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In globalization era, challenges and issues are step ahead before organizational theories and
organizational leaders are not exceptional. Gone are the days when organizational activities
were scheduled and planned for long-term but now-a-days organizations are required to
restructure and reformulate its strategy at every moment to compete with the competitors.
Human resources are the most valuable assets, who can ensure the competitiveness of any
organization. So, it is much related to talk about the efficient workforce under the organizational
team and its system with enthusiastic leadership.

By some of the thinkers and philosophers of management, it has been thought about the
relevance and prospects of team leadership that it should redesign its conception. The reality
is that the way of implementation of organizational policies according to the redesigned
organizational leadership and team leadership have been changed so as to achieve organizational
effectiveness and efficiency. The basic objective of team leaders is to make people adaptive
and develop them to accept the upcoming challenges of changing business scenario. People
are required to work like a change agent, so as to accept the change and this will be possible
through charismatic leadership.

Team Building and Leadership is composed of all the essential aspects like organization’s
concept and theories, management concepts, motivation, leadership, group dynamics, team
building, transactional analysis and negotiation, etc., which are essential for business
scenario of globalization era. It covers comprehensive concepts coupled by related cases
also. Some brief notes, conclusion, glossary, comments, citations, examples, charts, figures
have been cited to enrich its relevance to the subject matter. Its subjectivity and objectivity
as well as theme with the focal point of the subject have been fixed with the chapterization
and different units.

The efforts have been made to make the subject comprehensive, logical, readable,
understandable, relevant and easy language with the enriched study materials so that
respective professional can feel easiness and interesting to understand the fundamentals of
organizations, team and leadership.

Author

Preface



UNIT I : Management 1 - 41

UNIT II : Organization 42 - 85

UNIT III : Leadership 86 - 129

UNIT IV : Contemporary Leadership 130 - 166

UNIT V : Group and Team 167 - 224

UNIT VI : Transactional Analysis 225 - 269

Unit VII : Case Study 270 - 288

Contents



6 Team Building and Leadership – With Text and Cases

MANAGEMENT

U
N

IT
 I

UNIT STRUCTURE

 Thoughts of Management

 Management in Modern Age

 Principles of Management

 Functions of Management

 Management as a Strategy

 Impact and Scope of Management Over the Performance of
Organization

 Revision

 Glossary

 Review Questions

 Case



Management 7

Thoughts of management: A case of Cisco
Cisco Systems, Inc. (Cisco), an Internet technology company, had an organizational

structure comprising of various cross-functional teams. The key decisions in the company
were taken by councils, boards and working groups. These committees (around 60 as of 2009)
working at different levels were cross-functional in nature, and according to the company, lent
Cisco speed, scale, flexibility, and rapid replication.

Cisco had made the shift to this type of organizational structure in 2001 and had refined
it in subsequent years. According to John T. Chambers (Chambers), the Chairman and CEO
of Cisco, the company had reorganized to break free of the silo culture in the company prior
to 2001, so that it could remain agile and innovative in a rapidly changing industry.

The company felt that the traditional command-and-control model had lost its relevance,
and the future would be about collaborate models of decision making. He also claimed that
the new organizational model had served the company well and helped implement its
aggressive growth strategy amidst the economic downturn.

Industry observers and organizational experts were divided in their opinion about Cisco’s
organizational structure and approach to decision making. While some industry observers felt
that such a model was effective, others felt that the management-by-committee approach
would slow down decision making and impede innovation. Some experts were extremely
critical of Cisco’s organizational model. But others believed that if Cisco could further refine
the model by addressing some of the lacunae associated with it, it could very well be adopted
more widely and be accepted as a radical management innovation.

Note:
Different issues arose out of these challenges, which are to be discussed here. These

are:

 Issues and challenges associated with organizational design.

 Pros and cons of different types of organizational structures and in the light of this
analysis, critical analysis of Cisco’s organizational structure.

 Pros and cons of Cisco’s approach to decision making.

 The ways in which the organizational model at Cisco can be improved further.

These issues will give the birth to the various problems, challenges, opportunities and
avenues to be discussed here with the reference of team, management, organizational
structure and leadership in modern age of business scenario.

THOUGHTS OF MANAGEMENT

The Evolution of Management Theroy
People have been shaping and reshaping organizations for many centuries. Looking

back through world history, we can trace the stories of people working together in formal
organizations such as the Greek and Roman armies, the Roman Catholic Church, the
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East India Company, and the Hudson Bay Company. People have also long been writing
about how to make organizations efficient and effective— since long before terms such
as “management” came into common usage. Two prominent and instructive examples are
the writings left for us by Niccolo Machiavelli and Sun Tzu.

Management and organizations are products of their historical and social times and
places. Thus, we can understand the evolution of management theory in terms of how
people have wrestled with matters of relationships at particular times in history. One of
the central lessons of this chapter, and of this book as a whole is that we can learn from
the trials and tribulations of those who have preceded us in steering the fortunes of
formal organizations. As you study management theory you will learn that although
the particular concerns of Henry Ford and Alfred Sloan are very different from those
facing managers in the mid-1990s, we can still see ourselves continuing the traditions
that these individuals began long before our time. By keeping in mind a framework of
relationships and time, we can put ourselves in their shoes as students of management.

Imagine that you are a manager at an American steel mill, textile factory, or one of
Ford’s plants in the early twentieth century. Your factory employs thousands of workers.
This is a scale of enterprise unprecedented in Western history. Many of your employees
were raised in agricultural communities. Industrial routines are new to them. Many of
your employees, as well, are immigrants from other lands. They do not speak English
well, if at all. As a manager under these circumstances, you will probably be very curious
about how you can develop working relationships with these people. Your managerial
effectiveness depends on how well you understand what it is that is important to these
people. Current-day challenges parallel some of those faced in the early twentieth
century. In the 1980s, 8.7 million foreign nationals entered the U.S. and joined the labor
market. They often have distinct needs for skills and language proficiency, much as those
before them at the advent of the industrial age.

Early management theory consisted of numerous attempts at getting to know these
newcomers to industrial life at the end of the nineteenth century and beginning of the
twentieth century in Europe and the United States. In this section, we will survey a
number of the better-known approaches to early management theory. These include
scientific management, classical organization theory, the behavioral school, and
management science. As you study these approaches, keep one important fact in mind:
the managers and theorist who developed these assumptions about human relationships
were doing so with little precedent. Large-scale industrial enterprise was very new. Some
of the assumptions that they made might therefore seem simple or unimportant to you,
but they were crucial to Ford and his contemporaries.

The schools of management thought are theoretical frameworks for the study of
management. Each of the schools of management thought are based on somewhat
different assumptions about human beings and the organizations for which they work.
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Since the formal study of management began late in the 19th century, the study of
management has progressed through several stages as scholars and practitioners working
in different eras focused on what they believed to be important aspects of good management
practice. Over time, management thinkers have sought ways to organize and classify the
voluminous information about management that has been collected and disseminated.
These attempts at classification have resulted in the identification of management schools.

Disagreement exists as to the exact number of management schools. Different
writers have identified as few as three and as many as twelve. Those discussed below
include (1) the classical school, (2) the behavioral school, (3) the quantitative or management
science school, (4) the systems school, (5) and the contingency school. The formal study
of management is largely a twentieth-century phenomenon, and to some degree the
relatively large number of management schools of thought reflects a lack of consensus
among management scholars about basic questions of theory and practice.

Table 1 provides a brief summary of five major schools of management thought,
their approximate dates of origin, and their relative areas of emphasis. The following
sections discuss each of the management schools in more detail. In addition, three
contemporary management perspectives are discussed.

Table 1

Management Beginning Emphasis
Schools Dates

CLASSICAL SCHOOL Managing workers and organizations more
efficiently

Scientific Management 1880s Work with scientific methods

Administrative Management 1940s Managing organization with certain principles and
management process

Bureaucratic Management 1920s It is based on ideal form of management and
relationship

BEHAVIORAL SCHOOL Understanding human behavior in the
organization

Human Relations 1930s Based on the relations between organization and
human beings

Behavioral Science 1950s Managing human behavior for efficiency and
consistency with leadership

QUANTITATIVE SCHOOL Increasing quality of managerial decision making
through the application of mathematical and
statistical methods.

Management Science 1940s

Operations Management 1940s Quantification of decisions

Management Information 1950s— Use of technological innovation
Systems 1970s



10 Team Building and Leadership – With Text and Cases

SYSTEMS SCHOOL 1950s Understanding the organization as a system that
transforms inputs into outputs while in constant
interaction with its environment.

CONTINGENCY SCHOOL 1960s Applying management principles and processes
as dictated by the unique characteristics of each
situation.

The Classical School
The classical school is the oldest formal school of management thought. Its roots pre-

date the twentieth century. The classical school of thought generally concern ways to
manage work and organizations more efficiently. Three areas of study that can be
grouped under the classical school are scientific management, administrative management,
and bureaucratic management.

Scientific Manangement
At the beginning of World War II, Great Britain desperately needed to solve a

number of new, complex problems in warfare. With their survival at stake, British formed
the first operational research (OR) teams. By pooling the expertise of mathematicians,
physicists, and other scientists in OR teams, the British were able to achieve significant
technological and tactical breakthroughs. When the Americans entered the war, they
formed what they called operations research teams, based on the successful British
model, to solve similar problems. The teams used early computers to perform the thousands
of calculations involved in mathematical modeling.

When the war was over, the applicability of operations research to problems in
industry gradually became apparent. New industrial technologies were being put into use
and transportation and communication were becoming more complicated. These
developments brought with them a host of problems that could not be solved easily by
conventional means. Increasingly, OR specialists were called on to help managers come
up with answers to these new problems. Over the years, OR procedures were formalized
into what is now more generally called the management science school.

In the late 19th century, management decisions were often arbitrary and workers
often worked at an intentionally slow pace. There was little in the way of systematic
management and workers and management were often in conflict. Scientific management
was introduced in an attempt to create a mental revolution in the workplace. It can be
defined as the systematic study of work methods in order to improve efficiency. Frederick
W. Taylor was its main proponent. Other major contributors were Frank Gilbreth, Lillian
Gilbreth, and Henry Gantt.

Scientific management has several major principles. First, it calls for the application
of the scientific method to work in order to determine the best method for accomplishing
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each task. Second, scientific management suggests that workers should be scientifically
selected based on their qualifications and trained to perform their jobs in the optimal
manner. Third, scientific management advocates genuine cooperation between workers
and management based on mutual self-interest. Finally, scientific management suggests
that management should take complete responsibility for planning the work and that
workers’ primary responsibility should be implementing management’s plans. Other
important characteristics of scientific management include the scientific development of
difficult but fair performance standards and the implementation of a pay-for-performance
incentive plan based on work standards.

Scientific management had a tremendous influence on management practice in the
early twentieth century. Although it does not represent a complete theory of management,
it has contributed to the study of management and organizations in many areas,
including human resource management and industrial engineering. Many of the tenets
of scientific management are still valid today.

Administrative Management
Administrative management focuses on the management process and principles of

management. In contrast to scientific management, which deals largely with jobs and
work at the individual level of analysis, administrative management provides a more
general theory of management. Henri Fayol is the major contributor to this school of
management thought.

Henry Fayol was a management practitioner who brought his experience to bear on
the subject of management functions and principles. He argued that management was
a universal process consisting of functions, which he termed planning, organizing,
commanding, coordinating, and controlling. Fayol believed that all managers performed
these functions and that the functions distinguished management as a separate discipline
of study apart from accounting, finance, and production. Fayol also presented fourteen
principles of management, which included maxims related to the division of work,
authority and responsibility, unity of command and direction, centralization, subordinate
initiative, and team spirit. These principles can be written as:

 Division of work
 Authority
 Discipline
 Unity of command
 Unity of direction
 Subordination of the individual
 Remuneration
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 Centralization
 Scalar chain
 Order
 Equity
 Stability of tenure of personnel
 Initiative
 Esprit de corps

Although administrative management has been criticized as being rigid and inflexible
and the validity of the functional approach to management has been questioned, this
school of thought still influences management theory and practice. The functional approach
to management is still the dominant way of organizing management knowledge, and
many of Fayol’s principles of management, when applied with the flexibility that he
advocated, are still considered relevant.

Bureaucratic Management
Bureaucratic management focuses on the ideal form of organization. Max Weber

was the major contributor to bureaucratic management. Based on observation, Weber
concluded that many early organizations were inefficiently managed, with decisions
based on personal relationships and loyalty. He proposed that a form of organization,
called a bureaucracy, characterized by division of labor, hierarchy, formalized rules,
impersonality, and the selection and promotion of employees based on ability, would lead
to more efficient management. Weber also contended that managers’ authority in an
organization should be based not on tradition or charisma but on the position held by
managers in the organizational hierarchy. The main factors of principle in Weber’s
bureaucracy are as:

 Division of Labor
 Authority Hierarchy
 Formal Selection
 Formal Rules and Regulations
 Impersonality
 Career Orientation

Bureaucracy has come to stand for inflexibility and waste, but Weber did not
advocate or favor the excesses found in many bureaucratic organizations today. Weber’s
ideas formed the basis for modern organization theory and are still descriptive of some
organizations.
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The Behavioral School
The behavioral school of management thought developed, in part, because of perceived

weaknesses in the assumptions of the classical school. The classical school emphasized
efficiency, process, and principles. Some felt that this emphasis disregarded important
aspects of organizational life, particularly as it related to human behavior. Thus, the
behavioral school focused on trying to understand the factors that affect human behavior
at work.

Human Relation
The Hawthorne Experiments began in 1924 and continued through the early 1930s.

A variety of researchers participated in the studies, including Clair Turner, Fritz J.
Roethlisberger, and Elton Mayo, whose respective books on the studies are perhaps
the best known. One of the major conclusions of the Hawthorne studies was that workers’
attitudes are associated with productivity. Another was that the workplace is a social
system and informal group influence could exert a powerful effect on individual behavior.
A third was that the style of supervision is an important factor in increasing workers’ job
satisfaction. The studies also found that organizations should take steps to assist employees
in adjusting to organizational life by fostering collaborative systems between labor and
management. Such conclusions sparked increasing interest in the human element at
work; today, the Hawthorne studies are generally credited as the impetus for the human
relations school.

According to the human relations school, the manager should possess skills for
diagnosing the causes of human behavior at work, interpersonal communication, and
motivating and leading workers. The focus became satisfying worker needs. If worker
needs were satisfied, wisdom held, the workers would in turn be more productive. Thus,
the human relations school focuses on issues of communication, leadership, motivation,
and group behavior. The individuals who contributed to the school are too numerous to
mention, but some of the best-known contributors include Mary Parker Follett, Chester
Barnard, Abraham Maslow, Kurt Lewin, Rensis Likert, and Keith Davis. The human
relations schools of thought still influences management theory and practice, as contemporary
management focuses much attention on human resource management, organizational
behavior, and applied psychology in the workplace.

The Hawthorne Experiments

The human relations movement grew out of a famous series of studies conducted at
the Western Electric Company from 1924 to 1933. These eventually became known as the
“Hawthorne Studies” because many of them were performed at Western Electric’s
Hawthorne plant near Chicago. The Hawthorne Studies began as an attempt to investigate
the relationship between the level of lighting in the workplace and worker productivity
— the type of question Frederick Taylor and his colleagues might well have addressed.
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In some of the early studies, the Western Electric researchers divided the employees
into test groups, who were subjected to deliberate changes in lighting, and control groups,
whose lighting remained constant throughout the experiments. The results of the
experiments were ambiguous. When the test group’s lighting was improved, productivity
tended to increase, although erratically. But when lighting conditions were made worse,
there was also a tendency for productivity to increase in the test group. To compound the
mystery, the control group’s output also rose over the course of the studies, even though
it experienced no changes in illumination. Obviously, something besides lighting was
influencing the workers’ performance.

In a new set of experiments, a small group of workers was placed in a separate room
and a number of variables were altered: Wages were increased; rest periods of varying
length were introduced; the workday and work week were shortened. The researchers,
who now acted as supervisors, also allowed the groups to choose their own rest periods
and to have a say in other suggested changes. Again, the results were ambiguous.
Performance tended to increase over time, but it also rose and fell erratically. Partway
through this set of experiments, Elton Mayo (1880-1949) and some associates from
Harvard, including Fritz J. Roethhisberger and William J. Dickson, became involved.

In these and subsequent experiments, Mayo and his associates decided that a
complex chain of attitudes had touched off the productivity increases. Because they had
been singled out for special attention, both the test and the control groups had developed
a group pride that motivated them to improve their work performance. Sympathetic
supervision had further reinforced their motivation. The researchers concluded that
employees would work harder if they believed management was concerned about their
welfare and supervisors paid special attention to them. This phenomenon was subsequently
labeled the Hawthorne Effect, since the control group received no special supervisory
treatment or enhancement of working conditions but still improved its performance; some
people (including Mayo himself) speculated that the control group’s productivity gains
resulted from the special attention of the researchers themselves.

The researchers also concluded that informal work groups — the social environment
of employees — have a positive influence on productivity. Many of Western Electric’s
employees found their work dull and meaningless, but their associations and friendships
with co-workers, sometimes influenced by a shared antagonism toward the “bosses,”
imparted some meaning to their working lives and provided some protection from
management. For these reasons, group pressure was frequently a stronger influence on
worker productivity than management demands.

To Mayo, then, the concept of “social man” — motivated by social needs, wanting
rewarding on-the-job relationships, and responding more to work-group pressures than
to management control - vas necessary to complement the old concept of “rational man”
motivated by personal economic needs. All these findings might unremarkable today. But
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compare what Mayo and his associates considered relevant with what Ford and Weber
found relevant, and you see what a change these ideas brought to management theory. 

Relay Assembly Experiments

In one of the studies, experimenters chose two women as test subjects and asked
them to choose four other workers to join the test group. Together the women worked in
a separate room over the course of five years (1927-1932) assembling telephone relays.

Output was measured mechanically by counting how many finished relays each
dropped down a chute. This measuring began in secret two weeks before moving the
women to an experiment room and continued throughout the study. In the experiment
room, they had a supervisor who discussed changes with them and at times used their
suggestions. Then the researchers spent five years measuring how different variables
impacted the group’s and individuals’ productivity. Some of the variables were:

 changing the pay rules so that the group was paid for overall group production,
not individual production

 giving two 5-minute breaks (after a discussion with them on the best length of
time), and then changing to two 10-minute breaks (not their preference).
Productivity increased, but when they received six 5-minute rests, they disliked
it and reduced output.

 providing food during the breaks
 shortening the day by 30 minutes (output went up); shortening it more (output

per hour went up, but overall output decreased); returning to the first condition
(where output peaked).

Changing a variable usually increased productivity, even if the variable was just a
change back to the original condition. However it is said that this is the natural process
of the human being to adapt to the environment without knowing the objective of the
experiment occurring. Researchers concluded that the workers worked harder because
they thought that they were being monitored individually.

Researchers hypothesized that choosing one’s own co-workers, working as a group,
being treated as special (as evidenced by working in a separate room), and having a
sympathetic supervisor were the real reasons for the productivity increase. One
interpretation, mainly due to Elton Mayo was that “the six individuals became a team and
the team gave itself wholeheartedly and spontaneously to cooperation in the experiment.”
(There was a second relay assembly test room study whose results were not as significant
as the first experiment.)

Interviewing Program

The workers were interviewed in attempt to validate the Hawthorne Studies. The
participants were asked about supervisory practices and employee morale. The results
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proved that upward communication in an organization creates a positive attitude in the
work environment. The workers feel pleased that their ideas are being heard.

Bank Wiring Room Experiments

The purpose of the next study was to find out how payment incentives would affect
group productivity. The surprising result was that productivity actually decreased.
Workers apparently had become suspicious that their productivity may have been boosted
to justify firing some of the workers later on. The study was conducted by Mayo and W.
Lloyd Warner between 1931 and 1932, on a group of fourteen men who put together
telephone switching equipment. The researchers found that although the workers were
paid according to individual productivity, productivity decreased because the men were
afraid that the company would lower the base rate. Detailed observation between the
men revealed the existence of informal groups or “cliques” within the formal groups.
These cliques developed informal rules of behavior as well as mechanisms to enforce
them. The cliques served to control group members and to manage bosses; when bosses
asked questions, clique members gave the same responses, even if they were untrue.
These results show that workers were more responsive to the social force of their peer
groups than to the control and incentives of management.

Behavioral Science
The behavioral school emerged partly because the classical approach did not achieve

sufficient production efficiency and workplace harmony. To manager’s frustration, people
did not always follow predicted or expected patterns of behavior. Thus, there was
increased interest in helping managers deal more effectively with the “people side” of their
organizations. Several theorists tried to strengthen classical organization theory with the
insights of sociology and psychology. 

Behavioral  science and the study of organizat ional  behavior  emerged in the 1950s
and 1960s. The behavioral  science school  was a natural  progression of the human
relat ions movement . I t  focused on applying conceptual  and analyt ical  tools to the
problem of understanding and predict ing behavior  in the workplace. However , the
study of behavioral  science and organizat ional  behavior  was also a result  of cr i t icism
of the human relat ions approach as simpl ist ic and manipulat ive in i t s assumpt ions
about the relat ionship between worker  at t i tudes and product ivi ty. The study of behavioral
science in business schools was given increased credence by the 1959, Gordon and
Howell  repor t  on higher  educat ion, which emphasized the impor tance to management
pract i t ioners of understanding human behavior .

The behavioral science school has contr ibuted to the study of management through
its focus on personali ty, at t i tudes, values, mot ivat ion, group behavior , leadership,
communicat ion, and confl ict , among other  issues. Some of the major  contr ibutors to this
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school include Douglas McGregor, Chris Argyris, Frederick Herzberg, Rensis Likert, and
Ralph Stodgill, although there are many others.

The Quantitative School
The quantitative school focuses on improving decision making via the application of

quantitative techniques. Its roots can be traced back to scientific management.

Management Science and MIS
Management science (also called operations research) uses mathematical and statistical

approaches to solve management problems. It developed during World War II as strategists
tried to apply scientific knowledge and methods to the complex problems of war. Industry
began to apply management science after the war. George Dantzig developed linear
programming, an algebraic method to determine the optimal allocation of scarce resources.
Other tools used in industry include inventory control theory, goal programming, queuing
models, and simulation. The advent of the computer made many management science
tools and concepts more practical for industry. Increasingly, management science and
management information systems (MIS) are intertwined. MIS focuses on providing
needed information to managers in a useful format and at the proper time. Decision
support systems (DSS) attempt to integrate decision models, data, and the decision maker
into a system that supports better management decisions.

Production and Operation Management
This school focuses on the operation and control of the production process that

transforms resources into finished goods and services. It has its roots in scientific management
but became an identifiable area of management study after World War II. It uses many
of the tools of management science.

Operations management emphasizes productivity and quality of both manufacturing
and service organizations. W. Edwards Deming exerted a tremendous influence in
shaping modern ideas about improving productivity and quality. Major areas of study
within operations management include capacity planning, facilities location, facilities
layout, materials requirement planning, scheduling, purchasing and inventory control,
quality control, computer integrated manufacturing, just-in-time inventory systems, and
flexible manufacturing systems.

System School
The systems school focuses on understanding the organization as an open system

that transforms inputs into outputs. This school is based on the work of a biologist,
Ludwig von Bertalanffy, who believed that a general systems model could be used to
unite science. Early contributors to this school included Kenneth Boulding, Richard
Johnson, Fremont Kast, and James Rosenzweig.
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The systems school began to have a strong impact on management thought in the
1960s as a way of thinking about managing techniques that would allow managers to
relate different specialties and parts of the company to one another, as well as to external
environmental factors. The systems school focuses on the organization as a whole, its
interaction with the environment, and its need to achieve equilibrium. General systems
theory received a great deal of attention in the 1960s, but its influence on management
thought has diminished somewhat. It has been criticized as too abstract and too complex.
However, many of the ideas inherent in the systems school formed the basis for the
contingency school of management.

Contingency School
The well-known international economist Charles Kindleberger was fond of telling

his students at MIT that the answer to any really engrossing question in economics is:
“It depends.” The task of the economist, Kindleberger would continue, is to specify upon
what it depends, and in what ways.

“It depends” is an appropriate response to the important questions in management
as well. Management theory attempts to determine the predictable relationships between
situations, actions, and outcomes. So it is not surprising that a recent approach seeks to
integrate the various schools of management thought by focusing on the interdependence
of the many factors involved in the managerial situation.

The contingency approach (sometimes called the situational approach) was
developed by managers, consultants, and researchers who tried to apply the concepts of
the major schools to real-life situations. When methods highly effective in one situation
failed to work in other situations, they sought an explanation. Why, for example, did an
organizational development program work brilliantly in one situation and fail miserably
in another. Advocates of the contingency approach had a logical answer to all such
questions: Results differ because situations differ; a technique that works in one case will
not necessarily work in all cases.

The contingency school focuses on applying management principles and processes as
dictated by the unique characteristics of each situation. It emphasizes that there is no one
best way to manage and that it depends on various situational factors, such as the
external environment, technology, organizational characteristics, characteristics of the
manager, and characteristics of the subordinates. Contingency theorists often implicitly
or explicitly criticize the classical school for its emphasis on the universality of management
principles; however, most classical writers recognized the need to consider aspects of the
situation when applying management principles.

The contingency school originated in the 1960s. It has been applied primarily to
management issues such as organizational design, job design, motivation, and leadership
style. For example, optimal organizational structure has been theorized to depend upon
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organizational size, technology, and environmental uncertainty; optimal leadership style,
meanwhile, has been theorized to depend upon a variety of factors, including task
structure, position power, characteristics of the work group, characteristics of individual
subordinates, quality requirements, and problem structure, to name a few. A few of the
major contributors to this school of management thought include Joan Woodward, Paul
Lawrence, Jay Lorsch, and Fred Fiedler, among many others.

Contemporary “Schools” of Management Thought
Management research and practice continues to evolve and new approaches to the

study of management continue to be advanced. This section briefly reviews two contemporary
approaches: total quality management (TQM) and the learning organization. While
neither of these management approaches offer a complete theory of management, they
do offer additional insights into the management field.

Total Quality Management
Total quality management (TQM) is a philosophy or approach to management that

focuses on managing the entire organization to deliver quality goods and services to
customers. This approach to management was implemented in Japan after World War II
and was a major factor in their economic renaissance. TQM has at least four major
elements. Employee involvement is essential in preventing quality problems before they
occur. A customer focus means that the organization must attempt to determine customer
needs and wants and deliver products and services that address them.

Benchmarking means that the organization is always seeking out other organizations
that perform a function or process more effectively and using them as a standard, or
benchmark, to judge their own performance. The organization will also attempt to adapt
or improve the processes used by other companies. Finally, a philosophy of continuous
improvement means that the organization is committed to incremental changes and
improvements over time in all areas of the organization. TQM has been implemented by
many companies worldwide and appears to have fostered performance improvements in
many organizations. Perhaps the best-known proponent of this school of management
was W. Edwards Deming.

Learning Organization
The contemporary organization faces unprecedented environmental and technological

change. Thus, one of the biggest challenges for organizations is to continuously change
in a way that meets the demands of this turbulent competitive environment. The learning
organization can be defined as one in which all employees are involved in identifying and
solving problems, which allows the organization to continually increase its ability to grow,
learn, and achieve its purpose. The organizing principle of the learning organization is
not efficiency, but problem solving. Three key aspects of the learning organization are a
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team-based structure, empowered employees, and open information. Peter Senge is one
of the best-known experts on learning organizations.

Some Key Concepts
Many of the concepts of general systems theory are finding their way into the language

of management. Managers need to be familiar with the systems vocabulary so that they can
keep pace with current developments.

SUBSYSTEMS: The parts that make up the whole of a system are called subsystems.
And each system in turn may be a subsystem of a still larger whole. Thus a department is
a subsystem of a plant, which may be a subsystem of a company, which may be a
subsystem of a conglomerate or an industry, which is a subsystem of the national economy,
which is a subsystem of the world system.

SYNERGY: Synergy  means  that  the  whole  is  greater  than  the  sum  of  its  parts.  In
organizational terms, synergy means  that  as  separate  departments  within  an  organization
cooperate and interact, they become more productive than if each were to act in isolation. For
example, in a small firm, it is more efficient for each department to deal with one finance
department than for each department to have a separate finance department of its own.

OPEN AND CLOSED SYSTEMS: A system is considered an open system if it interacts
with its environment; it is considered a closed system if  it does not. All organizations  interact
with their environment, but the extent to which they do so varies. An automobile plant, for
example, is a far more open system than a monastery or a prison.

SYSTEM BOUNDARY: Each system has a boundary that separates it from its environment.
In a closed system, the system boundary is  rigid;  in an  open system,  the  boundary  is more
flexible. The system boundaries of many organizations have become increasingly flexible in
recent years. For example, managers at oil companies wishing to engage in offshore drilling
now must consider public concern for the environment A trend is that American communities
are demanding more and more environmental responsibility from companies. For example,
Santa Rosa, California, a city of 1,25,000, treats environmental violations such as “off-
gassing” a waste product, which is, allowing it to evaporate into the atmosphere, as a potential
criminal offense.

FLOW: A system has flows of  information,  materials,  and  energy  (including  human
energy). These enter the system from the environment as inputs (raw materials, for example),
undergo transformation processes within the system (operations that alter them), and exit the
system as outputs (goods and services).

FEEDBACK: Feedback is  the  key  to  system  controls.  As  operations  of  the  system
proceed, information is fed back to the appropriate people, and perhaps to a computer, so that
the work can be assessed and, if necessary, corrected. For example, when Aluminum
Company of America began feeding production data back to the factory floor, workers in the
Addy, Washington, magnesium plant quickly observed ways to improve operations, boosting
productivity by 72 per cent.

System theory calls attention to the dynamic and interrelated nature of organizations
and the management task. Thus, it provides a framework within which we can plan actions
and anticipate both immediate and far-reaching consequences while allowing us to understand
unanticipated consequences as they develop. With a systems perspective, general managers
can more easily maintain a balance between the needs of the various parts of the enterprise
and the needs and goals the whole firm.
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MANAGEMENT IN MODERN AGE

Entering an Era of Dynamic Engagement
All of the preceding theories have come down to us in the late twentieth-century

world of organizations and management. Here they are practiced against a backdrop of
rapid change and profound rethinking about how management and organizations will
evolve in the next century. At the heart of this rethinking, which is really occurring in
numerous ways at the same time, are new ways of thinking about relationships and time.

As boundaries between cultures and nations are blurred and new communications
technology makes it possible to think of the world as a “global village,” the scope of
international and intercultural relationships is rapidly expanding. The pace of organizational
activity picks up dramatically. These trends indicate a heightened level of intensity in
organizations and management today.

To emphasize the intensity of modern organizational relationships and the intensity
of time pressures that govern these relationships, we call this flurry of new management
theory the dynamic engagement approach. “Dynamic engagement” is our term. In
times when theories are changing, it is often true that the last thing that happens is that
someone assigns a name to the new theory. We use dynamic engagement to convey the
mood of current thinking and debate about management and organizations. It is quite
likely that twenty years from now, well into your organizational lives, you will look back
and call this period of movement by some other name.

Dynamic - opposite of static - implies continuous change, growth, and activity;
engagement—the opposite of detachment implies intense involvement with others. We
therefore think the term dynamic engagement best expresses the vigorous way today’s
most successful managers focus on human relationships and quickly adjust to changing
conditions over time. Six different themes about management theory are emerging under
the umbrella that we call dynamic engagement.

The dynamic engagement approach recognizes that an organization’s environment
is not some set of fixed, impersonal forces. Rather, it is a complex, dynamic web of people
interacting with each other. As a result, managers must not only pay attention to their
own concerns, but also understand what is important to other managers both within their
organizations and at other organizations. They interact with these other managers to
create jointly the conditions under which their organizations will prosper or struggle. The
theory of competitive strategy, developed by Michael Porter, focuses on how managers
can influence conditions in an industry when they interact as rivals, buyers, suppliers,
and so on. Another variation on the dynamic engagement approach, most notably argued
by Edward and Jean Gerner Stead in Management for a Small Planet, places ecological
concerns at the center of management theory. 
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Managers using a dynamic engagement approach pay close attention to the values
that guide people in their organizations, the corporate culture that embodies those values,
and the values held by people outside the organization. This idea came into prominence
with the publication in 1982, of In Search of Excellence by Thomas Peters and Robert
Waterman. From their study of “excellent” companies, Peters and Waterman concluded
that “the top performers create a broad, uplifting shared culture, a coherent framework
within which charged-up people search appropriate adaptations.

Robert Solomon has taken this idea a step further, arguing that managers must
exercise moral courage by placing the value of excellence at the top of their agendas. In
dynamic engagement, it is not enough for managers to do things the way they always
have, or to be content with matching their competitors. Continually striving toward
excellence has become an organizational theme of the 1990s. Because values, including
excellence, are ethical concepts, the dynamic engagement approach moves ethics from the
fringe of management theory to the heart of it. 

Globalization and Management

The dynamic engagement approach recognizes that the world is at the manager’s
doorstep in the 1990s. With world financial markets running 24 hours a day, and even
the remotest corners of the planet only a telephone call away, managers facing the
twenty-first century must think of themselves as global citizens. Kenichi Ohmae makes
this point as he describes a “borderless” world where managers treat all customers as
“equidistant” from their organizations.

A simple comparison illustrates how things have changed. If you were to look through
Alfred Sloan’s autobiography about his long career as General Motors chairman through the
1940s, you would find very little about international factors—with good reason that time and
place. Today, however, if you time into a CNN broadcast you will notice that the reporters do
not use the word “foreign” at all. Or, consider the poster on the wall of Honda dealerships,
which says the idea of an “American car” doesn’t make any sense in an era when a single
car contains parts made by people from all over the globe. 

Managers who embrace the dynamic engagement approach recognize that the
various perspectives and values that people of different cultural backgrounds bring to
their organizations are not only a fact of life but a significant source of contributions.

Joanne Martin has pioneered the cultural analysis of organizations. She explains
how differences create unprecedented challenges for modem managers. Charles Taylor
is a prominent proponent of the so called “communitarian” movement. Taylor claims that
people can preserve their sense of uniqueness—their authenticity—only by valuing what
they hold in common and seeking to extend what they hold in common in the organizations
and communities in which they live. Cornel West grabs our attention to different
cultures with the very title of his book, Race Matters. Martin, Taylor, and West, all want
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us to see the benefits that come from welcoming and understanding differences among
people. Still, none of them say that acceptance of different cultures will be easy.
Multiculturalism is a moving target as more and more people become conscious of their
particular cultural traditions and ties. Here is where both “dynamic” and “engagement”
clearly come together as we envision the organizations of the twenty-first century. 

Remember to Change With The Times

We have discussed two basic things in this chapter. First, theorists, whatever their
fields of endeavor, tend to be people and products of their times. Second, management
theories, like theories in all fields, tend to evolve to reflect everyday realities and changing
circumstances. By the same token, managers must be sensitive to changing circumstances
and equally willing to change. If they do not, they must be surpassed by more flexible
competitors.

Both of these ideas apply to Henry Ford, the man who boldly braced the ideas of
scientific management, revolutionizing the auto industry and society in the process.

Yet many of Ford’s managerial practices were conservative or unresponsive to
changing times, and his hold on the automotive market was eventually wrested from him
by companies more farsighted in their managerial theories and practices. Hostile to the
banking community, for example, Ford refused outside investments in his company
throughout his lifetime, borrowing capital only when absolutely necessary and preferring
to finance corporate activities solely through the company’s own income. He was also
inclined to ignore the dynamics of the industry that he had largely founded. Although
he opened up branch factories to cater to a growing European market, he long failed to
follow managerial advice to retool for both the hydraulic brake and six or eight cylinder
engine; he also resisted management counsel regarding the advances in gearshift and
transmission technology and even put off introducing color variety into his product line
(Ford preferred his cars to be black). His disinterest in consumer demands for comfort and
style ultimately cost him his industry’s leadership, which passed to General Motors, a
conglomerate assembled from over 20 diverse firms by founder William Durant and a
second generation of American industrial organizers. 

The Eight New Management Assumptions
Drucker identifies the following new assumptions for the social discipline of management.

1. Management is NOT only for profit-making businesses. Management is the specific
and distinguishing organ of any and all organizations.

2. There is NOT only one right organization. The right organization is the organization
that fits the task.

3. There is NOT one right way to manage people. One does not “manage” people. The
task is to lead people. And the goal is to make productive the specific strengths and
knowledge of each individual.
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4. Technologies and End-users are NOT fixed and given. Increasingly, neither technology
nor end-use is a foundation of management policy. They are limitations. The foundations
have to be customer values and customer decisions on the distribution of their
disposable income. It is with those that management policy and management
strategy increasingly will have to start.

5. Management’s scope is NOT only legally defined. The new assumption on which
management, both as a discipline and as a practice, will increasingly have to base
itself is that the scope of management is not legal. It has to be operational. It has
to embrace the entire process. It has to be focused on results and performance
across the entire economic chain.

6. Management’s scope is NOT only politically defined. National boundaries are important
primarily as restraints. The practice of management - and by no means for business
only -  will  increasingly  have  to  be  defined  operationally  rather  than  politically.

7. The Inside is NOT the only Management domain. The results of any institution exist
ONLY on the outside. Management exits for the sake of the institution’s results. It
has to start with the intended results and organize the resources of the institution to
attain these results. It is the organ that renders the institution, whether business,
church, university, hospital or a battered woman’s shelter, capable of producing
results outside of itself.

8. Management’s concern and management’s responsibility are everything that affects
the performance of the institution and its results - whether inside or outside, whether
under the institution’s control or totally beyond it.

PRINCIPLES OF MANAGEMENT

Anything which can ensure the success of any organization that is principles of
management. Without assuming principles of management we can not imagine about the
effective and proper management of the resources in any organization. Principles of
management are the guidelines for the success of organizational affairs. Management
principles are statements of fundamental truth. These principles serve as guidelines for
decisions and actions of managers. They are derived through observation and analysis
of events which managers have to face in practice.

If you hold any managerial position in the organization you will have to deal with
the various challenges and ensure the smooth functioning of the organization. Different
levels are there in the organization hierarchy. Each position and level has its own
criticalities and issues, responsibilities and authorities, power and position. How to deal
with these issues and challenges principles of management are set. The three levels for
being a high-quality manager are as follows: Technical Skill, Human Skill, and Conceptual
Skill and the necessary functions of a manager are planning, organizing, directing and
controlling.
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Technical skill is the ability to process the technical side of a job or part of your work.
Proficiency in the technical knowledge of your job and company is critical if your job
requires you to be more “hands on” with your work. Many managers find themselves less
educated on the technical side of the job than the rest of their employees and upon losing
their managerial position they are forced to come to the reality that there are far more
people educated in technical work than they are and slowly fall down the ladder. In order
to not let this happen, you must stay up to date with the technical aspects of your job in
order to assure your bosses and your company that you are the right person for the
position.

Human skill is the power to communicate to your fellow co-workers. This is a skill
that 99% of all companies look for in a manager because if you do not possess the ability
to correspond with other employees then you will not work out in a manager position. You
must be a “people person” in order to hold a job as a manager because on a daily basis
you will be working with various other associates and you will need to know how to hold
conversations and help your employees. Learning how to effectively communicate with
people is a key principle of management that you will need in order to be successful in
your position.

Conceptual skills involve the formulation of ideas and concepts. Managers that have
great conceptual skills generally possess the power to create innovative ideas and deliver
abstract theories. This form of management will give your company the edge it needs
against its competitors if you can formulate groundbreaking concepts for your company
that will push them ahead of the competition.

Managers also have duties no matter what their skill level is. These responsibilities
include planning, organizing, directing and controlling. These functions are necessary
when working as a manager in any level you are performing in. You might view your
principles of management as the separate skill levels or the basic duties of a manager.
Whichever you hold as the most important, you must also keep in account that a great
manager will possess all of these skills and be a vital asset to their company.

The principles of Management are the essential, underlying factors that form the
foundations of successful management. According to Henri Fayol (1841-1925) in his
book General and Industrial Management (1916), there are fourteen ‘principles of
management’.

Fayol’s 14 Principles of Management

Fayolizm is one of the first comprehensive statements of a general theory of
management, developed by Fayol. He has been a great management GURU and leader.
His thoughts given as the principles of management are still relevant in modern age
orgnaizations.
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1. Div i si on of  L abor : The more people specialize, the more efficiently they can
perform their work. This principle is epitomized by the modern assembly line.
The specialization of the workforce according to the skills a person, creating
specific personal and professional development within the labor force and therefore
increasing productivity; leads to specialization which increases the efficiency of
labor. By separating a small part of work, the workers speed and accuracy in its
performance increases. This principle is applicable to both technical as well as
managerial work.

2. Authority: Managers must give orders so that they can get things done. While
their formal authority gives them the right to command, managers will not
always compel obedience unless they have personal authority (such as relevant
expertise) as well. This principle suggests that there must be parity between
authority and responsibility. They are co-existent and go together, and are two
sides of the same coin.

3. Discipline: Members in an organization need to respect the rules and agreements
that govern the organization. To Fayol, discipline results from good leadership
at all levels of the organization, fair agreements (such as provisions for rewarding
superior performance), and judiciously enforced penalties for infractions.

4. Unity of Command: Each employee must receive instructions from only one
person. Fayol believed that when an employee reported to more than one
manager, conflicts in instructions and confusion of authority would result. This
principle states that every subordinate should receive orders and be accountable
to one and only one superior. If an employee receives orders from more than one
superior, it is likely to create confusion and conflict. Unity of Command also
makes it easier to fix responsibility for mistakes.

5. Unity of Direction: Those operations within the organization that have the
same objective should be directed by only one manager using one plan. For
example, the personnel department in a company should not have two directors,
each with a different hiring policy.

6. Subordination of Individual Interest to the Common Good: In any
undertaking, the interests of employees should not take precedence over the
interests of the organization as a whole. The management must put aside
personal considerations and put company objectives first. Therefore the interests
of goals of the organization must prevail over the personal interests of individuals.

7. Remuneration: Compensation for work done should be fair to both employees
and employers. Workers must be paid sufficiently as this is a chief motivation
of employees and therefore greatly influences productivity. The quantum and
methods of remuneration payable should be fair, reasonable and rewarding of
effort.
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8. Centralization: Decreasing the role of subordinates in decision making is
centralization; increasing their role in decentralization. Fayol believed that
managers should retain final responsibility, but should at the same time give
their subordinates enough authority to do their jobs properly. The problem is to
find the proper degree of centralization in each case.

9. The Hierarchy: The line of authority in an organization—often represented
today by the neat boxes and lines of the organization chart—runs in order of
rank from top management to the lowest level of the enterprise.

10. Order: Materials and people should be in the right place at the right time.
People, in particular, should be in the jobs or positions they are most suited to.

11. Equity: Managers should be both friendly and fair to subordinates. Employees
must be treated kindly, and justice must be enacted to ensure a just workplace.
Managers should be fair and impartial when dealing with employees.

12. Stability of Staff: A high employee turnover rate undermines the efficient
functioning of an organization. The period of service should not be too short and
employees should not be moved from positions frequently. An employee cannot
render useful service if he is removed before he becomes accustomed to the work
assigned to him.

13. Initiative: Subordinates should be given the freedom to conceive and carry out
their plans, even though some mistakes may result. Using the initiative of
employees can add strength and new ideas to an organization. Initiative on the
part of employees is a source of strength for the organization because it provides
new and better ideas. Employees are likely to take greater interest in the
functioning of the organization.

14. Espirit de Corps: Promoting team spirit will give the organization a sense of
unity. To Fayol, even small factors should help to develop the spirit. He suggested,
for example, the use of verbal communications instead of formal, written
communication whenever possible. This refers to the need of managers to ensure
and develop morale in the workplace; individually and communally. Team spirit
helps develop an atmosphere of mutual trust and understanding.

FUNCTIONS OF MANAGEMENT
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Functional Approach of Management

Henri Fayol was the first person to identify elements or functions of management
in his classic 1916, book Administration Industrielle et Generale. Fayol was the managing
director of a large French coal-mining firm and based his book largely on his experiences
as a practitioner of management. Fayol defined five functions, or elements of management:
planning, organizing, commanding, coordinating, and controlling. Fayol argued that
these functions were universal, in the sense that all managers performed them in the
course of their jobs, whether the managers worked in business, military, government,
religious, or philanthropic undertakings.

Fayol defined planning in terms of forecasting future conditions, setting objectives,
and developing means to attain objectives. Fayol recognized that effective planning must
also take into account unexpected contingencies that might arise and did not advocate
rigid and inflexible plans. Fayol defined organizing as making provision for the structuring
of activities and relationships within the firm and also the recruiting, evaluation, and
training of personnel.

According to Fayol, commanding as a managerial function concerned the personal
supervision of subordinates and involved inspiring them to put forth unified effort to
achieve objectives. Fayol emphasized the importance of managers understanding the
people who worked for them, setting a good example, treating subordinates in a manner
consistent with firm policy, delegating, and communicating through meetings and
conferences.

Fayol saw the function of coordination as harmonizing all of the various activities
of the firm. Most later experts did not retain Fayol’s coordination function as a separate
function of management but regarded it as a necessary component of all the other
management functions. Fayol defined the control function in terms of ensuring that
everything occurs within the parameters of the plan and accompanying principles. The
purpose of control was to identify deviations from objectives and plans and to take
corrective action.

Fayol’s work was not widely known outside Europe until 1949, when a translation
of his work appeared in the United States. Nevertheless, his discussion of the practice of
management as a process consisting of specific functions had a tremendous influence on
early management texts that appeared in the 1950s.

Management pioneers such as George Terry, Harold Koontz, Cyril O’Donnell, and
Ralph Davis all published management texts in the 1950s that defined management as
a process consisting of a set of interdependent functions. Collectively, these and several
other management experts became identified with what came to be known as the process
school of management.
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According to the process school, management is a distinct intellectual activity consisting
of several functions. The process theorists believe that all managers, regardless of their
industry, organization, or level of management, engage in the functions of management.
The process school of management became a dominant paradigm for studying management
and the functions of management became the most common way of describing the nature
of managerial work. The various functions of management can be described as:

1. Planning: Drawing up plans of actions that combine unity, continuity, flexibility
and precision given the organization’s resources, type and significance of work and future
trends. Creating a plan of action is the most difficult of the five tasks and requires the
active participation of the entire organization. Planning must be coordinated on different
levels and with different time horizons.

Planning is the function of management that involves setting objectives and determining
a course of action for achieving these objectives. Planning requires that managers be
aware of environmental conditions facing their organization and forecast future conditions.
It also requires that managers be good decision-makers.

Planning is a process consisting of several steps. The process begins with environmental
scanning, which simply means that planners must be aware of the critical contingencies
facing their organization in terms of economic conditions, their competitors, and their
customers. Planners must then attempt to forecast future conditions. These forecasts form
the basis for planning.

Planners must establish objectives, which are statements of what needs to be
achieved and when. Planners must then identify alternative courses of action for achieving
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objectives. After evaluating the various alternatives, planners must make decisions about
the best courses of action for achieving objectives. They must then formulate necessary
steps and ensure effective implementation of plans. Finally, planners must constantly
evaluate the success of their plans and take corrective action when necessary.

There are many different types of plans and planning.
(i) Strategic Planning: Strategic planning involves analyzing competitive

opportunities and threats, as well as the strengths and weaknesses of the
organization, and then determining how to position the organization to compete
effectively in their environment. Strategic planning has a long time frame, often
three years or more. Strategic planning generally includes the entire organization
and includes formulation of objectives. Strategic planning is often based on the
organization’s mission, which is its fundamental reason for existence. An
organization’s top management most often conducts strategic planning.

(ii) Tactical Planning: Tactical planning is intermediate-range planning that is
designed to develop relatively concrete and specific means to implement the
strategic plan. Middle-level managers often engage in tactical planning. Tactical
planning often has a one to three-year time horizon.

(iii) Operational Planning: Operational planning generally assumes the existence
of objectives and specifies ways to achieve them. Operational planning is short-
range planning that is designed to develop specific action steps that support the
strategic and tactical plans. Operational planning usually has a very short time
horizon, from one week to one year.

2. Organizing: Organizing is the process which provides capital, personnel and raw
materials for the day-to-day running of the business, and building a structure to match
the work. Organizational structure depends entirely on the number of employees. An
increase in the number of functions expands the organization horizontally and promotes
additional layers of supervision. In organizing process, different activities are being
grouped on the basis of the similarities of their nature and responsibilities are allocated
to the appropriate persons.

Organizing is the function of management that involves developing an organizational
structure and allocating human resources to ensure the accomplishment of objectives.
The structure of the organization is the framework within which effort is coordinated. The
structure is usually represented by an organization chart, which provides a graphic
representation of the chain of command within an organization. Decisions made about
the structure of an organization are generally referred to as “organizational design”
decisions.

Organizing also involves the design of individual jobs within the organization.
Decisions must be made about the duties and responsibilities of individual jobs as well as
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the manner in which the duties should be carried out. Decisions made about the nature
of jobs within the organization are generally called “job design” decisions.

Organizing at the level of the organization involves deciding how best to
departmentalize, or cluster jobs into departments to effectively coordinate effort. There
are many different ways to departmentalize, including organizing by function, product,
geography, or customer. Many larger organizations utilize multiple methods of
departmentalization. Organizing at the level of job involves how best to design individual
jobs to most effectively use human resources.

Traditionally, job design was based on principles of division of labor and specialization,
which assumed that the more narrow the job content, the more proficient the individual
performing the job could become. However, experience has shown that it is possible for
jobs to become too narrow and specialized. When this happens, negative outcomes result,
including decreased job satisfaction and organizational commitment and increased
absenteeism and turnover.

Recently many organizations have attempted to strike a balance between the need
for worker specialization and the need for workers to have jobs that entail variety and
autonomy. Many jobs are now designed based on such principles as job enrichment and
teamwork.

3. Staffing:This is one of the most important function of management which deals
with the recruitment and selection of human resources. Any organization is run by
human resources, which are very important and valuable resources. Staffing is a process
of acquiring people from surroundings to occupy the suitable position for the appropriate
work. By this function, organization creates potential and values for the attracting the
potential candidates for their organization so that it can achieve its goals at the right
time. It’s a very rigorous process as it deals with the human resources which are very
uncertain in nature. Staffing includes human resource planning, job analysis, recruitment
and selection etc. Organization can fulfill its objective by the efficient manner of this
function.

4. Leading: Leading involves influencing others toward the attainment of
organizational objectives. Effective leading requires the manager to motivate subordinates,
communicate effectively, and effectively use power. If managers are effective leaders,
their subordinates will be enthusiastic about exerting effort toward the attainment of
organizational objectives. It is nothing but optimizing return from all employees in the
interest of the entire enterprise. Successful managers have personal integrity, communicate
clearly and base their judgments on regular audits. Their thorough knowledge of personnel
creates unity, energy, initiative and loyalty and eliminates incompetence.

To become effective at leading, managers must first understand their subordinates’
personalities, values, attitudes, and emotions. Therefore, the behavioral sciences have
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made many contributions to the understanding of this function of management. Personality
research and studies of job attitudes provide important information as to how managers
can most effectively lead subordinates.

Studies of motivation and motivation theory provide important information about
the ways in which workers can be energized to put forth productive effort. Studies of
communication provide direction as to how managers can effectively and persuasively
communicate. Studies of leadership and leadership style provide information regarding
questions such as, “What makes a manager a good leader?” and “In what situations are
certain leadership styles most appropriate and effective?”

5. Controlling: Controlling is identifying weaknesses and errors by controlling
feedback, and conforming activities with plans, policies and instructions. Fayol’s management
process went further than Taylor’s basic hierarchical model by allowing command functions
to operate efficiently and effectively through co-ordination and control methods. For
Fayol, the managing director overlooked a living organism that requires liaison officers
and joint committees.

Controlling involves ensuring that performance does not deviate from standards.
Controlling consists of three steps, which include establishing performance standards,
comparing actual performance against standards, and taking corrective action when
necessary. Performance standards are often stated in monetary terms such as revenue,
costs, or profits, but may also be stated in other terms, such as units produced, number
of defective products, or levels of customer service.

The measurement of performance can be done in several ways, depending on the
performance standards, including financial statements, sales reports, production results,
customer satisfaction, and formal performance appraisals. Managers at all levels engage
in the managerial function of controlling to some degree.

The managerial function of controlling should not be confused with control in the
behavioral or manipulative sense. This function does not imply that managers should
attempt to control or manipulate the personalities, values, attitudes, or emotions of their
subordinates. Instead, this function of management concerns the manager’s role in taking
necessary actions to ensure that the work-related activities of subordinates are consistent
with and contributing toward the accomplishment of organizational and departmental
objectives. Effective controlling requires the existence of plans, since planning provides the
necessary performance standards or objectives. Controlling also requires a clear understanding
of where responsibility for deviations from standards lies. Two traditional control techniques
are the budget and the performance audit. Although controlling is often thought of in terms
of financial criteria, managers must also control production/operations processes, procedures
for delivery of services, compliance with company policies, and many other activities within
the organization.
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The management functions of planning, organizing, leading, and controlling are
widely considered to be the best means of describing the manager’s job as well as the best
way to classify accumulated knowledge about the study of management. Although there
have been tremendous changes in the environment faced by managers and the tools used
by managers to perform their roles, managers still perform these essential functions.

The Seven Old Assumptions of Management
There is a critical difference between a natural science and a social discipline, according

to Drucker. The physical universe displays natural laws that describe objective reality. Natural
laws are constrained by what can be observed, and these laws tend to be stable or change
only slowly and incrementally over time. “A natural science deals with the behavior of
OBJECTS. But a social discipline such as management deals with the behavior of PEOPLE
and HUMAN INSTITUTIONS. The social universe has no ‘natural laws’ of this kind. It is thus
subject to continuous change; and this means that assumptions that were valid yesterday can
become invalid and, indeed, totally misleading in no time at all.” Drucker identifies the
following old assumptions for the social discipline of management. 

Three Old Assumptions for the Discipline of Management

1. Management is Business Management

2. There is - or there must be - ONE right organization structure.

3. There is - or there must be - ONE right way to manage people.

Four Old Assumptions for the Practice of Management

4. Technologies, markets and end-users are given.

5. Management’s scope is legally defined.

6. Management is internally focused.

7. The economy as defined by national boundaries is the “ecology” of enterprise and
management.

According to Drucker, six out of seven assumptions (2, 3, 4, 5, 6, and 7) were close
enough to reality to be useful until the early 1980s. However, all are now hopelessly
outdated — “they are now so far removed from actual reality that they are becoming obstacles
to the Theory and even more serious obstacles to the Practice of Management. Indeed, reality
is fast becoming the very opposite of what these assumptions claim it to be.”

Note: The above mentioned functions are known as the managerial functions. These
five functions are very vital for the organizational affairs. These are important for the
five ‘M’ (Men, Machine, Money, Minutes, and Materials) to make a comprehensive
approach of management professionally. Along with these five managerial functions,
some operative functions are there which are equally important for the management of
an organization. These are Marketing management, Human resource management,
Finance management, and Operation and Production management etc.
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Management Levels and Corresponding Skills

Organizations are made-up of numbers of activities and responsibilities. All the
activities are to be performed by different people. To ensure the role clarity, job responsibility
and accountability, organizations are divided in three parts or three levels. These levels
in the organization define the structural division of the organization. It can be represented
as:

Managers are organizational members who are responsible for the work performance
of other organizational members. Managers have formal authority to use organizational
resources and to make decisions. In organizations, there are typically three levels of
management: top-level, middle-level, and first-level. These three main levels of managers
form a hierarchy, in which they are ranked in order of importance. In most organizations,
the number of managers at each level is such that the hierarchy resembles a pyramid,
with many more first-level managers, fewer middle managers, and the fewest managers
at the top level. Each of these management levels is described below in terms of their
possible job titles and their primary responsibilities and the paths taken to hold these
positions. Additionally, there are differences across the management levels as to what
types of management tasks each does and the roles that they take in their jobs. Finally,
there are a number of changes that are occurring in many organizations that are
changing the management hierarchies in them, such as the increasing use of teams, the
prevalence of outsourcing, and the flattening of organizational structures.

Top-level Managers
Top-level managers, or top managers, are also called senior management or executives.

These individuals are at the top one or two levels in an organization, and hold titles such
as: Chief Executive Officer (CEO), Chief Financial Officer (CFO), Chief Operational
Officer (COO), Chief Information Officer (CIO), Chairperson of the Board, President, Vice
President, and Corporate head.

Often, a set of these managers will constitute the top management team, which is
composed of the CEO, the COO, and other department heads. Top-level managers make
decisions affecting the entirety of the firm. Top managers do not direct the day-to-day

Technical
Skill

Human
Skill

Conceptual
Skill

Lower level

Top level

Middle level
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activities of the firm; rather, they set goals for the organization and direct the company
to achieve them. Top managers are ultimately responsible for the performance of the
organization, and often, these managers have very visible jobs.

Top managers in most organizations have a great deal of managerial experience and
have moved up through the ranks of management within the company or in another
firm. An exception to this is a top manager who is also an entrepreneur; such an
individual may start a small company and manage it until it grows enough to support
several levels of management. Many top managers possess an advanced degree, such as
a Masters in Business Administration, but such a degree is not required.

Some CEOs are hired in from other top management positions in other companies.
Conversely, they may be promoted from within and groomed for top management with
management development activities, coaching, and mentoring. They may be tagged for
promotion through succession planning, which identifies high potential managers.

Middle-level Managers
Middle-level managers, or middle managers, are those in the levels below top

managers. Middle managers’ job titles include: General manager, Plant manager, Regional
manager, and Divisional manager.

Middle-level managers are responsible for carrying out the goals set by top
management. They do so by setting goals for their departments and other business units.
Middle managers can motivate and assist first-line managers to achieve business objectives.
Middle managers may also communicate upward, by offering suggestions and feedback
to top managers. Because middle managers are more involved in the day-to-day workings
of a company, they may provide valuable information to top managers to help improve
the organization’s bottom line.

Jobs in middle management vary widely in terms of responsibility and salary.
Depending on the size of the company and the number of middle-level managers in the
firm, middle managers may supervise only a small group of employees, or they may
manage very large groups, such as an entire business location. Middle managers may be
employees who were promoted from first-level manager positions within the organization,
or they may have been hired from outside the firm. Some middle managers may have
aspirations to hold positions in top management in the future.

First-level Managers/Lower Levels
First-level managers are also called first-line managers or supervisors. These managers

have job titles such as: Office manager, Shift supervisor, Department manager, Foreperson,
Crew leader, Store manager.
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First-line managers are responsible for the daily management of line workers—the
employees who actually produce the product or offer the service. There are first-line
managers in every work unit in the organization. Although first-level managers typically
do not set goals for the organization, they have a very strong influence on the company.
These are the managers that most employees interact with on a daily basis, and if the
managers perform poorly, employees may also perform poorly, may lack motivation, or
may leave the company.

In the past, most first-line managers were employees who were promoted from line
positions (such as production or clerical jobs). Rarely did these employees have formal
education beyond the high school level. However, many first-line managers are now
graduates of a trade school, or have a two-year associates or a four-year bachelor’s degree
from college.

Manangement Skills
Regardless of organizational level, all managers must have five critical skills: technical

skill, interpersonal skill, conceptual skill, diagnostic skill, and political skill.

Technical Skill

Technical skill involves understanding and demonstrating proficiency in a particular
workplace activity. Technical skills are things such as using a computer word processing
program, creating a budget, operating a piece of machinery, or preparing a presentation.
The technical skills used will differ in each level of management. First-level managers
may engage in the actual operations of the organization; they need to have an understanding
of how production and service occur in the organization in order to direct and evaluate
line employees. Additionally, first-line managers need skill in scheduling workers and
preparing budgets. Middle managers use more technical skills related to planning and
organizing, and top managers need to have skill to understand the complex financial
workings of the organization.

Interpersonal Skill/Human Skills

Interpersonal skill involves human relations, or the manager’s ability to interact
effectively with organizational members. Communication is a critical part of interpersonal
skill, and an inability to communicate effectively can prevent career progression for
managers. Managers who have excellent technical skill, but poor interpersonal skill are
unlikely to succeed in their jobs. This skill is critical at all levels of management.

Conceptual Skill

Conceptual skill is a manager’s ability to see the organization as a whole, as a
complete entity. It involves understanding how organizational units work together and
how the organization fits into its competitive environment. Conceptual skill is crucial for
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top managers, whose ability to see “the big picture” can have major repercussions on the
success of the business. However, conceptual skill is still necessary for middle and
supervisory managers, who must use this skill to envision, for example, how work units
and teams are best organized.

Management Roles
In addition to the broad categories of management functions, managers in different

levels of the hierarchy fill different managerial roles. These roles were categorized by
researcher Henry Mintzberg, and they can be grouped into three major types: decisional,
interpersonal, and informational.

Decisional Roles

Decisional roles require managers to plan strategy and utilize resources. There are
four specific roles that are decisional. The entrepreneur role requires the manager to
assign resources to develop innovative goods and services, or to expand a business. Most
of these roles will be held by top-level managers, although middle managers may be given
some ability to make such decisions. The disturbance handler corrects unanticipated
problems facing the organization from the internal or external environment. Managers
at all levels may take this role. For example, first-line managers may correct a problem
halting the assembly line or a middle level manager may attempt to address the aftermath
of a store robbery. Top managers are more likely to deal with major crises, such as
requiring a recall of defective products. The third decisional role, that of resource allocator,
involves determining which work units will get which resources. Top managers are likely
to make large, overall budget decisions, while middle mangers may make more specific
allocations. In some organizations, supervisory managers are responsible for determine
allocation of salary raises to employees. Finally, the negotiator works with others, such
as suppliers, distributors, or labor unions, to reach agreements regarding products and
services. First-level managers may negotiate with employees on issues of salary increases
or overtime hours, or they may work with other supervisory managers when needed
resources must be shared. Middle managers also negotiate with other managers and are
likely to work to secure preferred prices from suppliers and distributors. Top managers
negotiate on larger issues, such as labor contracts, or even on mergers and acquisitions
of other companies.

Interpersonal Roles

Interpersonal roles require managers to direct and supervise employees and the
organization. The figurehead is typically a top of middle manager. This manager may
communicate future organizational goals or ethical guidelines to employees at company
meetings. A leader acts as an example for other employees to follow, gives commands and
directions to subordinates, makes decisions, and mobilizes employee support. Managers
must be leaders at all levels of the organization; often lower-level managers look to top
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management for this leadership example. In the role of liaison, a manager must coordinate
the work of others in different work units, establish alliances between others, and work
to share resources. This role is particularly critical for middle managers, who must often
compete with other managers for important resources, yet must maintain successful
working relationships with them for long time periods.

Informational Roles
Informational roles are those in which managers obtain and transmit information.

These roles have changed dramatically as technology has improved. The monitor evaluates
the performance of others and takes corrective action to improve that performance.
Monitors also watch for changes in the environment and within the company that may
affect individual and organizational performance. Monitoring occurs at all levels of
management, although managers at higher levels of the organization are more likely to
monitor external threats to the environment than are middle or first-line managers. The
role of disseminator requires that managers inform employees of changes that affect
them and the organization. They also communicate the company’s vision and purpose.

Managers at each level disseminate information to those below them, and much
information of this nature trickles from the top down. Finally, a spokesperson communicates
with the external environment, from advertising the company’s goods and services, to
informing the community about the direction of the organization. The spokesperson for
major announcements, such as a change in strategic direction, is likely to be a top
manager. But, other, more routine information may be provided by a manager at any
level of a company. For example, a middle manager may give a press release to a local
newspaper, or a supervisor manager may give a presentation at a community meeting.

Changes in Management Hierarchies

There are a number of changes to organizational structures that influence how
many managers are at each level of the organizational hierarchy, and what tasks they
perform each day.

Flatter Organizational Structures
Organizational structures can be described by the number of levels of hierarchy;

those with many levels are called “tall” organizations. They have numerous levels of
middle management, and each manager supervises a small number of employees or other
managers. That is, they have a small span of control. Conversely, “flat” organizations
have fewer levels of middle management, and each manager has a much wider span of
control.

Many organizational structures are now more flat than they were in previous
decades. This is due to a number of factors. Many organizations want to be more flexible
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and increasingly responsive to complex environments. By becoming flatter, many
organizations also become less centralized. Centralized organizational structures have
most of the decisions and responsibility at the top of the organization, while decentralized
organizations allow decision-making and authority at lower levels of the organization.
Flat organizations that make use of decentralization are often more able to efficiently
respond to customer needs and the changing competitive environment.

As organizations move to flatter structures, the ranks of middle-level managers are
diminishing. This means that there a fewer opportunities for promotion for first-level
managers, but this also means that employees at all levels are likely to have more
autonomy in their jobs, as flatter organizations promote decentralization. When
organizations move from taller to flatter hierarchies, this may mean that middle managers
lose their jobs, and are either laid off from the organization, or are demoted to lower-level
management positions. This creates a surplus of labor of middle level managers, who may
find themselves with fewer job opportunities at the same level.

Increased Use of Teams

A team is a group of individuals with complementary skills who work together to
achieve a common goal. That is, each team member has different capabilities, yet they
collaborate to perform tasks. Many organizations are now using teams more frequently
to accomplish work because they may be capable of performing at a level higher than that
of individual employees. Additionally, teams tend to be more successful when tasks
require speed, innovation, integration of functions, and a complex and rapidly changing
environment.

Another type of managerial position in an organization that uses teams is the team
leader, who is sometimes called a project manager, a program manager, or task force
leader. This person manages the team by acting as a facilitator and catalyst. He or she
may also engage in work to help accomplish the team’s goals. Some teams do not have
leaders, but instead are self-managed. Members of self-managed teams hold each other
accountable for the team’s goals and manage one another without the presence of a
specific leader.

Outsourcing

Outsourcing occurs when an organization contracts with another company to perform
work that it previously performed itself. Outsourcing is intended to reduce costs and
promote efficiency. Costs can be reduced through outsourcing, often because the work can
be done in other countries, where labor and resources are less expensive than in the
United States. Additionally, by having an out-sourcing company aid in production or
service, the contracting company can devote more attention and resources to the company’s
core competencies. Through outsourcing, many jobs that were previously performed by
American workers are now performed overseas. Thus, this has reduced the need for many
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first-level and middle-level managers, who may not be able to find other similar jobs in
another company.

There are three major levels of management: top-level, middle-level, and first-level.
Managers at each of these levels have different responsibilities and different functions.
Additionally, managers perform different roles within those managerial functions. Finally,
many organizational hierarchies are changing, due to changes to organizational structures
due to the increasing use of teams, the flattening of organizations, and outsourcing.

MANAGEMENT AS A STRATEGY

Strategy is: “A corporate future vision and its vision-based basic pattern of its
interdependence with environments, constituting a guideline for the decision making of
its inside people”. There is a certain strategic intent in the management strategy that
provides a future direction, functioning to furnish a long-term vision without interferences
of imminent phenomena.

Management strategy concerns a relationship between a corporation and its
environments (strategy as position), and with or without an intent regarding the way to
get involved in such a relationship, there is a certain kind of pattern peculiar to that
corporation.

Strategic management can be defined as the art and science of formulating,
implementing, and evaluating cross-cultural decisions that enable an organization to
achieve its objectives.

IMPACT AND SCOPE OF MANAGEMENT OVER THE
PERFORMANCE OF ORGANIZATION

The impact of proper management of organizational affairs can not be ignored as it
leads towards the excellence. The performance of organizations depends on the system
and culture developed by the organization and its people. Management is nothing but
taking consideration of responsibilities and authorities willingly so that every tasks and
activities can be done through the proper channel and procedure.

Performance of the organization is known for:

 Achieving the target at the right time
 Quality of products and services
 Organizational culture
 Satisfaction of employees
 Brand image and values in market
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 Affordability and technological innovation
 Continuous improvement
 Consistency in performance of its turnover

These are some of the factors on the basis of which performance of any organization
is measured. These factors are difficult to be achieved easily. To ensure the achievement
of above mentioned factors proper management is needed. It can be possible through the
commitment of employees and their dedication towards their job. It is very challenging
to manage every things effectively but if organization can follow certain rules and values,
can manage its functions effectively. These are:

 Thirst to achieve excellence
 Proper motivation
 Honest introspection of merits and demerits of their people
 Proper training and development
 Continuous improvement of culture and organizational climate
 Feeling the pulse of employees and customers

Management of organizational activities has broad scope and not needed to proof. All
the organizations which are making profits and creating value addition in their product
and services lines are the result of proper management. The need is to set the priority and
to develop a comprehensive system so that while managing the organizational affairs
small things can not be forgotten. Proper management leads towards the numbers of
benefits and organizational success. The main scope of proper management can be
discussed in terms of:

(i) Adaptability
(ii) Job satisfaction
(iii) Job interest and avenues exploration within the job and organization
(iv) Good inter-personal relationship
(v) Sound culture
(vi) Less distraction

(vii) Conflict management
(viii) Proper understanding

(ix) Quality assurance
(x) Employees commitment and dedication
(xi) Loyalty with organization
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Nature of Management
1. Universality: Management is an universal phenomenon in the sense that it is

common and essential element in all enterprises. Managers perform more or less
the same functions irrespective of their position or nature of the organization.
The basic principles of management can be applied in all managerial situations
regardless of the size, nature and location of the organization. Universality of
managerial tasks and principles also implies that managerial skills are transferable
and managers can be trained and developed.

2. Purposeful: Management is always aimed at achieving organizational goals
and purposes. The success of management is measured by the extent to which
the desired objectives are attained. In both economic and non-economic enterprises,
the tasks of management are directed towards effectiveness (i.e., attainment of
organizational goals) and efficiency (i.e., goal attainment with economy of
resource use).

3. Social process: Management essentially involves managing people organized
in work groups. It includes retaining, Developing and motivating people at
work, as well as taking care of their satisfaction as social beings. All these
interpersonal relations and interactions makes the management as a social
process.

4. Coordinating force: Management coordinates the efforts of organization
members through orderly arrangement of inter-related activities so as to avoid
duplication and overlapping. Management reconciles the individual goals with
the organizational goals and integrates human and physical resources.

5. Intangible: Management is intangible. It is an unseen force. Its presence can
be felt everywhere by the results of its effort which comes in the form of
orderliness, adequate work output, satisfactory working climate, employees
satisfaction etc.

6. Continuous process: Management is a dynamic and an on-going process. The
cycle of management continues to operate so long as there is organized action
for the achievement of group goals.

7. Composite process: Functions of management cannot be undertaken
sequentially, independent of each other. Management is a composite process
made up of individual ingredients. All the functions are performed by involving
several ingredients. Therefore, the whole process is integrative and performed
in a network fashion.

8. Creative organ: Management creates energetic effect by producing results
which are more than the sum of individual efforts of the group members. It
provides sequence to operations, matches jobs to goals, and connects work to
physical and financial resources. It provides creative ideas, new imaginations
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and visions to group efforts. It is not a passive force adopting to external
environment but a dynamic life giving element in every organization.

REVISION
Mary Parker Follett (1868–1933), who

wrote on the topic in the early twentieth
century, defined management as “the ar t of
getting things done through people”. She also
descr ibed management as philosophy. One
can also think of management functionally,
as the act ion of measuring a quanti ty on a
regular basis and of adjust ing some initial
plan; or  as the act ions taken to reach one’s
intended goal. This appl ies even in situations
where planning does not take place.

Some would define management as an
ar t, whi le others would define it  as a science.
Whether  management is an ar t  or  a science
isn’t  what is most impor tant . Management
is a process that  is used to accompl ish
organizat ional goals; that  is, a process that
is used to achieve what an organizat ion
wants to achieve. An organizat ion could be
a business, a school , a cit y, a group of
volunteers, or  any governmental ent i ty.
Managers are the people to whom this
management  task is assigned, and i t  is
general ly thought that  they achieve the
desired goals through the key funct ions of
(1) planning, (2) organizing, (3) dir ect ing,
and (4) control l ing. Some would include
leading as a managing funct ion, but  for  the
purposes of  t hi s discussion, leading is
included as a par t  of dir ect ing.

The four  key funct ions of management
are appl ied throughout  an organizat ion
regardless of whether  i t  is a business, a
government agency, or  a church group. In
a business, which wil l  be the focus here,
many di fferent  act ivi t ies take place. For

example, in a retail store there are people
who buy merchandise to sell, people to sell
the merchandise, people who prepare the
merchandise for display, people who are
responsible for advertising and promotion,
people who do the accounting work, people
who hire and train employees, and several
other types of workers. There might be one
manager for the entire store, but there are
other managers at different levels who are
more directly responsible for the people who
perform all the other jobs. At each level of
management, the four key functions of
planning, organizing, directing, and
controlling are included.

To start a business and have it up and
running successfully, you will need to think
of some realistic business management plans.
With these plans and your dream in mind,
you will have to work through the initial
difficult stages to build up good business
management strategies and the ways to
achieve them. Your business-management
skills may be the crux between mediocrity
and success.

The first and most important step in a
good business management plan is to set
clear specific goals and objectives. It is easier
to achieve goals or objectives that are
distinctive and focused. In addition, it will
take lesser time but produce better results
continually. As such, design your strategies
to achieve your objectives. It makes good
business sense to organize the “to-dos” for
each day so that there is better focus on
every task.
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GLOSSARY

Management, principles, bureaucracy, scientific, functions, levels, nature,
modern, globalization

REVIEW QUESTIONS
Q. 1. Define the organization. Discuss its relevance for the better management.
Q. 2. Write the concept of management. Describe its scope.
Q. 3. Explain the contemporary issues in management. Why these issues are needed to be

discussed?
Q. 4. What are your acquaintances about the emergence of management? Explain.
Q. 5. Describe the functions of management. Analyze the usefulness of these functions for

top level management professional.
Q. 6. Why it is recommended that top level managers should possess conceptual skills?

What are the  roles of human skills for the middle management?
Q. 7. What are the challenges before management in modern organizations; explain. How

much scientific management relevant in modern age?
Q. 8. What are the new strategies to manage change and how it can be made fruitful to fulfill

the demand of the pace of the change?
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CASE 1

Fiat’s Christ and Chrysler’s fate
When the lack crewneck pullover clad Sergio Marchionne CEO of Chrysler Group

was explaining the sweeping recovery at Chrysler to those in the ball room of New York’s
Marriott Marquis Hotel on March 30, 2010, a cynic cut short Machionne’s monologue,
shouting, “$14 billion in taxpayers’ money?” Instead of trying to answer the individual,
Marchionne managed something thrown out.

Perhaps stakeholders of Chrysler, which includes the US Government, won’t fret
over mannerism this time, for Marchionne was talking about the state of affairs at
Chrysler being more comfortable today 9than he was appointed its CEO last June), and
about Chrysler breaking-even this very year, even when the carmaker’s expected product
line has been politely ranked “below average” by agencies like J.D. Power, and its lobal
sales, after having fallen by 36% during 2009 to touch 931,402 units, fell by a further
5.8% during Q1, 2010.

But Marchionne’s view might not be supported by many quarters. For starters, signs
of revival don’t appear very bright for the Detroit pickup truck-maker, with even the
once-optimistic Obama administration giving clear warnings to Chrysler; the most recent
being on April 9, 2010, when the General Accounting Office said that the Government
“would consider all options for shedding its stake, including liquidation” if Chrysler were
to falter, as Greg Gardner, a New York-based auto analyst tell B&E, “The government
has said it isn’t interested in running Chrysler and it has been true to its word. The
government wants Chrysler to make a sufficient profit to repay its loans, and complete
an IPO so US taxpayers can sell their 8% stake and the UAW’s retiree health trust can
take cash out for its 55% stake”.

Marchionne, who dedicated his work time to two auto companies today – fiat S.p.A.
and Chrysler – is however not new to such an uphill climb. His alibi: he saved Fiat from
the verge of bankruptcy. When he was appointed as Fiat’s CEO on June 1, 2004, the
European carmaker was in a muddle – it was losing millions. By 2006, Fiat had turned
profitable, and its stock price had increased by 105%. By 2009 Fiat’s accumulated net
profit has touched $5.1 billion. His ‘Chrysler’ challenge is quite similar. The only difference
is, this time, he was handpicked to save an already bankrupt terrain.

Chrysler’s short term problems are perhaps even its long term. Unlike the most
troubled GM or the currently controversial Toyota, Chrysler does not have a great future
product line; and even in contemporary terms, is very weak in small cars. Owing to the
reduction in capital spending in new product development over the past half-a-decade at
Chrysler, the only new vehicle set to be rolled out over the next two years – as Michelle
Krebs, senior Analyst at California-based Edmunds Inc. tells B&E – is an SUV – the jeep
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Grand Cherokee (“The vehicle resides in a category, SUV, that is largely out of fashion
with consumers”). No wonder, Cerberus (which brought Chrysler from Daimler AG in
2007) even forgave $2 billion in loans during Chrysler’s sell-off to fiat, United Auto
Workers and the US government. John Casesa, analyst at Merrill Lynch, tells B&E,
“Only 33% of Chrysler’s current product line will be replaced by 2013. At time of turmoil,
companies like GM, Ford, Honda, Toyota and other Korean auto manufacturers plan to
replace their existing car models by 99%. Chrysler’s target falls short of even less than
half of the industry’s 72% figure”.

Even American buyers, who were once patrons of Chrysler, have turned their back
on the Dodge and Jeep labels since 2007. Chrysler quotes to B&E the statements of Doug
Betts, Chief Quality Officer, Chrysler, “We plan to match the best mass market competitors
by end of 2012 through quality improvement. The old Chrysler was not organized to work
effectively and the new models were launched with below average quality”.

There is another problem that Marchionne has to fix. 52% of Chrysler’s sales over
2007-2009 have been to fleet cars and rental services, a strategy which includes huge
discounts, exposing Chrysler’s weakness is in compact and hybrids and mid-size sedans.
At present, Chrysler’s product line does not seem fit for fuel-efficiency demanding masses
in high-growth economies.

In the past eleven months, Marchionne has been sincere. He has cut down on the
management layer and has taken central control at Chrysler – those who have argued
with this Italian have been fired. Marchionne knows that to save Chrysler’s assets from
liquidating, he will have to sell 1.65 million vehicles this year alone. Three months up and
he’s managed just 234,215 units. That brings the needed rate to 471,929 units per
quarter over the next nine months, more than double the current rate.

Q. 1. Analyze this case with management perspective.
Q. 2. What kinds of problems Chrysler facing at this time? What kind of strategies can be

formulated to manage this current mingles?
Q. 3. If you were the CEO, what steps you would have taken to revive the growth?


