior
https://www.boundless.com/management/definition/analysis/
https://www.boundless.com/management/definition/strategic-management/
https://www.boundless.com/management/definition/strategic-management/
https://www.boundless.com/management/definition/strategic-management/
https://www.boundless.com/management/definition/power/
https://www.boundless.com/management/definition/network/
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"Organisational behaviour is oriented toward understanding the forces that affect 

human behaviour so that their effects may be predicted and guided towards more 

effective organisational functioning and the greater satisfaction of organisational 

members."          – Theodore T. Herbert 

An analysis of the definitions reveals that organisational behaviour is the study of 

human behaviour in organisations; the interface between human behaviour and the 

organisation and the organisation itself. The understanding of the subject is complete 

when all the three are studied carefully. The study of individual behaviour alone is 

incomplete because the actions of the employee influences and are influenced by the 

organisation where he or she works. Again, studying only organisations without 

learning about the people amounts to looking at only part of the picture. At the same 

time, influence of environment on the interface between the individuals and the 

organisations cannot be overlooked. 

In short, organisational behaviour revolves around two fundamental components: 

(a) The nature of the man. 

(b) The nature of the organisation. 

 1.2 Nature of Organisational Behaviour 

“Organisational behaviour is a field of study that investigates the impact that 

individuals, groups and structure have on behaviour within the organisations for the 

purpose of applying such knowledge toward improving an organisation’s 

effectiveness.”       –  Stephens P. Robbins 

From the above definitions, the following features of Organisational Behaviour emerge: 

(a) Behavioural Approach to Management: Organisational behaviour is that 

part of whole management which represents the behavioural approach to 

management. Organisational behaviour has emerged as a distinct field of study 

because of the importance of human behaviour in organisations. 

(b) An Interdisciplinary Approach: Organisational behaviour is essentially an 

interdisciplinary approach to study human behaviour at work. It tries to 

integrate the relevant knowledge drawn from disciplines like psychology, 

sociology and anthropology to study and analyse organisational behaviour. 

(c) Three Levels of Analysis: Organisational behaviour encompasses the study of 

three levels of analysis namely individual behaviour, inter-individual behaviour 

and the behaviour of organisations themselves. The field of organisational 

behaviour embraces all these levels as being complementary to each other. 
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(d) A Body of Theory, Research and Application: Organisational behaviour 

consists of a body of theory, research and application which helps in 

understanding the human behaviour in organisation. All these techniques help 

the managers to solve human problems in organisations. 

(e) A Science as well as an Art: Organisational behaviour is a systematic body of 

knowledge, therefore it is a science. But it is an inexact science as it deals with 

human behaviour which is unpredictable. It is an art as it is an application of 

behavioural knowledge and skills to different organisational set-ups. 

(f) Cause and Effect Relationship: Human behaviour is generally studied in terms 

of cause and effect relationship and not in philosophical terms. It helps in 

predicting the behaviour of individuals. It provides generalisations that 

managers can use to anticipate the effect of certain actions on human behaviour. 

(g) Beneficial to both Organisation and Individuals: Organisational behaviour 

creates an atmosphere, whereby both organisation and individuals are 

benefitted by each other. A reasonable climate is created so that employees may 

get much needed satisfaction and the organisation may attain its objectives. 

(h) Rational Thinking: Organisational behaviour provides a rational thinking 

about people and their behaviour. The major objective of organisational 

behaviour is to explain and predict human behaviour in organisations, so that 

result yielding situations can be created. 

 1.3 Scope of Organisational Behaviour 

Organisational behaviour is a combination of responses to external and internal 

stimuli by a person as an individual or as a part of a group.  

The three internal organisational elements, viz., people, technology and structure and 

the fourth element, i.e., external social systems may be taken as the scope of 

Organisational Behaviour. 

(a) People: The people constitute the internal social system of the organisation. 

They consist of individuals and groups. Groups may be large or small, formal 

or informal, official or unofficial. They are dynamic. Human organisation 

changes every day. They form, change and disband. People are living, thinking 

and feeling being who create the organisation and try to achieve their 

individual and organisational objectives and goals. Thus, organisations exist to 

serve the people and not the people exist to serve the organisation. There are 

two sub-elements of this aspect of organisational behaviour: 
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 Individuals: Organisations are the associations of individuals. 

Individuals differ in many respects. The study of individuals, therefore, 

includes aspects such as personality, perception, attitudes, values, job 

satisfaction, learning and motivation. 

 Groups of Individuals: Collectively, individuals form groups in the 

organisation, which may be formal as well as informal. Groups include 

aspects such as group dynamics, group conflicts, communication, 

leadership, power and politics and the like. 

(b) Structure: Structure defines the formal relationship between people in an 

organisation. Different people in an organisation are given different roles and 

responsibilities to achieve organisational objective and they have certain 

relationship with others. There are managers and employees, accountants and 

assemblers. These people have to be related in some structural way so that 

they can work effectively. For example, one person has authority to make 

decisions that affect the work of other people. Thus, structure relates to power 

and duties. Some of the key concepts of organisational structure are: 

 Authority: This refers to the distribution of authority among organisational 

positions. Authority grants the position holder certain rights including right 

to give direction to others and the right to punish and reward. 

 Division of Labour: This refers to the distribution of responsibilities 

among people as per their abilities and skills so as to create accountability 

and achieve specialisation.  

 Span of Control: Span of control refers to the total number of subordinates 

over whom a manager has authority. Factors like nature of work and ability 

of manager and workers determine span of control in an organisation. 

 Formalisation and Standardisation: Formalisation refers to the 

existence of procedures for recurring events or activities. Standardisation 

refers to the extent to which rules and procedures are documented. 

 Centralisation: This refers to the degree of concentration of authority to 

make decisions. Everything that increases the importance of workers’ role 

is decentralisation and everything that goes to reduce it is centralisation. 

 Complexity: This refers to both vertical and horizontal differentiation. 

Vertical differentiation outlines number of hierarchical levels; horizontal 

differentiation highlights the number of units within the organisation. 

Organisations can be structured as relatively rigid, formalised systems or as 

relatively loose, flexible systems. Thus, the structure of the organisations can 
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range on a continuum of high rigidity to high flexibility. Accordingly, there are 

two broad categories of organisation:  

 Mechanistic form of organisation; 

 Organic form of organisation. 

The various aspects of organisational structure are: 

 Organisational Climate; 

 Organisational Culture; 

 Organisational Change; 

 Organisational Effectiveness; and 

 Organisational Development. 

(c) Technology: Technology provides the resources with which people work and 

affects the tasks that they perform. With their bare hands, people can do 

nothing so they are given assistance of buildings, machines, tools, processes 

and resources. The nature of technology depends very much on the nature of 

the organisation. The technology used has a significant influence on working 

relationships. The great benefit of technology is that it allows people to do 

more and better work, but it also restricts people in various ways. It has costs 

as well as benefits. Thomson classified technology into three categories:  

 Long-linked Technology: In this, tasks are broken into a number of 

sequential and interdependent steps, where the outputs of one unit 

become the input of the next. For example, assembly lines. 

 Mediating Technology: This links different parties who need to be brought 

together in a direct or indirect way. For example, banks use mediating 

technology to lend money to borrowers by taking money from depositors. 

 Intensive Technology: It is used when a group of specialists are brought 

together to solve complex problems. For example, hospitals bring 

together expertise from different fields to treat patients. 

(d) Social System: Social system provides external environment in which the 

organisation operates. A single organisation cannot exist alone. It is a part of a 

larger system that contains thousand of other elements. All these elements 

mutually influence each other in a complex system and also influence the 

external environment in which they operate. The external environment, in 

return, influences the attitudes of people, working conditions, and provides 

competition for resources and power. The social system of organisation is 

made up of two distinct sets of environment: 
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 Specific Environment: It includes the suppliers, customers, competitors, 

government agencies, employees, unions, political parties, etc. 

 General Environment: It includes the economic, political, cultural, 

technological and social factors in which the organisation is embedded. 

Organisations are embedded in an environment within which they operate. Some of 

the external factors may be completely beyond the control of the organisation to 

change, such as the cultural, social or economic, or governmental aspects. However, 

many of the other factors such as sizing up the market, being in tune with the 

technological changes, being a step ahead of competition, or stocking up and buffering 

supplies when certain materials are likely to be in short supply, are all within the 

control of the organisation. Those organisations which are proactive and can manage 

their external environment are more effective than those that are reactive and are 

unable to cope effectively. 

 

Fig. 1.1 Scope of Organisational Behaviour 

 1.4 Models of Organisational Behaviour 

Models are the techniques which help us to understand complex things and ideas in a 

clear manner. Models of organisational behaviour are the frameworks or possible 

explanations as to why do people behave in a particular way at their workplace. The 

behaviour of people at workplace differs from organisation to organisation and so 

does the models explaining their behaviours. All the models of organisational 

behaviour are broadly classified into the following four types:  

PEOPLE STRUCTURE 

TECHNOLOGY 
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Model Autocratic Custodial Supportive Collegial 

Basis of Model 

 

Power 

 

Economic 

resources 

Leadership 

 

Partnership 

 

Managerial 

Orientation 

Authority 

 

Money 

 

Support 

 

Teamwork 

 

Employee 

Orientation 

Obedience 

 

Security and 

Benefits 

Job 

Performance 

Responsible 

Behaviour 

Employee 

Psychological Result 

Dependence on 

Boss 

Dependence on 

Organisation 

Participation 

 

Self Discipline 

 

Employee Needs Met Subsistence 

 

Security 

 

Status and 

Recognition 

Self  

Actualisation 

Performance Result Minimum Passive          

Co-operation 

Awakened 

Drives 

Moderate 

Enthusiasm 

Fig. 1.2 Models of Organisational Behaviour 

(a) The Autocratic Model: The basis of this model is power with a managerial 

orientation of authority. The employees, in turn, are oriented towards 

obedience and dependence on the manager. The employee need that is met is 

subsistence. The performance result is minimal. 

“Power may be defined as the probability that one actor, within a social 

relationship, will be in a position to carry out his own will despite 

resistance.”            –  Max Weber 

The essential features of this model are as follows: 

 Organisation with an autocratic environment is authority oriented, i.e., the 

managerial orientation is dictatorial. The management believes that it is 

the best judge of what is better for the health of both the organisation and 

its participants and that the employees’ obligation is to follow orders.  

 Management does the thinking and employees obey the orders. This 

view of managing organisations has been developed by Douglas 

McGregor in his theory X. This conventional view leads to tight control of 

employees at work. 

 The leadership in an autocratic model is negative because the employees 

are uninformed, insecure and afraid. The autocratic model has been 

successful in some situations where the workers are lazy and have a 

tendency to shirk work or where the work to be done is timebound.  
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 Nowadays, this model is not applicable in strict sense because there are 

minimum wage laws in most of the countries. Thus, the managers cannot 

threaten to cut down the wages or rewards of the workers. Moreover, the 

workers are educated and organised. 

This gave genesis to the second type of models or organisational behaviour. 

(b) The Custodial Model: The basis of this model is economic resources with a 

managerial orientation of money. The employees in turn are oriented towards 

security and benefits and dependence on the organisation. The employee need 

that is met is security. The performance result is passive cooperation. 

The essential features of this model are as follows: 

 The success of the custodial model depends upon the economic 

resources at the disposal of the management as this model emphasises 

economic rewards and benefits. Since employee’s physiological needs are 

already met, the employer looks to security needs as a motivating force. 

 The employees under custodial model depend upon organisation rather 

than their managers. If the organisation provides its employees with 

good welfare and development programmes, they cannot afford to leave 

such organisation. 

 Under this model, the employees are satisfied and happy but their 

motivation is low, so they give only passive cooperation. They do not work 

more vigorously as under the autocratic approach. The main benefit of this 

model is that it brings security and satisfaction to employees. 

 The difficulty, with this model, is that it depends upon material rewards 

only to motivate the employees. Though the employees are satisfied, they 

do not feel motivated. This is in conformity with the research finding that 

the happy employees are not necessarily most productive employees. 

Due to this drawback, a search began to find a better way to motivate workers 

so that they produce higher results. 

(c) The Supportive Model: The supportive model has originated from the 

‘Principles of Supportive Relationships.” The basis of this model is leadership 

with a managerial orientation of support. The employees in turn are oriented 

towards job performance and participation. The employee need that is met is 

status and recognition and the performance result is awakened drives. 

“The leadership and other processes of the organisation must be such as to 

ensure a maximum probability that in all interactions and all relationships 

with the organisation, each member will, in the light of his background, values 
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and expectations, view the experience as supportive, and one which builds and 

maintains his sense of personal worth and importance.”             – Rensis Likert 

The main features of this model are as follows: 

 The Supportive Model depends on leadership instead of power or money. 

Management, with the help of leadership, tries to create a favourable 

organisational climate in which the employees are helped to grow to the 

greater capacities and achieve things of which they have the capability. 

 The leader assumes that the worker will take responsibility, make their 

contributions and improve themselves, if given a chance. It is assumed 

that the workers are not lazy and work shirkers by nature. If properly 

motivated, they can be self-directed and creative to the organisation. 

 It is the responsibility of the management to support the employees’ job 

performance, rather than simply giving them payments and benefits as in 

the custodial approach. This model takes care of the psychological needs 

of the employees in addition to their subsistence and security needs.  

 Supportive model helps in creating cordial superior-subordinate interaction 

with a high degree of confidence and trust. This model has been found to be 

effective in developed countries, where the workers are more concerned 

about their psychological needs like self-esteem, job satisfaction etc.  

 But it has limited application in India, where the majority of workers are 

below the poverty line. For them, the most important requirement is the 

satisfaction of their physiological needs and security. They are not much 

concerned about the psychological needs. 

(d) The Collegial Model: The collegial model is an extension of the supportive 

model. The Dictionary meaning of collegial is a body of persons having a 

common purpose. The basic foundation of the collegial model lies on 

management's building a feeling of partnership with employee. Under collegial 

approach, employees feel needed and useful. They consider managers as joint 

contributors to organisational success rather than as bosses. 

The main features of this model are as follows: 

 This model creates a favourable climate in the organisation as the 

workers feel that they are the partners in the organisation. They don’t 

see managers as their bosses but as joint contributors. Both the 

management and workers accept and respect each other. 

 The collegial model inculcates the team spirit in an organisation. The 

workers accept responsibilities because they find it their obligation to do 
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so, not because that they will be punished by the management. This helps 

in developing a system of self-discipline in the organisation. 

 The studies show that compared to traditional models, the more open, 

participative, collegial model produced improved results. In this kind of 

environment, the workers have job satisfaction, job involvement, job 

commitment and some degree of fulfillment. 

Although there are four separate models, almost no organisation operates exclusively 

in one. There will usually be a predominate one, with one or more areas overlapping 

in the other models. The autocratic model had its roots in the industrial revolution. 

The managers of this type of organisation operate out of McGregor's Theory X. The 

next three models begin to build on McGregor's Theory Y. They have each evolved 

over a period of time and there is no one ‘best’ model. The collegial model should not 

be thought as the last or best model, but the beginning of a new model or paradigm. 

There are a number of other models which have been explained below: 

(a) Normative Models: The normative models seek to find out – what should be 

done to produce optimum results. These models are concerned with the 

determination of optimum actions. Most of the management theories are based 

on normative models as while preparing the organisational plans, the 

management is more concerned with what should be done or what should not 

be done by the managers and the employees. 

(b) Empirical Models: While the normative models are concerned with what 

should be done, the empirical models describe the activities the employees 

actually perform. This model becomes an integral part of organisational 

behaviour because organisational behaviour is concerned with what is actually 

taking place in the organisations and how do people actually do it. 

(c) Ecological Models: No business enterprise can exist in a vacuum. It has to 

continuously interact with the environment. All the functions of the 

organisation are affected by the environment as the environment supplies the 

inputs which are converted by the organisation into outputs. This interaction 

between the organisation and environment is known as ecological interaction 

and this is the crux of ecological approach.  

(d) Non-ecological Models: As the name suggests, this model is the opposite of 

ecological model. Whereas the ecological model accepts that the environment 

is complex and keeps on changing, the non-ecological models assume stability 

of the environment. This model does not help in generalising that what will 

happen in future. In the modern world, when the environmental factors are 

assuming a lot of importance, this model is not very useful. 
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(e) Ideographic Models: The models that are developed to deal with specific 

cases or unique situations are called ideographic models. This model deals 

with situations like single nation, single organisation, single group, an 

individual, historical episode or a specific organisational problem. This model 

is generally used when the organisational behaviour is concerned with micro-

level analysis. 

(f) Nomothetic Models: These models deal with general situations. These are 

concerned with theory building on the macro level basis. These are concerned 

with generalisations, laws and hypotheses which indicate regularity of 

behaviour and correlation between variables. These models deal with 

situations like cross country, cross organisation, cross group, cross individual 

analysis of organisational system.  

Interpretation of Different OB Models 

Various conclusions that may be drawn from the study of different OB models are: 

(a) As soon as the understanding of human behaviour develops or social conditions 

change, the model is bound to change. No one model is best for all times. 

(b) Models or organisational behaviour are related to hierarchy of human needs. 

As society advances on the need hierarchy, new models are developed. 

(c) The present tendency towards more democratic models of organisational 

behaviour will continue to develop in long run. 

 1.5 Concept of Motivation 

The success or failure of any business enterprise depends on the performance of 

people working in it. Performance of the workers in any organisation is determined 

by two factors: 

(a) Level of ability to do certain work, and 

(b) Level of motivation. 

Further, these factors are multiplied rather than added. Therefore,  

Performance = Ability x Motivation. 

Therefore, the performance level will be high if both these factors are high. If a worker is 

capable of doing certain things but he is not otherwise willing to do work, the 

performance will be low. While an ability to do is governed by education and training, 

willingness to do is affected by the factors governing human behaviour in the 

organisation. These factors are termed as motivational factors.  

Motivation is the word derived from the word ’motive’ which means needs, desires, 

wants or drives within the individuals. It is the process of stimulating people to 
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actions to accomplish the goals. One of the most important functions of management 

is to create willingness amongst the employees to perform in the best of their 

abilities. Therefore, the role of a leader is to arouse interest in performance of 

employees in their jobs.  

"Motivation is a general term applied to various classes of drives, desires, needs, 

wishes and similar forces that induce an individual or a group to work.”.   

                    --- Koontz and O'Donnell 

 1.6 Motivational Factors 

If motivation is the soul of managerial process, incentives are the soul of motivation 

process. 

An incentive may be defined as the reward, which is promised or offered to 

individuals for the fulfilment of their unfulfilled needs, with a view to moulding their 

behaviour in a desired manner for the organisational purpose. 

Motivational factors can be classified as follows: 

Classification on the Basis of Approach 

(a) Positive Incentives: Positive incentives are those which promise or offer 

some reward to persuade people to act in a desired manner for the 

organisational purpose. Such a reward may be monetary or non-monetary. 

(b) Negative Incentives: Negative incentives, also known as disincentives, hold 

out some punishment to the employees with a view to desist them from an 

undesirable behaviour and encouraging them to a positive behaviour.   

Classification on the Basis of Form 

(a) Monetary Incentives: Monetary incentives are offered in terms of money or 

through benefits which can be measured in terms of money. Monetary 

incentives are also called ‘financial or pecuniary incentives’. Some examples of 

monetary incentives are: 

 Wages or salaries paid in cash. 

 Increments. 

 Cash awards. 

 Allowance in cash. 

 Bonus payment. 

 Granting leave with pay. 

 Profit sharing scheme for the employees. 

 Payment of pension. 
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Some examples of incentives which can be measured in monetary terms are: 

 Travel concession. 

 Reimbursement of medical expenses. 

 Subsidised food, housing, etc. 

 Free uniforms. 

 Free or subsidised education for children. 

(b) Non-monetary Incentives: Non-monetary incentives are more of psychological 

in nature. They are also called non-financial or non-pecuniary incentives. Some 

examples of non-monetary incentives are: 

 Promotions: Promotion is both, monetary and non-monetary incentive. 

It results in higher pay and other financial benefits (monetary incentive) 

and a better status (non-monetary incentive). 

 Delegation of Authority: Delegation of authority enhances the status of 

subordinate in the organisation. The subordinate seeks higher authority 

and responsibility. This satisfies his ego and esteem needs. 

 Assignment of Challenging Tasks: Assignment of challenging tasks to 

the subordinates provides them opportunities for self-development and 

helps them to reach the goals of self-actualisation. 

 Industrial Safety: Adequate safety measures make workers feel safe and 

comfortable at work and satisfy their need of physical safety. This helps 

them to work in a safe and tension-free environment. 

 Job Rotation: Job rotation means rotating workers from one job to 

another. This increases their skills and efficiency to handle various jobs. 

It also builds their self-confidence and satisfies their ego needs. 

 Suggestion Scheme: Inviting suggestions from employees develops a 

sense of involvement and commitment among them. It makes them to 

feel that they are important to the organisation. 

 Some Other Non-monetary Motivators: 

- Certificates of merit. 

- Recognition of informal groups. 

- Creating conducive environment for work. 

- Encouraging healthy competition among employees. 

The motivational factors differ from organisation to organisation and industry to 

industry, depending upon the policies and approach of the management. 
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 1.7 Maslow’s Need Hierarchy Theory of Motivation 

Abraham Harold Maslow was an American psychologist 

who is best known for his Need Hierarchy Theory of 

motivation. 

In 1943, Abraham Maslow propounded that people are 

motivated by five basic needs, which he called the 

hierarchy of needs. These needs he compared to a 

pyramid, which has primary needs at the base and which 

are universal, rising in step to the highest need, which is 

the least felt need. 

 

Abraham Maslow 

(1908 – 1970) 

Assumptions of Need Hierarchy Theory 

Maslow based his theory on certain assumptions. 

(a) Man is a wanting being, i.e., his wants get multiplied. As soon as one want is 

satisfied, another appears. 

(b) Needs have a hierarchy, i.e., human needs are gradable.   

(c) A satisfied need is not a motivator. Only an unsatisfied need can act as a 

motivator and exert influence on what an individual does. 

Hierarchy of Needs 

 

Fig. 1.3 Maslow’s Need Hierarchy Theory 
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Human behaviour is goal-directed. Motivation causes goal-directed behaviour. It is 

through motivation that needs can be handled and tackled purposely. This can be 

understood by understanding the hierarchy of needs by manager. The needs of 

individual serve as a driving force in human behaviour. Therefore, a manager must 

understand the “hierarchy of needs”.  

(a) Physiological Needs: Physiological needs include the basic needs of food, 

clothing, shelter, water, rest, etc. These needs are universal and must be 

satisfied in order to motivate the workers to work. 

(b) Safety and Security Needs: After physiological needs, safety/security needs 

become prominent. Safety needs include job security, pension plans, insurance 

plans, provident fund, gratuity, medical grants and other social security measures. 

(c) Social Needs: Social needs include friendship, belongingness, affection, social 

acceptance, etc. These needs can be fulfilled by having formal or informal work 

groups, company sponsored activities, social and cultural programmes, etc. 

(d) Esteem Needs: Self-esteem needs include the need for self-confidence, self-

respect, achievements and independence. These needs can be satisfied by having 

status, power, goodwill and recognition in the form of awards and promotion. 

(e) Self-actualisation Needs: Maslow calls this as achieving one’s highest potential 

or to be what one wants to be. It can be satisfied by assigning challenging tasks or 

offering new avenues of growth and self-development to the employees. 

Criticisms of the Theory 

(a) Maslow's assumptions of ‘need hierarchy’ does not hold true because each 

person has plenty of needs to be satisfied, which may not, necessarily follow 

Maslow's needs hierarchy.  

(b) There is a considerable disordering among the physiological needs, safety 

needs and esteem needs. For example, many people do not care for job security 

(security needs) but care for the social need. 

(c) There are several such examples where people have reached self-actualisation 

need without craving for the lower level needs. For example, Mahatma Gandhi 

never craved for lower needs but still could reach the highest need. 

(d) Given Maslow's ‘Need Hierarchy’, human wants can never be satisfied. They 

keep on increasing which is beyond the capacity of the organisation to fulfil. 

(e) There is lack of cause and effect relationship between the need and the behaviour. 

(f) This is only an empirical theory, which has not been scientifically tested. 

(g) The theory failed to cover certain motivating factors like experience. 
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 1.8 Fredrick Herzberg’s Two Factor Theory 

Frederick Irving Herzberg was an American psychologist 

who became one of the most influential names in 

business management. He is most famous for introducing 

job enrichment and the Motivator-Hygiene theory.  

Two Factor Theory of Motivation was propounded by 

Fredrick Herzberg and his associates in the U.S.A. in 

1959. Herzberg and his associates conducted a research, 

which consisted of an intensive analysis of the experience  

and feelings of two hundred engineers and accountants in 

 

Fredrick Herzberg 

(1923 – 2000) 

nine different companies in the Pittsburgh area, U.S.A. They undertook a structured 

interview in which these respondents were asked to describe a few previous job 

experiences in which they felt ‘Exceptionally Good’ or ‘Exceptionally Bad’ about their jobs. 

While concluding the information collected from the interview, Herzberg remarked 

that there are two categories of needs, essentially independent of each other, affecting 

the behaviour of the employees. He classified these needs as follows: 

(a) Maintenance or Hygiene Factors: There are some job conditions, which 

operate primarily to dissatisfy the employees when such conditions are absent 

but their presence does not motivate them in a strong way. Such conditions 

were identified as maintenance or hygiene factors. 

According to Herzberg, there are ten maintenance or hygiene factors. These 

factors do not motivate the employees at all but their absence cause 

dissatisfaction. They are: 

 Company policies and administration; 

 Technical supervision; 

 Interpersonal relationship with supervisors; 

 Interpersonal relationship with peers; 

 Interpersonal relationship with subordinates; 

 Salary; 

 Job security; 

 Personal life; 

 Working conditions; and 

 Status. 

(b) Motivational Factors: There are some job conditions, which operate 

primarily to build a strong motivation and high job satisfaction but their 
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absence rarely proves strongly dissatisfying. Such conditions were identified 

as motivational factors. 

Unlike hygiene factors, motivational factors have positive and long lasting 

effect on the employees' performance and are related to the work itself. 

According to Herzberg, there are six motivational factors: 

 Achievement, i.e., satisfaction derived from the work itself; 

 Recognition, i.e., recognition of achievements by the superiors; 

 Responsibility, i.e., giving more authority; 

 Opportunity for growth, i.e., assurance of reward associated with the 

performance; 

 Job itself, i.e., the job contents should be challenging and satisfying 

enough to motivate a person; 

 Advancements. 

 

Fig. 1.4 Maslow’s Need Hierarchy Theory 

Herzberg's contribution to management is the practical application of Maslow's 

theory of motivation. There is a high degree of correlation between the Maslow's 

model and the Herzberg's models. The lower level needs such as wages, working 

conditions, etc., are the maintenance factors while the higher level needs such as 

recognition, status and self-actualisation, etc., are the motivating factors. 

Criticisms of the Theory 

The two factor theory is not free from limitations: 

(a) The two factor theory is not free from bias as it is based on the natural 

reaction of employees when they are enquired the sources of satisfaction and 
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dissatisfaction at work. They will blame dissatisfaction on the external factors 

such as salary structure, company policies and peer relationship. Also, the 

employees will give credit to themselves for the satisfaction factor at work. 

(b) The Two Factor Theory overlooks situational variables. 

(c) The Theory ignores blue-collar workers.  

(d) Herzberg assumed a correlation between satisfaction and productivity. But his 

theory stressed upon satisfaction and ignored productivity. 

(e) No comprehensive measure of satisfaction was used. An employee may find 

his job acceptable despite the fact that he may dislike part of his job. 

Despite these limitations, Herzberg’s Two-Factor theory is acceptable broadly. 

 1.9 Douglas McGregor’s Theory of X and Y 

Douglas McGregor was a professor of management in the 

U.S.A. and was an ardent advocate of the human side of 

business enterprise as against its mechanistic side. 

In 1960, Douglas in his famous book ‘The Human Side of 

Enterprise’ proposed two theories, popularly known as 

the ‘Theory of X’ and the ‘Theory of Y’, to explain human 

behaviour.  

With a view to dramatise the conflicting conceptions 

regarding the humanistic and the mechanistic orientation  

 

Douglas McGregor 

(1906 – 1964) 

of a business enterprise, McGregor formulated certain assumptions about the nature 

of human beings, which govern the above orientations. 

Theory X 

Douglas termed the set of assumptions behind the mechanistic or traditional 

organisation structures and processes as the 'Theory X'. 

Theory X asserts that an average human being is: 

(a) Inherently lazy and works as little as possible. 

(b) Avoids responsibility and prefers to be led. 

(c) Self-centred and indifferent to the organisational needs. 

(d) Resists innovative ideas and changes. 

(e) Not very bright and lacks creative potentials. 

Because of these traits, the managers have to persuade, coerce, punish or reward 

workers to achieve the organisational goals. Such people are not self-motivated and 

will not work effectively without constant supervision. 
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Theory Y 

In order to contradict the traditional organisational assumptions, McGregor put forth 

an alternative set of assumptions consistent with the modern and more open-minded 

view of the nature of man, which he termed as the ‘Theory of Y’. Theory Y assumes 

that an average human being: 

(a) Finds work as natural as play. 

(b) Exercises self-direction and self-control to achieve the organisational objectives. 

(c) Learns not only to accept but also seek responsibility. 

(d) Has a capacity to exercise imagination and creativity. 

(e) Realises that the commitment to objectives is a function of reward associated 

with the achievements. 

Such people are self-motivated, to a large extent, and McGregor recommends motivating 

them by seeking their active participation in the management process. 

 
Fig. 1.5 Theory X and theory Y 

On analysis of the assumptions, it can be concluded that theory X assumes that lower-

order needs dominate individuals and theory Y assumes that higher-order needs 

dominate individuals. An organisation that is run on ‘Theory X’ lines tends to be 

authoritarian in nature. The word “authoritarian” suggests such ideas as the “power 

to enforce obedience” and the “right to command.” In contrast, ‘Theory Y’ organisations 

can be described as “participative”, where the aims of the organisation and of the 

individuals in it are integrated; individuals can achieve their own goals best by 

directing their efforts towards the success of the organisation.  
 

Theory X Theory Y 

 People need close supervision. 

 They tend to avoid work. 

 They avoid responsibility. 

 They desire only money. 

 People must be pushed to perform. 

 People want independence in work. 

 They seek responsibility. 

 They are self-motivated. 

 They drive themselves to perform. 

 They are creative. 
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In short, Theory X is a traditional approach to management which believes that the 

manager should use coercive method and exercise tight control over the employees to 

achieve the organisational goals, while theory Y is a modern approach to the theory of 

management which calls for a democratic and participative leadership. However, this 

theory has been criticised widely for generalisation of work and human behaviour. 

 1.10 William Ouchi’s Theory Z 

Dr. William Ouchi is an American professor and author in 

the field of business management. 

Back in the 70s and 80s, Japanese organisations were 

arguably the most productive and efficient in the world, 

and they were making significant inroads into North 

American and European markets. The secret to their 

success wasn't what they produced but it was how they 

were managing their people – Japanese employees were 

engaged, empowered and highly productive. 

 

Dr. William Ouchi 

(1943) 

Management professor William Ouchi first wrote about Theory Z in his 1981 book, 

"Theory Z: How American Management Can Meet the Japanese Challenge." Ouchi 

argued that Western organisations could learn from their Japanese counterparts. He 

created Theory Z – a model that, he said, blended the best of Eastern and Western 

management practices. The Theory Z suggests that large complex organisations are 

human systems and their effectiveness depends on the quality of humanism used. His 

Theory has three major features — trust, subtlety and intimacy. 

(a) Mutual trust between members of an organisation.  

(b) Subtlety requires sensitivity towards others and yields higher productivity.  

(c) Intimacy implies concern, support and disciplined unselfishness. 

According to Ouchi, the benefits of using Theory Z include reducing employee 

turnover, increasing commitment, improving morale and job satisfaction, and 

drastically increasing productivity. 

Features of Theory Z 

The distinguishing features of Theory Z are as follows: 

(a) Company Philosophy and Culture: The company philosophy and culture 

needs to be understood and embodied by all employees and employees need to 

believe in the work they are doing. This demands effective induction training for 

all employees at the entry level and also periodic refresher training. 
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(b) Long-term Staff Development and Employment: The organisation and 

management should have measures and programmes in place to develop 

employees. Employment is usually long-term, and promotion is steady and 

measured. This leads to loyalty from team members. 

(c) Concern for the Happiness and Well-being of Workers: The organisation 

shows sincere concern for the health and happiness of its employees, and for 

their families. The organisation should put measures and programmes in place 

to help foster this happiness and well-being. 

(d) Mutual Trust: According of Ouchi, trust, integrity and openness are essential 

ingredients of an effective organisation. When trust and openness exist between 

employees, work groups, union and management, conflict is reduced to the 

minimum and employees cooperate fully to achieve the organisation’s objectives. 

(e) Bond between Organisation and Employees: Several methods can be used 

to establish a strong bond between the enterprise and its employees. 

Employees may be granted job security. During adverse business conditions, 

shareholders may forgo dividends to avoid retrenchment of workers.  

(f) Employee Involvement: Theory Z emphasises employees’ involvement. 

Involvement implies meaningful participation of employees in the decision-

making process, particularly in the matters directly affecting them. It 

generates a sense of responsibility and increases enthusiasm among workers. 

(g) Integrated Organisation: Under Theory Z, focus is on sharing of information 

and resources rather than on organisational charts, divisions or any formal 

structure. An integrated organisation puts emphasis on job rotation which 

improves understanding about interdependence of tasks.  

(h) Informal Control: Theory Z calls for informal control system in the organisation. 

For this purpose, emphasis should be on mutual trust and cooperation rather than 

on superior-subordinate relations. However, there should be formalised 

measures in place to assess work quality and performance. 

(i) Human Resource Development: Managers should develop new skills among 

employees. Under Theory Z, potential of every person is recognised and 

attempts are made to develop and utilise it through job enlargement, career 

planning, training, etc.  

Thus, Theory Z is a hybrid system which incorporates the strengths of American 

management (individual freedom, risk taking, quick decision-making, etc.) and 

Japanese management (job security, group decision-making, social cohesion, holistic 

concern for employees, etc.) systems. 
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Theory Z is, sometimes, considered as a blend of Theory X and Theory Y, with more of a 

leaning towards Theory Y, because it focuses on long-term employment and job security, 

informal control, and a deep concern for the happiness and well-being of employees. 

Criticisms of the Theory 

Theory Z suffers from the following limitations: 

(a) Lifetime employment guarantee may fail to motivate employees with higher 

level needs. It merely provides job security and may fail to develop loyalty 

among employees. 

(b) Managers may dislike workers’ participation in decision-making process as it 

may hurt their ego and freedom. Employees may be reluctant to participate 

due to fear of criticism and lack of motivation.  

(c) Theory Z suggests organisations without structure. But without organisation 

structure, there may be chaos in the organisation as nobody will know who is 

responsible to whom. 

(d) It may not be possible to develop a common culture in the organisation 

because people differ in their attitudes, perceptions, habits, languages, 

religions, customs, etc. 

(e) Theory Z is based on Japanese management practices. These practices have 

been evolved from Japan’s unique culture. Therefore, the theory may not be 

applicable in different cultures. 

Thus, Theory Z does not provide complete solution to motivational problems of all 

organisations operating under different types of environment. However, it is not 

merely a theory of motivation but a philosophy of managing. 

 1.11 Alderfer’s ERG Theory 

Clayton Paul Alderfer was an American psychologist and 

consultant.  

Alderfer reformulated the Maslow’s Need Hierarchy 

Theory. The ERG Need Theory developed by Alderfer, 

condenses the five needs given by Maslow into three 

needs. The ERG word is derived from the first letters of 

each of these levels of needs (Existence, Relatedness and 

Growth). Alderfer’s theory first appeared in 1969 in a 

Psychological Review in an article titled "An Empirical 

Test of a New Theory of Human Need".  

 

Clayton Paul Alderfer 

(1940 – 2015) 


