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LESSON 2. ORGANIZATION THEORY

2.1.LINE AND STAFF: FUNCTIONS AND RELATIONSHIPS

There is hardly a textbook on Management that does not refer to the confusion that exists
between the term 'line’, 'staff and ‘functional' when these expressions are used to de-
scribe structural aspects of organization. One of the main reasons for this confusion un-
doubtedly stems from the attempt to promote classical 'principles’ in complex organiza-
tional structures which are far from classical in themselves. For example, the classical
concept of Unity of Command - one man, one boss - is just not practicable in organization
s where the legal, financial, personnel and technological implications of the line processes
can only be dealt with by diffusing authority across the management hierarchy as well as
down it.

This is not to reject the classical view out of hand, but to say that it has to be considerably
qualified in the light of modern organizational complexity.

The terms 'line’ and 'staff are usually understood in two senses: (a) as functions contrib-
uting to organization objectives, and (b) as relationships of authority. Taking these mean-
ings in order, we can summarize the most frequent views that have been expressed about
line' and 'staff.

2.1.1. Line and Staff as Functions
LINE STAFF

Functions contribute directly to the provi-|Functions contribute indirectly to goods and
sion of goods and services to the custom-|services by supporting the line.
er.

Typical line functions are production and | Typical staff functions include purchasing,

sales. accounts, legal and personnel.
Seen as the primary functions of the or-|Seen as the secondary functions of the or-
ganization. ganization.
Line functions act. Stalff functions think.
2.1.2. Line and Staff as Relationships of Authority

In terms of relationships of authority, 'line' and 'staff can be more effectively distin-
guished if staff is sub - divided into service and functional as depicted below.

LINE STAFF

Service Functional

Direct authority over others. |Advisory only. Direct authority over oth-
ers in respect of special-
ist functions only

Part of the role of every|Seen as authority without|.
manager supervisor. Line|responsibility.
authority is the essence of

the chain of command.




Line relationships TELL Service relationships SELL. [Functional relationships
also TELL, but only AS

Line authority is invariably PRESCRIBED

qualified by functional author-
ity.

It makes more sense to consider line and staff in terms of authority relationships where
there are real differences, rather than in terms of functions, where it is highly arguable to
state that some functions are primary and others secondary. The key point about func-
tions is that every organization s is a complex blend of functions that are dependent
each on the other. AlImost every comment made in the columns under Functions can be
challenged. No wonder there is confusion! It is much more productive to concentrate at-
tention on line and staff as an issue of differences of authority as between one manager
and another.

Line authority is the simplest to understand as well as to agree about. It is the authority
that every manager in respect of his own subordinates. Thus specialist managers, such
as chief accountants and personnel managers, exercise line authority over their own staff.
In this role they are not different from so - called line managers, such as production
managers and sales managers. Line authority, then, is not dependent on line functions.
It is the central feature of the total chain of command throughout the entire organization
structure.

Staff authority, as such, is a misleading concept altogether. It begins to make more
sense when divided into two further concepts, those of 'service" and ‘functional
authority’, as suggested above. Unlike the situation for line authority, the concept of staff
authority is derived from the staff function, and this does relate it to advisory and service
functions of the internal structure of an organization. However, because of the very inter-
dependence of all key functions in a modern organization, one must distinguish between
those aspects of the staff function that merely provide services (e.g. costing,

recruitment, market research etc.), and those that provide key standards of performance
for all other sections of the organization (e.g. setting and monitoring company accounting
procedures, installing and controlling industrial relations procedures etc.). When looked at
in this way, it is probably best to forget the term 'staff authority’ altogether in favor
‘functional authority', which is the former stripped of its servicing aspects, but made much
more powerful in respect of standards in the particular function.

Functional authority, unlike line authority, is not exercised by every manager. It can only
be exercised by managers of specialist functions, and it consists of the right to order oth-
ers, including other mangers, as to what to do, and how to do it, in relation to agreed as-
pects of their own particular specialism. So, for example, the Finance Director of a compa-
ny is not only responsible (i.e. accountable) for the conduct of financial matters, but also
has the authority to insist that line managers and others shall adhere to the company's es-
tablished financial procedures and policies. With the complexity of modern business, it
would not be possible for senior line managers to be busy with their operational duties and
to have the time to attend to the design and use of financial, personnel and other proce-
dures. Thus the use of functional authority is a very real part of organization s today. Natu-
rally, the existence of such authority detracts from the power of line managers to exercise
their own discretion as widely as they would like, but, given the pressures imposed on or-
ganization s by their external environment, it is only by having strong specialist guidance
that line managers can fulfill their responsibilities in the ways demanded by customers,
employees, politicians and other groups. What has to be avoided is turning line managers
into puppets, operated by functional masters at the centre.



Ironically, perhaps, the very power functional specialists arises from the operation of anoth-
er classical idea - that of the Principle of Correspondence. This states that authority should
be commensurate with responsibility. It will be useful to consider for a moment the differ-
ences between these two concepts.

Authority is the legitimate power to act in certain ways; it is rarely carte blanche; it can be
delegated to subordinates.

Responsibility is the obligation to perform certain function on behalf of the organization ;
responsibility may range from the very specific to the very broad; it is commonly called ac-
countability ; unlike authority it cannot be delegated. Both of these can be distinguished
from power, which is the ability to implement actions, regardless of considerations of au-
thority and responsibility. For example, an unofficial strike leader may have no authority
whatsoever to call a strike, and certainly will have nothing about such activities in his job
description(l), but nevertheless has the power to lead his group into a strike situation.
Managers in such a situation have the authority to prevent a strike, but do not necessarily
have the power to do so.

2.2.PRINCIPLES OF GOOD ORGANIZATION

2.2.1. Definition
Organization is a process of dividing work into convenient tasks or duties, of grouping
such duties in the form of posts, of delegating authority to each post, and of appointing
qualified staff to be responsible that the work is carried out as planned.

2.2.2. Principles of Good Organization
To draw up an organization chart is a relatively simple operation, but to ensure that
the principles of good organization are followed is an entirely different, and more diffi-
cult, matter. It would be presumptuous to lay down a set of rules of good organization
and assess that they are capable of universal application, but the following might be
regarded as general principles applicable.

a) Objectives. The objective should be clearly determined and the method of
achieving it indicated in sufficient detail to enable the organizers to decide
what type of organization is needed.

b) Flexibility. An organization structure must possess flexibility in its planning of it,
provision ought to be made for adjustments necessitated by changing circum-
stances.

c) Responsibility:

i) The responsibility attaching to any post should be clearly defined.

i) When responsibility is given, it must be accompanied by the necessary au-
thority to enable the subordinate to carry out the work delegated.

iii) The person to whom work has been delegated should be responsible to
one senior person only - unless the subordinate carries out more than one
function or occupies more than one post, in which case he should be re-
sponsible to one person only in respect of each function or post.

iv) If several responsibilities are attached to a particular post, they should have
some common characteristic.

d) The span of responsibility (or span of control) should be limited to whatever
number is reasonable in the circumstances.

e) Discipline: Discipline is an important factor in any form or type of organization.
It can no longer be enforced by threats of 'sacking' and there is much to be
said for the application of the 'law of the situation' in this connection.



2.2.3. Formal Relationships

Within any organization structure various format relationships exist between those holding
post at different levels or on the same level.
They may be classified as follows:

a)

b)

d)

Direct relationship. This is the relationship which exists between a senior and
his subordinate at any level in the organization - for example, between the
general manager and a departmental manager directly responsible to him; also
between departmental manager and assistant departmental manager. Such re-
lationships might alternatively be described as executive or line relationships.
Functional relationships. This is the relationship existing between those holding
functional (or specialist) posts and those with direct executive responsibilities ;
for example, the relationship between the personnel officer and the works
manager. This might alternatively be described as specialist relationship.
Lateral relationship. This is the relationship between executives and supervi-
sors operating at the same level; that is neither is superior to nor the subordi-
nate or the other. Such relationships exist between, say, the managers of the
sales, advertising, research, and public relations departments, in that they
must co - operate and co - ordinate their efforts along the lines indicates by the
marketing director, to they are all equally and directly responsible.

Staff relationship. This is a personal relationship occurring mainly in the top
levels of an organization, where, for example, such a relationship exists be-
tween the managing director and his personal assistant. Here the personal as-
sistant is an extension of the personality of the managing director, with whom
alone he has a formal relationship; he has no formal relationship with any other
persons within the organization, nor does he possess authority of his own right.
Any instructions he may give or any authority he may exercise are in discharge
of his chiefs responsibilities.

For the formal organization to function properly it must include people who :

a)
b)
c)

are willing and able to communicate with each other.
are willing to contribute to the action of the group.
pOSSess a conscious common purpose.

2.3.0RGANIZATIONAL CHARTS

2.3.1. Forms of organization charts

Although we are, perhaps, more familiar with the vertical form of organization chart, other
forms are also used. The three types available are :

a)

Horizontal chart. Are to all intents and purposes the same as vertical, except
that this pyramid lies horizontally instead of sanding in its usual vertical posi-
tion. The lines of command will therefore proceed horizontally, usually from left
to right.

b) Vertical Charts. These show the organization structure in the form of a pyra-

mid, the lines of command proceeding from top to bottom w vert.ca lines; -
«cept fn a functioning organization, when the lines may be shown diagonally,
though still in downward direction.

Circular (sphere) charts. Are used comparatively rarely ; in some cases, how-
ever they can be used to show the respective spheres of responsibility more
clearly than would be possible in either of the above forms. The circular (or
sphere) chart consists of spheres within spheres, the sizes of the spheres
showing the comparative areas of responsibility of the line or functional man-
gers and any other included. In order to show the distinction between "line"
and functional responsibility, use can be made of thicker lines, shading, etc.
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2.3.2. Purpose of Organization charts

All the forms of organization chart described above have various purposes, namely:

a) Relationships i.e. "line", financial, lateral and staff can be clearly illustrated and
more easily appreciated.

b) Responsibility is clearly defined, whether shown by straight lines or spheres.
Each member of the staff can see at a glance to whom he is responsible, and
who is responsible to him.

c) A complete picture of the organization is provided in a way that is simple to
understand ; thus it provides information for everyone within the organization,
from top management down to the latest newcomer to the junior staff.

d) Grades and numbers within the various grades may also be incorporated in an
organization chart. Used in this way, the chart would provide a basis for the
control of staff and ensure the maintenance of a reasonable balance within the
various grades.

2.3.3. Advantages and disadvantages of organization charts
a) Advantages. Apart from the advantages already stated when enumerating their



purposes, organization charts have the following additional advantages:

)

i)

ii)

Assisting O & M. A well drawn organization chart can be of great assistance
to the organization consultant, particularly when his assignment involves
considerable reorganization.

As part of an organization manual An organization chart is often ( and ad-
visably) included in a firm's organization manual, where it is easily referred
to bv management and staff who wish to obtain information form it or to
make themselves, conversant with any changes in the structure of the or-
ganization

An important side effect may result during the preparation of an organiza-
tion chart. The very fact that someone is getting down to the actual plan-
ning of an organization, and intending to reduce it to chart form, is itself a
step in the right direction. Moreover, during the preliminary planning stage,
new ideas often emerge which result in useful changes in the organization
structure which had not originally been intended.

b) Disadvantages Organization charts are sometimes criticized on the following
grounds:

)

i)

ii)

Misleading effects may be created if a chart is badly prepared - in particu-
lar, where it attempts to give too much detail, where the reference key is
omitted or inadequate, or where the lines of responsibility are confusing.
Lack of flexibility. It is suggested that a chart, cannot represent an organiza-
tion which is (or ought to be) dynamic, capable of great flexibility. NOTE:
One might counter this criticism by suggesting that it is just as easy (if not
easier) to amend or prepare a new chart as to recognize the actual struc-
ture.

Interpretation may be too narrow. Arising out of the last point, the chart's
flexibility may give member of the staff the opportunity and excuse to inter-
pret their duties and responsibilities too narrowly. Alternatively, the keen,
willing worker's initiative may be dulled if he has to conform too rigidly to
the chart.

Misunderstanding concerning status often arises when the vertical form of
chart is used, this is due to the quite common mistake of thinking that an
employee's status is necessarily indicated by the height at which his post
appears in the chart. (This is not a disadvantage applicable to the circular,
or sphere, chart).



LESSON 3. LEADERSHIP

3.1.INTRODUCTION

Management is concerned with getting people to carry out tasks , either routinely or
specifically , as a result of decisions that may have been taken. Leadership is the as-
pects of so managing people that they will perform their assigned tasks willingly and in
an efficient and effective manner.

3.2.DEFINITION OF LEADERSHIP

Leadership can be thought of as a process by which individuals are influenced so that
they will be prepared to participate in the achievement of company or group goals. It is
the role of the leader to obtain the commitment of individuals to achieving these goals.
The leader has to co - ordinate the efforts of individuals and strive to maintain harmoni-
ous relationships between and with them to facilitate the accomplishment of company or
group objectives . It is the leader's task to :

(@) plan and organize group activities ;

(b) exercise control over group activities;

(¢) admit and dismiss group members to and from group activities;

(d) enable all group members to perform their roles satisfactorily within the group;

(e) enable all group members to clarify their roles as environmental circumstances
change; and

(f) enable all group members to understand their roles within the organization with re-
spect to other groups and with respect to the corporate enterprise.

3.3.ACCOMPLISHMENT OF LEADERSHIP

The key word is motivation . The leader has to motivate colleagues to commit them-
selves to organizational goals. Whilst a knowledge of motivation theory is important to a
leader it has to be recognized that our knowledge of the nature of motivation is incom-
plete.

More important point for a leader to remember is that an individual's motivation changes
with time and circumstances and that it is the function of the leader to find out the ap-
propriate motivation for individual group members in-each different circumstance.

Most individuals are strongly motivated by financial reward, for example, but only up to
a point. Beyond that point, increasing the financial reward will not prove to be an effec-
tive motivator. One view is that the leader's task is to discover the most appropriate
form of incentive to offer group members in order to obtain the individual has a sense of
commitment and that it is the leader's task to show each person how to express their
commitment.

3.4.NATURE OF LEADERSHIP

Leadership is a skill which requires several specific abilities:

(a) to understand what motivates individual group members at different times and in dif-
ferent situations or circumstances;

(b) to inspire others; and

(c) to create an organizational climate which will encourage others to act on the basis of
aroused motivation.

A useful first step for a leader is to make himself familiar with leadership theories. The

next step , putting theory into practice , is the most difficult one. The skill lies in recog-

nizing the motivational patterns of members of the group and becoming familiar with
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how they think. Problems arise because the way in which leaders can acquire the skill
or ability to inspire others is not clearly understood. Many managers regrettably lack the
basic skills of leadership and in consequence the groups which they nominally "lead"
operate either ineffectively or sluggishly or in their own way.

3.5.CHARISMA

Charisma refers to the ability of an individual to inspire great trust and devotion and ad-
miration amongst the people with whom he or she comes into contact. Charismatic
leadership exists where the personality of an individual ( who naturally assumes the role
of leader) is such that it causes others to seek to please him. The desire to please the
leader" can therefore lead individuals to become committed to achieving the organiza-
tional goals laid down by the leader . Individuals who are charismatic and who assume
a leadership role are usually highly successful in motivating large groups of people to
follow them. Many examples exist in history and political leaders who have been re-
nowned for their charisma.

Despite the apparent importance of charisma in leadership , no specific and generaliza-
ble personality traits which can be clearly associated with successful leadership have
yet been identified . A number of studies have highlighted significant correlations be-
tween certain personality traits and leadership effectiveness. Intelligence, scholarship,
dependability , responsibility , and social participation ( gregariousness) and socio -
economic status have all been found to have a positive association with effective lead-
ership , but no real indication exists of how these traits are acquired and , since they are
no more than the qualities that a good manager would be expected to possess , re-
search findings have been inconclusive.

3.6. THE SITUATIONAL APPROACH

The failure of researchers to identify generalizable personality traits which can be asso-
ciated with qualities of leadership caused them to look further afield. It has been ob-
served that individuals are likely to accept the leadership of those in whom they per-
ceive a means of accomplishing their own personal aspirations, as instanced in such
historical figures as Mussolini, Hitler and Napoleon. Researchers then switched to in-
vestigating the possibility that leaders are the product of given situations. It has been
argued , for example, that had the Germany in 1920 existed in the form in which it look
after the end of the Second War Hitler could never have risen to power . Provided that a
leader has the right qualities which will enable him or her to assume the role of leader , "
being in the right place at the right time" can have a very great effect on the success of
his or her leadership.

3.7.FIELDER’S THEORY
Fielder's theory of leadership , the contingency theory , combines the situational and the
personality trait approaches. Fielder suggests that individuals adopt the role of leader
not only on account of their personality traits , but also because they are able to adapt
successfully to the different situations. From this it may be argued that a person who
possesses leadership potential will not necessarily be an effective leader unless he is
able to lead in all situations . Fielder identified three critical dimensions of any situation
that can affect the effectiveness of a leader's style.
(a) Position power; this arises from the power of the position that an individual holds in
an organization:
(b) Task structure; this is the extent to which tasks can be clearly defined and responsi-
bility for their conduct allocated to specific individuals:
(c) Leader - member relations; this reflects the extent to which group members like and
trust a leader and are prepared to follow him or her.

11



(d) Fielder recognized two styles of leadership:

(e) a task - orientated approach ; here the leader seeks satisfaction in seeing jobs per-
formed efficiently and effectively; and

() a people - orientated approach ; here the leader seeks satisfaction by attaining a po-
sition of personal prominence.

3.8.PARTICIPATIVE MANAGEMENT
Much attention has been given to the problem of trying to determine the most effective
style of leadership. However, it is evident that if leadership is situational, different styles
can be effective in different situations . Nevertheless one writer , Rensis Likert, is a pro-
ponent of what he calls participative management. This approach emphasises orienta-
tion towards subordinates , with the managers having complete trust and confidence in
him in all matters. Subordinates' ideas and opinions are actively solicited and used con-
structively and economic rewards are based upon the extent to which individuals partic-
ipate in group activities.
The leader and followers ( manager and subordinates) agree on mutual group goals
and objectives and patrticipate in decision - making together . Here the role adopted by
the leader is a supportive one , through which he or she helps individuals to identify
personal objectives and the manner in which to achieve them. In his researches Likert
has found that this style of leadership has been the most successful. Likert also identi-
fied three other types of leadership.
(a) Exploitative - authoritative. This style is very autocratic and little trust in subordi-
nates is shown. There is no participation by group members in decision - making and
the fear or punishment are used to motivate subordinates.
(b) Benevolent - authoritative. This style is mildly autocratic and not as severe in its
system of incentives as (a) above. Some ideas are obtained from subordinates and
some decisions are delegated . This can be described as the "handing - out -of- fa-
vours" management style.
(c) Consultative . This style permits substantial trust in subordinates , makes con-
structive use of subordinates' ideas and opinions and motivates them with rewards and
occasional punishments . Broad decisions are taken by the leader but specific decisions
are taken by group members.

3.9.SHOWING CONCERN FOR PEOPLE AND THE TASK.
Robert Kahn (1956) reported a study among 20,000 workers employed in producing
earthmoving equipment and tractors.
EXAMPLE
The foremen with the best production records were the ones who were most skilled at
end most concerned with meeting employee needs for information, support and assis-
tance, but they were no less concerned with production .... The foremen with the best
production records , in short, were both production - centred and employee - centred.

3.10. MANAGERIAL GRID BY R. BLAKE AND J. MOUTON

Robert Blake and Jane Mouton (1964) devised a management training diagnostic pack-
age which enables a researcher or a consultant to identify a practising manger's current
managerial style. Their work built on previous research which pointed to the need for
managers to have concern for both " getting the job done" and for the needs and the
wants of the people who actually do the work. The grid (see figure 1) has been widely
employed to identify different leadership styles and is also used as training tool. " Work
orientation” at the bottom of the grid measures the subject's concern for the quality of
policy decisions, procedures and processes , etc. " Concern for people" includes such
things as wanting to maintain the self- esteem of workers and having satisfactory inter-
personal relations. Four extremes of style are singled out.

12



Figure .1 The managerial grid
1,1 style . Leaders act as messengers between subordinates and their own superiors.
They take little interest in their job or their subordinates.
9,9 style. This idealised style is the complete opposite to the 1,1 style . Leaders are
dedicated both to people and to production . These are the real "team managers".
1,9 style . Such leaders promote a pleasing, amicable , relaxed atmosphere. This is of-
ten referred to as "country club” management. No concern is shown for working as a
team towards enterprise goals.
9,1 style . The autocratic style of management where the only concern shown is that for
getting the job done.
5,5 style . This is the " halfway house" approach , where managers aim to perform ade-
quately along both dimensions of the grid. Goals set are usually well within the reach of
the organization and the attribute of management is mildly autocratic but at the same
time benevolent.
Blake and Mouton's researches using this method uncovered some interesting finding .
Most managers appear to adopt a 5,5 style and these managers are moderately suc-
cessful. The most successful managers adopt the 9,9 style of management but, inter-
estingly enough, practising managers see subordinates who adopt 9,1 style of man-
agement as promotable.

13
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LESSON 6. DIRECTION OF COMMAND

In all human enterprise, in whatever sphere it exists, wherever a group of people are
concerned with achieving specified objectives there arises the need to have someone
with ultimate responsibility; in other words a leader or commander to whom authority is
given to direct the group's activities and to assume command of the resources devoted
to the requirements of the enterprise.

The word ‘command' suggests a rather military arrangement that demands unquestion-
ing adherence to orders or instructions from the top, and while this may have been the
case in the past, this is not so in the modern industrial society. Most instructions nowa-
days are, in fact, presented in the form of requests rather than in the form of orders, al-
beit they may have the same ultimate effect. People at all levels, from departmental
managers to shop-floor workers, are sensitive of their personal value and are inclined to
resent any tacit suggestion, which may be implied in an order, that they are unable to
think for themselves or have no opinions. It is suggested, in fact, that less than a third of
the orders given to subordinates take the form of firm instructions.

6.1.Chain of command

However command is carried out, in effect it starts at the top and, through the process
of delegation, travels down the management structure to find the level at which action is
required. Each level of command, therefore, has a narrower sphere of influence than
the one above it and a narrower field of accountability. It is also a fact that the span of
authority also narrows in the same way.

The level at which direction is given also affects the type of instruction that results. In-
structions from the upper levels of management, from the chief executive or the senior
executives for example, will be subject to judgment on the various aspects of the con-
tent of the instructions. At the lower levels of supervision instructions will, for the most
part, be laid down according to specific rules and a minimum of individual judgment will
be required.

6.2.The law of the situation

In a small organization the chain of command is obvious with or without an organization
chart. As organizations have become more complex, and particularly where there is de-
centralization, the chain of command becomes much less obvious and direct commands
are less easy to give and have accepted. Departments have become specialized and
top management's command is not so much related to its own exclusive views as to the
furtherance of plans that have been formulated in consultation with the specialists and
on their advice. In fact it is often asserted that plans and objectives are now very much
influenced from below and that command is thus as much by consent as by direction.

In turn this leads to the setting up of a code of standard practices that are required to
meet the requirements of the plans, and workers no longer obey orders as much as ad-
here to standard practices. These standard practices are developed out of the needs
establishing themselves to meet circumstances as they arise in pursuit of the plans laid
down, and workers expect to be relied upon to take the steps necessary to deal with the
situation. Direct instructions, in these circumstances, can be resented by workers unless
their precise relevance is demonstrated. If such direct orders are considered necessary
the workers expect to have this necessity explained. In other words a worker needs to
be satisfied that direct instructions result only because of the facts of the situation and
are not given as an expression of authority only. Mary Parket Follett, an accepted au-
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thority on the use of power and authority in industry, expressed this concept as the 'law
of the situation'. Nowadays it is suggested that the exercise of authority or power should
be replaced by the personal influence of the manager in the relationship between the
manager and the managed, at whatever level it occurs.

6.3.Unity of command

People are apt to become confused if they are answerable to more than one authority.
In the direction of an enterprise this is also very true and hence it is considered essen-
tial that there should be what is termed ‘unity of command’, that is there should be only
one source giving directions.

This is usually taken to mean that one manager only should be in the position of com-
mander, this person normally being the chief executive. It is true that he is the ultimate
authority, but it is unrealistic to suppose that he can act entirely on his own. It is proba-
bly truer to say that unity of command entails top management speaking with one voice
: in other words that differences at board level or among senior executives are resolved
before instructions are issued, and that no dissension is observable by those being
managed.

Lower down the management ladder the same observations apply. No worker should be
required to accept orders from more than one supervisor, neither should any depart-
ment or division be the subject of the command of more than one manager.

6.4.Difficulties in achieving effective command

The difficulties in achieving effective command are primarily those of failures in commu-
nication, and failure to achieve positive unity in authority; in other words failure to en-
sure unity of command.

Unity of command must be seen to obtain. Jealousies or other personal disagreements
must be kept within the confines of the boardroom and not allowed to become the sub-
ject of common knowledge, as this can destroy confidence down the line. The authority
of the chief executive must be maintained at all times, and be seen to have the backing
of the board or other governing body.

Another difficulty leading to a reduction in effective command is the failure to ensure
that the duties and scope of each department or division are very clearly defined, and
that there should be no overlap. A simple example is where both the sales department
and the production department have direct access to customers. This results in a dilu-
tion of the authority of the sales department in customer relations and the inevitable re-
duction in effective overall command, because each of these departments will try to as-
sume control of a common aspect of the product with a probable divergence from laid-
down procedures. It is very necessary, therefore that clear lines of demarcation are laid
down for each sector of the enterprise to ensure command is effective.

However, it must be accepted that unity of command may not be absolutely possible in
some circumstances, and that exceptions must be accepted which will not necessarily
create difficulties in practice. Citing the example just mentioned, it is common practice in
highly technical industries for a member of the production staff to have to follow up the
contact of a sales representative to clarify certain technical aspects of a customer's or-
der which the salesman is not competent to resolve. In such circumstances of course,
the utmost co-operation must obtain between the two departments. Similarly, the credit
control department may call on the assistance of the sales people to help in resolving a
customer's financial difficulties on the basis that the sales representative is more likely
to know the customer and his business better than does the credit control clerk.
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There are many more such circumstances that could be mentioned. If effective com-
mand is to be maintained in these conditions it is- essential that trust and confidence is
built up between the participants and full cooperation is developed.

6.5.Decision - making

Inherent in the activity of command is the need to make decisions and it can be said
with truth that, fundamentally, all management is concerned with decision-making. Also
inherent m the activity of command is the need to delegate authority and functions, and
so the power to make certain decisions has also to be delegated. It is necessary, there-
fore, to examine the process of decision-making from the point of view of the levels at
which it operates.

There is no consensus of opinion among writers on management as to the categories
into which decision-making should be divided, but a useful classification as shown by
practical experience could be as follows:

1. Long-range decisions that will affect the prospects of the organization for a very
long time. These are almost certainly the province of top management, who are
charged with the responsibility of the continued survival and prosperity of the en-
terprise. Such decisions include major capital investment, determining the
sources of finance for such investment, product and market choice, and similar
long-term problems. Such decisions embrace a considerable amount of uncer-
tainty and take a long time for the results of their implementation to be known.

2. Medium-term decisions that are less far-reaching, involving problems such as
minor capital investment, product modification, tactical market planning and simi-
lar decisions that are needed to keep the enterprise on course in the implementa-
tion of top-level planning and objectives.

3. Operational decisions that have immediate results and are, or should be taken at
the lower levels of supervision. Such decisions include, for example, replenish-
ment of stocks, routes for deliveries, credit control in normal circumstances and
so on. It will be seen that inherent in the implementation of a decision is the need
to have feedback as to its effectiveness so that modifications to the instructions
can be issued where necessary to ensure the ultimate success of the decision.

‘ Determine the problem |

<

Modify Deside what to do

A

Implement the decision

I Feedback

T—‘ Check its implementation

Fig. 1 basic steps in decision-making
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6.6. Steps to effective decision-making

Many managers and their subordinate supervisors shirk the responsibility of making de-
cisions, and give many reasons such as not having sufficient knowledge of all the facts,
difficulty in finding competent operating staff, lack of time for proper consideration and
so on. Very often the real reason is lack of courage of self-confidence: but even not
making a decision is a decision to refrain from action. Other managers and supervisors
rush into decisions without due regards for circumstances or resultant effects, some-
times with disastrous results, and sometimes with unexpected success.

Neither of these attitudes, of course, is the right one, and decision-making can be made
easier and more effective by taking the following, considered, steps:

1. Define as accurately as possible the problem to be solved. This entails going into
detail about every aspect of the problem and making sure no relevant facts are
omitted, however remote they may appear to be at first sight.

2. Ascertain the relevance of this problem to other areas that might be affected by
any decision taken.

3. Analyze the problem into its component parts so that each can be considered ful-
ly.

4. Review the resources available to solve the problem, or those that can be pro-
vided if necessary.

5. Determine as many possible solutions as can be reasonably considered given
the circumstances as stated.

6. Test the most attractive solutions on the basis of their probable success and their
impact on the rest of the organization.

7. Determine the solution that promises to be the most effective.

8. Implement the decision and monitor its effectiveness.

It is obvious that not all these steps will be necessary at operational level but may be
thought essential for long-term and medium-term decision-making.

6.7.Programmed and non-programmed decision-making

It is also common to divide decision-making into programmed and non-programmed,
and it is considered good management practice to have as many decisions as possible
in the first category. Programmed decisions are simply those that are taken automatical-
ly in any given set of circumstances. They are thus those normally taken at the lower
levels of supervision. An example is that of stock replenishment. It is a rule that the
stock of a certain product should not fall below one hundred units, then the decision by
the storekeeper to replenish the stock when this level is being reached is a programmed
one. The amount to be ordered will also be programmed by the setting of a maximum
stockholding figure, the reorder amount being the difference between maximum and ex-
isting stock.

Non-programmed decisions require the exercise of managerial judgment and the higher
up the management hierarchy the decisions are required to be made the greater the
exercise of judgment that is required. A decision to invest large sums of money in new
buildings and plant requires judgment of a very high order and is done at the level of top
management.

However, judgment at all levels is required where the decision is not automatic. Taking
the case of stock replenishment again as an example, should the firm be offered a
quantity of the product at a very attractive price, but this would mean departing from the
laid-down stockholding level, a judgment would have to be made as to the wisdom of
departing from the normal holding. This requires a decision of a non-programmed kind

19



even though it may be taken at a low level of management. It involves assessing the
risks of having stock left on hand, of tying up working capital which, perhaps, could be
better used in other ways, of taking up storage space and other associated problems.

6.8.Where decisions are made

Every level of management and supervision is responsible for making decisions within
its own environment. The extent to which such decisions are matters of judgment and
experience depends upon the level at which they are taken and the extent of initiative
allowed at each level by top management. However, it is often said that all decisions are
really made on the shop floor. This is because the implementation of decisions, at
whatever level they are taken, depends ultimately upon their acceptability by the gen-
eral work-force. Even the installation of the most modern equipment, decided upon by
top management, will not be effective in production if the workers refuse to operate it.
Without their agreement the decision is a sterile one, so their consent must be assured
before implementation.

Similarly, many of the factors upon which decisions are made emanate from the shop
floor. Such items as production levels, machine utilization, job sharing and the like are
shop-floor-level factors which management must take into account.

Many organizations cognizant of this fact, now have regular consultations with employ-
ees before taking significant decisions that will affect working conditions, pay and job
security. This is approved by many as a step towards industrial democracy and certainly
entails the involvement of the labor-force in the making of important decisions. In turn,
this should lead to the co operation of the work force in the implementation of the deci-
sions. On the other hand, it is undeniable that the viewpoint of the workers will be lim-
ited to seeing their own advantage and disadvantage and they will probably be unable
to appreciate the long-term significance of decisions suggested to them. In this case it
might mean a slowing up of modernization, and probably a measure of over manning,
which would appeal to the employees more readily than possible redundancies however
well-managed the redundancy scheme, and so possibly to the ultimate detriment of the
enterprise.

6.9.Aids to top-level decision-making

Long-term decisions are fraught with the problems of uncertainty, and errors can have
the most far-reaching repercussions. Yet decisions have to be made for the future of the
organization it is to survive.

To try to take some of the risk out of these decisions management now makes use of
many sophisticated techniques, mostly mathematical of statistical. It must be remem-
bered, however, that these are only tools to aid managers and do not usurp their re-
sponsibility to exercise their own judgment born of their own knowledge and experience.
Unfortunately it is a fact that many of the specialists in these mathematical and statisti-
cal techniques do sometimes give the impression that their contributions are the com-
plete answer to managerial decision-making.

The findings of these specialists are only part of the range of factors that management
has to consider in its deliberations: management decisions must remain within the
judgment of the managers, whatever tools they use.
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LESSON 7. FORMULATION OF POLICY

7.1.TYPES OF POLICY

7.1.1. Definition

The "policy” of a business might be defined broadly as its purpose or objective but, in
order to define it in more specific terms, we must also introduce some reference to the
method of achieving that purpose or objective. The following definition is, therefore,
suggested: the policy of a business undertaking is a statement of its primary objective,
accompanied by a directive indicating the general pattern to be followed to secure its
implementation.

7.1.2. Sectional policies

The policy of top management is communicated to the lower levels of management only
in general terms. At that point it branches off into the separate sectional policies of the
respective managers, by whatever name they are called. Although these "managers”
must work together as a team to implement the general policy, each of them is individu-
ally responsible for his own policy. In a large manufacturing company, the most im-
portant of these sectional policies (considered separately below) are (a) financial, (b)
marketing, (c) production, (d) personnel.

7.1.3. Financial policy
In formulating financial policy, consideration must be given to the following:

(a) Capital. Initially, a decision must be made concerning capital requirements, and in
what form and from what sources capital is to be obtained. If we take a public limited
company by way of example, the promoters must decide:

1. What the company's authorized (or nominal) capital shall be (this must be stated
in the company's Memorandum of Association).

2. How much of that authorized capital it will be necessary to issue initially.

3. If the shares are to be offered to the public, by what method - by prospectus, of-
fer for sale or "placing".

4. What classes of shares are to be offered, if it is decided to offer more than one
class.

5. What other forms of finance it is intended to employ (e.g. debentures, loan stock,
etc.) originally or at a later date.

(b) Working capital. Initially, and at all times, care must be taken to ensure adequacy of
working capital. This will permit the company to meet its everyday commitments and
work to optimum capacity.

(c) Capital expenditure. Prior to a company's incorporation, the calculation of its capital
requirements must, obviously, take into consideration the purchase price of any con-
siderable fixed assets. If, for example, the company has been formed to acquire an
existing business, the purchase price of that business must be included. Subse-
quently, any policy decisions affecting capital expenditure will probably be based
upon a long-term budget, if a system of budgetary control is being operated.

(d) Revenue expenditure. Capital requirements to meet expenditure on materials, labor
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and all other forms of revenue expenditure must also be calculated. Where a system
of budgetary control is in operation, this calculation will, of course, be based upon
the sales and production budget.

(e) Credit. Capital requirements may be influenced very considerably by decisions af-
fecting the giving and receiving of credit; for example, the wholesaler in most trades
would be expected to afford comparatively long-term credit facilities, whereas the re-
tailer in the same trade may, himself, sell only on a cash basis. If credit is given and
received, there must be adequate control and, to that end, the following are subsidi-
ary to the financial policy:

1.

2.

The setting up of a credit control system, to reduce bad debts and standardize
the system for debt collection, etc.

The earning of all cash discounts, by prompt payment of accounts.

7.1.4. Marketing policy

(a) The broad policy of any manufacturing business will, no doubt, state in general
terms what it intends to produce and hopes to sell. It will, for example, make it clear
that it is intended to produce machine tools and not electrical components. If, how-
ever, the policy is to succeed, considerable though must be given, and many deci-
sions taken, by the marketing director (or manager) and others responsible for the
implementation.

(b) The main considerations upon which a working marketing policy may be based in-
clude:

1.

Profit planning. Where a budgetary control system is employed, the whole struc-
ture of the budget and, therefore, of the policy may be based upon a planned
profit.

Sales volume. In order to achieve that profit, the volume of sales must be esti-
mated. This may introduce many problems which, in a large organization, will re-
quire considerable market research.

Market research. A thorough study of the market will provide answers to most of
the problems. Properly conducted, the research will reveal the present and future
potentialities of the market.

Sales promotion. Having ascertained the market potential, planning must then be
directed towards promoting sales to the level necessary to earn the planned prof-
it. In order to achieve the objective, advertising, public relations and perhaps oth-
er subsidiary policies will be formulated and treated as the separate responsibili-
ties of managers within the marketing group.

Sales. The selling and distribution of the goods produced are usually treated as a
separate department, that is, they are usually separated from the public relations
and sales promotion (or advertising) departments. They are, nevertheless, an
essential part of the marketing team, and will probably be responsible to a mar-
keting manager or marketing director.

7.1.5. Production policy

The planning of production is based upon the facts of the market research and the fig-
ures of the sales budget; therefore, the broad policy of the production department is to
keep pace with the requirements of the sales organization. To meet these requirements,
production must be carefully planned and controlled. How this is achieved depends up-
on the size of the organization, the processes employed and the end product; in gen-
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eral, however, some or all of the following are taken into consideration in formulating a
production policy:

1.

Volume of production required, stated in specific terms and/or as a percentage of
optimum production capacity.

Design. The design of the product is probably influenced by the results of a market
research.

Production planning of:

a. Material requirements

b. Labor requirements

C.

Machines, tools and other equipment required

Production control. Various control arrangements may be planned as part of the

overall production policy, including:

a. Control of labor efficiency

b.
C.

Quiality control
Control of the progress of orders.

7.1.6. Personnel policy

(a) This section of the overall policy is closely allied to one of the primary functions of
management, namely motivation.

(b) The aims of a sound personnel policy are:

1.

2.

3.

To maintain an effective, contented and adequate working force at all levels, ca-
pable of implementing the other sections of the overall policy.

To close the gap between management and employees by providing adequate
means of communication, so as to ensure that employees are made aware of
policy decisions promptly.

To provide conditions of employment calculated to increase efficiency, give en-
couragement towards maximum effort, and minimize friction.

(c) Responsibility for interpreting the personnel policy is usually in the hands of the per-
sonnel officer, or personnel manager, whose status is discussed at a later stage.

(d) Content. In formulating a personnel policy, provision must be made for:

1.

Recruitment, that is, tapping all available sources of recruitment consistent with
the levels of employment affected.

Selection and placement of employees, an aspect of personnel policy which is
now being considered more carefully and handled more scientifically by enlight-
ened employees.

Training. The personnel policy might well embody a subsidiary training policy, as
many employees are now providing their own training schemes, or permitting
employees to undertake external day-release or "sandwich" courses.

Wages. No personnel policy would be complete without a wages policy. It will
deal with the general wage structure for the production departments and the sal-
ary structure for the administrative staff.

Promotion. If the training policy is to succeed, opportunities for promotion must
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be offered. In conjunction with any promotion scheme, a scheme for merit rating
may be introduced.

6. Welfare. The management must decide what welfare facilities it is prepared to
provide. Nowadays, most employers are expected to provide these and various
"fringe benefits" on a generous scale. They are, in any case, now required by
legislation to provide some of these. The Employers' Liability (Compulsory Insur-
ance) Act 1969 and the Employment Protection Act 1975 are cases in point;

7. Health and safety. Apart from any voluntary efforts on the part of the employers
to maintain reasonable health and safety standards, they must conform to the
provisions of the Factories Act 1961, the Offices, Shops and Railway Premises
Act 1963 and the Health and Safety at Work Act 1974;

8. Retirement. The State pension scheme allows an employee to receive a basic
pension and an additional pension related to his earnings;

9. Redundancy. Recent legislation has compelled employers to include this as part
of their personnel policy, although it must be acknowledge that many employers
were already making provision for redundancy of employees before it became
mandatory in the industries affected;

10.Joint consultation. The personnel policy may also provide machinery for joint
consultation, as this provides a very useful means of management - employee
communication.

7.2.DEFINITION AND COMMUNICATION OF POLICY

7.2.1. Definition of policy

Is primarily the function of top management; how, or in what form, it is defined is not by
any means a standard procedure. The following are some of the documents in which
policy may be defined in writing:

(a) Memorandum of Association. The main objects of a limited company appear in its
Memorandum of Association, and some of the ancillary objects which it contains are
often indicative if the methods to be employed in achieving the main object. Thus a
company whose principal object is to carry on the business of cabinet makers is also
permitted to "design, develop, produce, assemble...plant, machinery, equipment,
tools capable of being used in the business of cabinet makers..." Elsewhere in the
Memorandum, the company is also permitted to borrow and to charge its assets by
way of security.

(b) Articles of Association. Although a company's Articles of Association are a "public”
document in that they are available for inspection by the public, they are primarily an
“internal” document which set out the rules for the internal administration of the
company.

(c) Public manual. Some firms favor the use of a policy manual, in which the general
policy is defined. As it is intended principally for executives and supervisory grades,
it may also contain the broad lines of sectional or departmental policies.

(d) Organization manual. Although the organization manual (sometimes known as pro-
cedure manual, office manual, staff rule book, etc.) is principally concerned with the
standardization of organizational rules and procedures, it may also be used to define
basic and departmental policies. In that case, dissemination of policy goes beyond
executive and supervisory grades, as the manual is - or ought to be - available to
everyone within the organization.
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(e) Minutes, particularly the minutes of board (or other "top management bodies") meet-
ings, provide a record of most policy decisions, but the minutes of general meetings
also frequently record policy decisions - where, for example, a company has altered
the "objects" clause of its Memorandum of Association.

NOTE: Where a policy manual and / or organization manual are used, new policy
decisions and policy changes must be transmitted from the minutes books to the ap-
propriate section of the manual as soon as possible.

() Annual reports. The advance copy of the report and accounts sent to each share-
holder of the company (along with his notice of the annual general meeting) usually
includes a "chairman's review" or "address by the chairman”, which not only reviews
the activities of the company during the past year to which the accounts relate, but
also very often defines the policy of the company, and states planned developments
for the coming year arid the more remote future.

(g) House journal (or house magazine). Apart from its intended use as a "personalized”
internal publication, the house journal may also be used to define company policy in
general terms and to give advance communication of future developments to per-
sonnel at all levels.

7.2.2. Communication of policy

The methods of communicating policy in written form have already been stated above in
the process of naming the documents in which policy may be defined. Other methods
and means of communicating policy include:

(a) Personnel. Verbal communication of policy proceeds from the board of directors (or
whatever constitutes "top management") via the managing director down through
"management” at lower levels to the lowest reaches of the organizational hierarchy.

(b) Committees, such as management committees and joint production committees, are
ideally suited for the interpretation and dissemination of policy.

(c) Joint consultation. A joint consultative committee or any other form of consultative
machinery, by whatever name it is called, brings together representatives of man-
agement and employees; it is, therefore, a very suitable medium for the communica-
tion of management policy.

(d) Conferences. A conference, like any form of joint consultation, is primarily an occa-
sion for "two-way" communication. It is, however, frequently used as a means for
communicating policy. If, for example, the managing director calls a conference of
departmental heads, he may use the occasion to communicate the company's policy
(or proposed change of policy) and invite suggestions for its implementation.

(e) Trade unions. Matters of personnel policy, such as redundancy, wages structure and
organizational changes, are communicated to employees through their trade union
representatives in many of the large industrial concerns.

7.3.RESPONSIBILITIES OF MANAGEMENT

7.3.1. Dual responsibility

As stated before, the policy of management is - or appears on the surface to be - a dual
one:

e To earn maximum profits
e To fulfill certain social responsibilities.
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7.3.2. Responsibility to earn maximum profits

The management of any business obviously has a responsibility to its proprietors; it
might even be argued that its primary responsibility lies in that direction. Thus the re-
sponsibility of the board of a public company is to its shareholders, not only because
they are the proprietors of the company but also, and perhaps more significantly, be-
cause the directors who jointly constitute the top management of the company are ap-
pointed by the shareholders to manage the company on their behalf and, particularly, to:

e Maximize profits so that the shareholders can be assured of a reasonable return
upon their investment.

e Provide the shareholders with up-to-date information concerning the company's
present activities and the board's proposals for future development.

7.3.3. Social responsibilities

Although it may be acknowledged that management's primary responsibility is to earn
maximum profit, it undoubtedly has other responsibilities. This is particularly true in the
case of a public limited company which not only serves the public but also relies upon
public money to finance its activities, and there is evidence that the management of
such companies are beginning to acknowledge their social responsibilities.

(a) Responsibilities to the community:

1. To manufacture and/or supply goods of "merchantable quality" and/or (where ap-
plicable) provide services, at a reasonable price and on the basis of fair trading;

2. To increase productivity and improve the quality of goods supplied to the com-
munity; also, where economies are effected by using improved methods, to pass
on a reasonable proportion of the saving to the consumer.

NOTE: A management which is prepared to meet its social responsibilities will re-
tain profits to cover the cost of research in the use of new materials and the de-
velopment of new techniques.

3. To create good relationships with the public at large and, in the local area(s) of
operation, to contribute to the well-being of the community and refrain from caus-
ing damage or nuisance to the property or persons as the result of industrial or
other activities.

(b) Responsibilities to employees:

1. To provide good working conditions for employees, and have regard for their
health and safety.

2. To provide adequate opportunity for management-employee communication, so
that employees may be provided with frank, timely information, and management
with a back-flow of information, suggestions, grievances and problems that re-
quire to be aired and discussed in joint consultation.

3. To provide opportunity for training at all levels with ample incentives for promo-
tion.

4. To do everything possible to foster good human relations in industry or whatever
activity the management is concerned with.

NOTE: The appointment of a personnel officer will relieve management of many
of its responsibilities to its work-people, but the mere presence of a personnel of-
ficer, or the formation of a personnel department, will not automatically solve
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management's personnel problems. The personnel officer must have the support
of the management and the co-operation of departmental heads and others at
lower levels of management if personnel policy is to succeed.

7.3.4. Management's problem

(a) Apparent conflict of policies. At first glance, the dual responsibilities just explained
and illustrated set management a problem, as its responsibility to earn maximum
profits for the shareholders and its social responsibilities appear to be pulling in op-
posite directions.

(b) Management must bear the blame of its shareholders if the profits do not warrant the
recommendation of a dividend; therefore the board of directors may be tempted at
times to abandon some of its social responsibilities in an effort to make a "quick prof-
it" This might result in the production of goods of inferior quality, cutting down after-
sales service or the withdrawal of social amenities available for employees, to men-
tion only a few of the ways in which apparent economies might be effected. It is
doubtful, however, whether such measures would prove effective, even in the short
term, and certainly in the long-term period the company would lose much of its cus-
tom and its hitherto good personnel relationships.

(c) The solution is to merge the dual responsibilities. Neither of them can stand in isola-
tion, and a sound management will appreciate that, in order to maximize profits, it
must first acknowledge and shoulder its social responsibilities.

7.4.POLICY CHANGES

7.4.1. Stability

Is an important feature of management policy, but stability must not be interpreted as
inflexibility. Indeed, as stated before, management policy must be flexible enough to
meet changing conditions.

7.4.2. Changes of policy

Are not to be regarded as evidence of weak, indecisive management; on the contrary, in
most cases a readiness to change policy signifies that management is healthy and not
afraid to change course, either on its own initiative or on the advice of its specialists in
finance, marketing, etc.

7.4.3. Reasons for change
Policy changes are made for the following reasons:

() To meet current problems which necessitate immediate decision. These are usually
changes of sectional, and not general, policy. Policy changes of this order are fre-
guently made as a result of the communication back of information from a depart-
mental head, or on the advice of a "functional” manager, such as the personnel
manager;

(b) To meet changing conditions created by political, economic, legislative and other in-
fluences over which the management has not control. Policy changes made for the-
se reasons may be vital enough to affect the general policy, and not merely sectional
policies alone;

7.5.QUESTIONS
1. What are the 2 key factors in defining the "policy"
Answer:
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Business policy - is a statement of its primary objective and + directive, indicat-
ing the general pattern to be followed to secure its implementation.
2. What is the essence of sectional policies? What are they about?
Answer:
Financial, marketing, production, personnel
3. What are the aspects of financial policy?
Answer:
1. Capital considerations
2. Working capital requirements
3. Capital expenditure requirements
4. Revenue expenditure requirements
5. Credit
4. What are the main considerations of Marketing Policy?
Answer:
1. Profit planning
2. Sales volumes
3. Market research
4. Sales promotion
5. Sales (selling and distribution)
5. What are the considerations of Production Policy?
Answer:
1. Volume
2. Design
3. Production planning of materials, labor, equipment
4. Production control of quality, labor efficiency, progress of orders.
6. What are considerations of Personnel Policy?
Answer:
1. Aims
2. Responsibility
3. Content
7. Translate from English into Russian the following documents (give explanation their
basic purpose in English):
Memorandum of Association -
Articles of association -
Public Manual -
Procedure Manual -
Staff Rule book -
House Journal -
Answer:
Memorandum of Association - YupeantenbHbIn JOroBop
Articles of association - YcTaB koMmnaHuu
Public Manual - NMy6nunyHoe pykoBoACTBO KOMMNAHUK
Procedure Manual - npon3BogCTBEHHAA UHCTPYKLUSA
Staff Rule book - c6OpHUK JOMKHOCTHBIX MHCTPYKLNIA
House Journal - ®upMeHHbIN XypHan

R A

8. What are the tools of policy dissemination:
1. Among top managers?
Answer:
1. Committees, Board meetings
2. From top management to employees?
Answer:
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1. Joint consultation, conferences.
9. What are the tools of feed-back on the policy from employees to top managers?
Answer:
1. Joint consultation
2. Conferences
3. Trade Unions
10.What is the best way to combine responsibility before owners and social responsibili-
ties in the organization? Share you opinion.
Answer:
Manager need to combine the two together and communicate to the owner the
social aspects of business and consequences of neglecting social responsibili-
ties in pursuit of profitability and capitalization.
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LESSON 8. COMMITTEES IN MANAGEMENT

Committees are an accepted, if controversial, part of modern living, linked with meetings
of all kinds and conferences. We have already seen that board meetings give rise to
standing (permanent) and ad hoc (special-purpose) committees. Reference has also
been made to management committees at top level. There are many committees, of
course, in every walk of life - political, social, educational, sport, etc. - but we are partic-
ularly concerned here with the pros and cons of using committees in business. The ex-
tent, to which use is made of committees by companies, divisions, departments, etc.,
varies with overall corporate policy and with the attitude of directors and executives
within that policy. Committees can be welcomed as a coordinating influence or disre-
garded as a waste of executive time.

8.1.DEFINITION

A committee may be defined as a group of people formally appointed by another, usual-
ly larger, group (sometimes groups) to meet with the intention to discussing certain mat-
ters laid down by stated terms of reference. The usual intention is to make decisions,
given a mandate to do so, on behalf of the parent body, or to make recommendations to
that body. The term 'committee’ is often used loosely in practice and could refer to the
parent body itself. The main aspect dealt with here, however, is that of being created by
the parent body for a specific purpose.

It may be asked what the difference is between a meeting, a committee, and a confer-
ence. Broadly speaking, a meeting is a getting together of people for any purpose what-
ever, whether formalized or not; a committee has just been defined; and a conference is
an infrequent large gathering of people, usually with a common interest, to listen to pa-
pers read, take part in debate, discuss business, and receive the latest information on
relevant issues.

In practice, these terms are often used synonymously; for example, a managing director
said to be 'in conference' may simply be having a meeting in his office with an important
customer.

8.2.THE PURPOSE OF COMMITTEES

For committees to succeed there must be clear-cut terms of reference (preferably in
writing), competent chairmanship, wise selection of committee members, and an effi-
cient secretary. The main purposes of committees in business may be summarized as
follows:

1. Coordination

This aspect relates to liaison between groups of executives at much the same level in
the hierarchy, and to bridging the gap between adjacent levels. In particular, it is essen-
tial that the various functions should be systematically coordinated, for example the
production side with the marketing side, through properly constituted committees. Ideal-
ly such committees should cover all functions needing integration into the corporate
whole. In the process, all departmental managers are encouraged to obtain a better un-
derstanding of the work of other departments and to appreciate more realistically how
they can and should link up with each other to achieve optimum results.

In so far as executives from different divisions, branches, etc., are brought together in
committee, centrally or regionally, this adds to the range of personal contact, coopera-
tion and understanding, quite apart from coordinating action on policy matters and to
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broadening of experience generally. In particular, this relates to the introduction of prob-
lems containing a common interest and the discussion of local solutions found to be ef-
fective. This is a valuable method in itself of exchanging information, the important fac-
tor here being that everyone concerned with management, and participating in activities
towards a common end, should be told not only what is going on, but also why and how.
It is clearly better to arrange to give a personal briefing to a group, all the members of
which are present at the same time, and in an atmosphere where questions can be
asked and answered, than rely on the alternative of sending out written instructions
which can be misconstrued or go astray.

2. Consultative and Advisory

A similar opportunity is created here whereby key personnel are brought together in
committee to give specialist advice, help with decision-making, or air their views on par-
ticular issues referred to them by a superior. The superior is thereby provided with a
regular channel for seeking the opinions of subordinates, using their special skills, local
knowledge, experience, and judgment to the best effect.

This kind of approach implies that the superior is genuinely anxious to obtain the views
of his team before coming to a point of view or making a decision. In many cases, how-
ever, the superior has already made up his mind and is only seeking approval, perhaps
even on a 'yes-man' basis, whereby subordinates are discouraged from intimating any
contrary opinion. Such a committee approach is largely a waste of time. Nor is a 'no-
man' attitude any better, the obvious ideal being an atmosphere of frank discussion with
each case being objectively decided on its merits.

By bringing together in committee people of varying types, drawn for example from the
company strata concerned, it is possible to obtain a reasonably balanced point of view.
Positive contributions will tend to offset more negative attitudes, highlighted by a natural
optimist being matched with a confirmed pessimist, and practical operational experience
will leave backroom theory.

It often happens too, that simply by being together the members of such a committee
can spark off more ideas and solve problems more easily than they could do if ap-
proached individually. This is one group benefits whereby 2 + 2 clearly equals more
than 4. A management committee is a good example.

Special uses of the consultative / advisory approach include a policy-making body giv-
ing advice to a chief executive; secondly, there is joint consultation relating to a series of
meetings between management and workers.

3. State of Play

This category refers to regular meetings held to discuss projects and targets in general,
or as related to specific items. Such committees would deal with problems arising from
current plans, ensure that everyone is working efficiently to the desired end, chase-up
progress, and ‘follow through' into the future all action taken to date.

4. Development

Grouped together here are some various unstructured meetings including those of a
training nature, of particular value in executive development. '‘Brain-storming’ sessions,
and other free-thinking opportunities for constructive contribution, give full scope to the
imagination and ingenuity of those present.

While these committee purposes are shown separately above, for theoretical conven-
ience, there will obviously be considerable overlapping in practice. For example, brain-
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storming used as a technique in a product-development meeting could also be classi-
fied under 'Consultative and Advisory'.

Reference has already been made to the importance of a committee having proper
terms of reference; it is also essential that these terms should be kept continually in
mind. It is by no means unknown for a committee, in existence for some time, to be op-
erating with a purpose which has become substantially different from that originally in-
tended - sometimes without the members realizing that a change has taken place. If
such a change was seen to be the logical outcome of events, then revised terms of ref-
erence and appropriate authority should be initiated by or sought from the parent body.
Similarly, a committee set up for one purpose only can have unexpected spin-off ad-
vantages in another direction as well.

8.3.TYPES OF COMMITTEES

There are no standard practices to be observed with regard to the types, number, and
frequency of committees that should be set up in any particular company. Nevertheless,
industry and business in general make great use of committees of many kinds. While a
few typical examples can be given here, each company will establish its own committee
structure in the light of practical experience. To start with, some authorities believe that
there are too many committees today; although largely a matter of judgment in any giv-
en set of circumstances, certain committees have clearly stood the test of time.

8.3.1. Committee of the Board

To enable more concentration to be given to detailed specialist (special technical) is-
sues, it is useful practice to appoint one or more permanent or standing committees.
Meeting at intervals, usually regularly, these committees consider relevant problems as
they become important, and make recommendations to the board. Examples found in
practice are a finance committee, with important budgeting and capital-expenditure re-
sponsibilities; a marketing committee; a salaries and pensions committee; a corporate
planning committee. Each standing committee meets regularly, or when necessary, un-
der its own chairman. Appropriate executives attend either by right as directors or are
invited as specialists. Formal records should normally be kept. Each committee chair-
man reports his committee's findings to the board, preferably supporting them with a
written report which can be included with the papers circulated in advance of board
meetings. Where a board meeting follows a committee meeting, giving insufficient time
for the preparation of a written report, then a verbal report should be made seeking ac-
tion on any matters of urgency, the formal report (committee minutes) following later. In
any case, the board minutes would formalize any action taken on the committee's rec-
ommendations, as adopted.

A special and frequently used committee device is an executive committee with wise
terms of reference and power to make decisions. This reports back periodically to the
board, or other governing body, for 'rubber-stamping" approval and/or new guidelines on
general policy to be adopted for future activities. An executive committee may meet ei-
ther regularly, which is usually the case in most large organizations, or occasionally.

Executive committees are an even more controversial subject than committees in gen-
eral; for it is claimed that the board, or other governing body, is thereby evading its
proper responsibilities. It is often held, too, that decisions reached can be result of one
committee member (perhaps the managing director) having over-persuasive powers
and exercising undue influence on the remainder. In that case a committee decision re-
ally becomes a personal decision, in the absence of any contrary opinion being effec-
tively expressed.

32



With recommendations emanating from a normal committee, it is within the province of
a board to accept, amend, or reject; but with an executive committee there is usually no
reporting back after action has been taken on the decision made.

Nevertheless, there may be practical reasons, such as the directors being widely
dispersed geographically, why it is difficult to hold a full board meeting except at long
intervals of time. Or there may be a very large governing body of Council members
elected or appointed to a professional institution, for prestige reasons, many of whom,
because of heavy normal managerial commitments, are unable to attend more than oc-
casional policy meetings. In such cases the appointment of a small executive committee
enables the business to be properly carried on in the interim.

An ad hoc committee is simply a committee set up for a special purpose, often constitut-
ing a working party, usually with a succession of meetings but with its life limited to that
purpose. Examples include omitted appointed to deal with the practical implications to a
firm of a major change in legislation; with new plant or branch locations; or with policy
and plans for mergers and acquisitions.

8.3.2. Management Committees

It was shown previously that management coordination could be enhanced by commit-
tees. Such committees have power to take and enforce executive action within overall
board policy. Here would be included regular meetings of central managers with divi-
sional heads, specialist and staff managers, branch managers, etc., as appropriate to a
given organization. Other examples are regular functional meetings such as the market-
ing director with the sales manager, advertising manager, sales representatives, etc., or
the production director with the works managers and their key personnel. Here again
there can be standing committees or ad hoc committees as determined by circumstanc-
es.

It must also be recognized that whenever executives get together for any informal pur-
pose, even social purpose, there is a natural tendency for them to ‘talk shop'. Conse-
quently, there must be many unstructured committees of this kind taking place week by
week and serving a valuable purpose in respect of information-passing, discussing
problems, and helping communication generally.

Similarly, the procedure at the committees themselves can vary from the strictly formal
to the informal. In some cases, strict rules of order are observed with structured agen-
das, properly presented reports, voting, minutes, etc, all according to the book; in other
cases scant attention is paid to any formalities, the committee members themselves
ranging freely over a wide area of discussion. The choice largely depends on the pur-
pose of the committee, the attitude of the chairman, the status of the members, and any
constraints imposed by appointing body. The venue, too, can range from the board-
room, or director's committee room, to the works canteen.

8.4.EFFECTIVENESS OF COMMITTEES

The list of main purposes of committees has already indicated some of their advantages
such as achieving better coordination, securing advice, giving opportunities for consulta-
tion, stimulating cooperation in planning and progress, and helping with training. This
section attempts to evaluate the effectiveness of committees in the use and develop-
ment of group judgment, as opposed to individual thought and action taken in isolation.

8.4.1. Questions to be Asked.

The following questions summarize the practical features most likely to be significant in
the determination of group effectiveness:
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(a) Is the chairman qualified as a chairman with proved ability to produce results repre-
senting the collective judgment of the committee members as a whole? Does he
know how to keep the discussion free and relevant, but under control, wasting time?

Can he ensure at any given moment that members know clearly what matters are
under consideration and what conclusions have so far been reached?

(b) Does every member understand the exact purpose for which the committee was set
up, what it is attempting to achieve, and to what end he was appointed to add his in-
dividual contributions to the general pool?

(c) Is the committee large enough to include all the expertise and experience required
for the purpose in hand, but small enough to enable the business to be concluded
expeditiously? Is there in fact an optimum size that can be related to any given set of
circumstances?

(d) Are the formalities of preparing agendas, reports, minutes, etc., being carried out as
efficiently and accurately as occasion demands?

(e) Is it fully appreciated that once a committee has ceased to serve a useful purpose it
should be wound up, even though there are status advantages to members in con-
tinuing that committee?

8.5.COMMITTEES MISUSED

Much of the criticism of committees arises from their misuse. The keen businessman
should therefore learn to appreciate both the practical value of committees that are
properly and effectively used and the inherent dangers of committees that are misused.

8.5.1. Dangers to be Avoided

Some of the following disadvantages become apparent when ‘'wrong' answers are given
to the basic questions suggested in the previous section; other problems appear to be
equally frustrating.

(a) Ineffective Meetings

Bad chairmanship, for example, can result in domination from the Chair, or by some
other member; poorly controlled discussion; ‘awkward' members holding up proceed-
ings; over-lengthy meetings; failure to sort out the important from the unimportant; and
confusion as to the real issues in hand.

Too large a committee can in itself be a material cause of ineffectiveness. Trying to
extract a collective point of view from say, 50 different people needs skillful and experi-
enced chairmanship. This kind of situation gives rise to the often expressed sentiment
that the best committee is a committee of one. There is also the well-known cynical
comment that a camel is simply a horse designed by a committee. One method of deal-
ing with the problem of size is to appoint a small active working sub-committee, with a
suitable mandate, reporting back to the full committee as necessary. This kind of ap-
proach has already been indicated in connection with an executive committee of a com-
pany board.

But if the main purpose of the committee is information-passing, or for exchanging ex-
periences with a common basis, then large size can be an advantage. Too small a
committee can also be a problem; for instance, two people can arrive at a deadlock, and
two out of a committee of three can easily exclude the third. The question of stalemate
can arise, of course, with even numbers at any size, but this may be overcome where
the chairman has an extra (casting) voice, vote. But as a matter of practical politics, the
chairman should not use this personal power to force through any controversial change,
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unless there are exceptional circumstances or he has strong convictions in the compa-
ny's best interests. He may, of course, have vital information which he is not prepared,
or able, to divulge for the time being.

(b) Time - wasting

Having too many committees, or over lengthy committee meetings, can be costly in
expensive executive time. It is sobering exercise to total up the salaries, expenses, and
administrative costs related to time absorbed by committees in preparation, traveling, in
session and when dealing with resultant paperwork, together with the cost of supporting
services. This must be the subject of a cost/benefit analysis in realistic terms, not forget-
ting the opportunity-cost element of being unable to carry out some other important duty
instead. Against this type of approach, it can be held that many of the more indirect
benefits are valuable but intangible and therefore cannot be quantified and evaluated
accurately.

(c) Avoiding Responsibility

Appointing a special committee, or referring a particular matter to a standing committee,
can be used as a device to delay the making of difficult or unpalatable decisions, with-
out justifiable reason. The existence of committees can also make it easy to avoid per-
sonal responsibility by substituting group judgment for individual judgment; similarly it is
possible for individuals to vote for a group decision which they would not make them-
selves. In certain circumstances, too, perhaps simply to preserve committee harmony or
to get through the agenda in time, a compromise solution may be reached, which by its
very nature, is unlikely to be the best solution.

(d) Undermining Authority

A committee created for something which could be better dealt with by the managing
director on his own, would tend to undermine his authority, it would also tend to slow
down operating efficiency through lack of proper delegation.

It can be seen, therefore, that committees are mixed blessing, but, properly constituted
and used, they serve a valuable purpose in modern democratic management. Neverthe-
less, while every member of a committee is jointly responsible for the recommendations
of that committee, he cannot individually be held accountable. He could be, in fact, in
minority opposition.

8.6.THE GOOD COMMITTEEMAN

Committee members combine all characteristics, shades of political opinion, knowledge,
background and temperament. They may be joined together by the same basic bonds,
or find themselves on opposing sides; they may be on the committee in their own right
or simply as agent representing other interests; but collectively they represent a valua-
ble mixture of different viewpoints expertise, and experience.

8.6.1. Concerted and Contrary Opinion

In making a selection of committee members, where selection is possible and not dic-
tated by controlling interests, it is important to avoid appointing either domineering per-
sonalities or those too reserved to make any contribution at all. The latter type of person
must not be confused, however, with the good listener who, when necessary, or when
encouraged to contribute, can produce a valuable and informed point of view.

Naturally, the members as a body need to cover all the technical knowledge, experi-
ence, etc. required for the particular job in hand, both academically and practically. Un-
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der an effective chairman, they should be blended to work harmoniously together, but
not to point where other loyalties, such as separate interests represented on the com-
mittee, are not given their full weight if likely to be in opposition.

There must always be room for a minority opinion, which should be given fair play and a
proper hearing. Where strong feelings exist, this contrary opinion should be stated in
writing or by oral report when situation is one of recommendations being made to a par-
ent body. If the minority committee member is also on the parent body, he can reserve
his right to speak at the meeting of that body and vote against the majority recommen-
dation. Without reserving such rights, he would be duty bound to support his commit-
tee's majority verdict. There is a much stronger case, of course, where there is minority
group of members all wishing to make themselves heard at the higher level.

8.6.2. Points of watch

Newly appointed committee members are usually anxious to start off on the right foot,
and must therefore make themselves aware of well-established rules which can make
all the difference between becoming effective and being considered as a passenger.
The following points are relevant in this context:

1) There is a more or less standard formal procedure for conducting business at meet-
ings which should be understood by all those taking part. Many books have been
written on this subject. Similarly, it is the committee member's responsibility to find
out about the terms of reference; the nature of the committee and its powers; the
degree of formality expected; and allied matters which can usually be discovered by
careful inquiry in advance. Committee members should of course be given such es-
sential information on appointment, but this may not happen in practice.

2) Experience suggests that it usually pays to play a waiting game at the first few meet-
ings, at least until the various responsibilities can be sized up, the pressure groups
discovered, and the atmosphere thoroughly absorbed. In any case, too strong a con-
tribution made too early could be along the wrong lines, through lack of background
awareness, or could be resented by more senior members. Where the meeting is
not one of a series, the position must be sized up quickly and contributions made as
sensitively as possible. Even so, it often pays to draw the fire of the opposition first, if
such exists, before expending any valuable ammunition of one's own.

3) Making careful preparation for a meeting would seem to be obvious; but all too often,
because of other time-absorbing interests responsibilities, it is overlooked in prac-
tice. Such preparation should include coming to a point of view, by logical reasoning
from the fact; finding the need for additional information; and deciding on which
points it may be essential to stand firmly and on which, under pressure, it would do
no real harm to give way.

4) Tact, courtesy, patience, and good humor are likely to achieve more in the long run
than riding roughshod over opponents. Participation should be cooperative, con-
structive, and a genuine attempt to help towards arriving at a ‘right' group decision; it
could assist, on occasion, by building a bridge between opposing sides. But on other
occasions it may become necessary to take a firm stand in support of strongly held
principles found to be coming under attack. There can be so diverse an unpredicta-
ble.

5) There are, of course, innumerable tactics which can be employed, some acceptable,
others more ethically dubious. A good committeeman, while knowing how to achieve
effective participation, should at the same time be sophisticated enough to recognize
any less reputable tactics adopted by others members, particularly when directed
towards himself and his special interests.
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6) Chairmanship has already been dealt with in the context of a board of directors; a
committee chairman requires much the same qualities. In particular, he has a choice
of either holding back, and aiming for full participation, or holding forth, and aiming at
consent. In between, there is a flexible approach geared to the situation in hand, a
happy medium where the chairman neither dominates his committee nor abstains
from control.

Although theoretically a distinction has been made between boards of directors making
policy and executives carrying out that policy, in practice there are wide variations. For
example, taking extreme cases, a board can confine itself to pure policy or take a major
part in the operational side, using an executive committee (in itself an indication of a
dual role) to centralize managerial decision within its own membership. Where the direc-
tors are executive directors, the integration of policy-making and executive action has a
practical logic. But it still remains necessary for the theoretical concepts to be main-
tained, if only to ensure that proper attention is given to essential policy without too
much time being wasted on less important executive action (which could be delegated
down the managerial line).

8.7.DISCUSSION QUESTIONS (IN CLASS)
1. Whatis a standing committee

a. Permanent, ongoing committee
2. What is an ad hoc committee?

a. Special purpose committee
3. What are terms of reference?

a. It's a circle of activities for the committee. Circle of issues to be dealt with
for the member of the committee.

b. KomneteHuus, segeHune
4. What are the two contradicting attitudes towards committees?

a. Committees can be welcomed as a coordinating influence or disregarded
as a waste of executive time.

5. Why committees can be an asset or a waste to the management?

6. Why some organization elect a very large governing body of Council Members,
when many of them can’t physically to participate.

7. When is there a need for an ad-hoc committee in the organization?
a. major change in legislation;
b. new plant or branch locations;
c. policy and plans for mergers and acquisitions

8. What is the purpose of Management committees? What is special about them?
What are the examples of management committees?

a. Purpose: management coordination

b. Special about them: have power to take and enforce executive action with-
in overall board policy.

c. Examples:
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I. regular meetings of central managers with divisional heads, special-
ist and staff managers, branch managers, etc.,

ii. regular functional meetings such as the marketing director with the
sales manager, advertising manager, sales representatives, etc.,

iii. the production director with the works managers and their key per-
sonnel.

9. What are the factors of group effectiveness in committees?

a.
b
C.
d

e.

Chairman. What should be his qualities?

. Purpose: for the committee. For each individual and his input.

Size: Large enough and small enough at the same time (why?)

. Formalities: Why have the agenda? why keep the minutes? Why give re-

ports?
Ability to wound up, when purpose is fulfilled. Why?

10.What are committees potential problems?

a.
b.
C.

Bad chairmanship
Too long meetings

Time spent on unimportant things (How to define what is important and
what is not? “Have to / want to “ topics

Too large committees. Small Group dynamics is poor when more than 10-
15 people. camel is simply a horse designed by a committee (big commit-
tee | guess)

Too small committees: two people arrive to a dead-lock.

Time-wasting. Too many committees - High administrative costs = no
time for the real work of a manager. Cost-benefit analysis should me
made. But it can’t account for intangible benefits of the committee.
Avoiding responsibility.

Undermining Authority. Why to have a committee for something that can
be done by one and be done much faster.

11.Who is a good committeeman?

a.

o oo

e ™ o

Not domineering
Not shy
Good listener

Has technical knowledge in his area of expertise. Experienced (Academic
and Practical knowledge of his matters)

Fair play for the minority

Knows the formal procedures, terms of reference

Plays waiting game in the beginning to learn the atmosphere of the group
Comes prepared

Knows tact, courtesy

Patient
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k. Has a sense of humor. Can laugh at himself
|.  Sophisticated enough to see what others are really doing
m. Good chairman qualities:

8.8.QUESTIONS (AT HOME)

1. What is a committee? Give a definition in your own words

a. group of people formally appointed by another, usually larger, group
(sometimes groups) to meet with the intention to discussing certain mat-
ters laid down by stated terms of reference.

. How do terms “meeting”, “committee” and “conference” correspond?

a. a meeting is a getting together of people for any purpose whatever,
whether formalized or not;

b. a committee has a definite purpose;

c. and a conference is an infrequent large gathering of people, usually with a
common interest, to listen to papers read, take part in debate, discuss
business, and receive the latest information on relevant issues

. What is needed for a successful committee?
a. clear-cut terms of reference

b. competent chairmanship

c. wise selection of committee members
d. efficient secretary

. What is the right and the wrong attitude of a superior in approaching a commit-
tee?

a. Right: superior is genuinely anxious to obtain the views of his team before
coming to a point of view or making a decision

b. Wrong: superior has already made up his mind and is only seeking ap-
proval, perhaps even on a 'yes-man' basis, whereby subordinates are dis-
couraged from intimating any contrary opinion.

. What is the meaning of the “2 + 2 clearly equals more than 4” benefit?

a. by being together the members of such a committee can spark off more
ideas and solve problems more easily than they could do if approached
individually.

. What is the purpose of a committee where member deal with current problems of
the organization and make sure that everyone is “on the same page”
a. State of play purpose

. Why is it important to continually keep clear terms of reference for the commit-
tee?

a. itis also essential that these terms should be kept continually in mind. It is
by no means unknown for a committee, in existence for some time, to be
operating with a purpose which has become substantially different from
that originally intended-sometimes without the members realizing that a
change has taken place.
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8. What are some problems with executive committees?
a. the board, or other governing body, is thereby evading its proper responsi-
bilities.
b. decisions reached can be result of one committee member (perhaps the

managing director) having over-persuasive powers and exercising undue
influence on the remainder.

9. What are the good reasons for having a small executive committee?
a. directors being widely dispersed geographically,

b. there may be a very large governing body of Council members elected or
appointed to a professional institution, for prestige reasons,

10.What is the unstructured committee?

a. executives get together for any informal purpose, even social purpose,
there is a natural tendency for them to 'talk shop

11.What are the advantages of having committees?
a. achieving better coordination
b. securing advice,
C. giving opportunities for consultation,
d. stimulating cooperation in planning and progress, and
e. helping with training
12. When large size of a committee may be an advantage?

a. if the main purpose of the committee is information-passing, or for ex-
changing experiences with a common basis

13.What points are important to know for a newly appointed member?

a. There is a more or less standard formal procedure for conducting business
at meetings which should be understood by all those taking part

b. it usually pays to play a waiting game at the first few meetings
c. careful preparation for a meeting

d. Tact, courtesy, patience, and good humor are likely to achieve more in the
long run than riding rough-shod over opponents

e. A good committeeman, while knowing how to achieve effective participa-
tion, should at the same time be sophisticated enough to recognize any
less reputable tactics adopted by others members,

14.What are the causes for ineffective committees?
a. Bad chairmanship
Too large a committee
too many committees, or over lengthy committee meetings
avoiding responsibility

® oo o

undermining authority
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8.9.TEST QUESTIONS
1. A group of people formally appointed by another, usually larger, group (some-
times groups) to meet with the intention to discussing certain matters
a. Meeting
b. Committee
c. Conference
d. Subgroup
2. A permanent committee
a. Standing committee
b. Ad hoc committee
c. Management committee
d. Business committee
e

8.10. VOCABULARY:

ad hoc [ ] crneumanbHbli, YCTPOEHHbIN ANS AaHHOW uenn ad hoc committee —
crneumanbHbIn KOMUTET

Terms of reference — 1) KoMneTeHUMA, Npegenbl KOMAETEHUUN, KPYr MOSIHOMOYUMN,
Kpyr BeAeHusA 2) TpeTenckas 3anmcb, KOMNPOMUCC

Talk shop — roBopuTb Ha y3konpodeccnoHarbHble TeMb
Venue — mecTo cbopa, BcTtpeun to shift the venue — nameHnte mecto Bctpeun/cbopa

Stalemate — 1. 1) nat 2) natoBasa cuTyauusi, 6€3BbIXOAHOE MOMNOXeHne, TyNuK Syn:
deadlock 2. 1) penaTb naT 2) ctaBuTb B 0E€3BLIXOQHOE MONOXEHME, "3aroHATbL B
yron"

41



LESSON 9. THEORY XANDY

1. The American writer Douglas McGregor described the two contrasting assump-
tions about the behavior of employees, called theory X and theory Y, which may be
summarized as follows:

2. Theory X takes the view that the average employee dislikes work, will try to avoid
responsibility, and will only be made to work by a mixture of close control and threats.

3. Theory Y assumes that the work is a natural and welcome activity which need not
be externally controlled if the employee is adequately motivated, that employees will
seek responsibility and that they can give valuable help in solving work problems.

4.  McGregor took the view that theory Y was the correct assumption to make, and
that firms should be organized on that basis. He said that theory X gives employees the
opportunity to satisfy only basic and security needs at work, but a theory Y management
attitude would enable them to satisfy Maslow's higher needs, in particular ego and self-
actualization needs. A man's job should be so constructed that it gave him the oppor-
tunity for full self-development.

5. There are similarities between theory X and task-centered management on the
one hand, and theory Y and people-centered management on the other, and the com-
ments made in the previous section about styles of management apply to a large extent
to theories X and Y. Most employees would no doubt welcome the opportunity to have
more control over their work and to put into practice their own ideas. There is undoubt-
edly a large fund of valuable expertise, experience and originally among employees that
is often untapped by management. Unfortunately some jobs are so closely limited, de-
fined and integrated into a complex production process that opportunities to satisfy the
higher needs at work are completely absent. Workers in jobs like these must quite often
be treated in a theory X manner, i.e. coerced and controlled, if adequate effort is to be
obtained. Moreover, there are many employees who do not expect to take responsibility
at work and avoid it if they can. Therefore, management is sometimes justified in mak-
ing theory X assumptions about employees.

6.

9.1.D MCGREGOR - THEORY X AND THEORY Y

7. Like Schein's classification of Man, McGregor's Theory X and Theory Y are essen-
tially sets of assumptions about behavior. In his book 'The Human Side of the
Enterprise’', McGregor specifically refers to the theoretical assumptions of management
that underlie its behavior. He sees two noticeably different sets of assumptions made by
managers, about their employees. The first set regards employees as being inherently
lazy, requiring coercion and control, avoiding responsibility and only seeking security.
This is Theory X. This is the theory of scientific management, with its emphasis on con-
trols and extrinsic rewards. Theory X is very similar to Schein's idea of Rational-
economic man.

8. The second set of assumptions sees Man in a more favorable light. In this case
employees are seen as liking work, which is a natural as rest or play; they do not have
to be controlled and coerced, if they are committed to the organization's objectives; un-
der proper conditions they will not only accept but also seek responsibility; more rather
than less people are able to exercise imagination and ingenuity at work. These are the
assumptions of theory Y. They are closely related to Schein's Self- actualizing Man.

9. Theory X and Theory Y have made their major impact in the managerial world ra-
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ther than in the academic world. The two labels have become part of the folklore of
'management style'.

They do help to identify extreme forms of management style, but there is a danger that
they may be seen as an ‘either/or' style. In real-life a blend of the two Theories may pro-
vide the best prescription for effective management.

9.2.HERZBERG'S MOTIVATION-HYGIENE THEORY

10. Herzberg's studies concentrated on satisfaction at work. In the initial research
some two hundred engineers and accountants were asked to recall when they had ex-
perienced satisfactory and unsatisfactory feelings about their jobs. Following the inter-
views, Herzberg's team came to the conclusion that certain factors tended to lead to job
satisfaction, while others led frequently to dissatisfaction (see Figure 9.2). The factors
giving rise to satisfaction were called motivators. Those giving rise to dissatisfaction
were called hygiene factors. These studies were later extended to include various
groups in manual and clerical groups, where the results were claimed to be quite simi-
lar.
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11. The most important motivators to emerge were the following:

- Achievement
- Recognition

- Work Itself

- Responsibility
- Advancement

Herzberg pointed out that these factors were intimately related to the content of work.
12. The most important hygiene factors, or dissatisfiers, were as follows:
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- Company Policy and Administration
- Supervision - the technical aspects

- Salary

- Interpersonal Relations - supervision
- Working Conditions

Herzberg noted that these factors were more related to the context or environment of
work than to job content.

13. A key distinction between the motivators and the hygiene factors was that whereas
motivators brought about positive satisfaction, the hygiene factors only served to pre-
vent dissatisfaction. To put it another way, if motivators are absent from the job, the
employee will experience real dissatisfaction. However, even if the hygiene factors are
provided for, they will not in themselves bring about job satisfaction. Hygiene, in other
words, does not positively promote good health, but can act to prevent ill-health.

14. If we apply Herzberg's theory to the ideas and assumptions of earlier theorists, it is
possible to see that Taylor and colleagues were thinking very much in terms of hygiene
factors (pay, incentives, adequate supervision and working conditions). Mayo, too, was
placing his emphasis on a hygiene factor, namely interpersonal relations. It is only when
we consider the ideas of the neo-Human Relations school that motivators appear as a
key element in job satisfaction and worker productivity.

Herzberg's motivation-hygiene theory has been well received by practicing managers
and consultants for its relatively simple and vivid distinction between factors inducing
positive satisfaction and those causing dissatisfaction. It has led to considerable work
on so-called 'job enrichment' i.e.: the design of jobs so that they contain the optimum
numbers of motivators. The approach here is basically to counter the effects of years of
Taylorism, which sought to break work down into its simplest components and to re-
move responsibility for planning and control.

15. Herzberg's ideas have been less well-received by fellow social scientists, mainly
on grounds of doubt about (a) their applicability to non-professional groups and (b) his
use of the concept of 'job satisfaction'.

16. Discussion of Herzberg's theory. When Herzberg's enquiries have been repeat-
ed using his methods, his findings have been confirmed to a large extent. However,
when other methods have been used, for example questionnaires, different results have
emerged. Very few enquiries appear to have been conducted with manual workers.
Herzberg's method of investigation, which may be described as anecdotal self-report, is
likely to produce answers of a certain type. Someone will probably describe his good
work experiences in terms which reflect credit on himself - success, greater responsibil-
ity or recognition. He will always be tempted to attribute bad work experiences to things
beyond his own control - uncongenial colleagues, an unpleasant boss or poor working
conditions. Thus he will take the credit for the good experiences and blame others for
the bad experiences.

The main application of the theory has been in the enlarging or enriching of the jobs of
non-manual workers. It would be possible to find theoretical justification for this in the
hierarchy of needs without postulating a two-factor theory. Herzberg does, however
emphasize that improving fringe benefits or other conditions of work will not motivate
employees; again the hierarchy of needs would explain this because working conditions
are relevant to the lower needs which in modern industry and commerce are usually
adequately satisfied.
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9.3.JOB EXTENSION

17. Job enlargement and job enrichment - definitions. A job is enlarged when the em-
ployee carries out a wider range of tasks of approximately the same level of difficulty
and responsibility as before.

A job is enriched (or vertically enlarged) when the employee is given greater responsi-
bilities and scope to make decisions, and is expected to use skills he has not used be-
fore. Both are examples of job extension.

18. Effects of job enlargement and enrichment. Both are attempts to build opportuni-
ties into the employee's job for the satisfaction of ego and self-actualization needs. A
greater range of tasks or decisions will, it is thought, make the employee feel more im-
portant, give him a sense of achievement, and make more use of his abilities. He will
therefore receive satisfaction from the job itself (intrinsic satisfaction) as well as money
and fringe benefits (extrinsic satisfaction).

Many companies have introduced either job enlargement or job enrichment and in-
creased the job satisfaction of their employees. In most cases it appears that non-
manual workers (often managers) rather than manual workers are concerned. It is easi-
er to extend the job of a non manual worker, whose responsibilities and actions are very
often not precisely described, than to change the job of a manual worker whose tasks
may be highly specialized and precisely defined because they are part of a complex
production process. There may be a conflict between specialization and development of
specific skills required for efficient operation of the process and the construction of a job
sufficiently enlarged or enriched to give greater satisfaction to the employee. In order to
make the job significant to the worker it may have to be extended so much that produc-
tivity is seriously affected. The result may be a compromise between efficiency and job
satisfaction in which the worker, instead of doing one meaningless task, is now ex-
pected to do several meaningless tasks.

19. Job rotation. Some of the difficulties the employer finds in job extension can be
avoided if job rotation is used instead. Employees are trained in several minor skills and
exchange jobs with each other at intervals. Greater satisfaction is obtained because the
employee has a greater understanding of the work process through experiencing sever-
al jobs within it, and the increased versatility of the workers is useful to management
when sickness absence is high. It is not necessary to redesign production methods, and
rises in pay, if any, are small.

9.4.QUESTIONS

1. Why management sometime have to make X-theory assumptions about employ-
ees.

a. some jobs are so closely limited, defined and integrated into a complex
production process that opportunities to satisfy the higher needs at work
are completely absent.

b. there are many employees who do not expect to take responsibility at work
and avoid it if they can

2. What are the characteristics of “rational-economic man”?

a. employees as being inherently lazy, requiring coercion and control, avoid-
ing responsibility and only seeking security

3. What are the characteristics of “self-actualizing man”?
a. employees are seen as liking work, which is a natural as rest or play; they
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do not have to be controlled and coerced, if they are committed to the or-
ganization's objectives; under proper conditions they will not only accept
but also seek responsibility; more rather than less people are able to exer-
cise imagination and ingenuity at work.

4. How are motivators different from hygiene factors?

a. A key distinction between the motivators and the hygiene factors was that
whereas motivators brought about positive satisfaction, the hygiene fac-
tors only served to prevent dissatisfaction. To put it another way, if motiva-
tors are absent from the job, the employee will experience real dissatisfac-
tion. However, even if the hygiene factors are provided for, they will not in
themselves bring about job satisfaction. Hygiene, in other words, does not
positively promote good health, but can act to prevent ill-health

5. What did appear to be a problem with Herzberg’s theory?

a. Herzberg's method of investigation, which may be described as anecdotal
self-report, is likely to produce answers of a certain type. Someone will
probably describe his good work experiences in terms which reflect credit
on himself - success, greater responsibility or recognition. He will always
be tempted to attribute bad work experiences to things beyond his own
control - uncongenial colleagues, an unpleasant boss or poor working
conditions. Thus he will take the credit for the good experiences and
blame others for the bad experiences

6. What are similarities and differences between job enlargement and job enrich-
ment?

a. Similarities: both belong to job extension

b. Differences: Job Enlargement grows horizontally. Job Enrichment — verti-
cally

7. What is more difficult: to extend a job of manual or non manual worker? Why?

a. It is easier to extend the job of a non manual worker, whose responsibili-
ties and actions are very often not precisely described, than to change the
job of a manual worker whose tasks may be highly specialized and pre-
cisely defined because they are part of a complex production process.

8. What is the side-effect of trying to make the job of a manual worker more signifi-
cant for him?

a. Drop in efficiency of work. Worker, instead of doing one meaningless task,
IS now expected to do several meaningless tasks.

9. What are the benefits of job rotation?

a. Greater satisfaction is obtained because the employee has a greater un-
derstanding of the work process through experiencing several jobs within
it

b. the increased versatility of the workers is useful to management when
sickness absence is high

9.5.VOCABULARY
Fringe benefits — gononHUTENbHbIE NbrOThI (MEHCUS, ONSIAaYeHHbIe OTNyCcKa U T. n. )

Job enlargement — ykpynHeHue [yBenuyeHue] paboTbl, pacwmpeHve 3agad
(ropu3oHTanbHOEe paclmpeHne kpyra 3agad (06A3aHHOCTEN), BbINOJTHAEMBbIX
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COTPYAHNKOM Ha KOHKpPeTHOM paboyem MecTe (QOMmKHOCTK), nyTem JoGaBneHus K
NX YUCMY HOBbIX, CTPYKTYPHO OOHOPOAHLIX C YXe BbIMNOMHAEMbIMU UM 3ada4y U
Tpebytowmx oT paboTHMKa OAHOW M TOW e KBanudukaumm)

Job enrichment — oboraweHne Tpyaa [paboThl] (BepTUKanbHOE pacluMpeHne coctasa
paboTbl, T. e. pobGaBneHne K 00a3aHHOCTAM paboTHMKa QYHKUUR, paHee
BbIMOSHSABLUMXCS €ro HayanbCTBOM, B TOM 4ucrie npegocTtaBrieHne paboTHMKY
Gonblen ceBoboAbl B NPUHATUM peLleHUA OTHOCUMTENbHO CMOCOBOB BbIMOMHEHMS
NOCTaBMEHHbIX 3aday, B T. Y. OTHOCUTENbHO MflaHMPOBaHMUS, OpraHM3aLmm
BbINOSIHEHUA W OLEHKN BbINOSTHEHUS 3ajad; aBToOp KoHuenuun — Ppegepuk
"epubepr)

Job rotation — poTauusi paGoumx MecT, noodyepenHoe nNpebbiBaHWe B [AOIMKHOCTY,
yepedoBaHWe Xxapaktepa paboTbl (MPUHUMMN  NepuoaMyeckoro nepesoaa
paboTHUKOB C OAIHOro paboyero MecTa Ha Apyroe B paMkax OfHOV opraHu3aumn)
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LESSON 10. TYPES OF BUSINESS ORGANIZATION

10.1. INTRODUCTION

1. The subject - matter of this manual is management. Many of the management is-
sues touched upon are common to every kind of organization, be it business, state en-
terprise, public service, non-profit-making charity or private club. However, the full range
of management theory and practice occurs mainly in what we call 'business organiza-
tions'.

2. A Business organization, in contrast to a public service organization or a charity,
exists to provide goods or services at a profit. Making a profit may not necessarily be
the sole aim of the business, but it is certainly what distinguishes it from a non-business
organization. In Britain, business organizations are mainly to be found in the private
sector of the economy, which has grown in recent - years as a number of State-owned
corporations have been privatized. The business organizations we are concerned with
here range in size from the one-man business, or sole trader, through partnerships be-
tween two or more people working in collaboration, to large public limited companies
(plc's) employing thousands of staff in a variety of locations. There are also cooperative
enterprises notably in retail distribution, but also in manufacturing on a small scale.

3. The most common type of business organization are as follows:
limited companies

sole traders

partnerships

cooperatives

Society, through Parliament and Courts, sets standards of behavior for all these types of
business.

These standards are made public by means of legal requirements and judicial interpre-
tations. The following paragraphs summarize the principal legal features of these busi-
nesses, together with the main advantages and disadvantages for the parties con-
cerned.

10.2. LIMITED COMPANIES

4. When a limited company is formed, it is said to have become 'incorporated’, i.e.
endowed with a separate body, or person, the corporation so formed is treated in Eng-
lish law as a separate entity, independent of its members. The corporation, or
‘company’, as it is generally called, is capable of owing property, employing people,
making contracts, and of suing or being sued. Another important feature of a company
is that, unlike a sole trader or a partnership, it does have continuity of succession, as it
is unaffected by the death or incapacity of one or more of its members.

5. The key feature of a 'limited' company is that, if it fails it can only require its mem-
bers (shareholers) to meet its debts up to the limit of the nominal value of their shares.
The principle of legally limiting the financial liabilities of persons investing in business
ventures was introduced by Parliament in the 1850's to encourage the wealthy to give
financial support to the inventors, engineers and others who were at the forefront of
Britain's Industrial Revolution. Without the protection of limited liability, an investor could
find himself stripped of his home and other personal assets in order to meet debts aris-
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ing from the failure of any company in which he had invested his money.

6. Since the turn of the century, various Company Acts have laid down the principles
and procedures to be followed in the conduct of business organizations. Such legisla-
tion has been intended to minimize the risk to suppliers and customers as well as to
shareholders, and to a lesser extent employees, arising from gross mis-management of,
or deliberate restriction of information about a company. The legislation of recent dec-
ades has now been consolidated into one Principal Act - the Companies Act, 1985 - as
amended by the Companies Act 1989.

7.  Limited liability companies now fall into two categories - Public limited companies
(plc’s) and private limited companies. The Memorandum of a plc must state that the
company is a public company (i.e. its shares are available for purchase by the public)
and the company name must end with the words 'Public limited company'. A private lim-
ited company by comparison may not offer its share to the public, and is even restricted
in the transfer of its shares between the private shareholder. The name of a private lim-
ited company must end with the word 'Limited'. Both kinds of company must have at
least two members and one director. Once registered under the Companies Act, a pri-
vate company can begin trading without further formality. A public limited company has
to obtain a certificate of trading from the Registrar of Companies. All limited companies
have to fulfill certain procedures before they can be incorporated. These include the fil-
ing of two important documents: (a) the Memorandum of Association and (b) the Articles
of Association.

8. The Memorandum of Association must supply the following information:

e the company's name

e the location of the registered office

e the objects or purpose of the company

e a statement that the liability of members is limited

e the amount of share capital, together with the numbers and class of shares

e a declaration of association in which the initial members (subscribers) express their
desire to form a company and to take up shares.

The details contained in the Memorandum are available for public inspection. Persons
considering doing business with a company, or wishing to purchase shares in it, can
therefore consult the register before deciding to take the risks involved.

9. The Articles of Association are concerned with the internal affairs of the company
and give details of the shareholders, directors, secretary and auditors. The directors of a
company are, in law, its agents. They may be also senior employees of the enterprise.
They are appointed by the shareholders to use their best endeavors to see that the
company's objects are achieved. The main directors make up the Board of Directors,
which in Britain acts as an executive management group as well as fulfilling the legal
guardianship of the company. Company law requires that information about directors,
including their interests in the company, be made available for the inspection of mem-
bers and others.

10. The chief administrative officer of a company is the Company Secretary, who car-
ries out the decisions of the Board and ensures that the legal requirements for meetings
are met. The role of Directors is not defined in the Companies Act, but the following
types of director may be identified:

e Managing Director - usually the chief executive

e Executive Director - has day-to-day responsibilities as well as Board duties

e Non-executive Director-duties are confined to Board and Board committee meet-
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ings.

11. The ownership and control of a limited company are vested in the shareholders
and the directors. The shareholders in general meeting have ultimate control over the
company by virtue of their power to appoint or remove directors and to vary the constitu-
tion and regulations of the company. All directors have a duty of trust and care in re-
spect of their company obligations, and the executive directors of the company are also
entrusted with the day-to-day management of the business. Whilst on their investment,
it is also expected nowadays that the interests of other stakeholders in the business will
be considered. Thus employees, customers, creditors and suppliers all expect their
needs to be given due weight by the directors.

12. The main advantages of limited liability can be summarized a follows:

¢ in the event of failure of the business, shareholders are protected against the loss of
more than the nominal value of their shareholding

the separate legal person of the company exists independently of the members
shares (in plc’s) are readily transferable

wider share-ownership is encouraged

companies are required to submit annual returns to the Registrar, and these are
available for public inspection.

13. The disadvantages are primarily as follows:

e precisely because liability is limited, it may be difficult for small companies to borrow
as extensively as desired, since banks and other financial institutions may be una-
ble to recover their funds if the business fails.

e there are considerable legal procedures involved in setting up a company, as well
as the procedures incurred in publishing the various financial accounts of the com-

pany.
10.3. SOLE TRADERS

14. The sole trader is the simplest form of business organization - one person in busi-
ness on his own. The legal requirements for setting up such a business are minimal, but
the owner is fully liable for any debts incurred in running the business, since the owner
literally is the business. Ownership and control are combined. All profits, made by the
sole trader are subject to income tax rather than the corporation tax levied on company
profits. Apart from the need to maintain accounts for controlling the business and for
dealing with the Inland Revenue, there are no formal accounts to be published.

15. The main Advantages of operating as a sole-trader are:

e the formalities for starting up are minimal

complete autonomy to run the business as the individual wishes
the profits of the business belong to the trader

various business expenses are allowable against income tax

no public disclosure of accounts (except to Inland Revenue)

16. The main disadvantages are as follows:

the sole trader is entirely responsible for the debts of the business

e the individual as owner and manager has to be responsible for all aspects of the
business (marketing, product development, sales, finance etc.)

10.4. PARTNERSHIPS

17. A partnership exists when at least two, and usually not more than twenty, persons
agree to carry on a business together. The Partnership Act,1890, defines a partnership

50



as a relationship which 'subsists between persons carrying on a business in common
with a view to profit'. The legalities required to set up a partnership are minimal although
it is available to have a formal Partnership agreement drawn up by a solicitor. Such an
agreement can specify the right and obligations of individual partners, and can make
provision for changes brought about by death or retirement of partners. As with a sole
trader, the members of a partnership are owners of its property and liable for its con-
tracts. Therefore they are fully responsible for meeting their debts to third parties. Part-
ners are not automatically entitled to a salary for the services they provide for the part-
nership, but are entitled to their proper share of the profits of the business. However,
many agreements do allow for salaried partners.

18. Many partnerships, and some sole traders, have been converted into limited com-
panies because of the perceived benefits of incorporation. Most professional persons,
and especially accountants and solicitors, maintain partnership as their form of business
in order to preserve the principle of individual professional accountability towards the
client.

19. The main advantages of partnership are:

few formalities required for starting up

sharing of partner's knowledge and skills

sharing of management of business

no obligation to publish accounts (except for Inland Revenue purposes)
sharing of profits (or losses!) of business

20. The main disadvantages are primarily these:

e each partner is liable for the debts of the partnership, even if caused by the actions
of other partners

e risk that the partner may not be able to work together at a personal level

e the death or bankruptcy of one partner will automatically dissolve the partnership,
unless otherwise provided for in a partnership agreement.

10.5. COOPERATIVE ENTERPRISES

21. Small groups of people who wish to set up business along explicitly democratic
lines and with the benefit of limited liability, can choose to establish a cooperative. This
kind of business has been a feature of British commercial life for well over a hundred
years, at least so far as distribution is concerned. These distribution cooperatives were
essentially consumer-cooperatives in which the profits of the business were given back
to consumers in dividends based on the amount of their purchases over a given period.
The modern trend in cooperatives is towards producer-cooperatives in which individuals
benefit not only as investors but as employees in the business. There are more than
700 such worker-cooperatives in Britain at the present time.

22. The promotion of cooperatives has been encouraged by recent Governments in
Britain, and a Cooperative Development Agency has been established since 1978 to
provide advice and assistance to those considering setting up such a business.

23. The legislation governing cooperative enterprises is the Industrial & Provident So-

cieties Act, 1965, which requires that in lieu of Memorandum and Articles, every coop-

erative shall have a set of rules approved by the Registrar of Friendly Societies. The

rules must embrace the following principles:

e each member must have equal control on the ‘one person, one vote' principle

e members must benefit primarily from their participation in the business, i.e. as em-
ployees as well as investors
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e interest on loan or share capital has to be limited

e surplus (‘profit’) must be shared between members in proportion to their contribution
(for example, by number of hours worked or wage level), or must be retained in the
business

¢ membership must be open to all who qualify

For the principle of limited liability to apply to the members, the cooperative must be
registered, in which case a minimum of seven members is required.

24. The main advantages of cooperative enterprise are:

e Provides opportunity for genuine pooling of capital between a group of people
encourages active collaboration between all sections of the workforce
enables decisions to be made democratically

provides rewards on an equitable basis those involved

provides limited liability (if registered)

25. The disadvantages are mainly:

e there is less likelihood of a level of profitability and growth that could be achieved by
a limited company

e as with partnerships, relationships can deteriorate, especially when some members
are seen to be making a smaller contribution than the rest

e democratic decision-making can lead to lengthy discussions before action is taken

¢ members who are not truly dedicated to the democratic ethos of the business, may
find themselves at odds with the openness of communication and decision-making.

10.6. QUESTIONS:
1. Who sets the standards of behavior for business organizations?

a. Society, through Parliament and Courts, sets standards of behavior for all
these types of business.

2. What does the term limited mean in the context of the company?

a. The key feature of a 'limited' company is that, if it fails it can only require its
members (shareholders) to meet its debts up to the limit of the nominal
value of their shares

3. What are the advantages of limited liability?

a. in the event of failure of the business, shareholders are protected against
the loss of more than the nominal value of their shareholding

b. the separate legal person of the company exists independently of the
members

c. shares (in plc’s) are readily transferable
d. wider share-ownership is encouraged

e. companies are required to submit annual returns to the Registrar, and the-
se are available for public inspection.

4. What are the disadvantages of a limited company?

a. it may be difficult for small companies to borrow as extensively as desired,
since banks and other financial institutions may be unable to recover their
funds if the business fails.
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b. there are considerable legal procedures involved in setting up a company,
as well as the procedures incurred in publishing the various financial ac-
counts of the company.

5. What can be said about sole traders concerning their responsibilities to creditors?

a. owner is fully liable for any debts incurred in running the business, since
the owner literally is the business

6. What are the advantages of sole traders?
a. the formalities for starting up are minimal
b. complete autonomy to run the business as the individual wishes
c. the profits of the business belong to the trader
d. various business expenses are allowable against income tax
e. no public disclosure of accounts (except to Inland Revenue)
7. How many people are needed to form a partnership (min, max)?
a. 2-20 people
8. What are the responsibilities and benefits of the partners in the partnership?

a. Responsibilities: full responsibility for partnership debt to third parties;
sharing the losses of a business.

b. Benefits: part in the revenues of the business, sharing of partner’s
knowledge and skills;

9. When is cooperative enterprise might be the best form of organizing a business?

a. When a small group of people wishes to set up business along explicitly
democratic lines and with the benefit of limited liability,

10.What is the difference between distribution cooperative, producer cooperative
and worker cooperatives.

a. Distribution cooperative is consumer cooperative, where member would
buy certain goods, where as in the producer-cooperatives member could
be workers (employees) in the cooperative.

b. Worker cooperative is the same as producer-cooperative (just a different
name for it)

c. Distribution cooperative is the same as consumer cooperative.

10.7. VOCABULARY

public limited company oOTkpbiTags nybnuyHas KOMMAHUA C  OrpaHUYEHHOWN
OTBETCTBEHHOCTbLIO ( yaoBneTBopstowasa pagy TpebosaHuin no 3akoHy 1980 . )

memorandum of association goroBop 06 yupexxgeHum akumoHepHoro obuiecTtea
articles of association yctaB komnaHum / ToBapuLlecTsa / akuMOHEPHOro obuiecTea

agent 1) geatenb, NuU4HOCTL Syn: figure 2) areHT, npeacraBUTeNb, NOCPEeAHUK, A0-
BepeHHoe nuuo

levy [ 1 1. 1) cbop, B3MMaHue ( NOLWMAWH, Hanoros ); obnoxeHue ( Hanorom ), cymma
o6noxeHns

2. 1) B3umartb ( Hanor ); obnaraTb ( Harorom ) ( on / upon ); BBOOUTb HaNOroBble CTaBKu
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inland revenue 1) BHyTpeHHWE MOCTYMNIIEHUA B rOCYAApCTBEHHYIO Ka3Hy; BHYTPEHHUE
Hanoru 2) genapTameHT, BeAaloLWwuin BHYTPEHHUMW Haroramu

legalities - ob6s3aTenbCcTBa, HanaraeMble 3aKOHOM

solicitor [ ] 1) conucnTop, agBokat ( AatoLWmMi COBEThI KIMEHTY, NOAroTaBnMBatoLWLnin ae-
na gns 6appucTtepa 1 BbICTYNalLWUN TOMNbKO B Cyaax HU3LWeEN MHCTaHumn ) Syn: lawyer
2) 3alWMTHUK, 3aCTYMNHWK; NPOCUTENb, XoaaTan Syn: pleader, intercessor, advocate 1. 3)
FOPUCKOHCYNbT

ethos [ ] ; xapaktep, npeobnagatowiasa yeprta, ayx; noBagku
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LESSON 11. MATERIALS MANAGEMENT

11.1. THE PURCHASING SYSTEM

1. The scope of purchasing.

A careful examination of the production system will produce a long list of inputs, each of
which could probably be placed in one of three categories:

a. Materials

b. Labor and managerial skills

c. Processes.

The provision of materials has always been the work of the purchasing function, and an
examination of Fig. 1 will show how this function is interwoven among the other sub-
systems which make up the production system. A very large proportion of input cost,
and hence total manufacturing cost, is taken up with materials, and so the purchasing
function plays a very important part in the work of production management. The commu-
nication network shown in Fig. 1 extends inside and outside the firm and through the var-
ious divisions and the centrally controlled areas of the firm. Hence it is a mirror of the
activities of the division or unit that it represents, and is the representative of the compa-
ny to suppliers in the market place. Therefore it needs careful consideration as a function
in its own right.

2. The functions of purchasing.

Long lists of the functions of purchasing have been produced, but when they are com-
pared there emerge a small number of common activities which are vital to the efficient
operation of this arm of management. These are the following:
1. The evaluation of alternative suppliers, and the use of a small but effective
number of these suppliers for the more important goods and materials.
2. The ability to buy at competitive prices, giving due regard to total cost in the
long term rather than to spot price at any given time.
3. The rating or assessment of suppliers for delivery, service and quality, as well
as price.

G )
CEJ T

Fig. 1 - The purchasing system.

55



Orders and copy orders.

Receipt notes.

Movement of goods.

Payment.

. Market information and forecasts.

4. The enhancement of the company reputation in the eyes of suppliers and
competitors in the market place.

5. Ability to help in the selection of new materials by constant communication with
the market.

6. The maintenance of adequate stock levels throughout the company, in con-
junction with other departments.

N

It will be evident from these six activities that the purchasing function could have a pro-
found effect on the profitability of the company. It is important therefore to consider dif-
ferent situations where purchasing will be involved.

3. The importance of the function.

It is a fundamental principle of organization that "the most important activities, i.e.
those having the greatest effect on profit, cost or future position, should be handled at a
high managerial level. Examples of this abound, but nowhere more strikingly than in
purchasing. Some examples are as follows:

a. Large pulp and paper companies sometimes have a whole division responsi-
ble for the administration of timber limits.

b. A large paper manufacturer has a buying division, split into pulp buying and
other commodities.

c. A motor-car manufacturer has a division dealing with materials control.

d. A company manufacturing diverse insulating and conducting equipment has a
large buying department with managerial control close to board level. This
purchasing activity includes speculative buying of materials.

e. Mail-order companies rely for their margins very largely on astute purchasing,
as the production activity in this business is purely as re-packaging and dis-
patching activity backed by efficient inventory control and warehousing.

4. Methods of ordering.

Several methods of ordering are in use, each having different effects on the production
system, and different objectives:

1. The spot order is the normal, single order for a quantity of goods. It may or
may not be repeated, and a price is negotiated.

2. The contract order is when a contract is entered into whereby the supplier will
agree to deliver a quantity of goods over a period of time, the delivery orders
being specified as to time and quantity at a later date. A price is negotiated for
the whole contract quantity, and the time period involved may be considera-
ble.

3. The sole supplier agreement is made when a company agrees to use only the
one supplier for a certain item, again for a given time period.

Variations on these three methods are common, depending on established practices in
particular industries. Side-issues arise when suppliers offer incentives in the form of
guantity rebates, and annual rebates dependent on total trading figures. Contracts may
be prepared where an agreement is made for several parts of a company to buy a com-
modity from one supplier, and there are special pricing arrangements to cover this form
of ordering. A further side-issue of contract ordering is the practice of reciprocal trading.
When one company buys a large amount from another it may use this as a level in ob-
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taining return contracts. This may, however, restrain trade, and invoke the interest of
central government, in particular where the American Anti-Trust Laws or the British Re-
strictive Trade Practices Act may be violated.

5. Purchasing policy.

In view of the great variations in importance of purchasing in different companies and
industries, it is important that clear and adequate terms of reference are given to the
purchasing manager, and that purchasing policies are laid down as a direct conse-
guence of the setting of company objectives. The following are some of the important
aspects of purchasing which should be clearly defined:

1. The position and status of the purchasing manager in the organization, and
his relationships with other functions and departments.

2. The scope of purchasing and the extent of its authority in relation to other
parts of materials management.

3. Guidance concerning the extent of risk decision-making by purchasing, par-
ticularly where speculative buying is concerned. Obviously high speculation
means high status and authority for purchasing, with equivalent accountabil-
ity.

4. The extent of centralization or decentralization of purchasing in the large firm.

5. General guidance to aid the purchasing manager in making decisions regard-
ing quality standards, inspection practices and "make or buy" problems.

6. The position of purchasing in the coordination of product development, partic-
ularly the application of value engineering.

7. The criteria against which the performance of the purchasing function will be
assessed.

6. Centralized purchasing.

As a company grows from being very small, k will progressively take on more and
more specialists, including purchasing experts. As it grows larger it will probably diversi-
fy, profit centers will appear, and the possibility of bulk buying will arise. The argument of
centralized purchasing is always based on the ability to buy more cheaply, but there are
other arguments in favor of centralization:
a. It provides the ability to coordinate, to buy in bulk and to obtain much more
advantageous prices.
b. Different manufacturing units will always have many similar needs, like sta-
tionery, canteen suppliers, medical needs and some raw materials.
c. Centralization allows standardization of procedures and systems.
d. Specialist buying staff may be justified with a central organization.
e. Only a central organization will know the quickest way to supply one factory
from another during shortages.

7. The argument of decentralization.

The large company is a very impersonal organization, with no sense of the urgency of
local problems. When there are a number of widely separated factories then there is a
natural allegiance to the local unit, which is accentuated by having a local purchasing
organization.
a. The local organization, in knowing local suppliers, will be able to obtain faster
service in emergencies.
b. Speed of order-processing is often thought to be better.
c. Knowledge of local suppliers leads to a stronger commitment by those suppli-
ers.
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d. Local suppliers are more easily held accountable in cases of poor quality or
failure to meet specifications.

8. The individual solution.

In fact, the answer to this problem usually lies in the size of the firm. Centralization
brings obvious advantages in a compact organization, or where the lines of communica-
tion are short. Where the remainder of the organization tends towards decentralization
then purchasing will often follow suit. In practice some very large companies find it bet-
ter to concentrate buying at divisional levels, and only to use central purchasing de-
partments for negotiating large contracts for materials used in bulk throughout the com-
pany. Another solution is for one division using large quantities of a material to act as
central buyer for that material.

11.2. Integrated Materials Management

9. The need for integration.

Returning to our examination of the purchasing system in Figl is one of the major cat-
egories of inputs to the production system is that of materials, and we may define pur-
chasing as the different means of obtaining materials from inside or outside the production
unit. During recent years there has evolved a conviction in some companies that the
management of materials was so important as to demand a special place in the organi-
zation and be responsible to one authority. Amongst those activities constituting materi-
als management there would be the following:

a. Purchasing - both ordering and expediting

b. Goods-inwards stores

c. Goods-inwards inspection

d. Inventory and stores control

e. Inter-group transfers

f. Production planning and control

g. Value engineering.

In some cases the scope is much wider, and takes in the materials outputs from produc-
tion, but this raises many complications of conflicting interrelationships.

The reason behind this thinking is as follows: progressive firms, usually those larger
ones with extensive materials movement, have spent time and money refining and im-
proving production processes, and using every new development in automation or
mechanization. They have employed work study to bring down operating costs to figures
approaching the optimum. In turning to other methods and regions for improvement it
becomes evident that materials control could be greatly improved, but that it extends
through a number of other, separately organized functions such as purchasing, stores
control, and production planning and control. So over a period of time reorganizations
have taken place, and one person has been charged with the responsibility for all mate-
rials control work. He is usually responsible to a director, or is a director himself.

11.3. QUESTIONS
1. Why purchasing plays an important role in production management?
a. Because a very large proportion of input cost, and hence total manufactur-
ing cost, is taken up with materials.
2. What are the main methods of ordering? What are the benefits of each method?
a. The spot order — quick,
b. The contract order — Low risk, consistency
c. The sole supplier agreement — quality assurance,
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3. Why centralized buying is good?
a. Ability to buy more cheaply
b. standardization of procedures and systems
c. Specialist buying staff may be justified
4. Why decentralized buying is good?
a. faster supplier service in emergencies.
b. Speed of order-processing is often thought to be better
c. stronger commitment by those suppliers
d. Local suppliers are more easily held accountable
5. How to decide between centralized and decentralized buying?
a. Centralized buying: compact organization, lines of communication are
short

11.4. TERMINOLOGY

astute [ ] 1) XUTPOYMHbIN, XUTPLIN, NyKaBblK, KoBapHbIM Syn: wily, crafty 2) ymHbIn,
MyZpbIi, NpoHMUATENbHbIA, coobpasnTenbHbin Syn: keen, shrewd

rebate 1.[] 1) a) ckmaka, yctynka ( npu pacyeTax )
value engineering metoa pa3paboTku MakCuManbHO SKOHOMUYHOTO AM3ariHa NpoayKTa.

reciprocal trade agreement ToproBoe cornaweH1Me Ha OCHOBE MPUHLMNA B3aUMHOCTU

59



LESSON 12. MODERN MANAGEMENT THINKING

The changing environment in which business organizations operate have clearly exert-
ed considerable influence over the development of modern management thinking and
for this reason, individual contributors have been considered chronologically. Generally,
during the area of mass production management thought was directed towards finding
the best way of performing a job and evolving management principles. But as firms be-
came more marketing-orientated and internal conflicts arose in the area of mass-
marketing interest shifted to the social and psychological dimensions of organizations.
Later still, in the post-industrial area, the emphasis has changed to include the consid-
eration of "strategic management".

12.1. CLASSIFICATION

While it is useful and necessary to identify and classify the different schools of thought,
it is not always possible or desirable to compartmentalize thinking on management too
rigidly. The reader should realize that distinctions between approaches may become
blurred.

1. The Classical school The first writers to concern themselves with the sub-
jects of management and organization as such thought in terms of the formal
structure of an organization. They tried to formulate principles which could be
applied by all managers. These writers belong to the classical school. Writers
of this school seek to find the best way of dividing tasks, grouping them to-
gether under various departments and devising means of coordinating activi-
ties. Early writers of the classical school include:

a. FavoL who formulated a series of management principles; and
b. TAYLOR who promoted "scientific management"

2. The Human relations school On the whole, the classical school did not take
the social and psychological dimensions of the work situation into account or
fully explain the working of an organization over a period of time, it was preva-
lent during the area of mass production when management objectives were to
find the most economic way to producing goods through the division of labor
and the organization of the work - load. The behavioral school, on the other
hand considers the needs and behavior of the members of an organization as
well as its structure. The emergence of this school coincided roughly with the
advent of the area of mass-marketing and the new marketing approach to
management. Although there are early proponents of the behavioral ap-
proach, MAYO and ROETHLISBERGER'S HAWTHORNE STUDIES of the later 1920s
and early 1930s mark the start of wide-spread interest in it.

3. The contingency theorists This school of thought suggests that organization
structures should reflect current environment circumstances. These are:

a. technology
b. innovation, and
C. uncertainty.

Major contributions to contingency theory have been made by TrisT and
WoobwWARD who independently concerned themselves with the impact of
TECHNOLOGY on work organization. In addition, Bums and STALKER togeth-
er examined the impact of INNOVATION on organizational structure, while
LAWRENCE and LORSCH examined the problems associated with coping
with UNCERTAINTY.

4. The systems approach A new school of thought arose in the post-industrial
area which considered an organization as a number of systems. There are a
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number of ways of considering an organization from this perspective. Two

such ways are:

a. The decision-making (information systems) approach. This con-
siders the organization's functions as being one of providing infor-
mation on which decisions may be based. Writers include SIMON,
CYERT, MARCH, ACKOFF and ARNOFF.

b. The total systems approach. This views the organization as a whole
systems comprising various subsystems. Different writers adopt differ-
ent systems viewpoints on organizations. A common feature, however,
is the need to view an organization as a whole and its subsystems as
interdependent and interrelated parts of that whole. Emphasis is
placed on communications channels and flows of information between
subsystems, with the idea that the organizational design should facili-
tate information flow to support decision-making. The approach stress-
es the importance of identifying the need for, and use of, information
and the position of the decision-maker.

The major impact of the systems approach on organization structure has
been the development of "matrix" structures. These recognize the fact that
traditional organization structures are inappropriate in many instances be-
cause of the problem of co-ordination across functions.

12.2. THE CLASSICAL SCHOOL

Two of the most important writers of the classical school were Fayol and Taylor. They
were contemporaries, both born in the middle of the nineteenth century, and both with
first-hand experiences of the management problems created by the growth of large-
scale enterprises towards the end of the nineteenth century.

12.2.1. Henry Fayol (1841 -1925)

A French mining engineer, his prime interest was in the functioning of organizations. He
spent most of his working life in general management with one firm, eventually becom-
ing its managing director. He maintained in his influential book, GENERAL AND INDUSTRIAL
MANAGEMENT, first published in English in 1948, that all activities of an industrial firm
could be considered under six headings:

technical;

commercial;

financial;

security;

accounting;

managerial.

R A

His definition held that management functions comprised:
1. forecasting and planning;
2. coordinating;
3. organizing;
4. controlling;
5. commanding;

Fayol recommended a number of guidelines or principles (still in general use) to help
managers perform these functions well.
1. Division of work and specialization should be encouraged since it leads to
greater productivity.
2. The authority to issue commands should be accompanied by responsibility
commensurate with its proper exercise.
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3. Good leadership must be provided to maintain discipline and order.

4. There should be unity of command: each man should have only one boss.

5. There should be unity of direction: a simple plan should be laid down for all
employees engaged in the same work activities.

6. The interests and goals of individual members of the organization should be
made subservient to the overall organizational goals.

7. The system of reward should be related whether possible to the individual's
wants and needs. There is no one perfect system of remuneration.

8. The degree of centralization or decentralization (of authority and decision-
making) should vary according to the individual circumstances of different or-
ganizations.

9. It is essential to have both vertical and lateral communication in an organiza-
tion, but it is important in the latter case that superiors in the scalar chain
(chain of command) are aware of such communications.

10.To minimize lost time and unnecessary handling of materials it is essential to
achieve both material order and social order in an organization.

11.In order to achieve equity a "combination of kindliness and justice" is required
in dealing with employees.

12.Successful business require stability of tenure as far as managerial personnel
are concerned. A low turnover of management staff is important.

13. All employees should be given the opportunity to use their initiative.

It is the task of management to foster an esprit de corps. High morale in an organization
is a vital ingredient of its success. The manager has to coordinate effort, encourage
keenness and use men's abilities without causing hostilities as a result of the reward he
offers to them.

12.2.2. Frederick W. Taylor (1856 -1915)

An American by birth, Taylor spent all his working life in the United States. Often re-
ferred to as father of specific management, he started at the MIDVALE STEELWORKS,
PHILADELPHIA as a laborer, later rising through foreman to become the company's chief
engineer and subsequently consultant to the US engineering industry. His best-known
work PRINCIPLES OF SCIENTIFIC MANAGEMENT (1911).

Taylor considered that the basic reason for hostility between management and worker
was that there was a conflict of interests between them: while the workforce desired
high wages above all else, management's aim was for low labor costs. He believed that
it was possible for the interests of both parties to be reconciled through the medium of
his "scientific" methods of management, leading to a better and more profitable busi-
ness. He held that four aims of factory management should be applied to achieve this:

1. determine the best way for a worker to do this job;

2. provide him with proper tools;

3. train him to follow precise instructions; and

4. provide incentives for good performance.

The first to introduce "TIME AND MOTION" STUDIES, he determined the best way of doing a
job by breaking down each job in his factory into its constituent motions, analyzing these
to eliminate those that were non-essential, and timing the, worker as he did so. With su-
perfluous motion eliminated, the worker's output was greatly increased, while, by meas-
uring work in this way, it was possible to establish an optimum output for a particular
job. Workers would be happy to cooperate with management in introducing the new
system he held, because if the financial incentive involved and the fact that it would en-
able them to do their work with the minimum of effort. While Taylor's principles were
sound (they form the basis of the modern subjects of work study and organization and
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methods) practical difficulties have been encountered in the implementation of his theo-
ries:

1. the definition of a good day's work is always the subject of controversy be-
tween management and workers;

2. where an incentive scheme based on work measurement is in operation and
individuals produce considerably more than the group norm or average out-
put, management is apt to want to reevaluate its definition of an optimum
day's work. As a result, individual workers in a group do not encourage each
other to exceed the group norm.

3. some employers used time and motion studies to set high production norms
in order to increase output without a correspondingly high increase in wage
levels.

4. generally, workers tend to resent having their work processes studied, while
the elimination of non-essential movements from a job make it repetitive and
less interesting.

12.3. 2. THE HUMAN RELATIONS SCHOOL

Taylor's ideas were unable to halt the decline in productivity and standards of produc-
tion which occurred frequently throughout industry in the 1920s. The next step, there-
fore, was for management to seek ways of understanding and motivating the workforce.
Here it was able to draw on the work of sociologists and psychologists, the behavioral or
social scientists, which had given rise to a new science: industrial psychology. This con-
sidered the worker in relation to his job environment and his fellow workers and supervi-
sors; these writers belong to the human relations school.

Influential thinkers A number of influential nineteenth century thinkers created the cli-
mate in which the behavioral school of management thought was able to develop.

12.3.1.  Weber (1864 -1920)

A German sociologist, Weber approached the study of managerial behavior through his
concept of bureaucracy. He made a number of analyses of the organization of religious,
military and business establishments and from these concluded that "hierarchy, authori-
ty and bureaucracy (including clear rules, definition of tasks, and discipline) form the
basis of all social organizations".

In Weber's view, the manager was the individual who interpreted and applied the rules
of the organization.

12.3.2. Mary Parker Follet (1868 - 1933)

Like Taylor, Mary Parker Follet was also interested in the management of organizations.
An American, her ideas were far in advance of her time and probably for this reason
were not published until eight years after her death. A graduate of Harvard and Cam-
bridge universities, she studied philosophy, history and political science. Interested and
active in social work, she was instrumental in establishing a youth employment bureau.
Her interest in social work later led her to study social aspects of management.

One of the first to realize the potential of psychology as a means of understanding
worker and management behavior, she saw the management problems of her time in
terms of reconciling the needs of individuals with those of the social groups to which
they belong. She held that it was management's task to understand how and why such
groups are formed and to co-ordinate their aims and objectives. She held that consulta-
tion with those affected by a management decision should take place before such a de-
cision is made, leading to increased morale and improved motivation within the organi-
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zation. Orders or commands should be based on the objective requirements of a given
situation and not on the whim or fancy of a particular manager. Her intention was that
management should create the situation where it would be easy for workers to co-
operate of their own accord.

12.3.3. Hugo Munsterberg (1863-1916)

Another to consider the subject of management from the perspective of the social sci-
ences was Munsterberg. Born in Danzing, Poland, he pioneered the application of psy-
chology to the fields of business and industry. His influential book PSYCHOLOGY AND IN-
DUSTRIAL EFFICIENCY (1913) set out his desire to discover:
1. the best way to find people whose mental abilities best suited them for the
work they were required to do;
2. the conditions that would motivate each individual to produce his greatest
output.

Others purchasing similar lines of thought were Frank B. and Lillian Gilbreth and Walter
Din Scott.

12.3.4.  Elton Mayo (1880 -1949)

A psychologist, Mayo conducted a pioneering industrial research project known as tHE
HAWTHORNE STUDIES AT THE WESTERN ELECTRIC COMPANY'S HAWTHORNE, WORKS,
CHICAGO between 1924 and 1932, the results of which were later summarized by his
collaborators F.J. ROETHLISBERGER and WILLIAM J. DICKSON in MANAGEMENT AND WORK-
ER (1939). If the findings of his research did not revolutionize management thinking
(since they merely supported Pareto's earlier ideas), they focused attention dramatically
on the behavioral approach to management. Originally called in to assess the potential
effect on productivity levels of a proposed change in the lighting of the works, Mayo set
up two groups producing the same part under similar conditions, intending to vary the
intensity of light for the test group but to keep it constant for the control group. To his
surprise, he found that the output of both groups rose despite variations in the intensity
of the test group's lighting. Investigation revealed that productivity had increased as a
result of an improvement in the group's morale: because great interest had been shown
in them and because the advice and co-operation of members of the group had been
sought by the company during the experiment, workers had felt themselves to be im-
portant and it was this that had caused output to rise.

12.3.5. C. Argyris (1923 - ) and others

The Hawthorne studies showed that workers can obtain satisfaction through belonging
to small stable work groups and suggested that management could achieve its goals by
establishing such groups. It is also focused management scientists' interest on discov-
ering the most important determinants of an individual's work behavior, which are: moti-
vation, leadership, roles, groups and communication. These, along with the specific
contributions of writers such as Herzberg and Maslow, are discussed later.

Behavior scientists have made many contributions to management studies since the
Hawthorne investigations. An important contemporary contributor is Chris Argyris. an
American academic. He draws together the ideas of both contemporary and earlier writ-
ers. He maintains that individuals are not, by and large averse to work, a belief at one
time commonly held by employers but instead seek self-management, self-direction, re-
sponsibility and self-actualization. He believes that organizations are not traditionally
conducive to enabling individuals to achieve these goals, and hereby to benefit the or-
ganization as a whole. He considers that this failure is due to a lack of interpersonal
competence which results in mutual suspicion and distrust and lack of frankness of
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manner and job commitment. Management, he suggests, should aim to develop the full
potential of individuals and their interpersonal relationships thereby facilitating better
performance of the whole organization.

12.3.6. Chester Irving Barnand (1886 -1961)

An American Administrator and sociological theorist, Barnand was greatly influenced by
the work of Pareto, Mayo and Roethlisberger; his book FUNCTIONS OF THE EXECUTIVE
(1983) made a major contribution to management theory. His principal proposition was
that it is the function of the executive (implying all types of managers and supervisors)
to maintain a system of cooperation and coordinated effort in a formal organization.
Barnard distinguished a "formal” from and "informal" organization as follows.
1. Formal organization. This is the set of consciously coordinated social interac-
tions which have a deliberate and joint purpose.
2. Informal organization. This comprises those social interactions without a
common or consciously coordinated joint purpose.

He maintained that, if a formal organization is to function properly, it must include peo-
ple who:

1. are willing and able to communicate with each other;

2. are willing to contribute to the action of the group;

3. possess a conscious common purpose.

Further it must provide:
1. the opportunity for individuals to specialize in doing that which they do best;
2. a system of incentives which will motivate people to make effective contribu-
tions to the furtherance of group aims and objectives;
3. a system of authority which all permit its executives to make and carry
through decisions;
4. system of decision-making based on logical thought.

He concluded that, in order to work effectively, the formal organization must be compat-
ible with the informal. He held that the function of the executive is to:

1. maintain this compatibility;

2. encourage good intra-organizational communication,

3. ensure that others in the organization perform essential duties;

4. formulate and implement plans of action.

Barnand saw cooperation amongst individuals as the keystone of organizational effec-
tiveness and good leadership as the means of achieving it.

12.3.7. Elliot Jaques (1917 -)

A CANADIAN BY BIRTH, JAQUES is renowned for his action research undertaken in the
CLACIER METAL COMPANY'S ENGINEERING FACTORY IN LONDON. He set out to study the
psychological and sociological factors affecting group behavior within the firm and to
develop more effective ways of dealing with social stresses within it. In addition, since
the work involved collaboration with members of the firm a further objective was to allow
improvements in social interactions to take place. The kind of problems studied included
worker-management cooperation on the works committee, and the quality of executive
leadership at the divisional manager's meetings.

1. Role and status. Jaques found that individuals showed a strong desire to
have their role and status within a group clearly defined in a way that would
be acceptable to all members of the group. He found that problems arose
when role boundaries were not clearly defined and when individuals were
obliged to occupy more than one role. Conflict could also arise in an individu-
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al's mind when there was a discrepancy between his own views and those
demanded of him by the role he had to adopt.

2. Leadership. Further, he found that difficulties arose in committee meetings if
the senior member present did not assume the leadership role by avoiding or
abdicating his authority or responsibility. All groups, he concluded, expect one
of their number, usually the most senior, to assume the leadership role, and
unless this happens, the group will not be able to function well. The problem
with the works committee was that it was composed of people who occupied
widely different positions in the firm's formal hierarchy. It was difficult for a
member of the committee who did not occupy a senior position within the firm
to assume the leadership role.

12.3.8.  Amitai Etzioni (1929 -)

ETZIONI, A CONTEMPORARY AMERICAN SOCIOLOGIST, was interested in why an organization
should continue to exist. His interest centered in particular on why individuals accept
authority and comply with prescribed standards of behavior. The two problems are inter-
related: an organization pursues specific objectives in order to ensure its own survival;
to achieve these objectives, a firm lays down rules which its members must follow. In
other words, it must have power to control the activities of its members to ensure that
they comply with the over-all requirements necessary for it to achieve its organizational
goals.

Etzioni's researches led him to conclude that organizations can be classified by the
means which they use to ensure that their members comply with requirements:
1. coercive power (e.g. concentration camps);
2. remunerative or utilitarian power using material means (e.g. business organi-
zations);
3. normative or "identitive" power using symbolic means such as prestige (e.qg.
religious organizations, universities, etc.).

He noted that an individual's response to authority can be classified as:
1. alienative; usually is response to coercion;
2. calculative; usually in response to remunerative or utilitarian approaches;
3. moral: usually in response to normative or identitive approaches.

Etzioni advocated that a business management system should be remunerative or utili-
tarian where an individual's response will generally be a calculative one.

12.4. 3. THE CONTINGENCY THEORISTS

12.4.1. Joan Woodward (1916 - 1971)

The impact of advances in technology on organizations and their management is of
great significance and a number of writers have considered this subject. JOAN
WOODWARD, A BRITISH RESEARCHER (1965), has found a strong positive correlation be-
tween the introduction of improved technology and certain aspects of a firm's organiza-
tion:

the length of the line of command,;

the span of control of the chief executive;

the percentage of total turnover paid to members of staff;

the ratios of managers to total personnel, of clerical and administrative staff to
manual workers and of graduate to non-graduate supervision in production
department.
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Her research forced management thinking away from the abstract elaboration of princi-
ples of administration to a study of the constraints different technologies and their asso-
ciated control systems impose on organizational structure and management.

12.4.2. Tom Burns (1913 -)

The contributions of BRITISH RESEARCHER BURNS and his collaborator STALKER (1961)
have been amongst the most notable in assessing the impact of advances in technology
on management systems. They showed that while one management system was ap-
propriate for firms operating in a stable economic and technological environment (the
mechanistic system), another was necessary for those adapting to a rapidly changing
technology (the organic system).

(1) Mechanistic: Mechanistic systems are characterized by rigidly prescribed or-
ganizational structure in which there are well-defined tasks and methods, du-
ties and powers attached to each functional role. Information tends to flow
vertically along the lines of authority in the organization and there is little hori-
zontal exchange between individuals of similar status in different depart-
ments.

(2) Organic: Organic systems, on the other hand, have a relatively flexible struc-
ture with the emphasis on horizontal forms of communication. Power, influ-
ence and status within the organization is based more on technical know-how
than position within the hierarchy.

Burns and Stalker did not propose a model system as did Weber but suggested that a
firm should use that which was most appropriate for its particular circumstances.

12.4.3. P.R. Lawrence (1922 -) and I.W. Lorsch

Lawrence and Lorsch thought of manufacturing organizations as having environments
that might be conveniently thought of as being divided into three segments.

(1) market segments;

(2) a research and development segment;

(3) a technological segments.

They suggested that each of these environments is likely to have different rates of
change and each of them is likely to differ also in the length of time that elapses be-
tween the making of a decision, or taking of an action and the outcome becoming
known to those who are involved in it. Lawrence and Lorsch's study of organizations
suggested that, in the face of uncertainty, organizations are likely to be more efficient
and effective if their structure differentiates between functions in terms of informality of
structure, interpersonal relationships, time scales and goals.

12.5. 4. THE SYSTEMS APPROACH

The impact of technological advances and the realization that the external environment
in which a firm operates, shapes the needs of its management and organizational struc-
ture led to the present "systems" approach which considers organizations as a series of
interconnected and interrelated systems.

12.5.1. The Decision-Making Approach

This approach considers management from the point of view of its role in producing and
obtaining information for the making of organizational decisions.
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Herbert A. Simon (1916 -)

A contemporary American academic with considerable practical experience. Simon be-
gan his career in local government. His prime interest was in decision-making which he
considered to be the central function of management; he has made a number of contri-
butions to management theory, but the two main ones are as follows.

1. Administrative man and "satisficing". Arguing against the classical economists
doctrine of rational economic man, who has held to consider each option in
any given situation and to choose that course of action that would yield the
optimum (most profitable) outcome, he proposed instead administrative man,
who attempts to satisfice (find the most satisfactory outcome) rather than op-
timize. He argues that decision situations are in practice so complex that it is
not possible within the limits of human rationality to identify all the possible
outcomes of exercising choice amongst options in a given situation. He sug-
gests that executives should instead attempt to simplify and "satisfice". "Satis-
ficing" is defined as pre-determining a set of criteria against which to evaluate
a decision alternative, specifying acceptable limits against each criterion and
selecting that option which satisfies the most criteria-bearing in mind any
which are critical.

2. Computer-aided decision-making. Simon's second contribution is closely
linked to his first. He believed that with the advent of high speed electronic
computers much of the work of routine decision-making could be undertaken
by them -programmable decisions. Such decision-making was to rely on heu-
ristics (the problem-solving procedure that involves conceiving a hypothetical
answer to a problem at the outset of an inquiry in order to give guidance and
direction to it).

The first edition of his book THE NEw SCIENCE OF DECISION MAKING (1960) was
published at about the time that the large-scale installation of business com-
puters was taking place. His foresight has proved correct for much of today's
routine decision-making, such as the re-ordering of stock and the pricing of
goods, has been taken over by computers.

Richard Cyert (1921 -) and James March (1928 - ).

CYERT AND MARCH, CONTEMPORARY AMERICAN CONTRIBUTORS, developed decision-
making theory alongside Herbert Simon at Carnegie Mellon University in the USA: their
best-known book is THE BEHAVIORAL THEORY OF THE FIRM (1964). Their theory links that
of classical economics to that of organizations in order to explain how business deci-
sions come about, taking as the basis of their model a large, multi-product organization
operating under conditions of imperfect competition. They studied price, production vol-
ume and internal resource allocation decisions.

Cyert and March view a business unit as an information processing and decision-
making system. They visualize the organization as a coalition of individuals all pursuing
essentially different goals. Individuals are assigned to different departments where they
attempt to solve problems presented to them by top management's need for information
on which to base its decisions. Each sub-unit or department considers its own objec-
tives as being of paramount importance to the firm as a whole. They also suggest that
most managers probably spend as much time resolving internal conflicts as they do in
dealing with contacts outside the firm.

Cyert and March postulate that there are four features of the decision-making process
which together explain how a decision is reached:
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1. quasi-resolution of conflict: an organization is a coalition of conflicting interests.
This results in a lack of consensus of opinion when it comes to decision-making.
Organizations will employ a number of devices to circumvent unresolved
divergencies of opinion, for example accepting a solution which is satisfactory
though not optimal, from the point of view of all the members of the coalition.

2. uncertainty avoidance: many options considered by an organization involve un-
certainties. Firms will often avoid these and choose instead to solve first those
problems that are most pressing.

3. problemistic search: executives have to search to find possible answers to a
problem. Such solutions are not necessarily obvious when a problem is first en-
countered.

4. organizational learning: executives in an organization will change or adapt its
goals as a result of their past experience.

C.W. Churchman (1913 - ). R.L. Ackoff (1919 -) and E.C. Arnoff (1922 - )

The application of quantitative methods to decision-making or problem-solving gave rise
to operations research, or management science, which uses a "scientific* approach to
solve management problems.

Operational research grew out of the activities of scientists who, during the Second
World War, were asked to find solutions to tactical and logical military problems. While
the methods they developed were applied to non-military business management prob-
lems after 1945, Churchman, Ackoff and Arnoff (1957) were among the first contempo-
rary writers to indicate the management applications of OR. The "scientific approach”
involves:

formulating the problem;

constructing a mathematical model to represent the system under study;
deriving a solution from the model;

detesting the model and the solution derived from it;

establishing controls over the situation; and

putting the solution to work.
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12.5.2. The Total Systems Approach
Introduction

An organization can be regarded as comprising a number of systems and subsystems.

1. The operating subsystem. At the core of the organization is the operating
subsystem which is concerned with accomplishing stated objectives effective-
ly and efficiently. It "gets things done" such as producing goods and services,
etc.;

2. The coordinative subsystem. This surrounds the operating subsystem and is
concerned with translating objectives into operational plans and procedures
and interpreting the output of the operating subsystem;

3. The strategic subsystem. This relates the activities of the organization to its
environment.

The total systems approach views management's functions as follows:

1. External: the role of management is basically to deal with uncertainties and
above all to enable the organization to maintain harmony with its environment
by successful adapting to changing circumstances;

2. Internal: an organization is seen in terms of a number of systems and subsys-
tems; it is management's role to oversee these by spanning and linking them,
thus maintaining the internal stability of the organization.
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Figure 2 depicts the managerial system within the overall context of the firm and its en-
vironment. In overseeing the boundaries between subsystems, management must re-
late one subsystem to the next. However, an interaction space is shown between the
strategic subsystem and the influence of the environment. This is because a firm cannot
interact directly with its various environments, technological, cultural, etc. but only with
other organizations or groups which represent those environments or are themselves
more directly influenced by them.

Demographic, cultural or sociological factors, for example, may influence new custom-
ers or employees with whom or through whom management has to deal. Each new
generation has a some-what different set of values and attitudes from its predecessor.
These factors influence its demand for products and services and its expectations of
employment, for example.

The influence of environmental factors is strongest at the strategic boundary of the or-
ganization with its environment interaction space. However, their influence can perme-
ate to reach the coordinative and operational subsystems; a change in the availability of
natural resources such as the discovery of natural gas, for example, can radically affect
manufacturing processes (part of the operational subsystem) and create new problems
for management to solve at that level. Again, the introduction of computers (a change in
the technological environment) can, for example, reduce the dependence of the coordi-
native subsystem on clerks for the administration and planning of control systems, cre-
ating new problems for management.

POLITICAL THE ENVIRONMENT ECONOMIC
GOVERNMENT
INSTITUTIONS MIDDLEMEN COMPETITORS
STRATEGIC SUBSYSTEM %
o
= <
5 COORDINATING SUBSYSTEM o
] = 8
- o s
w
2 fa
N
z
<
® & &
w INPUTS OPERATIONAL SUBSYSTEM © loutpuTs ¥
— Materials
E Information GOQdS O
o Energy w | Services
o) I 3
n — %)
-
S
4 Key Questions: How to get things Done \ o
< o]
O |
8 Key Questions / Tasks: Preparing operational plans and 8
5 obtaining feedback V\ 2
Z
5 Key Questions: relating organization to environment I
L'I_J (choice of product market etc.) %
5
System 8
COMMERCIAL ORGANIZATIONS AND OTHER Boundaries
NON-MANUFACTURING ORGANIZATIONS
NATURAL RESOURCES EDUCATIONAL
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F.E. Kast and.T.E. Rosenzweig

Kast and Rosenzweig (1974) are contemporary proponents of the total systems ap-
proach to management. They hold that "the management system spans the entire or-
ganization by directing the technology, organizing people and other resources, and re-
lating the organization to its environment”. The organization is viewed as an open soci-
otechnical system composed of a number of sub systems the organization receives:

1. inputs of energy, information and materials from its environment;

2. these inputs are transformed by it into

3. outputs which are returned to its environment.

The organization is not viewed simply as a social or technical system but as a structur-
ing and integration of human activities around various technologies. These technologies
influence the nature of the inputs received by the organization, the transformation pro-
cesses, and the system's output. In addition, the social system determines the effec-
tiveness and the efficiency of the utilization of that technology.

Kast and Rosenzweig hold that the internal organization comprises several major sub-
systems.
1. the goals and values subsystem;
2. the technical subsystem: the knowledge required for task performance;
3. the structural subsystem: the manner in which the tasks are divided and co-
ordinated;
4. the psychological subsystem: the manner in which groups and individuals in-
teract and collaborate; and
5. the managerial subsystem.

12.6. QUESTIONS
1. What were the three focuses in management thinking development?
a. Best way of performing a job and evolving management principles
b. social and psychological dimensions of organizations
c. consideration of "strategic management".
2. What is “combination of kindliness and justice”?
a. Itis a means of achieving equity in dealing with employees.
3. What is “stability of tenure” in the framework of managerial staff?
a. A low turnover of management staff is important
4. What was the input of Henry Fayol in the development of management science?
(In 1 or 2 sentences)
a. Definition of Management: 5 functions
b. Guidelines or principles of management
5. What was the input of Mary Parker Follet in the development of management
science? (In 1 or 2 sentences)
a. create the situation where it would be easy for workers to co-operate of
their own accord.
6. What did Chris Argyris suggest for management to aim at in improving perfor-
mance of the whole organization? (2 points)
a. Management, should aim to develop the full potential of individuals and
b. their interpersonal relationships
7. What is the difference between formal and informal organizations under Bar-
nard’s view?
a. Although both are a set of social interactions, informal organizations don’t
have consciously coordinated joint purpose.
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8. What powers (as it's described by Etzioni) organizations use to ensure compli-
ance with requirements? Match each power with according individual response

a. coercive power - _alienative

b. remunerative or utilitarian power - calculative

C. normative or "identitive" power - moral

9. What was the main focus of Joan Woodward'’s studies?

a. Correlation between the introduction of improved technology and certain
aspects of a firm's organization:

I. the length of the line of command;

ii. the span of control of the chief executive;

iii. the percentage of total turnover paid to members of staff;

iv. the ratios of managers to total personnel, of clerical and administra-
tive staff to manual workers and of graduate to non-graduate su-
pervision in production department.

10.Why Tom Burns and Stalker are considered contingency theorists?

a. Because the suggested that a firm should use the system (mechanic or

organic) which would be most appropriate for its particular circumstances.
11.Why Lawrence and Lorsch suggested to divide the environment of manufacturing
organizations into 3 segments?

a. each of these environments is likely to have different rates of change and
each of them is likely to differ also in the length of time that elapses be-
tween the making of a decision, or taking of an action and the outcome
becoming known to those who are involved in it

12.What is the idea of administrative man vs rational economic man in Simon’s
view?

a. rational economic man, who has held to consider each option in any given
situation and to choose that course of action that would yield the optimum
(most profitable) outcome.

b. administrative man, who attempts to satisfice (find the most satisfactory
outcome) rather than optimize.

13.What is “satisficing”?

a. find the most satisfactory outcome

b. pre-determining a set of criteria against which to evaluate a decision alter-
native, specifying acceptable limits against each criterion and selecting
that option which satisfies the most criteria-bearing in mind any which are
critical.

14.What are the features of decision-making process?

a. quasi-resolution of conflict

b. uncertainty avoidance

C. problemistic search

d. organizational learning

15.What are the 3 subsystems that comprise the organization? What is their pur-
poses?

a. The operating subsystem. At the core of the organization is the operating
subsystem which is concerned with accomplishing stated objectives effec-
tively and efficiently. It "gets things done" such as producing goods and
services, etc.;

b. The coordinative subsystem. This surrounds the operating subsystem and
is concerned with translating objectives into operational plans and proce-
dures and interpreting the output of the operating subsystem;

c. The strategic subsystem. This relates the activities of the organization to
its environment.
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12.7. TERMINOLOGY
Compartmentalize — oenuTb Ha OTCEKU, OTAENEHUS, AYENKN; OTAENATb

advent [ ] 1) HacTynneHne ( Kakon-1n. aMOXW, Kakoro-n. cobbiTns ), NnpubbiTne, nNpmxoa
Syn: arrival

mass-marketing
"matrix" structures

remuneration [ ] Bo3HarpaxgeHue, onnarta, koMmneHcauus to accept remuneration —
npuHUMaTb KomneHcauuto to offer remuneration — npegocraBnATe KOMNEHcaumo Syn:
reward, recompense, repayment ; payment, pay

equity [ ] 1) cnpaBegnmBoCTb; BecnpuctTpacTHOCTb, 06BEKTUBHOCTL Syn: fairness, im-
partiality

esprit de corps [ ] yectb MyHaupa; kacTtoBbln Ayx to develop (an) esprit de corps —
nogaepXxusaTb KacToBbI AyX (@) strong esprit de corps — CUIbHbBIN KacTOBbIN OyX

conducive [ ] GnaronpuaTHbIA, nogxogawmin; cnocoberyowmnm conducive to smth. —
BEAYLLNIA K Yemy-I.
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LESSON 13. RECRUITMENT AND SELECTION

13.1. DEFINITIONS
It is useful to make a distinction between recruitment and selection.

Recruitment is the first part of the process of filling a vacancy; it includes the examina-
tion of the vacancy, the consideration of sources of suitable candidates, making contact
with these candidates and attracting applications from them. Selection is the next
stage, i.e. assessing the candidates by various means, and making a choice followed by
an offer of employment.

13.2. RECRUITMENT

13.2.1. Examining the vacancy

If the vacancy is additional to the present workforce, i.e. it has occurred because of
some new or increased activity, then in all probability the need for the new employee
has been established and a job specification compared. The majority of vacancies cre-
ate placements for people who have left the company or as the final event in a chain of
transfers and promotions following on a reorganization. In these cases consideration
may be given to the following points:

a) It may be possible to fill the vacancy from within the company.

b) It may be filled by a different kind of employee, e.g. a school-leaver or a part-
timer

c) The job and personnel specifications may need to be revised.

13.2.2. Internal sources
The advantages of filling the vacancy internally rather than externally are:

a) Better motivation of employees, because their capabilities are considered and
opportunities offered for promotion.

b) Better utilization of employees, because the company can often make better
use of their abilities in a different job.

c) It is more reliable than external recruitment, because a present employee is
known more thoroughly than an external candidate.

d) A present employee is more likely to stay with the company than an external
candidate

e) Internal recruitment is quicker and cheaper than external.

13.2.3. External sources

Very many vacancies are filled from external sources; even when an internal candidate
is transferred or promoted the final result is usually a vacancy elsewhere in the compa-
ny which has to be filled from outside. External recruitment can be time-consuming, ex-
pensive and uncertain, though it is possible to reduce these disadvantages to some ex-
tent by forethought and planning. External sources may be divided into two classes;
those which are comparatively inexpensive but offer a limited choice(i.e. (a) to (f) below)
and those which are comparatively expensive but give the employer access to a wider
range of candidates (i.e. (g) and (h) below).
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a) Recommendations by present employees.

b) Unsolicited.

c) Direct Link with universities, colleges and schools.
d) Trade Unions.

e) Job centre or Careers Office.

f) Professional bodies' appointments service.

g) Private agencies.

h) Advertising.

Recommendations by present employees.

This is sometimes encouraged by rewards to employees who introduce successful can-
didates. It gives a limited field of choice, but it costs very little and, as a rule, the candi-
dates are of good quality.

Unsolicited

Applications are sometimes received from candidates who either call personally the
place of work or write letters of enquiry. This is another inexpensive source which pro-
vides a limited choice, but the candidates are of variable quality.

Direct links with educational establishments.

Many employers maintain connections with universities, colleges and schools. Candi-
dates are usually available from these sources only at one time of the year, but this dif-
ficulty can often be overcome if companies begin their internal training courses in the
autumn, or fill junior vacancies with temporary staff until school-leavers are available.

Trade Unions!

Some companies recruit certain kinds of employees through the appropriate trade un-
ions. The choice is limited, but there is some certainty that the candidate has the skill or
knowledge the job requires.

Government agencies

The Careers Service and the various services of the Department of Employment pro-
vide a means of recruitment which is either free of charge or costs very little. The choice
offered by these services is limited, however, because many types of employee prefer
to seek jobs by other methods and do not register with the appropriate government
agency.

Professional bodies 2

Many professional bodies have an employment service with their members can register,
supplying details of their experience and the kind of job they are looking for. An employ-
er who uses this service can be sure that all the candidates submitted to him are pro-

A trade union (British English) or labor union (American English) is an organization of workers that have banded together to
achieve common goals such as better working conditions.

A professional association (also called a professional body, professional organization, or professional society) is usually a non-

profit organization seeking to further a particular profession, the interests of individuals engaged in that profession, and the public
interest.
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fessionally qualified, and if the vacancy he wishes to fill requires a certain qualification
the limited choice offered is not a disadvantage.

Instead of running an employment service, which needs careful administration, some
bodies prefer to encourage employers to advertise in the journal.

Private agencies

Organizations which are run as commercial enterprises for supplying employers with
candidates for jobs are of two types:

a) Office staff employment agencies, which mainly deal with clerical, typing
and office machine operator vacancies. The employer informs the agency of
the vacancy he wishes to fill, and the agency submits any suitable candidates
on its register. When a candidate is engaged the employer pays a fee to the
agency, part of which is usually refunded if the employee leaves within a
specified time. There is no charge to the candidate, who of course is at liberty
to register with several agencies if he or she likes. Unless the agency takes
care to submit only reasonable candidates for the vacancy its services can be
expensive because of the time taken up in interviewing, testing and pro-
cessing applications.

b) Senior selection agencies, which usually undertake the complete recruit-
ment process and the first stages of selection for managerial and professional
vacancies. The agency analyses the job, prepares job and, personnel specifi-
cations, advertises, sends out application forms and interviews selected can-
didates, sometimes testing them also. The employer is then presented with a
short list of candidates, the career and qualifications of each being described,
so that he may make the final choice. This method of recruitment is expensive
because it is usual for the employer to pay a substantial fee whether or not a
suitable candidate is found.

It has two disadvantages:

e In many cases it is impossible for an outside body to understand in a short
time what kind of a person will fit in with the present management of the
company.

e It is very difficult for the agency to follow up and validate its recommenda-
tion.

Advertising

The most popular method of recruitment is to advertise the vacancy and invite candi-
dates to apply to the company. It has been estimated that about 10% of all advertising
expenditure is devoted to situations vacant advertising; there is no doubt that much of
this huge sum is wasted, chiefly because so little research has been carried out com-
pared with research in the field of product advertising. Many employers have been able
to reduce their job advertising costs with no adverse effect on the quality or quantity of
candidate response by experimenting with styles of advertisements, media and wording,
and keeping careful records of the number of replies received to each advertisement
and the candidate who was eventually selected. The only reliable guidance about ad-
vertising comes from the person who receives and analyses the replies, i.e. the em-
ployer himself; newspapers and advertising agencies, which often claim to advice on
the style and size of advertisements, are not usually in a position to know and evaluate
the response.
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Job advertisements should aim at procuring a small number of well-qualified candidates
quickly and cheaply. An advertisement which produces hundreds of replies is bad; the
employer must now face the lengthy and expensive task of sorting out few candidates
for interview. The advertisement can become the first stage in selection by describing
the job and the qualifications required so comprehensively that borderline candidates
will be deferred from applying and good candidates encouraged. The small amount of
research that has been done in this field shows that information about the job contrib-
utes much more to the effectiveness of an advertisement than its style or size. There is
also general agreement that including the word in an advertisement increases the re-
sponse.

Advertising may be made more effective and less expensive if the following principles
are observed:

a) The advertisement should contain a job specification and a personal specifi-
cation in miniature, including the following:

e Job title;

e Description of job and employer (including location);

e Experience, skills and qualifications required;

e Age range;

e Working conditions (e.g. wage or salary, fringe benefits);
e Training given( if relevant);

e What action the candidate should take (e.g. write a letter, telephone for an
application from, etc.)

b) It should appear in the appropriate publication e.g. local press for manual rou-
tine clerical jobs, national press for senior jobs, professional journals for spe-
cialists.

c) Experiments should be made to test the response for different sizes, head-
ings, page position, day of the week, etc.

d) Careful records should be kept showing:
which publication was used,;
which date and day of the week;
which position on the page;
which style and size (e.qg. display, semi-display, run-on);
names of the candidates replying to each advertisement;
names of the candidates who are selected for interview;
names of the candidate who is successful.

e) The response should be analyzed so that advertising expenditure can be di-
rected towards the publication and the style of advertisement which give the
best result for a particular type of vacancy.

f) Rejected candidates should be sent a prompt and courteous letter; inconsid-
erate treatment will eventually detract from a company's reputation and ad-
versely affect the response to future advertisements.

77



Sometimes other considerations besides cost and responses must be kept in mind. For
example, suppose that evidence has been collected which shows that small advertise-
ments are just as effective as large, providing the information given is the same (a not
uncommon finding). The company may decide that small advertisements are not con-
sistent with its prestige and that large advertisements must be used even though they
can be shown to be wasteful. In this case part of the cost of the advertisement should
logically be paid out of the company's general advertising account as it is concerned as
much with public relations as with recruitment. On the other hand, the prestige of the
company can sometimes be made use of; a recruitment campaign is very often more
successful if it follows a national advertising campaign for a new product which has
brought the company into the public eye.

Box numbers3

Occasionally a company decides to use a box number in a job advertisement instead of
its own name and address. The reasons for this decision are usually:

a) The company is beginning a new venture which at present it wishes to keep se-
cret, or

b) The present holder of the job is to be transferred or dismissed and has not yet
been told, or

c) The company wishes to state a salary in the advertisements but its salary policy
is secret.

Only the first of these three reasons is entirely creditable. The response to box number
advertisements is usually poor in quality and quantity partly because of the mystery in-
corporated in them and partly because they inevitably contain less information than a
normal advertisement which specifies the company's name, address and business.
Some large companies who wish to preserve their anonymity ask a senior selection
agency to advertise on their behalf; the prestige of the agency may to some extent
counterbalance the disadvantages of the use of a box number.

13.3. SELECTION

13.3.1. The application form

Whatever method of recruitment is used, the candidate should be asked to fill up an ap-
plication form, firstly to ensure that no important details are omitted and secondly to
provide information about the candidate in a logical and uniform order. The layout of
application forms varies, but most of them contain the following headings, usually in this
order:

a) job applied for;

b) name, address, telephone number;

c) date and place of birth, marital status, nationality;

d) education;

e) academic qualifications

f) medical history (e.g. any serious illness, whether disabled);

g) employment history (names of previous employers, description of jobs held,
dates of employment, reasons of leaving);

3 - .
a mailing address to which answers to a newspaper ad can be sent.
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h) any other information the candidate wishes to provide;

i) a signature under the words " This information is correct to the best of my
knowledge";

j) date.

The application form is not only the basis of selection, but is the fundamental document
in an employee's personnel record and has legal importance in the contract of employ-
ment.

13.3.2. Selection method.

The manager's next step is to compare the application form with the personnel specifi-
cation, looking for attributes which show the candidate to be apparently suitable for the
job and shortcomings which may either rule out the candidate from considerations or
necessitate special training if he were engaged. From this comparison he can make a
list of candidates for interview and a list of those to be rejected. The latter should be
written once regretting their lack of success.

He will have decided what type of interview should be given - individual, successive, or
panel.

13.3.3. Offer of the job.

Assuming that a suitable candidate has emerged from the selection process, he must
now receive an offer. It is usual for him to be made an oral offer, and if he accepts it
(perhaps after an interval for consideration) he is given a written offer. The initial offer of
a job must be given care, particularly as regards the following points:

a) The wage or salary offered must not only be appropriate to the job and attrac-
tive to the candidate but consistent with the earnings of present employees.

b) The job must be named and any special conditions stated (e.g. "for the first
six months you would be under training at our branch").

c) The candidate must know the essential conditions of employment (e.g. hours,
holidays, bonuses and fringe benefits).

d) Any provisos must be clearly stated (e.g. "subject to satisfactory references
and medical examination").

e) The next stage must be clearly defined; if the candidate asks for time for con-
sideration, it must be agreed when he will get in touch. If the candidate ac-
cepts the oral offer, the manager must say what will happen next, and when.

13.3.4. References

A clear, unbiased and comprehensive description of a candidate's abilities and behavior
by the previous employer would be of enormous value in selection, particularly if the
employer also supplied a job specification. Unfortunately this is never realized, for sev-
eral reasons:

a) Most candidates are employed at the time of their application, and do not
wish their employers to know they are looking elsewhere.

b) Because of (a) a prospective employer would be breaking a confidence if he
asked for a reference, before an offer of a job had been made and accepted.

c) By the time an offer has been accepted, selection is over, and the reference
is too late to affect it.
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d) An offer may be made "subject to satisfactory references", but as most refer-
ences are received after the candidate has started work they can only be
used to warn managers of possible faults in the candidate which in serious
cases may eventually lead to warnings followed by dismissal.

e) Employers giving references are usually extremely cautious; many references
merely state the job title, the dates of employment, and the reason for leaving.

f) References, are occasionally biased, giving a good reference to hasten an
employee's departure or a poor one because of a grudge.

Most references do not give rise to second thoughts about the selection of a candidate,
but in a few cases information is given (usually by a telephone call) which shows the re-
quest for a reference to have been worth while.

13.3.5. Medical examination.

Preferably, every candidate should have a medical examination before the offer of a job
is confirmed. It will show whether he is physically suitable for the job and what risk there
is likely to be of sickness absence or injury though some doctors maintain that a very
thorough medical examination indeed is necessary to fulfill these requirements. Many
employers, perhaps the majority, dispense completely with medical examinations be-
cause of their cost, the delay they cause in allowing the candidate to start work, and the
very large number of jobs in which physique is not important. Others require candidates
to be interviewed by a nurse who will refer them to a doctor if she suspects that any se-
rious disability is present.

Medical examinations should always be given:

a) When the candidate is applying for a particularly arduous job, or when he will
work alone (e.g. a security officer).

b) When the job demands high standards of hygiene (e.g. catering and food manu-
facture).

c) When the interview or other source reveals a doubtful medical history.

d) To any employee whose health may be in danger because of his work. This deci-
sion is made by the Employment Medical Adviser, who has the statutory power (if
the employee consents) to carry out the examination.

e) To candidates who are known to be disable e.g. registered disable persons.

It is wise to include in the application form, above the space for the signature, a state-
ment to the effect that the candidate agrees, if engaged, to be medically examined at
any time.

13.3.6. The written offer of employment

Assuming that the oral offer has been accepted the employer must now confirm in writ-
ing. He will repeat in his letter the conditions he has already stated, taking great care
that they are accurate because they will be on permanent record as the basis of the
contract of employment. In many companies it is the rule that written offers may only be
sent by the personnel manager or company secretary to ensure their accuracy.

Some employees combine the written offer of employment with the statutory statement
which must contain:

a) Names of employer and employee.
b) Date when employment began.
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c) Pay, or method of calculating pay.
d) Intervals at which payment is made (i.e. weekly, monthly, etc:).
e) Terms and conditions relating to:
e hours of work;
e holiday pay, including the pay due on termination of employment;
e sick pay;
e pension scheme.

f) The length of notice of termination the employee is obliged to give and entitled to
receive.

g) A note indicating the employee's right to join, or not to join a trade union, or the
effect on him of a union membership agreement.

h) A description of the manner in which an employee can seek redress of any griev-
ance relating to his employment.

I) The title of the job.

j) A note showing whether any period of employment with another employer counts
as part of the period of employment for notice purposes.

k) Reference to a document stating the disciplinary rules, and naming a person to
whom the employee can apply (and by what method) if he is dissatisfied with a
disciplinary decision.

It is not necessary for the written statement to cover all these points in detail; the em-
ployee may be directed to documents which are easily accessible to him for the full, par-
ticulars. These documents could include, for example, pension scheme handbooks or
copies of the works rules. Employees must be informed in writing of any changes in
conditions not more than one month after the change been made.

13.3.7. Induction

The process of receiving the employee when he begins work, introducing him to the
company and to his colleagues, and informing him of the activities, customs and tradi-
tions of the company is called induction. It may be regarded as the beginning of training
or the final stage of the selection process. It has also been shown to have a close rela-
tionship with labor turnover. Induction may be divided into two stages:

a) Introduction to the working group is important psychologically and is best done by
the employee's immediate supervisor, who should introduce him to his col-
leagues and show him round the department.

b) Company background (in a large company ), which may be described by lec-
tures, films or visits. Probably this should not be done in the first day or week of
employment because the employee is that time or week more concerned with his
immediate surroundings and his own job. He will become interested in the wider
scene two or three months after he has joined the company and can then take
part in a second stage induction course at some central point in the firm, if the
company is a large one, or his supervisor may talk to him informally if the com-
pany is small.
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13.3.8. Follow up.

All selection should be validated by follow-up. The employee himself is asked how he
feels about his own progress and his immediate superior is asked for his comments,
which are compared with the notes taken at the selection interview. If a follow-up is un-
favorable it is probable that selection has been at fault; the whole process from job
specification to interview is then reviewed to see if a better choice can be made next
time.

An employee can be followed-up about three months after he has started if the job is
fairly straightforward, and after a longer period if the job is more complex and responsi-
ble.

13.4. QUESTIONS

1. What is recruitment?

a. the examination of the vacancy, the consideration of sources of suitable
candidates, making contact with these candidates and attracting applica-
tions from them

2. What is selection?

a. assessing the candidates by various means, and making a choice followed
by an offer of employment.

3. How usually vacancies are created in the company?
a. Because of some new or increased activity in the company.
b. Because an employee has left the company

c. As the final event in a chain of transfers and promotions following on a re-
organization

4. Which is usually the most popular method of recruitment?
a. Advertising

5. What is the difference between the office staff employment agencies and senior
selection agencies

a. The letter do the more profound work in recruitment and selection.

6. How can a company reduce job advertising costs maintaining the level of quality
and quantity of candidates?

a. Experimenting with ad styles, media, wording etc.
b. Keeping careful records of responses
7. What are box numbers? Why are they used?
a. Mail box number for correspondence.
b. Phone number in the box in the newspaper

c. Used when company wants to keep secret about something (company’s
name, someone is going to be dismissed)

8. What are the pros and cons of using references?

a. Pros: may provide a clear, unbiased and comprehensive description of a
candidate's abilities and behavior
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b. Cons: hard to get one from previous employer; may be too late, biased
(positively and negatively) etc.

9. What is induction?

a. The process of receiving the employee when he begins work, introducing
him to the company and to his colleagues, and informing him of the activi-
ties, customs and traditions of the company

13.5. QUESTIONS FOR DISCUSSION

1. What is the difference between recruitment and selection
a. Recruitment is the first part of hiring process
b. Selection is the second part of hiring process

2. Can you think of any other reasons (not given in the text) why the company
would use box numbers?

a. Poor reputation of the company

b. Trapping and manipulating. Dubious picture of the job. Saying one thing in
the ad and then another when you come to the interview.

3. Why is medical examination is important? Why is it avoided by employers?

4. What is the difference between induction and follow for the person who is doing it
for the new employee.

a. Induction — manager speaks and explains
b. Follow up — employee speaks and explains

5. Why should the company send a written offer of employment, when the candi-
date already gave an oral agreement to take the job?

a. It' s of legal importance.
b. Make sure the agreement is clear and there is a basis for the contract

13.6. VOCABULARY

unsolicited [ ] npegocTtaBneHHbn aobpoBonbHO unsolicited contributions —
[00OpPOBOSIbHbIE NOXEPTBOBAHUSA

proviso [ ] ycnosue; oroBopka ( B pgoroBope ) to add a proviso — BKMAOYUTb
pononHuTtensHoe ycrosue ( B goroeop ) We will agree to the proposal with the proviso
that overtime be / should be paid. — MbI cornacumcsa Ha aTo npeanoxexHve, ecnu dyayT
onriaynBaTb CBEPXYPOYHbIE.

statutory [ ] ycTaHOBnEHHbIN, NpeanucaHHbin ( 3akoHoM ) statutory order — ykas unu
NoCTaHOBIEHNE, uWMelolWee cuny 3akoHa statutory corporation — kopnopauwms,
yuypexaeHHass Ha ocHoBaHuM ocoboro akta napnameHTta statutory restriction —
yCTaHOBMEHHOE 3aKOHOM orpaHuyeHue statutory tariff — ycTaHOBNEHHbI 3aKOHOM
Tapud

redress [ ] 1. 1) ncnpaeneHue, koppektuposaHue ( of - yero-n. ) Syn: correction 1., im-
provement, amendment, reformation 2) Bo3ameLleHne, komneHcaums ( ybbiTka, yuwepba
); caTucdakuus, yaosnetTsopeHue ( 3a ockopbneHune, mopanbHbin ywepb n 1. n. ) They
are continuing their legal battle to seek some redress from the government. — Onu
npopormkatoT cyaebHble pasbupatenbcTBa B Hagexae Monyyntb OT NpaBuMTENbCTBa
KomneHcauyuto. Syn: reparation, compensation, satisfaction
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induction [ ] 1) BBegeHune, o3HakoMneHne ( JencTeue Unm nNpoLecc nNo 03HaKOMIEHWUIO C
yem-n. ) the organization of refresher or induction courses — opraHn3aumsi NOBTOPHbIX
nnNun BBOAHBIX KypcoB Syn: introduction, initiation
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LESSON 14. TRAINING PRINCIPLES & ADMIMSTRATION

14.1.1. Purpose of training.

Under favorable circumstances, training has the important dual function of utilization
and motivation. By improving employee's ability to perform the tasks required by the
company, training allows better use to be made of human resources; by giving employ-
ees a feeling of mastery over their work and recognition by management their job satis-
faction is increased. When circumstances are unfavorable, these results may not be ob-
tained, for example when the trainee sees no purpose in his training, when it is regard-
ed as a punishment or sign of displeasure, or when the training is irrelevant to the train-
ee's needs.

In detail, the gains which it is hoped training will bring are as follows:
@) Greater productivity and quality.
(b) Less scrap or spoiled work.
(c) Greater versatility and adaptability to new methods.
(d) Less need for close supervision.
(e) Fewer accidents.

() Greater job satisfaction showing itself in lower labor turnover and less ab-
sence.

It is always desirable to attempt to validate a training course to see if any of these re-
sults have been achieved.

14.1.2. Reasons for training.

Sometimes training is a routine, e.g. a new employees in certain jobs automatically go
through a training course. More often training is given as a response to some event, for
example:

(@  The introduction of new equipment or techniques which require new or improved
skills.

(b) A change in working methods.

(c) A change in product, which may necessitate training not only in production meth-
ods but also in the marketing functions of the company.

(d)  Arealization that performance is inadequate.

(e) Labor shortage, necessitating the upgrading of some employees.
) A desire to reduce the amount of scrap and to improve quality.
() Anincrease in the number of accidents.

(h) Promotion or transfer of individual employees.

Training which is routine and traditional sometimes becomes out of date, irrelevant or
inadequate. A review may show that the purposes, methods and standards of the train-
ing should be changed.
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14.1.3. The systematic approach to training.

Like any other business process, training can be very wasteful if is not carefully planned
and supervised. Without a logical systematic approach some training may be given
which is not necessary and vice versa, or the extent of the training may be too small or
too great. When the training is complete validation will show whether it has been suc-
cessful in achieving its aims and systematic approach to training follows this program:

(@) The job is analyzed and defined.

(b) Reasonable standards of performance are established, perhaps by reference to
experienced employees.

(c) The employees being considered for training are studied to see if the required per-
formance standards are being attained.

(d) The difference (if any) between (b) and (c) is considered. It is often called the
“training gap", though it may be partly due to faults in the organization, poor mate-
rials or defective equipment.

(e) Training programs are devised to meet the training needs revealed in (d).
() Training is given and appropriate records kept.

() The performance achieved after training is measured; if the training program has
been successful the performance standards set in (b) should now be achieved
(validation).

(h) An attempt is made to calculate the cost of the training and compare it with the fi-
nancial benefit gained by the improved performance of the employees. The train-
ing program may be revised if a method can be seen of achieving the same result
at lower cost (evaluation).

The following mnemonic may be useful:
(1) Analyze job;
(2) Performance standards;
(3) Performance attained;
(4) Requirements of training;
(5) Originate training program;
(6) Administer training;
(7) Check results;
(8) How can training be improved next time?

14.1.4. The assessment of individual training needs.

The systematic approach to training will show the training needs of an individual em-
ployee or a group of employees engaged on the same work. Careful analysis of the job
including the setting of performance standards is the first step: management by objec-
tives is a special example of this. The performance now being attained by employees
can sometimes be measured, but more often it is assessed through an appraisal
scheme. Management by objectives again shows a different technique by reviewing
measurable performance in previously agreed key areas of the job. Any disparities be-
tween standards and performance levels show possible training needs. Often, of
course, the assessment is done almost by intuition, particularly when an individual em-
ployee's performance could obviously be improved by clear-out training action, e.g. giv-
ing him more knowledge of the product or showing how to use an office machine. Vali-
dation of the training may be equally straightforward in such cases.
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14.1.5. The assessment of long term training needs.

Many training programs (e.g. apprenticeships) are lengthy, and can therefore be waste-
ful unless plans are made well in advance. A sudden need for skilled engineering
craftsmen will not be met by increasing the number of apprentices entering a four-year
scheme; on the other hand it is possible for a company to have jobs for only a small
proportion of its apprentices when they complete the training because it is reducing or
giving up some of its manufacturing activities. The assessment of long term training
needs, usually carried out for a whole company, is therefore part of manpower planning.
By estimating the expansion or contraction of the labor force, what categories will be
affected, the probable number leaving the company and the present utilization of em-
ployees it is possible to plan what kind of training will be required in the future, when it
should begin and how many present or new employees need to be trained. If financial
or material resources are limited the analysis may also help to decide which training ac-
tivities should be given priority.

14.2. TRAINING DESIGN

14.2.1. Training principles.

The motivation of the trainee is particularly important and is influenced a great deal by
the design of the training program and the methods which are used.

The first step in designing a training course is to consider the training requirements un-
der three headings:

v’ Attitudes
v Skills
v" Knowledge

For example a shop assistant in a men's outfitters would require a certain attitude to-
wards customers, skill in selling, measuring, wrapping and displaying, and knowledge of
his stock, sales procedures, current fashions and his company's general policy.

14.2.2. On or off job training.

The methods of training will to a large extent depend whether the training shall take
place on or off the job. On the job training is given in the normal work situation, the
trainee using the actual tools, equipment, documents or materials that he will use when
fully trained. He is regarded as a partly productive worker from the time his training be-
gins.

Off-job training takes place away from the normal work situation, usually employing
specially simplified tools and equipment. The trainee is not regarded as a productive
worker from the beginning, his initial work often consisting of exercises. Off-job training
may take place on the employer's premises, at a training centre attended by trainees
from several employers, or at a college.

14.2.3. Advantages and disadvantages of on-job training.
The advantages of on-job training are as follows:

a) Itis less costly than off-job training because it uses normal equipment in normal
surroundings.

b) Learning will take place on the equipment which will be actually used when the
trainee is proficient; there are no transfer of learning problems
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c) The trainee is in the production environment from the beginning; he does not have
to adjust to it after the rather sheltered conditions of off-job training.

The disadvantages of on-job training are as follows:

(@) The instructor (usually a supervisor or a nearby worker) may be a poor teacher
and may not have enough time to give proper training.

(b) If there is a payment-by-results scheme it may discourage the instructor from train-
ing, and the trainee from learning properly.

(c) The trainee may be exposed to bad methods and learn these instead of more effi-
cient methods.

(d) A large amount of spoiled work and scrap material may be produced.
(e) Valuable equipment may be damaged.

() Training takes place under production conditions which are stressful, i.e. noisy,
busy, confusing and exposing the trainee to comments by other workers. Stress
usually inhibits learning.

Some forms of training can only take place on-job, e.g. job rotation, coaching, and those
skills which are so uncommon that it is not worth-while to set up off-job training facilities
for these. Conversely, theoretical training can hardly ever take place on-job; the trainee
must attend a college, which is off-job training.

14.2.4. Advantages and disadvantages of off-job training.
The advantages of off-job training are as follows:
(&) As the training is given by a specialist instructor, it should be of higher quality.
(b) Special equipment, simplified if necessary, can be used.

(c) The trainee can learn the job in planned stages, using special exercises to enable
him to master particularly difficult aspects.

(d) In the long-term off-job training may be less costly because it enables workers to
reach higher standards of speed and quality.

(e) Itis free from the pressures of payment-by-results schemes, noise, danger or pub-
licity.

()  The trainee will learn correct methods from the outset.

(g) He does not damage valuable equipment or produce spoiled work or scrap.

(h) Itis easier to calculate the cost of off-job training because it is more self-contained
than on-job.

The disadvantage of off-job training are:

(@) The higher costs of separate premises, equipment and instructors can only be jus-
tified if there is regular, fairly large intake of trainees.

(b) Sometimes there are transfer-of-learning difficulties when a trainee changes from
a training equipment to production equipment and from a training school environ-
ment to a production environment.

No training can be entirely off-job; some aspects of the task can only be learned by do-
ing them in the normal production setting, with its own customs and network of personal
relationships. To illustrate this point, training in driving might be given to a very high
standard on a private track, but the driver will not be truly expert until he has experi-
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enced driving on public road; only then can he learn to react to the behavior of other
drivers.

Some methods of training which have become important in recent years can only be off-
job, for example programmed learning, skills analysis and discovery learning. But even
here the final stage of training must be on-job.

14.3. VALIDATION AND EVALUATION

14.3.1. Validation of training.

The systematic approach to training provides a means of validating a training program.
The trainee may be given a test to see if he is now able to reach the performance
standards that have been set, or the quantity and quality of his production may be
measured for the same purpose.

Unfortunately, training programs are often extremely difficult to validate. Many jobs are
not measurable in any significant way and therefore validation of training for them can
only be subjective. For example, the performance of a manager who has attended a
management training course may be assessed by his superiors before and after the
course. They may well agree that an improvement has occurred, but could this not be
due to the fact that the manager is now older? Perhaps the assessors, having sent the
manager on a course, will simply assume that he must have benefited from it. Another
possibility is that since the course began events have occurred which help the manager
in his job.

14.3.2. Evaluation of training.

By calculating the cost of training and comparing it with the financial benefits to the
company from the improved performance of the trainees, validation may be extended to
become evaluation. The ease and accuracy of evaluation vary a great deal, as follows:

(@) The cost of off-job training is much easier to ascertain than that of on-job training.

(b) The financial benefits of training are easier to estimate for manual than for non-
manual workers.

(c) The costs of inadequate training can often be fairly easily measured (e.g. scrap
material, spoiled work, customer complaints, overtime working to remedy mis-
takes).

(d) The benefits of training often go beyond an improvement in job performance. It is,
however, difficult to estimate to what relaxation of supervision and reduction in ac-
cidents and labor turnover are due to improved training. Expressing these benefits
in financial terms is even more difficult.

14.3.3. Responsibility for company training.

Because training is so important in the utilization and motivation of human resources it
deserves the special attention of the senior management of the company. At a lower
level, the line manager must regard the training of his subordinates as one of his re-
sponsibilities, since he is expected to use the resources at his disposal to the best ad-
vantage. Some companies have training officers or departments which advise on poli-
cies and methods and may administer some of the training. Consultants are sometimes
called in, particularly to give advice about unusual training problems, or to overhaul
methods which are obviously inefficient. These various roles in training may be summed
up as follows:
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(&) Senior management determines a general training policy which is consistent with
the objectives of the company. It may be derived from the company manpower plan or
based on an assessment of training needs to which junior levels of management have
contributed.

(b) Line managers have a responsibility for training their subordinates and are often
personally involved in giving it because training is always wholly or partly on-job. In
some cases they may design and supervise training programs, while in others the train-
ing of their subordinates may be largely off-job, line managers being expected to pro-
vide the finishing touches when the employees begin productive work. In all cases it is
the responsibility of line managers to ensure that the training which is given, by whatev-
er means, is relevant to the needs of the department and is effective in its results.

(c) Training officers advise senior management on policy by applying their expert
knowledge of training to the needs of the company. They frequently conduct surveys or
are consulted when changes are proposed which will necessitate training or re-training.
They design courses, administering them if they are off-job.

(d) Instructors are in direct contact with trainees, and in most cases are concerned
with off-job training. They are not responsible for designing the course but they are ex-
pected to report any deficiencies it seems to contain. They are usually proficient work-
ers who have taken a short course in training methods.

(e) Consultants tend to be called in when a company is facing unusual training prob-
lems, for example, poor productivity or the consequences of reorganization or technical
change. They study needs, advise on an appropriate methods and set up training pro-
cedures which the manager believes the company can then continue.

14.4. STUDY QUESTIONS
1. What is the purpose of training for the company and for the person himself?

a. Under favorable circumstances, training has the important dual function of
utilization and motivation. By improving employee's ability to perform the
tasks required by the company, training allows better use to be made of
human resources; by giving employees a feeling of mastery over their
work and recognition by management their job satisfaction is increased.

2. Reasons for training. Explain the reason “a realization that performance is inade-
quate”.

a. Performance is less than desired because of poor utilization and motiva-
tion of employees.

3. What is a “training gap”?

a. The difference (if any) between Reasonable standards of performance and
Actual performance is considered. It is often called the "training gap",
though it may be partly due to faults in the organization, poor materials or
defective equipment

4. What is validation of training?

a. The performance achieved after training is measured; if the training pro-
gram has been successful the performance standards set will be achieved
(validation).

5. What is evaluation of training?

a. An attempt is made to calculate the cost of the training and compare it with
the financial benefit gained by the improved performance of the employ-
ees. The training program may be revised if a method can be seen of
achieving the same result at lower cost (evaluation).

6. Which forms of training are only “on-job” or “off-job”?
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a. Some forms of training can only take place on-job, e.g. job rotation, coach-
ing, and those skills which are so uncommon that it is not worth-while to
set up off-job training facilities for these

b. Conversely, theoretical training can hardly ever take place on-job; the
trainee must attend a college, which is off-job training.

7. What form of training would you suggest for new employee at the Electric Light
Company (Jlamnosbi 3aBog) who is assigned to work on the conveyer producing
light bulbs.

a. On-job training

8. Whose role is to ensure that given training is relevant for the department and ef-
fective in results

a. Line Managers

9. What is the role of senior managers?

a. determines a general training policy which is consistent with the objectives
of the company.

10.Whose role is to help the company with unusual training problems?

a. Consultants

11.Whose role is to keep direct contact with employees mostly in the off-job envi-
ronment?

a. Instructors

12.Whose role is to apply their expert knowledge to the needs of the company and
help senior managers on training policy?

a. Training officers

14.5. DISCUSSION QESTIONS

1. Why the same training program may in one situation bring gains to the company
and in another situation cause losses?

a. It should be perceived as a tool of growth in master and recognition by the
employee to be a motivating factor

b. It should be cost efficient for management to be a gain and not a loss for
the company.

2. Situation: You organized training for manual workers, hoping to improve their
productivity. How would you evaluate the economic benefit of the training pro-
gram? How can you say it was successful or not?

3. What is the difference between on and off job training

Place: inside / outside

Tools and equipment: real / simplified

Productivity: yes / no

Cost: Low / high

Quality of instruction: bad (good)/ good (bad)

Scrap: yes / no

Risk: high / low

Stress: high / low

Focus: practical / theoretical

Learning: more difficult / easier

k. Cost of training program: difficult to calculate/ easier to calculate

S@roo0oTp

— —

4.
14.6. VOCABULARY

Training - 1) obyyeHne 2) nogrotToBka

scrap 1) otxoabl, T 6ou; obpeskn 2) ckpan; nom 3) npeBpawiaTb B nom 4) doapmaTtypa (
Tabaka ) 5) wkeBapa
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performance 1) paboTta; (pyHKUMOHMPOBAHUE; OENCTBME; UCMOMHEHNE; BbINOMIHEHNE 2)
(pabo4as) xapaktepucTuka; (pabouvne) xapakTepucTmkm; aKCnyaTaumMoHHbIE Ka4veCcTBa;
3KCNyaTauNoHHbIE AaHHble; paboyme napameTpbl; SKChyaTaunoHHble napameTpbl 3)
pexum (pabotbl) 4) nNpou3BOAUTENBHOCTbL; 3PAEKTUBHOCTb, KMA; MNPOMyckHas
cnocobHoCTb; BbicTpoaencTBMe 5) xoaoBble KayecTBa ( cygHa ) 6) NeTHO-TeXHUYecKue
XapakTepUCTUKK, NETHbIE KavyecTBa

apprenticeship [ ] 1) oby4eHune, yyeHne, yyeHndectBo Syn: period spent as a pupil, pe-
riod spent as a student 2) cpok yuyeHusi, nepmnog odyveHus

skill 1) ymeHue, macTtepcTBO 2) UCKycCcTBO 3) KBanudukaumsa 4) pemecrio

validation 1) npoBepka 4OCTOBEPHOCTU; MOATBEPXKAEHNE NPABUNBHOCTU 2) aTTecTauus
3) NpueMoYHble ucnbiTaHus 4) patudukaums

training officer NAHCTPYKTOP NPOM3BOACTBEHHOIO 0BYYeHUs; MacTep NPOM3BOACTBEHHOIO
obyyeHus
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LESSON 15. APPRAISAL OF PERFORMANCE

15.1. THE NEEDS FOR APPRAISAL

A sales force, whether it is "travelling" or sedentary in a retail store has to be subjected
to a periodic appraisal of its performance. The need for this arises out of:

(&) personality changes in the salesman, arising from overconfidence or general com-
placency;

(b) changing market conditions;

(c) product evolution; and

(d) new or improved selling techniques.

The purpose of the appraisal will be to satisfy management of the effectiveness of the
over-all sales as well as an appraisal of the individual's performance. For the considera-
tion of possible promotion, bonus or salary increases, appraisals have to be regular and
rational.

15.2. MAJOR CONSIDERATIONS.

A sales manager will want more specific information in certain areas of the operation.
He will want to assess the abilities of his salesmen in particular aspects which have a
major effect upon the efficiency of the selling function. Major considerations will be upon
the following points.

(@) Isthe salesman obtaining a satisfactory volume of orders'?

(b) Is the salesman providing a satisfactory level of service to maintain good customer
relations?

(c) If there are faults, is the salesman to blame or is management lacking?

(d) What effective action can be taken to help?

The answers to these questions will determine the manner in which management at
levels will perform in the aspects of leadership, motivation and control.

15.3. AIMS OF APPRAISAL

Formal appraisals of performance are not intended to enable management to make
categoric decisions but to create conditions of confidence between management and
sales force that will allow maximum co-operation between the policy making and the
operational bodies.

Formal appraisals were developed originally to assess the performance of workers in
factories. Supervisors were asked to evaluate the abilities of the subordinates on a
form. This system, known as "merit rating", was concerned with:

(@) quality and volume of work; and
(b) attitudes towards the firm and work-mates.

Following the use of "merit rating" it was found necessary to advise supervisors against
inclinations to give what was known as a "halo-effect". This is seen in the way a super-
visor faced with a number of values to determine about a man's performance will tend to
believe that a man who is good or bad at one aspect will be equally good or bad at the
others. This tendency has frequently been seen in appraisals of salesmen.

The appreciation of this human tendency to be biased is generally countered by varying
the categories down the form so making the assessor deliberate on each answer.
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15.4. APPRAISAL OF PERFORMANCE.

Having made allowances for the "halo-effect” the firm will request information on the
way the salesman carries out his duties. Normally the manager will accompany the
salesmen and make his appraisal from observation but other methods may be used. A
number of reports will be made during the course of the year, the exact number depend-
ing upon the company's policy. The salesman can be assessed in the following ways.

(&) The manager will accompany the salesman on his day's work.

(b) The manager may make independent calls upon customers with the purpose of
checking the salesman's effort when he is alone.

(c) Random checks may be made on the salesman's daily report to determine its ac-
curacy.

15.5. PERSONAL APPRAISAL

When a sales manager or other supervisor accompanies a salesman on his day work
he will be watching his performance in several respects:

(&) his appearance and manner;
(b) attitude;

(c) experience; and

(d) administration.

None of these factors is as intangible as it may appear. The sales records will reveal a
great deal about the salesman's attitude experience and administrative abilities and the
sales manager will bear this in mind in his personal observation. At first a salesman may
display nervousness when dealing with customers under his manager's scrutiny, but
with experience he will soon overcome this. A good manager will allow for this initially
and try to put the salesman at ease. This will also show the manager's leadership quali-
ties. It has been mentioned elsewhere that there is a tendency for buyers to ignore the
salesman and talk to the manager on these occasions. The manager will try to discour-
age this but a good salesman will also be aware of the problem and will overcome it by
his experience and personality. It is a valuable aid to a good assessment, and it will
show his ability to handle the interview and the customer.

15.6. TWO-DAY REPORTS.

The appraisal of a salesman is not merely commenting upon the subordinate by the
manager, it is a part of the manager's duties to coordinate and control those under him.
Senior sales management, in assessing the manager's appraisals, will have this in mind
and will want to see just how much work the manager or supervisor did with the sales-
man and how well he is motivating those under him. Most appraisal forms have a sec-
tion dealing with "manager's comments and recommendations " and senior manage-
ment will want to know:

(@) what the manager thinks of his sales force; and
(b) what action he is taking.
15.7. STATISTICAL APPRAISAL.

In the modern business environment, statistics are the life-blood of market research and
planning. They will be wanted by many departments for their own uses. Many of these
statistics emanate directly from the sales force's results. They have to be collated and
put in an easily understood form for use by management.

96



The salesman, can, with a little practice and experience, keep records of his own per-
formance and details of his territory in this easily assimilated form and make his own
self-appraisals.

15.8. MOVING ANNUAL TOTALS.

A target set for a salesman will usually cover a period of twelve months. If it commences
on a particular date and finishes at the end of twelve months it is not always easy to de-
termine current over-all performance at any point other than the final figure. With in-
creasing needs for immediate and up-to date information the method is not exact
enough. The moving annual total, or M.A.T., shows at any point how the salesman's re-
sults compare with the previous twelve months. The example below illustrate a simple
chart.

There can of course be no M.A.T for the first twelve months' operations. At the end of
twelve months a figure is available, in this example CYP 23,000. Each successive
month the new M.A.T is calculated by deducing the corresponding figure for the previ-
ous twelve months and adding on the new monthly figure. For the M.A.T. at June 1970,
the sales for June 1969 are deducted, i.e. CYP 1,900, and to the remaining figure the
sales for June 1970 are added, i.e. CYP 2,300 making an M.A.T of CYP 23,500. This
method continued over a period enables an appraisal of current performance at a
glance. Thus the final figure for 1970 of CYP 26,750 is an increase over the previous
year of CYP 3,750.

M.A.T. of Export Sales to Australia.
"P.A. INTERNATIONAL"

Year Month Actual M.A.l
Sales CYP
January 1,500
February 1,600
March 1,450
April 1,350
May 1,800
June 1,900
July 2,150
August 2,300
September 2,450
October 2,500
November 2,200
December 1,800| 23,000
January 1,450| 22,950
February 1,500/ 22,850
March 1,600| 23,000
April 1,450| 23,100
May 1,800/ 23,100
June 2,300| 23,500
July 2,800| 24,150
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15.9. MOVING AVERAGE FIG- |August 2,950 24,800

URES September 3,050( 25,400

The moving average is simply a refinement October 3,1501 26,050
of the previous method which is obtained November 2,800} 26,650
December 1,900 26,750

by dividing the total figure by the number of
months it represents. Thus the moving average for June 1969 in the example above
would be the total of January to June giving a moving average of CYP 1,600. This con-
tinued over a period will enable a salesman to see whether his sales are falling or rising
in relation to the previous year.

=9,600
6 (number of months)

15.10. USE OF GRAPHS.

A salesman or a sales manager can make use of graphs to visualize a great deal of in-
formation simply. Two types of graph are most commonly used, although many special-
ist forms may be used. They are Lorenz curves and Z charts.

15.11. LORENZ CURVES.

Lorenz curves may be used to illustrate the disparity arising from a disproportionate
spread of sales over a number of customers. Examination of a salesman's results often
show that the largest volume of business comes from a small number of customers. It is
important for a salesman to know this. A

simple example will illustrate the point:

EXAMPLE: A salesman specialized in sell-
ing metallization treatment to metal finish-
ers, although in the rest of the sales force
this type of business represented a small
volume of total sales. This salesman
worked in the Midlands where there were
large numbers of metal finishers and he
developed the business until more than 75
per cent of his sales came from three large
firms. All three were completing contracts
for admiralty and similar work which even-
tually they finished. When this happened
they had no immediate use for the sales-
man's products and he, having spent so

much time with them, had few substantial )
customer left. Figure 1. Lorenz Curve

CUSTOMERS %%

A Lorenz curve will not identify the customers but it will make it clear where sales are

coming from and enable further investigation and correction. Figure 1 shows that 70 per

cent of sales comes from only 40 per cent of accounts, not a very satisfactory situation.
15.12. Z CHARTS.

A Z chart extends over a single year and incorporates three types of information.

(@ Individual monthly sales.
(b) Cumulative sales for the year.
(c) Moving annual total.
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It is usual for a double scale to be used since the cumulative figure will be twelve times
larger than the average and would result in the latter being too insignificant on the same
scale. The Z chart (see Fig. 2) is useful to the salesman for a continual check on his
performance against the previous year.
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Figure.2 Z chart showing monthly sales and cumulative M.A.T

15.13. STUDY QUESTIONS

1. What is merit rating system?

a. It's a system concerned with: quality and volume of work; and attitudes

towards the firm and work-mates.
What is "halo-effect"?

a. Thisis seen in the way a supervisor faced with a number of values to
determine about a man's performance will tend to believe that a man
who is good or bad at one aspect will be equally good or bad at the
others. This tendency has frequently been seen in appraisals of
salesmen.

What is the difference between appraisal of performance and personal ap-
praisal?

a. Appraisal of performance is assessment of WHAT the person DOES.

b. Personal appraisal is an assessment of WHO the person IS.

What is the idea of two-day reports? (the way you understood it)

a. First day — evaluate the salesman

b. Second day — decide and take actions to improve it

OR

c. «First day» — manager evaluates the salesman

d. «Second day» — senior manager evaluated the managers evaluation of
the salesman

What is the idea of moving annual total method used for evaluation of sale’s
force?

a. Calculate the sum of sales the previous 12 months.

b. Move forward (deduct what falls out of the frame of 12 months and add
what falls in.

What is special about moving average figures compare to M.A.T.?

a. Here we find out not the total for the year but the average for a given
period of time.

What is the idea of Lorenz Curves?
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a. It shows the relationship between Sales (0-100%) and Customers (O-
100%) generating these sales.
b. They say that the largest volume of business comes from a small
number of customers.
8. What is the idea of Z charts? Why is it called “Z-charts™?
a. Chart where on one graph you can plot three curves:
i. Individual monthly sales.
ii. Cumulative sales for the year.
iil. Moving annual total.
b. It looks like “Z”

15.14. VOCABULARY
sales force [ ] npogasubl

sedentary [ ] 1) a) cngaumin; HenoABWXHbBIN, ManonoABWXHbIN sedentary life — cuaaumin
obpas xun3Hm Syn: sitting 6) NOCTOAHHO NpUKpPenneHHbIn ( K Yemy-n. ) Syn: permanently
attached 2) npebbiBatownn Ha ogHOM MecTe; ocenbii sedentary birds — nTuupl, He
yneTawouwimMe Ha 3umy B Tennble Kpasa Syn: settled

merit rating 1) oueHka kayecTBa 2) oueHKa [enoBblX KavecTB paboTHuka (
paboTOCNOCOOHOCTK, aKKypaTHOCTW, OPraHM3aTOpPCKMX HaBblkOB ) 3) oueHka
knaccudukauum,(nepe)arrecraums

allowance [ ] 1) gonyweHne; NPUHATUE; NPUHATUE B pacyeT, BO BHUMaHME
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LESSON 16. THE WHOLESALE TRADE

16.1.1. Introduction

Wholesale trade in the United Kingdom has been through a period of change as the re-
tail trade has been modified by successive Resale Prices Acts. Traditional ways of mar-
keting through wholesalers are often by-passed by manufacturers and growers, who sell
direct to retailers, or to the public. Wholesalers themselves have branched out into new
fields of activity like selling direct to the consumer by mail order. It is therefore difficult to
lay down a definition that applies to all wholesalers today, and unwise to specify which
activities a wholesaler will perform.

Traditionally a wholesaler is a person who buys in very large quantities and sells in bulk
to retailers, performing in the intermediate period the functions of warehousing and
transportation. Today these functions may also be performed by the manufacturer or the
purchasing organization of a large-scale retailer.

Whoever handles the distribution of primary and secondary goods, it is obviously as im-
portant to have an efficient distribution system as it is to have efficient production. Dis-
tribution expenses amount to about 40 per cent of retail prices. Whether manufacturers
handle these matters themselves or hand them over to the specialist attentions of
wholesalers, the public have to pay the distribution costs as an increase in the retail
price. A new management technique — physical distribution management — seeks to
keep these costs as low as possible.

16.1.2. Position of the Wholesaler in the Chain of Commerce

Wholesalers are businessmen who handle goods in the intermediate position between
the producer and the consumer, but traditionally they have always dealt in large quanti-
ties, e.g. whole cheeses or whole carcasses. They have left the cutting up of 'whole’
units into smaller quantities to the 'retailers’'.

The traditional distribution chain has therefore been:

Producer Wholesaler Retailer Consumer
(growing or (transporting, [  (breaking (consump-

maniifantiir wiarahniicinn) hiilly Aienlawv tinn\

Y

Since the transporting and warehousing of goods is a very involved and lengthy pro-
cess, it is not unusual for several wholesalers to be involved in the movement of the
goods, handing them on from one to another. The term middlemen has been applied to
these traders, since they stand between the producer and the retailer.

16.1.3. Evolution of the Middleman

Where production and consumption are carried on in the same locality there is usually
little need for a 'middleman’ to arrange the transport and exchange of goods. Middlemen
before the industrial revolution were therefore mainly involved in the luxury trades, es-
pecially imported luxuries like furs, wine, and silk. They were also a feature of the
'staple’ trades, of which wool and spices were the most important.

As the agricultural and industrial revolution developed, and as transport problems were
solved by the use of canals and eventually railways, the change to a more specialized
production led to greater distribution problems. Wholesalers became involved in vast
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movements of goods. Market-garden and agricultural production increased; meat, poul-
try, milk and milk products were available in greater quantities. Fishing and whaling in-
creased, while the volume of manufactured goods rose year by year. New classes of
wholesaler arose in the produce markets, in the coal trade, in groceries, drapery, fur-
nishings, ironmongery, and above all in the import-export trade.

Merchants. Agents. Brokers, and Factors

Some of these middlemen were mercers, or merchants as we should call them today. A
merchant buys the goods he handles and is therefore a true owner of them, selling at a
price which takes into account the original cost and the service rendered. Others act on-
ly as intermediaries between the producer and the retailer, selling the goods on a com-
mission basis. Such men are called agents. Strictly speaking, an agent is anyone who
does something on behalf of another. In commerce we call them 'mercantile agents'.
These are defined in the Factors Act of 1889 as persons 'having in the customary
course of his business as an agent the authority either to sell goods, or to consign
goods for the purpose of sale, or to buy goods or to raise money on the security of
goods'.

The two commonest types of mercantile agent are brokers and factors. The difference
between them is a difference in the extent to which they handle goods. Brokers merely
sell the goods for their principals, and delivery of the goods sold is left to be arranged
later, for the broker does not have them in his possession. The factor on the other hand
is in possession of the goods, selling them for his principal, delivering them up to the
buyer for payment, and rendering an account, less his commission for the sums due.

16.1.4. Functions of the Wholesaler
The functions of traditional wholesalers are as follows:

(&) To remove from the manufacturer the burden of marketing his goods by taking
bulk supplies from him, and settling promptly with cash. The risks of production are
therefore greatly reduced, since it is now the wholesaler who is bearing the risks.

(b) To assume the risks of the enterprise begun by the manufacturer but which he has
now relinquished. These risks are i) that the goods will not be needed because
there is no demand: (ii) that they can be disposed of only at a lower price than the
cost price to the wholesaler; (iii) deterioration; (iv) theft and misappropriation,
which are specially high when goods are in transit; (v) bad debts.

(c) To transport the goods from the point of production to suitable depots in market
areas, and possibly from the depots to the retailer's shop.

(d) To warehouse the goods, in such a way that they will not deteriorate or be stolen,
in the time gap before they are bought by the retailers.

(e) To market the goods by advertising, demonstrating, or displaying them in ways
appropriate to the class of goods concerned. This may also involve other process-
es such as packaging, blending and branding.

() To grant credit where required to retailers whose resources are limited so that
goods can be sold before payment is required.

() To act as liaison between retailers and producers conveying the views of each to
the other.

(h) To even out the flow of goods in times of glut or shortage by taking supplies into
stock or releasing them from stock. This is the speculative function which keeps
prices steady irrespective of natural or man-made interferences with supplies.
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All these services are useful to the other parties involved, and to the general consuming
public. They may be classified as follows:

(@)
(b)

(€)

(d)

(e)

(@)
(b)
(©)
(d)

(€)

(f)

(9)
(h)

(@)

(b)

16.1.5. Services to the Manufacturer

The wholesaler removes goods in large quantities as they are produced, thus
clearing the production lines.

He eliminates the need for a marketing system with all that involves in terms of
warehousing space, distribution network, sales staff, accounting records, and debt
collection.

By paying promptly the wholesaler reduces the working capital required by the
manufacturer.

By warehousing the goods the wholesaler bridges the time gap between produc-
tion and consumption, leaving the manufacturer free to concentrate on his special-
ized activities.

By selling under his own brand name the wholesaler often relieves the manufac-
turer of the need to advertise his product.

16.1.6. Services to the Retailer

The wholesaler breaks bulk to a reasonable size, selling in quantity but not large
quantities.

He gives credit to certain classes of retailer, thus reducing the amount of capital
needed by the retailer.

He often grades, pre-packs, prices goods. This reduces the retailer's work and en-
ables him to serve customers more quickly.

By carrying stock which is readily available he reduces the capital and space re-
quired by the retailer. The retailer stocks only the goods that 'turn over' quickly.
Slow moving items are ordered as required from the wholesaler.

The wholesaler displays a variety of goods from hundreds of manufacturers and
demonstrates or displays them as necessary. At the warehouse the retailer can
therefore see not only the lines he normally handles but the latest inventions and
designs.

In many cases the wholesaler operates a fleet of vehicles and delivers goods to
the retailer as and when required.

He chooses a convenient situation and opens at convenient hours.

He often helps the retailer to meet cut-price competition from the multiple shops
and chain stores by selling to him at cut prices, providing the retailer is prepared to
accept a reduction of services. This usually means '‘cash and carry'; no credit is
given, and the retailer transports the goods to his premises in his own van.

16.1.7. Services to the Public

By assuming the speculative function of buying goods when they are plentiful and
releasing them when they are in short supply, the wholesaler enables the con-
sumer to obtain a steady flow of goods throughout the year, at steady prices.

By specializing in distribution the wholesalers ensures that goods reach the con-
sumer in the right quantities at the right times in the most economic way, so that
the price to the consumer includes the smallest possible element of distribution
costs.
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(c) As an intermediary between retailer and manufacturer or grower he conveys the
views of each to the other so that complaints from consumers reach the manufac-
turer and grower and result in a general improvement in products.

(d) The convenience of the public is served by the increased number of retail outlets
kept in existence to serve them against the competition of large-scale retail outlets
which are viable propositions only if established in town centers.

16.1.8. Types of Wholesaler
The pattern of wholesale trade is changing but the main types are as follows:
(a) Traditional wholesalers

() Large general wholesales operating very large warehouses. Showrooms in
suitable centres enable retailers to see the goods in comfort, but orders are
filled from the warehouse. Commercial travelers are also employed in sales ar-
eas remote from the showrooms.

(i) Specialist wholesalers operating in a more limited field but carrying a detailed
inventory in their particular sphere of trade. Both the above may operate on a
national scale.

(i) Regional wholesalers serving a particular area. These wholesalers operate in
the perishable field as well as in manufactured goods, delivering prepared
foods, frozen foods, fruit and vegetables, meat, etc. Each of these is a special-
ized field.

(iv)Local wholesalers, operating on a small scale, and dealing in goods from the
produce exchanges or as service and spare agents in the consumer-durable
fields.

(b) "Cash and carry” warehouses operating in the cut-price groceries and general re-
tailing fields. The emphasis is on self-service, absence of credit facilities, breaking
bulk to the requirement of the individual retailer, convenience of opening hours to
suit the retail trade and absence of delivery facilities.

(c) Mail-order wholesalers sell direct to the consumer in his own home, eliminating the
retailer. One of the fastest growing fields of wholesale trade, the mail-order houses
are really general wholesalers on a national scale. Their chief attraction to the
consumer is short-term credit; the basis of their activities being the credit-sale
agreement. This is a form of short-term hire purchase, and the 20-week payment
period for nondurable goods such as clothing and footwear is attractive to the low-
er income groups. Mail-order firms operate through 'home agents' working on
commission. In fact the system is now so widespread that almost every housewife
is her own agent.

16.1.9. Warehousing

The mass-production system depends upon producing in anticipation of demand. It is
no longer necessary to order a pair of socks to be knitted for you, or to place an order
for a motor vehicle with a manufacturer. Millions of pairs of socks and thousands of mo-
tor cars are produced each month in anticipation of demand. The heavy investment re-
quired has to be planned in advance to produce a certain output. It follows that whether
the orders come in or not the goods will roll off the production line. Warehousing is the
method to used to store the goods until they are required. The demand may be season-
al, as with raincoats and umbrellas. It may be related to a particular festival, like the
demand for greetings cards, decorations crackers, gifts, and toys at Christmas.
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16.1.10. The Bad Reputation of 'Middlemen'

The term 'middlemen’ has come to have overtones of unscrupulousness attached to it.
Certain political groups hold that 'middleman’ is synonymous with ‘profiteer’. How true is
this, and how did the situation arise?

In earlier times communications were so poor and transport facilities so limited that
merchants were carrying considerable risks when they undertook a 'trading venture’.
This old name for a commercial undertaking speaks for itself. Also in early days when
credit facilities were less well developed, and usury frowned upon, one of the middle-
men's main function was to finance the undertaking. This he did by paying promptly for
the goods supplied, and often in advance of supply, while he also waited until the retail-
er had sold the goods before receiving payment himself. For this reason it often arose
that both producer and retailer were in debt to the merchant, or brogger, as he was
called. The word brogger has changed into 'broker' and to have the 'broker's man in'is
to have one's home sold up to pay debts.

Many of the early capitalists were middlemen who accumulated their wealth in the fa-
vorable position in which they found themselves. The man who is in the middle of a pro-
ductive process is favorably placed to exploit others. He can refuse to buy the product
from the producer unless the price is low, and he can refuse to sell it when he has ac-
quired it unless the price is favorable to him.

Today the middleman is not able to exploit either the producers or the consumers in
quite the same way, but he may nevertheless make quite enormous profits at certain
times. If he performs the speculative function, buying in times of glut and selling in times
of shortage, he may make tremendous profits out of a situation which has developed of
its own accord and was not engineered by him. To the taunt of the politician that his
enormous profits are causing the shortage, he will reply that the shortage is causing his
profits. His activities as a matter of fact are not causing the shortage, but relieving it. He
may also point out that if prices had fallen, so that he lost on the transaction, no one
would have sympathized with him.

If the middlemen is a little maligned here, it is perhaps regrettable. The student of com-
merce at least should see the point that the activities of middlemen, whether it is
transport warehousing or risk-bearing are all useful functions. Even if the middleman is
eliminated someone will have to perform these functions, and to the extent that he is not
a specialist, society will be poorer, not richer.

16.1.11. Should We Eliminate the Wholesaler ?

An almost unanimous 'yes' from the mass of ordinary people would probably greet this
guestion. It seems elementary that if the middlemen is cut out the 'honest' producer and
the consumer must benefit. The producer's reward will be greater, and the consumer
would get the goods more cheaply.

Manufacturer selling through a
wholesaler

Manufacturer selling direct

Fig. 13. Increased transport
costs in direct selling
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In fact this does not necessarily follow. As already mentioned, the wholesaler's func-
tions have still to be performed and they are now to be performed by a non-specialist.
Consider direct selling by manufacturers as distinct from selling through the wholesaler.

Fig. 13 illustrates the non-specialist nature of the delivery involved in this type of selling.
The point is that increased social costs, not borne by the producer or the consumer but
spread over the whole community, will creep in. Bigger traffic jams, bigger road pro-
grams, more accidents and hospital treatment, busier funeral parlors may result from a
decrease in specialization. Remember that specialization is the key to increased wealth.
If the specialist uses his favorable position to reap super profits the tax system usually
returns these to the mass of the people anyway.

1)

2)

3)

4)

5)

6)

16.2. STUDY QUESTIONS
What is a wholesaler?

a) Traditionally a wholesaler is a person who buys in very large quantities and sells
in bulk to retailers, performing in the intermediate period the functions of ware-
housing and transportation

Why is wholesaler is also called ‘middleman’?

a) Because he is between the Producer and Retailer
What is “staple” trade?

a) Export import trade of special goods. E.g. wool, spices
What is the difference between Merchants and Agents?

a) Merchants are more involved in goods handling (can process, change, add
something to the goods). They are true owners of goods.

b) Agents are only intermediaries between producer and the retailer, selling the
goods on a commission basis.

What is the difference between Brokers and Factors

a) The difference between them is a difference in the extent to which they handle
goods.

b) Brokers merely sell the goods for their principals, and delivery of the goods sold
is left to be arranged later, for the broker does not have them in his possession.

c) The factor on the other hand is in possession of the goods, selling them for his
principal, delivering them up to the buyer for payment, and rendering an account,
less his commission for the sums due

What are the functions of the wholesaler? Use 2-3 words for each function. Name at
least 5 functions

a) Remove the burden of Marketing from the manufacturer

b) Assume risks

c) Transport goods

d) Warehouse goods

e) Market Goods (advertizing, demonstration, display, packaging, blending, banding
f) Grant credit to Retailers

g) Even out the flow of goods in times of glut or shortage
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7) What is the benefit of selling through Wholesaler for Producer?
a) This helps to focus more on production (higher specialization)
b) Fast clearing of production line, warehouses
c) No need for advertizing expenses
8) What is the benefit of buying from Wholesaler for Retailer?
a) Credit
b) To-door-delivery
c) See new trendy goods
d) Better packaging and pricing
9) What is the benefit of having Wholesalers for Publicity?
a) Provision of steady flow of goods throughout the year, at steady prices.
10)What is “cash and carry” wholesaler?

a) Wholesalers operating in the cut-price groceries and general retailing fields. The
emphasis is on self-service, absence of credit facilities, breaking bulk to the re-
quirement of the individual retailer, convenience of opening hours to suit the retail
trade and absence of delivery facilities.

11)What is the appeal of mail-order wholesalers for customers?
a) Elimination of retailer costs.

b) Their chief attraction to the consumer is short-term credit; the basis of their activi-
ties being the credit-sale agreement. This is a form of short-term hire purchase,
and the 20-week payment period for nondurable goods such as clothing and
footwear is attractive to the lower income groups.

12)What are the reasons for a Bad Reputation of ‘Middlemen'?

a) All the reasons boil down to high profits that they could make in the past because
of the following factors

i) Bad transportation and lack of information in the past.

i) Big Buying Power in the past. Could influence Producer selling prices and Re-
tailer buying prices

iif) Ability to buy at low prices at the times of glut, then wait and sell at high prices
at the times of shortage.

13)Why is it not good to eliminate the wholesaler?

a) If we do so then the wholesaler's functions have still to be performed and they
are now to be performed by a non-specialist.

i) Leads to higher costs

i) Side effects (Increased Social Costs not borne by the producer or the con-
sumer: Bigger traffic jams, bigger road programs, more accidents and hospital
treatment, busier funeral parlors may result from a decrease in specialization)

iii) Less specialization leads to less potential for wealth growth.

16.3. VOCABULARY

'staple’ trades - BegyLnn, OCHOBHOW ( O ToBapax, NPOM3BOANMbIX Ha 3KCMOPT )
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drapery [ ] 1) maHydakTypa, ranaHTeperHble ToBapbl
ironmongery [ ] )xenesHble n3genusi, CKobsiHon ToBap

principal [ ]1 1. 1) a) rmasa, Ha4yanbHUK; NaTpoH 6) pekTop ( yHMBepcuTeTa ); ANPEKTOP
konnemaxka / wkonbl B) npuHuMnan ( nuuo, YnosIHOMO4YMBalOLWEee [pyroe Ivuo
AEeNCcTBOBaTb B KAYECTBE areHTa; rnasa, Xo3suH )

settling promptly with cash paccunTbiBaTbCS ONepaTMBHO HANUYHBIMU OEHbIaMU
assume the risks — 6paTtb Ha cebsa pucku

relinquish [ ] 1) octaBnaTh, caaBaTbCsA, OTCTynaTb a) ( caaBaTb TEPPUTOPUIO U T. M. )
Syn: cede, surrender 2. 6) ( TepATb Hagexay, 0TKasblBaTbCA OT MbICNIM YTO-N. caenatb
n 1. n. ) They didn't want to relinquish the hope of return. — OHu He xoTenn TepsTb
Hagexay Ha Bo3BpalleHue. Syn: surrender 2., abandon 1. B) ( 6pocaTtb NpuBbIYKY ) Syn:
give up, quit 3., cease 1. 2) oTkasblBaTbCs ( OT Npaga ); ycTynaTtb, nepefasatb ( to smb
- komy-n. ) The father was forced by law to relinquish the children to their mother. —
Cya BbiHyaun otua otaatb geten matepu. Syn: abdicate, renounce 1., resign |

misappropriation [ ] 1) He3akoHHOe MPUCBOEHWEe, 3aBrajeHne 2) pacTpaTa,
pacTpaymMBaHue

Bad Debts 1) 6e3HagexHble gonrn 2) nebutopckas 3afoimKeHHOCTb, He onsiayeHHas B
Cpok ( cTaTbsa B OyxrantepckoM BanaHce npeanpuatnsa ) 3) NpoCPOYEHHHbIE ccyabl ( B
BGaHKOBCKOM npakTuke )

To grant credit npegocTaBuTb KpeanT

glut [] 1. 1) n3bbITOK, N3nNULIEK, U3NULLIHEE KONMYECTBO; N3NULLECTBO, HEYMEPEHHOCTb (
B ege n T. n. ) glutin/on the market — 3aToBapuBaHue pbiHKa

premises ; 1) HEABWXMMOCTb 2) 34aHne C npuneravwmMmn nocTpokaMmm U y4acTKOM
3emnu

cash and carry npogaxa 3a Hanu4HbIn pacyeT 6e3 4oCTaBKM Ha AOM

unscrupulous [ ] 1) Hepa3bopumBLIN B cpeacTBax 2) GECNPUHUUNHBIA, HE UMEIOLLNIA
MopanbHbIX yoexaeHun; 6eccoBecTHbIN, HeAOBPOCOBECTHbLIN

overtone [ ] 1) o6epToH 2) HamMek, HOTKa, NoATeKCT political overtone — nonuTuyeckni
noaTeKcT racial overtone — pacoBbIi NOATEKCT

profiteer [ ] 1. cnekynsaHT; GapbIWHUK, Nepekynwuk Syn: speculator 2. cnekynupoBarb;
HaXMBaTbCS

usury [ ] 1) poctoBwmyectBo to condemn usury, to outlaw usury — ocyxnaTtb
pocToBwMyectBO to engage in usury, to practice usury — 3aHuMmaTbCcs
pocToBLMYeCTBOM Syn: money-lending 2) nanuwek with usury — ¢ nuxesom
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LESSON 17. Z CHARTS AND LORENZ CURVES

Although graphs are generally designed for the particular purpose for which they are
required, there are two types of graph so common that their forms have become stand-
ardized. They are Z charts and Lorenz curves.

17.1. Z CHARTS

17.1.1. Description of Z charts.
A Z chart is simply a graph that extends over a single year and incorporates:
a) Individual monthly figures.
b) Monthly cumulative figures for the year.
c) A moving annual total.
It takes its name from the fact that the three curves together tend to look like the letter
Z.
17.1.2. Points in the construction of a Z chart.

a) Very often a double scale is used on the vertical axis, one for the monthly figures
and the other for the M.A.T. and cumulative figures. This is because the M.A.T. is
some twelve times larger than the normal monthly figure. If the same scale were
used for both curves it would mean that the curve of the monthly figures would
tend to creep insignificantly along the bottom of the graph.

b) As an example, figure 6 shows a Z chart for the XYZ's sales figures. Note where
the different curves start:

i) Monthly figures at the December figure of the previous year.

i) Cumulative figures at Zero.

i) M.A.T. at the M.A.T figure for the December of the previous year.
Table 1. Sales for XYZ

Sales (CYP 0000)

Month Monthly Figures Cumulative Total M.A.T.
January 4.0 4.0 72.2
February 4.1 8.1 71.1
March 4.2 12.3 69.9
April 4.3 16.6 68.6
May 4.4 21.0 67.2
June 4.5 25.5 65.7
July 4.6 30.1 64.1
August 4.7 34.8 62.4
September 4.8 39.6 60.6
October 4.9 44.5 58.7
November 5.0 49.5 56.7
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FIGURE 6 Z CHART.
Table 2. M.A.T of XYZ'’s Sales
YEAR Month Sales(CYP) M.A.T. (CYP) [Notes on Calcu-
lation
1975 January 5000
February 5200
March 5400
April 5600
May 5800 There can be no
June 6000 M.A.T'. ur_1t|I 12
month's figures
July 6200 are available.
August 6400
September 6600
October 6800
November 7000
December 7200 73 200 Total of Sales
Jan- Dec 1975
1976 January 4000 72 200 73200 - Jan
1975 + Jan.
February 4100 71100 1976
March 4200 69 900
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April 4300 68 600 72200 - Feb

May 4400 67 200 75+ Feb. 76
71100 — 5400

June 4500 65 700 + 4200 etc.

July 4600 64 100

august 4700 62 400

September 4800 60 600

October 4900 58 700

November 5000 56 700 Add Jan -

December 5100 54 600 Dec’76 1o cross
- check the ac-
curacy of this
final figure«

c) Note that since a M.A.T is the total of the twelve immediately preceding months,
the M.A.T for the final month must be the same as the cumulative total. The two
curves will therefore meet at this point.

17.2. LORENZ CURVES

17.2.1. Function.

It is a well known fact that in practically every country a small proportion of the popula-
tions own a large proportion of the total wealth. Industrialists know too that a small pro-
portion of all factories employs a large proportion of the factory workers. This disparity
of proportion is a common economic phenomenon, and a Lorenz curve is a curve on a
graph demonstrating this disparity.

17.2.2. Construction.

To illustrate the procedure involved in the construction of a Lorenz curve, let us take the
following table:

Table 3. Holding sizes in little fielding

Size of holding No. of holdings Total area (ha)
Under 1/2 hectare 310 105
1/2 to under 1 hectare 240 175
1 hectare to under 5 hectares 75 180
5 hectares to under 15 hectares 30 300
15 hectares and over 25 420

The sequence of operations will then be as follows:

a) Draw up a 6-column table. Insert the figures relating to the variables involved in
the two "No", columns, and add.
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b) Calculate each figure as a percentage of its column total and insert in the "%"
column.

c) Insert in the "Cumulative %" column the cumulative totals of the percentages.

NOTE: The key to constructing Lorenz curves lies in remembering that it is the
cumulative percentages that are required.

d) Prepare a graph with one axis for each variable, each scale running from 0 (at
the origin) to 100 per cent.

e) Plot each pair of cumulative percentage figures on the graph.
f) Starting at the origin, join these points in a smooth curve.

g) Insert the "line of equal distribution" by joining the origin to the "100 per cent /
100 per cent" point.

Table 4 Holdings and Total Area in percentages

HOLDINGS TOTAL AREA (ha)
No. % Cumulative No. % Cumulative
% %
310 45.5 45.5 105 9 9
240 35.5 81 175 15 24
75 11 92 180 15 39
330 4.5 96.5 300 25.5 64.5
25 3.5 100 420 35.5 100
680 100 1180 100
17.2.3. The line of equal distribution.

If in our example, all the holdings had been of equal size, then clearly the total acreage
of (say) 25 per cent of the holdings would be 25 per cent of the total acreage of holdings
in Little fielding. Similarly, 50 per cent of the holdings would constitute 50 per cent of the
area, and 75 per cent of the holdings 75 per cent of the area. If these pairs are plotted
on the graph they will found to fall on a straight line running from the origin to the 100
per cent; 100 per cent point.

Such a line, then, is the curve which would be obtained if all holdings were equal size. It
is called, therefore, the line of equal distribution.

17.2.4.

The extent to which a Lorenz curve deviates from the "line of equal distribution” indi-
cates the degree of inequality. The further the curve swings away, the greater the ine-
quality. There is no actual measure of this inequality but its extent can be indicated by
reading the curve at the point where it lies furthest from the line of equal distribution.

Interpretation of Lorenz curves.

For example in Figure 7 the curve at its furthest point from the line of equal distribution
is approximately at the 87 per cent "Holdings" and 30 per cent "Total area". This means
that 87 per cent of the holdings contain 30 per cent of the total area — or, put the other
way round, a mere 13 per cent of the holdings enclose 70 per cent of the total area.

17.2.5.

Lorenz curves can be used to show inequalities in connection with matters such as:

Use of Lorenz Curves.
a) Incomes in the population
b) Tax payments of individuals in the population.

c) Industrial efficiencies.
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d) Industrial outputs.
e) Examination marks.

f) Customers and sales.

100%

80%

TOTAL AREA (Ha)

20% F

0%

60%

40%

0%

In some instances, Lorenz curves can be used to compare two series of inequalities.
For instance, if a second Lorenz curve relating to holding in, say, Great Fielding, were
superimposed on the curve for little Fielding in Figure 7, then it would be possible to
compare inequalities of land holding in these two communities and to see in which one

40%

HOLDINGS

Fig. 1 Lorenz Curve

holdings were nearer to being equally distributed.

60%

80%
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Table 5
Year Month Sales (CYP) | M.AT. (CYP)
1975 January 15000
February 14000
March 11 000 _
_ NO M.A.T. until 12
April 10000 _
months figures are
May 8 000 _
available
June 7000
July 6000
August 6 000




September 6 000
October 10 000
November 10000 Total Sales
December 13000 118 000 Jan —Dec 1975
1976 January 17000 120000 | 118 000 —15 000 + 17 000
February 19000 125000 120000 _ocl)g 000+ 19
March 18 000 132000 | 125000-11 000 + 18 000
April 18 000 140000 |132 000 - 10 000 + 18 000
May 18 000 150 000 140 000 — 8 000 + 19 000
June 12 000 155 000 150 000 — 7 000 + 12 000
July 11 000 160 000 155 000 — 6 000 + 11000
August 1000 155 000 160 000 — 6 000 + 1000
September 5000 152 000 155 000 — 8 000 + 5 000
October 5000 147000 |152 000 - 10 000 + 5 000
November 8 000 145000 |147 000 — 10 000 + 8 000
December 10 000 142 000 145 000 — 13 000 + 10 000
Table 6
Establishment Net Outputs
No % Cumula- CYP 000's % Cumulative%
tive%
48 22 22 1406
42 19 41 22 63
38 18 59 3 699 10 19
21 10 69 2 836 7 26
26 12 81 3152 8 34
16 8 89 5032 13 47
23 11 100 20 305 53 100
214 100 38 773 100

17.3. HOMEWORK

1. From the following data taken from monthly sales statistics construct a Z chart for
1976 and comment on the graph:

Table 7 ALPHA LTD. SALES (CYP)

Month 1975 1976 Month 1975 1976
January 15 000 17 000 July 6 000 11000
February 14 000 19 000 August 6 000 1000
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March 11000 18 000 September 8 000 5 000
April 10 000 18 000 October 10 000 5 000
May 8 000 18 000 November 10 000 8 000
June 7 000 12 000 December 13 000 10 000

2. The following figures come from the Report on the Census of Production for 1958:
Table 8. TEXTILE MACHINERY AND ACCESSORIES

Establishments Net output
No. CYP 000

48 1406

42 2 263

38 3699

21 2 836

26 3152

16 5032

23 20 385

214 38773

Analyze this trade by means of a Lorenz curve and explain what this curve shows.
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LESSON 18. TYPES OF PRODUCTION

18.1. MAIN TYPES OF PRODUCTION

The most common method of distinguishing between production systems or types of
production is to separate them into the three categories of jobbing, batch and mass pro-
duction.

The jobbing, batch and mass production categories each have their own distinctive sys-
tems of operation, and their own problems of production planning and control. Each will
be examined in turn the aim of highlighting the most important factors.

18.1.1. Jobbing Production

Jobbing production may also be called job production. The essential feature of jobbing
production is that it produces single articles or 'one-off’ items. These products may be
small, tailor-made components, huge pieces of equipment or large single items, such as
a ship. Most products are made for a particular customer or to a particular order. Job-
bing production is to be found in industries such as heavy engineering (e.g. production
of electricity generating plant), shipbuilding and civil engineering (e.g. bridge construc-
tion). It is also to be found in most other industries, where it is employed to produce pro-
totype models, spare parts, modifications to existing plant and countless other ‘one-off’,
tailor-made pieces, there is hardly a factory in existence which does not have a jobbing
department somewhere or other.

Because of the unique or individual nature of each article or item to be produced, plan-
ning is not easy in jobbing production, neither is control. Efficiency of operations has to
give way to inventiveness and creativity. This can be illustrated by considering some of
the key characteristics of jobbing production. These are as follows:

a) A wide variety of different operations to be performed under varying circum-
stances i.e. no standardization.

b) Varying sequences of operations, also subject to varying circumstances.
c) General-purpose machinery and equipment.

d) Varied work layouts, depending on process and / or operation.

e) Unpredictable demands on stores.

f) Workforce skilled in wide range skills.

g) Adaptable and equally skilled supervision.

Many of the above conditions make it extremely difficult to plan, integrate and control
the types, sequence and timing of operations. It is difficult to avoid idle time for both
men and machines. Thus the entire manufacturing process tends to be relatively ex-
pensive compared with other forms of production. Against this can be weighted the ad-
vantages of producing an article or item which is made especially to the customer's own
specification.

18.1.2. Batch Production

Batch production is the production of standardized units, or parts, in small or large lots
(batches). It represents a halfway position between jobbing production and mass pro-
duction, and is mostly to be found in the light engineering industry. The main distinction
between batch and jobbing production lies in the standardized nature of the former. Un-
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like the varied operations and sequences of the unique 'one-off’ products of jobbing
production, the products of batch production are dealt with systematically in lots, or
batches, only moving on the next operation, when each lot has been machined or pro-
cessed in the current operation.

Batches may be produced to order and forwarded direct to the customer, as in the pro-
duction of subcomponents for another manufacturer, or they may be made for stock.
One of the major problems associated with batch production is to determine the opti-
mum size of batches, particularly where a generalized, rather than specific, demand for
a product exists. If too many units are produced, stocks will lie idle or go to waste; if too
few are produced, the item will go out of stock, and it may be difficult to fit in further
batches in the short-term.

The key characteristics of batch production are as follows:

a) A standardized set of operations, carried out intermittently, as each batch moves
from one operation to the next.

b) General purpose machinery and plant, but grouped in batteries of the same type.
c) Heavy shop-floor stores requirement.

d) Narrower range of skills required.

e) Emphasis on production planning and progressing.

f) Relatively short production runs.

These characteristics lead to a generally well-controlled and efficient method of produc-
tion, whose main disadvantage is the time-delay caused by the queuing effect of indi-
vidual units waiting for the batch to be completed before moving on to the next opera-
tion. This problem can be overcome by changing to an assembly line operation which is
a prominent feature of flow production, or mass production, as it is commonly called.

18.1.3. Mass Production

Mass production dates from the time of Henry Ford, who was the first man to adopt the
principle of the production line, when he used this approach to produce a restricted
range of motor cars put together in a flow-line process. In a unit mass production sys-
tem, a small range of products is produced in large quantities by ‘flowing' uninterrupted-
ly from one operation, or process, to the next until completion. This type of production
requires careful and lengthy planning of plant and processes. The capital costs are high
on account of the specialized nature of the machines required for the production line.
However once the line has been set up, control is relatively simple. Mass production
systems are dependent on the high demand created by mass markets, for it is only by
making the fullest use of the capital equipment involved that a manufacturing organiza-
tion can achieve its target profit levels.

The key features of mass production are as follows:
a) Rigid product specifications, previously tested.
b) Specialized machines and equipment, set out in a line formation.
c) Highly-standardized methods, tools and materials.
d) Long production runs for individual products.

e) Narrow range of skills, and specified range of operations required by workforce at
any one point in the line.
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In purely rational terms, mass-production is the most efficient way of producing large
quantities of articles or items. Control can be exercised to a sophisticated level because
of the standardized nature of the entire process. Its greatest drawback is that it requires
human beings to adapt themselves to the production process, and in most Western
countries, there has been reaction against this requirement. Employees are seeking to
counteract the tedium and monotony of the highly specialized work patterns in mass -
production by pressing for more integrated roles, requiring a wider range of skills and
operations. In some cases this has led to the complete break up of production lines into
autonomous circuits, each operated by teams of employees using their skills on a
shared or flexible basis.

Another form of mass production, usually called flow production or process production,
can be seen in continuous process industries such as steel-making, paper-making and
cement production. In such industries the products literally flow from one process to the
next, but, unlike in the mass production of individual products, this process is continu-
ous for weeks or months on end. In flow processes, the supply of raw materials has to
be planned to the highest standards in order to avoid complete plant shutdown owing to
unforeseen shortages. In these situations shortages have a much more serious effect
than in unit mass-production. Fortunately, the control mechanisms and procedures for
flow processes are usually so sophisticated that the processes become automatically
self-regulating. Another important difference between this form of mass-production and
unit mass-production is that the former invariably requires a lower labor force than the
latter.

18.1.4. Summary

This brief lecture has sought to describe the main features of the basic types of produc-
tion systems-jobbing, batch and mass-production. Jobbing production refers to the pro-
duction of unique or 'one-off’ items, made to order. These items may be small or large,
and they are produced under conditions of what is appropriate at a given time, rather
than conditions which are standardized. Both planning and control are difficult to
achieve in this form of production.

Batch production refers to the production of standardized units in batches, or lots. Only
when a batch has completed on process can it be moved to the next. Batches may be
produced to order, or for stock. Batch production can be relatively well planned and con-
trolled, but queuing problems may arise when batches are ready to move to the next
operation. These problems can be overcome by utilizing assembly lines i.e. moving over
to a mass production method.

Mass production refers to the production of vast quantities of product units in a flow-line
process, where each moves smoothly from one operation, or process, to the next until
completion. Where the mass-production of continuous processes is concerned, the
method is called flow production or process production. Mass production methods call
for detailed planning and sophisticated control procedures. There is very little scope for
the exercise of skills by the workforce, and the flowline layout has been challenged in
several quarters.

18.2. AIDS TO PRODUCTION

18.2.1. Introduction

This area outlines the key features of three aids to production management - Work
Study, Value Analysis or Value Engineering, and Quality Circles.
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18.2.2. Work Study

Work Study was developed in American industry in the 1920's. The first known attempts
to make a rational assessment of work and tasks were made by F.W. Taylor and the
other 'Scientific Managers', whose ideas were described earlier.

Since their time, Work Study has become an established part of the industrial scene.
Work Study has been defined in a British Standard (B.S. 3138) as follows:

" A generic term for those techniques, particularly method study and work measure-
ment, which are used in the examination of human work in all its contexts, and which
lead systematically to the investigation of all the factors which affect the efficiency and
economy of the situation being reviewed, in order to effect improvement".

The two basic techniques, Method Study and Work Measurement, are complimentary to
each other, and are rarely utilized in isolation from each other. The usual practice is for
a method study of some kind to precede a work measurement activity. Each technique
will be described in outline shortly.

The reasons why Work Study techniques are utilized in production include the
following:

a) To eliminate wasteful work.

b) To improve working methods.

c) To increase production.

d) To achieve cost-savings.

e) To improve productivity of men and machines.

18.2.3. Method Study

This technique is itself composed of a collection of techniques, all of which systematical-
ly examine and record all the methods, existing and proposed, utilized in an operation or
process, with a view to increasing efficiency. It could be said that Method Study at-
tempts to answer the Questions What ? When? How? Who? and Where? in contrast to
Work Measurement's emphasis, which asks How long? and When? The scope of Meth-
od Study, therefore, is considerably wider than that of Work Measurement.

Method Study is used to aid solutions to a variety of production problems. These prob-
lems include those of workplace layout, materials handling, tool design, product design
and process design for example.

Method Study

Aim: to improve working methods

Procedures:
SELECT work to be studied
RECORD all relevant facts relating to current or proposed methods

EXAMINE the facts critically, especially in relation to purpose, sequence, place, person
and means

DEVELOP best method in the circumstances
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INSTALL & MAINTAIN new method.

Results:

1. Improved workplace layout

2. improved equipment design

3. Reduction in worker fatigue etc etc....

All relating to increase efficiency (cost-effectiveness) and productivity (more output per
unit of input).

Fig. 2 Methods Study: an Outline

18.2.4. Work Measurement

This is a collection of techniques, particularly Time Study, aimed at establishing the time
taken by a qualified worker to complete a specified job at a defined level of perfor-
mance. As mentioned above, Work Measurement techniques set out to answer the
guestions How long? and When? They usually follow or overlap with a method study,
and are employed not only to improve methods of working, but also to develop costing
systems, production schedules and incentive schemes, as well as to establish machine
capacities and manning levels.

Like Method Study, Work Measurement has a systematic set of procedures to be fol-
lowed, and these are set out below. When work measurement is linked into a method
study, it is introduced at the 'DEVELOP best method' stage, as shown in Fig. 2. The
basic steps in work measurement are as follows in Fig. 3

Work Measurement

Aim: To measure human performance

Procedures:

DESCRIBE method to be measured

BREAK JOB ELEMENTS MEASURE performance of operator
RATE PERFORMANCE (Basic Time)

DETERMINE STANDARD TIME

Results:

1. Reliable data for planning and control

2. More efficient manning levels

3. Reliable basis for incentive payment schemes etc etc....
Leading to increased efficiency and higher productivity

Fig. 3 Work Measurement-an Outline

It can be seen from the above diagram that the aim of Work Measurement is significant-
ly different from that of Method Study. The latter aims to improve working methods; the
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former aims to measure, or assess, the performance of people. In pursuing its aim, work
Measurement has to rely on the exercise of a greater degree of subjective judgment
than is required for Method Study. In particular, the rating of performance and the de-
termination of the standard time rely heavily on the judgment of the person conducting
the measurement.

18.2.5. Value Analysis (Value Engineering)

This is another analytical technique which is widely used, especially in engineering,
hence the alternative title. It is very like Method Study in its approach. The purpose of
Value Analysis is to examine critically the function of a product with a view to fulfilling
that function at the least cost consistent with reliability of the function. Thus Value Anal-
ysis is concerned with identifying the relationship between costs and reliability of func-
tion.

The stages of a value analysis are typically as follows:
a) Select product to be studied.
b) Determine function, design and cost of product (including components).

c) Develop alternative designs for product in order to achieve same function at less
cost i.e. designs of ‘higher' value.

d) Evaluate the alternative designs.

e) Adopt optimum design i.e. the one able to perform the required function reliably
but at least cost.

f) Implement design and review results.

This process is usually carried out by a multi-disciplinary team composed of the follow-
ing: value analyst / engineer, product designer, cost accountant, production representa-
tive and purchasing manager.

Value Analysis is applied most frequently in mass production or assembly line produc-
tion processes, where large numbers of items are being produced, and where marginal
cost savings can lead to substantial savings overall.

The benefits of Value Analysis are that it encourages cost consciousness and the
search for alternative designs and materials etc., and also permits more competitive
pricing. However, it does tend to require large-scale production to show it off to the
greatest advantage, and must, to a certain extent duplicate work carried out at the de-
sign stage of a product.

18.2.6. Quality Circles

The development of so called 'Quality Circles' is a recent phenomenon. Quality Circles
are small groups of about eight to ten employees, meeting together on a regular basis
to discuss day-to-day issues such as quality, productivity and safety, with the object of
(a) making improvements, and (b) organizing their implementation. The second object is
significant, as it implies a degree of grass-roots decision-making which is new to most
shop-floor situations, in the past employee involvement in initiating changes on the shop
floor could only arise via formal productivity committees or via the firm's suggestion
scheme. With Quality Circles, there is an attempt to delegate real power to ordinary
employees not only to make suggestions regarding quality etc., but also to implement
those suggestions,

Membership of Quality circles is voluntary, but usually consists of a number of shop-
floor employees and a foreman or supervisor, or may consist of a mixture of skilled and
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unskilled employees together with one or two shop-floor specialists such as Quality En-
gineers and Inspectors. Each Circle selects its own leader, and usually the organization
concerned provides training for such leaders in appropriate subjects (discussion lead-
ing, quality control etc.)

Typically, a Quality Circle will adopt the following approach to its task:
a)
b)
C)

Identify and clarify problems in the local work situation,
Select a problem for solution (e.g. wastage rates),

Set realistic target for improvement (e.g. to reduce wastage rates by 15% over
next 12 months),

d)
e)

Establish a plan, together with a timetable, for achievement of the target,
Propose plan to local management,
f) Implement and test plan,

9)

Those organizations which operate Quality Circles claim to see them as a practical
means of achieving employee participation on the shop-floor. They are not primarily in-
struments of cost-reduction exercises, even though costs may well figure in their dis-
cussions. Surveys in Japan, for example, where Quality Circles are widely employed,
indicate that whilst costs are one of the major topics of discussion in the Circles, there
are several others of equal importance, such as quality, use of equipment, efficiency
and safety.

Revise plan, where necessary, and monitor results.

18.3. STUDY QUESTIONS (AND ANSWERS)

1) Why jobbing production is called that way?

a) Because there is more focus on qualified employees to do the job of producing a
product.

2) Fill in the table: Characterize each type of production in terms of given factors

Jobbing Production | Batch Production Mass Production

Product One-off, unique Standardized, pro- | Rigidly  specified,

duced in batches highly standard-

ized, flows through
production

Operations Widely varying, Standardized sets | Narrow, highly
specialized

Workforce Skilled in wide | narrower range of | Very narrow range

range of skills skills of skills
Equipment General-purpose, | General-purpose Specialized, set out

(Product focus lay-

grouped in batter-

in a line formation,

out) ies, (Intermediate | (process focused
focus layout) layout)
Production Runs Very short Relatively short Long
Planning and Con- | Difficult to apply Emphasized Sophisticated, au-
trol tomated
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3) What is the difference between Unit Mass Production and Flow Mass Production?
Give examples of each.

a) Flow production:
i) Longer Process: process is continuous for weeks or months on end.

i) Better Supply Mechanism: the supply of raw materials has to be planned to
the highest standards

iii) Better Control Mechanism: the control mechanisms and procedures are usu-
ally so sophisticated that the processes become automatically self-regulating

Iv) requires a lower labor force

v) Examples: continuous process industries such as steel-making, paper-making
and cement production

b) Unit Mass Production
i) Examples: Car making, light bulbs etc.
4) What is the aim of Method Study?
a) Improve Methods (of work)
5) What is the aim of Work Measurement?
a) Measure Performance
6) What is the difference between method study and work measurement?

a) It can be seen from the above diagram that the aim of Work Measurement is sig-
nificantly different from that of Method Study. The latter aims to improve working
methods; the former aims to measure, or assess, the performance of people

b) Work Measurement has to rely on the exercise of a greater degree of subjective
judgment than is required for Method Study. In particular, the rating of perfor-
mance and the determination of the standard time rely heavily on the judgment of
the person conducting the measurement.

7) What is the purpose of Value Engineering?

a) The purpose of Value Analysis is to examine critically the function of a product
with a view to fulfilling that function at the least cost consistent with reliability of
the function. Thus Value Analysis is concerned with identifying the relationship
between costs and reliability of function

b) Find the least costly way to produce a product that performs a needed function
with a needed reliability.

8) Why Value Engineering was called this way?

a) Because its focus is “higher value” designs, i.e. designs that that achieve the
same function at less cost.

9) Where is it best to apply Value Analysis?

a) Value Analysis is applied most frequently in mass production or assembly line
production processes, where large numbers of items are being produced, and
where marginal cost savings can lead to substantial savings overall.

10)What is grass-root decision-making?
a) This is decision-making delegated to the shop-floor employees concerning
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