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SYLLABUS 

 

Effective Leadership 

The nature and importance of leadership, classical theories, modern theories, leadership and management and 

the skills of a leader. 

 

Goal Setting 

The need for objective setting, profit and other objectives, social and ethical responsibilities, corporate 

objectives and personal objectives, quantitative and qualitative target setting, identifying performance standards 

and accountability and methods to measure achievement of objectives. 

 

Conflict Management 

Causes of conflict, managing conflict, dealing with grievance and disciplinary matters, appropriate procedures, 

process understanding, the role of management, communication of the outcome of the disciplinary process and 

appeals. 

 

Motivation 

The key theories of motivation, classical theories, modern theories, content and process theories of motivation, 

motivating staff, reward schemes and the importance of constructive feedback. 

 

High Performance Teams 

The need for teams, team-building, the composition of successful teams, the differences between teams and 

groups, the development of teams, rewarding a team and evaluating team performance. 

 

Communication 

The need for communication, communication models, the importance to the manager of effective 

communication, the effect of poor communication, communication patterns and the process of consultation. 

 

Managing Organizational Change 

List of major external forces of change for organizations, organizational sources of resistance to change, 

individual sources of resistance to change, managing resistance to change, Lewin’s model of planned 

organizational change and the expanded change process model and role of change sponsers, change agents and 

change targets. 

 

Service Excellence 

Introduce the concept of service excellence, describe the four components of service, enumerate the key factors 

in delivering superior service to customers, list the key requirements for empowering frontline employees, 

identify the four stages of empowerment and highlight global best practices in service excellence.  

 

Total Quality Management 

Defining quality and introducing TQM, customers and suppliers as dimensions of quality, commitment and 

culture as essential components of TQM, building blocks of TQM: People, Performance, Systems & Process, 

introducing the quality gurus – Deming, Juran & Crosby, and their management philosophies. 

 

 

 



 

The Malcolm Baldrige Quality Award 

History of the Malcolm Baldrige National Quality Award and the role it has played in the U.S. Business 

Community, describe the Baldrige Award’s purpose and the core values and concepts that structure the award 

criteria, summarize the Baldrige Awards, leadership; strategic planning; customer and market focus; 

information and analysis; human recourse focus; process management; business results criteria and explain how 

Ritz-Carlton meets them, and Explain Ritz-Carlton leadership system. 

 

Suggested Readings: 

Effective Leadership, Brian Tracy, Jaico Publishing House 

Business Communication: process and product, Mary Ellen Guffey and Dana Loewy, Cengage Learning 

Business Communication, Chaturvedi and Chaturvedi, Pearson Education 

Leadership in Organizations, Gary Yukl, Pearson Education 

 

 



i

LE
A

D
E

R
S

H
IP

 A
N

D
 M

A
N

A
G

E
M

E
N

T

This course has been designed to provide students with a strong conceptual foundation in basic

managerial skills and prepare them for their future careers as effective administrators, top managers

and visionary leaders. It is widely accepted that in a service industry such as hospitality, people are

an organization’s greatest asset. Keeping this in mind, this course has as its focus, the ability of an

organization to attract and retain top talent and leverage human capital for competitive success.

Students will learn all the essential concepts in leadership theory as well as the practical tools and

requisite interpersonal skills that are necessary to motivate employees, set goals and evaluate

performance, build high-performance teams, resolve conflict and manage change. The other key

strategic issue for companies in the hospitality industry is service quality. In the latter part of the

course, students will be introduced to a range of cutting-edge techniques such as six sigma,

TQM etc that world-class companies like Ritz Carlton and Hilton employ to consistently deliver to

their customers a flawless service experience and thereby build a sustainable competitive advantage

in the market place. As with all RU courses, the course delivery will adopt a flexible modular

approach and blend theoretical inputs with project work, interactive assignments, field visits,

group discussions and case studies.

COURSE OVERVIEW
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Objective
By the time you have finished this chapter you should be able
to:
• Define the term ‘leadership’
• Describe the nature and importance of leadership
• Outline classical and modern theories of leadership: Blake

and
• Mouton, Contingency Theory, Fiedler, Handy, and

Blanchard, Likert, White and Lippit
• Compare and contrast the terms ‘leadership’ and

‘management’
• Identify the skills of a leader.
• Understand management functions Vs management

behaviour.

Outline of Lesson Plan
• The nature and importance of leadership
• Classical theories
• Modern theories
• Leadership and management
• The skills of a leader
Our interest in this chapter is with leadership in organisations,
not with leadership in general. Most managers and supervisors
would probably claim to be able to exercise leadership in some
form or another  A supervisor can be regarded as someone
who, by definition, is assigned a position of leadership in the
enterprise. Most definitions of management or supervision
incorporate some notion of leadership so, it may be natural to
treat the terms as meaning the same thing. After studying these
terms you will probably agree that this is an oversimplification.
There are many people who would be reluctant to describe their
supervisor as leader and there are many leaders who could not
be described as either a manager or a supervisor.

The Nature and Importance of Leadership
Buchanan and Huczynski define a leader as ‘someone who
exercises influence over other people’.
Another definition is: Leadership is an interpersonal influence
directed toward the achievement of a goal or goals.
• Interpersonal- means between persons. Thus, a leader has

more than one person (group) to lead.
• Influence - is the power to affect others.
• Goal - is the end one strives to attain.
Basically, this traditional definition of leadership says that a
leader influences more than one person toward a goal.
There are different viewpoints on leadership. Some people think
it is an attribute or a position: others think it is a characteristic

of a person and a third group think leadership is a category of
behaviour. Leadership can be viewed from three standpoints:
• An attribute or a position, e.g. the managing director
• A characteristic of a person - a natural leader
• A category of behaviour.

Leadership - The job
Leadership is a dynamic process in a group (or team), where one
individual influences the others to contribute voluntarily to the
achievement of group tasks in a given situation.
Leadership is all about moving people and things on, getting
them from A to B improving performance, changing the way
things are done, making a new product - and if the designated
leader cannot communicate the why, how and when of moving
from A to B then he or she will neither behave like a leader, nor
succeed in the task.
As a function, leadership involves facilitating the achievement
of group goals and has been defined in many ways from ‘that
which leaders do’ to long, complex paragraphs including many
elements. Fiedler, in one of his definitions, writes that a leader
is ‘the individual in the group given the task of directing and
co-ordinating tasks - relevant group activities or who, in the
absence of a designated leader, carries the primary responsibility
for performing these functions in the group’.
From the definitions given (and there are lots more) you may
still wonder what leadership is. Are leaders born or made? Can
anyone be a leader, or only the favoured few? Is there a particu-
lar trick to it, or a particular style, something that, if we could
learn it, would transform our lives? Are there models we
should imitate, great men we can learn from? Do you have to
be popular to be an effective leader? Can you be both well-liked
and productive? The search for answers to questions like these
has prompted a large number of studies and, unfortunately,
none of these has produced a definitive solution to the
leadership puzzle.

The Importance of Leadership
According to Drucker, leadership is ‘the lifting of a man’s vision
to higher sights, the raising of a man’s performance to a higher
standard, the building of a man’s personality beyond its normal
limitations’.
As we have already noted, leadership is a relationship where one
person influences the behaviour or actions of other people.
This involves the leader in communication, motivation and
interpersonal behaviour, which are all important skills that
benefit an organisation. Other benefits from good leadership
include the fact that it:
• Can reduce employee dissatisfaction
• Encourages effective delegation
• Creates team spirit

LESSON 1:
EFFECTIVE LEADERSHIP
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• helps to develop skills and confidence in the group
• helps to enlist support and co-operation from people

outside the group or organisation.

Classical Theories
In the management texts, leadership has been defined in terms
of traits, behaviour, contingency, power and occupation of
administrative position. Hence the variety of theories of
leadership, which can be classified as:
• Trait (or quality) based
• Activity based
• Contingency based
• Style based
• Continuum based.
We will be discussing each of these theories separately, even
though there is a considerable overlap between them, e.g. style
being shown on a continuum and activity-based theories being
classed as a contingency theory by some writers.

Trait Theories
Early studies of leadership were based on the assumption that
leaders were born and not made. They tried to seek out the
common personality characteristics (or traits) so that they had a
basis on which to recognise actual and potential leaders by
knowing their traits and comparing them with the traits of
known leaders.
Lists of leadership qualities were compiled that included:
• Physical traits, such as drive, energy, appearance and height
• Personality traits, such as adaptability, enthusiasm and

self-confidence
• Social traits, such as co-operation, tact, courtesy and

administrative ability.
A major problem with the trait approach is the question of
exactly which traits are important. Despite research, there is no
agreed set of traits, which enable us to predict the successful
leader.
Another version of the trait theory is the situational approach.
The theory here is that leaders are products of particular
situations, e.g. Hider in Germany of the 1930s, Churchill in
Britain of the early 1940s and Mao in China after 1946. A given
set of factors exist in certain situations, e.g. economic depres-
sion, weak government, high unemployment and a
disenchantment with traditional politics. The theory suggests
that a leader emerges who recognises the problems and has
characteristics or traits that fit the needs of the situation.
The trait approach refers to what a leader is. Another approach
to understanding leadership success concentrates on what a
leader does.

Activity-based Theories
Behavioural theories have emphasised the functions of the
leader (what the leader does) and the style of the leader.
Leadership is seen as an active process, a process of goal
attainment involving complex relations between leader and
follower with actions performed both by and for the leader.

If we regard leadership as an activity, practising leadership
means doing things. For example, a leader will issue orders,
persuade and motivate people and get tasks done.
Professor Adair’s action-centred leadership model  is where
task, group and individual needs are interconnected in the
context of total leadership. We have already looked at this
model when discussing teamwork, so we already know that the
basic idea behind his theory is that the leader in any of any
group or team has to strive constantly to achieve three major
goals while at the same time maintaining a position as an
effective leader.
The diagram below shows the overlap of the task, group and
individual needs, and indicates some measure of interrelation
between these factors.
Adair’s Action-centred Leadership Model

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
TASK NEEDS 

 
 
GROUP NEEDS 

• Setting objectives 
• Planning tasks  
• Allocation of responsibilities 
• Setting performance standards

 
 
INDIVIDUAL  
 NEEDS 

• Coaching  
• Counseling 
• Development  
• motivation  

• Communication 
• Team-building  
• Motivation  
• discipline 

Adair’s model of leadership is more a question of appropriate
behaviour than of personality or of being in the right place at
the right time. His model stresses that effective leadership lies in
what the leader does to meet the needs of task, group and
individuals. This takes the model nearer the contingency
approaches of modern theorists, whose concern is with a variety
of factors - task, people and situation all having a bearing on
leadership and leadership styles.

Contingency Based Theories
Simply put, contingency theory sees effective leadership as
depending on a number of variable or contingent factors. There
is no one right way to lead that will fit all situations, rather it is
necessary to lead in a manner that is appropriate to a particular
situation.
The contingency models of leadership included in your
examination syllabus include:
• Fiedler’s contingency model
• Maturity of followers model- Hersey and Blanchard
• Handy’s best fit approach.

Fiedler’s Contingency Theory of Leadership
Fiedler’s contingency theory of leadership has been particularly
influential and offers a systematic way of analysing situations
and then prescribing the most effective leadership response to
that situation. First of all Fiedler developed a new way of
assessing leadership style based on the measurement of the
leader’s LPC (least preferred co-worker) score. This score is
obtained by asking the leader to think of the person with
whom they can work least well-their least preferred co-worker.
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Then they are required to rate that person on 16 dimensions,
each with a positive and negative aspect. Examples of these
dimensions are given below:

 

 

 

Positive Negative 

Pleasant Unpleasant 

Gloomy Cheerful 

Helpful Frustrating 

The leaders who rate their least preferred co-worker negatively
get lower LPC scores and are said to be task orientated. Those
who get high scores and see positive value, even in those they
find it difficult to get on with are said to be relationship
oriented. These measures provide a new and original method
of assessing a person’s leadership orientation.
Contingency theory demonstrates that there is no ideal
personality, nor one best style for a leader. The theory also
provides a basis for developing people as leaders. By making
people aware of the factors affecting the choice of leadership
style and providing a basis for increased self-awareness the
theory gives a useful starting point for leadership training.
The major difficulty for any leader seeking to apply contingency
theory is to actually modify their behaviour as the situation
changes.

Modern Theories

The Hersey-Blanchard situational theory
The Hersey-Blanchard situational theory is based on the
amount of direction (task behavior) and amount of socio-
emotional support (relationship behavior) a leader must
provide given the situation and the ‘level of maturity’ of the
followers.
• Task behaviour is the extent to which the leader engages in

spelling out the duties and responsibilities to an individual
or group. This behaviour includes telling people what to
do, how to do it, when to do it, where to do it, and who’s
to do it. In task behavior the leader engages in one-way
communication.

• Relationship behaviour  is the extent to which the leader
engages in two-way or multi-way communications. This
includes listening, facilitating, and supportive behaviors. In
relationship behavior the leader engages in two-way
communication by providing socio-emotional support.

• Maturity is the willingness and ability of a person to take
responsibility for directing their own behavior. People tend
to have varying degrees of maturity, depending on the
specific task, function, or objective that a leader is
attempting to accomplish through their efforts.

To determine the appropriate leadership style to use in a given
situation, leaders must first determine the maturity level of

their followers in relation to the specific task that they are
attempting to accomplish through the effort of the followers.
As the level of followers’ maturity increases, leaders should
begin to reduce their task behavior and increase relationship
behavior until the followers reach a moderate level of maturity.
As the followers begin to move into an above average level of
maturity, leaders should decrease not only task behavior but
also relationship behaviour.
Once the maturity level is identified, the appropriate leadership
style can be determined. The four leadership styles are:
• Delegating to subordinates
• Participating with subordinates
• Selling ideas to subordinates
• Telling subordinates what to do.
High task/low relationship behaviour  (S1) is referred to as
‘telling’. The leader provides clear instructions and specific
direction. Telling style is best matched with a low follower
readiness level.
High task/high relationship behaviour  (S2) is referred to as
‘selling’. The leader encourages two-way communication and
helps build confidence and motivation on the part of the
employee, although the leader still has responsibility and
controls decisionmaking. Selling style is best matched with a
moderate follower readiness level.
High relationship/low task behaviour (S3) is referred to as
‘participating’. With this style, the leader and followers share
decision-making and no longer need or expect the relationship
to be directive. Participating style is best matched with a
moderate follower readiness level.
Low relationship/low task behaviour  (S4) is labelled
‘delegating’. This style is appropriate for leaders whose
followers are ready to accomplish a particular task and are both
competent and motivated to take full responsibility. Delegating
style is best matched with a high follower readiness level.
Handy’s best fit approach
Handy’s best fit approach joins the contingency approach. He
identifies four factors, which are the key to successful leadership:
• The leader - personality, character and style
• Subordinates - individual and collective personalities and

preference for style of leadership
• The task - objectives, technology and methods of working
• The environment.
From the first three of these factors, Handy creates a spectrum
ranging from ‘tight’ to ‘flexible’.
Handy’s ‘best fit’ occurs where all three factors are at the same
point in the spectrum. Almost inevitably there will be a misfit,
and change, often slow change, will be necessary. A democratic
manager, who inherits a department full of low-calibre staff
used to an autocrat, has a major educational task to perform
quickly in order to survive.
Handy’s fourth factor is the environment. This is defined in
terms of power, organisational norms, the structure and
technology of the organisation, and the variety of the tasks and
subordinates.



4

LE
A

D
E

R
S

H
IP

 A
N

D
 M

A
N

A
G

E
M

E
N

T

Handy’s ‘best fit’ spectrum
Tight  Flexible

The leader 
  
 
  
 

 

• Preference for 
autocratic style. 

• Arrogant and 
contemptuou
s of 
subordinates. 

• Dislikes 
uncertainty. 

Preference for 
democratic style 
Confident in 
subordinates. 
Dislikes stress. 
Accepts reasonable risk 
and uncertainty. 

The 
subordinates 

• Low opinion of 
own abilities.  

• Do not like 
uncertainty in 
their work and 
like to be 
ordered. 

• Regard their work 
as trivial. 

• Past experience in 
work leads to 
acceptance of 
orders.
  

High opinion of own 
abilities.  
Like challenging, 
important work. 
Prepared to accept 
uncertainty and longer 
timescales for results.  
Cultural factors favors 
independence.   
Cultural factors lean them 
towards 
autocratic/dictatorial 
leaders. 

  
The task  

• Job requires no 
initiative, 
routine   and 
repetitive or has 
a certain 
outcome. 

• Short timescale for 
completion 

• Trivial tasks. 

Important tasks with a 
longer timescale. 
 
Problem-solving or decision 
making involved. 
 
Complex work. 

 
You will recognise this approach as being very ‘broad-brush’. In
every organisation there are unique situations; there are also
those individuals who do not wish to be developed or have
their jobs enriched. One researcher found that operatives in a
cheap perfume factory were content just to work almost
automatically. Elsewhere people may be ambitious, or there may
be continual change.
Essentially, the environment can be improved if:
• The leaders are given a clear role and power
• Organisational ‘norms’ can be broken
• Organisational structure is not rigid
• Subordinates in a work group are all of the same quality or

type
• Labour turnover is reduced, especially by keeping managers

in their jobs for a reasonable period of time

Style (behavioural) Theories
This approach concentrates on what a leader does - their
behaviour or style. Terms such as autocratic, democratic,
bureaucratic and laisser-faire have been used to describe the
general approach used by leaders. Style is a difficult factor to
measure or define.

The style of a manager is essentially how he or she operates, but
it is a function of many factors. The early approaches sought to
identify one style that was ‘best’.
Since the 1950s several theories about leadership and manage-
ment style have been put forward. Most have been expressed in
terms of authoritarian versus democratic styles, or people-
oriented versus task-oriented styles. The two extremes can be
described as follows:
• Task-centred leadership - where the main concern of the

leader is getting the job done, achieving objectives and
seeing the group as simply a means to an end.

• Group-centred leadership - where the prime interest of
the leader is to maintain the group, stressing factors such as
mutual trust, friendship, support, respect and warmth of
relationships

Contributors to style theory include Likert, White and Lippitt,
Blake and Mouton and McGregor.
Likert distinguished between four key styles or ‘systems’ of
leadership.
• System 1: Exploitative autocratic - which is the epitome

of the authoritarian style.
• System 2: Benevolent authoritative - is basically a

paternalistic style. There is a limited element of reward, but
communication is restricted. Policy is made at the top but
there is some restricted delegation within rigidly defined
procedures. Criticism or dissent is not tolerated and is
frequently suppressed.

• System 3: Participative - The leader has some incomplete
confidence in subordinates, listens to them but controls
decision-making, motivates by reward and a level of
involvement and will use the ideas and suggestions of
subordinates constructively.

• System 4: Democratic - Management gives economic
rewards, rather than mere ‘pats on the head’, utilises full
group-participation and involves teams in goal setting, and
improving work methods and communication flows up
and down. There is a close psychological relationship
between superiors and subordinates. Decision making is
permitted at all levels and is integrated into the formal
structure with reference to the organisational chart. Each
group overlaps and is linked to the rest of the organisation
by link pins that are members of more than one group.

Likert recognised that each style is relevant in some situations;
for example, in a crisis, a system 1 approach is usually required.
Alternatively when introducing a new system of work, system 4
would be most effective. His research shows that effective
managers are those who adopt either a System 3 or a System 4
leadership style. Both are seen as being based on trust and
paying attention to the needs of both the organisation and
employees.
White and Lippitt argued that to research the effectiveness of
various styles, it is necessary to hold the situation constant.
They set up an experiment, which concentrated on the impact
of three leadership styles in task-oriented groups. The study
involved directing groups of schoolchildren in four different
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clubs. They were carefully matched for IQ, popularity, energy
and so on and all worked on the same project of making
masks. They had three types of leader assigned to them:
• Authoritarian - this leader was to remain aloof and to use

orders without consultation in directing the group
activities.

• Democratic - this leader was to offer guidance, encourage
the children and participate in the group.

• Laissez-faire - this leader gave the children knowledge, but
did not become involved and generally participated little in
the group’s activities.

The results showed the democratic leadership style seemed to
be the most successful:
• Authoritarian - groups became aggressive and/or

apathetic, high dependence on leader, rebellious, attention-
seeking, outbursts of horseplay but group got the work
done.

• Democratic - personal friendly group, a lot of individual
differences but strong group mindedness, steady work,
better results.

• Laissez-faire - group lacked achievement, members asked
lots of questions, unable to plan or reach a decision, played
about, did not get a lot done.

Robert Blake and Jane Mouton in their Ohio State Leadership
Studies, observed two basic ingredients of managerial
behaviour, namely: concern for production (the task), and
concern for people. Concern for production includes the
manager’s attitude towards procedures, processes, work
efficiency, and volume of output. Concern for people includes
personal commitment, sustaining the esteem and trust of the
group, maintaining interpersonal relationships and ensuring
good working conditions.
They recognised that it was possible for concern for production
to be independent of concern for people. It was therefore
possible for a leader to be strong on one and weak on the other,
strong on both, weak on both, or any variation in between.
They devised a series of questions, the answers to which
enabled them to plot these two basic leadership dimensions as
the axes on a grid structure, now commonly referred to as
Blake’s Grid, (shown beow)

A high concern for production will score 9 and a high concern
for people will also score 9, the two co-ordinates on the grid
indicating the proportion of each concern present. Blake and
Mouton picked out these two elements of a manager’s job as
characterising the leadership role.
In Blake’s terminology, someone scoring 1 on the ‘results’ scale
and 9 on the ‘people’ scale is described as a ‘country club
manager’; the opposite, 9,1 style, is characteristic of the dictator.
The unfortunate 1,1 executive doesn’t deserve the title manager
at all, having minimum concern for either results or people. A
5,5 score indicates an average, middle-of-the-road ‘organisation
manager’. Blake and Mouton emphasised from the outset that
managers switch from one style to another, or combine
elements of several in running their operations. The successful
ones adjust purposefully to achieve their ends, the less success-
ful act involuntarily.
The implication is that managers should aim for the 9,9
combination; a goal-centred team approach that seeks to gain
optimum results through participation, involvement, commit-
ment and conflict-solving, where everyone can contribute.
According to Blake and Mouton, individuals can adapt their
style to become more effective personally and, working in a
team, can build the synergy needed to raise output above the
level that could be achieved individually.
The managerial grid is based on the assumption that concern
for production and concern for people are not incompatible. In
this respect they draw from the motivational ideas of Douglas
McGregor, who examined basic assumptions about human
behaviour, which underlie management actions. He defined two
opposing images of human nature, which he called Theory X
and Theory Y  and suggested that the style of supervision or
management adopted would depend on the view taken as to
how subordinates behave.
Douglas McGregor proposed an authoritarian-democratic
approach to management style. His Theory X manager - the
authoritarian - is tough and supports tight controls with
punishment/ reward systems. The contrasting style is that of
the Theory Y manager - the democrat - who is benevolent,
participative and a believer of self-controls.
Theory X assumes that people dislike work and responsibility.
Therefore they must be coerced or manipulated, with supervi-
sion likely to be task-driven, and managers having a high score
on the ‘concern for production’ axis.
Theory Y  assumes that people value work. Because individuals
are motivated by seeking self-achievement, supervision is more
likely to be concerned with the individual and thus managers
will have a high score on the ‘concern for people’ axis.

Continuum of Leadership Behaviour Theories
Unlike some of the leadership theories which presented a
polarized model, Tannenbaum and Schmidt suggested that
leadership style was best described as a continuum. The
appropriate style depends on the characteristics of the leader,
subordinates and the situation.
Some of the leadership theories present two basic choices - a
task-centred leader on the one hand and an employee-centred
one on the other. Likert’s theory offers four choices and the
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managerial grid offers five. The adaptation of leadership styles
to varying contingencies was initially defined by Tannenbaum
and Schmidt in 1958 with their ideas of a leadership con-
tinuum, which is represented in the diagram below:
Tannenbaum and Schmidt’s leadership continuum
Dictatorship Abdication

Manager… 
 
able to make 
unchal lenged 
decisions 
 
 
 
 

 
persuades 
workers 
to accept 

 
presents 
decision-
invites 
questions  

 
presents 
draft 
decision-
invites 
questions 

 
presents 
problem-
decides 
after 
worker 
input  

 
gives 
limits-
all 
discuss-
group 
decides 

 
gives 
limits-
group 
discuss 
& 
decide 
on 
own 

Manager… 
 
tells 

 
tells and 
sells 

 
tells and 
talks
  

 
consults 

 
involves 

 
delegates 

 
abdicates 

The continuum suggests a range of styles between autocratic
and democratic without any suggestion that anyone style is
right or wrong. Tannenbaum and Schmidt’s continuum
recognises that the appropriate style depends upon:
• The leader (personality, values, natural style, etc.)
• The subordinates (their knowledge, experience, attitude,

etc.)
• The situation (such forces as the organisation’s culture,

time pressures, levels of authority and responsibility, etc).
Reappraising their theory in 1973, Tannenbaum and Schmidt
added the influence of the environment on management style,
for example, ecology pressures, education changes, union power
base.
A further development of the continuum was published by the
Ashridge Management College in 1966. Basically, they
suggest four distinct management styles:
• Tells - the autocratic dictator. The manager makes

decisions, issues orders and expects obedience.
Communication is downward with no feedback until after
the event.

• Sells - the persuader. The manager makes the decisions
and tries to persuade staff that it represents their best
interests.

• Consults - partial involvement. The manager retains the
decision-making authority but seeks to elicit other opinions
before reaching a decision. Ashridge points out that this
must be an honest approach, not an attempt to hoodwink
staff where the manager has no intention of changing a
predetermined decision.

• Joins - the democrat. Here the leader joins with the staff
and operates from within the team, seeking to reach a

consensus decision. It is clearly most effective where all
members within the group have knowledge and experience
to contribute so that an evenly balanced informed
discussion can lead to the best decision.

The findings from the study are that employees prefer to receive
the ‘consults’ and ‘joins’ styles, but most managers were scored
as being ‘tells’ and ‘sells’. This was further reflected in the fact
that staff satisfaction in work tended to be higher with staff
who saw their manager’s style as ‘consults’ and ‘joins’.
A further important conclusion was the need for consistency in
leadership style. The least favourable attitudes were found in
staff who professed themselves unable to see a consistent style
in their boss.

Leadership and Management
A leader can be a manager, but a manager is not necessarily a
leader. The leader of the work group may emerge informally as
the choice of the group. If a manager is able to influence people
to achieve the goals of the organisation, without using formal
authority to do so, then the manager is demonstrating leader-
ship.
According to John P. Kotter in his book, A Force .for Change:
How Leadership Differs From Management (The Free Press,
1990), managers must know how to lead as well as manage.
Without leading as well as managing, today’s organisations face
the threat of extinction.
Management is the process of setting and achieving the goals
of the organisation through the functions of management:
planning, organising, directing (or leading), and controlling. A
manager is hired by the organisation and is given formal
authority to direct the activity of others in fulfilling
organisational goals. Thus, leading is a major part of a
manager’s job. Yet a manager must also plan, organise, and
control.
Generally speaking, leadership deals with the interpersonal
aspects of a manager’s job, whereas planning, organising, and
controlling deal with the administrative aspects. Leadership
deals with change, inspiration, motivation, and influence.
Management deals more with carrying out the organisation’s
goals and maintaining equilibrium.
The key point in differentiating between leadership and
management is the idea that employees willingly follow leaders
because they want to, not because they have to. Leaders may not
possess the formal power to reward or sanction performance
because leadership does not necessarily take place within the
hierarchical structure of the organisation. However, employees
give the leader power by complying with what he or she
requests. On the other hand, managers may have to rely on
formal authority to get employees to accomplish goals

The Skills of a Leader
The basic aim of leaders is to succeed in completing the task set
with the help of their group. An effective leader will need to
inspire confidence and trust so that there is maximum co-
operation from the group. In order to achieve this aim, leaders
need certain skills, which include:
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• An understanding of the precise requirements needed

from the group.
• The ability to make decisions, sometimes under pressure.
• An understanding of human nature to appreciate the

attitude of the group.
• Confidence both in the group and themselves.
• The ability to create a sense of direction. Leaders should

have a clear idea of what they are trying to achieve with their
group, department, business unit or organisation. This
needs to be a vision which is appealing to the staff and well
communicated to them, allowing staff who do not share
the vision to leave the unit over time and bond together
those that remain around a common purpose.

• The ability to think strategically. Innovation and vision
take a long while to see through from inception through to
fruition or failure. The leader must be interested in the
long-term view of the group.

• Entrepreneurial abilities. Leaders should be able to
identify opportunities and win the resources necessary to
exploit them.

• The ability to lead from the front. Leaders must be able to
inspire and motivate, to translate the vision into
achievement.

• The possession of good communication skills. If
leaders are to conceive a vision, develop it into a strategy,
win scarce organisational resources and gain the support of
their staff, then they will need to be a competent
communicator.

The leader needs to use these skills to satisfy Adair’s three
principle requirements of leadership:
• Satisfy the task’s needs. The leader ensures that the purpose

- completion of the task - is fulfilled.
• Satisfy the group’s needs. Until the task is completed, the

group has to be held together; the leader must maintain
team spirit and build morale.

• Satisfy the individual’s needs. Each member of a group or
team has individual needs and the leader should try to
ascertain these needs and work towards satisfying them as
far as is possible within the group’s needs.

Leadership in the 21st Century
One of greatest shortcomings of traditional theories of
management is the alarming absence of any discussion of
customers or guests. Most of these theories seem to suggest
that management activities occur in a vacuum of internal
operations. Contemporary leadership and management practices
focus first and foremost on the customer / guest. Today,
virtually every major hospitality company is reevaluating,
restructuring, or reengineering its organization to meet and
exceed the expectations of their guests. The resulting organiza-
tional changes create new duties and responsibilities for
managers, supervisors, and employees alike.
Caught in the midst of these larger changes, managers try to do
things right, but few can say for sure if they’re actually doing the
right things. As we’ve seen in this chapter, the traditional

approaches to defining the job of management no longer
provide a straight and narrow path for professional growth and
development. Many of today’s managers find themselves lost
in a bewildering maze of contradictory functions, roles, skills,
and styles. While there are no textbook answers to the contem-
porary challenges of leadership and management, a new
direction for managers is emerging from the practices of today’s
successful hospitality companies. These practices encourage a
balance of the focus of management with the vision of
leadership.

Balancing Management and Leadership

Exhibit shown above outlines some of the seemingly contra-
dictory responsibilities that managers need to balance. It’s
important for managers to continue to do things right, but they
must constantly ask themselves whether they are actually doing
the right things. For example, managers direct operations, but
they learn what to direct and how to direct by monitoring guest
expectations. Managers must enforce policies and rules, but they
must create within their staff an understanding of “Why these
particular policies?” and “Why these rules?” by communicating
a vision of the organization and the values that drive that
vision. Managers must work with their staffs to design
procedures and tasks in their areas, but they must also manage
the broader systems and processes of which those procedures
and tasks are a part. Managers are responsible for the results of
their operational areas, but they achieve results by supporting
the efforts of people in their departments. Managers are
responsible for fostering stability within their areas, but stability
does not necessarily mean preserving the status quo-it can very
well mean creating a learning environment by fostering change
and engaging in continuous improvement efforts. In short,
managers must also be leaders.

What Is Leadership Today?
After thousands of studies, all we know for sure about
leadership is that it is complicated, managers can exercise their
leadership talents in a variety of ways, and leadership takes on
different forms at different times. The following characteristics
describe the ideal for twenty-first century leaders5 (past views
have been listed for comparison purposes):
Leadership Yesterday Leadership Today
Commerce Compassion
Work Balance life and work
Answers Questions
High-tech High-touch
Directives Participation
Rationalism Spirituality
Serious Fun
Independent Interdependence
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Exclusive Inclusive
Return-an-investment Human worth
Directives Conversations
Homeostasis Ambiguity
Company goals Self-knowledge
Conventional Unconventional
Speaks Listens
Objective Relational
Colloquial Global
There is a difference between leadership and management:
Leadership Management
Is an influence relationship Is an authority relation

ship
Is done by leaders and Is done by managers and
collaborators subordinates
Is an episodic affair Is done continuously
Does not require a position from Requires position power
which to operate from which to operate
Vision plays an especially important role in leadership. All great
leaders need a clear vision of where their organizations should
be heading. The vision must be attractive and compelling-a
long-term dream that stretches and motivates. To be effective, it
should reach hearts and minds, raise ambitions, and be a
catalyst for action. To act as a catalyst, a vision must be owned
by as many people as possible. Essentially, a vision is a shared
view of the future. A vision is not static; it lives, grows, and
evolves. It can never be “reached.” Without a vision, a leader
cannot move an organization forward. However, a vision in
itself is little more than an empty dream until it is widely shared
and accepted.

Leadership Theories
Four leadership theories are most dominant today. These
theories vary considerably all have merit. The key for hospitality
managers is to decide which leadership approach best suits their
knowledge, skills, and abilities.

Personality-Based Leadership
Throughout history, many people have believed that only
charismatic individuals can be good leaders. That is not true.
Many people who are not charismatic are good leaders. Never-
theless, it is important to note that great charisma and great
leadership qualities often go hand in hand.
Six qualities are normally associated with charismatic leaders:
vision and articulation, sensitivity to others’ needs, environ-
mental sensitivity, unconventional behavior, taking personal
risks, and upsetting the status quo. Charismatic leaders also
have something else in common; they inspire intense feelings
on the part of followers. These feelings include loyalty, respect,
affection, acceptance, an increased sense of personal power, and
excitement.

Situational Leadership
For more than twenty years, situational leadership has been
viewed by many as a very good way to apply leadership skills.
This approach does not attempt to define what a good leader is

from a personality standpoint. Instead, situational leadership
uses supportive and directive behaviors to create four leadership
styles that are appropriate at various times, depending on the
situation and the developmental level of an employee or work
group. Situational leaders recognize that the best leadership style
will vary, depending on the situation. For example, in an
emergency, or when someone is learning a skill for the first time,
it is better, according to situational leadership, to be more
directive (spell out tasks and goals very clearly) than supportive.
The situational leadership scale is useful in helping people
understand how to lead others effectively. The scale is most
easily pictured on a continuum:
Directing Coaching Supporting Delegating
(Dependent) (Independent)
When people take on a new task, they begin on the dependent
end of the continuum and need more direction from a leader.
Then, moving at different speeds (depending on the person’s
experience, ability, and sense of self-worth, as well as the
responses he or she gets from the leader), a person begins to
move along the scale toward independence. When indepen-
dence is reached, the leader can delegate tasks rather than direct
tasks. A situational leader must be sensitive enough to move
along the continuum as he or she leads, depending on the
person and the situation.

Transactional Leadership.
Transactional leadership is sometimes called “bartering” or
“leader-follower exchange.” Transactional leadership is based on
an exchange of services. Workers exchange levels of perfor-
mance for certain types of rewards (such as salary, bonuses, time
off, and so on). The rewards come from the leader, who
controls all rewards in this system. Practicing transactional
leadership involves giving out rewards to workers in exchange
for compliance or good performance, or giving out punish-
ments for non-compliance or non-performance.

Transformational Leadership
To understand the transformational approach to leadership, you
need to know about Type A and Type Z organizations and their
differences. Type A organizations are those where leaders make
the decisions and workers follow. The capital letter “A” (smaller
at the top than the bottom) illustrates how a small number of
leaders at the top direct a large number of workers below them
in the organization. Type Z organizations, in contrast, are those
wherein the differences in status between workers and managers
are less pronounced and decision-making takes on a participa-
tive tone. In this type of organization, “consensual” or
“facilitative” power is most useful. This power is manifested
through workers, rather than from above them, as in Type A
organizations. The letter “Z” illustrates an organizational
decision-making structure in which many people at different
organizational levels might participate in deciding what to do
and how to do it. Transformational leaders involve their staff
members in collaborative goal-setting and share leadership with
others by delegating power.
Transformational leaders communicate a vision that inspires
and motivates people to achieve something extraordinary.
Effective transformational leaders typically have the ability to
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align people and systems with their vision. These leaders pay
attention to the concerns and developmental needs of their
staff members. They assist staff members by helping them to
look at old problems in new ways. They are able to excite,
arouse, and inspire workers to put out extra effort to achieve
group goals. In the final analysis, staff members adopt the
transformational leader’s vision as if it were their own. After the
transformational leader leaves, staff members continue the
effort to achieve the now-shared vision.
As you can see, transformational leaders are more visionary and
inspirational in their approach than situational leaders. They can
inspire intense emotions in their followers. Rather than
handing out rewards for performance, as transactional leaders
do, transformational leaders attempt to build within their staff
members a sense of ownership of the vision by involving
them in the decision-making process.

Management Functions Vs. Management Behavior
Management studies from 1965 to 1985 attempted to rank
management functions in relation to the amount of time spent
on each by different levels of management. These studies
seemed to consistently find that top managers spent relatively
more time with planning and organizing functions than did
middle managers and supervisors, and that middle managers
and supervisors spent more time directing their departments
and employees than top managers spent directing their
divisions and organizations. Despite these research findings, it
would seem that characterizing management as a set of
functions imparts a false sense of logic and rationality to a
manager’s job-as if a manager’s activities could be easily
pigeonholed into separate functions.
In practice, management functions cut across most managerial
activities. For example, is it simply a planning function when
supervisors develop work schedules for their employees? Or, is
it more of an organizing activity, a coordinating activity, a
staffing activity, or a controlling activity? Each of these functions
could apply in a significant way to the specific task of scheduling
employees to work. Clearly, the usefulness of the functional
approach to understanding management diminishes as you try
to apply the functions to individual management activities and
tasks.
In his classic article, “What Effective General Managers Really
Do,” John P. Kotter notes that the daily activities of most
general managers seem to have little to do with textbook
management functions such as planning, organizing, staffing,
etc. In fact, Kotter found that a large gap exists between the
traditional management functions and actual managerial
behavior.
Observing the day-to-day activities of successful general
managers from different types of companies, Kotter compiled
notes similar to daily logs, listing actual events as they happened
and recording time frames for each event. Kotter found that the
general managers spent 70 to 90 percent of their time in brief,
fragmented conversations with others on virtually anything and
everything even remotely associated with their organizations.
The people that the general managers talked with went well
beyond those directly reporting to them. In fact, Kotter found

that general managers regularly ignored the formal chain of
command and talked directly with many managers and employ-
ees that were several levels below them in the management
hierarchy.
During their conversations, the general managers asked a lot of
questions but rarely made any “big” decisions. Discussions were
often full of joking and kidding, usually on non-work-related
issues. In these conversations, the general managers rarely gave
orders; instead, they would either react to what others said or
use persuasive techniques to influence others to take some kind
of action. Perhaps Kotter’s most interesting findings were:
• The typical general manager’s day was unplanned.
• Most of a general manager’s time with others was spent in

short, disjointed conversations.
• Discussions of a single question or issue rarely lasted more

than ten minutes.
On the surface, Kotter’s findings seem to be textbook examples
of exactly how not to behave as a general manager. How are
planning and organizing functions applied in unplanned days
full of short, disjointed conversations? Kotter concluded that,
below the surface, these functions still existed, but that general
managers applied them through unique forms of agenda-
setting and network building.
Kotter noted that a general manager’s agenda, or plan, was
usually different from the formal plans or strategies of the
organization. He found that these agendas covered a broad
range of loosely connected issues and goals and that they
spanned very different time horizons. Some agenda items were
very specific; others were vague and ambiguous.
Kotter also noted that a general manager’s network was very
different from the organizational structure of the company. The
networks that general managers built were cooperative relation-
ships among those people whom they felt were essential to
accomplishing goals and items on their unique agendas.
It sounds as if successful general managers found ways to get
things done by avoiding the formal planning processes of their
companies and by ignoring their organizational structures as
well. They succeeded in spite of the formal planning and
organizing functions within their organizations. The big
question is why?
Kotter insightfully addressed this as well. He noted that to
understand the agenda-setting and network-building behavior
of successful general managers, you first need to recognize the
unique types of challenges and dilemmas found in most of
their jobs. He describes the challenge met by agenda-setting as:
“Figuring out what to do despite uncertainty, great diversity,
and an enormous amount of potentially relevant information.”
He also describes the dilemma of network building as:
“Getting things done through a large and diverse set of people
despite having little direct control over most of them.” These
are the challenges and dilemmas faced by today’s top-, middle-,
and lower-level managers.
Corporate offices of lodging and food service chains (and
management companies as well) are releasing more responsibil-
ity and authority to individual properties and business units to
meet and exceed their guests’ expectations within their unique
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competitive environments. There are fewer and fewer corporate
directives and formulas to guide business decisions at the
property level. Instead, corporate offices are supplying more and
more data and information for general managers to analyze in
the context of their own business situations. As a result,
general managers find themselves with more freedom to act and
with greater accountability for the results of their actions. Faced
with new decision-making situations, today’s general managers
are, indeed, charged with “figuring out what to do despite
uncertainty, great diversity, and an enormous amount of
potentially relevant information.” The success of today’ s
general manager in meeting these new challenges may depend a
great deal on the individual’s agenda-setting and networking
abilities. As general managers release more decision-making
responsibility down through the levels of their organization,
department managers and supervisors also face similar types of
challenges.

Traditional Management Roles
Much in the same vein as Kotter, Henry Mintzberg looked at
what managers actually do in their jobs and found that Fayol’s
management functions were inadequate descriptions of
managerial work. In his classic business article, “The Manager’s
Job: Folklore and Fact,” Mintzberg suggested that planning,
organizing, etc., were at best only vague objectives that manag-
ers have as they work. Their actual behavior is better
characterized by brevity, variety, fragmentation, and oral
communication. The appendix to this chapter presents a day in
the life of Hans Willirnann, the general manager of the 343-
room Four Seasons in Chicago. The activities of his day reflect
the behavior described not only by Mintzberg, but by Kotter as
well.
In particular, Mintzberg noted that managers are not reflective,
systematic planners. The managers he studied invariably
preferred action to reflection. When those managers did plan,
they didn’t retreat to a solitary state of reflection with an abstract
planning process. Rather, they planned in the context of their
daily actions, and their plans existed mainly in their heads as
flexible, but specific, intentions.
Mintzberg proposed that a manager’s job is better described in
terms of various “roles,” or organized sets of behaviors
appropriate to management positions. He identified three
major role categories-interpersonal, informational, and deci-
sional-and described ten roles that formed an integrated whole
making up the job of an effective manager.
While these roles are inseparable from every manager’s job,
different management positions tend to emphasize different
sets. For example, interpersonal roles are more central to the job
of a sales manager, informational roles are more central to staff
managers such as controllers or human resources managers, and
decisional roles are more central to the job of a production
manager like an executive chef or catering manager.

Categories  Roles 

Interpersonal Roles Figurehead 
   Performs ceremonial or symbolic acts as the formal  
   representative of an organization or department. 
   Leader 
   Acts to create a productive atmosphere in the workplace.  
   Liaison 
   Networks with peers and others outside the organization’s 
   vertical chain of command. 
Information Roles Monitor 
   Gather information from both formal and informal  
   channels within the organization. 
   Disseminator 
   Passes information on to staff members who otherwise 
   would not have access to it. 
   Spokesperson 
   Sends information through speeches, letters, reports, or 
   memos to people outside the department or organization.  
Decisional Roles  Entrepreneur 
   Initiates change within a department or organization.  
   Distribute Handler 
   Resolves conflicts among staff members and problems that 
   arise in day-to-day operations. 
   Resource Allocator 
   Distributes resources to achieve organizational goals and 
   departmental objectives. 
   Negotiator 
   Bargain with unions, contracts with suppliers, and sets  
   goals with individual staff members. 
 
 

From Management Roles to Practical Skills
Much of the value of Mintzberg’s work lies in providing
managers with tools for gaining insight into their own work. A
manager’s performance often depends on how well he or she
understands and responds to the pressures and dilemmas of
the job. All managers, but especially new managers, benefit
from knowing that effective performance in decisional roles
depends largely on contacts and information obtained by
performing interpersonal and informational roles.
The interpersonal roles stress that much of a manager’s time
and effort is devoted to people. Especially in the hospitality
industry, managers constantly interact with guests, employees,
peers, and their bosses. An area often overlooked by new
managers is what Mintzberg describes as the liaison role. People
that are new to managerial jobs tend to focus almost exclusively
on their departmental leader roles, feeling that other depart-
ments and functional areas are not their concern. Actually, new
managers need to take the time and make the effort to establish
a network of contacts with peers in other departments.
Otherwise, they will not develop the wider perspective needed
to make effective decisions within their own areas.
The informational roles emphasize the importance of formal
and informal channels of communication. Again, most of a
manager’s daily activity is taken up with communicating. It’s
important for new managers to realize that they shouldn’t leave
meetings, hang up the telephone, or brush people out of their
office in order to get back to work. Meetings, phone calls,
interactions, and even interruptions by others are to a large
extent part and parcel of their jobs as managers.
In attacking the traditional view of management as a logical
series of functions, Mintzberg’s managerial roles focus on the
practical side of a manager’s job and introduce a number of
skills that managers need to perform effectively. These skills
include:
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• Developing peer relationships
• Carrying out negotiations
• Creating an atmosphere for a self-motivated staff
• Resolving conflicts
• Establishing information networks
• Disseminating information
• Making decisions in conditions of extreme ambiguity
• Allocating resources
Mintzberg’s focus on specific, practical skills runs counter to the
prevailing notion of traditional management skills.

Traditional Management Skills
While the functions of management attempt to categorize the
many activities associated with a manager’s job, another
approach to management focuses on the skills that managers
need to carry out their jobs effectively. Robert L. Katz offered a
view of management in relation to three skills:
• Technical skill
• Human relations skill
• Conceptual skill
Technical skill involves specialized knowledge of tools,
techniques, methods, procedures, or processes associated with a
specific type of activity. Executive chefs, chief engineers,
marketing specialists, controllers, and other types of hospitality
managers apply a unique set of technical skills to their particular
jobs. Human relations skill is the ability of a manager to
work effectively with people at every level in the organization.
Managers need interpersonal skills that enable them to relate to
guests, bosses, peers, and employees. Conceptual skill
involves a manager’s ability to see beyond the technical aspects
of his or her position. It includes recognizing the interdepen-
dence of various departments and functional areas within the
organization as well as seeing the bigger picture of how the
organization fits into the structure of the industry, the commu-
nity, and the wider world at large.

Traditional and Contemporary Management Skills

Traditional Cross-Section of Management Skills 
Skills Needed 

 
Top Managers 
 
 
Middle Managers 
 
 
Supervisors 

 

Contemporary Cross-Section of Management Skills 

Skills Needed 
 

Top Managers 
 
 
 
Middle Managers 
 
 
Supervisors 
 
 
Employees 
 

Katz first proposed this “three skills” approach to management
in 1955, when the vast majority of businesses and corporations
were structured as centralized hierarchies with multiple manage-
ment layers. At that time, he concluded that the relative
importance of these skills to a manager varied in relation to the
manager’s level within the organization. Managers in the lower
levels of an organization, such as supervisors, had the greatest
need for technical and human relations skills. The effectiveness
of middle managers, such as department heads, depended
largely on human relations and conceptual skills. Conceptual
skill was seen as most important for top managers, such as
general managers and corporate executives. In fact, Katz felt
that, at the top level of an organization, managers needed few,
if any, technical skills. They could perform effectively if their
human relations skills and conceptual skills were highly
developed. The top portion of Exhibit shown above diagrams
the relative importance of these traditional skills to different
levels of management in the late 1950s.
However, in 1974, Katz proposed a slightly different picture. He
suggested that technical skills were more important at top
management levels than he had originally proposed-especially in
relation to managers within small companies. This certainly
rings true in relation to hospitality businesses. The manager of
a restaurant unit, department managers in a hotel, and even
corporate division managers need a solid base of technical skills
to model the behaviors they expect from their staff. When a
restaurant is short-staffed, the manager serves guests, operates a
point-of-sale terminal, fills in at the broiler, or even works the
dishline.
Today, the relative importance of Katz’s three skills to different
levels of management is becoming more and more difficult to
determine. For example, hospitality supervisors need concep-
tual skills as much as they require expertise in technical skills. In
order to make the right day-to-day operational decisions,
supervisors need to understand how their actions affect the
overall financial situation of the business.
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Decentralization, flatter organizational structures, cross-
functional managers, empowered employees, and team-based
work processes are fast redistributing the emphasis on each skill
throughout many hospitality organizations. The lower portion
of Exhibit shown above diagrams the relative importance of
traditional management skills at different levels within today’s
flatter, more decentralized organizations. Note that line
employees have been added to the management matrix.
Katz’s early work seemed to suggest that employees simply
needed technical skills to perform their jobs. This has never
been true in the hospitality business. Employees in high guest-
contact positions have always needed human relations skills to
communicate with guests and satisfy their needs. In today’s
empowered workplace, hospitality employees will need greater
conceptual skills as they solve problems, make decisions, and
take actions to meet or exceed guests’ expectations.
Knowing about traditional management skills enables indi-
viduals within an organization to think about the broad
demands that their jobs place on them. However, the general
skills identified by Katz are not very helpful to managers,
supervisors, or employees in the everyday realities of work.

Chapter Summary
In this chapter, we have mainly looked at the various theories
of effective leadership style and the differences between them.

Key Points

• There are different views on leadership. Some people think
it is an attribute or a position: others think it is a
characteristic, and a third group think leadership is a
category of behaviour.

• There are five or six categories of leadership - trait or
quality based, activity based, contingency based, style
based and continuum based.

• Leadership traits include physical, personality and social
traits.

• Leadership as an active process involves giving instructions,
persuasion and motivation.

• Adair’s model stresses that leadership focuses on the needs
of the task, group and individuals.

• Contingency theory shows that there is no ideal
personality. It provides a basis for increased self-
awareness and leadership training.

• The Hersey-Blanchard theory is based on the direction
and socio-emotional support the maturity level of the
followers need.

• Having identified the maturity level, appropriate leadership
style can be adopted. These may be classified as delegating,
participating, selling and telling.

• Handy identifies the attributes of the leader and
subordinates, the task and environment as the four key
factors in successful leadership.

• The environment can be improved if the organisation is
not rigid, if there is stability of quality staff and if the
leader has a clear role.

• Most styes have been classified in terms of how
authoritarian or democratic they are. The two extremes
of leadership style could be described as task centred or
group centred.

• White and Lippitt researched the impact of authoritarian,
democratic and laissez-faire leadership styles and found the
democratic style to be the most successful.

• The management grid of Blake and Mouton is based on
two fundamental ingredients of managerial behaviour:
concern for production, and concern for people.

• McGregor proposed that there were two styles of
management: authoritarian and democratic, which he
termed ‘Theory X’ and ‘Theory Y’ respectively.

• Unlike some of the leadership theories which presented a
polarised model, Tannenbaum and Schmidt suggested
that leadership style was best described as a continuum.
The appropriate style depends on the characteristics of the
leader, subordinates and the situation.

• Ashridge Management College suggested four distinct
management styles as a development of the continuum
idea. These are: ‘tells’, ‘sells’, ‘consults’ and ‘joins’.

• Leadership, as part of management, emphasises
interpersonal relationships and the encouragement of
latent human capabilities. Successful leadership depends
not only on the knowledge, skills and personality of the
leader, but also on the task to be achieved, the skills and
motivation of the team.

• To inspire confidence and trust, leaders must have many
skills. These include: intelligence, confidence,
decisiveness, strategic thinking, entrepreneurial ability
and communication ability.  These skills should enable
the leader to comply with Adair’s principles: to satisfy the
needs of the task, group and individual.

Student Activity
The nature and importance of leadership
1. What are the three standpoints that leadership can be

viewed from?
2. Explain how a manager is linked within the organization.

Modern Theories

3. What does a ‘concern for production’ include?
4. Which style treats people as a commodity or like machines?
5. What happens in the task-centred style of command?
6. Blake and Mouton define 9,9, team-centred results based

leadership, as the theoretical ultimate. Identify some
situations where 9,9 may not be the best approach but 1.9
or 9.1 may provide a better basis.

The Skills of a Leader

7. Outline some of the skills of a leader.
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Objective
• By the time you have finished this chapter you should be

able to explain the importance of goal setting
• Compare and contrast profit and other objectives: Drucker,

Cyert and March, marginalist theories, Simon]
• Explain the behavioural theories of objective setting
• Explain the importance of understanding ethics and social

responsibility
• Compare and contrast the difference between corporate

objectives and personal objectives
• Illustrate the difference between quantitative and qualitative

target setting
• Outline the management role in identifying performance

standards and accountability 
• Identify methods to measure achievement of objectives.

Outline Of Lesson Plan
• The need for objective setting
• Profit and other objectives·
• Social and ethical responsibilities·
• Corporate objectives and personal objectives
• Quantitative and qualitative target setting
• Identifying performance standards and accountability
• Methods to measure achievement of objectives
In this chapter we examine the types of objective that may be
established for organisations. The terminology in this area can
be confusing, and we therefore attempt to distinguish between
terms such as ‘mission’, ‘goal’ and ‘objective’. From this
discussion there emerges a kind of hierarchical relationship
between different levels of goals, and this partly explains the
process by which organisational objectives are set and commu-
nicated to members of the organisation. (How these
individuals can be motivated to work towards the
organisational goals is another matter, and one that will be
discussed in a later chapter.)
We then go on to look at the differences between corporate
objectives and personal objectives, and how this might create a
conflict of interests. Also, we contrast qualitative and quantita-
tive target setting.
Finally in this chapter we examine ways in which management
must identify performance standards and accountability to
control the achievement of objectives. These can then be
measured by means of performance indicators.

The Need for Objectives

Planning
We have already noted that the functions of management
include planning, where managers establish goals, objectives,

strategies and policies, and plan to achieve the stated aims of
the organisation; and organising, where managers structure the
tasks that need to be performed, and decide which department
and which individuals will complete which task and when.
Planning helps the organisation to define its purposes and
activities. It enables performance standards to be set so that
results can be compared with the standard to help managers to
see how the organisation is progressing towards its goals.
Plans must be flexible to cope with the changing environment.
They should be based on clearly defined objectives, be precise,
practicable and simple to understand and operate.

Planning in organisation 
 
 
 

 
 

 

 
 

 
 
 

Inputs 

Formulation of goals 

Series of activities 

Determination of 
objectives 

Corporate strategy  

Goal  
outputs 

Hierarchy of Plans
Plans are made at various levels in an organisation and may be
stated in the form o f  a hierarchy. The following diagram
illustrates the hierarchical relationship of mission, goal objec-
tives, strategy, tactics and operational plans.

 All-embracing 

 General 

 Specific 

 Detailed targets 

   
 Implementation targets 

 Action targets 

Mission 

Goals 

Objectives 

Strategy 

Tactics 

Operational 
plans 

It is very important to decide on the purpose and mission of
an enterprise because it makes it easier to state clear and realistic
objectives, strategies and plans.

LESSON 2:
GOAL SETTING
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In this text we adhere to the view that goals will be a narrative
transformation of the mission statement (or mission), and
typically a goal will be transformed into one or more specific
objectives. Thus, we categorise objectives into six components:
• Mission
• Goals
• Objectives
• Strategies
• Tactics
• Actions, programmes and rules.
At each higher level in the hierarchy the objectives are more
relevant to a greater proportion of the organisation’s activities,
so that the objectives at the top of the hierarchy are relevant to
every aspect of the organisation.
There is no reason for you to be worried about the confusion
of terms. Your examiner will also be aware that writers and
practitioners use them interchangeable. It is important,
however, for you to clarify the ways in which you are using
them.

Mission
Every organisation will have a purpose for its continued
existence. A mission statement expresses this purpose and can
therefore be a brief statement, e.g. Du Pont Company’s mission
is expressed as ‘better things through chemistry’. It should also
be stable, not subject to changes of fashion – McDonald’s has
been constant since the company was formed in 1955.
Part of the process of defining an organisation’s mission is to
decide what role it is to play. There are at least two ways of
looking at the role of a mission statement:
• It is a description of the pervading culture of an

organisation. It defines the assumptions, values and beliefs
regarded as important by those managing the organisation.

• It is strategic tool, a discipline that forces managers to think
carefully about the goalsthey should be pursuing. It helps
them to formulate plans for achieving them.

Goals
An organisation’s goals are the intentions behind its decisions
or actions. They are the secondary and mainly narrative objec-
tives derived from the mission and are set in advance of
strategy.

Objectives
Objectives are goals expressed in a form in which they can be
measured. Objectives do not only represent the end point of
planning: they are the ends towards which management
activities and resource usage is directed. They therefore provide a
sense of direction and a measure of the achievement of success.

Strategies
Strategies relate to broad areas of an enterprise’s operations and
can be defined as ‘a course of action, using specified resources to
achieve a defined objective’. The purpose of a strategy is
therefore to furnish a framework for more detailed tactical
planning and action.

Tactics
Tactics are actions carried out to put into effect the details of a
strategic decision - tactics can therefore be seen as the detailed
implementation of a strategy. In addition, same tactical
decisions will be made in response to changing circumstances.

Actions, Programmes and Rules
These are the operational practices that translate the intention of
the tactics into action by individuals and are therefore detailed,
short term and subject to immediate control.

Objective Setting
Objectives state end results, and overall objectives need to be
supported by sub-objectives. Thus, a hierarchy of objectives is
formed as well as an interlinking network of objectives between
the different functions. Furthermore, organisations and
managers have multiple goals, which may be incompatible and
create conflict. A manager may have to choose between short-
term and long-term achievement, and personal interests may
Drucker maintains that there are several factors that should be
considered when setting objectives:
• Objectives are commitments to action through which the

mission of the business is to be carried out, and provide
the standards against which performance is to be measured.

• Objectives must be operational- that is, capable of being
converted into specific targets and implying certain courses
of action.

• Objectives should be of a fundamental nature to ensure
the concentration of resources - that is, objectives must be
selective.

• A number of objectives are required to manage a business
adequately.

Objectives are needed in all areas upon which the survival of the
organisation depends.
Drucker is an advocate of the hierarchy approach to corporate
objective setting whereby the primary objectives are defined
before the lower level objectives. In this way, the overall
objective specifies the lower or sub-objectives.

Profit and Other Objectives
Drucker’s classification of objectives
Peter Drucker in The Practice of Management suggested the
following classification of objectives:
• Profitability - The primary objective of a profit-earning

business is customarily accepted as being growth in
earnings per share. At some stage in the planning
procedure, probably at the time of developing the strategic
plan, the objective for earnings per share will need to be
translated into targets for control linking sales, profit and
capital employed.

• Innovation - The board must determine whether it
intends to lead in developing technology and products, to
follow other companies or to design to customer needs.

• Market standing - Objectives will include the products
which are to be sold in various markets.

• Productivity - Targets will be set in terms of output in
relation to manpower, plant, material yields and costs.
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• Financial and physical resources - Finance will be

needed to make the other objectives possible, and
objectives under this heading will include:

• the amount of capital to be raised from outside
sources

• the sources to be used
• the form in which capital will be raised.

• Manager performance and development - Objectives will
cover matters such as quality and availability of
management, measures of performance, training and
development, reward systems, management style, and
organisation climate and communications.

• Public responsibility - Under this heading there may well be
objectives relating to:

• preservation and improvement of the environment
• consumer protection, and the avoidance of socially

undesirable activities
• improvement of conditions of work for employees.

The Profit Objective
For success, the primary objectives of a business organisation
are generally:
• To continue in existence
• To maintain growth and development
• To make a profit.
All three objectives are linked because it is a matter of debate
whether the organisation survives and develops in order to
make a profit or makes a profit so that it can survive and
develop. If we consider survival as the ultimate objective of the
organisation, then this involves the need for a steady and
continuous profit. A reduction in short-term profitability is
required to provide for future investments and maintain
growth and development.
Although there have been suggestions that the main objective
of a company is simply survival, we can surely agree with
Argenti that this is inadequate. Survival is not an end in itself;
most organisations would want to reach a certain minimum
performance level better than just ‘hanging on’, and if this was
not attainable the shareholders might not wish for the survival
of the company. Shareholders are obviously a major group to
be taken into account when setting objectives. If we ask ‘why
does the company want to survive?’, the answer must be to
make a profit or to maximise the wealth of investors in the
company (the shareholders).
What about the objective of customer satisfaction? Again, why
does the company wish for satisfied customers - unless to make
a profit?

Customer Satisfaction
Drucker suggests that a company exists to ‘create a customer’,
or, as others have put it, ‘to satisfy a customer need’. The view
is that unless companies achieves a satisfactory level of customer
satisfaction, they will soon close down.
Taken to its logical conclusion, customer satisfaction will
increase as the quality of the product improves and its price
falls. It could be argued, therefore, that customer satisfaction

and profit are incompatible corporate objectives. The
optimisation of one is a virtual guarantee of low performance
by the other because they pull in different directions, e.g. ‘Good
food costs less at Sainsbury’s’ and ‘We are never knowingly
undersold’ (john Lewis Partnership).

Factors that Pull Against Profit Maximisation
Herbert Simon argues that objectives may be seen as the set of
constraints that the organisation must satisfy, namely profit for
the shareholders, satisfaction of employees, meeting govern-
ment demands, pacifying environmentalists and meeting
customer requirements
In a practical context, other factors are important because they
pull against profit maximisation. These are discussed below.

Separation of Management and Ownership
In large companies there are many shareholders, each with a
relatively small share of the company, and the company is
managed by directors who may not have a large shareholding.
Provided that they can earn enough to satisfy the shareholders,
such directors might be more interested in factors such as
geographical market spread, prestigious buildings, the
company’s public image, and so on, rather than in obtaining the
maximum return. This ties in with Cyert and March’s
‘behavioural theory of the firm’.
Cyert and March have proposed a consensus theory of company
objectives. They suggest that ‘organisations do not have
objectives, only people have objectives’, and therefore the
objectives that are pursued by an organisation represent a
compromise between objectives of various groups within the
organisation, including shareholders and directors. They believe
that personal objectives tend to emerge as corporate objectives.
Certainly, a company can reflect the personal ambitions of a
dominant chairman or chief executive.
In recent years, with improvements in financial communication
and greater safeguards for employee and investor, there has
developed a consensus view of objectives. This consensus view
takes account of the interests of all important stakeholder
groups and seeks to set objectives that will satisfy several groups
rather than a single primary stakeholder group.
One of the implications of the ‘coalition theory’ is that
decisions are made within a business to try to ‘satisfy’ the
aspirations of the different groups that make up the coalition.
The business is seen as a ‘satisfier’ rather than as a ‘maximiser’ -
in other words, objectives are formed and decisions are made so
as to attain a satisfactory outcome, which won’t upset the
coalition, rather than the largest possible profits (‘profit
maxirnisation’) for the shareholders or owners of the business.

Responsibilities and Constraints
Companies have obligations to groups other than shareholders,
employees, customers and the public at large. Although the
economic objective may remain the primary one, because it is
fundamental to the company’s survival, the company may set
itself other objectives. These could be concerned with improv-
ing the welfare of (or its relations with) other groups -
objectives which may well reduce the amount of profit which
could otherwise have been earned. These are internal con-
straints.
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There may also be external constraints, for instance in the form
of legislation. In formal terms, constraints are decision rules
that preclude certain courses of action.

Conflict between Long and Short Term
A company might be able to improve its profit in the long run
by sacrificing some prom in the short term, for instance by
spending money on product development. Conversely, if the
company concentrated on short-term profitability it would be
likely to find itself in an unhealthy position in the long term.
For all the above reasons, a company should think of profit
optimisation, i.e. maxirnisation subject to constraints, rather
than of profit maximisation.

The Stakeholder Approach
The ‘stakeholder’ approach suggests that the objectives of an
organisation should be derived by balancing the often conflict-
ing claims of the various stakeholders (or coalitions) in the
organisation. These stakeholders consist of coalitions of people
within the organisation, and external groups. The organisation
has responsibilities to all these groups, and it should formulate
its strategic goals to give each a measure of satisfaction. The
difficulty is in balancing the conflicting interests and differing
degrees power. For example, there might be conflicts of interest
between a company’s shareholders and its employees.
If the strategy of the organisation is to reflect the interests of
its stakeholders, the strategic planner will need to consider, and
be influenced by, factors relating to them. These are:
• The composition and significance of each group
• The power that each group can exert
• The legitimate claims that each group may have on the

organisation
• The degree to which these claims conflict, and significant

areas of concern
• The extent to which the organisation is satisfying claims
• The overall mission of the organisation.
In practice, the assessment of the political risk  inherent in
various strategies can be an important deciding factor between
strategies. For example, a strategy of market development
might require cutting out wholesalers, hence running the risk of
backlash, which could jeopardise the success of the strategy.
Management normally undertakes the responsibility of
maintaining an equitable and working balance among the claims
of the various directly interested groups, but usually the most
powerful group of stakeholders, termed the dominant
coalition, will determine the organisation’s prime objectives.
Bowen proposed the idea of a social audit to establish the
needs and expectations of the various stakeholder groups that
had been satisfied. Similar ideas were expressed by Humble
with his social responsibility audit and since the publication
of the corporate report, many company annual reports carry
sections devoted to this idea. However, in normal circum-
stances, all stakeholders would support Peter Drucker’s view
that survival is the central purpose. Such an activity entails
maintaining or increasing the net worth of the organisation.

Cyert and March - Behaviour Approach
Cyert and March believed that organisations make decisions
based on very small proportions of the total available informa-
tion. They believe that the decision process concerns three basic
characteristics of organisations - organisational goals,
organisational expectations and organisational choice. In
addition, four features of the decision-making process explain
how decisions are arrived at. They are:
• Quasi-revolution of conflict - an organisation is a

coalition of conflicting interests
• Uncertainty - something with which all organisations

must live
• Problemistic search - the means used by organisations to

determine which choices are thought to be available
• Organizational learning - which takes place through

individuals involved in the decision-making process.
They believe that individuals fight for the right to participate in
decision-making, do not then exercise that right with any
vigour, that information is ignored, more is requested, and then
that is ignored.
Decision-making is like this because what an organisation is
doing is not understood by its employees, and because their
participation in decision-making is fluid. This fluidity comes
because time is scarce.

Social and Ethical Responsibilities
Whereas 20 years ago many companies might have placed
profits and growth at the top of their corporate objectives
ranking list, few would do so nowadays: there are so many
other issues to be taken into account. Not only are there doubts
as to whether profits and growth are desirable ends in them-
selves, there are also doubts about their practicality. Other new
factors are measures such as pollution control, conservation of
natural resources, avoidance of environmental disfigurement by
companies. Companies are now developing a social conscience,
even at the cost of lower profits.
Companies also tend to accept employee pressure where it
appears to be moving towards legitimate aspirations. Employ-
ees are offered opportunities for job satisfaction and personal
development, but the most significant moves seem to be in the
direction of peripheral benefits such as pension schemes and
welfare activities. The emphasis on employee aspirations is so
strong that many companies sanctify them by elevating them to
the status of objectives.
As society changes, so do the organisations of which it is
composed. The contemporary set of guidelines or principles
governing company actions is now generally concerned with
creating the correct public image - anything likely to create a bad
press is avoided if at all possible. In addition, as we have already
seen, there are plenty of pressure groups, such as consumer
protection societies and environmentalists, who are prepared to
use political muscle against any erring organisations.

Corporate Objectives and Personal
Objectives
Corporate objectives are often expressed in financial terms. They
could be the expression of desired sales, profit levels, rates of
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growth, dividend levels or share valuations. Increasingly,
organisations use corporate objectives of a non-financial nature,
such as employee welfare or technological advance, but it is rare
for these to be unaccompanied by financial objectives.
The effectiveness of an organisation is determined by how well
the objectives of that organisation are being achieved.
Organisations are established to accomplish purposes, which
cannot be accomplished by individual action. It would be
simple to assume that organisational objectives and individual
participant objectives are complementary. The classical theorists
believed that employees were compensated through monetary
and other inducements for their participation in organisational
objectives. But this fails to take into account that people have
many needs and aspirations that are not easily met in purely
economic terms. Many practices that are developed to increase
organisational effectiveness may create human dissatisfactions.
A high degree of task specialisation, such as attaching wing
mirrors to cars on a production line, may lead to technical
efficiency but may also create boredom and apathy which could
cause employees to jam up the production line with their
spanner.
There are a number of possible relationships between
organisation objectives and the individual objectives of those
working for it. The spectrum covers five categories:
• Totally opposing - If the objectives of an individual are

diametrically opposed to those of the organisation, then
conflict will result as long as the person remains with that
organisation.

• Partially opposing - If the individual’s objectives are only
partially opposed to those of the organisation, the best
outcome for the organisation is that the individual does
not actively hamper achievement of the overall
organisational objective.

• Neutral- Where a neutral situation exists, the individual
does not take an active role in the organisation but goes
their own way, if allowed to, whilst the organisation
pursues its own goals.

• Compatible - Where compatibility is achieved, then most
personal and organisational goals can be achieved without
much harm to either party. This is called goal congruence
whereby the organisation works in such a way as to
encourage behaviour that blends in with top management
goals.

• Identical- Occasionally, it is possible that the aims of the
individual are identical with those of the organisation, and
there should be a complete absence of conflict.

Whenever both the organisation and the individual perceive a
positive gain in their relationship with each other, the relation-
ship is likely to be successful. Personal objectives are
all-important to the formation and maintenance of organiza-
tions.
Effective organisational management is enhanced by an
understanding of individual needs and objectives.

Quantitative and Qualitative Target Setting
Objectives can be defined as the short-term means employed to
attain the longer-term goals or ends of the organizational
members.
Goals and objectives are very loosely used terms: in this text,
objectives will normally be the term used to refer to short-term
means employed to attain the longer-term goals or ends of the
organisational members. The degree to which these goals are
attained is a measure of the organisation’s effectiveness.
Objectives have some or all of the following characteris-
tics:
• They are mainly statements expressed in quantitative

(‘closed’) terms derived from the goals.
• More than one objective may be required to satisfy a goal.
• Objectives are set in advance of strategy.
• They are time-assigned.
One thing that is clear is that objectives must be capable of
being quantified, otherwise progress towards them cannot be
measured. For a local authority, for instance, to state a goal as ‘to
improve the welfare of old age pensioners in the Borough’ is
not precise enough. The goal needs to be translated into
objectives which state how it is going to measure the achieve-
ment - in terms perhaps of the number of places made
available in old people’s homes by x date, the number of
meals-on-wheels served in x period, the number of patients
treated in geriatric wards.
Quantitative results can be measured numerically, whereas
qualitative factors involve a certain amount of subjectivity.
There is a difference between quantitative and qualitative factors
in measuring performance. A quantitative result may be
expressed in terms of reject work percentage, time delays, cost
overruns or sales call ratios. A qualitative result is judgemental,
e.g. staff morale, organisational climate, environmental
protection, product appeal.
Even with qualitative factors, attempts should be made to
include quantitative measures where possible, even if these
cover only part of the total. For example, staff morale may be
indicated by labour turnover or absenteeism rates.
As well as being explicit, objectives need to be realistic and
attainable. Ideally, existing performance statistics should be used
to measure objectives: if a new system of data collection or
processing has to be instituted in order to measure progress
towards objectives, extra cost will be incurred.

Identifying Performance Standards and

Accountability

Management by objectives (MBO)
Management by objectives (MBO) permits individuals to
establish objectives through which they can determine their
contribution to the Corporate Objectives, as Well as to Their
Own Personal Ones.
Management by objectives (MBO) is undertaken to permit
individuals to establish objectives through which they can
determine their contribution to the corporate objectives, as well
as to their own personal ones.
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MBO was developed by John Humble and explained in his
book Improving Business Results as a system for:
• Implementing strategic plans
• Improving management performance
• Providing factual criteria for performance appraisal.
The process of MBO is one in which managers or supervisors
agree specific, measurable goals with each employee on a regular
basis. The employee is then responsible for attaining these goals
within a certain time. After this time has elapsed, the employee
and superior meet to discuss results and establish new objec-
tives.

Stages of MBO
The approach involves the systematic setting of targets and
checking of progress for each management position.
1. The first stage is to define the main areas of responsibility

and performance for each position.
2. The second stage is to agree and define the key result areas

(KRA). These are areas where an individual’s failure to
perform would damage an important company objective.

3. The next step is to develop a means of measuring
performance in these KRAs. This resolves itself into two
main aspects: first, the yardstick to measure performance,
e.g. time, resources, quality and quantity, then how to
determine what constitutes effective performance. For
example, if quality is the yardstick, what level of quality
represents effective performance? For example, we could
define a defective product rate of one per thousand
manufactured.

4. The next step is to define one or two improvement
objectives for each KRA, e.g. to decrease the defective
product rate to one per ten thousand manufactured within
four months.

5. Review periods will be planned where manager and
subordinates can discuss progress at regular intervals. The
action plan will be itemised; this will involve action by the
job-holder in the main but often requires supporting
action by the boss and other sections. Any obstacles that
prevent completion will be separately itemised and an
action plan for dealing with each will be given high priority.

6. At the final review period, results will be compared to
objectives and a factual, constructive discussion will attempt
to find the reasons for shortfalls.

The objectives will be revised and a fresh cycle of review periods
will continue the process.

Management Responsibility
Middle-level managers, e.g. the production manager or the
marketing manager, are involved in setting key-result-area
objectives, division objectives and department objectives. The
primary objective of lower managers is to set the objectives of
departments and units as well as of their subordinates.
Individual objectives consist of performance and development
goals.

Some typical objectives for various managers are as follows.

Sales/Marketing Manager

• Increase the turnover by A % in six 1p.onths at a rate of
a% per month.

• Increase our share of the market for Widgets from 15% to
20% in the next 18 months.

• Successfully introduce our new baby Widget and obtain
sales of £10,000 per week after three months.

• Recruit and train effectively six new sales people.

Production Manager

• Operate plant at maximum practical operating output.
• Reduce overall costs of manufacturing by 5% over a six-

month period using the new equipment.
• Improve the performance of junior managers and

supervisors by the use of in-plant training courses.
• Contain wage levels to the lowest possible increase but in

any case no larger than X% in line with expected domestic
inflation.

Methods to Measure Achievement of Objectives

Key Performance Indicators
Within the prescribed specification for the job, certain key
performance indicators or key result areas are defined. Their
nature stems from the requirements of the job, but their
quantitative amount will be either dictated from above,
suggested by the employee himself/herself, or the subject of
mutual agreement. The actual performance achieved will be
reviewed frequently against the performance objectives, revised
objectives being set from time to time in the light of changed
circumstances.

Measuring Organisational Performance
Establishing organisational objectives is just a start. We also
need to measure success in achieving those objectives. However,
there are difficulties in measuring the performance of
organisations because they tend to have a variety of goals and
objectives and use multiple criteria in measuring them. For
example, a manufacturing company may evaluate its perfor-
mance in terms of profits, return on investment, sales volume,
market share, satisfaction of customers, well-being and
development of employees and many other measures. Perfor-
mance is measured in terms of effectiveness - the degree to
which objectives are accomplished - and efficiency - the use of
resources in attaining objectives.
• Effectiveness is a measure of the match or mismatch

between what an organisation produces (its actual outputs)
and what it should be producing (defined in terms of its
organisational goals, which in turn will be related to the
needs of its ‘customers’).

• Efficiency is a measure of the resources used in producing
the organisation’s actual outputs.

In most cases effectiveness and efficiency are related, but there
are occasions where the effective accomplishment of objectives
may not be efficient in the uses of resources, e.g. getting a man
on the moon by 1970 was an effective achievement of a goal
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but many would argue that it was not an efficient use of
resources.

Chapter summary
Objective setting is an important part of the planning process.
In this chapter we have examined the hierarchy of plans and the
types of objective that an organisation can set. We have also
considered performance standards and methods of measuring
their achievement.

Key Points
• Planning helps the organisation to define its purposes and

activities.
• Plans should be based on clearly defined objectives, be

precise, practicable and simple to understand and operate.
• Plans are made at various levels in an organisation and may

be stated in the form of a hierarchy starting at the top
with mission, through goals, objectives, strategy, tactics
and then operational plans.

• A mission statement is either a description of the
pervading culture of an organisation or a strategic tool, a
discipline that forces managers to think carefully about the
goals they should be pursuing.

• A hierarchy of objectives is formed between overall
objectives and sub-objectives, as well asan interlinking
network of objectives between the different functions.

• Peter Drucker in The Practice of Management classified
objectives into: profitability, innovation, market-standing,
financial and physical resources, manager performance and
development, and public responsibility.

• The primary objectives of a business organisation are
generally to continue in existence, to maintain growth
and development, and to make a profit.

• It could be argued that customer satisfaction and profit are
incompatible corporate objectives, because they pull in
different directions.

• There may be a tension between the objectives of
shareholders and those of directors.

• Cyert and March have proposed a consensus theory of
company objectives, in which the objectives pursued by an
organisation represent a compromise between objectives of
various groups within the organisation, including
shareholders and directors.

• Although the economic objective may remain the primary
one, a company may set itself other objectives, e.g.
improving the welfare of (or its relations with) other
groups.

• A company might be able to improve its profit in the long
run by sacrificing some profit in the short term, e.g. by
spending on product development.

• The ‘stakeholder’ approach suggests that the objectives of
an organisation should be derived bybalancing the often
conflicting claims of the various stakeholders (or coalitions)
in the organisation.

• Bowen proposed the idea of a social audit to establish
the needs and expectations of the various stakeholder

groups that had been satisfied. Similar ideas were expressed
by Humble with his social responsibility audit.

• New factors, such as pollution control, conservation of
natural resources and avoidance of environmental
disfigurement, are increasingly being regarded by companies
as important objectives.

• An organisation’s (corporate) objectives almost always
include financial objectives. Individual employees also have
their own objectives (needs and aspirations).

• There may be conflict between an organisation’s objectives
and those of the individual employee.

• Objectives can be defined as the short-term means
employed to attain the longer-term goals or ends of the
organisational members.

• Quantitative results can be measured numerically, whereas
qualitative factors involve a certain amount of subjectivity.

• Management by objectives (MBO) permits individuals to
establish objectives through which  they can determine their
contribution to the corporate objectives, as well as to their
own personal once.

• The principle of MBO is that measurable objectives are
defined and agreed for the key areas of each job, and actual
performance is measured against these.

• Middle-level managers are involved in setting key-result-
area objectives, division objectives and department
objectives.

• Lower-level managers set the objectives of departments
and units as well as of their subordinates.

• Performance is measured in terms of effectiveness - the
degree to which objectives are accomplished - and
efficiency - the use of resources in attaining objectives.

Student Activity

The Need for Objectives

1. Draw a hierarchy of plans.
2. Establish your own hierarchy. You probably have a career

mission, a means of getting there and, through this course,
a means of measuring your progress towards the goal.

Profit and Other Objectives

3. Some authors categorise objectives into five components.
What are they?

4. What should the manager consider when setting
objectives?

Social and Ethical Responsibilities

5. Is profit the primary objective?

Corporate Objectives and Personal Objectives

6. Briefly describe the categories of relationships between
organisation objectives and individual objectives.

Quantitative and Qualitative Target Setting

7. What is the difference between quantitative and qualitative
factors in measuring performance?
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Identifying Performance Standards and
Accountability

8. How does Humble define an objective?
9. What do the objectives of manager performance and

development cover?

Methods to measure achievement of objectives

10. What is the difference between effectiveness and efficiency?
11. Can you think of a situation where an organization could

be efficient without being effective?

Management by objectives

12. a. Explain what you understand by the concept of
management by objectives.

b. Comment on the effectiveness of management by
objectives for businesses having to operate at a time of
unprecedented change and uncertainty in world
markets and economies.

Notes
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Objective
• By the time you have finished this chapter you should be

able to
• Identify the main causes of conflict within an organisation 

outline procedures for managing conflict ·
• Outline a suitable framework (both internal and external to

the organisation for dealing with grievance and disciplinary
matters

• Explain the need for effective organisational procedures·
• Explain the role of management in respect of disciplinary

matters
• Suggest ways in which the outcome of the disciplinary

process should be communicated to the individual
concerned·

• Outline the features of an appeals procedure.

Outline of Lesson Plan
• Causes of conflict
• Managing conflict
• Dealing with grievance and disciplinary matters
• Appropriate procedures
• Process understanding
• The role of management
• Communication of the outcome of the disciplinary process
• Appeals
Conflict is an important aspect in the understanding
organisational behaviour. It is accepted that not all conflict is
harmful and that perhaps a certain level of conflict is inevitable
and desirable. The task for managers is not just to resolve or
suppress all conflict, but also to manage it, to reduce its harmful
effects and benefit from its good effects.
An important part of any employee relations policy to be
followed by management is to provide a clear statement of
what behaviour is expected of an employee and the procedures
to be followed in controlling behaviour. Inevitably there are
times when an employee’s conduct is of a sufficiently poor
standard to warrant disciplinary action.
From the employee’s point of view, there may be grievances to
take up with the supervisor. These range from pay queries to
worries about job security.

Causes of Conflict

The Nature of Conflict
The word ‘conflict’ sounds unpleasant and leads you to
believe that all conflict is bad. However, there are different
degrees of conflict along a continuum. At one end there is the
divisive and destructive type of conflict and at the other the
energetic debate with opposing views, contrasting ideas and

alternative strategies being put forward. In the middle are the
low-grade types of conflict, which are nether destructive nor
constructive.
A certain amount of conflict in an organisation is not only
inevitable, it is often beneficial, for conflict is both a cause and
an effect of change. An organisation where there was no active
debate, no contrary views about future plans, no difference of
opinion would be a dull, unimaginative and boring place to
work in.
Mary Parker Follett distinguished between the two types of
extreme conflict constructive and destructive.
Constructive conflict is beneficial to the organisation because
it can:
• Challenge accepted, ‘old-fashioned’ ideas
• Stimulate the development of a climate of change and

innovation
• Define responsibility and authority limits more closely
• Provide an opportunity for anxieties or personality

challenges to be brought out into the open
• Provide a fresh approach, often widening the range of

options available for dealing with a problem.
The essence of constructive conflict is that it is not personality-
based and therefore does not create a legacy of ‘bad will’.
Destructive conflict, on the other hand, is usually damaging
to personal working relationships. It is, therefore, detrimental
to both the organisation and the individuals involved. Such
conflict can cause alienation between individuals, between
groups and between the individual group and the company.
The essence of destructive conflict is that it is often personality-
influenced and creates ‘bad will’. This Will encourage negative,
‘dog in the manger’ attitudes and block achievement of
company goals.

Signs of Conflict
Conflict may manifest itself in many different ways:
• Official or unofficial strikes
• Restriction or reduction of output, or activity which

jeopardises income
• Demarcation disputes
• Lock-outs
• Absenteeism
• Sabotage
• High labour turnover
• Poor time-keeping
• Refusal to obey instructions
• Working to rule

LESSON 3:
CONFLICT MANAGEMENT
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• Unwillingness to accept more efficient methods of
production

• Racial prejudice
• Unhealthy rivalry between groups and between individuals
• Refusal to work with colleagues, or the ostracism of

individuals
• Closed-shop restrictions.

Causes of Conflict
While there are many different manifestations of conflict, the
causes are often difficult to determine, as individuals may
themselves be unsure of their motivation and behaviour. Some
authorities suggest the following:
• Misunderstandings
• Insensitive and non-supportive relationships
• Failure to communicate openly and honestly
• A climate of distrust, unreasonable pressure, or

competition.

Types of Inter-group Conflict
Types and sources of inter-group conflict include:
• Institutionalised conflict - e.g. that between trade unions

and management
• Hierarchy-based conflict - those based on inequalities of

power built into the organisational hierarchy
• Functional conflicts - interdepartmental conflicts of a

lateral (rather than hierarchical) nature where departments
conflict over goals and resources, e.g. a conflict between
production and sales

• Line / staff conflicts - professional staff employed in a
staff capacity often regard line management as
unimaginative, dull and inflexible, while line management
sees the staff group as abstract, impractical, over-educated,
inexperienced and too young

• Formal/informal conflict - the existence of two sorts of
group, one determined by the formal structure and roles of
the organisation and the one resulting from social
interaction can often result in conflict; custom and practice
may well be at variance with formal procedures and the two
can easily come into conflict

• Status conflict - where groups compete for status and
prestige conflict often follows

• Political conflicts - these can take many forms; political
processes, such as the formation of cliques and
conspiracies, are commonplace features of organisational
life.

Managing Conflict

Possible Approaches to Dealing With Conflict
To be successful in avoiding or resolving conflict, managers
must understand the nature of the conflict issue, the behaviour
and norms of the group and their own balance of leadership
style. There are obviously a variety of different ways to handle
conflict and you have probably heard some of the following
said in your own organisation:

• Try to avoid things going too far; provide friendly counsel;
avoid trouble at all costs.

• Keep personalities out of this; let’s concentrate on the facts.
• Let’s get this out in the open; come to the point; don’t

drive the conflict underground.
One writer has suggested that at least three essential conditions
are required to avoid conflict:
• A friendly atmosphere with clear common goals that are

recognised and accepted by other group members
• A clear idea of the various tasks to be accomplished
• A reasonably steady environment such as the market in

which a firm operates.
There are many approaches to the management of conflict; the
suitability of any approach is to be judged only in terms of its
relevance in a particular situation. There is no universal right way
- it depends on the goals and requirements of management in a
specific setting.
In some situations it is correct to compromise, in others
nothing less than complete victory is required.
The two main strategies for managing negative conflict are:
• To convert the conflict into a positive one using a team-

building approach
• To respond to the conflict by trying to ignore it, calm it or

resolve it - avoid, defuse or confront.
Obviously, the first strategy is the most beneficial. The second
strategy has a set of possible approaches for dealing with the
conflict:
• Avoid the problem - You might want to pretend to

yourself that the situation does not exist or you might
bottle up your feelings and turn the other cheek. This is the
type of approach that is used when you cannot bring
yourself to face the difficulties. Not only will you be left
with the bad feelings because of your inaction but the
conflict is still out there.

• Defuse the conflict - By trying to calm everyone down
you may buy some time. However, the problem may
suddenly reappear and be much more of a threat.

• Confront the problem by bringing it out into the open -
Getting to the bottom of the problem is a difficult, high-
risk strategy but you may be sure that this is the only certain
and dependable way to resolve the conflict.

Confrontation can be by negotiation or by power. The power
strategy will work if there is adequate real power behind the
conflict manager, e.g. having enough money could resolve a
confrontation between the union and management or having
an army can solve a war conflict. Unfortunately, the power
option means one party (the one with the power) wins and the
other loses. A win-lose situation is not satisfactory because there
is often resentment on the part of the losing side that may
damage working relations.
The negotiation strategy is not an easy option, but it is one
that has much more of a positive outcome than the other
choices. The first step is to get the parties to trust you. Next,
you can try to find as much common ground as there is
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between the parties and encourage them to arrive at a middle
ground.
If neither party gets what they want, then you have a lose-lose
situation. This is a very common situation where compromise
comes in. Unfortunately, compromises result in needs not
being satisfied.
You are aiming for a win-win situation, where both parties get
as close as possible to what they really want. This situation is
not always possible but working towards it can achieve mutual
respect, co-operation, enhanced communication and more
creative problem-solving. You need to start by identifying what
both parties really want - as opposed to what they think they
want. The parties also need to explain what they want it for and
what will happen if they do not get it. This procedure is a severe
test of a manager’s interpersonal skills, but it could bring about
the best solution.

The Handy way
Handy suggests that in tackling conflict a manager should seek
to turn the conflict into a possible argument or engender
fruitful competition. Only if this is not possible should the
conflict be controlled. Handy nominates two types of strategy
for tackling conflict.
The first set of strategies he terms ‘control by ecology’,
because they create the environment for constructive relation-
ships. Such strategies include:
• Agreement and knowledge of common objectives
• Providing meaningful information to the participants
• Building communication and trust between the

individuals/groups
• Ensuring that individuals’ roles do not counteract the

organisation’s goals
• Developing suitable co-ordination mechanisms for the

departments involved.
The second set include ‘short-term regulation’ strategies such
as:
• The use of an arbitration authority
• The development of detailed rules of conduct
• Creating a position to manage the area of conflict, e.g. a

budget liaison officer
• Using confrontation or inter-group meetings to analyse the

conflict openly
• Separating the conflicting parties
• Ignoring the conflict problem in the belief that it is a

temporary situation that will ‘blow over’.

Coping With Conflict
The generally accepted techniques of coping with conflict are:
• Co-operative, problem-solving relationships between

antagonizing parties
• A search for superior goals (those which are compelling

for both parties and cannot be ignored), but which cannot
be achieved by the efforts or resources of one party alone

• The third party, or peacemaker , role

• Improvement of interpersonal skills, for instance to give
to parties to a conflict the interpersonal skills necessary to
resolve the conflict themselves.

• Rogers, a clinical psychologist, suggested that, in a dispute
between management and labour, if labour was able to
state management’s point of view accurately in a way that
management could accept, and management could state
labour’s case in a way that labour agreed was accurate, then
it would be possible to guarantee that some reasonable
solution could be reached.

Dealing With Grievance and Disciplinary Matters
Employees have a grievance when there is something in the
work situation which they feel is unfair, wrong, unjust or
unreasonable.

Grievance
Some grievances are genuine and well founded, others may be
imaginary. But they must all be treated seriously because if they
are left unresolved they can grow until they become a grievance
of the whole workforce and a subject of dispute.
We can distinguish a grievance from a complaint and a
dispute:
• A complaint is a non-procedural expression of employee

dissatisfaction.
• A dispute is a formal expression of collective employee

dissatisfaction at the organizational level, resulting from
either a failure to resolve a grievance or a failure to agree on
a matter of interest within the negotiating process.

Most complaints are settled between individuals or groups and
their immediate superior. If unresolved, complaints may
become grievances and grievances may turn into disputes.

Types of Grievance
There are both individual and group grievances. At the indi-
vidual level the grievance may be due to a dislike of something
that a superior has said or done, e.g. being unfairly appraised in
the annual report, unfairly blocked for promotion or discrimi-
nated against on the grounds of sex or race.
The group grievances are often about pay, e.g. where one person
feels they are getting less pay for doing the same job as another
or there is felt to be some inequity in a piecework system.
In times of economic uncertainty there may be grievances about
job security, which will be expressed in territory-defending
behaviour or complaining that others are doing a particular
person’s job.

Discipline
Discipline is either a code of acceptable conduct or a system of
rules establishing behaviour patterns.
Punishment is disciplinary action which occurs as the result of a
breakdown in the code of conduct (or the breaking of the code
as deliberate action).
An important part of any employee relations policy to be
followed by management is to provide a clear statement of
what behaviour is expected of an employee and the procedures
to be followed in controlling behaviour. As one of Fayol’s
principles, discipline was seen as ‘respect for agreements
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directed at achieving obedience, application, energy and respect.
Discipline should be maintained by a fair disciplinary system
with penalties judiciously applied by worthy superiors.’
It is important that students make a sharp distinction between
‘discipline’ and ‘punishment’. They are quite different. The
idea behind discipline itself is to avoid reaching the point of
breakdown which results in punishment or disciplinary action.
Although discipline has the connotation of punishment, it
should be seen as a more positive part of the function of
management. As well as giving a means of control, correct
imposition of discipline should provide an ordered, safe
environment in which there is equity of treatment, team spirit is
encouraged and initiative can be developed to the full.
Two generally-accepted types of discipline can arise:
• Behavioural codes which are ‘accepted’
• Legally-enforced regulations - rules - which are ‘imposed’.
The two types provoke different reactions. If an ‘accepted’ code
of behaviour (e.g. a group ‘norm’) is not adhered to, then
colleagues are likely to regard code-breakers as‘outsiders’ and
inflict penalties upon them (e.g. pressure to withdraw from that
part of the organisation concerned). On the other hand, where a
law is broken (e.g. a minor traffic offence), then colleagues may
actually sympathise. It is also possible for both types of reaction
to occur for the same event.
As far as the organisation’s own ‘legal’ rules are concerned, these
are established to satisfy the requirements of the environment
concerned, and these fall into four basic categories:
• Organisational image
• Basic standards making for the organisation’s and the

personnel’s well-being
• Prevention of loss of any kind, ineffectiveness and

inefficiency
• Behavioural codes which allow personnel of all grades to

work in a satisfactory manner and to interact reasonably.

Disciplinary Problems within the Workplace
Problems within the organisation include:
• Excessive lateness in arriving at work, which delays any

tasks done on a team basis or in the provision of a service
for a client

• Poor work performance due to lack of care, with shoddy
work or a large number of rejects.

• Violation of safety rules with potential danger either to
the employee or to the employee’s colleagues

• Insubordinate attitude, which may affect the motivation
of a group and which may create unnecessary stress or
tension in the workplace

• Failure to wear correct clothing for reasons of hygiene,
with potential damage to output

• Failure to wear appropriate standard of dress, which
may affect the public image of the organisation

• Abuse of ‘time off’ provisions, which may affect the
management attitude for an employees

• Absence for no good reason or without warning, with
consequent adverse effect on work planning within the
organisation

• General non-compliance with the rules, regulations and
procedures negotiated for the well-being and safety of all
employees.

Disciplinary Problems outside the Workplace
While all employees might quite correctly resent any disciplinary
procedures being involved within the organisation for
behaviour outside the workplace, there may still be problems
that could be seen as legitimate concerns for the supervisor:
• Involvement with competition or undertaking private

work to the detriment of the employer
• Personal abuse of alcohol or drugs which adversely affect

performance at work
• Law-breaking activities which might reflect adversely on

the employer.

Appropriate Procedures

Procedural Agreements
Procedural agreements are agreements made between
employers and employee representatives, e.g. staff associations
and trade unions, defining the steps to be taken for the
settlement of a specific issue without resort to any industrial
action. Procedures are both treaties of peace and devices for the
avoidance of war. Procedural agreements may relate to:
• Grievances
• Discipline
• Disputes
• Promotion
• Redundancy.

Grievance Policy
The procedures agreed should flow from a published state-
ment of grievance policy agreed with the workforce. The
Employment Protection Act requires the statement of terms
and conditions of employment to which full-time employees
are entitled, to name a person to whom grievances can be
addressed. Grievance policies should be:
• Simple
• Fair
• Provide for rapid settlement with prescribed time for each

stage
• Provide for settlement as near as possible to the point of

grievance.

Process Understanding

Dealing With Disciplinary Matters
A basis for effective discipline within an organisation is good
motivation and sound, clearly-given instructions. It is essential
for effective communications to be used to let staff know what
is expected of them. Ideally, discipline should be based on co-
operation, which will ensure rules and conditions are obeyed
willingly. A superior has the right to command and enforce



25

LE
A

D
E

R
S

H
IP

 A
N

D
 M

A
N

A
G

E
M

E
N

T
obedience because of the harm that may be done to the group’s
purpose.
Discipline may be obtained by rewards or punishment, but
the latter is generally expected if accepted norms of behaviour
are not upheld.
If disciplinary action is to be administered fairly and consis-
tently, the concept of progressive application might be
considered appropriate, particularly for less serious misconduct
• An informal chat with employee to clear up a relatively

minor breach of discipline
• A formal oral warning with the supervisor, stressing the

possibility of more serious action if the misconduct is
continued

• A formal written warning which becomes part of the
employee’s record

• Disciplinary action, such as suspension, demotion or
layoff, to reinforce the formal written warning

• Dismissal- the final drastic action - which should only be
applied if all other previous action fails.

Because of the serious implications of disciplinary action, there
should be clear guidelines as to the level of management that
might be permitted to carry out suspensions, demotions or
dismissals. However, all management, including supervisors,
have an important role to play. Thus, it is vital that there should
be clearly stated procedures in writing, communicated to all
concerned and administered fairly and consistently within an
environment that allows both sides to state their cases properly.
An organisation should institute a model disciplinary
procedure, which aims to correct unsatisfactory behaviour
rather than to punish it. Good practice should be based on the
Advisory, Conciliation and Arbitration Service (ACAS)
guidelines (or similar), which would normally only stipulate
immediate dismissal or suspension followed by dismissal for
gross misconduct.

Stages of a Grievance Procedure
The stages of a grievance procedure are as follows:
• Stage 1- Grievances should be raised with the employee’s

immediate superior, failing settlement.
• Stage 2 - The employee’s immediate superior will arrange

for a discussion with an appropriate senior manager. The
official line here is that
• this second meeting will be held within five days of the

initial discussion
• a brief resume of the grievance and notice of the time,

date and place of the meeting should be given, in
writing, by the senior manager to both the employee
and the immediate superior who must attend.

Both parties may be accompanied by a friend, the senior
manager may request that someone from the personnel
department be present in an advisory capacity. Failing settlement
at this meeting the grievance proceeds to stage 3.
• Stage 3 - Without delay the senior manager will arrange for

the grievance to be referred to ACAS where the decision of
the arbitrators will be final and binding on both parties.

• Stage 4 - If conciliation does not take place at stage 3 and a
trade union is involved, the grievance may be considered to
have escalated into a dispute and will proceed along the
lines of the agreed negotiating procedure.

Criteria for Grievance and Disciplinary Procedures
ACAS suggest that procedures should be agreed with staff or
union representatives and need to satisfy the following criteria

Criteria Disciplinary 
procedure 

Grievance 
procedure 

• In writing 
• Timings of each stage laid 

down 
• Third party presence 

allowed 
• Managers trained in 

procedure 
• Definition of punishment 

for a given offence 
• Definition exists for each 

offence, e.g. what is 
lateness? 

• Appeals procedure 
• How long dos offence stay 

on record? 
• Which manager is 

responsible for action? 
• Nature of grievance 

specified in advance 
 

P 
P 
P 
P 
P 
P 
 
P 
P 
P 
P 

P 
P 
P 
P 

N/A 
N/A 

 
N/A 
N/A 
P 
P 

The Role of Management

Correction or Reprimand
The difference between the two disciplinary matters - correc-
tions or reprimands - must be clarified by the manager or
supervisor before dealing with the issue. To deserve repri-
mands (and possibly incur a penalty), employees must be
blameworthy. If they have done something wrong, but were
not to blame, e.g. mistakes due to poor training or unforesee-
able circumstances, correction should be the outcome. When
employees feel that criticism is unjustified they may be uncoop-
erative, argue their side fiercely or nurse a grudge, depending on
their temperament.

Disciplinary Situations
Imposing disciplinary action tends to cause resentment and as
such the process is usually hated by both supervisors and their
subordinates and hence is often avoided. But failure to act can
only lead to increasing problems and a steady erosion of the
control of the supervisor within the department.
The challenge for the supervisor is to apply the action so that it
causes the least resentment. The rules should be easy to follow:
• The disciplinary action should take place straight after the

offence is noticed or brought to the supervisor’s attention.
• All employees must know what is expected of them and

what a breach in their behaviour will lead to.
• The disciplinary action is consistent. Inconsistency lowers

the morale of other employees and diminishes the respect
they have for the supervisor.
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• Make the disciplinary action as impersonal  as possible by
removing the personality element from it. Bear no grudges
after!

• Try to keep the disciplinary action private to avoid the
spread of conflict and the humiliation (or martyrdom) of
the employee concerned.

Communication of the Outcome of the Disciplinary

Process

Disciplinary Interview
These are very formal affairs where managers control the
proceedings and can plan in advance how they will deal with the
guilty party and future consequences. This type of interview
seeks to establish the facts and, assuming the complaint is valid,
confirms that a company rule has been broken to the offending
employee. The employee is warned that a penalty is, or will be,
enforced either now or in the event of further misconduct. The
seriousness of the offence, such as gross misconduct, is
identified, and at this stage the consequences of further offences
must be discussed. It is hoped by this means to prevent further
misconduct and so ensure the future efficiency and appropriate
conduct of the employee.
An employee has the right to bring a friend or colleague as a
witness to the details of the interview.

Appeals
ACAS outlines the right of the employee to appeal against
supervisory discipline.
It should not be the case that a supervisor who tells their
subordinate that they can appeal to higher management bears
them a grudge if they do.
It is an obligation on the management of an organisation to
provide an appeal procedure. At this appeal the disciplinary
penalty given by the supervisor may be upheld, set aside or
reduced. It is the senior manager’s right to query the
supervisor’s verdict as this ensures justice for the employee.

Chapter Summary
In this chapter we have discussed conflict, grievance and
discipline. It is essential for managers at every level to try to
understand how conflict can arise and what strategies might be
used to cope with it. We noted how conflict could have a
positive value to the work of the group in the right circum-
stances.
We also discussed grievance and found that some are individual:
dislike of something that has been done or said. Others are
group grievances, e.g. pay or job security.

Key Points
• It is now generally believed that conflict is both valuable

and necessary. Without it there would be few new
challenges, there would be no stimulation to think
through new ideas and organisations would become
stagnant and apathetic.

• Conflict can be constructive (generating new ideas) or
destructive (destroying morale and motivation).

• While there are many different manifestations of conflict,
the causes are often difficult to determine. These may

include misunderstandings, insensitive or non-
supportive relationships, failure to communicate and
unreasonable, competitive or distrustful climates.

• Inter-group conflict is sometimes: institutionalised,
hierarchy-based and functional, and results from line/
staff, formal/informal  and status differences, which are
often political.

• To be successful in avoiding or resolving conflict, managers
must understand the nature of the conflict issue, the
behaviour and norms of the group and their own balance
of leadership style.

• The conditions for avoiding conflict include a positive
atmosphere with common recognized goals, a clear
understanding of tasks and a steady environment.

• The two main strategies for managing negative conflict are
to convert the conflict into a positive one using a team-
building approach or to respond to the conflict by trying
to avoid, defuse or confront it.

• Confrontation means that the opposing sides meet and
discuss the problem rather than suppress it. Conflict
resolution through confrontation can occur by
negotiation or through the exercise of power . The
negotiation strategy has more chance of a win-win
outcome.

• Handy suggested two sets of strategies for tackling
conflict: ‘control by ecology’, which creates the
environment for constructive relationships, and ‘short-
term regulation’.

• Techniques for coping with conflict are: co-operative
problem-solving, the search for superior goals, the
peacemaker , or the improvement of interpersonal
skills.

• A grievance is something employees have when there is
something in the work situation which they feel is unfair,
wrong, unjust or unreasonable.

• A grievance may become a complaint, which expresses
employee dissatisfaction, or a dispute, which is a formal
expression dissatisfaction at organizational level.

• Grievances may centre on unfair treatment, unequal pay
or job security.

• Discipline is either a code of acceptable conduct or a
system of rules establishing behaviour patterns.

• Punishment is disciplinary action which occurs as the
result of a breakdown in the code of conduct (or the
breaking of the code as a deliberate action).

• Generally, there are two types of discipline: accepted
behavioural codes and imposed, legally enforced
regulations or rules.

• There are four categories of organisational rule, which are
designed to protect the organisation’s image, set out
basic standards for its well-being, prevent loss and
outline behavioural codes.

• Disciplinary problems within the organisation may arise
from breaches of health and safety regulations, and



27

LE
A

D
E

R
S

H
IP

 A
N

D
 M

A
N

A
G

E
M

E
N

T
activities that hamper the performance of work teams or
the organisation in general.

• Disciplinary problems that take place outside the workplace
and involve the company include personal abuse of
alcohol or drugs, law-breaking activities, or undertaking
private work to the detriment of the employer.

• Procedural agreements aim to ‘keep the peace’ and avoid
‘war’ between different parties, and may cover grievances,
disciplinary action, disputes, promotion and
redundancy.

• The Employment Protection Act requires a named
person to whom grievances can be addressed to be
included in the terms and conditions of employment.

• Disciplinary action is usually applied progressively, from
informal to formal verbal warnings, written warnings,
and disciplinary action such as suspension, demotion or
layoff. Finally, dismissal may occur if previous action has
failed.

• An organisation should have a model disciplinary
procedure based on ACAS guidelines.

• There are four formal stages in the grievance procedure,
commencing with the employee’s immediate superior,
moving on to more formal internal measures. External
arbitration may follow, or the issue may be treated as a
dispute and the agreed negotiation procedure may be
adopted.

• Whether the issue warrants a correction or reprimand
must be clarified by the manager or supervisor before
dealing with the issue.

• Disciplinary action causes resentment both to managers
and subordinates and is often avoided. To minimise
resentment, any action should be taken quickly and
consistently, and action should be impersonal  and
private.

• Disciplinary interviews can be planned in advance to
establish the facts and to confirm the offence. The aim is to
prevent further misconduct. The employee has the right to
bring a friend or colleague as a witness to the interview.

• Employees have the right to appeal against disciplinary
action. It is a management obligation to provide an appeal
procedure.

Studnet Activity

Causes of Conflict

1. What are the signs of conflict?

Managing Conflict
2. What are the three essential conditions needed to avoid

conflict?
3. Outline two possible approaches for dealing with conflict.

Dealing With Grievance and Disciplinary Matters

4. Distinguish a grievance from a complaint and a dispute.
5. Define discipline.

6. Describe the behaviour outside the workplace, which may
give rise to disciplinary action.

7. On a scale of increasing seriousness involving settlement at
higher organizational levels, what order do grievance,
complaint and dispute come in?

8. Why should we have a formal procedure for handling
grievances?

Process Understanding

9. Outline the types of disciplinary action that can be taken for
misconduct.

10. What is the first stage in the grievance procedure?

Grievance and Discipline

11. Explain the aims of grievance procedures and disciplinary
procedures.

12. Present the principal features of a good example of a code
of practice on disciplinary procedures.

13. Can the supervisor plan a grievance interview in advance?

Notes
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Objective
• By the time you have finished this chapter you should be

able to:
• Outline the key theories on motivation
• Outline classical and modem theories of motivation:

Argyris, Equity theory, Handy, Herzberg, Maslow,
McClelland, McGregor and Vroom.

• Outline the difference between content and process theories
of motivation

• Describe ways in which management can motivate staff
• Explain the importance of the reward system in the process

of motivation
• Explain the importance of constructive feedback in

motivation.

Outline of Lesson Plan
• The key theories of motivation·
• Classical theories
• Modern theories
• Content and process theories of motivation
• Motivating staff
• Reward schemes
• The importance of constructive feedback
Motivation is all those inner tensions or the needs that we
describe as hopes, wishes, desires, fears, intentions - any inner
state that activates and moves people. It is the urge or compul-
sion to do something - eat, drink, seek shelter, make love,
throw a punch, win a darts match, become a famous scientist,
or produce more and better goods at lower cost. Motivation is
therefore: a continuous inner process which begins with an
awareness of a need or a sense of tension and proceeds
through the satisfaction of that need or the dispersal of that
tension to the awareness of another need or the sense of
further tension and so on.
Motivation is concerned both with why people choose to do
one thing rather than another and also with the amount of
effort or intensity of action that people put into their activities.

The Key Theories of Motivation
Motivation is a process that arouses, sustains and regulates
behaviour toward a specific goal or end.

Influences
Motivation can be defined as the will to do, the urge to achieve
goals, the drive to excel. It is concerned both with why people
choose to do one thing rather than another and also with the
amount of effort or intensity of action that people put into
their activities.

Motivators are forces that induce individuals to perform, forces
that influence human behaviour. They are underpinned by the
individual’s values, beliefs, attitudes, needs and goals.
Values can influence motivation in two particular ways:
• They affect the types of activity that people will find

appealing.
• They influence people’s motivation towards specific

outcomes such as money, power and prestige, e.g. if people
value monetary rewards highly and find themselves in a
situation where effective performance leads to greater
income, they are likely to be highly motivated.

Beliefs - there are two ways in which beliefs are particularly
important to motivation:
• People must believe that what is required of them is

possible to achieve.
• They need to believe that, by performing well, they will

personally benefit from their efforts.
Attitudes are important to motivation. A person with a
positive attitude towards the organisation will be more likely to
come to work regularly and stay with the company even if
offered a job in another organisation.
Needs are seen as varying from basic needs such as food and
shelter to more complex needs such as the needs for friendship,
self-esteem and self-realisation. Motivation is said to relate to
need in that a person with a particular need will be motivated to
engage in behaviour that will lead to the gratification or
satisfaction of that need.
Goals influence motivation in two ways:
• A goal provides a target to aim at, something to aspire to
• Goals provide a standard of performance.

McGregor’s Theories
Douglas McGregor presented two opposite sets of assump-
tions implicit in most approaches to supervision, which he
called Theory X and Theory Y .
• Theory X assumes that people dislike work and

responsibility. Therefore they must be coerced, controlled,
directed and/or threatened with punishment to get them
to make an effort towards achievement of organisational
objectives. Managers assume that subordinates prefer to be
directed, wish to avoid responsibility, have relatively little
ambition, and want security above all.

• Theory Y  assumes that physical and mental effort in work
is as natural as play or rest. The average human being does
not inherently dislike work, because it can be a source of
satisfaction. Managers assume control and the threat of
punishment are not the only means of bringing about
effort towards organisational objectives. People can exercise

LESSON 4:
MOTIVATION
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self-direction and self-control to achieve objectives to which
they are committed.

Theory X is the traditional approach greatly influenced by the
results of specialisation, standardisation and mass production
techniques. Jobs have been sub-divided to such an extent that
initiative and discretion have been reduced; conformity,
obedience and dependence have been demanded from the
members of the organisation. This appears to be the approach
of the scientific managers and classical theorists and the
supporters of Weber’s type of bureaucracy.

Classical Theories
Many theories try to explain what motivates individuals and
how managers can improve the motivation of employees. The
motivational strategy that is decided upon will depend on the
beliefs held, and the culture that prevails, in an organisation.
There are radically different views held in different organisations
about people’s nature, the influence of work and what moti-
vates them to work harder and more effectively.
In this section we are going to outline the main theories of
motivation and then in the section we will compare and classify
them.

Maslow’s hierarchy of Needs
In the mid-1950s, Maslow advanced the following propositions
about human behaviour:
• The behaviour of an individual at a particular time is

influenced by his or her needs.
• The strongest need is likely to have the greatest influence

on his or her behaviour.
Maslow identified a hierarchy of human needs that individu-
als pursue in a predicted sequence. He showed how an
individual’s emphasis on needs moved from basic to the higher
needs as satisfaction at that lower level occurred.
Maslow’s hierarchy of needs

 

Challenging job with creative task demand Advancement
opportunities
Achievement in work
Merit pay increase status job title
Compatible work group Friendship at work
Job security
Fringe benefits

Basic salarv
Safe working conditions
The peak of each level must be passed before the next level can
begin to assume a dominant role. Needs do not have to be
completely satisfied before higher needs emerge, a sufficient
level of satisfaction is acceptable as opposed to the maximum
or optimum level.
Maslow’s theory may be summarised and simplified by saying
that everyone wants certain things throughout life, and these
can be placed in five ascending categories, namely:
• Basic or physiological needs - The things needed to stay

alive: food, shelter and clothing. Such needs can be satisfied
by money.

• Safety or security needs - People want protection against
unemployment, the consequences of sickness and
retirement as well as being safeguarded against unfair
treatment. These needs can be satisfied by the rules of
employment, i.e. pension scheme, sick fund, employment
legislation etc.

• Social needs - The vast majority of people want to be part
of a group and it is only through group activity that this
need can be satisfied. Thus the way that work is organised,
enabling people to feel part of a group, is fundamental to
satisfaction of this need.

• Ego needs - These needs may be expressed as wanting the
esteem of other people and thinking well of oneself. While
status and promotion can offer short-term satisfaction,
building up the job itself and giving people a greater say in
how their work is organised gives satisfaction of a more
permanent nature. An example might be being asked to
lead groups on a course.

• Self-fulfillment needs - This is quite simply the need to
achieve something worthwhile in life. It is a need that is
satisfied only by continuing success, for example opening
and running a new office.

The significance of Maslow’s hierarchy of needs is that it
underlines the relative importance of money. Status gives little
satisfaction to a person desperate for food and shelter. Equally
it demonstrates that money alone is not enough, and indeed as
basic and safety needs become satisfied people are likely to
concentrate their attentions on social and ego needs.

Herzberg’s Theory of Motivation
In the late 1950s, F Herzberg published his original research
from interviewing 200 engineers and accountants about events
at work, which had brought them either marked job satisfaction
or marked loss of job satisfaction.
Five factors stood out as strong determinants of job satisfac-
tion, which he regarded as motivators:
• Achievement
• Recognition for work well done
• Attraction of the job itself
• Responsibility
• Advancement.
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Lack of these intrinsic factors was only rarely mentioned in
regard to dissatisfaction with the job.
‘Hygiene factors’ (or dissatisfiers) are:
• Company policy and administration
• Supervision
• Salary
• Interpersonal relations
• Working conditions.
Such extrinsic factors attract people to the job and persuade
them to remain - the ‘golden handcuffs’ of many organisations.
As distinctly separate factors are associated with job satisfaction
and job dissatisfaction., Herzberg concluded that the two
feelings are not the opposite of one another, but that they are
concerned with two different ranges of an individual’s needs.
Hygiene factors are purely preventive: if the organisation
provides them it will prevent the workers from being dissatis-
fied with their job, but they will not motivate positively. To help
them to do creative, satisfying, responsible work the
organisation must provide motivators.

Modern theories

D McClelland
This researcher, together with J Atkinson, emphasised three
fundamental needs as motivators: achievement, affiliation and
power.
• Achievement - This need is to attain something related to a

specific set of standards. There are two extremes: some
people want to achieve something which has only a limited
chance of success, whereas others want to undertake work
in which chances of being a success are highly rated. The
majority lie somewhere in between.

• Affiliation - There is a need to develop interpersonal
relationships on a friendly basis - some people want this at
all costs and most enjoy working in an environment in
which friendly co-operation is possible.

• Power - This is the need to influence others and lead them
into behaving in a way in which they would not normally
behave.

Writing in the early 1950s, these researchers showed that
managers have a high level need for achievement, a relatively
high need for power, but a low need for affiliation.
The general idea is that the entrepreneurs have a high need for
achievement, and relatively high need for power; chief executives
of larger organisations tend to have a high need for power, but
because they have reached their sought-after level they are less in
need of achievement.

M Argyle
Argyle produced another listing of ‘drives’, which affect
motivation. The idea here, however, is that they are on a
provisional basis, because individuals may be unaffected by
some of them and would in any case be affected differently by
each one.
• Biological drives affect social behaviour, e.g. hunger and

thirst.

• Dependency, assistance, guidance and counselling are
obtained from those in power. New situations at work can
give rise to dependency upon people who have the relevant
facts.

• Affiliation need - The need here is to socialise. This can be
carried to the extreme and allow work to be neglected as a
secondary activity.

• Dominance - This drive is to achieve influence and to
control other people’s actions. People with this drive attend
meetings and do most of the talking.

• Sex - On a social level this drive is generally directed to
people of the opposite sex.

• Aggression - This is the need to cause harm to others -
usually on a verbal basis.

• Self-esteem - This drive varies between individuals.
• Additional drives include needs for achievement, money,

and persons who rank highly in this area tend to be those
most concerned with the work which is being done. Others
may have an affiliation drive, which makes them much
more concerned with ‘getting on’ with other people.

Adams’ Equity theory
Adams argues that inequities exist whenever people feel that
the rewards obtained for their efforts are unequal to those
received by others. Inequities can be negative or positive.
When people sense inequities in their work they will be aroused
to remove the discomfort and restore a state of felt equity to
the situation by:
• Changing work inputs
• Changing rewards received
• Leaving the situation
• Changing the comparison points
• Psychologically distorting the comparisons.
People who feel overpaid (feel positive inequity) have been
found to increase the quantity or quality of their work, whilst
those who are underpaid (feel negative inequity) do the
opposite.
Feelings of inequity are determined solely by the individual’s
interpretation of the situation - the fact that a manager feels that
the annual pay review is fair is immaterial.

The V H Vroom Expectancy Model
Vroom believes that people will be motivated to do things to
reach a goal if they believe in the worth of that goal and if they
can see that what they do will help them in achieving it.
Vroom’s theory is that people’s motivation toward doing
anything is the product of the anticipated worth that an
individual places on a goal and the chances of achieving that
goal. Vroom’s theory may be stated as:
Force = valence x expectancy
where force = the strength of a person’s motivation
valence = the strength of an individual’s preference
for an outcome
and expectancy = the probability that a particular action will

   lead to a desired outcome.
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This process may be illustrated in the following way:

Perception that effort will lead 
to effective performance 

Perception that effective 
performance will lead to reward  

Perception that attractive 
rewards are available 

Extrinsic 

Rewards 

Intrinsic 

Actual 
performance Effort 

Role 
perception 

Characteristics of 
the individual 

When a person is indifferent about achieving a certain goal, a
valence of zero occurs. Likewise, a person would have no
motivation to achieve a goal if the expectancy were zero. The
force exerted to do something will depend on both valence and
expectancy. For example, a manager might be willing to work
hard to achieve company goals for a promotion or pay valence.
Vroom’s theory recognises the importance of various individual
needs and motivations, and avoids some of the simplistic
features of the Maslow and Herzberg approaches.

Charles Handy’s Psychological Contracts
Psychological contracts exist between individuals and the
organisations to which the: belong, be they work or social, and
normally take the form of implied and unstated expectations.
According to Handy, individuals have sets of results that they
expect from organisations, results that will satisfy certain of
their needs and in return for which they will expend some of
their energies and talents. Similarly, organisations have sets of
expectations of individuals and its list of payments and
outcomes that it will give to them.
An individual belonging to more than one organisation will
have more than one psychological contract. Only if each contract
is perceived identically by all parties will conflict be avoided.
Psychological contracts can be classified as follows:
• Coercive contracts - which are not freely entered into and

where a small group exercise control by rule and
punishment. Although the usual form is found in prisons
and other custodial institutions, coercive contracts exist also
in schools and factories.

• Calculative contracts - where control is retained by
management and is expressed in terms of their ability to
give to the individual ‘desired things’ such as money,
promotion and social opportunities. Most employees of
industrial organisations ‘enter into’ such a contract.

• Co-operative contracts - where the individual tends to
identify with the goals of the organisation and strive for
their attainment. In return the individual receives just
rewards, a voice in the selection of goals and a choice of the
means to achieve such goals. Most enlightened
organisations are moving towards such contracts but it
must be emphasised that if they are to be effective, then
the workers must also want them if such a contract is
imposed on the workforce, it becomes a coercive contract.

In all cases the employees must know the results of their
increased efforts and the management must understand the
individual’s needs.

Content and Process Theories of Motivation
The above theories can be classified between content and
process theories.

Content Theory
Content theory focuses on the question of what arouses,
sustains and regulates good directed behaviour, i.e. what
particular things motivate people. There is the assumption that
everyone responds in much the same way to motivating
pressures and that there is, therefore, one best way to motivate
everybody.
Content theories are sometimes known as ‘need’ theories
because they focus on the needs served by work. The basic
needs model is shown below.
Content (need) theory model

Perceived 
need 

Tension 
(Motivating force) 

Activity Tension reduced
(Goal achieved) 

This simplified model depicts motivation as prompting a
person to take action to satisfy a state of needs or desires by
achieving a perceived goal.
People differ not only in their ability to complete a task but also
in their ‘will to do’ or motivation. The motivation of a person
depends on the strength of their needs.
The best known work in this area is that of Maslow’s needs
hierarchy, McClelland’s achievement motivation and Herzberg’s
two-factor theory. Maslow, Herzberg and McGregor take a
universalistic approach whereas McClelland and Argyle list the
forces and drives that vary in relation to different individuals.

Process Theory
Process theories (expectancy and goal) change the emphasis
from needs as in content theory to the goals and processes by
which workers are motivated. They attempt to explain and
describe how people start, sustain and direct behaviour aimed at
the satisfaction of needs or the elimination or reduction of
inner tension.
Equity theory provides a very useful elaboration of the process
theory of motivation. It focuses on individual’s feelings of
how fairly they are treated when compared with how others are
treated. The theory has two main aspects. First, it considers that
individuals evaluate their social relationships in just the same
way as they weigh up economic transactions, such as buying or
selling a house or car, or any other exchange process, i.e. they set
what they contribute against what they are likely to gain. Second,
it argues that in evaluating any form of transaction, social or any
other, individuals always compare their situation with that of
others.

Relevance of Content and Process Theories
If we consider the relevance and applicability of content and
process theories, especially the expectancy theory, to manage-
ment in the 2000s, there are several features to support their
use. Together they claim to give a comprehensive view of the



motivational process. They take account of the ways the
individual judges their situation and the link to effective
performance. They imply that job satisfaction (intrinsic) follows
from, rather than precedes, effective job performance. Expect-
ancy theory has led to the redesign of work, giving emphasis to
intrinsic job satisfaction (to a degree the motivating factors of
Herzberg’s hygiene-motivation theory). Further, in a world of
increased emphasis on cost-efficiency, minimum manning levels
and employee flexibility, they provide a fruitful direction for
managers to take.

Motivating Staff

Role of Management
Everyone has a range of performance within which they carry
out their work. The range varies from an upper limit dictated by
ability, both intellectual and physical, and zero performance,
which is the lower limit. Within that range is the level of
acceptability, below which is disciplinary time. Management’s
responsibility for the performance of staff can be summarised
into three main functions:
• Motivating staff to perform at the upper limit of

performance
• Coaching staff so they develop their ability and increase

their potential for high quality work
• Clarifying and enforcing the level of acceptability so that

poor performers are the opportunity to discuss and
evaluate their performance.

It is important to understand these as three separate functions.
Motivation can only improve performance so far; then it
becomes a matter of developing new or additional skills. An
athletics coach cannot make an Olympic sprinter out of an
overweight novice purely by motivation. He or she will have to
teach sprinting techniques and use training programmes to
develop particular muscles and improve lung function.
Motivation is a process that arouses, sustains and regulates
behaviour toward a specific goal or end. Obviously this process
is of interest to the supervisor or manager, whose it is to get
others to perform tasks. He or she has to become involved with
the motivation of the employees so that the performance
requirements of the organisation can be met and the employ-
ees’ needs and expectations satisfied.
The benefits to the organisation from having workers with a
high level of job satisfaction include: high staff loyalty and low
staff turnover, better timekeeping and attendance, good general
morale, and pleasant working relationships with a high level of
trust.

Schein’s View of Employee Behaviour
Edgar Schein believed that if a manager wants to motivate
employees successfully, the way the employees actually behave
must match the way the manager thinks that they behave. He
suggested that management ideas about how people behave
can be grouped into four sets.
• Rational-economic man - This view states that the pursuit

of self-interest and the maximisation of gain are the prime
motivators of people. It lays stress on man’s rational
calculation of self-interest, especially in relation to economic

needs. The implications for motivating seem to be a reward
system based on methods of recognition for individual
performance.

• Social man - This view sees people as predominantly
motivated by social needs and finding their identity
through relationships with others. Acceptance of this view
by managers concentrates on ‘people needs’ rather than
‘task needs’. Studies have shown that productivity and
morale can be improved by fostering social relationships in
order to improve co-operation and teamwork. Attention
should be given to the dynamics of formal and informal
group formation in the enterprise. Further, the role of the
manager changes from controller, commander and
organiser to guide, supporter and facilitator of better
individual and group performance.

• Self-actualising man - Relates to the highest level of
Maslow’s pyramid of needs and derives from the idea that
the driving force is to satisfy basic needs. The managerial
strategy that follows from this approach is to provide the
right demanding, challenging and rewarding work. It aims
for greater responsibility and autonomy at work. This
strategy can be seen today in many companies’ reduction of
the number of levels in the management structure,
establishing two-way communication channels to ensure
high levels of involvement and participation in decision-
making, increasing flexibility and responsibility, and
increasing the amount of choice and accountability given to
the employee.

• Complex man - This view sees people as being more
complex and variable than the previous ones. The
requirement for management is an ability to diagnose the
various motives that may be at work with their staff.

Job Design
Herzberg defines tluee avenues that management can follow in
attempting to improve staff satisfaction and motivation.
• Job enrichment (sometimes called ‘vertical job

enlargement’) - a deliberate, planned process to improve the
responsibility, challenge and creativity of a job. Typical
examples include delegation or problem solving. For
instance, where an accountant’s responsibilities for
producing quarterly management reports end at the stage
of producing the figures, they could be extended so that
they included the preparation of them and the accountant
could submit them to senior management. This alteration
in responsibilities could not only enrich the job but also
increase the workload, leading to delegation of certain
responsibilities to clerks within the department, the
cascading effect enriching other jobs as well.

• Job enlargement - widening the range of jobs, and so
developing a job away from narrow specialisation. There is
no element of enrichment. Argyris calls this ‘horizontal job
enlargement’. Herzberg contends that there is little
motivation value in this approach.

• Job rotation - the planned rotating of staff between jobs
to alleviate monotony and provide a fresh job challenge.
The documented example quotes a warehouse gang of



four workers, where the worst job was tying the necks of
the sacks at the base of the hopper after filling; the best job
was seen as being the fork-lift truck driver. Job rotation
would ensure that equal time was spent by each individual
on all jobs. Herzberg suggests that this will help to relieve
monotony and improve job satisfaction but is unlikely to
create positive motivation.

Process Models and the Manager
With the process models, actual performance in a job is
determined principally by effort expended. But it is also greatly
influenced by an individual’s ability to do the job and by their
perception of what the required task is. Performance is seen as
leading to intrinsic rewards (such as a sense of accomplishment)
and extrinsic rewards (such as working conditions and status).
These rewards lead to satisfaction. What the individual sees as a
fair reward for effort will affect the satisfaction derived. Likewise,
the actual value of rewards will be influenced by satisfaction.
To the practising manager, this model means that motivation is
not a simple cause and effect matter. It shows that managers
should carefully assess their reward structures and that through
careful planning, and clearly defining duties and responsibilities,
the effortperformance-reward-satisfaction system can be
integrated into an entire system of managing.

Reward Schemes
Management action is usually designed to keep staff highly
motivated to meet their performance standards. Achievement
of high performance may be through offering positive rewards.
Equally, achievement may be through the employees having the
perception that if they do not perform up to standard, then
something unpleasant may result. It may be reduced pay, less
chance of promotion, or in the current world employment
climate, reduced job security or no job at all. Either way, it is
important to identify opportunities for development and
advancement and conduct regular performance reviews so that
performance can be monitored.

Money as a Motivator
Money in the form of pay is a powerful motivator and can be
viewed as all embracing, as a basis for comparison or as a
reinforcement. The multiple meanings of pay can be related to
the motivational theories examined as follows:
• Maslow - Pay is unique in that it can satisfy all types of

need: directly, in the case of lower-level needs, and
otherwise indirectly; for example, the prestige of being on a
high salary level can be a source of ego-fulfillment.

• McClelland - High-need achievers view pay as performance
feedback and as a measure of goal accomplishment; group
bonuses are attractive to high-need affiliators; those seeking
power could view pay as a means of buying prestige or as a
way of controlling other people.

• Herzberg - Pay is normally viewed as a hygiene factor but
it can be a motivator when it occurs as a merit increase that
gives special recognition for a job well done.

• Equity theory - Pay is an object of social comparison and
is a major reason for felt inequity.

• Expectancy theory - Pay is only one of many work
rewards that may be valued by individuals at work. When
instrumentality and expectancy are high, pay can be a source
of motivation.

The most direct use of money as a motivator is payment by
results schemes in which an employee’s pay is directly linked to
their results. All such schemes are dependent upon the belief
that people will work harder to obtain more money.

Purchasing Power and Status
In discussing money as a motivator it is necessary to recognise
its effects at two levels.
• Money, in absolute terms, is important because of its

purchasing power. It is what money can buy that gives it
value. Because money can be exchanged for satisfaction of
needs, money can symbolise almost any need an individual
wants it to represent. The next increase in salary could mean
affording a better car, or an extra holiday.

• Money is also important as an indication of status.
Increasing differentials between jobs creates feelings of a
senior status in the person enjoying the higher salary.
Money is a means of keeping score.

Non-Financial Motivators
We have already noted the content theories of Herzberg etc.
which point to the job itself as a source of motivation. The job
content can be interesting and challenging. It can meet needs for
advancement, social standing, professional recognition, self-
esteem, etc. This can sometimes compensate for lower earnings
and cause people to hold back from pursuing a higher-paid
position because the job content is seen to be less interesting.
Examples of non-financial motivators are:
• Participation - This is frequently quoted as a means of

stimulating motivation. There is no doubt that being
involved in the actions and decisions that affect them
motivates people. Participation is also a recognition of the
value of staff, since it provides a sense of accomplishment
and ‘being needed’. A manager seeking to raise performance
by increasing motivation could involve staff in the
planning and inspection aspects of the work encouraging
staff to participate in the design of the work planning
schedules. Staff would be motivated to achieve the targets
that they had helped establish.

• Quality of work life - The approach is a very wide-ranging
application of the principles of job enrichment. The
intention is to improve all aspects of work life, especially
job design, work environment, leadership attitudes, work
planning and industrial relations. It is an all-embracing
systems approach, which usually starts with a joint
management and staff group looking at the dignity,
interest and productivity of jobs.

• Job design - As we have already noted, Herzberg defines
three avenues that management can follow in attempting to
improve staff satisfaction and motivation: job enrichment,
job enlargement and job rotation



The Importance of Constructive Feedback

Types of Feedback
The feedback that we get comes in different forms:
• Intrinsic feedback comes from within our bodies - the

muscles and skin, e.g. the reaction to touching a hot surface
is the pulling away of the hands.

• Extrinsic feedback comes form the environment, e.g. the
visual and aural information needed to drive a car.

• Concurrent feedback comes during an act and can be used
to control it while doing it.

• Delayed feedback comes after the task is completed and
can be used to affect future performance.

Motivation and Feedback
Staff must be fed the results of their involvement as quickly
and fully as possible. Herzberg said ‘a manager cannot motivate
staff in a vacuum’. Feedback is essential if motivation is to
grow. The feedback should be clear and frequent. Intrinsic
feedback is inadequate in learning job skills and the trainer has
to provide the relevant extrinsic feedback. Concurrent feedback
is better than delayed feedback when developing job knowledge,
skills and performance.
Recognition, praise and encouragement create feelings of
confidence, competence, development and progress that
enhance the motivation to learn.

Chapter Summary
Understanding individual behaviour in work is a key element in
improving staff performance. Since people are individuals it is
dangerous to apply any single theory to all people.
There is a fundamental difference between job satisfaction
(contentment) and motivation (will to do) and a worker can be
high in one but low in the other. There is a clear link between
improved motivation and higher performance, but no such link
exists between job satisfaction and work performance.
The types of motivation theory include:
• Content theories
• Process theories.

Key Points
• Motivation is influenced by values, beliefs, attitudes,

needs and goals.
• McGregor proposed two theories to describe value

judgements inherent in supervision: Theory X and
Theory Y.

• Maslow identified the following basic human needs:
physiological, safety, relationships, esteem and self-
actualisation. He arranged these as a hierarchy: Maslow’s
hierarchy of needs.

• Herzberg identified five motivators and five dissatisfiers
related to job satisfaction.

• McClelland and Atkinson emphasised achievement,
affiliation and power as motivational needs.

• Argyle identified the following motivational ‘drives’:
bioligical, dependency, affiliation, dominance, sex,
aggression, self-esteem and others.

• Adams proposes that negative or positive inequities are
motivational forces.

• Vroom believes that people will be motivated to do things
to reach a goal if they believe in the worth of that goal  and
if they can see that what they do will help them in
achieving it.

• Handy argues that psychological contracts exist between
individuals and organisations.Needs will be met in return
for their energy and talent. Contracts can be classified as
coercive, calculative and co-operative.

• All behaviour is motivated. Our performance of a task is
the product of ability and motivation.

• Content or need theories propose that motivational forces
arise from perceived needs.

• Theories of motivation stress different factors contributing
to job satisfaction. Content theories, such as those of
Maslow and Herzberg, stress the satisfaction of needs.
Process theories, such as those of Vroom, emphasise the
importance of rewards.

• Taken together, content and process theories model the
motivational process, helping managers to achieve effective
employee performance.

• Managers’ responsibility for staff performance covers
motivating and coaching staff, and clarifying
performance levels.

• Staff with high levels of job satisfaction benefit the
organisation through:
• High loyalty
• Low staff turnover
• Better time-keeping
• Better attendance
• High levels of trust.

• Schein grouped behaviour into four types:
• Rational-economic
• Social
• Self-actualising
• Complex.

• Herzberg proposed job enrichment, job enlargement
and job rotation to improve satisfaction and motivation.

• Motivation is not a simple cause and effect issue: the effort-
performance-reward-satisfaction system should be carefully
planned.

• Achievement of high performance may be through positive
rewards or the fear of job insecurity.

• Pay can be related to motivation in the theories of
Maslow, McClelland and Herzberg, and in equity
theory and expectancy theory.

• Money is important not only for its purchasing power but
also as a status indicator.

• Non-financial motivators might be ‘participation’,
‘quality of work life’ and ‘job design’.

• Feedback can be intrinsic, extrinsic, concurrent or delayed.



• Feedback is essential to motivation.

Student Activity
The Key Theories of Motivation

1. Define motivation.

Classical Theories

2. What does the needs model depict?
3. Draw Maslow’s hierarchy of human needs.
4. List Herzberg’s most important hygiene factors.

Modern Theories

5. What is meant by ‘valence’ and ‘expectancy’ in the work of
Vroom?

Content and Process Theories of Motivation

6. Distinguish between content theories and process theories
of motivation.

7. Draw a basic needs model but show a barrier to achieving a
goal.

Motivating Staff

8. Explain the process of job enrichment.
9. List the hierarchy of needs and hygiene/motivation factors.

What parallels can you draw between the two approaches?

Reward Schemes

10. How does Herzberg’s theory view money as a motivator?
11. List some non-financial motivators.

Schein’s models

12. With reference to motivation theory, to explain the
following concepts:
• Rational-economic man
• Social man
• Self-actualising man
• Complex man

Your explanation should include the significance of each
concept to a manager.
13. Under what category of job design would you place flexi-

time?

Influences on Motivation

14. Discuss some of the major influences on people’s
motivation and discuss the implications for the
management process.

Notes
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Objective
By the time you have finished this chapter you should be able
to:
• Explain the need for teams and define the purpose of a

team
• Explain the role of the manager in building the team and

developing individuals
• Outline the composition of successful teams: Belbin,

Peters and Waterman
• Summarise the differences between a team and a group 
• Explain the development of a team: Tuckman
• List team-building tools
• Examine the ways of rewarding a team
• Identify methods of evaluating team performance.

Outline of Lesson Plan
• The need for teams
• Team-building
• The composition of successful teams
• The differences between teams and groups
• The development of teams
• Rewarding a team
• Evaluating team performance
In this chapter we will be helping you understand how teams
and groups operate. The process known as team-building and
team maintenance has become an important element in helping
work groups to function more effectively and we will be looking
at some of the skills and methods used in the process.

The Need for Teams

What is a team?
A team is any group of people who must significantly relate
with each other in order to accomplish shared objectives.
A work team can be a department, section or group with a set
of common tasks. It is a part of a larger organisation with one
person in charge of it, although every member of the team has
some input into the way it operates.
Using this as a guideline, the work group that merely does as it
is told, accepts instruction as it receives them and makes no
contribution to deciding how the work is to be done, does not
qualify as a team.
A team is a formal group. It has a leader and a distinctive culture
and is geared towards a final result. An effective team can be
described as ‘any group of people who must significantly relate
with each other in order to accomplish shared objectives’. Teams
are groups of people who show the following characteristics:

• They share a common goal, and .are striving to get a
common job done.

• They enjoy working together, and enjoy helping one
another.

• They have made a commitment to achieve the goals and
objectives of the project by accomplishing their particular
portion of the project.

• They are very diverse individuals having all kinds of
different disciplinary and experiential backgrounds who
must now concentrate on a common effort.

• They have great loyalty to the project as well as loyalty and
respect for the project manager, and have a firm belief in
what the project is trying to accomplish.

• They have attained a team spirit and a very high team
morale.

In order to ensure that the group is truly an effective team,
working toward the same goals and objectives, the team
members must have an overpowering reason for working
together. They must need each other’s skills, talent and experi-
ence in order to achieve their mutual goals.
A second type of work team is the project group (sometimes
called a working party or sub-committee), which comprises a
number of people from different sections and with different
backgrounds, complementary skills and knowledge, who work
together on some precisely defined project or task.
A project team may be set up as a separate unit on a temporary
basis for the attainment of the task or project. After it is
completed, the team is disbanded or members are reassigned to
a new task.
Multi-skilled teams bring together individuals who can perform
any of the group’s tasks. These can be shared out in a flexible
way according to availability and inclination. Multidisciplinary
teams bring together individuals with different specialisms so
that their skills, knowledge and experience can be pooled or
exchanged.

The Purpose of a Team
Work projects are necessary to solve complex problems; project
management is necessary to make projects successful; teams are
necessary to make project management work. Perhaps the basic
purpose of a team is to solve the ever-increasing complexity of
all of our technology and our systems, and hence our prob-
lems. More and more of our problems, whether they are
technical, political or social, are reaching almost insoluble levels
of complexity.
As projects have become more complex, they have also become
more multi-disciplinary and more demanding of innovation
and advances in technology. As a result, projects must use a
diverse team of specialists who have very few common
interests. Projects, by definition, demand very high job perfor-

LESSON 5:
HIGH PERFORMANCE TEAMS
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mance since they typically have very tight schedules, budgets and
performance requirements. Experience has shown that superior
project performance can only be achieved by a superior team
effort.
A project team is a system, and the basic tenet of systems
theory indicates that the whole is more than the sum of its
parts. A team, therefore, is more than a sum of its individual
team members. It has been demonstrated many times that a
well-functioning team can often produce results that far outstrip
the potential output of its individual members. This has been
attributed to the cross-fertilization of ideas that stimulate
creativity and innovation. It will happen if the team atmosphere
stimulates discussion, constructive criticism, and the building
of ideas on ideas. The terms synergism and symbiosis have
been used to describe this effect - i.e. 2 + 2 can equal 5 or more!

Team-Building
Team-building the process of removing obstacles that prevent
the team from working effectively and planning how to
improve the overall performance of the team.
Team-building is necessary because not all teams are winners, at
least not right away. A football team is certainly the most
publicised example of a team effort, and everyone knows that
poor teamwork is the principal reason that teams are losers. A
project team is like a football team in that it will not be a winner
unless it is a truly co-ordinated team effort. The total team
effort is much more than the sum of the efforts of its indi-
vidual participants.
However, before any team-building can progress there has to be
a recognition that ‘something must be done’ to form a team or
to improve the way the existing team is performing. Even
better, the group members themselves should also feel this
need, so that they are properly motivated to get involved with
the work effort required. This is the first part of the team-
building process where group norms and relationships are
analysed to identify any factors that may be affecting the
effectiveness of the group.
This process can be inward-looking, with team members
examining and evaluating the ways in which they work and react
with each other. Alternatively, it can be outward-looking, where
the team leader sets out to focus the team’s effort on real,
existing problems facing the groups so that it helps the team to
realise that acceptable solutions can be found by removing the
barriers.
There are several activity or behaviour indicators within a group
that can indicate a need for team-building work. They include:
• A decrease in output or productivity or quality of work
• Decrease in job satisfaction, leading to an increase in people

leaving or applying for transfers
• A reluctance to change methods of doing work or to use

new equipment
• A reluctance to accept instructions or share information
• Internal conflict
• Low morale, lack of enthusiasm and poor individual

motivation.

Team performance may decline over time or with a change of
membership and may have to be revitalised as an alternative to
starting from scratch every time.
The second part of the team-building process involves assisting
individual members of the group to learn new ways of
working together so that their group effectiveness is increased.
This may involve helping individuals not only to identify
problems, but to smooth group relationships by learning how
to:
• Express disagreement without getting into win-lose

situations
• Provide leadership without dominating others
• Express negative feelings in a non-condemnatory way
• Tolerate and learn from the opinion of others
• Recognise that group tension and conflict can be positive as

well as negative.
Keeping the team at a constant or improving level of compe-
tence and effectiveness requires team maintenance/leadership
skills.

Building Blocks
According to woodcock, to build an effective team, you must
first identify the blockages to team-building and then decide on
the building blocks to be used.
Woodcock adopts a practical approach to team-building. He
argues that to build an effective team, you must first identify the
blockages to team-building, and then decide on the building
blocks to be used. He then discusses the general issues to be
taken into account and outlines an action plan for implementa-
tion.

Blockages to an Effective Team
The blockages to team-building include:
• Inappropriate leadership
• Unqualified membership
• Unconstructive climate
• Unclear objectives
• Poor achievement
• Ineffective work methods
• Insufficient openness and confrontation
• Undeveloped individuals
• Low creative capacity
• Unconstructive relationships between team members.

Identifying Building Blocks
Identifying the best building blocks to use to overcome the
obstruction is a very important stage in team-building. Inappro-
priate and misjudged team-building activities can lead to a
misuse of time, a waste of money and other resources, a
lowering in morale because of the wasted effort and an increase
in cynicism from the members. Some of the building blocks
used are:
• Appropriate leadership
• Balanced roles
• Co-operation and constructive conflict
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• Clear objectives and agreed goals
• Support and trust
• Sound procedures
• Openness and confrontation
• Individual development
• Good communications
• Sound relationships between group members
• Regular reviews.

Putting Ideas into Action
The general issues to be taken into account are:
• Being clear about the aims of the team-building; these

must be related to the genuine needs of the organisation
and not as a response to a fashionable management
technique

• Keeping plans and actions related to the work of the
organisation

• Starting modestly
• Building realistic timetables
• Consulting widely and genuinely
• Encouraging frank discussions about principles and

practices
• Linking activities to needs and, as far as possible, to

organisational work
• Facing up to political problems, especially from other

groups
• Not raising false expectations
• Making use of both internal and external help.
The basic features of the action plan to implement the
programme will be to:
• Identify the need for a team-building approach and agree it

with those affected
• Identify the people it will apply to and consider others who

may be affected
• Outline the methods, techniques and actions to be adopted
• Find the resources needed
• Agree a timescale
• Plan how to review progress and assess further action.

The Role of the Manager
Team-building interventions are directed towards four areas:
1. Diagnosis - involves the open discussion by the group to

uncover problems that are affecting their performance
2. Task accomplishment - involves agreement on what the

team exists to do, what can be achieved and how it should
be accomplished

3. Team relationships - involves identifying the role
expectations and responsibilities of the team members,
examining what the leader expects from the group and
what the group expects from the leader

4. Team organisation - is the process of selecting the best
team to achieve the identified goals and determine the
roles and responsibilities of each member selected.

The role of the manager in team-building is to satisfy task,
group and individual needs. Professor Adair’s action-centred
leadership model singles out the responsibilities of the group /
team leader.
The basic idea behind his theory is that the leader in any of any
group or team has to strive constantly to achieve three major
goals while at the same time maintaining a position as an
effective leader.
1. The first goal considers the task needs - the manager

ensures that the purpose (completion of the task) is
fulfilled. This entails defining the objectives, aims and
goals, etc. The main tasks could include setting standards,
allocating jobs and controlling the work. Other leadership
skills required include problem-solving and decision-
making, promoting involvement and commitment,
evaluating ideas and performance, negotiating and
resolving conflicts.

2. The second goal is a similar consideration of the group
needs - until the task is completed the group has to be held
together: the manager must maintain team spirit and build
morale, concentrating on team-building, developing
interdependence and keeping the members of the group
well informed.

3. The third goal is to consider individual needs and
motivate, develop and support individuals. Each member
of a group or team has individual needs and the manager
should try to find out what they are and work towards
satisfying them within the group’s needs.

Successful leadership means that all tl1ree goals are reached. The
overlap of the task, group and individual needs, and the
measure of interrelation between these factors, can be shown in
a diagram - now try Activity 1.

The Composition of Successful Teams

Key Aspects of Successful Teams
Peters and Waterman, in their best-selling book In Search of
Excellence, define the five key aspects they located in successful
task-force teams:
1. The numbers should be small; inevitably each member will

then represent the interest of their section/department.
There needs to be a backdrop of trust from those not
present.

2. The team should be of limited duration, and exist only to
resolve this particular task. It is recommended that busy
people, not permanent committee members, would be
ideal, because they would want to finish the task quickly.

3. Membership should be voluntary.
4. Communication should be informal and unstructured,

with little documentation and no status barriers.
5. It should be action-oriented. The team should finish with

a plan for action not ‘just a form of words’.
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The Right Blend
According to Belbin the success of a group, in terms of morale,
behaviour and performance, can depend significantly upon the
balance of individual skills and personality types within the
group. He has designed a series of questionnaires whereby
people can be identified as belonging to a particular group type.
He suggests that there are eight main character types that a well-
balanced group would contain. (He has subsequently added a
ninth).
These eight types are:
• The leader - co-ordinating (not imposing) and operating

through others
• The shaper - committed to the task, may be aggressive and

challenging, will also always promote activity
• The plant - thoughtful and thought-provoking
• The monitor-evaluator - analytically criticises others’ ideas,

brings group down to earth
• The resource-investigator - not a new ideas person, but

tends to pick up others’ ideas and adds to them; is usually
a social type of person who often acts as a bridge to the
outside world

• The company worker - turns general ideas into specifics;
practical and efficient, tends to be an administrator
handling the scheduling aspects

• The team worker  - concerned with the relationships within
the group, is supportive and tends to defuse potential
conflict situations

• The finisher  - unpopular, but a necessary individual; the
progress chaser who ensures that timetables are met.

Different team roles indicate different types of behaviour, which
are not necessarily linked to job and task skills. For instance, a
person might be naturally imaginative - a ‘good ideas’ person.
Another might be good at checking details to make sure that
everything has been covered. Yet another might be the person
to make sure that decisions are implemented and the task
carried through to completion. Even though these team roles
are not associated with particular job and task skills, they are
considered crucial to task and goal achievement in that their
presence or absence is said to influence significantly the work
and achievements of teams.
Consequently, most team role exponents maintain that, if a
team is to be high performing, it should be ‘balanced’ - that is,
there should exist amongst the typical behaviours of members
the full range of team roles.
The description of Belbin’s eight roles does not mean that a
team cannot be effective with fewer than eight members.
Members can adopt two or more roles if necessary.
However, the absence of one of these functions can mean a
reduction in effectiveness of the team. With no shaper, the
team can get bogged down; with no finisher, important details
can be missed; with no monitor-evaluator the team can be
swayed by the very bright, articulate and possibly impractical
shaper, and so on.

The Differences between Teams and Groups

Key Differences
The outcomes of a team-building approach are measured in
terms of effective task achievement and team member satisfac-
tion; a balanced combination of these two outcomes is likely to
mean continuing team effectiveness. However, it is more
difficult to manage the development of team-building than to
manage a group. Team-building will take more time and more
behavioural commitment.
We can establish the differences between groups and teams by
observing their behaviour. In teams:
• There is more openness and trust
• Feelings are expressed more freely
• There are common objectives
• Process issues are part of the work
• Conflict is worked out
• Decisions are by consensus
• Commitment can be very high.
In groups, on the other hand:
• People accommodate each other
• People negotiate
• Objectives may be modified
• The process issues are often covert
• Politics are rife
• Commitment can be high.
As a way to ensure that the team welds together to become an
effective unit, you might look for evidence of successful team-
building. Woodcock has described some features of effective
teamwork, which include the following:
• There is the right balance of skills, ability and aspiration.
• Mistakes are faced openly and there is no ‘scapegoating’.
• There is pride in success and support and trust in personal

relationships.
• There is a high level of task achievement.
• Openness and honesty is present.
• There is helpful competition.
• There is a happy feel to the place and good relationships

with other departments.

The Development of Teams

Stages of Development
Because there are stages to team development, with each stage
requiring a different measure to move it to a higher level of
team effectiveness, an understanding of Tuckman’s work on
the various stages may identify what needs to be done to weld
the team together. The stages are:
1. Forming- At this initial stage, the group is no more than a

collection of individuals who are seeking to define the
purpose of the group and how it will operate.

2. Storming - Most groups go through this conflict stage. In
this stage, preconceptions are challenged, norms of
attitude, behaviour, ete., are challenged and rejected.
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Members compete for chosen roles within the group (e.g.
leader, comedian).
If successful, this stage will have forged a stronger team
with greater knowledge of each other and their objectives.

3. Norming - This stage establishes the norms under which
the group will operate. Members experiment and test
group reaction as the norms become established. Typically,
the norming stage will establish how the group will take
decisions, behaviour patterns, level of trust and openness,
individual’s roles, etc.

4. Performing - Once this final stage has been reached, the
group is capable of operating to full potential, since the
difficulties of adjustment, leadership contests, etc., should
have been resolved.

All groups do not automatically follow these four stages in this
sequence. For example, a group where a large number of the
members have worked together previously or have a much
greater knowledge of the technical aspects of the problem, will
tend to arrive at the performing stage quickly. Of course, not all
groups pass through all the stages - some get stuck in the
middle and remain inefficient and ineffective.
More recently, a fifth stage has been added to Tuckmah’s original
four - that of dorming:
5. Dorming - If a team remains for a long time in the

performing phase, there is a danger that it will operating on
automatic pilot. ‘Groupthink’ occurs to the extent that the
group may be unaware of changing circumstances. Instead,
maintaining the team becomes one of its prime objectives.
Some symptoms of group think are:

• The raising of protective barriers and the illusion of
impregnability

• A negative attitude towards competing projects
• An unwavering belief in the group and its decisions  a

sectarian emphasis on agreement.
The team gradually loses its ability to make good decisions. The
project manager can use the following antidotes against this
‘disease’:
• Encourage open discussion about doubts and

objectives
• Appoint a devil’s advocate to question the group’s

decisions and motives
• Slow down the decision-making process.
In this situation it may be necessary for the group to ‘dorm’, i.e.
to be adjourned or suspended. Members may join another
group to provide distance from the original group. A certain
amount of anxiety is created when a ‘performing’ group
disbands, and the dorming is a way of easing away from the
original dynamic group activities.

Fostering a Team Spirit
Management writers have long recognised the importance of
teamwork, one of the earliest being Fayol who included ‘esprit
de corps’ amongst his 14 principles. More recently the human
relations movement, and the example of Japanese manage-

ment, have focused attention on the importance of teamwork.
According to Adair, teams are a particular kind of group which:
• Have a high level of cohesion
• Have common objectives
• Have complementary membership skills
• Can work as a team ‘sequentially’.
Adair quotes as examples successful football teams, military
teams, and management teams. In the last of these, the
characteristics of teamwork have obvious relevance to effective
management - organisational members working closely together
and using their different skills, abilities and knowledge to
achieve organisational objectives.
Belbin and Adair identify a range of actions that can foster
greater team spirit and teamwork. These include:
• Allowing teams time to develop - Groups take time to

develop into teams; indeed, according to Tuckman, there is
a four-stage process involved – ‘forming’, ‘storming’,
‘norming’ and ‘performing’. This implies the need for high
levels of interaction to be encouraged between members,
and for the clarification of objectives.

• Team typing - According to Belbin: ‘what is required in
teams is not well balanced individuals, but individuals who
balance one another.’ Thus, in selecting team members, care
has to be taken to choose individuals whose skills
(conceptual, interpersonal, technical) and whose personality
characteristics complement and balance one another.

• Team-building - A range of techniques can be employed,
including group dynamics exercises, outward bound
courses, and formal processes that evaluate the performance
of teams and team members as a basis for feedback and for
improvement.

•  Team leadership - To quote Adair, ‘Great teams require
great leaders.’ The role of team leadership was analysed and
emphasised by Blake and Mouton who devised a grid of
management styles. The ideal position on the grid is ‘9,9’
or ‘team management’, which integrates concern for people
with concern for production Adair also emphasises the
need to integrate individual, group, and task needs.

• Team culture - In the longer term, staffing policies and
decisions on recruitment, development, training, selection,
appraisal and reward are of central importance.

Team-Building Tools
When a new project is started, there is a great need to get
everyone on the project team going in the same direction and
focused on accomplishing the same project goals. The problem
is that everyone on the project team sees the project in terms of
their own particular discipline and background, and they will
tend to go in different directions, often sub-optimising in their
solution of project problems. The project manager must get
the individual team members to view the project from the ‘big-
picture’ perspective, and to concentrate on overall project goals.
Obtaining this team spirit and team commitment is what team-
building is all about.
Once the difficulties or blockages have been identified, team-
building can be greatly accelerated by the use of special
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team-building events, activities and exercises to help group
members change individual behaviour and improve team
performance. Many such ‘building blocks of effective teamwork’
have been described in the literature, an example is an ‘outward
bound’ type of course with all the participants being involved
in quite physical tasks with a need for the group members to
help each other. There are less physical versions, like building
bungalows with Lego in competitive groups.
These activities can be very effective, particularly when used early
in the project life-cycle. Unfortunately, in the punishing pace of
an ongoing project there is seldom very much time for academic
exercises. Team-building is, therefore, most practical and most
effective when it is integrated into the normal day-to-day project
activities.

Rewarding a Team

Pay and Performance
People are motivated in direct proportion to the value that they
feel is being placed upon them, and the only demonstrated
indication of this value is the rewards given them. Money is by
far the most important aspect of any reward system, but if
there are wide ranges in the pay structure, it can actually be a
demotivator.
Companies are increasingly attempting to relate pay to perfor-
mance, although the methods used vary widely. Examples
include piecework (payment by results - PBR), bonus schemes
and commission. PBR and bonus schemes are suitable for
rewarding teams, but commission is a reward paid on the
performance of an individual. Piecework is a reward system
.related to the pace of work or effort and there are forms of
PBR where the reward is based on the performance of a team
rather than an individual.
The use of cash incentives to reward outstanding individual
performance is very desirable, but should be used only when
there is a team consensus that it is merited. Team incentive
rewards and bonuses are even more effective motivators.

Team Incentive Rewards
Group or team incentive schemes offer a bonus to the team
where they have achieved or excelled targets. This type of
scheme may be appropriate for tasks where:
• Individual contributions cannot be isolated
• Team members have little control over their individual

output because tasks depend on each other
• Team-building is particularly required.
Long-term and large-group incentive (gain-sharing) plans may
be applied factory-wide or organisation-wide and tie pay to
performance by giving employees additional payment when
there has been either an increase in profits or a decrease in costs
to the organisation. Incentives are based on a comparison of
present profits or costs against historical cost accounting data.
Value added schemes work where increases in productivity are
not necessarily the result of employees individually or collec-
tively working harder (work intensification), but are typically
improvements because employees work more smartly. The
members of the team have identified the means to perform
tasks efficiently without increasing physical effort. The benefit

can be shared between employers and employees on an agreed
formula.

Evaluating Team Performance
Evaluating team performance involves measuring:
• Effectiveness - the degree to which goals are accomplished
• Efficiency - the use of resources in attaining goals
• Team-member satisfaction - the motivational climate.
In most cases, effectiveness and efficiency are related. The team
could be effective in accomplishing its goals, but it may not be
efficient in its use of machinery or manpower. In circumstances
where there is some physical or countable task, the measure-
ment is relatively straightforward, and there are certain elements
which can be used to evaluate the team’s performance against
the standard. These include:
• The quantity of work performed
• The quality of work performed
• The association of work performed with time allowed.
Given the type of work done by teams, there may be no
obvious objective measures, such as sales figures, number of
complaints or components made per hour, available for
assessing their performance. Therefore, some form of subjec-
tive measure is required. There are various ways of judging the
performance of teams in the absence of objective measures.
One way is to observe and rate the team’s behaviour against
some set of agreed criteria. Another is to interview all who may
have a view about the team and its performance. A third is to
administer a pre-prepared questionnaire to team members and
their managers. Some researchers have used senior management
as judges of a team’s performance as well as, and sometimes
instead of, team members’ own judgements.
The drawbacks of these methods include the following:
• Observing team members’ behaviour is very time-

consuming and requires a degree of participant
observation, which may not be available.

• Interview data is qualitative and, unless obtained in a very
structured way, does not lend itself to comparison.

• Many questionnaires purport to measure team
performance; however, these assume equality of
importance of the items measuring team performance,
regardless of the purpose or activities of the team in
question.

The Hawthorne studies sought to relate changes in illumination
and tea breaks to the number of relays completed by the group.
The amazing results were not found in the production aspects
of the experiment (i.e. changes in physical working conditions),
but in the human aspects. As a result of the attention lavished
upon them by the research team and management’s interest in
the project, the women felt that they were an important part of
the company. They no longer saw themselves as isolated
individuals who happened to be working in close proximity but
rather saw themselves as participating members of a team. The
relationship that developed sponsored feelings of belonging,
achievement and self-regard. These needs, which had long gone
unsatisfied in work, were now being fulfilled. The women
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responded by working harder and more effectively than
previously.

Chapter Summary
This chapter has looked at how teams and groups operate. We
have also described some of the skills and techniques of team-
building and team maintenance.

Key Points

The Need for Teams

• A team is any group of people who must significantly
relate with each other in order to accomplish shared
objectives.

• For a group to be a truly effective team, working toward the
same goals and objectives, the team members must have an
overpowering reason for working together.

• A work team can be a department, section or group with a
set of common tasks.

• A second type of work team is the project group
(sometimes called a working party or subcommittee),
which comprises a number of people from different
sections.

• The basic purpose of a team is to solve complex problems.
• A project team is a system and, in accordance with systems

theory, a team is more than a sum of its individual team
members.

Team-Building

• Team-building is the process of removing obstacles that
prevent the team from working effectively, and planning
how to improve the overall performance of the team.

• According to Woodcock, to build an effective team, you
must first identify the blockages to team-building and then
decide on the building blocks to be used

• Team-building interventions are directed towards four
areas - diagnosis, task accomplishment, team relationships
and team organisation.
• The core responsibilities of the team leader are to:
• Achieve the task
• Build and maintain the team
• Develop each individual member.

The Composition of Successful Teams

• According to Peters and Waterman, key aspects of
successful task-force teams are:
• Small numbers
• Time-limited duration
• Voluntary membership
• Information communication
• Orientation towards action.

• According to Belbin, the success of a group can depend on
the balance of individual skills and personality types. He
outlines eight different personality types which form the
full range of team roles.

The Differences between Teams and Groups

• Team-building will take more time and more behavioural
commitment than ordinary group work.

The Development of Teams

• According to Tuckman, group development goes through
four stages - forming, storming, norming and
performing.  A group that is in the performing stage for a
long time may need to go through a fifth stage - dorming
- to regain a balanced view of the group’s role and
decisions.

• When a new project is started, there is a great need to get
everyone on the project team focused on
accomplishing the same project goals.

• Team-building can be greatly accelerated by the use of
special team-building events, activities and exercises to
help group members change individual behaviour and
improve team performance.

Rewarding a Team

• People are motivated in direct proportion to the value that
they feel is being placed upon them.

• Money is by far the most important aspect of any reward
system.

• Group or team incentive schemes offer a bonus to the
team where they have achieved or excelled targets.

Evaluating Team Performance

• Evaluating team performance involves measuring
effectiveness, efficiency and team-member satisfaction.

• Some form of subjective measure is required for evaluating
the type of work done by teams, as there may be no
obvious objective measures.

Student Activity

The Need For Teams

1. How would you define a team?

Team-Building

2. Describe team-building.
3. Draw a diagram of the action-centred leadership approach

incorporating the task, group and individual needs.

The Composition of Successful Teams

4. What are the eight main character types that Belbin wrote
about?

5. Is an orchestra a team?
6. What type of personality have you got? Can you identify

people with these types in your organisation?

The Development of Teams

7. Describe Tuckman’s four stages of team development.

Rewarding a Team

8. List four or five non-monetary rewards suitable for a team.

Case Study
X is in charge of a group of 12 people involved in complex
work. This is of an ongoing nature. The group has been
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working together amicably and successfully for a considerable
time. Its members value X’s leadership and the back-up given
him by Y. She often elaborates on X’s instructions and deals on
his behalf with group members’ queries, especially when he is
absent on the group’s business.
Much of the success of the group has been due to P, who is
creative at problem solving, and R who has an encyclopaedic
knowledge of sources of supply and information. Q is an
expert on charting and records, and S is invaluable at sorting out
disagreements and keeping everyone cheerful. The remaining
members of the group also have roles, which are acceptable to
themselves and to the others.
Recently, Y resigned for family reasons. Because the workload
has been increasing, X recruited four new people to the group.
X now finds that various members of the group complain to
him about what they are expected to do and about other
people’s failings. P and R have been unusually helpful to X, but
have had several serious arguments between themselves and
with others.

Required
Relating your answer to the theories of Belbin and Tuckman:
a. analyse the situation before and after the changes
b. recommend how X should ensure that the group reverts to

its former cohesiveness.

Notes
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Objective
By the time you have finished this chapter you should be able
to:·
• Explain the importance of formal and informal

communication in the workplace·
• Explain communication models·
• Outline the importance to the manager of effective

communication·
• Describe the effects of poor communication·
• List and describe the attributes of effective communication
• List the main methods and patterns of communication
• Explain the importance of the process of consultation.

Outline Of Lesson Plan
• The need for communication
• Communication models
• The importance to the manager of effective communication
• The effects of poor communication
• Communication patterns
• The process of consultationThe efficient running of

organisations requires that all the members of the
organisation work together towards the achievement of the
organisation’s objectives. This working together requires
the adequate understanding of what others are doing. It
requires a high level of co-ordination and control, and
fundamentally it requires communication, which is efficient
and effective.

This chapter focuses on communication in the organisation, its
nature and operation. The design of the formal communication
system is considered as well as the types of informal communi-
cations channels, which exist in an organisation. The chapter
also considers the reasons that are frequently encountered today
for poor organisational communications.

The Need For Communication
Communication is the interchange of information, ideas, facts
and emotions by two or more persons.
We have already noted that management is concerned with the
way jobs are done through other people. Communication,
therefore, is the means whereby people in an organisation
exchange information regarding the operations of the enter-
prise. It is the interchange of ideas, facts and emotions by two
or more persons. To be effective, the manager needs informa-
tion to carry out management functions and activities. All
organisations have formal, acknowledged, and often specified
communication channels. There will be lists of people who are
to attend briefings or meetings, and distribution lists for
minutes of meetings or memos. There will be procedures for

telling people of decisions or changes, and for circulating
information received from outside the organisation.
Not only must individuals be motivated to work towards the
organisation’s goals, but their work must also be co-ordinated
and controlled for the efficient functioning of the organisation.
At the heart of this must be an effective formal communica-
tions system.

Formal Communication Channels
Organisational communication establishes a pattern of formal
communication channels to carry information vertically and
horizontally. (The organisational chart displays these channels.)
The channel is the path a message follows from the sender to
the receiver. Managers use downward channels to send
messages to employees. Employees use upward channels to
send messages to managers. Horizontal  channels are used
when communicating across departmental lines, with suppliers,
or with customers.
Upward communication - provides management with
feedback from employees on results achieved and problems
encountered. It creates a channel from which management can
gauge organisational climate and deal with problem areas, such
as grievances or low productivity, before they become major
issues.
Downward communication - instructions relating to the
performance of the department and policies for conducting
business are conveyed downward from managers to employees.
Katz and Kahn (1966) identified five general purposes of
superior-subordinate communication:
• To give specific task directives about job instructions
• To give information about organisational procedures and

practices
• To provide information about the rationale of the job
• To tell subordinates about their performance
• To provide ideological-type information to facilitate the

indoctrination of goals.
Such information can help clarify operational goals, provide a
sense of direction and give subordinates data related to their
performance. It also helps link levels of the hierarchy by
providing a basis for co-ordinated activity.
Too much emphasis on downward communication can create
problems. People will become reluctant to come forward with
their suggestions and problems, and may be averse to taking on
new responsibilities. There is also a risk of management getting
out of touch with their subordinates. For these reasons it is
important to stress upward communication.
Lateral or horizontal communication channels refer to commu-
nication between people or groups at the same level in the

LESSON 6:
COMMUNICATION
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organisation. Four of the most important reasons for lateral
communication are:
• Task co-ordination - department heads may meet

periodically to discuss how each department is contributing
to organisational objectives

• Problem-solving - members of a department may meet
to discuss how they will handle a threatened budget cut

• Information sharing - members of one department may
meet with the members of another department to explain
some new information or study

• Conflict resolution - members of one department may
meet to discuss a problem, e.g. duplication of activities in
the department and some other department.

Co-ordination between departments relies on this form of
contact, e.g. line and staff positions rely heavily on advice
passing laterally. Also, managers communicate with sources
outside the organisation, such as suppliers and customers.

Informal Communication Channels
A grapevine is the network of social relations that arises
spontaneously as people associate with one another.
While the organisational structure will have a designed, formal
communications network, it is inevitable and not necessarily
bad that in almost all organisations there will be a number of
informal communication channels, e.g. grapevine, rumour  and
gossip. The channels are described as informal because they are
not consciously structured into a fixed pattern.
Grapevine activity is likely to flourish in many common
situations such as when:
• There is a lack of information about a situation and people

try to fill in the gaps as best they can
• There is insecurity in the situation
• There is a personal interest in a situation, e.g. when a friend

is disciplined by a manager, people may well gossip about
it.

• There is personal animosity in a situation and people seek
to gain advantage by the spreading rumours

• There is new information which people wish to spread
quickly.

In many organisations the grapevine is the major informal
communication channel. The term itself implies that there is a
metaphorical tangle of branches, which may distort informa-
tion. This may well happen, but often the grapevine is an
extraordinarily efficient, if selective, channel for spreading news
quickly and accurately.
An explanation may be that employees are constantly in touch
with each other in the course of their work, they are interested
in news of importance, which has a personal relevance, and
willingly and quickly receive and pass on such information.
Rumour is another type of informal communication. This is a
message transmitted over the grapevine and is not based on
official information. As a rumour it may be true or false or have
elements of both. An important problem with rumours is that
they will travel very quickly and be influential, especially if the

rumour is important bad news. Such rumours can quickly lower
morale and seriously disrupt work.
Rumours circulating outside the company can be particularly
damaging. Potential travellers may be deterred from booking
with an airline if they hear a rumour that the airline is in
financial difficulties. Advance preventative measures are the best
way to avoid rumours circulating. Poor employee communi-
cations are a fertile breeding ground for unfound_d rumours.
Management should be alert to situations that promote
rumours. This is particularly the case in situations in which there
is genuine confusion about what is happening and the formally
published information is unclear and incomplete. This often
leads also to anxiety in the workplace.
Along with rumour the grapevine often communicates gossip:
idle talk, often of little consequence but it can be hurtful  if
malicious and about particular people. It can hurt reputations,
which are often founded to a degree on gossip. It can have a
positive side: it can be a morale booster, a socialising force
that spells out group norms, and it can be beneficial to the
individual as a means of sharing employment worries.
Evaluate the following recommendations:
1. Informal communications in the workplace should not

exist.
2. Over-reliance on informal communication networks can

arise from the failure of formal communication systems.
3. Informal communications can be used by management to

its advantage.
4. Gossip can have a positive side in that it is a morale

booster and can be beneficial to the individual in the
workplace.

Communication Models
Communication is the process of passing information and
understanding from one person to another. The communica-
tion process involves six basic elements: sender (encoder),
message, channel, receiver  (decoder), noise, and feedback.
Managers can improve communication skills by becoming aware
of these elements and how they contribute to successful
communication. Communication can break down at any one of
these elements. The process of communication can be mod-
elled as shown in the following diagram.
The process of communication

 

Message  
from sender 

Encoding 
message 

Receiving 
message 

Transmitting 
message 

Decoding 
message 

Noise / Interference 

Response 

Feedback  

Senders initiate the communication process. When senders
have decided on their meaning, they encode a message, and
select a channel for transmitting their messages to receivers.
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To encode is to put a message into words or images. The
message is the information that the sender wants to transmit.
The medium is the means of communication, such as print,
mass, electrical, and digital.
As a sender, the manager should define the purpose of the
message, construct each message with the receiver in mind, select
the best medium, time each transmission thoughtfully, and
seek feedback. Whether written or spoken, words are used to
create pictures and stories (scenarios), and are used to create
involvement.
Within the communication process it is also important to note
the problem of ‘noise’: anything in the environment that
impedes the transmission of the message is significant. Noise
can arise from many sources, e.g. factors as diverse as loud
machinery, status differentials between sender and receiver,
distractions of pressure at work or emotional upsets. The
effective communicator must ensure that noise does not
interfere with successful transmission of the message.

The Importance To The Manager Of Effective

Communication
In any organisation effective communication is necessary for:
• Management decision-making.
• Interdepartmental co-ordination - all the systems for

administration, purchasing, production and marketing can
be synchronised to perform the right actions at the right
times and co-operate in accomplishing the organisation’s
goals

• Individual motivation and effectiveness - so that people
know what is expected of them.

Chester Barnard stressed the need for communication to
occupy a central place in organisational theory because the
structure, extensiveness and scope of organisation are almost
entirely determined by communication techniques.
Communication is a process that links various parts of the
systems. Without a formal communication system, managers
would not be able to fulfil their role and:
• Give instructions
• Give or receive information
• Exchange ideas
• Announce plans or strategies
• Compare actual results against a budget
• Communicate about the structure of the organisation and

job descriptions.

The Effects of Poor Communication

Ineffective Communication
There are many reasons why communications are not effective.
We live in a world where we are bombarded with communica-
tions. More new information has been produced in the last 30
years than in the previous 5,000. There is also the problem of
the large size of many organisations.
When we do receive information we try to make sense of it.
This process is not done in isolation from our past. We all have
our own preconceived ideas and expectations of what-we are

actually receiving. We want to have feelings of stability, of being
able to cope, of being in charge and of understanding the
world about us, so that we can reduce feelings of insecurity and
uncertainty to an acceptable level. We tend therefore to accept
messages that reinforce our understanding of the world and
reject or adapt other messages.
Not only do we evaluate what we actually hear (the content of
the message), we also take into account who the sender is and
ascribe, correctly or not, motives and degrees of validity to the
sender. It is very difficult for us to separate what we hear from
our feelings and perceptions about the person who says it. If
we receive differing messages, say about the state of the
economy from a politician, an economist, and an opinion
pollster, what we make of the messages depends to a large
extent on our perception of the sender.

Consequences of Poor communication
Poor communication includes a lack of, or inadequate, control,
as well as faulty co-ordination. Lack of downward communica-
tion is likely to result in:
• Poor awareness of corporate objectives at lower

management levels
• Poor understanding of working instructions and

responsibilities
• Poor morale of junior managers because they are not

consulted about changes which affect them or their working
conditions.

Lack of upward communication, including ‘feedback’, has the
following undesirable consequences for management:
• Early warning of troubled areas is not received
• Benefit of creative ability in subordinates is lost
• Participation of subordinates is limited
• Need for change is not appreciated because management is

isolated from the operation areas
• Control becomes difficult
• Introduction of change is difficult.
Lack of lateral communication often leads to:
• Divisions In Management Teams
• Lack Of Co-ordination
• Rivalry Between Sections And Departments
• Lack Of Advice And Involvement By Staff Specialists.
A company’s policies, plans, instructions and information are
required to be known and comprehended if the corporate plan
is to be a success. This communication is only seen by some
companies to be necessary from the top echelon downwards to
lower ones. It is, however, equally essential, as we saw above,
for information, ideas and experiences to flow upwards from
the lower levels. If communication is only one way, there is no
feedback and this is a severe disadvantage. Apart from anything
else, employees will not feel a real part of the company. The
management that plans and controls positively, and at the same
time pays attention to what people feel and think, will be
participative and considerate, and more certain of success.
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The Attributes of Effective Communication

Rules of Communication
Good communication will ensure that the right person receives
the right information at the right time. This means it must be:
• Timely - When the communication is intended to result in

action, then the speed of communication will be related to
the urgency of that action. A report that a machine is out
of action is of little value if it is delayed while several hours
or days of production are lost.

• Accurate, complete and to the point - Any information
contained in a communication should be factually correct;
otherwise wrong conclusions may be drawn or wrong
decisions taken. As a corollary of this, all the facts should
be stated, i.e. the communication should be complete. It is
also generally accepted that a brief message will generally be
more acceptable than a verbose one.

• Directed to the right people - Most companies can
produce examples of instructions, data sheets or control
reports which are distributed in accordance with
predetermined lists or recipients, often on the basis of
seniority or status. Very often some of the recipients have
no use for the information and may indeed be led to
investigate matters, which have no relevance to the job they
have to do.

• Understandable - Communication always needs care in its
presentation. Not everyone has the capability of logical
analysis, and this is why well-designed formal presentations
are often more effective than informal oral
communications. In upwards and lateral communication,
however, a disordered emotional outburst will sometimes
give a clearer general impression, to be clarified in further
discussion, than a simple recital of facts.

Effective Communication
Various steps may be taken in order to ensure effective commu-
nication within an organisation. These include:
• Adopting feedback - the ‘two-way’ nature of

communication is ensured, so that the receiver seeks clarity
and the sender seeks acknowledgement

• Using more than one communication network -
sometimes it is possible to use the informal
communication network to reinforce the message sent, e.g.
the friendship network

• Restricting the number of communication ‘links in the
chain’ - the shorter the distance between sender and
recipient of a message, the less the number of
‘breakdown’ points in the communication process;
allowing messages to be conveyed more directly to the
recipients encourages this aspect

• Ensuring clarity - sensitivity to the needs of the recipient
of the message (relating to experience, awareness,
intelligence, perception, etc.) reinforces the intention to
produce a clear message.

Communication Patterns
In designing the formal communication system, possible
methods can be grouped into the following four classes:

• Oral methods - For the rapid interchange of information
between people, the principal method of communication is
the spoken word. Oral communication is preferable for
emotive issues and persuasion since it has the advantage of
immediate feedback. It is, however, time consuming and,
unless recorded, there can be uncertainty about what was
said. For many years the telephone has been most
important both, for internal and external communications.
Other examples include face-to-face communication,
meetings and tape recordings.

• Written methods of communication of all sorts -letters,
memos, bulletins, files, circulars - are the norm in many
companies. The dominant characteristic of many managers’
working day is paperwork and meetings. They do have the
advantage that being in permanent or hard-copy form they
are less open to misinterpretation. With meetings, for
instance, formal minutes may be taken, circulated and
agreed to as the definitive written evidence of the meeting.
Written methods of communication can be very flexibly
used. When trying to reach a number of workers in one
place, notice boards are often used, typically to announce
current events, meetings and similar matters, which are not
of crucial significance.

• Visual methods are preferable where it is necessary for the
eye to assist the ear; where the message can be made more
vivid, or where distance, environmental or personal factors
preclude the use of speech. Examples include films, videos,
graphs, traffic signals and sign language.

• Electronic methods - More and more offices are increasingly
reliant on a range of electronic communication equipment.
Larger businesses link computers through the telephone
network using modems leading to the use of electronic
mail and computers ‘speaking’ to each other, some
accessing databanks. Personal computers are being arranged
in networks; fax machines, e-mail, value added networks
(VANs) and dedicated satellite communication systems are
becoming commonplace.

A major feature of most electronic methods is their potential
low cost coupled with high speed of transmission. It is
becoming common for employees to work at home for at least
part of their work and to use electronic methods for communi-
cation with others in the company. Electronic methods can
provide, at an economic cost, information at a scale and
promptness which would have been hopelessly uneconomic
before their arrival

Patterns of Communication
An important relationship between positions in a group is in
terms of the nature and frequency of interaction. To discover
which communication structure was most effective, Shaw
(1978) constructed a laboratory experiment to test whether
certain communication patterns in a group had structural
characteristics that limited the performance of the group in its
task.
All the patterns studied were adequate for the task but he
wanted to know whether any of them were significantly better.
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He studied the effects of five communication networks on task
performance and member satisfaction. They are shown below.
The pattern of communication that exists between group
members is described as a wheel, a circle or all-channels. This
description is illustrated below.
Shaw noted that in the centralised networks (chain, wheel and
‘Y’), group members had to go through a person located in the
central position in the network in order to communicate with
others. This led to unequal access to information in the group.
In decentralised networks (circle and all-channels) information
could flow freely between members without having to go
through a central person.
The main conclusions of the experiment were:
• The wheel is always the quickest way to reach a conclusion,

and the circle the slowest.
• For complex problems, the all-channel is the most likely

process to reach the best decision.
• The level of satisfaction for individuals is lowest in the

circle, fairly high in the all channel, and mixed in the wheel,
with the central figures usually expressing greater
satisfaction, and the rest feeling isolated.

• Under time pressure, the all-channels system either
restructures to become a wheel, or disintegrates.

The Process of Consultation
Consultation is where one party seeks the views of another
party before either party takes a decision.

Consultation
True consultation is the process where, on a regular basis,
management genuinely seeks the views, ideas and feelings of
employees before a decision is taken.
Consultation is not the same as negotiation. Negotiation
implies acceptance by both parties that agreement between them
is required before a decision is taken. Consultation implies a
willingness to listen to the views of another while reserving the
right to take the final decision, with or without agreement on
both sides.
For effective managers, using their interpersonal skills, a way of
consulting subordinates is to discuss proposals with them.
The: ‘I have decided to give you X’ approach is nowhere near as
effective as the: ‘I’ve been thinking - do you feel that you can
tackle X?’ approach.

Advantages and Disadvantages of Consultation
The advantages associated with consultation include the
following:
• Improved quality of decisions - because the manager is

using the collected knowledge and ingenuity of those who
are most affected by the decisions

• Better co-operation between managers and employees -
because people will accept even those decisions that they do
not like, if their views have been taken into consideration,
assuming they have been told why the decision has been
taken

• It serves as a valuable preliminary to negotiation - when
representatives have been involved in the discussion of

‘how’, they will be better informed when it becomes a
matter of ‘how much’

• Increased efficiency of the entire organisation by
involving employees in achieving a better product or service

• Improved industrial relations by allowing managers and
their subordinates the opportunity to understand each
other’s views and objectives.

For a process of consultation to be genuine, it must not be
used when managers have already reached a decision. Their
minds will then be closed to alternatives, the meeting will sense
that it is an insulting charade of ‘guess what’s in my mind’.
Instead of gaining commitment to the decision, the pseudo-
consultation will alienate. There will be resentment, which
might result in non co-operation.
Consulting implies that decisions are only made after consulta-
tion. However, the final decision may not include any or all of
the ideas put forward. Subordinates may feel cheated and not
truly involved.

Chapter Summary
The importance of communication in work groups and
organisations and the process involved in it should now be clear
to you. To manage effectively, good communication is vital You
should understand the ides of networks and be aware of the
problems of communication and how these can be overcome.

Key Points
• Communication is the interchange of information, ideas,

facts and emotions by two or more persons.
• There are three formal communication channels in the

organisation - upward, downward and horizontal.
• Katz and Kahn identified the general purposes of

superior-subordinate communication: to give specific
directives, and organisational information; and to provide
job rationale, performance feedback and ideological
information.

• Lateral communication is important for task co-
ordination, problem-solving, information sharing and
conflict resolution.

• A grapevine is the network of social relations that arises
spontaneously as people associate with one another.

• Rumours are messages transmitted on the grapevine.
These can be influential and damaging. An atmosphere of
poor employee communications provides a fertile
breeding ground for rumour.

• Gossip is idle talk, which can be hurtful  and malicious. It
can also be a socialising force.

• The communication process involves six basic elements:
sender (encoder), message, channel, receiver  (decoder),
noise, and feedback.

• Noise impedes communication. Noise sources can be
physical, or psychological, such as status differentials,
pressure or emotion.

• Communication is necessary for management decision
making; interdepartmental  co-ordination, and
individual motivation and effectiveness.
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• Barnard stressed that communication should be central in

the organisation’s structure. A formal communication
system enables managers to perform their roles.

• Reasons for ineffective communication include: the sheer
amount of information in the modern world, the need to
reinforce our  beliefs when decoding messages and our
opinion of the sender.

• Lack of downward communication can result in poor
awareness, understanding and morale. Lack of upward
communication or feedback can mean that early warning
of problems are not received; creativity and participation
is not encouraged, and change management is
problematic.

• Lack of lateral communication can lead to management
divisions, rivalry,  lack of co-ordination and specialist
involvement.

• The characteristics of good communication are that they
should be: timely, accurate, directed to the right people
and understandable.

• The steps that could ensure effective communication
include adopting feedback, using more than one
communication network, reducing the number of ‘links
in the chain’ and ensuring clarity.

• Methods of communication can be grouped into four
classes:
• Oral methods
• Written methods
• Visual methods
• Electronic methods.

• Electronic communications now have high speed
transmission at low cost. Many employees are now
enabled to work at home for part of the time.

• Shaw concluded that the wheel is the quickest system and
the circle the slowest, but the all channel is the best in
complex situations. Satisfaction is lowest in the circle.
Under time pressure, the all-channels system restructures to
form a wheel.

• Consultation is where one party seeks the views of another
party before either party takes a decision.

• Consultation can help to improve the quality of decisions;
lead to better co-operation; serve as a preliminary to
negotiation; increase organisational efficiency, and help
industrial relations.

• Consultation must be genuine. If consultation is synthetic,
then the exercise may be counter productive. If the result
of consultation does not include any of the ideas put
forward, subordinates may not feel involved.

Student Activity
The Need for Communication

1. Which three ways can communication flow?
2. What type of communication flows through informal

communication channels?

3. Identify five general purposes of superior-subordinate
communication.

4. Describe the four most important reasons for lateral
communication.

Communication Models
5. Draw a model of the communication process.
6. One definition of business communication is ‘the

transmission of information so that it is received,
understood and leads to action’. Evaluate the key items
included in this definition.

The Effects of Poor Communication

7. What are the consequences of a lack of upward
communication?

Communication Patterns

8. Outline the main methods of communication.

Effective Communication

9. Effective communication enhances the administrative
function’. Comment on this statement and highlight
guidelines for effective communication.

Notes
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Objective
• By the time you have finished this chapter you should be

able to:·
• Identify the key external forces of change in the business

environment;
• Discuss the various organizational and individual sources

of resistance to change
• Suggest practical ways by which resistance to change can be

managed
• Explain Lewin’s three-stage model of planned change; and
• Describe the different roles in the change process played by

change sponsors, change agents, and change targets.

Outline of Lesson Plan
• List of major external forces of change for organizations
• Organizational sources of resistance to change
• Individual sources of resistance to change
• Managing resistance to change
• Lewin’s model of planned organizational change and

introduction the expanded change process model
• Role of change sponsers, change agents and change targets.
Change is ubiquitous. Change is inevitable. Everywhere there
are signs of change-too much change, in some cases. The
common denominator in today’s headlines is change.

Forces For Change
Organizations are subject to a veritable myriad of complex
forces that drive them unrelentingly towards change, It isn’t
possible here to discuss all of the forces that push organiza-
tions to change, but several key categories of change forces can
be addressed. The most important aspects of change are
coming from people, technology, information processing and
communication, competition, and social trends.

People
The world population recently passed the six billion mark and
is increasing at an alarming rate. As more and more people are
forced to share the limited space on this planet, changes in life
style and changes in attitudes are inevitable. These changes have
a significant impact on employment practices, compensation
packages, organization structures, organizational cultures and
management styles.

Technology
Technical advances in the form of new scientific knowledge and
technological developments are causing significant change in the
business arena. Not only is technology changing but its rate of
change is. Because of new technology, workers must work with
new processes and new equipment that magnify man’s produc-
tive efficiency.

Information Processing and Communication
In the past decade, advances in computers and software have
changed the way the developed world conducts business. The
internet, groupware, ERP etc has transformed the internal
workplace of companies as well as their interface with the
outside world.

Competition
Competition has always been a force for change in the business
arena, but competition has traditionally been of a domestic and
predictable nature. However, competition today is an entirely
different matter. Due to decreasing transportation and commu-
nication costs. international competition has been made more
feasible for many companies, especially those in the industrial-
ized nations. There is also a new wave of competitors that are
literally exploding on the scene from a variety of developing
nations, such as Brazil, Mexico, and the four Asian Tigers-Hong
Kong, Singapore, South Korea, and Taiwan. With continued
East-West integration in Europe, the Eastern European
countries may soon become meaningful players in the world
market.

Social Trends
Amid all the other forces of change, the world is also caught up
in a whirlwind of social and cultural change. As the economic,
legal-political, and technical environment transforms the way
people live and work, the social changes will be dramatic.
The most significant social changes that will have an impact on
business have been chronicled by John Naisbitt in his best-
selling book, Megatrends (1982). According to Naisbitt, there
are ten “megatrends” in the United States, all of which would
have a major impact on the entire world. Those ten megatrends,
with quotes from Naisbitt to describe each, are as follows:
1. The industrial society is being transformed into an

information society. “Although we continue to think we
live in an industrial society, we have in fact changed to an
economy based on the creation and distribution of
information”.

2. Forced technology is becoming one of high tech/high
touch. “We are moving in the dual directions of high tech/
high touch, matching each new technology with a
compensatory human response”.

3. The national economy is rapidly becoming a world
economy. “No longer do we have the luxury of operating
within an isolated. self-sufficient, national economic
system; we now must acknowledge that we are part of a
global economy”.

4. Short-term goals are being replaced with long-term
rewards. “We are restructuring from a society run by short-
term considerations and rewards in favour of dealing with
things in much longer-term time frames.

LESSON 7:
MANAGING ORGANIZATIONAL CHANGE
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5. Centralization is being replaced by decentralization In the

government of society. “In cities and states. in small
organizations and subdivisions, we have rediscovered the
ability to act innovatively and to achieve results-from the
bottom up”.

6. Institutional- help Is being replaced by Individual self-help.
“We are shifting from institutional help to more self-
reliance in all aspects of our lives”.

7. Representative democracy Is giving way to participatory
democracy. “We are discovering that the framework of
representative democracy has become obsolete in an era of
instantaneously shared information”.

8. Hierarchies of authority are breaking into networks of
behaviour. “We are giving up our dependence on
hierarchical structures in favour of informal
networks. This will be especially important to the business
community”.

9. Growth In America has shifted from the North to the
South. More Americans are living in the South and West,
leaving behind the old industrial cities in the North”.

10. Multiple options for living are replacing simple either/or
patterns.  “From a narrow either / or society with a limited
range of personal choices, we are exploding into a free-
wheeling multiple-option society”.

Resistance To Change
It was suggested earlier that change is inevitable. Unfortunately,
for the manager, so is resistance to change. In this world of
dramatically accelerating change, one of the most difficult tasks
facing management is the job of implementing change so that
resistance to that change is effectively overcome.
As indicated in the figure below, resistance to change comes
from both organizational sources and individual sources.

ORGANIZATIONAL SOURCES  EXAMPLES 
Overdetermination    Employment system, job descriptions,  
      evaluation and reward system 
Narrow focus of change   Structure changed with no concern given to  
e.g.      other issues, jobs, people 
Group Inertia     Group norms 
Threatened expertise    People move out of area of expertise  
Threatened power    Decentralized decision making 
Resource allocation    Increased use of part -time help 
 
INDIVIDUAL SOURCES   EXAMPLES 
Habit      Altered tasks  
Security     Altered tasks or reporting relationships 
Economic factors     Changed pay and benefits 
Fear of the unknown    New job, new boss 
Lack of awareness    Isolated groups not heeding notices  
Social factors     Group norms 
 
 

Organizational and Individual Sources of Resistance

Organizational Sources of Resistance to Change
Although the organizational sources of resistance to change will
clearly vary from organization to organization, Daniel Katz and
Robert Kahn (1978) found that the six most prevalent organi-
zational sources of resistance to change are:
1. Overdetermination;
2. Narrow focus of change;
3. Group inertia;
4. Threatened expertise;
5. Threatened power; and

6. Resource allocation.

Overdetermination
Overdeterminatlon, sometimes called structural Inertia, is based
on the notion that the structure of an organization produces
resistance to change because it was originally designed to
maintain stability. Organizations employ a number of tech-
niques such as job descriptions, work rules, procedures, policies,
etc.) to control organizational and individual performance. and
so these same controls tend to nurture a built-in resistance to
change.

Narrow Focus of Change
Often, attempts to implement change within organizations take
on too narrow focus. For instance, those changing the data
handling in the accounting department must understand the
interdependencies within the organization well enough to know
that such accounting changes may result in a significant impact
on almost every subdivision in the company. Thus, the focus
of the change must be broader than just the accounting
department.

Group Inertia
When a company change requires a modification to an
individual’s behaviour or job design, the group may obstruct
that change effort by refusing to make other changes necessary
to accommodate the change in the individual’s job. In other
words, long-standing group norms, or group inertia, may resist
attempts by the individual to implement the programmed
change.

Threatened Expertise
Any change that a business may wish to implement is apt to
threaten the specialized expertise that individuals and/or
groups have been able to develop over a period of time. Any
change in organizational structure or job design could result in
the transfer of the responsibility to perform a specialized task to
a new individual(s) and/ or group(s). The person/ group that
is apt to lose this specialized expertise is probably going to resist
the proposed change. And, if the cooperation of those with the
expertise in necessary, to implement the transfer of that
expertise elsewhere. it probably will never happen.

Threatened Power
Any change that is perceived as a redistribution of the existing
decision-making authority of the organization will be resisted
by those who fear the potential loss of power. This situation is
now quite common as a result of the trend towards
downsizing and the delegation of authority to lower levels in
the organization. Such power shifts will be opposed by those
who have. over the time. been using that power to personal
advantage.

Resource Allocation
Most organizations must deal with a relatively fixed amount of
available resources. Thus, any change that appears to give certain
subunits more resources than in the past will be resisted by
those who are comfortable with current allocations and fear that
any change may decrease their share of that allocation.
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Individual Sources of Resistance to Change
In addition to the above organizational sources of resistance to
change. David Nadler (1981) has identilled six reasons why
individuals tend to resist change:
1. Habit
2. Security
3. Economic factors
4. Fear of the unknown
5. Lack of awareness, and
6. Social factors.

Habit
We are creatures of habit who are not pleased when our
personal routines are disrupted by others. Habits are hard to
break and can be serious constraints to change. Learning a new
task or a new way to accomplish a task can be hard. thankless
work. so most workers will resist efforts to change work habits
that have been developed over the years.

Security
Most people enjoy the comfort zone of repetition and familiar-
ity. We tend to go to work along the same route every day. We
tend to enjoy eating lunch in the same place every day. We tend
to shop for fresh vegetables in the same place. On the job, it is
generally easier and more comfortable to do a job the same way
each time. When a worker, who has established the skills to do
a job. is asked to change the skills. he or she has no assurance
that the new skill can be easily developed and can hence
experience considerable security fears

Economic Factors
Although pay may not be the single most important job factor
for most employees, the ability to earn a certain level of pay is
extremely important. When asked to change the way a job is
done, the worker may fear that the change could result in the
loss of that job or its base pay.

Fear of the Unknown
Most people harbour a relatively unhealthy fear of anything
unknown. Changes on the job awaken these fears in employees
who are not sure just what the change really has in store for
them. Workers tend to prefer the comfortable “rut” of their
dally work and fear the sort of changes they might be exposed
to by any change in the-job, no matter how trivial it may seem.

Lack of Awareness
People often fail to perceive certain elements of change that are
going on around them. Due to perceptual and / or awareness
limitations, a worker may not realize that a work change has
been .implemented. In such a case, by continuing to conduct
business “as usual”, the individual is actually obstructing change
without being aware of it.

Social Factors
People, especially other-directed people, may often be too
concerned about what others might think. Thus, an individual
may feel that a change may damage his or her image, group
status, role prescription, and so on. Peer pressure and group
norms are powerful motivators and are apt to mitigate against
the orderly implementation of change.

In addition to the above, Rosabeth Moss Kanter (1985) offers
the following reasons as to why employees may resist change:
1. Loss of control Change is exciting when we do it,

threatening when others do it to us. The more choices a
superior can offer to his/her subordinates, the more they
will feel in control of the situation and the less they will
resist the change.

2. Excess uncertainty People are not comfortable with a
change when they don’t know what will happen next.
Resistance to change because of uncertainty can be reduced
by sharing information, a vision, a goal, or dividing change
into a number of manageable steps.

3. Surprise people don’t like surprises sprung on them with
respect to their jobs. Timing the change as well as timing
the release of information about the change can be critical
to its successful implementation.

4. Difference When forced to change, workers are required to
be aware of and to question habits and familiar routines.
One way to reduce this effect is to minimize the amount of
change. maintaining some semblance to familiar routines
and surroundings is important.

5. Loss of face People will tend to resist change that infers
that their prior practice was wrong. Thus, it is important to
assure people that past practices were appropriate for the
past, but not appropriate for the future. This way, people
who change are perceived to be flexible and adaptive.

6. Concerns about future competence People approach new
job requirements with questions such as “Can I do that”?
and “Do I have the skills to do that well”? These concerns
can be lessened through training, the chance of perfect new
skills, and positive reinforcement.

7. Ripple effects Changes on the job can have “ripple effects”
that change a person’s life off the job. Proper attention to
such ripple effects can help gain employee commitment to
change processes.

8. More work when things are in the process of change, the
amount of work required is increased. It may be necessary
to recognize and reward this extra effort through bonuses,
promotions, and special celebrations.

9. Past resentments When undergoing unwanted change,
people may call up past complaints and resentments. Thus,
for the manager trying to move the group forward, it might
be necessary to go back and rehash some old problems.

10. The threat is real Change usually results in both winners
and losers. If someone is going to lose, don’t try to hide it,
be open and forthright.

Managing Resistance to Change
Resistance to change may be either positive or negative.
Resistance to a given change can be constructive, if it causes
management to rethink the problem, reevaluate alternatives,
confer with involved personnel. and search for better solution.
However, continued resistance can definitely have adverse
implications and must be effectively handled. he six methods
for managing resistance to change, according to John Kotter
and Leonard Schlesinger (1979), are:
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1. Education and communication;
2. Participation and involvement;
3. Facilitation and support;
4. Negotiation and agreement;
5. Manipulation and cooptation; and
6. Explicit and implicit coercion.

Education and Communication
Education and communication involves communicating to
individuals and groups the reasons for and the logic of a
proposed change. It is probably most needed when there is an
apparent lack of information on the subject or when there has
been some inappropriate or inaccurate information involved.
Although this technique may consume a lot of time and
money, it can also persuade people to, not only accept the
change. but to assist in implementing it.

APPROACH INVOLVES COMMONLY 
USED WHEN 

ADVANTAGES DISADVANTAGES 

1. Education + 
communication 
 
 
 
 
 
 
 
2. Participation 
+ involvement 
 
 
 
 
 
 
 
 
 
3. Facilitation + 
support 
 
 
 
 
 
 
 
 
 
4. Negotiation 
+ agreement 
 
 
 
 
 
 
5. Manipulation 
+ co-optation 
 
 
 
 
 
 
6. Explicit + 
implicit 
coercion 

Explaining the 
need for and 
logic change to 
individuals, 
groups, and even 
entire 
organizations  
 
Asking members 
of organization 
to help design 
the change 
 
 
 
 
 
 
Offering 
retraining 
programs, time-
off, emotional 
support and 
understanding to 
people affected 
by the change 
 
Negotiating with 
potential 
resisters; even 
soliciting written 
letters of 
 
Giving key 
persons a 
desirable role in 
designing or 
implementing 
change process 
 
Threatening job 
loss or transfer, 
lack of 
promotion, etc. 

There is a lack of 
information or 
inaccurate 
information and 
analysis 
 
 
 
 
The initiator do 
not have all the 
information they 
need to design the 
change, and others 
have considerable 
power to resist 
 
 
People are 
resi sting because 
of adjustment 
problems 
 
 
 
 
 
 
Some person or 
group with 
considerable 
power to resist will 
clearly lose out in a 
understanding  
 
Other tactics will 
not work, or are 
too expensive 
 
 
 
 
 
Speed is essential, 
and the change 
initiators possess 
considerable 
power  
 

Once persuaded, 
people will often 
help implement the 
change 
 
 
 
 
 
People who 
participate will be 
committed to 
implementing 
change, and any 
relevant information 
they have will be 
integrated into the 
change plan. 
 
No other approach 
works as well with 
adjustment problems 
 
 
 
 
 
 
Sometimes it is a 
relatively easy way to 
avoid major 
resistance change 
 
 
 
It can be a relatively 
quick and 
inexpensive solution 
to resistance 
problems 
 
 
 
It is speedy and can 
overcome any kind 
of resistance 
 

Can be very time 
consuming if many 
people are involved. 
 
 
 
 
 
 
Can be very time 
consuming if 
participators design an 
inappropriate change 
 
 
 
 
 
 
Can be time -
consuming, expensive, 
and still fail 
 
 
 
 
 
 
 
Can be too expensive if 
it alerts others to 
negotiate for 
compliance 
 
 
 
 
Can lead to future 
problems if people feel 
manipulated 
 
 
 
 
 
 
Can be risky if it 
leaves people angry 
with the initiators 
 

Participation and Involvement
Participation and involvement entails asking organizational
members to help design the needed change. This method is
commonly used when the initiators of the changed idea do not
have sufficient information to proceed or when others have the
power to resist effectively. Although this practice can be costly
and time consuming, it is a way of gaining commitment to the
change from the people with the information and/or power to
make it work.

Facilitation and Support
Facilitation and support involves the provision of training
programs, time off, and emotional understanding for those
adversely affected by the change. This practice is common when
people are resisting the proposed change because of adjustment
problems. Again, this process may be costly and time consum-
ing-and may yet fail. However, there is no better way to deal
with adjustment problems.

Negotiation and Agreement
Negotiation and agreement requires negotiating with potential
change resistors and is often used when a person and/or group
with considerable power stands to lose from the change. Such a
tactic can set a bad precedent, requiring management to negoti-
ate every change it wishes to make in the future. Nevertheless,
this can often be a rather painless way to overcome resistance.

Manipulation and Cooptation
Manipulation and cooptation means assigning key individuals
desirable roles in designing or implementing a new change. If
people feel manipulated by the process, the results can be very
detrimental to the changed effort and to the overall worker
morale. Still, this can be a relatively fast and inexpensive
solution to a resistance problem.

Explicit and Implicit Coercion
Explicit and implicit coercion involves threatening employees
with job loss. transfer, demotion, and so on. Typically. it is used
only when implementation speed is essential and/or when the
change initiator has considerable power. This can be a risky
endeavour because it can create dedicated enemies. The critical
advantage of this method is its potential to overcome any kind
of resistance with relative speed.

Planned Organizational Change
Organizational change may be planned well in advance, or it
may come as a quick reaction to an unexpected event in the
business environment. Planned change is esigned and imple-
mented in an orderly and logical manner in anticipation of
future events. Unplanned change is a fragmented reaction to
environmental events as they occur. Because of the hurried and
reactive manner in which unplanned change takes place, it has
the potential of being both poorly conceived and badly
implemented. In other words, planned change is the preferred
avenue for dealing with change.

Lewin’s Change Model
A well known psychologist, Kurt Lewin (1952), developed a
three-stage process to be followed when introducing planned
change. As shown in the following figure, Lewin’s three stages
in the change process are:
1. Unfreezing,
2. Changing, and
3. Refreezing.

Unfreezing
According to Lewin, the first step in the change process is
unfreezing, or preparing the situation for change by creating a
felt-need for it. In order to do this, the manager must establish
good relationships with all the people who will be involved
with the change. It is important to make sure that everyone
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understands that present behaviours are simply not effective.
This action will minimize expressed resistance to the change
process.

Changing
During the changing phase, the actual change is implemented.
In the process, it is critical for management to carefully identify
the new, more effective behaviours to be followed as well as the
associated changes in tasks, people, culture, technology, and
structure. The changing process follows good problem
diagnoses and careful consideration of appropriate alternatives.

 

THE MANAGER’S TASK:  
Create a felt need for change 

THIS IS DONE BY    
• establishing a good relationship 

with the people involved. 
• helping others realize that present 

behaviours are not effective. 
• minimizing expressed resistance 

to change. 

THE MANAGER’S TASK:  
Stabilize change 

THIS IS DONE BY  
• creating acceptance and 

continuity for the new 
behaviours. 

• providing any necessary resource 
support. using performance-
contingent rewards and 

• positive reinforcement. 

THE MANAGER’S TASK:  
Implement change 

THIS IS DONE BY   
• identifying new, move effective 

ways of behaving. 
• choosing appropriate changes in 

tasks, people, culture, 
technology, and/or structure. 

• taking action to put these changes 
into place. 

Refreezing
Refreezing is the final stage of the change process by which the
change is stabilized by rewarding appropriate new behaviours.
Management’s task is to create an acceptance and continuity for
the new behaviour. It is also necessary that management
provide the required resource support for the change. Perfor-
mance-contingent rewards and positive reinforcement can be
used to refreeze the new behaviour so that it is not easily
forgotten or abandoned.

Expanded Change Process Model
Although Lewin’s model is simple and straight to the point it
often fails to encompass some of the critical dimensions of the
change situation. A change process model that expands on the
Lewin model and views the process from a top management
perspective, was developed by Moorhead and Griffin (1989) and
is shown in the figure below:

 

1. Forces for      
    Change 

2. Recognize   
    and Define   
    Problem 

3. Problem      
    Solving 
    Process 

5. Measure,   
    Evalu ate,   
    Control  

4. Implement     
    the Change  

Change  
Agent 

Transition  
Management 

An Expanded Model of the Organization Change Process
In the first phase of the expanded change process model, top
management scans the environment and perceives that certain
trends dictate a needed change. The change problem then goes
through the organization’s normal problem-solving and
decision-making processes. Alternative change actions are
generated and evaluated, and appropriate one is selected.
Often, early in the process, the organization seeks the assistance
of a change agent – a person or a group that will manage the
change process. The change agent may be a member of the
organization or an external consultant. According to Micheal
Beer (1980), the power of the change agent to implement
change comes from five sources:
1. High status ascribed by members of the client

organization, based on their perception that the change
agent is similar to them in behaviours, language, values,
and dress.

2. Trust in the change agent based on his or her consistent
handling of information and maintaining a proper role in
the organization.

3. Expertise in the practice of organizational change.
4. Established credibility based on experiences with previous

clients or previous projects with the client organizations.
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5. Dissatisfied constituencies within the client organization

who perceive the change agent to be the best opportunity
to change the organization to suit their needs.

The change agent generally has the responsibility for imple-
menting the change process, which normally follows Lewin’s
three-stage model.
Some organizations are more successful at creating and re-
sponding to change than others. Pro-change organizations
promote innovation. They tend to encourage the free flow of
ideas, have open boundaries, and empower employees. They
believe in the slogan, “If it ain’t broke, fix it.” Anti-change
organizations promote turf battles and resist any change if “it
ain’t invented here.”

Roles in the Change Process
To understand how change in an organization occurs, three
questions must be addressed: Who wants the change? Who is
making the change? Who is changing? In his article” Achieving
Change in People,” Darwin Cartwright answers these questions
by defining three groups: change sponsors, change agents, and
change targets. The lines between these definitions are not
always absolutely clear. A manager who decides to reorganize a
department may be both change sponsor and agent, and-
ultimately-a change target.

Change Sponsors
Change Sponsors are the individuals or groups within an
organization that have the power and influence to initiate and
implement change. the primary roles of a change sponsor are to
envision the needed change, create a vision statement, and
inspire others with this vision. To carry out this role effectively,
change sponsors must:
• Be fully convinced of the need for change.
• Understand the role they have to play in the change process.
• Have a clear vision of the desired outcomes of change.
• Know where the organization is, at present, relative to the

desired change.
• Understand the implications of change for managers and

employees.
• Be willing to provide the necessary resources to implement

the change.
• Create an appropriate time frame for achieving the change.
• Know what the consequences will be if the change does

not occur.
• Understand the measurements used to evaluate the success

of the change.
When a proposed change has large-scale implications, the
change sponsor must occupy a high position within the
organization. For example, if the corporate management team
of a restaurant chain decides to implement a total quality
management system, the appropriate change sponsor would be
the president or CEO of the company. Acting alone, the
corporate vice president of human resources would not have
the amount of power and influence necessary to sustain this
kind of change effort throughout the organization. When a
proposed change affects the operation of a single division or

department, the change sponsor should be the highest manager
within that division or department.
The most important task of a change sponsor is to lead, to
persuade people to support the change. Change affects how
people feel about themselves, their work, the organization, and
their place in the organization. Change sponsors must address
these issues. Members of the organization expect a change
sponsor to set an appropriate example and help them under-
stand the context and the purpose of the change.
Change sponsors choose the change agents, and must support
both the change agents and the change targets. This requires
guts and leadership.
All change efforts encounter resistance. This is both inevitable
and understandable. Inevitable, because the new and unknown
lead to insecurity and fear; understandable, because insecurity
and fear are typical human responses:
Without strong leadership from top management, the psycho-
logical and political disruptions that accompany...radical change
can sabotage the project. Inevitably, managers and employees
may feel that their turf, jobs, and organizational equilibrium are
under attack. But opposition to the new design can be over-
come if top-level managers approach reengineering [i.e., change]
as a painful but necessary disruption of the status quo.

Change Agents
A change agent is a person or group responsible for the day-
to-clay effort that makes the change happen. Depending on the
scope of the change, a change agent may be an individual, an
outside consultant, a team, or even several teams scattered
throughout the organization. The key is that someone or some
group has clear responsibility for the effort.
There are no hard and fast rules as to whether a change agent
should be a member of the organization or an outsider. If no
credible member of the organization can be assigned to the
process, it’s best to go outside the organization. Choosing an
individual or group with limited credibility instantly damages
the change effort. People within the organization quickly decide
that the company can’t be serious if it’s selected someone who
doesn’t possess the tools to function as a successful change
agent.
Unfortunately, many organizations choose individuals with
little ability to be change agents because of the fear that the” real
work” of the organization will be hampered if top-notch
individuals are put in charge of th,e change effort. In one sense,
this mistake is understandable, because the organization mast
be concerned about its day-to-day performance. But if the
change process is to be successful, good people must be put in
charge of implementing it and given the time to do so. To be
effective, change agents must:
To be effective, change agents must:
• Agree with the sponsor’s vision statement.
• Be fully convinced of the need for change.
• Help develop an implementation plan.
• Know the likely pitfalls of the process and be able to

overcome them.
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• Appreciate the role of the change sponsor and request
support as needed.

• Demonstrate talent and proven credibility within the
organization.

• Develop power bases and employ strategies for overcoming
resistance to change.

• Be able to refine and use the measurements necessary to
evaluate the success of the change.

By providing the following prescription for ensuring that 
change does not occur, author Rosabeth Kanter warns change 
sponsors to avoid certain tactics: 
 

• Regard any new idea from below with suspicion-
because its new, and because it’s  from 
below. 

• Force people who need your approval to do 
anything to first go through several  other 
levels of managers and get their signatures. 

• Ask departments or individuals to challenge and 
criticize each others’ ideas. 

• (That saves you the job of deciding-you just pick 
the survivor.) 

• Express your criticisms freely, and withhold your 
praise. Let people know they  can be fired at any 
time. 

• Treat identification of problems as signs of failure. 
This discourages people from  letting you know 
when something in their area isn’t working. 

• Control everything carefully. Make sure people 
count anything that can be counted, frequently. 

• Change policies or make reorganization decisions in 
secret, then spring them on people unexpectedly. 

• Make sure that people fully justify any requests for 
information; do not give out information freely. 

• Assign to lower-level managers-in the name of 
delegation and participation responsibility for 
figuring out how to cut back on staff, move people 
around, or otherwise implement unpopular 
decisions you have made. And make them do  it 
quickly. 

• Above all, never forget that you, the higher-ups, 
already know everything important about the 
organization. 

 
Obviously, change sponsors who want to successfully 
implement change in their organizations would do well to 
disregard this advice. 
 

 
Source: Adapted from Rosabeth Moss Kanter, The Change
Masters (New York: Simon & Schuster, 1984).
Effective change agents are highly motivated. Ideally, they are
tuned in to informal opinion networks. They must be effective
communicators. They must be able to see past short-term
setbacks and get past the inevitable obstacles that will arise.
Most of all, they must be willing and persistent.
Change agents can come from any level of the organization. In
fact, the broader the scope of the change, the more important it
is to have representatives from a variety of organizational levels.
A select group of upper-level managers easily overlooks

resistance and problems because it tends to be closely knit and
shares a vision of change. That’s why, in large-scale change
efforts, all the organizational constituencies must be considered.
The change agents must encompass a critical mass of stakehold-
ers-the employees “who really make things happen around
here.” Some hold sway over key resources. Others are central to
informal opinion networks. The goal is a flywheel effect, where
enough key players get involved and enrolled that it creates a
momentum to carry the [change] process forward.
Change agent have an ongoing set of responsibilities that must
be met to ensure success.
They must:
• Establish the context for change and provide guidance.
• Stimulate conversation.
• Provide appropriate resources.
• Coordinate and align projects.
• Ensure congruence of messages, activities, policies, and

behaviors.
• Anticipate, identify, and address people problems.
Successful change agents must have the ability to play any of the
following roles:
• Implementer. Someone who is an effective communicator

and an effective motivator.
• Administrator. Someone who can control multiple

activities, and find and fix problems and bottlenecks.
• Planner. Someone who can connect people and resources,

and develop guidelines and schedules.
• Entrepreneur. Someone who is a risk taker, is future-

oriented, and is willing to challenge and organization.
• System architect. Someone who is skilled in acquiring,

disseminating, and interpreting information.
• Diplomat. Someone who sees the organization from a

broad perspective and can work with different units within
the organization.

In view of the skills and talents suggested in this list, two
points should be made. If the scope of change is large enough,
a team is needed to meet the needs of the organization. If the
scope is small, the organization must decide which of the
requisite talents are most important and find someone who
possesses them.
While there are innumerable reasons why change fails, poor
communication is guaranteed to make change fail. Change
agents must fully understand the vision statement and be able
to communicate it to the change targets. At the same time,
change agents must be sensitive to the various concerns of the
targets, and be able to communicate those concerns fairly. More
than anyone else, change agents must avoid simplifying the
complexities of change. Fostering two-way communication
between the change sponsors and the change targets will do far
more to make the change successful than can any memo or
video from the CEO.
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Change Targets
Change targets are individuals or groups within the organiza-
tion that must change their skills, knowledge, or behaviors
because of the planned change. Admittedly, the word “target”
has an unappealing connotation; it suggests a passive group
that will be the recipient of something, or will have something
done to it. However, change targets are active participants in the
change process, because they will be the ones doing things
differently.
Obviously, the primary resistance to a proposed change comes
from the targets. They are the ones who, at first, feel they have
the most to lose. If the change targets are not involved in
originating the change, it is essential that they understand the
need for and purpose of the change. Change agents might
communicate the information that has led to the decision to
change (poor financial results, new competition, and so on) or
paint a bleak picture of the organization’s future without the
change. In any event, the change targets must have a context
that helps them understand the reasons for the change. If they
don’t know where the organization is going and why it’s going
there, it will be difficult to get them to go on the trip.
Next, change targets must understand the rewards of the
change. At worst, the reward may be as simple as organizational
survival. At best, the rewards may be higher wages, more
opportunities for growth, or new responsibilities.
All organizations, regardless of how long they have existed,
have a culture. It may be explicit in a statement of values or in a
mission statement, or it may be implicit and found within the
organization’s norms and unspoken rules. The more the
desired change is consistent with the organization’s present
values, the more readily it will be accepted. If change targets
view the change as a radical departure from the existing culture,
they might resist it fiercely. Even if the change is an obvious
improvement, it may still be viewed with suspicion. Thus, if
the change is not consistent with the organization’s values,
change sponsors and agents must consistently demonstrate and
support the new values.
Change targets are often concerned that the coming change is an
indication of poor past performance on their parts. There is no
value in lying about or hiding the causes of change. If the
change is the result of poor performance, the truth should be
told and the concerns addressed. No one is served by being told
that everything, is great, it just has to be changed. That’s a
confusing message that doesn’t justify change.
Change targets will also be concerned about whether they have
the skills and knowledge necessary to implement the change. If
new skills and knowledge are necessary, it is the responsibility of
the change sponsors and agents to ensure that opportunities to
acquire them are made available to the change targets.
Regardless of the scale of change, change targets must perceive
solid support for the change from influential individuals in the
organization. The change targets must believe that it’s okay to
take risks and make mistakes. Otherwise, they will avoid trying
anything new.

Student Activity

Forces for Change

1. Describe the role of technology as a force of change in the
modern business environment.

Resistance to Change

2. What is ‘group inertia’ and how is it a factor of
organizational resistance to change?

3. What are the main reasons due to which individual
employees resist change?

Managing Resistance to Change
4. Describe any four strategies that a manager can adopt to

deal with resist to change.

Planned Change

5. Lewin developed his model of planned organizational
change in the 1950’s. It continues to be popular with
academics and managers alike till this day. What, in your
opinion, are the reasons for its continued relevance in the
contemporary business environment?

Roles in the Change Process

6. Define the term ‘change agent’. What are the qualities of a
successful change agent?

7. What is the role of a ‘change sponsor’ in a change effort?

Notes
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Objective
By the time you have finished this chapter you should be able
to:
• Explain the term “service excellence”
• List the four components of a service
• Discuss the importance and role of customer focus and

employee empowerment in the quest for service excellence
• Identify key international best practices in service excellence

Outline of Lesson Plan
• Introduce the concept of service excellence
• Describe the four components of service
• Enumerate the key factors in delivering superior service to

customers
• List the key requirements for empowering frontline

employees
• Identify the four stages of empowerment
• Highlight global best practices in service excellence
• Revision and review exercises

What is Service Excellence?
Service excellence is a widely used term, but what does it really
mean? One definition offered by noted author Steve Albrecht in
his book Service, Service, Service:
Quality service is what our company must provide, through
careful management of our strategies, systems, and people to
meet and often exceed the needs and expectations of our
current and new external and internal customers. By creating a
share, offer more value than our competitions, and establish a
workplace environment that it profitable, healthy, and beneficial
to everyone who works with it and for it.
This definition illustrates not only what it means to provide
excellent service, but also emphasizes how service excellence is
composed of internal as well as external considerations. Finally,
Albrecht highlights the importance of providing great service as
a competitive tool.

The Four Components of a Service
It will be instructive to break the broad and intangible phrase
“service excellence” down to its smaller components. Each of
the four components of service in following figure  must be
carefully designed and individually managed in order to provide
service excellence. If only one of these criteria is not at the
highest standard, the customer will not have been extended
excellent service.

Physical Product
This represents whatever tangible good or merchandise a
company transfers to the customer at the point of sale. The very
first step in service excellence is ensuring that from the very start
the customer is being sold the right product to fit his or her
needs and wants.

Service Product
This notion moves us closer to our goal of service excellence.
The service product refers to that part of the “purchase
experience” aside from the physical transfer of goods, and
includes crucial interactions with the company’s personnel. All
aspects of the film’s interaction with customers must be
planned to help determine the nature of the overall service
experience. The service product is the core performance pur-
chased by the customer, the flow of events and service designed
to provide a positive and experience for the customer.

Service Environment
This refers to the kind of “stage” the company sets, on which
the customer will experience and hopefully enjoy the company’s
service. In other words, it is the backdrop that surrounds and
complements the service. The service environment can also
influence how customers respond to “critical incidents”––that
is, service events that may result in the customer becoming
dissatisfied or delighted. The service environment can also be
used by the firm to signal the intended market segment or to
position the organization. A restaurant might use its service
environment to position itself as upscale by decorating in a
tasteful and elegant manner. The finest quality china, crystal,
linens, and art would signal a more elegant clientele. Levers at a
company’s discretion for creating a specific service environment
include the ambient conditions (ambience), the spatial layout,
and signs and symbols.

Service delivery
This refers to what actually happens when customers buy a
“product.” The service product defines how the service works

LESSON 8:
SERVICE EXCELLENCE
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in theory, but the service delivery is how the service works in
actual practice. If an objective is to provide the customer with
fast service, allowing long queues to appear will defeat the
purpose and compromise your service mission.

Customer Focus
In this chapter, we will assert that there are two overarching
components of service excellence: customer focus and employee
empowerment. The first step of a firm’s service strategy should
be to attempt to satisfy all of a customer’s conscious as well as
unconscious needs, wants, and desires. This should then be
combined with empowering properly trained employees to use
their resources, instincts, and judgement to fulfill the service
mission of providing the customer with excellent service!

Moments of Truth
Critical to providing service excellence and customer delight is
carefully managing all “moments of truth.” Jan Carizon,
former SAS CEO, defined a moment of truth as “any episode
where a customer comes into contact with any aspect of your
company, no matter how distant, and by this contact, has an
opportunity to form an opinion about your company.”
Rationally one understands that one single Air India representa-
tive does not represent the airline as a whole; still, a horrible
check-in experience could turn a customer away for life! A
customer’s experience with the service you provide will be
defined by brief interactions with service personnel and the
firm’s systems. The first step is to understand what your
company’s moments of truth are––to realize that something as
simple as walking into your company reception area and
observing the ambience is a moment of truth!
For many services, employees remain the primary ingredient of
success in moments of truth. A Gallup survey of consumers
found that the most common definition of quality for  services
was employee contact skills such as courtesy, attitude, and
helpfulness.

Factors in Personal Service
In order to provide excellent service, companies should aim to
provide customers with the highest perceived customer value.
Below are some of the components Steve Albrecht identifies as
useful in providing customers with superior value and superior
service.
• The personal touch: It’s the small things that make the

difference here. Small gestures to make customers feel they
are being catered to and receiving personalized attention are
very important. This includes gestures such as warm
greetings and signs of recognition for repeat customers, as
well as computer systems which allow you to answer a caller
by name and have all previous purchases and credit cards
used on file, thereby enhancing service speed and efficiency.

• Key employees who know them: Employees must be
informed of and empowered to perform the company’s
service mission. One of the reason people come to be
called regular customers is because they return. How your
employees them is what makes them come back, tell their
friends, and continue to work with you for years.

• Better product knowledge: Reducing employee turnover to
a minimum greatly enhances the quality of service

provided. Naturally, longer-term employees provide
continuity and offer greater product and service expertise
than new hires.

• More responsiveness to the often intangible critical factors
that are important to the customer’s report card: It’s always
easy for some things that are important to the customer to
get missed or dismissed. This includes such immeasurable
service help as
a. recommending other products or services to the

customer based upon an identification of his or her
wants and needs;

b. adding a personal note, gift, insight, suggestion, or
thought to an order;

c. helping customers find what they want and staying
around to answer questions;

d. returning phone calls and letter promptly;
e. solving small problems before they become big;
f. otherwise acting more like the customer’s advocate or

change agent and less like an employee who just wants
to punch the clock, get the customer off his or her
hands, and go home.

• More responsiveness to tangibles like product quality,
shipping deadlines, delivery dates, prince concerns, etc.:
Many of these more objective issues, things that can be
measured, analyzed, recorded, and followed through, can
also slip through the cracks. Sometimes it may be as simple
as asking the customer, “Is there anything else you need?
Are there any questions about your product order or
request for service that I can answer? Do you need to speak
to anyone else?”

All of these factors add up to a greater potential for superior
and longer-lasting relationships. By attending to these areas, the
customer gets more of an overall feeling of closeness with the
people he or she is doing business with. This just makes for
better, longer, and more fulfilling relationships.

Employee Empowerment
As mentioned earlier, the second major element, complement-
ing and enabling a customer-focused strategy (the first element),
is employee empowerment.
When you teach people how and why service is the one
intangible item that keeps paying customers coming back for
more, they will respond with renewed effort. This is especially
true the sooner they realize that the performance and health of
the company is tied to satisfied, returning customers.
Given the importance of the contact person’s interaction in
moments of truth, it is essential that the film market the
concepts of its services internally to its own employees before it
can successfully market them to external customers.
Instilling employees with the drive, motivation, and resources
to meet and, more importantly, exceed customer needs, requires
attention to the following:
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Training
Employees need to be given technical know-how to do their
jobs, but they also need to be steeped in the customer-based
culture of the firm.

Continuous Interaction With Management
It is management’s job to extend formal training through
continual support, assistance, motivation, involvement in
decision-making, setting of examples, and rewarding of good
performance.

Internal Mass Communication
Internal communication is one way to reach large numbers of
employees with information that supports the service environ-
ment, shares new ways to satisfying customers, and so on.

Marketing Research
Just as it would be foolish to attempt to market to end
customers without researching their needs, desires, and
perceptions, it is just as ineffective to fail to research one’s
employees, in order to keep of employee attitudes and their
willingness and ability to perform certain roles.

Stages of Employee Empowerment
Noted empowerment theorists Conger and Kanungo propose
that the process of empowerment must go through five stages,
shown below. In the first and second stages, managers must
identify and then tackle the factors that lead to feelings of
powerlessness among employees. Remedies may include
participative decision-making opportunities and training
programs to build up skills. In the third stage, feedback
programs should be developed to inform employees of their
self-efficacy. The most effective feedback programs should be
developed to inform employees of their self-efficacy. The most
effective feedback programs allow employees to discover their
own abilities. Ideally, the final two steps in the process are the
achievement of strengthened feelings of self-sufficiency among
employees, followed by heightened levels of effort and
persistence in accomplishing tasks.

Conger and Kanungo’s Five Stages in the Process of Empowerment  
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

Identify factors inhibiting self -efficacy 

Counter them with programs to generate self-
efficacy 

Generate programs that feed positive results back 
to the employees 

Heighten feelings of self -efficacy among 
employees 

Heighten motivation among employees 

Global Best Practices in Service Excellence
“Service excellence” is an in intangible and expansive concept. It
undoubtedly means many different things to many different
people. Listed below are a few examples of organizations,

across a wide array of industries, which are widely known and
celebrated for the cultures of service they have built up, and for
the unique levels of service they provide. These world-re-
nowned companies have achieved resounding financial success
as a direct result of their service excellence strategies.

1. Nordstrom’s
Nordstrom’s, known for its exceptional customer service, is a
nationally renowned chain of department stores originating in
Seattle in the early 1900s. Resembling other retail chains such as
Saks Fifth Avenue and Bloomingdales, Nordstrom’s was
recently ranked among the top 10 worldwide role models of
service excellence in a study called “Service in America,” under-
taken jointly by several leading universities.
Central to the Nordstrom’s philosophy is a strong belief in an
individualized approach to customer service. Certainly, sales-
people at Nordstrom’s provide highly customized, personalized
sales service. All sales associates keep detained notes on their
customers’ sizes and preferences and are quick to let their
customers know, by letter or by telephone, when something
that may be of interest arrives in the store.
The employees are given great freedom to help the company
maintain its well-earned reputation as a truly customer-focused
retailer. For example, despite the fact that Nordstrom’s does not
sell tires, an elderly woman not satisfied with a set of tires she
had recently acquired came in demanding a refund. Store
employees decided to extend her a refund, even though it was
impossible that she purchased them there, to ensure that she
would return to Nordstrom’s does not sell tires, an elderly
woman not satisfied with a set of tires she had recently acquired
came in demanding a refund. Store employees decided to
extend her a refund, even though it was impossible that she
purchased them there, to ensure that she would return to
Nordstrom’s in the future.

2. Shouldice Hospital Limited
Shouldice Hospital was founded by Dr. Earl Shouldice and
built on his revolutionary surgical technique for repairing
hernias using only a local anesthetic. The remission rate for
hernias performed at Shouldice is less than one tenth that of
the average North American hospital. Below are a few examples
of how the hospital attempts to cater to its patients’ every need
and provide them with truly excellent service within a hospital
environment.
• Patients receive confirmation cards and personal telephone

calls before the date of their surgery.
• Patients with similar jobs, backgrounds, or interests are

assigned to the same room to the extent possible.
• In the afternoon of the day of their arrival, patients are

invited to attend a nurse’s orientation session where their
surgery and requirement are explained to them.

• An attempt is made to schedule operations for
“roommates” at approximately the same time.

• Shouldice nurses spend an unusually large proportion of
their time in counseling activities.
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• Parents accompanying children to the hospital stay for free

when a child is accompanied by a parent, the parent is
happier and so is the child.

• Hospital administrator Alan O’Dell makes it a habit to stay
at the hospital at least once a week to eat dinner and chat
with the patients, getting a feel for how things are going
and what can be improved upon.

“By the way they act, you’d think our patients own this place.
And while they’re here, in a way they do,” says Alan O’Dell,
hospital administrator.

3. Scandinavian Airlines Services
Scandinavian Airlines Services (SAS) is now famous for its
former CEO, Jan Carizon, who promulgated a concept called
“service management” and coined the phrase “moments of
truth.” Carizon created an airline that was truly customer-driven.
As a result, within one year earnings had risen by almost $80
million. Only two years after Carizon became CEO of an airline
for the business person and Air Transport World chose SAS as
its airline of the year, primarily for its level of service.
Carizon preaches that customer service and relations come first,
second, and third. He expects his employees to take responsibil-
ity for meeting customers’ needs using their best judgement.
Carizon scrapped all of the passenger service manuals, because
“you,” he said to the front-line staff, “are the ones who can
decide what is good passenger service.”

4. AT & T Universal Card Services
AT&T launched the Universal Card in 1990 and within six
months was one of the top credit card issuers in the United
States. Almost universally, people agree that this was result of
providing unprecedented service to its customers. In fact, a
plaque on the wait at company headquarters reads: “Customers
are the center of our universe.”
At AT&T Universal Card Services (UCS), winner of the
prestigious Malcolm Baldridge National Quality Award,
“customer delight” is the first of seven core company values.
Additionally, the company’s vision of “delighting” customers
rests on having “delighted” telephone associates. The company
realizes these are the people customers interact with every day in
thousands of moments of truth every minute.
AT & T UCS has installed several mechanisms with which to
ensure customers are receiving excellent service. First, the
company designed a Customer Satisfier Survey to gather market
research data on “customer satisfiers.” These are the products,
services, and treatment (including price and customer service)
that cardholders care most about AT&T then designed and
implemented products and processes to fulfill these “satisfiers.”
Second, a Contactor Survey takes place regularly, wherein an
internal team each month polls more than 3,000 randomly
selected customers who had contacted the company, querying
them about the quality of their contact. Analysis is then
conducted on how to continuously improve customer satisfac-
tion with every phone call.

5. Federal Express
“I can honestly say that I have never had a disappointing service
experience with them, ever. Not over the phone, not at the
counter of their mail drop centers, and not with a driver picking

up or delivering my packages. The people are always courteous
and helpful, and even though I’m sure their job is demanding
and filled with time pressures, they always figure out a way to
add value to my service experience,” remarks Steve Albrecht, a
regular Federal Express customer.
This customer related the following tale: “Our office had called
the folks at FedEx to schedule a package pickup one Friday
afternoon. FedEx promised to send a courier by the end of the
day. By quitting time, no courier had arrived, and we became
concerned. Sure enough, we missed the deadline, so we called to
ask what had happened. The FedEx supervisor came on the line
and told us, ‘Don’t worry. We’ll take care of this. Your package
will be there on Monday as planned.’ Early Saturday morning
we were working in our offices when a route supervisor from
Federal Express showed up, in street clothes and clearly on his
day off. He picked up our package, profusely apologized for the
delay, and promised to drive it down to the San Diego airport
himself so that it would get out on the next eastbound plane.
He did, and it did. Monday morning came, and right at 10:30
am, the package hit our client’s desk in New York. Is this service
above and beyond the call of duty? Absolutely!”
To CEO Fred Smith, empowerment means that employees
don’t just work for Federal Express––they are Federal Express.
Illustrating this point, he asserts, “Daily, they go above and
beyond to serve our customers. They are the ones who trek
through all kinds of weather; they deliver every package, each
one critical; they persist in solving every customer’s problems;
they ferret out the root cause of every problem to prevent it
from ever happening again. Their talent, ingenuity, and
commitment drive our quality standards closer to our goal of
100 percent customer satisfaction.”

6. Ritz-Carlton
The Ritz-Carlton is a world-renowned hotel chain known for its
exquisite hotels as well as for the impeccable levels of service
provided consistently to customers. Processes, systems,
structures, information technologies, and people all work in
concert to support a strategy of providing customized,
personal, high-level services to guests to the company’s hotels.
In a world where hotel employees’ primary motivation to act, if
at all, is a gratuity, Ritz-Carlton employees are trained to make
the customer feel special and valued. The Ritz-Carlton employee
manual specifies that if a guest passes within 20 feet of
employees, they must acknowledge them. If they pass within 6
feet they must greet them. Additionally, every employee at Ritz-
Carlton Hotels is empowered to spend up to $2,000 to satisfy a
customer and receives at least 100 hours of training.
An example of the hotel’s customized approach is a woman
who stayed at a Ritz-Carlton in Boston and asked that she have
her bed turned down at 9:00 pm and that she not receive a
chocolate on her pillow. That information was stored on the
hotel’s guest preferences database. When this woman check into
another of the chain’s hotels, these preferences appeared on the
computer screen and her requests were all catered to before she
had to ask.
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7. Walt Disney World
Disney World has often been held up as the epitome of
customer service and empowerment. Empowerment is like a
religion there. Employees are thoroughly trained and then told
they have the authority to do whatever is necessary to deal with
problems on the spot in order to make their customers happy.
The “service-through-people” theme at the Disney parks starts
with a special language. There is no such thing as a worker at
Disney. Employees out front are “cast members” and the
personnel department is “casting.” Whenever some one works
with the public, he or she is “on stage.” Red Pope, a longtime
Disney observer and writer, noted this phenomenon when two
of his children, aged 16 and 18, were hired by Disney World to
take tickets. For this seemingly mundane job, four eight-hour
days of instruction were required before they were allowed to go
“on stage.” They learned about Guests––not lower-case “c”
customers, but upper-case “G” Guests.

Selected References
• Service, Service, Service, Karl Albercht , Warner Books

(1988)
• Incredible Customer Service, David Freemantle, McGraw-

Hill (1993)
• Measuring Customer Satisfaction, Richard Gerson, Kogan

Page (1993)
• In Search of Excellence, Tom Peters & Robert Waterman,

Profile (2002)
• Passion for Excellence, Tom Peters, Profile (2002)

Student Activity
You have read in the text about the “Moments of Truth” and
its critical importance in the quest for service excellence and
customer delight. From your own experience as a customer,
describe an encounter where you received excellent service that
exceeded your expectations. The example can be of an airline,
hotel, restaurant or even a retail store. Did that pleasant
experience lead you to patronize the company more often and
did you recommend it to your friends and family? Similarly,
think back to a disappointing service encounter. How did that
experience affect your perception of the company and manifest
itself in your future purchasing behavior?

Notes
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Objective
By the time you have finished this chapter you should be able
to
• Define the tem “Quality”
• Explain TQM as a management philosophy
• Discuss the critical success factors for TQM implementation
• Compare the philosophies and approaches of the three

quality “gurus”- Deming, Juran & Crosby

Outline of Lesson Plan
• Defining Quality and introducing TQM
• Customers and suppliers as dimensions of Quality
• Commitment and culture as essential components of

TQM
• Building blocks of TQM: People, Performance, Systems &

Process
• Introducing the Quality Gurus – Deming, Juran & Crosby,

and their Management Philosophies
• Revision and review exercises

Introduction
TQM is the way of managing for the future, and is far wider in
its application than just assuring product or service quality – it is
a way of managing people and business processes to ensure
complete customer satisfaction at every stage, internally and
externally. TQM, combined with effective leadership, results in
an organisation doing the right things right, first time.
The core of TQM is the customer-supplier interfaces, both
externally and internally, and at each interface lie a number of
processes. This core must be surrounded by commitment to
quality, communication of the quality message, and recognition
of the need to change the culture of the organisation to create
total quality. These are the foundations of TQM, and they are
supported by the key management functions of people,
processes and systems in the organisation. This chapter
discusses each of these elements that, together, can make a total
quality organisation.

What is Quality?
A frequently used definition of quality is “Delighting the
customer by fully meeting their needs and expectations”. These
may include performance, appearance, availability, delivery,
reliability, maintainability, cost effectiveness and price. It is,
therefore, imperative that the organisation knows what these
needs and expectations are. In addition, having identified them,
the organisation must understand them, and measure its own
ability to meet them.
Quality starts with market research – to establish the true
requirements for the product or service and the true needs of
the customers. However, for an organisation to be really
effective, quality must span all functions, all people, all depart-
ments and all activities and be a common language for
improvement. The cooperation of everyone at every interface is
necessary to achieve a total quality organisation, in the same way
that the Japanese achieve this with company wide quality
control.

Customers and Suppliers
There exists in each department, each office, each home, a series
of customers, suppliers and customer-supplier interfaces. These
are “the quality chains”, and they can be broken at any point by
one person or one piece of equipment not meeting the
requirements of the customer, internal or external. The failure
usually finds its way to the interface between the organisation
and its external customer, or in the worst case, actually to the
external customer.
Failure to meet the requirements in any part of a quality chain
has a way of multiplying, and failure in one part of the system
creates problems elsewhere, leading to yet more failure and
problems, and so the situation is exacerbated. The ability to
meet customers’ (external and internal) requirements is vital. To
achieve quality throughout an organisation, every person in the
quality chain must be trained to ask the following questions
about every customer-supplier interface:

CHAPTER 9:
TOTAL QUALITY MANAGEMENT
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Customers (internal and external)

Who are My customers?

• What are their true needs and expectations?
• How do, or can, I find out what these are?
• How can I measure my ability to meet their needs and

expectations?
• Do I have the capability to meet their needs and

expectations?
• (If not, what must I do to improve this capability?)
• Do I continually meet their needs and expectations?
• (If not, what prevents this from happening when the

capability exists?)
• How do I monitor changes in their needs and

expectations?

Suppliers (internal and external)

Who are my Internal Suppliers?

• What are my true needs and expectations?
• How do I communicate my needs and expectations to my

suppliers?
• Do my suppliers have the capability to measure and meet

these needs and expectations?
• How do I inform them of changes in my needs and

expectations?
As well as being fully aware of customers’ needs and expecta-
tions, each person must respect the needs and expectations of
their suppliers. The ideal situation is an open partnership style
relationship, where both parties share and benefit.

Poor Practices
To be able to become a total quality organisation, some of the
bad practices must be recognised and corrected. These may
include:
• Leaders not giving clear direction
• Not understanding, or ignoring competitive positioning
• Each department working only for itself
• Trying to control people through systems
• Confusing quality with grade
• Accepting that a level of defects or errors is inevitable
• Firefighting, reactive behaviour
• The “It’s not my problem” attitude

The Essential Components of TQM – Commitment &

Leadership
TQM is an approach to improving the competitiveness,
effectiveness and flexibility of an organisation for the benefit of
all stakeholders. It is a way of planning, organising and
understanding each activity, and of removing all the wasted
effort and energy that is routinely spent in organisations. It
ensures the leaders adopt a strategic overview of quality and
focus on prevention not detection of problems.
Whilst it must involve everyone, to be successful, it must start
at the top with the leaders of the organisation.

All senior managers must demonstrate their seriousness and
commitment to quality, and middle managers must, as well as
demonstrating their commitment, ensure they communicate
the principles, strategies and benefits to the people for whom
they have responsibility. Only then will the right attitudes
spread throughout the organisation.
A fundamental requirement is a sound quality policy, supported
by plans and facilities to implement it. Leaders must take
responsibility for preparing, reviewing and monitoring the
policy, plus take part in regular improvements of it and ensure
it is understood at all levels of the organisation.
Effective leadership starts with the development of a mission
statement, followed by a strategy, which is translated into action
plans down through the organisation. These, combined with a
TQM approach, should result in a quality organisation, with
satisfied customers and good business results. The 5 require-
ments for effective leadership are:
• Developing and publishing corporate beliefs, values and

objectives, often as a mission statement
• Personal involvement and acting as role models for a

culture of total quality
• Developing clear and effective strategies and supporting

plans for achieving the mission and objectives
• Reviewing and improving the management system
• Communicating, motivating and supporting people and

encouraging effective employee participation
The task of implementing TQM can be daunting. The follow-
ing is a list of points that leaders should consider; they are a
distillation of the various beliefs of some of the quality gurus:
The organisation needs a long-term commitment to continu-
ous improvement.
• Adopt the philosophy of zero errors/defects to change the

culture to right first time
• Train people to understand the customer/supplier

relationships
• Do not buy products or services on price alone – look at

the total cost
• Recognise that improvement of the systems must be

managed
• Adopt modern methods of supervising and training –

eliminate fear
• Eliminate barriers between departments by managing the

process – improve communications
• And teamwork
• Eliminate goals without methods, standards based only on

numbers, barriers to pride of workmanship and fiction –
get facts by studying processes

• Constantly educate and retrain – develop experts in the
organisation

• Develop a systematic approach to manage the
implementation Of TQM
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Culture Change
The failure to address the culture of an organisation is fre-
quently the reason for many management initiatives either
having limited success or failing altogether. Understanding the
culture of an organisation, and using that knowledge to
successfully map the steps needed to accomplish a successful
change, is an important part of the quality journey.
The culture in any organisation is formed by the beliefs,
behaviours, norms, dominant values, rules and the “climate”. A
culture change, e.g, from one of acceptance of a certain level of
errors or defects to one of right first time, every time, needs two
key elements:
• Commitment from the leaders
• Involvement of all of the organisation’s people
There is widespread recognition that major change initiatives
will not be successful without a culture of good teamwork and
cooperation at all levels in an organisation.

The Building Blocks Of TQM: Processes, People,

Management Systems and Performance Measurement
Everything we do is a Process, which is the transformation of
a set of inputs, which can include action, methods and opera-
tions, into the desired outputs, which satisfy the customers’
needs and expectations.

In each area or function within an organisation there will be
many processes taking place, and each can be analysed by an
examination of the inputs and outputs to determine the action
necessary to improve quality.
In every organisation there are some very large processes, which
are groups of smaller processes, called key or core business
processes. These must be carried out well if an organisation is
to achieve its mission and objectives.
The only point at which true responsibility for performance and
quality can lie is with the People who actually do the job or carry
out the process, each of which has one or several suppliers and
customers.
An efficient and effective way to tackle process or quality
improvement is through teamwork. However, people will not
engage in improvement activities without commitment and
recognition from the organisation’s leaders, a climate for

improvement and a strategy that is implemented thoughtfully
and effectively.
An appropriate documented Quality Management System
will help an organisation not only achieve the objectives set out
in its policy and strategy, but also, and equally importantly,
sustain and build upon them. It is imperative that the leaders
take responsibility for the adoption and documentation of an
appropriate management system in their organisation if they are
serious about the quality journey.
Once the strategic direction for the organisation’s quality journey
has been set, it needs Performance Measures to monitor and
control the journey, and to ensure the desired level of perfor-
mance is being achieved and sustained. They can, and should
be, established at all levels in the organisation, ideally being
cascaded down and most effectively undertaken as team
activities.

The Quality Gurus

What is a Quality Guru?
A guru, by definition, is a good person, a wise person and a
teacher. A quality guru should be all of these, plus have a
concept and approach to quality within business that has made
a major and lasting impact. The gurus mentioned in this section
have done, and continue to do, that, in some cases, even after
their death.

The Quality Gurus
Deming, the best known of the “early” pioneers, is credited
with popularizing quality control in Japan in the early 1950s.
Today he is regarded as a national hero in that contory and is the
father of the world-famous Deming Prize for Quality.
W Edwards Deming placed great importance and responsibility
on management, at both the individual and company level,
believing management to be responsible for 94% of quality
problems. His fourteen point plan is a complete philosophy of
management, that can be applied to small or large organisations
in the public, private or service sectors:
1. Create constancy of purpose towards improvement of

product and service
2. Adopt the new philosophy. We can no longer live with

commonly accepted levels of delay, mistakes and defective
workmanship

3. Cease dependence on mass inspection. Instead, require
statistical evidence that quality is built in
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4. End the practice of awarding business on the basis of price
5. Find problems. It is management’s job to work continually

on the system
6. Institute modern methods of training on the job
7. Institute modern methods of supervision of production

workers, The responsibility of foremen must be changed
from numbers to quality

8. Drive out fear, so that everyone may work effectively for the
company

9. Break down barriers between departments
10. Eliminate numerical goals, posters and slogans for the

workforce asking for new levels of productivity without
providing methods

11. Eliminate work standards that prescribe numerical quotas
12. Remove barriers that stand between the hourly worker and

their right to pride of workmanship
13. Institute a vigorous programme of education and

retraining
14. Create a structure in top management that will push on the

above points every day
He believed that adoption of, and action on, the fourteen
points was a signal that management intended to stay in
business. Deming also encouraged a systematic approach to
problem solving and promoted the widely known Plan, Do,
Check, Act (PDCA) cycle. The PDCA cycle is also known as the
Deming cycle, although it was developed by a colleague of
Deming, Dr Shewhart.

It is a universal improvement methodology, the idea being to
constantly improve, and thereby reduce the difference between
the requirements of the customers and the performance of the
process.

The cycle is about learning and ongoing improvement, learning
what works and what does not in  systematic way; and the cycle
repeats; after one cycle is complete, another is started.
Juran is the founder of the Juran Institute of Wiltion,
Connecticut. He  Promotes a concept Known as Managing
Business Process Quality, which  is a technique for executing
cross-functional quality improvement. Juran’s contribution may,
over the longer term, may be greater than Deming’s because
Juran has the broader concept, while Deming’s focus of
statistical process control is more technically oriented.
Dr Joseph M Juran developed the quality trilogy – quality
planning, quality control and quality improvement. Good
quality management requires quality actions to be planned out,
improved and controlled. The process achieves control at one
level of quality performance, then plans are made to improve
the performance on a project by project basis, using tools and
techniques such as Pareto analysis.
This activity eventually achieves breakthrough to an improved
level, which is again controlled, to prevent any deterioration.

 
Holding the gains 

 
 

 
 
 
 
 
 
Breakthrough     Pareto Analysis  

 
 

Project-by-Project 

Quality Control Quality Planning 

Quality Improvement  

Juran believed quality is associated with customer satisfaction
and dissatisfaction with the product, and emphasised the
necessity for ongoing quality improvement through a succes-
sion of small improvement projects carried out throughout the
organisation. His ten steps to quality improvement are:
1. Build awareness of the need and opportunity for

improvement
2. Set goals for improvement
3. Organise to reach the goals
4. Provide training
5. Carry out projects to solve problems
6. Report progress
7. Give recognition
8. Communicate results
9. Keep score of improvements achieved
10. Maintain momentum
He concentrated not just on the end customer, but on other
external and internal customers. Each person along the chain,
from product designer to final user, is a supplier and a cus-
tomer. In addition, the person will be a process, carrying out
some transformation or activity.
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Philp Crosby, author of the popular book Quality is Free, may
have achieved the greatest commercial success by promoting his
views and founding the Quality College in Winter Park, Florida.
He argues that poor quality in the average firm costs about 20
percent of revenues most of which could be avoided by
adopting good quality practices.
Philip B Crosby is known for the concepts of “Quality is
Free” and “Zero Defects”, and his quality improvement process
is based on his four absolutes of quality:
• Quality is conformance to requirements
• The system of quality is prevention
• The performance standard is zero defect
• The measurement of quality is the price of non-

conformance

His Fourteen Steps to Quality Improvement are

1. Management is committed to a formalised quality policy
2. Form a management level quality improvement team

(QIT) with responsibility for quality improvement process
planning and administration

3. Determine where current and potential quality problems lie
4. Evaluate the cost of quality and explain its use as a

management tool to measure waste
5. Raise quality awareness and personal concern for quality

amongst all employees
6. Take corrective actions, using established formal systems to

remove the root causes of problems
7. Establish a zero defects committee and programme
8. Train all employees in quality improvement
9. Hold a Zero Defects Day to broadcast the change and as a

management recommitment and employee commitment
10. Encourage individuals and groups to set improvement

goals
11. Encourage employees to communicate to management any

obstacles they face in attaining their improvement goals
12. Give formal recognition to all participants
13. Establish quality councils for quality management

information sharing
14. Do it all over again – form a new quality improvement

team

Useful Websites
• http://www.qualityprogress.com
• http://www.freequality.org
• http://www.apqc.org

Selected References
• Total Quality Management, Besterfield, Pearson India

(2003)
• Total Quality Mnaagement: Text & Cases, Ross, SL Press

(1995)
• The Deming Management Method, Mary Walton,

Putnam(1986)
• Juran on Planning for Quality, Joseph Juran, Free Press

(1988)

Student Activity
1. Describe the importance that you feel intangibles like

“culture” and “leadership” have in the successful
implementation of initiatives like TQM.

2. You have read about the differences in the philosophy and
concepts propounded by Deming, Juran and Crosby. Can
you point out some commonalities in their approaches?

3. Most of the concepts and techniques used in TQM were
developed in the 1970’s and 1980’s. Do you feel that they
still remain relevant for today’s business world?

Notes
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Objective
By the time you have finished this chapter you should be able
to:
• Describe the history and background of the Baldrige Award
• Enumerate the criteria for performance excellence used by

the Baldrige Award
• Illustrate the key values on which the criteria for

performance excellence is built.
• Identify the reasons for choosing the criteria as an

integrated performance management framework.

Outline of Lesson Plan
• Summarise the history of the Malcolm Baldrige National

Quality Award and the role it has played in the U. S.
Business Community.

• Describe the Baldrige Award’s purpose and the Core Values
and concepts that structure the awards criteria.

• Summarise the Boldrige Awards
• Leadership; strategic planning; Customer and Market

Focus; Information and Analysis; Human Recourse Focus;
Process Management; Business Results Criteria and explain
how Ritz – Carlton meets them

• Explain Ritz – Carlton leadership system
More than 30 years ago, noted American quality leader Joseph
M. Juran predicted that a focus on quality would help turn
Japan into an economic powerhouse. His warning went
unheeded by many industrialized nations, including the United
States. But his prediction proved true. By the 1980s, many
industry and government leaders in the United States saw the
handwriting on the wall: “Get quality or lose the race.”
In 1987, jumpstarting a small, slowly growing U.S. quality
movement, Congress established the Malcolm Baldrige
National Quality Award and the Baldrige National Quality
Program to promote quality awareness, to recognize quality
achievements of U.S. companies, and to publicize successful
strategies.
Now considered America’s highest honor for business excel-
lence, the Baldrige award is presented annually to U.S.
companies by the President of the United States. Awards may
be given in each of three categories: manufacturing, service, and
small business. The Commerce Department’s National
Institute of Standards and Technology (NIST) was selected by
Congress to design and manage the Baldrige award and
program because of its long-standing role in helping U.S.
companies compete, its world-renowned expertise in quality
control and assurance, and its reputation as an impartial third
party.
While the award is the centerpiece, the broader Baldrige National
Quality Program is helping not only award applicants but many

other American businesses and organizations become more
competitive and higher performers. The Malcolm Baldrige
National Quality Award is playing a vital role in helping the
United States gain the edge in a fiercely competitive global
marketplace. Now, other countries, including Japan, are
emulating this American program.
The Baldrige program is not the latest management “flavor of
the month”; nor is it a fad.  Celebrating its 15th year, the
Baldrige National Quality Program and the award’s performance
excellence criteria are recognized worldwide as a powerful way to
help any organization improve performance across the board. It
integrates all the key drivers of organizational performance
management within one holistic framework, allowing you to
manage your organization as a system instead of a collection of
individual parts.
Prominent past winners of the award have included companies
like AT&T, Motorola, IBM, FedEx , Ritz-Carlton Hotels,
Merrill Lynch, Xerox, Intel etc.
Five Reasons to Choose Baldrige As Your Performance
Management Framework
Organizations looking for an approach to performance
management and improvement have many to choose from, and
determining which approach meets your organization’s needs is
not easy. What makes Baldrige different? Here are a few aspects
that set Baldrige apart:
The Criteria for Performance Excellence provide a
framework for improvement without being prescriptive.
Organizations are encouraged to develop creative and flexible
approaches aligned with organizational needs and to demon-
strate cause-effect linkages between these approaches and their
results.
The Criteria are inclusive. While other approaches focus on a
single aspect, such as leadership, strategic planning, or process
management, the Criteria describe an integrated management
framework that addresses all the factors that define the organi-
zation, its operations, and its results.
The Criteria focus on common requirements, rather than
procedures, tools, or techniques. Other improvement efforts
(e.g., ISO, Six Sigma, or accreditation) may be integrated into the
organization’s performance management system and included
as part of a response to Criteria requirements.
The Criteria are adaptable. They can be used by large and
small businesses, education and health care organizations,
government and nonprofit organizations, and  rganizations
with one site or worldwide locations.
The Criteria are at the leading edge of validated manage-
ment practices. They are regularly improved to enhance
coverage of strategy-driven performance, address the needs of

LESSON 10:
THE MALCOLM BALDRIGE QUALITY  AWARD
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all stakeholders, and accommodate important organizational
needs and practices.

What Are the Criteria?
The Criteria for Performance Excellence are the basis for
granting Awards and giving feedback to applicants, and they
also are a tool for understanding an organization’s strengths
and opportunities for improvement. They are a set of expecta-
tions or requirements that define the critical factors that drive
organizational success.
The Criteria are approximately 100 questions grouped into the
Organizational Profile and seven Categories. The Organizational
Profile is a snapshot of an organization: the key influences on
how you operate and the key challenges you face.
You can select the Criteria that best apply to your organization:
Business, Education, or Health Care.

The Business Criteria Categories are

1. Leadership
2. Strategic Planning
3. Customer and Market Focus
4. Information and Analysis
5. Human Resource Focus
6. Process Management
7. Business Results
Any organization can use the Baldrige Criteria to assess its
performance and improve.  Regardless of the size or nature of
your organization, the Criteria can help you align resources;
improve communication, productivity, and effectiveness; and
achieve strategic goals.

Core Values and Concepts
The Criteria are built upon the following set of interrelated
Core Values and Concepts:
1. Visionary leadership
2. Customer-driven excellence
3. Organizational and personal learning
4. Valuing employees and partners
5. Agility
6. Focus on the future
7. Managing for innovation
8. Management by fact
9. Social responsibility
10. Focus on results and creating value
11. Systems perspective
These values and concepts are embedded beliefs and behaviors
found in high-performing organizations. They are the founda-
tion for integrating key business requirements within a
results-oriented framework that creates a basis for action and
feedback.

The Ritz-Carlton Leadership System
Since winning the Baldrige Award for a second time in 1999,
The Ritz-Carlton Hotel Company has sought to develop a
systematic approach to applying the lessons learned from the
award throughout every level within the organization on a daily
basis. As Patrick Mene, Ritz-Carlton’s vice president of quality,
puts it, “We developed the leadership system to provide a
systematic approach for applying all seven categories of the
Baldrige Award and to ultimately help us to build commitment
towards our strategic initiatives.” The relationships among
many of the concepts discussed in this chapter are shown in the
diagram.
At the center of the leadership system (step 1) is an across-the-
board understanding of the requirements and expectations of
the company’s stakeholders those people or groups that have
the most to gain or lose as a result of the firm’s performance.
By listening to all its stakeholders, Ritz-Carlton is able to set a
direction for the company (step 2) by creating a vision and a
mission statement, prioritizing strategic initiatives, and
formulating management values and philosophies that adhere
to the expectations of the company’s stakeholders. In develop-
ing a plan to carry out strategic initiatives (step 3), Ritz-Carlton
aligns employees who are responsible for carrying out the plan
with the resources they need to achieve performance targets.
Implementation of the plan (step 4) involves the key concepts
of designing and managing product and service delivery
processes, reviewing performance goals, identifying causes of
variances in performance, and taking corrective action. The
ability of Ritz-Carlton to achieve high performance levels from
its employees results, in part, from employee rewards, recogni-
tion programs, and career development programs (step 5) that
are all tied directly to performance targets. Finally, the leadership
system serves as a model for transforming The Ritz Carlton
Hotel Company into a learning organization (step 6) by
ensuring that the knowledge gained from breakthrough
improvements and innovations in one department or hotel is
constantly shared ,with all other Ritz-Carlton hotels.
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According to Mene, Ritz-Carlton has learned two very impor-
tant lessons over the past ten years of its quality journey. The
first is the need to change the behavior of front-line managers
who are keys to helping the company achieve its quality
improvement initiatives. One of the most important resources
Ritz-Carlton provides its front-line managers is a coach who
helps the managers make the transition from training to
application. The second lesson learned is the way RitzCarlton
views customer satisfaction; that is, each time customers visit a
Ritz-Carlton hotel they want something new and different
compared to what theyexperienced during their last visit. Says
Mene, “Our ability to satisfy customers depends on how well
we understand and capture that newness and difference and
fulfill it on a daily basis.”
Ritz-Carlton’s leadership system has changed the role of
management from one of making sure employees show up for
work on time or receive the proper training to one of ensuring
that all employees understand that they are responsible for
quality improvement and that quality is relevant to the direction
of the business.

The Baldrige Award and Ritz Carlton: A Case Study
The Ritz Carlton Hotel Company is one of the most well
known and profitable global brands in the hospitality industry.
It is also the only company to have won the Baldrige Award
twice, in the service category. In the annexure to this course pack,
you will find a summary of the company’s application for the
1999 Baldrige Award. The document illustrates how the
company has successfully embedded the criteria for excellence in
its organizational culture and performance management
systems and leveraged it to drive employee productivity,
customer loyalty, growth and consistently deliver exceptional
service quality.

Useful Websites
• http://www.baldrige.nist.gov
• http://www.ritzcarlton.com
• http://www.nist.gov/public_affairs/bald99/ritz.htm
• http://www.asq.org
• http://www.quality.nist.gov

Suggested References
• Criteria for Performance Excellence, BNQP/NIST (2003)
• Baldrige Award – celebrating ten years of excellence,

BNQP/NIST (1997)
• Why apply for the Baldrige Award, BNQP/NIST (2002)
• Getting Started, BNQP/NIST (2002)

Student Activity
1. Describe the Baldrige Award’s purpose and the core values

and concepts that structure the award criteria.
2. Using the internet, research how many service companies,

besides the Ritz Carlton have won the Baldrige Award.
What impact do you think the BNQP has had on the
competitiveness of U.S companies? Do you observe any
link between a company’s financial performance and its
ability to win awards such as the Baldrige?

3. Explain Ritz-Carlton leadership system.
THE RITZ-CARLTON@ HOTEL COMPANY, L.L.C.

at a Glance,

Products and Services: The Ritz-Carlton Hotel Company, L.L.C. develops and operates luxury 
hotels for others. The hotels are designed and identified to appeal to and 
suit the requirements of its principal customers who consist of (1) 
Meeting Event Planners and (2) Independent Business and Leisure 
Travelers.  

 
President & COO:   Horst Schulze 
 
Headquarters:    3414 Peachtree Road, NE.  

Suite 300 
Atlanta, Georgia 30326 

 
Operations:   One Central Reservations Office 

Seven International Sales Offices (ISOs)  
24 Hotels and Resorts in North America  
Two Hotels in Europe 
Eight Hotels and Resorts in Asia 
Two Hotels in Australia  
30 Hotels under Development 

 
Customer Base:    Over 800,000 Customers World -wide 
 
1999 Revenue:    $1.5 Billion. A 40% incr ease over the previous five years. 
 
Employees:  17,000 World-wide, known as The Ladies and Gentlemen of The Ritz-

Carlton 
 
History:  Established in 1983, the former owner, WB. Johnson Properties, acquired 

the exclusive North American rights to the Ritz-Carlton trademark, the 
foremost name in luxury hotels. This status was largely due to the 
legendary Caesar Ritz who developed and operated two of the worlds 
best hotels  in Paris and London. The hotels achieved such fame in the 
marketplace that they attained what is often referred to as 'The Ritz 
Mystique: In 1995, The Ritz-Carlton was jointly acquired by Marriott 
International Inc. to achieve their strategy of entering the luxury hotel 
segment of the industry; the takeover/merger occurred in 1997. 

 

 

copyright © 2000 by the ritz-carlton” hotel company, l.l.c. -
all rights reserved

Overview

History of Managing for Performance Excellence in

the Hotel Industry
Previously, in tiny hotels and inns, the innkeeper directed
activities in the organization personally, including “managing
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for quality”. As hotels grew in size, the volume of activity
outgrew the capacity of the innkeeper to manage by personal
direction - it became necessary to delegate.
Apprentices were trained in the craft and qualified by examina-
tion to become craftsmen. The innkeeper - the master - then
delegated much of the managing for quality to the craftsmen,
subject to inspection and audit by the master. Many of our
standards go back 100 years to this era of Caesar Ritz and the
legendary Chef August Escoffier.
As we entered the 20th century, the size of a hotel and its
organization sharply increased. The resulting large hotels
required functional departments. The innkeeper - now a general
manager - delegated to each functional department head the
responsibility for quality, for performing the function correctly.
With the emergence and growth of technology, hotel products
and processes became increasingly complex. To deal with these
new complexities the hotel industry adopted the principle of
separating planning from doing. Planning of the various
departments was delegated to division and department heads
(e.g. Food & Beverage managers, Rooms Executives, Purchasing
Directors, etc.). This left the job of executing the plans to the
first-line supervisors and the workforce. The separation of
planning from execution had four major consequences.
1. A factory concept emerged in which people were assigned

one task rather than a single craftsman performing the
entire sequence of tasks. In this factory approach, if task
#11 was causing a problem for task #24, it wasn’t
identified until it reached the customer, and even then the
problem likely continued.

2. A dramatic rise in productivity.
3. The segregation of divisions and departments.
4. A further distancing of upper managers from the job of

managing for quality.
The progressive removal of upper management from managing
for quality produced negative effects on quality. Typically,
performance either fell short of customer need or the cost to
meet the need became excessive. In addition, the hotels
accumulated huge chronic costs as a result of poor quality.
Most hotels remained profitable despite these quality deficien-
cies because competitors had similar problems.

Ritz-Carlton Returns to the Fundamentals

Upper Management Participation
Then came 1983 and Horst Schulze. The pace quickened with a
lengthy procession of new Ritz-Carlton Hotels under develop-
ment. Faced with this challenge, Horst Schulze and his team
decided to personally take charge of managing for quality
because they realized managing for quality could not be
delegated!
The upper management participation of Horst Schulze and his
team ranged across a broad spectrum, but most significant
activities consisted of:
• Defining the traits of all company products which are set

out in The Credo. For a full explanation of The Credo, see
Figure 1 on page 2.

• Translating The Credo into basic standards to clarify the
quality responsibilities for our Ladies and Gentlemen; the
most important of which include:

1. Anticipating the wishes and needs of the guests
2. Resolving their problems and
3. Genuinely caring conduct towards guests and each other.

• Personally training the Ladies and Gentlemen of a new
Ritz-Carlton on The Credo and Basic Standards,
commonly referred to as The Gold Standards, which
are shown on page 2 as Figure 1.

• Aggressively instilling a passion for excellence.

Another Major change, a Comprehensive Structure
By 1989 Horst Schulze realized that a more comprehensive
structure was necessary for the Ritz-Carlton to optimize its
performance. He selected the Malcolm Baldrige National Quality
Award Criteria. Through the use of this assessment tool and
the resulting feedback reports, The Ritz-Carlton developed a
“Roadmap” to business excellence (see pages 3-4), which has
attained significantly higher performance levels. A major
ingredient of this approach was involving people in the
planning of the work that affects them.

Three Steps of Service

1. A warm and sincere greeting. Use the guest name, if and
when possible

2. Anticipation and compliance with guest needs.
3. Fond farewell. Give them a warm good-bye and use their

names, if and when possible.
“We are ladies and gentlemen serving ladies and gentlemen”

The Employee Promise
At The Ritz-Car/ton, our Ladies and Gentlemen are the most
important resource in our service commitment to our guests.
By applying the principles of trust, honesty, respect, integrity
and commitment, we nurture and maximize talent to the
benefit of each individual and the company.
The Ritz-Carlton fosters a work environment where diversity is
valued, quality of life is enhanced, individual aspirations are
fulfilled, and The Ritz-Carlton mystique is strengthened.

Credo
The Ritz-Carlton Hotel is a place where the genuine care and
comfort of our guests is our highest mission.
We pledge to provide the finest personal service and facilities for
our guests who will always enjoy a warm, relaxed yet refined
ambience.
The Ritz-Carlton experience enlivens the senses, instills well-
being, and fulfills even the unexpressed wishes and needs of
our guests.
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The Ritz -Carlton® Basics 

 
• The Credo is the principal belief of our Company. It must be known, owned and energized by all. 
• Our Motto is: “We are Ladies and Gentlemen serving Ladies and Gentlemen.” As service 

professionals, we treat our guests and each other with respect and dignity. 
• The Three Steps of Service are the foundation of Ritz-Carlton hospitality. These steps must be used 

in every interaction to ensure satisfaction, retention and loyalty. 
• The Employee Promise is the basis for our Ritz-Carlton work environment. It will be honored by 

all employees.  
• All employees will successfully complete annual training certification for their position. 
• Company Objectives arc communicated to all employees. It is everyone's responsibility to support 

them. 
• To create pride and joy in the workplace, all employees have the right to be involved in the planning 

of the work that affects them. 
• Each employee will continuously identify defects (M.R. B.I.V.) throughout the Hotel. 
• It is the responsibility of each employee to create a work environment of teamwork and lateral 

service so that the needs of our guests and each other are met.  
• Each employee is empowered. For example, when a guest has a problem or needs something 

special, you should break away from your regular duties to address and resolve the issue. 
• Uncompromising levels of cleanliness are the responsibility of every employee. 
• To provide the finest personal service for our guests, each employee is responsible for identifying 

and record ing individual guest preferences. 
• Never lose a guest. Instant guest pacification is the responsibility of each employee. Whoever 

receives a complaint will own it, resolve it to the guest's satisfaction and record it.  
• “Smile - We are on stage.” Always maintain positive eye contact. Use the proper vocabulary with 

our guests and each other. (Use words  like – “Good Morning,” “Certainly,” “I’ll be happy to” and 
“My pleasure.”) 

• Be an ambassador of your Hotel in and outside of the workplace. Always speak positively. Commu-
nicate any concerns to the appropriate person.  

• Escort guests rather than pointing out directions to another area of the Hotel. 
• Use Ritz-Carlton telephone etiquette. Answer within three rings with a “smile.” Use the guest’s 

name when possible. When necessary, ask the caller “May I place you on hold?” Do not screen 
calls. Eliminate call transfers whenever possible. Adhere to voice mail standards. 

• Take pride in and care of your per sonal appearance. Everyone is responsible for conveying a profes-
sional image by adhering to Ritz-Carlton clothing and grooming standards. 

• Think safety first. Each employee is responsible for creating a safe, secure and accident free 
environment for all guests and each other. Be aware of all fire and safety emergency procedures and 
report any security risks immediately. 

• Protecting the assets of a Ritz-Carlton hotel is the responsibility of every employee. Conserve 
energy, properly maintain our Hotels and protect the environment.  

© 2000,  The Ritz-Carlton Hotel Company, L.L.C. All Rights Reserved 
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The Ritz -Carlton Business Excellence Roadmap 
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Leadership
Our Senior Leaders continue the strong excellence driven
leadership that began in 1983 and resulted in us becoming a
recipient of the 1992 Malcolm Baldrige National Quality Award.
In the years following the award they actually increased their
involvement in both the improvement and operation of our
structured approach to business excellence. A summary of this
business excellence roadmap is shown in Figure 3, page 4.

Approach “Plan”
Our Senior Leaders have a passion for excellence, largely because
of:
1. The performance expectations of Horst Schulze
2. Our Gold Standards and
3. The Pride and Joy of achieving excellence.
The seven specific decisions made by our Senior Leaders,
collectively, to set direction for business excellence are shown
below:
1. 10 Year Vision
2. 5 Year Mission
3. 3 Year Objectives
4. 1 Year Tactics
5. Strategy
6. Methods
7. Foundation
The process for providing our Senior Leaders with the necessary
data and analysis to make these key decisions is explained fully
in the Strategic Planning section.
It is worth mentioning that our Senior Leaders personally
established our foundation, which is now referred to as The
Gold Standards, Figure 1, page 2. These standards consist of:
1. The Credo
2. The Basics

3. Three Steps of Service
4. Motto and
5. Most recently
The Employee Promise. These standards have had a long life
with only the Basics changing with business conditions.
Collectively, these standards have an incredible empowering
effect on The Ritz-Carlton Ladies and Gentlemen to think and
act independently with innovation for both the benefit of the
customer and our organization.
Since The Credo stresses “providing the finest and anticipating
the unfulfilled wishes of our guests,” The Ritz-Carlton Ladies
and Gentlemen continually learn and innovate.
The Three Steps of Service, combined with our basic empower-
ment process shown below in Figure 1.2 promotes innovative,
quick personal service.

Deployment “DO”
The specific actions taken by our Senior Leaders to deploy our
leadership approach consist of three major processes:
1. Since 1984, all members of Senior Leadership have

personally ensured that each new hotel’s goods and services
are characteristic of The Ritz-Carlton on opening day. Since
six to seven hotels open each year, our leaders spend at least
six to seven weeks working with our Ladies and Gentlemen
(using a combination of hands-on behavior modeling and
reinforcement) during the seven day countdown to
opening. This includes the President and COO who
personally demonstrates the guest/employee interface
image and facilitates the first vision statement session for
each newly formed department. During these formative
sessions which all employees must attend, the President
and COO personally interacts with every new employee
both individually and in a group setting. His in-depth
knowledge of hotel operations and enthusiasm for The
Gold Standards are an inspiration for all concerned.

2. The results of the seven specific decisions from the annual
strategic planning process are arranged in a “Pyramid
Concept” and distributed throughout the organization.
The 2000 Pyramid is shown in Figure 1.3

3. The Gold Standards are reinforced daily in a variety of
forums which include:
1. Lectures at new employee orientation
2. Developmental training
3. Daily line-up meeting
4. Administration of both positive and negative

reinforcement
5. Mission statements displayed
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6. distribution of Credo Cards
7. The Credo as first topic of internal meetings and
8. Peer pressure.

Results “Check”
Leadership effectiveness is evaluated (1) On key questions of
our semi-annual employee satisfaction results (these questions
reveal if the respective leader has gained the full support of the
Ladies and Gentlemen regarding our Gold Standards). (2)
Through audits on public responsibility (i.e. Life Safety
Systems, Security Systems, Food Preparation and Alcoholic
Beverage Service, Environmental Stewardship).

 

Foundation 
Values and Philosophy – The Gold Standards 

Credo äMotto  
Three Steps of Service ä Basics ä Employee Promise  

M E T H O D 
T Q M  -  Application of Quality Sciences 

Malcolm Baldrige National Quality Award Criteria 
The GreenBook – 2nd  Edition  

S T R A T E G Y 
Customer and market Focus Strategy with Action Plans  

T A C T I C S  
Key Production and Support Processes 

O B J E C T I V E S 
The Vital - Few Objectives  

5 YEAR MISSION 
Product and profit Dominance 

10 YEAR VISION
To be The Premier 

Worldwide Provider of 
Luxury Travel and 

Hospitality Products 
and Services 

Figure 1.3 copyright© 2000 by the ritz-carlton hotel company,
l.l.c.-all rights reserved

Improvement “Act”
Gaps in leadership effectiveness are addressed with develop-
ment/training plans. For widespread deficiencies, the corporate
human resource function develops/improves courses, processes
or facilities. As a result, we have developed a leadership center at
Corporate Headquarters. In addition, we make extensive use of
developmental job assignments.

Strategic Planning
At The Ritz-Carlton, Strategic Development is the process that
enables Senior Leaders to make specific decisions that set
direction for Business Excellence.

Approach “Plan”
A description of the three major components of our planning
process, including the pre-work known as the Macro Environ-
ment Analysis, is show in Figure 2.1.

Macro Environment Analysis
This extensive analysis is done to understand the current state
(and expected future state) of the Macro Environment in which
we operate our company. The key result of the analysis is a
projection of the future state of The Ritz-Carlton relative to
competitors and the expectations of hotel owners in primary
performance areas. Subsequently, gaps are identified.

Step 1 March - June
Using the Macro Environment Analysis, Senior Leaders confirm
the 10 Year Vision, 5 Year Mission, Strategy, Methods and
Foundation or make changes.

Step 2 March - June
Using the Macro Environment Analysis, strategic mandates are
identified along with gaps in performance.

Step 3 March - June
The strategic mandates and the gaps identified in the Macro
Environment Analysis are used to create the Vital-Few Objec-
tives for the next three years. The Objectives are designed to
address the projected gaps identified in the Macro Environment
Analysis and to maintain or enlarge The Ritz-Carlton advantage
over competitors where these advantages exist. Vital-Few
Objectives are separated into multiple categories for two
purposes: (1) respond to the Strategic Mandates and (2)
represent all who are affected by The Ritz-Carlton.

Deployment “DO”
The specific actions by Senior Leaders to deploy the Vital-Few
Objectives are shown in Figure 2.2.
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Step 1 July - September
Key Production processes are identified by three criteria:
1. Work that ranks very important to customers
2. Work that is rising in importance to customers and
3. Work that is poor in comparison to competitors. These

processes must then be developed and deployed. This is
done by process owners at the corporate level. For a
discussion of these processes and how they are developed
see Section 6, Process Management.

Step 2 July - September
Support processes are deployed to the support functions of the
organization. These processes indirectly affect our products and
enable us to reach our Vital-Few Objectives. These processes are
also developed/deployed by corporate process owners at the
corporate office.

Steps 3 - 4 July - September
To bring out into the open the resources required to reach our
Vital-Few Objectives, we involve the Ladies and Gentlemen of
The Ritz-Carlton. First, we communicate the measures and
targets of our Vital-Few Objectives to lower levels of the
organization. The lower levels then identify the deeds, that if
done, will collectively meet the objectives. The lower levels also
“submit the bill” to perform these deeds. Activities that heave
been agreed upon are then tied into our financial planning and
budget process.

Focus  
 

Indicators What’s Reviewed Process Owner 

Employee 
Pride & Joy  
 

• Key Survey 
Questions 

• Turnover 

Actual versus  
Plan / Trends 

• Human Resources 
Director  

Customer 
Loyalty  
 

• Overall 
Customer 
Satisfaction 

• Customer 
Difficulties 
 

Actual versus  
Plan / Foremost 

Competitor, Trends  

• Operations 
Director  

• Quality Director  

Revpar / 
P&L 
 

• Advance 
Bookings 

• Market / 
Business 
Performance 

Actual versus  
Plan / Industry Trends 

• Marketing 
Director  

• Finance Director 

Key 
Processes 
 

• Key Production 
and Support 
Processes 

Actual versus  
Plan / Trends 

• Functional 
Leaders 

Steps 5 - 7 October - February
Step 5 occurs during our semi-annual General Managers
meeting which sets in motion steps 6 and 7.

Step 8 On-Going Throughout the Year
Everyday, in every work area, on every shift, a brief line-up
meeting is held. During these formative sessions, the Pyramid
Concept is deployed, The Gold Standards are reinforced and
good ideas are shared.

Step 9 Annually

Each year the Vice-President of Quality is responsible for
evaluating and improving the Strategic Planning Process.
Benchmarking other Baldrige recipients is used extensively for
continuous improvement.

Results “Checks”
Monthly performance reviews of the Strategic Plan are con-
ducted by the upper managers at the corporate and hotel level.

The framework of a typical review is shown in Figure 2.3, which
focuses on the pre-established performance indicators of the
Vital-Few Objectives as well as key processes. This information
allows us to easily make improvements and benchmarking
comparisons, which are discussed in Category 4.
The quarterly performance reviews are translated into opportu-
nities for improvement and innovation. These decisions are
determined by process owners with assistance from the special
organization of Directors of Quality. Widespread understand-
ing and involvement of findings and actions are deployed to
lower levels through:
1. The traditional hierarchy
2. Process owners and teams and
3. Commitment to Quality newsletters.
Another form of improvement is the evaluation of the
Strategic Planning Process. The Vice President of Quality is
responsible for developing, benchmarking and improving this
process.

Customer and Market Focus
At The Ritz-Carlton, customer and market focus concentrates
on the information needed for hotel development and
operation explained in Section 6, Process Management.

Approach “Plan”
The many needs and sources of this information (i.e. market
research) are summarized in Figure 3.1.
A particularly noteworthy tool that we use is CLASS (an
automated “memory system” that links returning guests to
their preferences). The practice of remembering regular guests
creates lasting relationships, which is a major competitive
advantage for us. The types of information stored in the
CLASS database are given in Figure 3.2.
In addition, we utilize other information technology:
1. DFS
2. Product Quality Indicators (PQI) and
3. Service Quality Indicators (SQI), explained in the next

Section, Information and Analysis.
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Needs for Market 
/ Customer 
Information 

 

Brought to out 
Attention 

Readily Available but 
Requires Analysis  

Must be created by 
a Special Study 

Determination of 
Market Segments 

  • Alliances with 
Travel Partners 
(Airlines, Credit 
Card Companies, 
Convention 
Bureaus, etc.) 

Identifying Potential 
Customers 

 • Sales and Marketing 
function ranks 
potential and current 
customers by volume, 
geography and profit 

• Same as above  

Relative Priorities of 
Customers 

• “Automated 
Memory 
System” that 
links returning 
guests to their 
performance 

• Analysis of “CLASS” 
database 

• Focus Groups 
• Customer 

Satisfaction results 

Demand Forecast 
 

 • Use of Information 
Technology 

• DFS 

 

Individual 
Dissatisfaction of 
Customers 

• Complaints, 
Claims, Client 
Alerts, 
Feedback from 
the Salesforce, 
Summarized in 
the SQI/PQI 

  

Widespread 
Customer 
Dissatisfaction 

 • Pareto analysis of the 
SQI and PQI 

• Interview with 
customers  

Competitive Quality 
Status 

• Criteria, Rating 
and Awards 
from Travel 
Industry 
publications 

• Rating from 
Customers, Star 
Report, Salesforce 
reports 

• World-Class 
customer and 
employee 
satisfaction data 

Opportunities for 
Improving RevPAR 
through Quality 

• Pareto analysis 
to identify 
major causes of 
customer 
dissatisfaction 

• Summary of above • Special 
psychological 
studies to 
understand: 

1. What Customers   
    mean, not what 
they   
    say  
2. How to appeal to 
the  
    customer in the     
    language they most   
    understand 

 

Deployment “DO”
The specific actions taken by our Sales and Marketing Leaders to
deploy our Market Research conclusions consist of four major
processes:
1. The 6 P’s Concept
2. Operation of the CLASS database
3. Complaint Resolution Process and
4. Standard Performance Measurements.

The Six P’s Concept
After we gain a full understanding of our market segments,
customers and their relative priorities, we develop and distrib-
ute, internally, a 6P Concept. The concept consists of:
1. Problem or need of the Customer
2. Product (what is it
3. Promises (what it can do for the customer
4. Personal Advantage (what can the customer do because of

it
5. Positioning (the benefit of it versus the competition) and
6. Price/Value (what customers must give up in time or

money to get it). These concepts lay the groundwork for
process design.

The 6P’s concept typically creates a vision of wellbeing, which
results from the purchase of Ritz-Carlton products - genuine

care, comfort and prestige. By disseminating this information
into the marketplace, we reinforce an aura of competence.

Operation of the Class Database
A major challenge faced by The Ritz-Carlton is to remember
each of its 800,000 plus customers. In response, a special
organization exists in each of our hotels called Guest Recogni-
tion. This special function uses the CLASS database to
remember returning guests and generate essential preference and
schedule information to all concerned. In this way, the Ladies
and Gentlemen of The Ritz-Carlton and our suppliers
understand what is “new or different” about each individual
customer or event.

Standard Measurements
The major components of our Sales and Marketing Perfor-
mance Management System are shown in Figure 3.3. Since these
measures both precede and lag the operation they are both
forward-looking and reaction based.

Subject Precede / Lag Operations 

Advance Bookings Precedes up to several years 

Service Quality Indicators (SQI) 
measure The Gold Standards Lags by One Day 

Revenue Per Available Room 
(RevPAR) Lags by One Day 

Customer Satisfaction 
Determination Lags by 45 Days 

The P&L Statement Lags by 40 Days 

Results “Check”
The effectiveness of our Customer and Market Focus is
evaluated through reviews of our standard performance
measures daily, monthly and annually.
Daily reviews at hotels consist of SQI and RevPAR by market
segment and performance.
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Monthly reviews at all levels consist of Advance Books,
Customer Satisfaction, RevPAR by Market Segment and the
P&L Statement.
Annual reviews at the corporate level are contained in our
Strategic Planning Pre-Work, Macro Environment Analysis.

Improvement “Act”
The daily and monthly reviews identify performance gaps to be
corrected. The extensive analysis of the Macro Environment
Analysis drives confirmation or changes in marketing strategy,
objectives and plans.

Information and Analysis

Approach “Plan”
Two basic types of measurements are used at The Ritz-Carlton:
1. Organizational measurements for upper managers at both

the corporate and hotel levels and
2. Operational (i.e. process) measurements for planning,

assessing and improving daily operations. A further
distinction in our measurement is whether it provides
information before, during or after operations (Figure 4.1-
4.3).

Before Operations Measures

Subject Unit of Measure Use 
Macro-Environment 
Analysis 

Summaries of 
Performance, 
Money, Ratios, 
Indexes 

Annual Input of 
Senior Leaders to 
reset organizational 
and operational 
measures 

New Hotel 
Development 

Defect Points 
(i.e. PQI) 

Measures for Senior 
Leaders to plan, 
assess and improve 
each new hotel 
development 

Daily Variable 
Demand 

Production/Hours 
worked ratio 

Plan daily 
operations and 
pricing 

During Operations Measures 
Subject  Unit of Measure Use 

The Gold Standards Taste, Sight, Smell, 
Sound, Touch 

Operational 
measures for the 
individual Employee 
to Plan, Assess and 
Improve their Work  

After Operations Measures 
Subject Unit of Measure Use 

Vital-Few 
Objectives 

Organizational 
Performance 
Indicators, Money, 1-5 
Scale, Percentages 

Improve 
Organizational 
Performance 

Weighted Defect Points 
(SQI) 
Production/Hours 
worked ratio 

Improve Daily 
Operations 

Key Production and 
Support Processes 

Revenue per Available 
Room 

Improve Pricing 
Policies 

The PQI are our Product Quality Indicators, which consist of
the 10 most serious defects that can occur in the development
phase of a new Ritz-Carlton Hotel, listed in Figure 4.4.

PQI Defects 
 1.  Sub-Standard Management Contract 
 2.  Missing / Wrong Concepts 
 3.  Late Feasibility Study 
 4.  Wrong / Late Schematic Design 
 5.  Detailed Design Changes 
 6.  High-Risk Facility Suppliers 
 7.  Late Construction Days 
 8.  Missing / Inadequate Key Production and Support 
Processes 
 9.  Inadequate Pre-Sales Results 
 10. Inadequate Caring Mindset of Employees 

Figure 4.4
Since our customer requirements extend beyond the functional
to the sensory (which are difficult to measure), we rely on The
Gold Standards to measure quality during operations. Most of
these measures are used by line level employees. We can do this
effectively since the workforce is selected, trained, certified,
reinforced and rewarded through our Gold Standards, This
qualifies them to design the appropriate sensory measurements
that allow them to assess their work and take appropriate
actions.
The SQI are our Service Quality Indicators, which consist of the
10 most serious defects that can occur during the regular
operation of a Ritz-Carlton hotel. The seriousness of each
defect is weighted by a point value listed in Figure 4.5.

SQI Defects     
    Points 

 1. Missing Guest Preferences 10 
 2. Unresolved Difficulties 50 
 3. Inadequate Guestroom  
                                Housekeeping 

1 

 4. Abandoned Reservation Calls 5 
 5. Guestroom Changes 5 
 6. Inoperable Guestroom Equipment 5 
 7. Unready Guestroom 10 

 8. Inappropriate Hotel Appearance 5 
 9. Meeting Event Difficulties 5 
 10. Inadequate Food/Beverage 1 

• Missing/Damaged Guest Property  
               / Accidents 

50 

 12. Invoice Adjustment 3 

 
Figure 4.5

The total number of occurrences is multiplied by the weight,
totaled and divided by the number of working days applicable
to obtain an average daily point value. The average daily point
value is disseminated to the workforce daily.

Comparative Benchmarking
There are three types of comparative data at The Ritz-Carlton:
1. Comparisons to industry and our foremost competitor
2. Benchmarks outside our industry and
3. Benchmarks inside our company. Since we began formal

benchmarking in the 1980’s, we have found this highly
useful as it has pushed us over the years to even higher
target levels of performance and roadmaps to get there.
Figure 4.6 details the sources of this data and the types of
information that are analyzed.
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Deployment “DO”
The specific actions taken by Senior Leaders to deploy the
information and analysis approach is based on the concept of
individual process owners.

Individual Process Owners
Our Senior Leaders and Hotel Guidance Teams have the high
level organizational performance data they need because we
assign individual owners to each metric associated with the
Vital-Few Objectives. In addition, our Vice President of Quality
keeps our performance measurements current with business
needs.
Our Ladies and Gentlemen have the operational performance
data they need daily because we assign individual process
owners to each metric associated with key production and
support processes.
Since these process owners are heavily involved in designing the
architecture of the data and information that they review, rarely
do they see a fact or figure presented in a way they don’t
understand.

Results “Check”
Since we place such a strong emphasis on fact-based decision
making, reliability of the data is critical. We rely on our highly
trained Ladies and Gentlemen (including statistically trained at
all levels) to insure data and information reliability. At the
corporate level, we assign individual process owners to assure
data can withstand scrutiny and provide background informa-
tion. We also retain third-party specialists to provide
independent reviews of information analysis and processes.

Improvement “Act”
Whenever our process owners and consulting specialists indicate
a change of plan is needed, the plans are rewritten, rebudgeted
and reapproved. Our Ladies and Gentlemen, on a daily basis,
identify and implement improvements in performance
measurement as expected in our culture and facilitated through
the training and performance management programs outlined
in Category 5.

Internal External 
Source Information Source Information 

RCHC 
Information, 
Analysis 
System 

Each Hotel's 
measurements in the 
areas of employee 
satisfaction, customer 
satisfaction, RevPAR 
and operational 
performance are 
compared 

RCHC 
Information,  
Analysis 
System 

Ritz-Carlton Marketing 
and Finance functions 
compare us against our 
competitors in the area 
of market and business 
performance 

Process 
Champions 

Operations, Human 
Resources, Marketing 
and Finance leaders 
drive best practices 
and processes both up 
and down the 
organization 

Baldrige 
Award 
Winners 

Annually, the VP of 
Quality studies 
comparative data and 
best practices  

Regional VP 
Meeting 

These periodic 
meetings focus on 
review of performance 
to plan 

Kaznova 
Consultants 

World-class 
benchmarks 

New Hotel 
Start-Up 

When Ritz-Carlton 
managers are assigned 
as trainers in a new 
hotel, they learn and 
share best practices 

Travel 
Industry 
Criteria and 
Publications 

Travel Publications, 
AAA, Mobil Criteria to 
identify industry trends 
and performance 

Best Practice 
Sharing 

Any “new idea” 
implemented is shared 
company-wide via E-
mail. Results and 
Improvements are 
communicated in the 
daily Commitment to 
Quality newsletter 

Mayflower 
Group 

The VP of Human 
Resources compares us 
to America's most-
admired companies(i.e. 
Fortune 500 and 
Baldrige winners) in 
the area of Employee 
Satisfaction 

 

Figure 4.6

Human Resource Focus
Our human resource approach is summarized in Figure 5.1,
which is the well-established model that underpins and aligns
our various human resource philosophies and programs.

Approach “Plan”
Our Senior Leaders decided to increase both the meaning and
satisfaction our people derive from their work. This approach
consists of three basic components:
1. Our Ladies and Gentlemen know what they are supposed

to do
2. They know how well they are doing and
3. They have the authority to make changes in the process

under their authority or their own personal conduct.

Know What They are Supposed to Do
At Ritz-Carlton our Ladies and Gentlemen know what they are
supposed to:
1. Learn and use The Gold Standards
2. Master the procedures of their job (i.e. Training

Certification) and
3. Generate ideas to improve products, services and processes.

Know How Well they are Doing
We keep our Ladies and Gentlemen informed on how well they
are doing in many forms. They receive coaching from managers
and peers on individual tasks throughout the day.
Daily, they receive information from the SQI report. Finally, they
receive semi-annual performance appraisals on their general
performance.
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The Authority to Make Changes
The ability of our Ladies and Gentlemen to regulate how work
gets done is assured through Basic Standards set out in The
Credo Card, “People have the right to be involved in the
planning of the work that affects them”.

Deployment “DO”
The specific actions taken to deploy our approach range across a
broad spectrum, but most significant activities consist of: (1)
The Quality Selection process and (2) Employee Education,
Training and Development.
Our President and COO started as a waiter’s apprentice in
Europe, and many of our executives started as front line
personnel in Ritz-Carlton Hotels and were promoted as they
rotated jobs. Therefore, training receives the highest attention in
our company.
Human Resource Approach

 

Skilled and Empowered Work Force 
Operating with Pride and Joy 

Ritz-Carlton Work Environment 

Ritz-Carlton Human Resources 
Fundamentals 

 
• Quality Selection Process 
• Orientation 
• Training Certification 
• Line-up and daily training 
• Communication 
• Personal and professional 

development . Work/life issue 
management 

• Job Enlargement 
• Career progression 
• Performance measurement 
• Legal compliance 
• Employee Rights 
• Issue Resolution Process 
• Reward and Recognition 

 

Figure 5.1
Our education and training is designed to keep individuals up
to date with business needs. The Corporate Director of
Training and Development and the Hotel Directors of Training
and Development have the responsibility to make sure that
training stays current with business needs. To do this, they
work with Human Resource and Quality Executives who input

organization and job performance training requirements or
revise existing ones. The flow of this process is shown in
Figure 5.2. Key developmental training needs are addressed
through a cote of courses that all employees receive.
All employees (regardless of their level in the company) receive
the same .mandatory two day orientation process, which
includes classroom type training on The Gold Standards and
The GreenBook.
As shown in Figure 5.2, we use input from employees and their
supervisors in determining educational needs primarily via a
review and analysis of our performance appraisal documents.
The Hotel Director of Training and Development and the
Quality Trainers also receive and consider direct feedback from
Ritz-Carlton personnel. When training is designed, it is piloted
and approved in a fashion similar to the new product and
service development process described in Category 3. Partici-
pants in the pilot provide direct, candid feedback to the
designers and instructors
Although job induction training is classroom delivered by the
Director of Training and Development and the General
Manager, most training delivery is on-the-job. This consists of:
1. Daily line-up
2. Self-study documents
3. Developmental assignments and
4. Training certification. Most training is evaluated through

examinations, while other methods include audits,
performance reviews and appraisals.

Approximately 80% of the training received by The Ritz-
Carlton Ladies and Gentlemen is from in-house sources which
allows us to have direct control over the method of training
delivery and evaluation.
To gain real-life developmental experiences, we make extensive
use of developmental assignments in which people choose to
expand their knowledge and experience through requesting new
assignments within and across hotels and functions. Since most
of our executives came up the ranks this way, this is a widely
accepted and expected process for people who would like to be
promoted.

Results “Check”
Results of the selection, training and development of our
Ladies and Gentlemen are checked at key stages of progression:
1. Quality Selection Process Measurement
2. Day 21/365
3. Training Certification Review
4. Performance Appraisal Review Evaluation and
5. Analysis of employee surveys.

Quality Selection Process - QSP
We measure the desirable, spontaneous behavior (i.e. Talent+)
of potential employees at all levels and categories through our
QSP. Certified interviewers measure the responses to a struc-
tured interview. These measurements are then arranged in a
performance graph of the necessary “themes” of each job. The
graph also contains comparative data, which consists of
industry and Ritz-Carlton norms.
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Day 21
21 days after orientation, each orientation class reunites for a day
of evaluation and debriefing. A similar session occurs on or
near day 365.

Training Certification
Much like the Craft Concept, employees are subject to examina-
tion/audit at the end of their initial training period. Likewise,
they must demonstrate mastery of the procedures of their job.

Evaluation of Performance Appraisals
Annual Performance Appraisal information is evaluated to
identify weaknesses in our approach to training and develop-
ment.

Analysis of Employee Surveys
We determine employee well-being, satisfaction and motivation
from formal surveys designed, analyzed and compared to
world-class companies, via a consulting specialist. Our results
are compared to outside world-class service companies and The
Mayflower Group. Impartiality of survey analysis and recom-
mendations is assured by independent and objective design
analysis and presentations.

Improve “Act”
Improvement activities in Human Resources rely extensively on
internal audits, site visits by Senior Human Resources Leaders
and analysis of employee survey data.
 

Process Management
We are a process-focused organization with many standard
procedures. Our Senior Leaders realize that processes must be
thoroughly planned so we can give our Ladies and Gentlemen
the means to ‘meet standards, create a market and thereby
generate our company’s income efficiently.

Approach “Plan”
Through our market research, which concentrates on the quality
of hotel development and operations, we have identified key
production processes. In addition, we have conducted formal
discussions between:
1. Support and operations employees and
2. Internal and external customers to identify administrative

and support processes which impact our hotel products
and our company’s mission.

Deployment “DO”
The specific actions taken to deploy our annual process manage-
ment approach flow from our strategic planning process to
every job level and category in our company.

Incorporate Changing Customer/ Market Requirements
During the annual strategic planning process, we incorporate
changing customer/market requirements into production and
support processes. This assists in prioritizing our processes.

Assigning Process Owners
Each production and support process is assigned an “executive
owner” at the corporate office and a “working owner” at the
hotel level. These owners are responsible for the development/
improvement of these processes. They have authority in
defining the measurements and determining the resources
needed to manage these processes. They involve all concerned in
determining what must be done differently to reach our
objectives.

The GreenBook
We use the logic, processes and tools of managing for quality,
set out in our GreenBook, a handbook for our Ladies and
Gentlemen. The Nine-Step Quality Improvement Process is
featured in this handbook to guide the design, control and
improvement of all processes. This process is emphasized
during new employee education, training and development and
is ingrained in our process-oriented culture.

Develop/Deploy Processes for New Hotels
The design of key production and support processes is
modified for each new hotel based on:
1. Market research
2. Facility design and
3. Operating conditions. These process changes address

quality, learnings from past hotels, cost control and general
effectiveness and efficiency. These processes are transferred
to our ladies and Gentlemen during our pre-opening
countdown process.

Results “Check”
Although we must control many sensory characteristics of the
products we produce, we try to “put it in numbers” in our
system of process measurements.

Improvement “Act”
Standing cross-functional teams at all levels use “After Opera-
tions Measures” and customer survey inputs to improve key
processes. These improvements can come in two ways:
1. Major changes that require funding, resources and project

management and/or
2. Incremental day-to-day improvements. While both types

follow the Nine-Step Q.I.P., meeting event by meeting
event improvement involves job shape theories found in
the GreenBook.

Improvements are institutionalized in two main ways:
1. The traditional hierarchy and
2. Executive process owners.
In either case, we use our process to overcome cultural resistance
to change. This process consists of four factors:
1. Stressing the importance of the change
2. Expressing confidence the change can be made
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3. Providing a reason why people should make the change as a

group and
4. Allowing time for people to find an accommodation to the

change.

Business Results

Customer Focused Results
The following results, items reviewed in Category 1, emanate
from our strategy and customer focus Categories 2 and 3. They
are included in our measurement and analysis Category 4, and
executed through our human resource and processes manage-
ment Categories 5 and 6. All of our Customer and Employee
Satisfaction data comparisons are:
1. Statistically significantly different from the competition at

the 95% confidence level
2. Administered and produced by well-known objective and

independent outside third-party research sources and
3. Analyzed against world-class/world-best and Baldrige-

winning companies by our performance excellence
supplier/partner and benchmark source.

Our Meeting Planner satisfaction is measured both internally
and externally. Externally, we use 1. D. Power and Associates to
measure our customer satisfaction versus our foremost
competitor. Figure 7.1 a shows our level and trend superiority.
These percentages represent extreme satisfaction. This Meeting
Planner Study was not conducted in 1999; hence, there is no
new data available.

Individual Customer Satisfaction

Source: J.D. Power and Associates Figure 7.1a

 Top 2 
Boxes 
RCHC 

Top 2 
Boxes 

Foremost 
Competitor 

Top 
Box 

RCHC 

Top Box 
Foremost 

Competitor 

Overall Satisfaction 91% 80% 70% 52% 
Cleanliness of Room 
& Facilities 

90% 77% 64% 48% 

Adequate Security 83% 64% 57% 38% 
Value for the Money 42% 32% 19% 10% 
Staff Knowledgeable 
& Helpful 

67% 54% 41% 28% 

Frequent Business Traveler 1999 Key Comparisons 
 Top 2 

Boxes 
RCHC 

Top 2 
Boxes 

Foremost 
Competitor  

Top 
Box 

RCHC 

Top Box 
Foremost 

Competitor 

Overall Satisfaction  91% 84% 68% 57%  
Quality of Facilities 
from Location to 
Location 

85% 68% 62% 39%  

Quality of Services 88% 67% 61% 37%  
Has Alert & Helpful 
Staff/Responsive to my 
Needs  

83% 62% 52% 34%  

Provides Excellent 
Business Class Floors 70% 49% 43% 23%  

Has Very Clean & Well 
Maintained Facilities 96% 93% 74% 60%  

Provides Full Ran ge of 
Business Services 77% 58% 48% 26%  

Our Individual Guest satisfaction is also measured both
internally and externally. Externally, we use Nationwide Surveys
to measure our customer satisfaction versus our foremost
competitor for frequent business and frequent leisure travelers.
Figure 7.1 b shows our level superiority in 1999.
In the most comprehensive, objective and valid study to date,
the Cornell School of Hotel Administration and McGill
University undertook a survey of 13,400 managers in the
lodging industry to identify “Best Practices” in the lodging
industry. The study named The Ritz-Carlton as the overall Best
Practice Champion.

Human Resource Results
Our measures of financial performance fall into a number of
different categories. EBITDA (Earnings Before Income Taxes,
Depreciation and Amortization) and pre-tax ROI (Return on
Investment) are shown in Figure 7.2a.

Pre-Tax Return on Investment Summary 
Actual Projected  

1995
(1)  

1996 1997 1998 1999 2000 2001 2002 

Total Fees 
($M) 

$21,
036 

$36,
786 

$39,
930 

$46,
831 

$58,
478 

$72,
847 

$85,
350 

$97,
763 

Sales 
Proceeds 
($M)  (2) 

       $870
,946 

EBITDA 
($M) 

$11,
951 

$20,
882 

$21,
284 

$29,
668 

$39,
103 

$53,
195 

$63,
937 

$945
,767 

Pre-Tax 
Return on 
Investment 

5.3
% 

9.3
% 

9.5
% 

9.8
% 

12.9
% 

17.6
% 

21.2
% 

313.
7% 

Pre-Tax IRR = 24.4% 
(1)Reflects actual results from April – December, 1995 

 (2)Assumes a sale at year 8 at a 12X multiple 

Source: RCHC Internal Data Figure 7.2a
In Figure 7.2b we show administrative costs as a percentage of
our total fees, profit and revenue.
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Administrative Costs Summary 
Actual Projections  

1995 1996 1997
* 

1998 1999 2000 2001 2002 

Total Fees 
($M) 

$21,
036 

$36,
786 

$39,
930 

$46,
831 

$58,
478 

$72,
847 

$85,
350 

$97,
763 

Administrati
ve Costs 
($M) 

$9,0
84 

$15,
903 

$18,
646 

$17,
163 

$19,
375 

$19,
651 

$21,
413 

$22,
943 

Administrati
ve Costs as 
a % of 
Total fees 
(Less=Goo
d) 

43.2
% 

43.2
% 

46.7
% 

36.4
% 

33.1
% 

27.0
% 

25.1
% 

23.5
% 

* Four hotels by individual owner that were out of compliance with RCHC 
standards were negotiated to another hotel management company and the costs 
associated with that transaction increased our administrative costs in 1997. 
otherwise, our administrative cost trends are excellent (down). 

Source: RCHC Internal Data Figure 7.2b
Figure 7.2c shows the percentage profit for The Ritz-Carlton
versus our main competitor and all other luxury hotels from
1996-1998.

Human Resource Results
Our employee well-being and satisfaction is also measured
through our Employee Satisfaction Survey. Figure 7.3a shows
key drivers of overall employee morale and their respective
responses for 1998 (Excellent, Very Good, Good).

1998 Employee Satisfaction Data (% Positive) 

Issue Ritz-Carlton 1998 Service Company 
Norms 

Decision Making 
Authority 83% 55% 

Teamwork 83% 70% 
Department Coordination 
of Efforts 80% 40% 

Communication Index 87% 57% 
Empowerment 85% 67% 
Understand Department 
Goals 86% 86% 

Management  

Constructive Feedback 73% 45% 
Verbal Recognition for Job 
Well Done 69% 41% 

Monetary Recognition for 
Job Well Done 50% 28% 

Source: J.D. Power / Kaznova Consultants Figure 7.3a
Figure 7.3b shows our ever-decreasing turnover rate from a high
of 77% in 1989. Positive trends are a result of increasingly
improved selection and training processes as well as drivers of
employee satisfaction.

Source: RCHC / Kaznova Consultants Figure 7.3b
Our goal of Pride and Joy in the workplace and full participa-
tion of as many employees as possible is enhanced through
employee involvement in planning. We know of no bench-
marks in this area as most companies only track executives and
do not include employees in the planning of their work (Figure
7.3c).

Source: Kaznova Consultants Figure 7.3c

Supplier and Partner Results
We ensure that performance requirements of our suppliers are
met through a robust Supplier Compliance and Quality Survey
Form that measures key aspects of supplier quality.
Purchasing personnel at each hotel fill out the survey every six
months and rate the issues (i.e. fit for use, accuracy, on-time,
defect-free, cycle time, service, etc.)
Our goals are to:
1. Increase the number and percentage of our hotels who

certify our Key Suppliers (through our robust process)
semi-annually and

2. Increase the number and percentage of key suppliers who
achieve an 80% or better overall rating on all attributes of
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our supplier certification survey (percentage meets quality
requirements “to a great extent”).

Figures 7.4a and 7.4b show our positive movement towards
these goals over in the last three years. We cannot find other
hotels, let alone other service companies, whose measures are as
robust or similar to ours, and hence have no competitive
comparison data.

% of Hotels Certifying Key Suppliers 
Supplier 1995 1996 1997 1998 1999 

A 43% 52% 52% 95% 100% 

B   12% 82% 100% 

C 8% 21% 47% 95% 87% 
D 34% 51% 56% 95% 96% 

E 13% 39% 43% 100% 100% 
F 39% 47% 52% 95% 100% 
G 39% 52% 56% 100% 100% 

H 21% 43% 47% 95% 83% 
I 43% 52% 56% 100% 100% 

J 43% 52% 56% 100% 96% 

K 43% 52% 56% 95% 87% 
L 43% 52% 56% 95% 100% 

M 43% 47% 56% 100% 96% 
TOTAL 34% 47% 50% 96% 96% 

Source: RCHC data Figure 7.4a

Number of Key Suppliers Achieving 80%  
or Better on Supplier Certification  

 

Source : RCHC Data Figure 7.4b

7.5   Organizational Effectiveness Results

% Repair and Maintenance Cost to  
Total Revenue vs. Luxury Segment 

  

Note: No 1999 data available Figure 7.5a

Figure 7.5a shows our trend and level superiority in operating
maintenance. Our C.A.R.E. program of systematic preventive
maintenance (four times a year) has kept our property and
equipment at world-class levels at redl1ced costs. This is in
alignment with our goal of pursuing a defect-free environment.
Figure 7.5b shows our trend improvement in revenue per
hours worked.

With unemployment at a low, and significant competition for
skilled hires, we embarked on a major project to improve the
cycle time from when a potential new-hire walks in the door and
a job offer is tendered. Using our scientific quality approaches,
Figure 7.5c shows our 2lX improvement in that reduction. We
know of no other company in any industry as of May 1999
that does the hiring process (especially with our selectivity
and scientific selection tool) that is quicker. Hence, we have
no competitive comparisons.
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