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Preface

THIS book is an introduction to manage-
ment. Its main aim is to relate traditional treatments of management and
modern quantitative and behavioral research. It places a greater than usual
stress on theory, without neglecting the skills required to relate the theory to
practice. It focuses attention on new research developments, without aban-
donment of the knowledge that has been built up in the past. It tries to
substitute concepts and analysis for detailed descriptions and formulas; it
aims at the development of a critical attitude toward all administrative
thought, with the hope that the reader will reach a synthesis of his own.
Thus the book avoids indoctrination in established positions and encourages
an exploratory attitude.

The authors take the view that a study of management must be based on
the fundamental disciplines on which management of necessity rests. There-
fore a considerable portion of the book stresses economics, sociology, sta-
tistics, organization theory, the theory of decision making, and mathematics
as they apply to management. The treatment of mathematics comes late in
the book and is elementary in character; the other disciplines play an integral
part throughout the volume. A background in introductory economics, in
college algebra, and in accounting should suffice, although additional work in
statistics and in the behavioral sciences would be helpful.

The book presents each subject on three levels. First, in the odd num-
bered chapters, there is an introduction to the fundamental concepts in that
area of management—in organization, in control, in statistical methods, or
whatever the subject may be. Next, in the even numbered chapters, is pre-
sented a series of extracts on the same subject. We have found that some
students are confused by these extracts, which present a variety of views,
rather than one consistent pattern of thought. The choice of extracts aims
deliberately at presentation of such a diversity of views. We hope that most
readers, instead of seeking dogmatic conclusions and settled views, will accept
the challenge of weighing the diversity of opinion against current research
and their own experience.

The extracts are followed by a series of cases. Each case (with a few ob-

v



vi PREFACE

vious exceptions) is the description of an actual situation requiring analysis
and a search for a solution. The authors believe that a study of the cases
will contribute to a deeper understanding of management, and will indicate
the relevance and the limitations of the theories that have been presented.
No manager can operate mechanically from a rule book; only actual practice
in identifying problems faced by management and simulation of this prac-
tice through the study of cases can build the skills required to relate theory
to practice.

While it is true that the chapters are not organized along the usual lines of
industrial management books, all of the subjects are treated here except those
that are heavily descriptive in character. The authors have deliberately ex-
cluded discussions of plant location and the different types of buildings, heat-
ing systems, air conditioning, lighting, and similar subjects that add little to
the reader’s analytical tool kit. The subject of plant layout is given a sub-
ordinate position. But this book does cover the central topics of production
control, quality control, wage incentives, inventory control, organization, and
time and motion study. The treatment of these subjects differs from the
usual discussions in that each topic has been placed in the setting of the
fundamental analysis that is relevant. The authors believe, for example, that
an understanding of the fundamentals of control will make the study of
quality control more meaningful. The topic of wage incentives is best treated
in a setting dealing with human organization and motivation. The result
is that some topics usually treated in a single chapter are distributed over
several chapters. This is true of production control, some phases of which
appear in the general chapters on control, others in chapters on schematic
analysis in management, others in chapters on the economic aspects, and
others in chapters on mathematical models.

The authors are indebted to a large number of writers and publishers, pat-
ticularly those who have granted permission to include extracts from their
works. Individual acknowledgments are made in footnotes accompanying
these extracts. The authors are also grateful for permission to include a
few cases written by others (most of the cases are the work of the authors).
We wish to express gratitude to Jacob J. Blair of the University of Pitts-
burgh, Carl L. Moore of Lehigh University, John E. Dykstra of the Uni-
versity of North Carolina, Paul E. Holden and Frank K. Shallenberger of
Stanford University, and to the University of Western Ontario and the In-
stitut pour 'Etude des Methodes de Direction de I'Entreprise (Lausanne,
Switzerland).

The authors are in debt to those colleagues who contributed to improve-
ments of the manuscript. Thanks are especially due Martin Solomon, Jr.,
who is largely responsible for the pages on statistical quality control.

W. W. H.
J. L. M.
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1

Introduction:
Modern Management
Thought

EVERY institution requires methods for
making decisions, ways of co-ordinating activities of the undertaking, ways
of communicating information and ideas, and ways for evaluating the success
of an enterprise in meeting its objectives. Every institution requires manage-
ment. Some managers are effective, others weak; but management, good or
bad, is universal and of great importance.

Management pertains to that most unpredictable phenomenon, the human
being. It is concerned with his contacts with fellow human beings, and his
behavior under a wide range of pressures and influences, some not easily sub-
ject to measurement. The study of management as a separate discipline is
relatively undeveloped. Books on management do not reflect the level of
attainment or maturity found in works on the natural sciences or even in much
of the social sciences. Management theories and generalizations are basically
not well developed and have not been fully tested against the facts.

Frequently, generalizations in one book written by an experienced manager
are diametrically opposed to those in another. (Illustrations of this sort will
appear in later chapters.) The present state of knowledge of management
calls for great humility and offers a real challenge.

However, small advances have been made in the past, and today new re-
search techniques are developing, new theories are being tested, and new ex-
periments are pointing the way to a more profound understanding of the ways
in which our institutions are managed and the ways in which this management
can improve. Accordingly, this book aims at much more than a simple re-

view of the present knowledge of management. It seeks to stimulate a criti-
1



2 INTRODUCTION: MODERN MANAGEMENT THOUGHT

cal attitude toward what is already known, rather than to indoctrinate the
reader with a set of dogmas. It seeks to provoke interest in new develop-
ments—to point to the future rather than to the past. Some readers may be
disappointed not to find the “truth” spelled out clearly and concisely and
without reservations; but it is hoped that most will find that the task of reach-
ing their own conclusions and of discovering new ideas will be an adventurous
and exciting occupation,

The Development of Management Thought

It is far more important to concentrate upon recent developments and cur-
rent lines of research than to review the historical growth of the subject.
Certain principles of management can be traced back many centuries—some
authors, for example, cite Moses on the “span of control”—but there has not
been a continuous historical development of management theory over the
years. Instead, there has been the sporadic recurrence of certain ideas,
formulated independently by different writers, at different times, and in dif-
ferent circumstances.

Therefore, it is misleading to give primary credit for the development of
management thought to one group. The “scientific management” movement
in the United States has had an enormous influence, mostly to the good, but
is only one strand of ideas important to the managers of the future. There
are a number of idea sources that deserve comment. This chapter will em-
phasize some of those that have made important contributions to management
thought; but even this is an oversimplification, for it leaves out relatively new
theoretical developments (such as cybernetics and information theory) which
may prove to be of great importance in the future.

Figure 1-1 is a diagrammatic presentation of the most important contribu-
tions to modern management thought. The streams of thought summarized
in the diagram are:

1. The “scientific management” movement, including F. W. Taylor and his fol-
lowers.

2. The advocates of the traditional “principles of management.” This category
overlaps the first, since Taylor himself developed some of the best known principles,
but the emphasis here is somewhat different.

3. The human relations movement, defined broadly to cover several divergent
approaches to the sociology and psychology of organization.

4. Managerial economics which involves an application of economic theory to
specific management problems.

5. Recent applications of the behaviorial sciences to management problems.

6. Management accounting, particularly those aspects of accounting important in
decision-making and control.

7. Modern quantitative approaches, including the development of mathematical
models, applications of probability theory, linear programming, and the various con-
tributions of operations research.
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PRESENT MANAGEMENT THOUGHT

FIGURE 1-1 Streams of Thought on Management

Management is faced with the task of selecting concepts from all of these
areas, and integrating them in the process of making decisions about both
major policies and day-to-day operations.

The “Scientific Management” Movement

Any discussion of the history of management thought starts with the “sci-
entific management” movement, hecause it encompasses the first group of
writers to win wide attention. F. W. Taylor, the leader of the school, re-
mains the most famous author on management subjects, having had a world-
wide influence for the last half century. Taylor himself disclaimed credit for
founding the movement—he was aware that most of the ideas he advocated

3




4 INTRODUCTION: MODERN MANAGEMENT THOUGHT

had been practiced by managers before him. Taylor’s contribution was one
of publicizing existing ideas, but the same can be said of most important
writers in any field. This does not deny Taylor’s originality in converting
broad generalizations into practical management tools. His work as a me-
chanical engineer, a plant manager, a consultant to industrial firms, and a
writer gave him the opportunity to bridge the gap between generalization and
practice.

The expression “scientific management” belongs in quotation marks for
several reasons. First of all, there is no agreement (even among natural
scientists) on the definition of the term “scientific.” 1If it refers to a particu-
lar method by which hypotheses are developed and then checked systemati-
cally against the facts, much of Taylor’s work would fall short. The great
danger in using the word “scientific” in the manner adopted by this school is
that it calls for a prejudging of conclusions. In other words, the term has
become an emotional propagandistic device, based on the willingness to accept
what is labeled “science” as sound without further examination. Since it is
important to adopt an inquiring attitude to all approaches, it is felt that this
type of prejudgment should be avoided. (In the same manner, it can be
asked whether the more modern term “management science,” which is widely
applied to mathematical approaches to business decisions, is also subject to
the same reservations.)

What Taylor and his followers meant by “scientific management” is clear,
and there is no doubt of its importance. They were interested in reforming
management through a thoughtful and systematic approach to its problems.
In particular they advocated:

1. An inquiring frame of mind that refuses to accept past practices as necessarily
correct.

2. The replacement of rules of thumb with more carefully thought out guides to
action.

3. The collection of data to support decisions rather than the reliance on casual
judgments.

Whether or not these ideas on management can be called scientific, they are
likely to produce better approaches to many management problems. In the
hands of Taylor they led to the following specific applications:

1. The elimination of waste effort.

2. More emphasis on fitting workers to particular tasks.

3. Greater care in training workers to the specific requirements of their jobs.

4. Greater specialization of activities—for example, the drawing of more definite
lines between management activities and detailed operations.

5. The establishment of standards for performance.

At the time these views were published, there were great benefits to be de-
rived from their application, for most management was extremely haphazard.
Even today, managers can improve many operations by a simple reflection on
the way in which the work is being done; observation indicates that there is
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still room for improvement. However, these five principles have limitations
and are more suited to intensive application in some activities than in others,
In fact, the blind application of current generalizations was precisely what
Taylor originally attacked. It would be unfortunate for “scientific man-
agers” to fall into this same trap.

It is unnecessary to develop Taylor’s contributions in detail here. Basic
elements of his philosophy will be explained in several later chapters, which
will also include his own words describing his famous pig iron handling experi-
ment, in motion and time study, and his On the Art of Cutting Metals, which
demonstrates that Taylor was an early practitioner of quantitative approaches
to management. At various points, mention will be made of his other con-
tributions, such as the “Exception Principle,” illustrating his ideas on organi-
zation.

Later chapters will also reflect the influence of Taylor’s leading colleagues.
The influence of Frank Gilbreth on modern management remains strong,
especially in the area of motion study. References will be made to H. L.
Gantt’s contribution to the scheduling of production, recognizing that modern
scheduling techniques are based on his work in developing Gantt charts.

Critics of the Scientific Management Movement

Critics of Taylor and his followers have argued for several decades that his
analysis was weak in his attention to human factors. They have stated that
“scientific management” has neglected organizational and motivational con-
siderations. It would be unfair to state that Taylor and Gilbreth ignored
these considerations completely. In fact, a considerable part of Taylor’s
writings was devoted to questions of how to introduce changes and win co-
operation. Also, Frank Gilbreth’s wife, Lillian, who worked closely with him,
was a trained psychologist. Nevertheless, it is true that in practice, Taylor
had difficulty in persuading his followers to understand his ideas or carry
them on, largely because of labor or management resistance. In the 1920's
and 1930’s, “efficiency experts,” trained in the methods of Taylor, Gilbreth,
and other “scientific” managers, were often held in contempt because of their
alleged treatment of human beings as automatons without attention to their
needs or attitudes.

Two recent writers on organization, March and Simon, have described the
scientific management movement as “physiological organization theory.” !
This title emphasizes that scientific managers were concerned with repetitive
tasks on the production floor, for which the muscular capacities are the most
important limitations. Such a theory neglects the areas of problem-solving
and decision-making which are of key importance on other managerial levels,
and underestimates their importance even at the routine production level.

1James G. March and Herbert A, Simon, Organizations (New York: John Wiley &
Sons, 1958), pp. 12-22.
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March and Simon are also critical of the simple theories of motivation fol-
lowed by the scientific management school; this school placed most of its em-
phasis on wage incentives to the neglect of the other aspects of motivation.

Universal Principles of Management

Throughout the twentieth century, and to a lesser extent in the nineteenth
and even earlier periods, there have been attempts to establish universal
generalizations about management. These principles have been expressed
in prescriptive form: “no man should have two bosses,” or “no more than
eight men should report to one superior.” Taylor himself was an important
contributor to the development of these principles, though Henri Fayol,?
a French contemporary of Taylor, is more representative of the school.
Fayol was a successful industrialist, a director of a steel and coal combine.
Colonel Lyndall Urwick, a British management expert, is a well-known ex-
ponent of this viewpoint. Most of the authors of this type of literature were
active businessmen or public administrators, anxious to share their experi-
ence with the rest of the world; the “ivory tower” expert on management is
a more recent development. Most of the traditional textbooks on manage-
ment have stressed the principles of management formulated by this school
of thought.

The best known principles of management have come under attack in
recent years. Critics have pointed to contradictions among the principles.
They have noted that little attention to motivational considerations has been
given; and hasty pronouncements on what should be done have been made,
without examining the assumptions underlying such pronouncements. There
is a growing view that these principles no longer represent the heart of our

knowledge of management, but instead are a small part of the total body of
administrative thought.

The Human Relations Movement

Taylor and his followers overemphasized the mechanical and physiological
character of management; it was inevitable that there would be a reaction.
In the 1930’s there was a growing stress on human relations, largely under
the leadership of Elton Mayo and F. J. Roethlisberger, whose work in the
famous Hawthorne studies has been a major influence on management
thought. It is an oversimplification to let one or two authors represent this
movement, for research and theory concerning human relations or small
groups began to appear in many places. However, the books on the Haw-
thorne studies were the most widely read.

2The key works of the authors mentioned in this book will be listed in the annotated
bibliography at the end of each odd numbered chapter.
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These studies took place in the Hawthorne plant of the Western Electric
Company in the late 1920’s and early 1930’s. The original intent of the
research workers was to find relationships between “improved” working con-
ditions and productivity. For example, there were attempts to measure the
effects of improved lighting and the introduction of rest periods. Special
groups of workers were organized into “test” and “control” rooms and careful
records were kept of their performance. Results revealed little consistent
relationship between the changes in physical working conditions and produc-
tivity. In fact, when the “improvements” were removed, productivity re-
mained above the initial levels. Rather than give up because of the negative
character of the research findings, Mayo, Roethlisberger, and their associates
attempted to attach new meanings to the findings. They stressed the changes
in human relationships that had been introduced along with the changes in-
physical working conditions. For example, the fact that these workers had
been selected for special attention and were under observation may have
been more important than the physical changes themselves. Thus, as the
research in the Hawthorne plant continued, greater attention was paid to
the ways in which sociological changes affected the attitudes and production
of the workers. Interviews with thousands of workers were used to extend
knowledge of workers’ attitudes and responses,

There were substantial differences among the research workers on how
far they should go in interpreting the findings. Elton Mayo, who served
as the social philosopher of the group, was able to draw extremely broad
conclusions about the whole trend of Western civilization. He argued that
industrialization, with its specialization and removal of face to face contact
between management and the workers, was a source of frustration and
psychological deterioration. He regretted the reduced importance of the
small, spontaneous group in large-scale industry. He took the view that
it was the managers’ responsibility to repair the damage that had been done
by specialization and mechanization of work. For example, he felt that
management should plan the organization, either to permit the spontaneous
formation of voluntary small groups, or to organize small groups deliberately
to provide the kind of face to face association that was needed.

Throughout the human relations movement, there was considerable em-
phasis on “participation,” or the deliberate attempt by management to per-
mit subordinates to take active roles in the decision-making process. The
old “Army sergeant” methods of supervision were to be replaced by a gentler,
more permissive type of control, under which the subordinates were to be
encouraged to express themselves freely, to make suggestions, and to take
part on committees in determining important decisions. Workers would no
longer be cogs in the machine, or automatons merely following orders from
above. They were to be active participants in the productive process, with
feelings and sentiments to be taken into account any time changes were to
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be introduced. Junior boards of directors, suggestions systems, and increased
face to face discussions with lower management levels were means by which
participation was to be increased.

Some members of the human relations school of thought remained cau-
tious about stating definite conclusions. Roethlisberger, for example, was
especially reluctant to find simple generalizations in his research work. He
and some of his associates were impressed with the complexity of human
behavior and so convinced of the “uniqueness” of each situation, that they
preferred to treat each case as one that should be examined on its own merits.
Thus the “case method” became an important feature of human relations
work. Roethlisberger preferred to train managers by having them consider
and analyze particular cases actually experienced in industry, rather than
have them learn from theoretical generalizations. Thus, for a period, there
was a division between case method advocates and those who were seeking
to develop theory. In more recent years, this division has lessened with a
more active participation of the case method supporters in the development
of the underlying theory.

The human relations approach developed rapidly into a popular view of
“how to deal with people.” Strong criticism has been directed at those
proponents of the approach who stated clichés on ways to make employees
happy. Perhaps too much time was spent on techniques of manipulating
people, in place of seeking a greater understanding of the basic reasons for
their actions. The attempt of many “human relation experts” to practice
human relations on employees has caused the original leaders of the school
to criticize the superficial direction taken by the popularizers in the field.

Applications of the Behavioral Sciences to Management Problems

The Mayo-Roethlisberger school of thought is difficult to separate from
other research work in sociology and psychology. If there is a distinction,
it is related to the fact that some other researchers, trained in the social
sciences, were more interested in working from theory to the detailed facts
in particular situations, rather than in the opposite direction. One of the
most important of such researchers was Kurt Lewin, who founded a field
of theory and research known as “group dynamics.” To develop Lewin’s
theories here would go beyond the scope of this introductory chapter. It
is enough to cite his work on “democratic” and “authoritarian” groups to
indicate the nature of his findings. Lewin and his associates generally con-
cluded that “democratic” groups, in which there was active member partic-
ipation in decisions, were more productive both of human satisfaction and
of achievement of the group objective. Thus, they also came to stress group
participation,

Since World War II, there has been such an expansion of work on the
behavioral sciences in management, that a short summary would be too
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sketchy to be of great interest. A significant portion of this book will go
more deeply into the findings and into criticisms of the findings. There is a
wide range of literature on the subject, including Herbert Simon’s funda-
mental work on organization theory, and various books on motivation and
managerial psychology.

Chester Barnard

One writer is particularly difficult to classify, but because he is considered
by many to be the outstanding writer on management, he deserves special
attention in this introductory review. Chester Barnard combines elements
of all of the developments discussed so far. As a practical business man
and government administrator, he has been willing to generalize about what
he has learned from experience. In this respect, he differs from most of the
other writers on the “principles” of management in the greater profundity of
his thought—the greater willingness to state underlying assumptions, to ex-
amine the motivational implications of his theories, and to criticize earlier
ideas. Barnard’s works, particularly his Functions of the Executive, had an
important influence on the human relations movement. He, like they,
placed considerable stress on informal organization. He also emphasized
the complexity of human motivation, with strong views on the limitations
of financial incentives.

Barnard has had a deep influence on the development of modern organi-
zation theory. Herbert Simon’s outstanding work, Administrative Behavior,
reflects this influence, for example, in the treatment of authority. In fact,
most of the subjects in recent theoretical works, whether concerned with
communication, status, or ethical influences, are to be found in Barnard’s
pioneer works.

Managerial Economics and Managerial Accounting

It might be expected that economics had always had a significant influence
on management thought and practice. By definition, economics is concerned
with choice—with decision-making when resources can be devoted to alter-
native ends. However, it has been only in recent decades that economics
and management have become significantly joined. First of all, economics
was not developed with the primary objective of helping business men, In-
stead it was aimed at the analysis of broader social problems—questions of
government controls, international trade, business cycles, and taxation.
Furthermore, economic theory was developed on a level of abstraction re-
mote from business practice—or at least was expressed in a form that busi-
ness men found difficult to use.

More recently, however, it has become clear that economics has much to
contribute to management. Economics, like management, is concerned with
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optimization; it is concerned with the future rather than the past. The
economist’s viewpoint on costs and revenues is one that some business men
reach almost intuitively, but which others might well study as a means of
avoiding error. For example, the economist likes to emphasize that in the
short run, fixed costs are irrelevant to decision-making; they are “sunk”
and should be treated as bygones. No doubt some management decisions
are too much concerned with sunk costs and too little concerned with maxi-
mizing future profits. In recent years, there has been a close relationship
between developments in managerial economics and in mathematical ap-
proaches to decision-making, for both are concerned with the systematic
treatment of certain decisions in which quantities are involved.

In a sense, accounting has always been “managerial accounting,” for it
has aimed at assisting managers in the interpretation of their situation.
Since accourting goes back to the Italian Renaissance, it can be considered
one of the oldest streams that compose modern management thought.
Emphasis, however, has always been on “financial accounting,” on balance
sheets and income statements. Attention has been paid to the accurate
(and conservative) reporting of past events, which is different from the
gathering of data in a form that will permit control and will assist in making
decisions about future events.

In the late nineteenth century, there was a beginning of cost accounting,
which has continued to develop ever since. Cost accounting has been more
directly aimed at application by management—particularly in the control of
costs—than has financial accounting. Until recently, however, cost account-
ing has also frequently failed to express data in a form most useful for
decision-making. A growing body of accountants felt the need for a special
attention to accounting for management purposes, and the expression “man-
agerial accounting” has become common recently. “Managerial account-
ing” starts with the recognition of the need to treat costs in different ways
for different decisions. A cost figure, appropriate in one situation, may be
misleading in another. Thus, there has been a stress on “tailor-making”
costs to particular needs.

There has been a close parallel between the development of managerial
economics and managerial accounting. It is clear that each has been influ-
enced by the other, and that in modern management practice they are be-
coming inseparable.

Modern Quantitative Approaches

One of the most significant trends in management is the increased use of
quantitative methods of analysis. Management has long made use of nu-
merical data, but in recent years there has been a great increase in the appli-
cation of mathematics and statistics to these data. The developments in
this direction, “management science” or “operations research,” have their
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roots in the same mathematical and statistical developments that led to other
quantitative fields, such as econometrics, psychometrics, sociometrics, and
biometrics.

These quantitative approaches vary widely in character. Two varieties
will be discussed here. The first is linear programming, the best known of
the recent developments in mathematical decision-making. If one has a
clear-cut objective, and if he has a definite idea of the constraints under
which he is operating, linear programming will find the optimum solution
to his problem, provided that he can fit mathematical equations to the key
relationships. By constraints, it is meant certain minimum conditions that
must be met. In production, for example, an important limitation is the
capacity of a department. Each department may set its own specific objec-
tives and face varied constraints in its search for its own optimum solution.
Solutions to these departmental problems provide definite and useful infor-
mation in tackling the problems for the firm as a whole. It is true that an
optimum solution from the viewpoint of one department may not be con-
sistent with the optimum solution from the viewpoint of another. Never-
theless, the definite answers given by use of linear programming enable top
management to identify the areas of conflict, and thus to help them discover
exactly what needs attention.

Statistical methods, a second variety of quantitative analysis, are un-
doubtedly more pervasive in management than is linear programming, partly
because they are older in application and partly because of their versatility.
The best known uses of statistical methods involve sampling theory. It is
often inferred from the characteristics appearing in a sample what the larger
universe, from which this sample is taken, resembles. Moreover, probability
theory is finding new applications to problems that are not strictly of a
sampling character, that is, problems in using past experience in determin-
ing optimum policies for the future.

Current developments in management point to a greater use of these and
other quantitative approaches. The electronic computer is making it pos-
sible to apply mathematical and statistical models that a few years ago
would have been unmanageable. However, quantitative approaches will not
displace managerial judgment and qualitative evaluations. They are only
part of the conceptual tools available to modern management.

The Functions of Management

What does a manager do? What distinguishes him from a person who is
not a manager? A detailed answer to this question is the subject of this
book; it will help if the reader will relate his own past experiences to serve
as framework for his thought.

Lists of functions are arbitrary but usually include such words as decision-
making, organizing, planning, directing, controlling, staffing, co-ordinating,
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communicating, motivating, and evaluating. Each of these words will have
some immediate meaning to the reader. The rest of the chapters in this
book, however, should clarify and supplement these first impressions.

Management is necessarily a broad subject. It involves doing the job

through people. Some writers consider this so important that they make it
a definition of management itself. In any case, it is clear that the human
or personnel side of management is extremely important; many otherwise
sound ideas have failed because of the inability to win the co-operation or,
at least, the acceptance of those who must put the ideas into practice.
r Management must set objectives. Without objectives, management would
be difficult, if not impossible.) Clear-cut objectives can give a sense of di-
rection to the organization that should improve co-ordination and heighten
motivation.

Managers must make decisions. In the last few years, research workers
have concentrated on the decision-making process itself; this book supplies
an introduction to this new area of subject matter.

Some books stress leadership as a major management characteristic. This
is true, but there is the need to identify the concepts and analysis implied
in this generalization. More important is to supply content to these abstract
ideas.

The Structure of this Book

The structure of this book is quite simple:

1. Four chapters discuss the concept of organization as a structure of communica-
tion and authority to fit the needs of the situation.

2. Two chapters consider the relation of motivation to managerial duties.

3. Two chapters summarize the meaning of policies, decision-making, and plan-
ning in management.

4. After two chapters introduce the general concept of comtrol, the last half of
the book develops a variety of approaches involved in decision-making and control

This book is composed of two types of chapters. The odd numbered ones
supply the fundamental analysis. These chapters attempt to cover manage-
ment thought as it exists today, along with the controversial issues that
persist. The chapters try to do more than survey their respective subjects.
They aim at stimulating real thought about the behavioral or quantitative
analysis that may be applicable. The reader is encouraged to reflect on the
relevance of new developments in management. Whether the discussion is
une of traditional principle or modern theories, the tone is critical. The
authors wish to discourage a blind acceptance of ideas and instead to stimu-
late original thought on the part of the reader. They wish also to stimulate
interest in new developments, so that the reader will maintain a continued
interest in the growing body of research and theory on management.

The even numbered chapters contain two kinds of material. First, they
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include extracts from the vast literature on management. Most of these
are taken from works that are becoming classics; others highlight key
issues that deserve attention. Some of the extracts will help the reader
review the key ideas in the odd numbered chapters, by providing statements
on these subjects by outstanding writers. Other extracts go beyond this by
supplying extensions of the subjects previously discussed. Frequently, there
are conflicts in the views expressed in the extracts; these conflicts make it
clear that there is no unanimity on many of the major topics in management;
they should also help the reader formulate his own views.

The second type of material in the even numbered chapters consists of
cases. Most of these are actual business situations that require analysis.
A few of the cases are based on situations familiar to most students, thus
bringing the subject matter closer to situations with which they are ac-
quainted. In either case, the objective is the development of skills in the
application of theory and common sense to realistic management problems.

The authors hope to encourage the education of managers for the future,
not the mere training in present procedures. An educated manager is a
person who recognizes what he does not know, possesses a curiosity about
his own experiences, and can receive communication of new knowledge from
others.

The authors hope to help the manager develop a better way of thinking
and a broader point of view. Throughout the book, the emphasis is on con-
cepts, analysis, and theory, rather than on description and lists of advan-
tages and disadvantages. Throughout, the aim is the stimulation of thought
processes rather than the memorization of pat answers, and throughout there
is an emphasis on ideas that hold promise for the future development of man-
agement rather than on the clichés that have been accepted in the past.

Bibliographical Note

The concentrated study of management began with the writings of Frederick W.
Taylor and Frank and Lillian Gilbreth. These writings have been collected and are
available in two volumes: Frederick Winslow Taylor, Scientific Management (1947),
and W. R. Spriegel and C. E. Myers, eds., The Writings of the Gilbreths (1953).
Extracts from these writings appear in Chapter 2 of our book, but all serious man-
agement students should read at least Taylor’s short and interesting statement of
The Principles of Scientific Management included in the above reprint. If the
reader is interested in the evolution of the thinking of other scientific managers,
George Filipetti’s Industrial Management in Transition (1949) provides a concise
summary.

Many articles have appeared over the years in management journals. A number
of these are now available in books of readings including F. A. Shull’s Selected Read-
ings in Management; Koontz and O'Donnell’'s Readings in Management; and Rich-
ards and Nielander’s Readings in Management.

Textbooks on industrial management are numerous and will not be mentioned by
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name here. Several handbooks which provide convenient reference for step by step
procedures, illustrative charts and other details are Alford and Bangs, Production
Handbook; H. B. Maynard, Industrial Engineering Hondbook; and Ireson and
Grant, Handbook of Industrial Engineering and Management. Many subjects in-
troduced in the following chapters will be found in greater detail in these handbooks.

Those interested in the evaluation of education for business and management
should read the report financed by the Carnegie Foundation by Frank Pierson, The
Education of American Businessmen, and the study financed by the Ford Founda-
tion by R. A. Gordon and J. E. Howell, Higher Education for Business.

Questions and Problems

Some clues to answers may appear in the even numbered chapters following each
set of questions.

1. From this chapter and your past experiences, develop a definition of manage-
ment which you can use as a guide as you study this book.

2. The words art and science are often discussed at length as they relate to man-
agement. Determine what these words mean and offer your own first guess as to
their application in management thinking.

3. Scientific management, as developed by Taylor and Gilbreth in the early
twentieth century, was the beginning of a concentrated study of management as a
separate field of study.

(a) Why did this study develop at so late a date?

(b) Why has its importance increased so rapidly?

(c) What importance would you give to: the use of the corporate forms of or-
ganization, size of industrial enterprise, the Industrial Revolution, the importance
of research in other areas of knowledge?

4. Some observers include management as a “profession.” What would be the
criteria that you would use in your appraisal of the professional characteristics of
management?

5. The study of management is not restricted to business organization. Uni-
versal principles of management should be so stated as to remain valid in many
different applications.

(a) From your study in other disciplines point out the nature of “principles.”

(b) Do you think there can be universal principles of management?

6. Why do you think that the Hawthorne study is considered a classic in the
development of management thinking?

7. Why are the behavioral (social) sciences important in management?

8. Is a concentrated study of economics and accounting sufficient for the devel-
opment of managers?

9. The study of liberal arts is generally considered helpful in the education of
managers. What elements of a liberal education should improve the thinking and
actions of managers?

10. What are the advantages of quantitative approaches in the development of a
subject such as management?

11. State in your own words what you consider to be the essential functions per-
form%d by a manager as compared with the functions performed by other employees
of a firm,
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Extracts on the Place
of Management
in Modern Society

THIS chapter includes excerpts on the role
of management in an industrial society, followed by several outstanding state-
ments on education for management. The first author is the “father of
scientific management,” F. W. Taylor. His ideas may be taken as typical
of a whole school of thought, including Frank and Lillian Gilbreth, Henry
L. Gantt, and others.

Taylor wrote at a time when the Industrial Revolution and the growth
of large financial combinations were accomplished facts. A contemporary
of Taylor, Thorstein Veblen, illustrates a different perspective on the “ma-
chine age” and “efficiency experts.” Extracts from Veblen’s writings raise
fundamental questions concerning the place of management in society. Sim-
ilar extracts from the work of a more recent writer, James Burnham, also
ask where management fits into our modern industrial environment. Elton
Mayo emphasizes that the problems of modern society are interrelated with
the problems of management.

If management is a separate field for concentration, an educational ap-
proach should be developed to improve the understanding of basic concepts
and the performance in actual business situations. The extract from R. A.
Gordon summarizes conclusions based upon a Ford Foundation study of the
place of business education in society. The “Gordon Report” has served as
a catalyst and has stimulated business schools to examine their programs and
to seek new directions.

Research in management and in the education for management in the
future promises to advance on a much broader front than in the past. Not

15
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only economists and management specialists, but also social (behavioral)
scientists and other “liberally” educated persons are showing increased in-
terest in management. The extract from Harbison and Myers provides a
framework for this broader perspective. The quotations from Social Science
Research on Business point up the place of psychologists, sociologists, and
political scientists in management research. The principles supporting re-
cent experiments in developing liberally trained executives are summarized
in the extract by Siegle.

The last extract, taken from an entertaining book called Parkinson’s Law,
serves a number of purposes. It may be read as a satire on modern man-
agement thought; it contains enough truth to warrant serious consideration
as a contribution to the body of management thought itself. At the same
time this extract warns us to be duly skeptical of broad generalization, it
stimulates us to look for stiil new generalizations.

ExTtract A

Principles of Scientific Management (F. W. Taylor)

It will doubtless be claimed that in all that has been said no new fact has
been brought to light that was not known to some one in the past. Very
likely this is true. Scientific management does not necessarily involve any
great invention, nor the discovery of new or startling facts. It does, how-
ever, involve a certain combination of elements which have not existed in
the past, namely, old knowledge so collected, analyzed, grouped, and classi-
fied into laws and rules that it constitutes a science; accompanied by a
complete change in the mental attitude of the working men as well as of
those on the side of management, toward each other, and toward their re-
spective duties and responsibilities. Also, a new division of the duties be-
tween the two sides and intimate, friendly cooperation to an extent that is
impossible under the philosophy of the old management. And even all of
this in many cases could not exist without the help of mechanisms which
have been gradually developed.

It is no single element, but rather this whole combination, that constitutes
scientific management, which may be summarized as:

Science, not rule of thumb.

Harmony, not discord.

Cooperation, not individualism.

Maximum output, in place of restricted output.

The development of each man to his greatest efficiency and prosperity.

The writer wishes to again state that: “The time is fast going by for the
great personal or individual achievement of any one man standing alone and
without the help of those around him. And the time is coming when all
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great things will be done by that type of cooperation in which each man
performs the function for which he is best suited, each man preserves his
own individuality and is supreme in his particular function, and each man
at the same time loses none of his originality and proper personal initiative,
and yet is controlled by and must work harmoniously with many other
men. . . .”

The first illustration is that of handling pig iron, and this work is chosen
because it is typical of perhaps the crudest and most elementary form of
labor which is performed by man, This work is done by men with no other
implements than their hands. The pig-iron handler stoops down, picks up
a pig weighing about 92 pounds, walks for a few feet or yards and then
drops it on to the ground or upon a pile. This work is so crude and ele-
mentary in its nature that the writer firmly believes that it would be possible
to train an intelligent gorilla so as to become a more efficient pig-iron handler
than any man can be. Yet it will be shown that the science of handling
pig iron is so great and amounts to so much that it is impossible for the
man who is best suited to this type of work to understand the principles of
this science, or even to work in accordance with these principles without the
aid of a man better educated than he is. .

We found that this gang were loading on the average about 1214 long
tons per man per day. We were surprised to find, after studying the mat-
ter, that a first-class pig-iron handler ought to handle between 47 and 48
long tons per day, instead of 1274 tons. This task seemed to us so very
large that we were obliged to go over our work several times before we were
absolutely sure that we were right. Once we were sure, however, that 47
tons was a proper day’s work for a first-class pig-iron handler, the task
which faced us as managers under the modern scientific plan was clearly
before us. . . .

Finally we selected one from among the four as the most likely man to
start with. He was a little Pennsylvania Dutchman who had been observed
to trot back home for a mile or so after his work in the evening, about as
fresh as he was when he came trotting down to work in the morning. . . .
This man we will call Schmidt. . . .

Schmidt started to work, and all day long, and at regular intervals was
told by the man who stood over him with a watch, “Now pick up a pig and
walk. Now sit down and rest. Now walk—now rest,” etc. He worked
when he was told to work, and rested when he was told to rest, and at half-
past five in the afternoon had his 4714 tons loaded on the car. And he
practically never failed to work at this pace and do the task that was set
him during the three years that the writer was at Bethlehem. And through-
out this time he averaged a little more than $1.85 per day, whereas before he
had never received over $1.15 per day, which was the ruling rate of wages
at that time in Bethlehem. That is, he received 60 per cent higher wages
than were paid to other men who were not working on task work. One man
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after another was picked out and trained to handle pig iron at the rate of
47% tons per day until all of the pig iron was handled at this rate, and the
men were receiving 60 per cent more wages than other workmen around them.

The writer has given above a brief description of three of the four ele-
ments which constitute the essence of scientific management: first, the care-
ful selection of the workman, and, second and third, the method of first
inducing and then training and helping the workman to work according to
the scientific method. Nothing has as yet been said about the science of
handling the pig iron. The writer trusts, however, that before leaving this
illustration the reader will be thoroughly convinced that there is a science
of handling pig iron, and further that this science amounts to so much that
the man who is suited to handle pig iron cannot possibly understand it, nor
even work in accordance with the laws of this science, without the help of
those who are over him.!

Extract B
The Instinct of Workmanship (Thorstein Veblen)

Within the effective bounds of modern Christendom no one can wholly
escape or in any sensible degree deflect the sweep of the machine’s routine.

Modern life goes by clockwork. So much that no modern household can
dispense with a mechanical time-piece; which may be more or less accurate,
it is true, but which commonly marks the passage of time with a degree of
exactness that would have seemed divertingly supererogatory to the common
man of the high tide of handicraft. . . .

Both in its incidence on the workman and on the members of the com-
munity at large, therefore, the training given by this current state of the
industrial arts is a training in the impersonal, quantitative apprehension and
appreciation of things, and it tends strongly to inhibit and discredit all im-
putation of spiritual traits to the facts of observation. It is a training in
matter-of-fact; more specifically it is a training in the logic of the machine
process. Its outcome should obviously be an unqualified materialistic and
mechanical animus in all orders of society, most pronounced in the working
classes, since they are most immediately and consistently exposed to the
discipline of the machine process. But such an animus as best comports
with the logic of the machine process does not, it appears, for good or ill,
best comport with the native strain of human nature in those peoples that
are subject to its discipline. . . .

The businessmen in control of large industrial enterprises are beginning
to appreciate something of their own unfitness to direct or oversee, or even
to control, technological matters, and so they have, in a tentative way, taken

1F. W. Taylor, Principles of Scientific Management, as reprinted in Scientific Manage-
ment (New York: Harper & Brothers, 1947), pp. 139-41, 40-48.
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to employing experts to do the work for them. Such experts are known
colloquially as “efficiency engineers” and are presumed to combine the quali-
fications of technologist and accountant. . . .

It would doubtless appear that a trained inability to apprehend any other
than the immediate pecuniary bearing of their manoeuvres accounts for a
larger share in the conduct of the businessmen who control industrial affairs
than it does in that of their workmen, since the habitual employment of the
former holds them more rigorously and consistently to the pecuniary valua-
tion of whatever passes under their hands; and the like should be true only
in a higher degree of those who have to do exclusively with the financial
side of business. The state of the industrial arts requires that these several
factors should cooperate intelligently and without reservation, with an eye
single to the exigencies of this modern wide-sweeping technological system;
but their habitual addiction to pecuniary rather than technological standards
and considerations leaves them working at cross purposes. So also their
(pecuniary) interests are at cross purposes; and since these interests neces-
sarily rule in any pecuniary culture, they must decide the line of conduct
for each of the several factors engaged. . . .

Efficiency conduces to the common good, and is also a meritorious and
commendable trait in the person who exercises it. But under the canons
of self-help and pecuniary valuation the test of efficiency in economic matters
has come to be, not technological mastery and productive effect, but pro-
ficiency in pecuniary management and the acquisition of wealth.2

Extracr C

The Managerial Revolution (James Burnham)

In simplest terms, the theory of the managerial revolution asserts merely
the following: Modern society has been organized through a certain set of
major economic, social, and political institutions which we call capitalist,
and has exhibited certain major social beliefs or ideologies. Within this
social structure we find that a particular group or class of persons—the
capitalists or bourgeoisie—is the dominant or ruling class in the sense which
has been defined. At the present time, these institutions and beliefs are
undergoing a process of rapid transformation. The conclusion of this period
of transformation, to be expected in the comparatively near future, will find
society organized through a quite different set of major economic, social,
a[n]d political institutions and exhibiting quite different major social beliefs
or ideologies. Within the new social structure a different social group or
class—the managers—will be the dominant or ruling class. . . .

2F¥rom The Instinct of Workmanshkip by Thorstein Veblen, Copyright 1914 by The
Macmillan Company, 1941 by Ann B. Sims, reprinted by permission of The Viking Press,
Inc, pp. 311, 318, 345, 347-348, 349.
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It should be noted, and it will be seen in some detail, that the theory of
the managerial revolution is not merely predicting what may happen in a
hypothetical future. The theory is, to begin with, an interpretation of what
already has happened and is now happening. Its prediction is simply that
the process which has started and which has already gone a very great dis-
tance will continue and reach completion. . . .

It would seem obvious that in capitalist society it would be the capitalists
who, in decisive respects at least, do the managing. If they do not manage
the instruments of production, how could they maintain their position as
ruling class, which depends upon control over the instruments of produc-
tion? This is obvious, and the answer to this question is that they could
not. It is the fact that during the past several decades the de facto man-
agement of the instruments of production has to a constantly increasing
extent got out of the hands of the capitalists that so plainly proves society
to be shifting away from capitalism and the capitalists losing their status as
the ruling class. In ever-widening sectors of world economy, the actual
managers are not the capitalists, the bourgeoisie; or, at the very least, the
managerial prerogatives of the capitalists are being progressively whittled
down. The completion of this process means the elimination of the capital-
ists from control over the economy; that is, their disappearance as a ruling
class. .

The third type [of task] consists of the tasks of the technical direction
and co-ordination of the process of production. All the necessary workers,
skilled and unskilled, and all the industrial scientists will not turn out auto-
mobiles. The diverse tasks must be organized, co-ordinated, so that the
different materials, tools, machines, plants, workers are all available at the
proper place and moment and in the proper numbers. This task of direc-
tion and co-ordination is itself a highly specialized function. Often it, also,
requires acquaintance with the physical sciences (or the psychological and
social sciences, since human beings are not the least among the instruments
of production) and with engineering. But it is a mistake (which was made
by Veblen, among others) to confuse this directing and co-ordinating func-
tion with the scientific and engineering work which I have listed under the
second type of task. After all, the engineers and scientists of the second
type are merely highly skilled workers, no different in kind from the worker
whose developed skill enables him to make a precision tool or operate an
ingenious lathe. They have no functions of guiding, administering, manag-
ing, organizing the process of production, which tasks are the distinctive mark
of the third type. For these tasks, engineering and scientific knowledge
may be, though it is not always, or necessarily, a qualification, but the tasks
themselves are not engineering or science in the usual sense.

It is this third type of function which, in the fullest and clearest meaning,
I call “managing;” and those who carry out this type of function are they
whom I call the “managers.” Many different names are given them. We
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may often recognize them as “production managers,” operating executives,
superintendents, administrative engineers, supervisory technicians; or, in gov-
ernment (for they are to be found in governmental enterprise just as in
private enterprise) as administrators, commissioners, bureau heads, and so
on. I mean by managers, in short, those who already for the most part in
contemporary society are actually managing, on its technical side, the actual
process of production, no matter what the legal and financial form—individ-
ual, corporate, governmental—of the process. . .

These changes have meant that to an ever-growing extent the managers
are no longer, either as individuals or legally or historically, the same as the
capitalists. There is a combined shift: through changes in the technique
of production, the functions of management become more distinctive, more
complex, more specialized, and more crucial to the whole process of produc-
tion, thus serving to set off those who perform these functions as a separate
group or class in society; and at the same time those who formerly carried
out what functions there were of management, the howrgeoisie, themselves
withdraw from management, so that the difference in function becomes also
a difference in the individuals who carry out the function. . . .

The general basis of the managerial ideologies is clear enough from an
understanding of the general character of managerial society. In place of
capitalist concepts, there are concepts suited to the structure of managerial
society and the rule of the managers. In place of the “individual” the stress
turns to the “state,” the people, the folk, the race. TIn place of gold, labor
and work. In place of private enterprise, “socialism” or “collectivism.” In
place of “freedom” and “free initiative,” planning. Less talk about “rights”
and “natural rights;” more about “duties” and “order” and “discipline.”
Less about “opportunity” and more about “jobs.” In addition, in these
early decades of managerial society, more of the positive elements that were
once part of capitalist ideology in its rising youth, but have left it in old
age: destiny, the future, sacrifice, power. . . . Of course, some of the words
of the capitalist ideologies are taken over: such words as “freedom” are
found in many ideologies since they are popular and, as we have seen, can be
interpreted in any manner whatever.3

ExtraCT D
The Human Problems of an Industrial Civilization (Elton Mayo)

The industrial inquiry nevertheless makes clear that the problems of
human equilibrium and effort are not completely contained within the area
controlled by factory organization and executive policy. Certain of the

3 Copyright © 1941 by James Burnham, reprinted from The Managerial Revolution
by James Burnham by permission of The John Day Company, Inc., publisher, pp. 74-75,
78, 79-80, 82, 190-191.
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sources of personal disequilibrium, and especially the low resistance to ad-
verse happenings in the ordinary workroom, must be attributed to the de-
veloping social disorganization and consequent anomie which is in these days
typical of living conditions in or near any great industrial centre. This
developing anomie has changed the essential nature of every administrative
problem—whether governmental or industrial. It is no longer possible for
an administrator to concern himself narrowly with his special function and to
assume that the controls established by a vigorous social code will continue
to operate in other areas of human life and action. All social controls of
this type have weakened or disappeared—this being symptomatic of the
diminished integrity of the social organism. The existing situation, both
within the national boundaries and as between nations, demands therefore
that special attention be given to restatement of the problem of administra-
tion as the most urgent issue of the present. . . .

We are faced with the fact, then, that in the important domain of human
understanding and control we are ignorant of the facts and their nature:
our opportunism in administration and social inquiry has left us incapable
of anything but impotent inspection of a cumulative disaster. We do not
lack an able administrative élite, but the élite of the several civilized powers
is at present insufficiently posted in the biological and social facts involved
in social organization and control. So we are compelled to wait for the
social organism to recover or perish without adequate medical aid. . . .

A century of scientific development, the emergence of a considerable de-
gree of social disorganization—these and certain effects of education have
led us to forget how necessary this type of non-logical social action is to
achievement and satisfaction in living. Before the present era, changes in
method of living tended to come gradually, usually there was no sudden dis-
ruption of slowly evolved methods of working together. Even now one can
witness in Europe the successful accomplishment of a necessary economic
duty as a purely social function, comparable with the ritual performances
of a primitive tribe. The vintage activities and ceremonies of the French
peasantry, for example, in the Burgundy district, present features essentially
similar to the activities of the primitive, although at a higher level of under-
standing and skill. In the United States we have travelled rapidly and
carelessly from this type of simple social and economic organization to a
form of industrial organization which assumes that every participant will be
a devotee of systematic economics and a rigid logic. This unthinking as-
sumption does not “work” with us, it does not “work” in Russia; it has
-never “worked” in the whole course of human history. The industrial
worker, whether capable of it or no, does not want to develop a blackboard
logic which shall guide his method of life and work. What he wants is
more nearly described as, first, a method of living in social relationship with
other people and, second, as part of this an economic function for and value
Jo the group. The whole of this most important aspect of human nature
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we have recklessly disregarded in our “triumphant” industrial progress. . . .

. . . The chief difficulty of our time is the breakdown of the social codes'
that formerly disciplined us to effective working together. For the non-
logic of a social code the logic of understanding—biological and social—has
not been substituted. The situation is as if Pareto’s circulation of the élite
had been fatally interrupted—the consequence, social disequilibrium. We
have too few administrators alert to the fact that it is a human social and
not an economic problem which they face. The universities of the world
are admirably equipped for the discovery and training of the specialist in
science; but they have not begun to think about the discovery and training
of the new administrator.

Extract E
Higher Education for Business (R. A. Gordon and J. E. Howell)

It seems to us that there are at least four different aspects of the field of
“administration and organization” that need to be distinguished. Failure
to make these (or similar) distinctions, we suspect, is one important reason
why many schools have had so much difficulty in deciding what should be
taught in this field. The four aspects that need to be distinguished are:
(1) methods of managerial problem-solving, an area which for brevity we
shall call management analysis, (2) organization theory, (3) management
principles, and (4) human relations.

By management analysis we mean an explicitly rational approach to the
making of decisions about the allocation of resources within the firm. What
is involved is a study of the methods available for the analysis and solution
of the substantive problems which are the concern of economic management.
The scientific approach to managerial decision-making has had its greatest
development within the area of production management, beginning with
Frederick Taylor and his disciples and extending up to the latest develop-
ments in operation analysis. Since the Second World War, quantitative and,
more broadly, scientific methods of analysis have been applied to a steadily
widening area of management problems.

The methods available for a scientific or rational approach to managerial
decision-making can be viewed broadly or narrowly. Broadly considered,
they include any techniques that help the decision-maker to discover and
evaluate alternatives and to make that choice which seems, in the light of
given objectives, to be most rational. In this broad sense, management analy-
sis includes all analytical and informational tools that contribute to a scien-
tific approach to any management problem. The methods used may be quite

4Elton Mayo, The Human Problems of an Industrial Civilization (New York: The
Macmillan Co., 1933). Copyright assigned to The President and Fellows of Harvard
College, 1946, pp. 173, 177, 180-181, 188,
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crude, and little in the way of rigorous quantitative analysis may be involved.
In this broad sense, a considerable part of the business curriculum may be
concerned with management analysis. . . .

Organization theory, or “theory of administration,” is concerned with the
scientific study of human behavior in organizations. It deals with how
human beings function in organizations, with what conditions are necessary
to secure effective action within organizations, and with the problems that
arise in connection with making and implementing decisions in an organiza-
tional context. It might also be described as dealing with the internal or-
ganizational “environment” of the business firm (and other types of organi-
zations). . . .

1In contrast to the first two, that part of the field of management which we
would label principles of management is concerned with describing and distill-
ing the best of current management practices into a set of generalizations
which workers in this area call principles. It differs from organization theory,
also, in terms of methodology (more pragmatic), level of abstraction (less
theoretical), the viewpoint from which problems are considered (more the
viewpoint of higher management officials), and emphasis placed on individual
attitudes and motivation (less emphasis on the individual as a variable). On
the other hand, the more scientifically based portion of management prin-
ciples can be derived from organization theory, just as some of the hypotheses
the organizational theorist might wish to test might originate as “principles”
of management. The two fields overlap and supplement each other. . . .

A Suggested Requirement

Our own recommendation is that schools include in their degree require-
ments a specification of three to six semester hours in the general area of or-
ganization theory and management principles, possibly including human rela-
tions. Schools will need to experiment to determine how instruction in these
areas should be organized. . . .

On the side of organization theory, there is not inconsiderable literature
by sociologists, psychologists, political scientists, and economists. The ma-
terial on management principles is more widely known and, unlike that on
organization theory, has already been synthesized in some widely used texts.
We suspect that, for the time being, the wisest procedure at the undergraduate
level is to plan a course that will combine in some proportions not only or-
ganization theory and management principles but also some human relations,
particularly since the significant generalizations in the last named area are
really a part of the broader area of organization theory.

5 Robert Aaron Gordon and James Edwin Howell, Higher Education for Business
(New York: Columbia University Press, 1959), pp. 179, 180, 181, 185-186,
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Extractr F
Management in the Industrial World (F. Harbison and C. A. Myers)

We propose to look at management from three different perspectives and
thus to build a threefold concept of its development in industrial society.

From one perspective, management is an economic resource, or a factor of
production. In this respect, it is similar to capital, labor, or natural resources
and is combined with them in varying factor proportions in productive proc-
esses. Managerial resources, like capital, for example, must be accumulated
and effectively employed or invested in productive activity. In important
respects, the problem of the generation and accumulation of managerial re-
sources is similar to that of capital formation. And, as we shall show in sub-
sequent chapters, capital-intensive industrial development is almost always
intensive in its requirements for high-talent manpower, i.e., for managerial
resources. A country’s economic development may be limited by a relative
shortage of this critical factor, or that development may be accelerated sig-
nificantly by a high capacity to accumulate it. In many instances, more-
over, management is an even more critical factor in industrialization than
capital, and it is almost always more vital to development than either labor
or natural resources.

From a second perspective, management is a system of authority. In in-
dustrial society there are the managers and the managed. Within the mana-
gerial hierarchy itself, there are lines of command and patterns of authority
in all levels of decision-making. In a very real sense, management is a rule-
making and rule-enforcing body, and within itself it is bound together by a
web of relationships between superiors and subordinates. The exercise of
authority by management is indispensable to industrial development, and the
nature of that development will be critically influenced by the manner in
which such authority is applied. Indeed, management is ineffective as a re-
source unless it can operate effectively as a system of authority in industrial
society. In viewing management from this perspective, we shall be interested
in how authority is acquired, maintained, and exercised and also in the philos-
ophies and policies which are developed to make its use legitimate.

From the third perspective, management is a class or an elite. In any in-
dustrial society, the members of management are a small, but usually aggres-
sive minority. In varying degrees in different countries, they enjoy a measure
of prestige, privilege, and power as an elite. Entry into the management class
is of necessity restricted, and thus it is important to map the avenues of access
to its ranks and to identify those who are its gatekeepers. The matter of ac-
cess, of course, has an important bearing upon the capacity of a country to
accumulate the management it requires, and it also has a bearing on the op-
eration of management as a system of authority. And, as we have already
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indicated, the origins of a country’s organization builders are important de-
terminants of the initial direction and pace of the march toward industrial-
ism. . ..

It follows from our threefold analysis that, in the age of modern technology,
no country can expect to industrialize unless it can finance and build on a
sizable scale the particular kinds of educational institutions which an indus-
trial society demands. In this “century of science,” the outlays for scientific
and technical education have become enormous in all advanced countries, and
in most, great stress has been laid as well on management-training institutions
to develop the administrative skills which a modern society demands. The
advanced industrial economy requires an investment in a fully developed sys-
tem of general education, and at the same time, it demands that its basic
educational institutions become more functionally oriented to the training of
skilled technicians, engineers, scientists, and administrators. But it also re-
quires the lowering of arbitrary noneducational barriers to entry into the
managerial hierarchy as well as some vertical and horizontal mobility within
the managerial class itself. In some societies, the processes of generation of
managerial manpower have been spearheaded by the state; in others, by pri-
vate initiative. As industrialization advances and even as it is being started
in the presently underdeveloped countries, however, the means of generating
and accumulating managerial resources is increasingly a matter for careful
planning, judicious investment, and conscious effort. In the logic of indus-
trialization with modern technology, high-talent manpower is not just natu-
rally born. It does not grow wild; on the contrary, it requires very careful
seeding and most meticulous cultivation. The generation of needed high-
talent manpower, therefore, is perhaps the most difficult task facing the under-
developed countries in their drive to industrialize. . . .

There is little reason to fear that the working masses in modern industrial
states will be exploited by the emerging professional managerial class. Indus-
trialism makes possible a higher material standard of living. But at the same
time, management is generally forced to share its rule-making prerogatives
with agencies which directly or indirectly represent the workers’ interest.
Thus the odds are in favor of greater recognition of the rights and dignity of
the individual worker as industrialization advances.®

Extracr G

Social Science Research on Business: Product and Potential (Robert A.
Dahl, Mason Haire, and Paul Lazarsfeld)

There is, of course, a close logical relationship between the study of busi-
ness and the behavioral sciences. Indeed, the study of business is a be-
-havioral science, studying a sample of behavior in a particular context. How-

6 Frederick Harbison and Charles A. Myers, Management in the Industrial World
(New York: McGraw-Hill Book Company, Inc, 1959), pp. 19-20, 121, 122,
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ever, the flow of ideas and facts between the areas has not been as full and
detailed as one might hope. . . .

The student of business tends to see problems in terms of the goals of the
operation and within the confines of the industrial organization. He sees
problems of production, control, evaluation, and management. The psychol-
ogist, not surprisingly, has tended to see psychological problems. Many of
them have immediate and pressing relevance for the student of business, but
their detail and relevance have not always been clear. The psychologist sees
problems related to production—the nature of the productive performance, of
the people who do it, and of the motivation to do it well or quickly. He sees
the problems of management and control in the fields of communication, lead-
ership, group effects, and the like. However, he sees them—and states them
—as psychological problems, and, as such, they are not maximally available
to students of business. .

Certain areas of business administration seem to rest specifically on psy-
chological concepts. For example, pay plans are partly built on notions about
motivation—both about kinds of motives and their gradients of growth. Sim-
ilarly, the treatment of seniority rests on a base of assumption about the use
of reward and its effect on behavior. The problem of satisfaction and the
general area of human relations dealt with here, would be in this class.

Some problems seem to depend on simple technological contribution from
well developed areas of psychology. Selection and classification, or the de-
sign of equipment are good examples of this type.

A large group of prablems remain where joint effort seems most appro-
priate. In the area of social perception, for example, we have barely opened
the field of role perceptions in hierarchial structures. Some work has been
done on the perception of one level by another, and it looks promising. Some
exists in self-perceptions characteristic of different levels, and, likewise, it
should develop. We have virtually nothing of what has been called “psycho-
logical job descriptions.” That is, descriptions of the aspects of the job
which, besides simple duties, make demands on the person—the fact, for ex-
ample, that a waitress is caught between the customer’s demands and the
kitchen’s inflexibility. Such phenomena, at different levels, have all sorts of
costs to the organization, from higher pay scales, turnover and absenteeism,
to ulcers and coronary pathology in executives.

In the labor-management field, the problem of dual allegiances seems to
have important cognitive and motivational implications for practice. Role
perceptions (and misperceptions) of one another in bargaining relationships
have been studied. In one case, in a rare example, a careful study of the be-
havioral effects of arbitration has been done. This is an unusually good
case in which the policies and practices from business can be investigated in
the tradition of behavioral sciences. . . . Similar studies seem appropriate on
the Law of Effect. Presumably disciplinary punishments are handed out on
the assumption that the behavior will be modified. In general societal be-
havior, the determinants and the criteria are too complex to make study easy.
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Here, the criteria of good behavior are explicit and available, the population is
relatively stable, and the opportunity to test hypotheses seems endless.

In the area of management behavior, also, there seems to be a rich field.
We need simple studies of what happens like Sune Carlson’s study of Swedish
executives. The studies of decision go beyond these. The motivation of
management has been very little investigated—though some attention has
been given to compensation plans under high tax rates. Job descriptions of
management are inadequate, but our knowledge of the perceptions of mem-
bers of management of their jobs is even more so.

In general, the time seems ripe for a joint effort of students of business
administration and the ancillary behavioral disciplines, bringing concepts and
methods from a variety of fields to bear on a set of common problems.”

Extract H

Liberal Education for Executives (P. E. Siegle)

Much has been written and discussed about the ever increasing number of
programs in the liberal arts for business and industrial executives. No mat-
ter what the program—be it the experimental series developed by the Bell
System of A. T. & T., the Pomona College summer program, the Vassar In-
stitute for Women in Business, the Clark University Institute of Liberal
Studies for Executives, Southwestern University’s Institute for Executive
Leadership, the Wabash College Personal Development Program, or the policy-
level discussions of the Humanities Center for the Liberal Arts in an Indus-
trial Society—they are all rooted in common principles.

First, they represent industry’s increasing awareness that merely tech-
nically trained personnel are not adequate to meet industry’s changing needs.
Industry demands not only specialists and “broad gauged” persons but also
those who are both specialists and broad gauged.

Second, they demonstrate a growing concern on the part of both industry
and academia for developing persons who, for the good of the society, must
have their horizons broadened and their lives enriched for the new leisure and
for changing, growing responsibilities as citizens.

Third, they indicate some validity to the idea that liberal education can,
for many people, more profitably, come after specialized training and years of
experience on the specialized job rather than before.

Fourth, they give credence to the assumption that a special kind of pro-
gram must be developed for the person who has had a broad living experience
which must be taken into account as an important dimension in adult educa-
tion,

7 Robert A. Dahl, Mason Haire, and Paul Lazarsfeld, Social Science Research on Busi-
ness: Product and Potential (New York: Columbia University Press, 1959), pp. preface,
47, 91-92,
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Fifth, they make clear the growing tendency to look upon liberal education
as the way to achieve a much-needed base for personal growth.’

Extracr I
Parkinson’s Law (C. N. Parkinson)

Work expands so as to fill the time available for its completion. . . .

Granted that work (and especially paperwork) is thus elastic in its demands
on time, it is manifest that there need be little or no relationship between the
work to be done and the size of the staff to which it may be assigned. A
lack of real activity does not, of necessity, result in leisure. A lack of occu-
pation is not necessarily revealed by a manifest idleness. The thing to be
done swells in importance and complexity in a direct ratio with the time to be
spent. This fact is widely recognized, but less attention has been paid to its
wider implications, more especially in the field of public administration. . . .

The validity of this recently discovered law must rest mainly on statistical
proofs, which will follow. Of more interest to the general reader is the ex-
planation of the factors underlying the general tendency to which this law
gives definition. Omitting technicalities (which are numerous) we may dis-
tinguish at the outset two motive forces. They can be represented for the
present purpose by two almost axiomatic statements, thus: (1) “An official
wants to multiply subordinates, not rivals” and (2) “Officials make work for
each other.”

To comprehend Factor 1, we must picture a civil servant, called A, who
finds himself overworked. Whether this overwork is real or imaginary is im-
material, but we should observe, in passing, that A’s sensation (or illusion)
might easily result from his own decreasing energy: a normal symptom of
middle age. For this real or imagined overwork there are, broadly speaking,
three possible remedies. He may resign; he may ask to halve the work with
a colleague called B; he may demand the assistance of two subordinates, to
be called C and D. There is probably no instance in history, however, of A
choosing any but the third alternative. By resignation he would lose his
pension rights. By having B appointed, on his own level in the hierarchy,
he would merely bring in a rival for promotion to W’s vacancy when W (at
long last) retires. So A would rather have C and D, junior men, below him.
They will add to his consequence and, by dividing the work into two cate-
gories, as between C and D, he will have the merit of being the only man who
comprehends them both. It is essential to realize at this point that C and D
are, as it were, inseparable. To appoint C alone would have been impossible.
Why? Because C, if by himself, would divide the work with A and so as-
sume almost the equal status that has been refused in the first instance to B;
a status the more emphasized if C is A’s only possible successor. Subordi-

8 Peter E Siegle, New Directions in Liberal Education for Executives (Chicago: Center
for Study of Liberal Education for Adults, 1958), p. 1.
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nates must thus number two or more, each being thus kept in order by fear
of the other’s promotion. When C complains in turn of being overworked
(as he certainly will) A will, with the concurrence of C, advise the appoint-
ment of two assistants to help C. But he can then avert internal friction
only by advising the appointment of two more assistants to help D, whose
position is much the same. With this recruitment of E, F, G, and H the
promotion of A is now practically certain.

Seven officials are now doing what one did before. This is where Factor 2
comes into operation. For these seven make so much work for each other
that all are fully occupied and A is actually working harder than ever. An
incoming document may well come before each of them in turn. Official E
decides that it falls within the province of F, who places a draft reply before
C, who amends it drastically before consulting D, who asks G to deal with it.
But G goes on leave at this point, handing the file over to H, who drafts a
minute that is signed by D and returned to C, who revises his draft accord-
ingly and lays the new version before A.

What does A do? He would have every excuse for signing the thing un-
read, for he has many other matters on his mind. Knowing now that he is
to succeed W next year, he has to decide whether C or D should succeed to
his own office. He had to agree to G’s going on leave even if not yet strictly
entitled to it. He is worried whether H should not have gone instead, for
reasons of health. He has looked pale recently—partly but not solely be-
cause of his domestic troubles., Then there is the business of F’s special in-
crement of salary for the period of the conference and E’s application for
transfer to the Ministry of Pensions. A has heard that D is in love with a
married typist and that G and F are no longer on speaking terms—no one
seems to know why. So A might be tempted to sign C’s draft and have done
with it. But A is a conscientious man. Beset as he is with problems created
by his colleagues for themselves and for him—created by the mere fact of
these officials’ existence—he is not the man to shirk his duty. He reads
through the draft with care, deletes the fussy paragraphs added by C and H,
and restores the thing back to the form preferred in the first instance by the
able (if quarrelsome) F. He corrects the English—none of these young men
can write grammatically—and finally produces the same reply he would have
written if officials C and H had never been born. Far more people have taken
far longer to produce the same result. No one has been idle. All have done
their best. And it is late in the evening before A finally quits his office and
begins the return journey to Ealing. The last of the office lights are being
turned off in the gathering dusk that marks the end of another day’s admin-
istrative toil. Among the last to leave, A reflects with bowed shoulders and
a wry smile that late hours, like gray hairs, are among the penalties of suc-
cess.?

9C. Northcote Parkinson, Parkinson’s Law (Boston: Houghton Mifflin Company,
1957), pp. 2-7.
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Traditional Principles
of Organization and
a Modern Synthesis

ANY study of management must devote a
large part of its attention to organization. In spite of its importance and in
spite of the attention it has received in the past, even the simplest questions
on the subject of organization still cannot be answered with a high degree of
certainty. For example, suppose three students have decided to study to-
gether for an exam. In all probability they will give little thought to the or-
ganization of this activity. However, if they are interested in achieving
economical use of their time, they might consider the following questions, all
matters of organization:

1. Would it be a good idea to appoint a leader to direct the discussion? To do
so might insure a more logical flow of ideas but might reduce the interest of the fol-
lowers.

2. Should there be rules limiting the extent to which one member of the group
may interrupt the other? Or rules limiting the time one member may take up?

3. How should the group decide on which subjects will be reviewed? By vote?
By unanimous agreement? By permitting a leader to dictate the outline of the dis-
cussion?

4. What penalties or sanctions should be applied to a member who chooses to
waste time? Who is to decide when time is actually being wasted?

Even questions on the simplest kind of organization are open to great un-
certainty. A short rule book answering these questions would be reassuring,
but at our present state of knowledge, such a book is of doubtful value. The
character and intelligence of the organization members are factors to be con-
sidered. If one member knows more than the others about the subject, the

organization might well take this into account; if one member has a greater
31



32 TRADITIONAL PRINCIPLES OF ORGANIZATION AND A MODERN SYNTHESIS

ability to organize materials or to direct discussion, this might also be sig-
nificant. Furthermore, it might be useful to ascertain whether the members
know each other well and understand each other’s point of view.

The illustration of a three man study group points out the main elements
that compose an organization. Organization is concerned with channels of
communication, with patterns of influence, and with lines of authority and
loyalty. The best definition of organization runs in terms of those elements:
communication, influence, authority, and loyalty. Some writers emphasize
that organization is concerned with the allocation of the tasks among the mem-
bers of the undertaking. Others emphasize what would seem to be the op-
posite—the integration of the activities of the members. The first implies the
second, that is, if activities are allocated, they must be co-ordinated. While
organization can be defined in terms of such allocation and co-ordination,
these are some of its aims rather than its essential defining characteristics.
Traditionally, discussions of organization emphasize three primary types: line
organization, line-and-staff organization, and functional organization. -

Types of Organization

Line organization

The simplest type of organization, the line organization, is illustrated in
Figure 3-1. Lines of authority are direct, with no advisory or auxiliary ac."
tivities attached. Such an organization is common in small firms, but is rela-
tively unknown in medium or large undertakings. This form is simple and
clear-cut, but provides no room for staff specialists.

GENERAL MANAGER

l
I I
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DISTRICT 1 DISTRICT 2 DISTRICT 3 DISTRICT 4 DISTRICT §

FIGURE 3-1 Line Organization

Line-and-staff organization

Most organizations are more complex than the simple line organization.
The line-and-staff organization provides for advisory staff positions, as indi-
cated in Figure 3-2.
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FIGURE 3-2 Line-and-Staff Organization

The difficulty in describing a line-and-staff organization is that the term'
staff does not have a single, unambiguous meaning. The term usually refers
to those positions and departments that are of a purely advisory nature.
They have the power to recommend, but have no authority to enforce their
preferences on other departments. Some writers argue that the line officials
are “doers” and the staff members are “thinkers,” a distinction subject to
obvious limitations. Others suggest that the staff members are concerned
with planning rather than carrying out plans. Another way of stating the
distinction is that the line gives formal orders to the next lower level, while
the staff exerts its influence indirectly, through the line official superior to the
particular staff official, not directly to the lower levels.

In actual practice it is often difficult to determine which departments are-
line or staff. The production and sales departments are normally classified
as line. However, what about a small sales department in a company mainly
concerned with producing on government contract? Is the accounting de-
partment a line or staff department? Is a production control department,
which makes out schedules which the production department is expected to
follow, a line or staff department? Where does a maintenance department
fit into such a classification?

Table 3-1 presents the advantages and disadvantages of line and line-and-
staff organizations. The reader should ask himself how useful such a list is
likely to be in practice. Is the question of organization normally one of select-
ing between these two forms? To what extent are the considerations in these
lists the important ones in organizational planning?

TABLE 3-1
\\
A TYPICAL LIST OF THE ADVANTAGES AND DISADVANTAGES OF ALTERNATIVE FORMS

OF ORGANIZATION
Line Organization

Advantages
1. It is simple.
2. There is a clear-cut division of authority and responsibility.
3. It is stable.
33
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TABLE 3-1 (Continued)

4. It makes for quick action.”
5. Discipline is easily maintained.

Disadvantages

1. The organization is rigid and inflexible. <

2. There is a lack of expert advice.

3. Key men are loaded to the breaking point. -

4. The loss of one or two capable men may cripple the enterprise./

Line-and-Staff Organization

Advantages

1. It is based on planned specialization.

2. Tt brings expert knowledge to bear upon management. .

3. It provides more opportunity for advancement for able workers, in that a greater
variety of responsible jobs are available.

Disadvantages

1. There may be confusion about the relation of staff members to line positions.

2. The staff may be ineffective for lack of authority to carry out its recommendations.

3. Line supervisors may resent the activities of staff members, feeling that the prestige
and influence of line men suffer from the presence of the specialists.

Functional organization

A survey of operating organizations reveals that few of the so-called “staff”
departments are restricted to advisory or planning capacities. Within the
area of their specialty, most such departments do, in fact, have some authority
over lower line departments. Some staff officers are more influential than
some line department heads. The cases of organizations following the strict
theory of line-and-staff are rare.

Because of the conflict between theory and actual practice, another term:
is needed to describe the more usual type of organization; it may be called
functional organization. This form recognizes that the specialists have au-
thority over line officials at lower levels. Some writers would argue that
this authority should be restricted to the area of the specialty, although in
actual practice, even this rule would fail to describe what always occurs; it is
difficult to confine influence to definite channels.

However, even a “typical” functional organization is complex. It consists
of a number of branches or divisions, each of which has staff specialists with
counterparts in the central office. The organization becomes functional when
these specialists are, in part, responsible to their counterparts in higher head-
quarters. For example, if the branch personnel officer is partly responsible
to the over-all company personnel department (or industrial relations depart-
ment), the organization is stressing functional lines of influence. In many
organizations there is a tendency for marketing people to communicate with
marketing people at other levels, production people with production people,
and so on.
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A central line organization almost always exists along with functional chan-
nels; usually a branch specialist will think of himself as reporting primarily
to the top line official in that branch. Thus, there is no clear point at which
an organization becomes “functional”; it is a matter of degree depending
upon the amount of communication and influence conducted through the
functional channels.

Unfortunately, the term functional organization can be used in other ways.
F. W. Taylor applied the expression to a special kind of supervision at the
shop level. Taylor believed that the task of the foreman should be split into
a number of specialized tasks. The worker, instead of reporting to one bess,
would be responsible to eight: a gang boss, a speed boss, a repair boss, an in-
spector, a time and cost clerk, an instruction card clerk, an order of work
clerk, and a disciplinarian. Taylor’s aim was to use specialists in supervising
the worker. Figure 3-3 illustrates his functional organization. This forﬁ)‘
is seldom found or approximated in modern practice, because of the confusion
created by the large number of bosses. Functional organization of the type
first discussed is extremely common, and undoubtedly the most pervasive form,
in spite of the fact that it also creates difficulties in defining exactly “who is
boss.”
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FIGURE 3-3 Taylor’s Functional Organization

A Choice Among These Forms

The choice among the three forms of organization discussed is not a matter
of selecting one package, but determining the right balance among the threer
At one extreme is the line organization with no staff specialists at all; it is
rare except in small undertakings. At the other extreme is a form of func-
tional organization that deemphasizes the position of the line organization.
Since there may be a tendency for the vertical functional channels to pull
apart, this extreme can present special difficulties of co-ordination. Conse-
quently, some stress on the line principle is almost universal. The pure line-
and-staff organization falls in between, but as has already been stated, the
purely advisory character of the staff positions is seldom maintained in actual
practice.
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Thus the typical organization is best described as a line-and-staff organi-
zation with some measure of functional authority for certain specialists, or
as a functional organization with some limitations on functional authority.
A management that attempts to follow a strict line-and-staff theory may try
to suppress functional channels, but usually fails to destroy them completely.
Management cannot permit the line to be undermined by such channels. The
problem is one of balance between the line and functional principles. Staft
departments almost always manage to acquire a degree of functional au-
thority. Management frequently faces the need to keep this authority within
bounds.

The Human Aspects of Line and Staff V
\______\/____——-——\_____—

The relations between the line and staff elements (or the line and functional
elements) of an organization are a constant source of friction. Study after
study has revealed tension between line and staff officials. Some writers
would argue that the tension arises from the violation of the principle of unity
of command (to be discussed shortly) whenever staff officials assume func-
tional authority. If a subordinate receives instructions from several sources,
conflict in instructions provides a source of potential strife.

Line officials frequently feel that any degree of staff authority will under-
mine line authority (the expression #ndermine is widely used by such of-
ficials). On the other hand, staff specialists are likely to feel that they have
superior knowledge within their field of competence, and resent any barriers
in the way of applying this knowledge. Thus, too great an influence on the
part of functional or staff members leads to frustration in the line; too little
authority for the staff, with continual emphasis on “channels,” leads to frus-
tration among the specialists.

There are several ways to handle the problem. One is to restrict the staff
to a purely advisory role. A well-known writer on organization even sug-
gests that the staff offices be abolished whenever possible. The development
of specialization in management, however, is a natural and inevitable outcome
of the growing complexity of business, and line officials are continually more
dependent on those with special skills and special knowledge. It is reason-
able to accept the need for specialists and to recognize that these officials are
likely to influence their subordinates. That this may lead to conflict is one
of the “facts of life” that management must face. The answer is to improve
the communication between line and staff—to train the staff to be aware of
line attitudes and sensitivities and to train the line to respect the value of
special skills. Avoidance of conflict is only one objective of organizational
planning, and in some cases may be compromised to permit attainment of
other objectives.
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The Uses and Abuses of Charts and Manuals

Figure 3-4 presents a chart of an actual company organization. Study of
the chart will give insight into organization in practice.
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FIGURE 3-4 Organization Chart—Glidden Company

A great deal is not shown on such charts. For example, informal lines of
communication undoubtedly exist throughout the organization; officials on
the same level have varying degrees of influence over other parts of the or-
ganization. Vertical lines drawn from box to box provide little insight into
the superior-subordinate relationships involved ; some superiors may maintain
a close control over their subordinates; others may encourage subordinates to
make important decisions on their own; some departments may be highly de-
centralized, and others an integral part of the main undertaking.

However, organization charts are not useless. They are a form of com-
munication. When there is doubt about who reports to whom, they help
resolve such doubt. They help new employees learn how they fit into the
over-all undertaking. They give a quick view to outsiders of the component
departments of the enterprise. They may assist in resolving organizational-
disputes. Charts are only a beginning to the understanding of organization;
but overuse of charts, the constant need to refer to them to settle jurisdictional
disputes, may be symptomatic of a poor organization rather than an effective
one.

Large undertakings frequently go beyond the simple drawing of charts.
They design organization manuals, which define in words the relations among
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departments and officials and which help clarify jurisdictions; they present
lists of responsibilities and duties of company officials, with indication of de-
partments or officials higher and lower in the hierarchy. Opinions differ on
the extent to which stress should be placed on such manuals, and the degree
of refinement desirable in the definition of duties. Later sections of this
chapter will present reasons for these differences in viewpoint. Organization
planning is not yet, and probably never will be, something that can be re-
duced to a routine of drawing up charts and manuals.

Informal Organization

At several points in the discussion, the term informal organization has been
used. It is time to indicate precisely what it means, for it is one of the most
important concepts in the study of organization. There is much more to
organization than is portrayed in the charts and manuals that may be pub-
lished. People have a tendency to cut across formal channels to communi-
cate informally with other parts of the enterprise. They are inclined to form
small groups, whether management has planned for this or not (and an at-
tempt on the part of management to abolish such small groups is likely to
result in many problems). They are influenced by leaders who have been
granted no formal authority by management. They are motivated by group
norms and social conventions not a part of their contract with their em-
ployers.

It is best to define informal organization broadly, to include not only un-
planned communication and group formation, but also the customs, social
norms, mores, and ideals that are an important feature of such communica-
tion and such groups. So defined, it is clear that informal organization is
a pervasive feature of all undertakings. The cliques of workers or managers
that form at all levels are important illustrations, as are the restrictive devices
which discourage employees from producing more than informally determined
group quotas. Also included are patterns of influence that some members of
the organization develop, even though these go far beyond the organization
plan,

It is a mistake to conclude that informal organization is essentially destruc-
tive. It is true that it does at times make the higher manager’s job more
difficult. Nevertheless, it is clear that informal organization is necessary to
the functioning of formal organization. It helps tie the structure together.
It gives the members a feeling of belonging. Membership in small groups
contributes to a sense of security as well as to individual satisfaction; even
the “grapevine,” which disturbs some observers, plays a constructive role in
filling in gaps in the formal communication system.

Later chapters will contain material on small groups which will broaden
the discussion of informal organization. The point made here is that in-
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formal organization is an inevitable attribute of any undertaking. An under-
standing of it will contribute to the knowledge of employee morale, motiva-
tion, and productivity.

Some Traditional Principles of Organization

Traditional discussions of organization have concentrated on “universal
principles.” Unfortunately, there has never been a consensus on what these
principles are. A complete listing of such principles would run into the
hundreds. There are, however, a few widely known ones that have become
part of the language of management. Four of them will be discussed here.

1. Unity of Command

2. Span of Control

3. The Exception Principle
4. The Scalar Principle

Unity of command

Henri Fayol, a French management theorist, deserves credit for publiciz-
ing the principle of unity of command, but no doubt the idea had occurred to
many managers long before his time. The principle is well known in this
form: no man can serve two bosses. In management texts, it usually reads:
no member of an organization should report to more than one superior.

In such simple form this principle is controversial, for as a description of
actual organizational practice, it meets many exceptions. A survey of large
organizations reveals numerous cases in which people are reporting to more
than one superior. However, the proponents of the principle are not inter-
ested in describing actual practice, but prescribing correct practice. There
are many cases in which reporting to two or more superiors has resulted in
confusion and loss of productivity. Such situations are conducive to con-
flict and poor morale. Nevertheless, the cure should not be a rigid rule pro-
hibiting everything but a unified command.

The trouble with the unity of command idea is that if pushed to its ex-
treme, it requires that all instructions—indeed all influence of any kind—
must flow through one superior to his subordinates. Many managers feel
that it is desirable for some influence to flow more directly from those who
have specialized knowledge to those who will put such knowledge into action.
Previously discussed was the “functional authority” that certain specialized
departments may have over people lower down the line. It is common for a
company with several branches to permit a staff officer in the central offices to
have some influence over subordinates in a branch. For example, a central
marketing department or a central purchasing department may contact its
counterpart at lower levels, the branch marketing department or the branch
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purchasing department, without contacting the branch manager. Certainly
it is important to keep the branch manager informed on important decisions,
but it is not imperative that he must be checked on all matters that arise.
To require the central purchasing department to go through line channels in
all cases, along with all the other business that must be conducted, could
cause congestion in those channels. Such a situation could lead to confusion
and conflict, but the cost of slow, indirect communication must be weighed
against the cost of potential conflict.

A specific example may make this point clear. In manufacturing concerns,
production control departments are frequently responsible for scheduling
work. The line production foreman generally accepts the schedules as au-
thoritative, even though the organization chart shows no line of authority
from production control to the foreman. The foreman considers his super-
visor to be his boss, but he is willing to accept instructions from other direc-
tions. If a conflict arises, he will no doubt appeal to his line superior, but
this does not deny that the production control department normally exerts
a direct influence.

In the light of such exceptions to the unity of command idea, some writers
suggest a different wording of the principle. For example, it could be stated:
no member of an organization should report to more than one superior on any
single function. In other words, a foreman may report to his line superior
on output and efficiency, at the same time accepting the authority of produc-
tion control on scheduling. This way of stating the principle is more real-
istic.

One last illustration will summarize this discussion of the principle of unity
of command. It is common for the president of a corporation to report, not
to one superior, but to a board of directors. In some cases the president may
look upon the chairman as his superior, but more commonly he thinks of
himself as reporting to the entire board. The principle of unity of command,
as usually stated, would imply that this arrangement is unsound; yet the
widespread use of this organizational pattern suggests that it is workable.

The whole question of unity of command needs a restatement in a more
flexible form: each undertaking should periodically investigate the possibility
that some members are unduly confused by the lack of clarity in or multi-
plicity of channels of authority. Such an investigation may suggest that a
simplification or clarification of lines of authority is in order.

Span of control

Like unity of command, the famous principle of span of control arouses
doubt when expressed in an extreme form. The principle states that there is
a limit to the number of subordinates that should report to one superior,
Some writers (V. A. Graicunas in “Relationship in Organization,” in L. Gulick
and L. Urwick, eds., Papers on the Science of Administration, pp. 181-187)
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state precisely that five or eight people are the maximum number one man
can supervise,

Supervision of too many people can lead to trouble. The superior will not
have the time to devote to any one subordinate to do an adequate job of
supervision. He may be distracted by the large number of contacts required
in his position so that he neglects important questions of policy. Some
theorists have pointed out that as the number of people reporting to a superior
increases arithmetically, the number of possible interrelationships among them
and with the superior increases geometrically, rapidly reaching a point at
which the structure becomes too complex for management by a single indi-
vidual.

The critics of the principle have shown that to reduce the number of sub-
ordinates reporting to each official may require an increase in the number of
tiers in the organization. This, in turn, will increase the distance from top
management to the bottom of the hierarchy and may mean less effective up-
ward and downward communication. Some companies have deliberately in-
creased the span of control to numbers that advocates of the principle would
pronounce dangerous. Sears-Roebuck, for example, has widened the span
with the objective of reducing the amount of supervision from above. This
policy is claimed to contribute to decentralization, and thus to greater morale
and greater initiative on the part of subordinate managers.

The appropriate span depends upon a number of considerations. It is easy
to supervise a large number of subordinates doing routine jobs and located
in a single room; but it is difficult to supervise highly diverse and specialized
personnel scattered widely geographically. The ability of the employees,
their willingness to assume responsibility, and the general attitude of man-
agement towards delegation and decentralization should influence the de-
cisions on span of control.

A restatement of the principle converts it into an obvious suggestion: or-
ganizational planners should consider whether too many or too few subord-
inates are reporting to superiors. Some may object that this restatement
weakens the point, but this is no doubt better than the encouragement of
mechanical applications which might result from stronger versions.

The exception principle

Frederick W. Taylor advocated another widely accepted generalization, the
exception principle. According to this concept, decisions which recur fre-
quently should be reduced to a routine and delegated to subordinates, leav-
ing more important issues and exceptional matters to superiors. Thus, the
president of a company should not be concerned with breakdowns in the
plumbing which can be corrected by maintenance personnel. The president
may see to it that proper accounting procedures are adopted. Once they
are installed, however, he should not have to waste his time in ascertaining
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that the debits and credits are posted in the proper ledgers. Relieving higher
executives from details allows them more time to devote to top policy and to
crises that arise.

The exception principle is sound under analysis. Unlike the principles
already discussed, it is invariably stated in a form that makes its application
a matter of degree. It does not provide a simple rule for determining what
should be reduced to a routine and delegated, and what should not, but it
does suggest that managers will profit by investigating possibilities of greater
delegation. Many managers have given little thought to the possibility of
delegating a large proportion of their less important decisions, or even to the
possibility that a systematic approach to such decisions may reduce them to
a routine. Such managers are frequently so involved in the decision-making
process that they neglect important issues,

In a sense a great deal of mechanization consists of replacing human de-
cisions with automatic machine responses. Automation (which will be dis-
cussed in a later chapter) applies the exception principle; through automa-
tion we delegate to a machine or a group of machines the power to correct
their own variations from predetermined standards. Humans determine what
those standards are to be, but servomechanisms built into the equipment de-
termine whether the standards are being met and, if not, what corrective
action is necessary. The exception principle is one principle of organization
that stands up to close examination without requiring a restatement in a
different form.

The scalar principle

The scalar principle is more difficult to specify. If it means simply that
every undertaking should have some kind of hierarchy involving superior-
subordinate relationships, it may be widely applicable. The need for such
a hierarchy is apparently pervasive; even democracy cannot be defined in
terms of its complete absence, for democratic groups find it necessary to de-
velop means (whether by election or other devices) to set up hierarchies to
make decisions. Perhaps only small groups of people who meet for recrea-
tion or conversation manage to avoid some kind of vertical structure.

.Some of the advocates of the scalar principle mean much more when they
write on the subject. They imply that most organizations could place greater
stress on hierarchy, and greater stress on definition of responsibilities up and
down the line. When applied this way, the scalar principle becomes con-
troversial. The extent to which supervision from above is desirable, and the
extent to which definition of responsibilities is productive, are matters of de-
gree on which this principle is unclear. In planning an organization it may
be appropriate to begin with the vertical structure of authority, but this pro-
vides little guidance in determining what the character and extent of that
authority should be.
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Other Principles

A full discussion of only a few of the most famous principles has been
presented. The principles of organization are innumerable, but not all are on
the same level of abstraction. For example, Fayol favored a principle of
appropriateness, that seeks to fit the human and material organization to the
“‘objects, resources, and needs of the undertaking.” This is a broad principle
that could apply to engineering and medicine as well as to organization.
Some so-called principles are simply definitions, such as that of co-ordination,
which means “to unite and correlate all activities.” Others are expressions
of ethical views.

Even those writers who believe that the principles of organization are uni-
versal cannot agree on what the principles are. It is true that Colonel
Urwick has been able to fit the principles from the works of six different
writers into what he calls a “coherent and logical pattern,” ! but not all of
his readers are able to see the order that is apparent to him. Table 3-2 con-
tains a list of some of the best known principles, with brief statements of each.
The reader should evaluate their strengths and weaknesses.

TABLE 3-2
SOME WELL-KNOWN PRINCIPLES OF ORGANIZATION *

Principle of the Objective: Each part and subdivision of the organization should be the
expression of a definite purpose in harmony with the objective of the undertaking.

Principle of Authority and Responsibility: Responsibility for the execution of work must
be accompanied by the authority to control and direct the means of doing the work.

Principle of Ultimate Authority: The responsibility of a higher authority for the acts of
its subordinates is absolute.

Principle of Assignment of Duties: The duties of every person in an organization should
be confined as far as possible to the performance of a single leading function.

Principle of Definition: The duties, authority, responsibility, and relations of everyone in
the organizational structure should be clearly and completely prescribed in writing.

Principle of Homogeneity: An organization, to be efficient and to operate without friction,
should be so designed that only duties and activities that are similar or are directly related
are combined for execution by a particular individual or a particular group.

Principle of Organization Effectiveness: The final test of an industrial organization is
smooth and frictionless operation.

Organization should determine the selection of personnel rather than personnel determine
the nature of organization.

A member does not, by delegation, divest himself of responsibility.
Two members should not delegate responsibility to the same member.

1 Urwick, Elements of Administration (London, Sir Isaac Pitman, Second Edition, 1947)
p. 118.
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TABLE 3-2 (Continued)
The number of stages of delegation of responsibilty should be as few as practicable.

Responsibilities should be defined by identifying and then grouping the elements of admin-
istration.

Responsibilities delegated and reserved must be mutually exclusive.
A particular responsibility is better performed by one member than by two or more.
Whereas organizational principle is a science, the practice of organization is an art.

* Adapted from L. P. Alford and H. Russell Beatty, Principles of Industrial Manage-
ment (New York., The Ronald Press Company, 1951), pp. 159-160; and Alvin Brown,
Organization of Industry (Englewood Cliffs, N. J.: Prentice-Hall, Inc., 1947), pp. 2-8.

Alternative Approaches to Organization

It is apparent that there is a conflict in views on organization. There are
a number of schools of thought on the subject, some stressing the need for
direction from above, others the need for freedom below; some advocating
greater clarification of functions, and others warning against too exact a
confinement of personnel in neat boxes. It will be informative to examine
these alternative approaches to organization, for there is a great deal of truth
in each.

Most of the remainder of this chapter will be devoted to reviewing seven
approaches to organization. The number seven is arbitrary—it would be
possible to combine or split them. Few writers have adhered strictly to one
approach. Each approach is in a sense an “ideal type,” which some writers
approximate, but which few hold in a pure form. The advantage of con-
structing such ideal types is to clarify the elements that go into making a
more balanced synthesis. The seven approaches are:

. Formalism

. The Spontaneity Approach
. The Participation Approach
. Challenge and Response
Specialization

. The Directive Approach

. Checks and Balances

Nounh LN

Formalism

The central theme of formalism is that each member of an undertaking
must know precisely what his position is, to whom he is responsible, and what
his relation to other job-holders is to be. The emphasis is on the delineation
of functions and responsibilities. This line of thought leads to the following
specific recommendations:

1. Organization charts should be carefully drawn, prominently displayed, and
strictly followed.
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2. Detailed job descriptions should be drawn up for all important positions.

3. Definite channels of command should be planned. Rules should prohibit the
skipping of ranks or cutting across channels.

4. Unity of command should be maintained.

5. The planning of positions and departments should precede the consideration of
particular individuals who might fill those positions.

The proponents of formalism claim a number of advantages for the ap-
proach. Definite boundaries should reduce conflict. “Empire-building” is
restrained. The overlapping of responsibilities is avoided. Gaps in responsi-
bilities are filled. “Passing the buck” becomes more difficult. More exact
standards of performance are established and these act as a motivating force.
A sense of security arises from clarification of the task. Opportunities for
favoritism and “politics” are reduced because evaluation and placement can
be based on more objective specifications.

How can these conclusions be supported? It is desirable to investigate the
assumptions on which they rest. The following views are the most probable
bases for formalistic organization theory:

1. Members of an organization are unable to work out relations among their posi-
tions without thorough guidance and planning.

2. Some members are aggressive and will trespass on the domain of others unless
clear boundaries are drawn. This arouses hostility which may reduce the effective-
ness of the undertaking.

3. Some members are reluctant to assume responsibilities unless assigned a defi-
nite task.

4, Members generally prefer the security of a definite task to the freedom of a
vaguely defined one.

5. Delineation of clear-cut responsibilities offers an incentive by providing a more
exact basis for evaluation.

6. It is possible to predict in advance the responsibilities that will be required in
the future.

7. Members are prone to conflict and if this conflict is permitted to arise it takes
a toll in personal energy and productivity.

8. Justice is more certain if the enterprise is organized on an objective, imper-
sonal basis.

These assumptions have validity. However, they are not completely cor-
rect for all individuals and all undertakings. Furthermore, there are strong
critics of formalism who attack it as mechanistic—emphasizing orderly struc-
tures rather than people. The critics are less worried about duplication and
overlapping than the rigidity that formalism may encourage. Some man-
agers favor the skipping of ranks. There is a fear that too much stress on a
neat structure may impede informal communication and may cause conges-
tion in the formal channels.

There has been a trend away from formalism in some firms. In a recent
reorganization of General Electric, only loose job descriptions have been
written, providing a short list of things a member could not do rather than
a long list of what he could do. General Motors has been moving in the
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same direction. Paradoxically, these companies are extremely large ones in
which the advantages of formalism would appear to be particularly strong.

Formalism is thus a controversial issue. It is probably best to look upon
it as a matter of degree that can be extended more advantageously in some
situations than in others. The task of management is to decide how far
this tendency should be carried, and this involves a comparison of its benefits
and costs. Before this is possible, the advantages of other approaches to
organization require attention.

The spontaneity approach

In recent years there has been a growing body of thought at the opposite
extreme from formalism—one which advocates scope for the spontaneous
formation of groups and communication systems with a minimum of direc-
tion from above. The famous Hawthorne studies have been a strong influ-
ence in this direction, especially in their heavy stress on the importance of
informal organization. Informal organization may be the most effective
co-ordinating force, providing human satisfaction and stimulating co-opera-
tion and productivity. Changes in formal organization should take into ac-
count the possible impact on informal organization. Some theorists argue
that formal organization should be built around the “natural” informal groups
that develop spontaneously.

The assumptions underlying this approach are obviously different from
those of formalism:

1. All the required relationships cannot be planned in advance because require-
ments change unpredictably.

2. Spontaneous relationships are direct and economical and adjust to changing
conditions.

3. Spontaneous relations are more satisfying and lead to co-operation and high
morale.

4, High morale is essential to high productivity.

Formalists would attack the tendency toward overlapping, gaps, insecur-
ity, vagueness, and injustice which might arise without prior planning.
Many studies demonstrate that informal groups can be restrictive rather than
constructive. Too much can be made of “getting along” when some people
need to be told what to do. Perhaps the effect of this approach, which is
part of the recent emphasis on “human relations,” is to create complacent
“organization men,” highly cooperative, but not effective individualists.

The participation approach

The emphasis on participation is another recent trend in organization
theory. Along with the spontaneity approach, it underlies what is called
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“human relations” in management. Advocates of this view stress the need
for a flow of ideas from the bottom of the organization as well as the top.
Participation involves face to face relationships which lead, it is claimed, to
fuller understanding, to a pooling of diverse talents, and to a greater willing-
ness to carry through with decisions once they are made. The result is
more satisfaction and productivity and the development of individuals for
positions of higher responsibility. Participation helps make members more
amenable to change. It is also consistent with the democratic values of
Western society.

There are a number of ways in which participation can occur. Com-
mittees, conferences, suggestion systems, and joint consultative schemes are
media of group effort. Many argue, however, that participation depends
mainly upon the training and attitudes of the members—on the willingness
of managers to take an interest in the ideas of subordinates and to consult
with them on impending decisions. Thus, participation can assume either
a formal or informal character.

Some assumptions underlying the participation approach are:

1. Joint effort makes decisions more acceptable—presumably even when the ideas
of some participants are not incorporated in the final outcome.

2. Members understand best what they have helped create.

3. Familiarity breeds respect.

4. Human beings enjoy regular association with each other.

5. People want to take part in decisions and all of them are capable of doing so.

Study of these assumptions will raise doubts. It is not clear that group
endeavor is superior to individual endeavor in all cases; the dramatic results
achieved by forceful individualists cannot be ignored. Joint decisions may
be muddy compromises. Joint action may result in fuzzy responsibility.
Again there is the “organization man” argument; participation may be a
disguise for manipulation, providing another device for assuring compliance.

Despite these limitations, the participation movement remains one of the
strongest trends in management circles. The complete absence of partici-
pation is inconceivable, even in a totalitarian society; the other extreme,
which would amount to democratic voting on all policies, is unworkable.
A mean position, rather than an extreme, on the use of this view is no doubt
appropriate.

Challenge and response

The next approach stresses the need for enthusiasm and initiative through-
out the organization. It asserts that this will be forthcoming when the
members, particularly those on managerial levels, are granted sufficient au-
tonomy and wide enough scope to make their job interesting and challeng-
ing. The advocates of this view favor the “light touch” in supervision, and
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the use of indirect measurements and standards as opposed to direct con-
trols. ‘“Decentralization” and “delegation” are the bywords of this school
of thought. It is called the challenge-and-response approach.

Peter Drucker, the leading spokesman of this view, argues that depart-
ments should be organized around products rather than skills and processes.
Such product departments are more conducive to autonomy, while functional
departments are almost necessarily parts of a larger whole. Drucker prefers
“flat” or “horizontal” structures, and thus opposes limitation of the span
of control. He feels that specialists must remain in their place to assure
that they do not interfere with the freedom of the line managers.

Such a view rests on the following implicit assumptions:

1. People want to work and work best when not watched closely.

2. The errors that might be avoided by close supervision are less costly than the
harm done to morale and initiative.

3. A constant flow of innovation is imperative and autonomy is conducive to such
innovation.

4. There is a tremendous pent-up supply of managerial talent waiting to be re-
leased if challenges are applied.

This approach may be overly optimistic about the readiness of men to act
responsibly when giving autonomy, and overly pessimistic about their ten-
dency to mediocrity when under control. It might be wise to recognize
that some people are incompetent, others lazy, and still others disloyal or
dishonest. Decentralization has its limits—in some activities, the economies
of scale are too great to warrant their dispersion over the various depart-
ments or branches. Centralized policies enforcing a degree of uniformity
may be important to the maintenance of a sense of “corporate integrity.”
Initiative and originality in the branches are more important in some indus-
tries than in others.

Thus, provision for challenge and response is not an absolute ideal which
can be reached by formula. The approach fills an important need, however,
by stressing that organization planning is more than the construction of neat
patterns; it is concerned with people who have potentialities that must be
tapped if the enterprise is to survive,

The specialization approach

Writers on management have long maintained that a central objective of
organization is the allocation of functions and responsibilities among depart-
ments and individuals. In fact, some theorists define organization in these
terms. All organization involves some specialization of this sort. How-
ever, what is called here the ‘“speclalization approach” goes further. It
advocates that the division of labor be carried to a high degree of refine-
ment, so that each job is restricted to a “single, simple task.” The approach
also favors organization around skills, processes, or subpurposes to achieve
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the full benefits of specialized skills and knowledge. In this respect, the
specialization approach is opposed to Drucker’s view, reviewed above, that
organization should be based on end products. Those who stress specializa-
tion believe that experts should be introduced at various levels of the organi-
zation, and that they must be given sufficient authority to see to it that
their superior knowledge is applied. F. W. Taylor advocated such views
in some of his works, and this led him to favor “functional organization.”

This approach, like the others, is based upon certain assumptions, not
always explicitly expressed in the literature:

1. Simple tasks are easier to learn and lead to higher productivity by concentrat-
ing attention on a narrow area.

2. Supervision is more competent and successful when departments are organized
around special skills or processes.

3. The problem of co-ordinating functional departments is less important than
the benefits of specialization they produce.

4, The problem of maintaining interest in a narrow task is not serious.

5. Line officials will not be seriously “undermined” by the authority or influence
of functional specialists.

6. There are economies of scale in the centralized management of particular spe-
cialized functions.

Many research studies suggest that specialization at the work place can
be overdone. Narrow tasks may dull interest, induce monotony, increase
fatigue, and remove the stimulus that comes from seeing the job as a larger
whole. Specialization creates problems of co-ordination—the conflict be-
tween staff specialists and line officials is too common to be ignored. Func-
tional organization may become an obstacle to decentralization.

The retreat from the stress on specialization is one indication of its weak-
ness. Nevertheless, specialization must be one of the major concerns of
organization planning. It may become more important as technological
change makes enterprise more dependent upon the skills of experts.

The directive approach

There are trends in organization theory. One approach that is outmoded
in Western democracies is the emphasis on direction from top management.
However, one of the major stresses in organization planning is that on hier-
archy—on the authority of superiors over subordinates. Extreme advocates
of “directivitis” emphasize the need for tight control from above. The
stress would be on supervision, reports, penalties, and other controls.

Although there is little literature supporting a directive approach, it has
some advantages worth stressing.

1. Planning and direction from above may assure co-operation, )
2. If superior knowledge exists at the center, it may be well to assure that this
knowledge is not wasted through noncompliance with directions.
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3. It would appear that many organization members do not perform effectively,
either because of inertia or ignorance, without guidance from above.

The discussion of other alternatives, particularly the need for challenge
and response and spontaneity, indicates the limits of too much emphasis on
central direction. In addition, there are ideological objections to methods
that are, or appear to be, in conflict with the democratic philosophy of
Western society.

Checks and balances

The last of the approaches has its most familiar applications in the po-
litical sphere. The Constitution of the United States, for example, is based,
in part, on the view that power in one department or branch must be offset
by countervailing power elsewhere. It is widely recognized that too great
a concentration of power in one place may lead to irresponsible action (or
inaction).

The notion of checks and balances has its applications in industry as well
as in government. The view that inspection departments must be separate
from the activities to be inspected is one illustration. The widely accepted
opinion that auditing departments must be independent is another. The
systems by which boards of directors represent a diversity of interests, with
“outside” as well as “inside” directors, are attempts to check the power of
top executives.

The assumptions underlying this approach are:

1. Power corrupts and thus must be restrained.
2. Some members of organizations place personal goals ahead of enterprise needs

There may be doubts that effective leadership can develop where checks
predominate. Instead of fostering co-operation, checks and balances place
one department against the other. If teamwork is the goal, it may be de-
sirable to keep obstacles to such teamwork at a minimum. Each undertaking
must consider what price it is willing to pay to check irresponsibility—the
chief price being the reduction in interest, vigor, and co-operation that dis-
persion of authority may entail.

Toward a Modern Synthesis

Seven approaches to organization are six too many. Yet all of the ap-
proaches contain important truths. Each is based on assumptions that are
sometimes relevant. Each suggests structural arrangements worthy of con-
sideration. The manager will do well to consider all of the approaches and
fit them to his needs; this is preferable to concluding that a one-sided attack
on any problem is adequate.

A modern synthesis is needed to pull together ideas from all of the ap-
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proaches. Such a synthesis would start with the recognition that each
approach is a matter of degree. There are degrees of formalism, from the
planning of each minor activity to the complete absence of formal planning.
There are degrees of direction, from extreme absolution to the complete dis-
persion of authority. There are degrees in the application of line, staff, and
functional organization. Different principles of organization have different
degrees of importance.

Each existing organization contains elements of all of the approaches.
The problem of planning an organization is one of finding the balance ap-
propriate to the circumstances—a balance to fit the objective and make an
optimum use of the available resources. Thus, the organization appropriate
for a firm doing routine business with little technological change will differ
from that suited to a firm in electronics or atomic energy. The organiza-
tion keyed to highly educated, highly motivated personnel will not bring the
best results in one dependent on migratory labor.

More attention must be paid to the problems of diagnosis and prescrip-
tion in planning organizations. The organizer might well approach his client
in the same way the physician approaches his patient. Is there something
wrong? What are the symptoms? What fundamental difficulties do these
symptoms suggest? What kinds of treatment will best fit this diagnosis?
The analogy with medicine is particularly apt. Like the doctor, the or-
ganizer may frequently have difficulty with his diagnosis. However, he
should never apply the cure until he has some views on the disease. Bleed-
ing as a universal treatment for every ailment in medicine has long been
outmoded.

Two tendencies have hindered progress in the field of organization. One
is the adherence to dogmas based on hidden assumptions and casual observa-
tion. The other is the inclination on the part of the critics of these dogmas
to disregard all existing hypotheses. The main task of this chapter has been
to move toward a synthesis of approaches, drawing on the wisdom of the
past to gain a fuller and more flexible attack on the problem of organization
in the future,

Bibliographical Note

The works cited here are products of the twentieth century. One of the earliest
works on organization is Henri Fayol’s General and Industrial Management (first
published in French in 1916; in English in 1949). Fayol’s book has an uncertain
status in the field of management: some authorities consider it a profound pioneer-
ing work, while others note its superficiality as compared with scientific endeavors
in other fields. Most of Fayol’s principles ran in the direction of formalism, as did
many other leading works on management Among these are Lyndall Urwick, Ele-
ments of Administration (1943); Paul E. Holden, Lounsbury S. Fish, and Hubert
L. Smith, Top-Management Organization and Control (1949) ; E. Peterson and E. G.
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Plowman, Business Organization and Management (3rd edition, 1953); and Ralph
C. Davis, The Fundamentals of Top Management (1952).

Some early writers broke away from formalism, placing more stress on the socio-
logical character of organization, Mary Parker Follett was a pioneer in this direc-
tion. Some of her articles have been edited by H. C. Metcalf and L. Urwick in
Dynamic Administration (1941). The “human relations” movement of the 1930’s
and 1940’s led the reaction against formalism. Elton Mayo’s The Human Problems
of an Industrial Civilization (1933) and The Social Problems of an Industrial Civili-
zation (1945) are broad philosophical statements of this development. Much more
empirical are the volumes on the Hawthorne studies, partly influenced by Mayo.
The outstanding discussion of the Hawthorne studies is F. J. Roethlisberger and
W. J. Dickson, Management and the Worker (1939). The flow of “human rela-
tions” literature since that time is too voluminous to list here.

Peter Drucker’s The Practice of Management (1954) is the leading expression of
what we have called the challenge and response approach to organization. Druck-
er’s effective writing style has gained him wide attention in business circles; some
of his views are controversial but highly provocative. Drucker’s works (including
earlier volumes) have done more than any other to publicize the decentralization
movement in large American firms.

Ernest Dale’s Planning and Developing the Company Organization Structure
(1952) takes a less dogmatic position than is usual. Dale’s volume covers empirical
studies of business firms and shows considerable judgment in relating traditional
prescriptions to the circumstances of individual undertakings.

Citations of a different type of literature on organization will appear at the end
of Chapter 5.

Questions and Problems

1. Consider an organization (business, social, or governmental) with which you
are familiar,
(a) Draw an organization chart.
(b) What patterns of communication, influence, authority and loyalty are most
crucial?
(c) Is it a line, line-and-staff, or functional organization?
(d) How much influence do the staff or functional officers have? Are they
purely advisory or do they exert functional authority?
(e) Is there any evidence of conflict between line and staff officials?
(f) Does the organization chart reveal the true character of the organization?
(g) Is there any evidence of informal organization?
2. Which of the following departments or positions is line, staff, or functional?
(a) The plant manager
(b) The accounting department
(c) The treasurer
(d) The foreman
(e) The board of directors
(f) The executive vice-president
(8) The personnel director
(h) The maintenance department
3. Compare the extent of participation in several classes you attend. Does par-
ticipation in this context mean the same thing that it means in industry?
4. Does classroom organization violate the principle of span of control?
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5. What is the relation between the exception principle and delegation of au-
thority?

6. Are all managers equally successful in applying the exception principle? Ex-
plain. Do you consider this principle important?

7. Do all organizations familiar to you comply with the scalar principle? Are
all organizations hierarchical?

8. Is there a conflict between the following approaches to organization?

(a) The directive approach and the participation approach

(b) Formalism and the directive approach

(c) Formalism and participation

(d) Specialization and challenge-and-response

(e) Other pairs

9. The text has presented seven approaches to organization. Can you think of
other ways to classify them, involving a smaller or larger number?

10. The authors express the view that organization planning requires achievement
of a balance among the approaches to organization. The appropriate balance will
vary from one undertaking to another.

(a) Why has military organization stressed formalism and direction from
above?

(b) What balance among the approaches would work best for a charitable fund
raising drive?

(c) Industrial organization has become more participative and less directive in
recent decades. What is the reason for this?

(d) There has been a trend towards decentralization of management in many
large American firms. What is the reason for this? Does this trend have limi-
tations?

11. How could the concepts of diagnosis and prescription be fitted into the prob-
lem of organization?

12. Some critics of committees would like to reduce them to a minimum or
abolish them. Do you agree? Discuss.

13. Even as early as Adam Smith’s Wealth of Nations (1776) there was recogni-
tion of the advantages of specialization. Why has any question been raised about
this trend in recent years?

14. Why did the authors of the Constitution of the United States stress checks
and balances? Should industry imitate this emphasis?

15. In recent years there have been strong criticisms of the traditional principles
of organization. What are the reasons for these criticisms? What kind of knowl-
edge could take their place?

16. Is informal organization essential to industrial operations? Discuss.
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Extracts and Cases
on Organization

THE preceding chapter has presented sev-
eral views of organization. This chapter will start by quoting a number
of the outstanding writers on the subject. No doubt, each author makes the
most convincing argument for his respective position. The reader, however,
should approach each extract critically, asking himself whether there is con-
sistency from one writer to the next. The reader may also find it useful to
fit these extracts into the seven approach framework of the preceding
chapter.!

The cases that follow present an opportunity to apply the principles
learned so far to problems of organization. Again the approach should be
critical. Do the principles tell more about the cases than does ordinary
common sense? Is the synthesis of the seven approaches helpful in diagnos-
ing the situations in these cases? Or are the skills achieved by studying
the cases themselves more useful than any listing of principles or attempts
at theory.

Extracts

ExtrACT A
Elements of Administration (L. Urwick)

. . in good engineering practice design must come first. Similarly, in
good social practice design should come first. Logically it is inconceivable

1The authors have deliberately avoided passages explaining the significance of each
extract, The reader should consider where each extract fits into the general framework.

54
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that any individual should be appointed to a position carrying a large salary,
without a clear idea of the part which that position is meant to play in the
general social pattern of which it is a component, the responsibilities and
relationships attached to it, and the standard of performance which is ex-
pected in return for the expenditure. It is as stupid as to attempt to order
an expensive piece of machinery without a specification.

It is cruel because the main sufferers from a lack of design in organiza-
tion are the individuals who work in the undertaking. If an employer buys
a man without any clear idea in his own mind of the exact duties for which
he requires him and the kind of qualifications needed to discharge those
duties, the chances are that he will blame the man if the results do not
correspond with his vague notion of what he wanted him for.

It is wasteful because unless jobs are clearly put together along lines of
functional specialization it is impossile to train new men to succeed to po-
sitions as the incumbents are promoted, resign, or retire. A man cannot be
trained to take over another’s special personal experience: and yet if jobs
are fitted to men rather than men to jobs that is precisely what the em-
ployer must try to do. Consequently, every change in personnel becomes a
crisis, an experiment in personalities .

It is inefficient, because if an organization is not founded on principles,
then those directing it have nothing to fall back on but personalities . .
the administrator who tries to substitute amiability for definite planning in
questions of organization will find sooner rather than later that “the per-
sonal touch” issues in an epidemic of personal touchiness. Unless there are
principles on which he can fall back and which are understood by everyone
in the undertaking, it is inevitable that in matters of promotion and similar
issues men will start “playing politics.” .

In short, a very large proportion of the friction and confusion in current
society, with its manifest consequences in human suffering, may be traced
directly to faulty organization in the structural sense. A machine will not
run smoothly when fundamental engineering principles have been ignored
in its construction. Attempts to run it will inevitably impose quite unneces-
sary and unbearable strain on its components.?

ExTtrACT B

Top-Management Organization and Control (Paul E. Holden, Lounsbury
S. Fish, and Hubert L. Smith)

A good organization chart for the company as a whole, with auxiliary
charts for each major division, is an essential first step in the analysis, clari-
fication, and understanding of any organization plan. The process of chart-

2. Urwick, Elements of Administration, 2nd edition (London: Pitman, 1947), pp.
38-39.
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ing the organization is one good test of its soundness, as any organization
relationship which cannot be readily charted is likely to be illogical and
therefore confusing to those working under it.

Organization planning in many companies ends with the preparation of a
set of organization charts. These give a good general idea of the primary
divisions of the company but do not stipulate how each unit of the organiza-
tion should function,

Organization charts should therefore be supplemented by written specifi-
cations defining the essential requirements of each level of management, each
department, each committee, and each key job or group of similar jobs.
Only by a thorough understanding of their respective parts in the whole
management picture are individual executives and agencies able to devote
their full energies to effective discharge of their proper functions, avoiding
duplication of effort, friction, and working at cross purposes which result
from lack of organization clarification. Such written specifications should
cover functions, jurisdiction, responsibilities, relationships, limits of authority,
objectives, and the means for measuring performance.?

Extracr C

Management and the Worker (F. J. Roethlisberger and William J. Dick-
son)

All of the experimental studies pointed to the fact that there is something
more to the social organization than what has been formally recognized.
Many of the actually existing patterns of human interaction have no repre-
sentation in the formal organization at all, and others are inadequately repre-
sented by the formal organization. This fact is frequently forgotten when
talking or thinking about industrial situations in general. Too often it is
assumed that the organization of a company corresponds to a blueprint plan
or organization chart. Actually, it never does. In the formal organization
of most companies little explicit recognition is given to many social distinc-
tions residing in the social organization. The blueprint plans of a company
show the functional relations between working units, but they do not express
the distinctions of social distance, movement, or equilibrium previously de-
scribed. The hierarchy of prestige values which tends to make the work
of men more important than the work of women, the work of clerks more
important than the work at the bench, has little representation in the formal
organization; nor does a blueprint plan ordinarily show the primary groups,
that is, those groups enjoying daily face-to-face relations. Logical lines of
horizontal and vertical co-ordination of functions replace the actually existing
patterns of interaction between people in different social places. The formal

3 Paul S. Holden, Lounsbury S. Fish, and Hubert L. Smith, Top-Management Organi-
zation and Control (New York: McGraw-Hill Book Co., Inc., 1948), pp 5-6.
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organization cannot take account of the sentiments and values residing in the
social organization by means of which individuals or groups of individuals
are informally differentiated, ordered, and integrated. Individuals in their
associations with one another in a factory build up personal relationships.
They form into informal groups, in terms of which each person achieves a
certain position or status. . .

It is well to recognize that informal organizations are not “bad,” as they
are sometimes assumed to be. Informal social organization exists in every

plant, and can be said to be a necessary prerequisite for effective collabora-
tion.

Extract D

Executive Action (Edmund P. Learned, David N, Ulrich, and Donald R.
Booz)

Some of the hazards of imposing too logical and rigid an organization
structure upon a company should by now be apparent. In a company where
operations have become confused, and the initiative and ingenuity of indi-
vidual operating personnel cannot get matters straightened out again, formal
planning may enter as a substitute. The overdevelopment of formal operat-
ing procedures will, then, in turn act as a damper on whatever spirit of
initiative still remains. Some individuals, seeking the comfort of form and
order in a fast-changing environment, will seize avidly upon regulations and
try to crystallize them once and for all. Others may derive a more aggressive
satisfaction from the imposition and observance of authority for its own
sake, regardless of the need. Still other individuals make the existing frame-
work more rigid as a defense against the encroachments of their own sub-
ordinates. . . .

Thus we see that organization planning can be best understood as part
of a complex administrative process. The organization chart itself does
not present a complete or accurate picture of operations. The actual work-
ing practices of a company do not conform to the ideal requirements of
organization theory, and they cannot be made to fulfill those requirements
through the further elaboration of theory itself. Certain social forces tend
also to shape the application of theory in ways that may either help or
hinder the enterprise. The problem therefore falls to the executive of ad-
ministering the working practices and human needs of a company to get the
results that are considered ideal by the organization theorist. . . .

. . all the evidence gathered in this study suggested that there is no
substitute for face-to-face contact as a means of insuring adequate communi-
cation in an organization. In a great many companies communication breaks

4F. J. Roethlisberger and William J. Dickson, Management and the Worker (Cam-
bridge, Mass.: Harvard University Press, 1947), p. 559.
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down because words are assumed to have a more common meaning than they
have. The context in which they are transmitted and received is not given
adequate weight. Frequent personal contact among executives, staff men,
and supervisors appears to be necessary to guarantee that orders, instructions,
information, and expressions of attitude and opinion will in fact be under-
stood.

We therefore offer the hypothesis that any administrative unit should be
small enough to permit the executive or supervisor in charge of it to engage
in frequent face-to-face contact with its members.%

Extract E
The Organization Man (William H. Whyte, Jr.)

Whatever we call human relations, they are central to the problem of The
Organization and the individual, and the more we find out about the effect
of the one on the other, the better we can find more living room for the indi-
vidual. But it’s not going to be done if many of those who propagate the
doctrine cling to self-proving assumptions about the overriding importance of
equilibrium, integration, and adjustment. The side of the coin they have been
staring at so intently is a perfectly good one, but there is another side and
it should not be too heretical at least to have a peek at it. Thousands of
studies and case histories have dwelled on fitting the individual to the group,
but what about fitting the group to the person? What about individual
dynamics? The tyranny of the happy team? The adverse effects of high
morale? . . .

Another fruitful approach would be a drastic re-examination of the now
orthodox view that the individual should be given less of the complete task,
the team more of it. For a century we have been breaking down tasks into
the components and sub-components, each to be performed by a different
cell member, and this assembly-line mentality has affected almost everything
that men do for a living, including the arts. . .

If we truly believe the individual is more creative than the group, just in
day-to-day routine there is something eminently practical we can do about
it. Cut down the amount of time the individual has to spend in conferences
and meetings and team play. This would be a somewhat mechanical ap-
proach to what is ultimately a philosophical problem, but if organization
people would take a hard look at the different kinds of meetings inertia has
accumulated for The Organization, they might find that the ostensibly nega-
tive act of cutting out many of them would lead to some very positive benefits
over and above the time saved. Thrown more on their own resources, those
who have nothing to offer but the skills of compromising other people’s

5 Edmund P. Learned, David N. Ulrich, and Donald R. Booz, Executive Action (Bos-
ton: Harvard Business School, 1951), pp. 147, 153, and 210.
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efforts might feel bereft, but for the others the climate might be envigorat-
ing. Of itself such a surface change in working conditions would not give
them more freedom, but it would halt a bad momentum. It would force
organization to distinguish between what are legitimate functions of the group
and what are not. . . .

The organization man is not in the grip of vast social forces about which
it is impossible for him to do anything: the options are there, and with wis-
dom and foresight he can turn the future away from the dehumanized collec-
tive that so haunts our thoughts. He may not. But he can.

He must fight The Organization. Not stupidly, or selfishly, for the de-
fects of individual self-regard are no more to be venerated than the defects of
co-operation. But fight he must, for the demands for his surrender are con-
stant and powerful, and the more he has come to like the life of the organiza-
tion the more difficult does he find it to resist those demands, or even to recog-
nize them. . . .8

Extract F
The Practice of Management (Peter Drucker)

. . organization structure must apply one or both of two principles:

It must whenever possible integrate activities on the principle of federal
decentralization, which organizes activities into autonomous product busi-
nesses, each with its own market and product and with its own profit and
loss responsibility. Where this is not possible it must use functional decen-
tralization which sets up integrated units with maximum responsibility for
a major and distinct stage in the business process.

Federal decentralization and functional decentralization are complementary
rather than competitive. Both have to be used in almost all businesses.
Federal decentralization is the more effective and more productive of the
two. But the genuinely small business does not need it, since it is in its
entirety an “autonomous product business.” Nor can federalism be applied
to the internal organization of every large business; in a railroad, for example,
the nature of the business and its process rule it out. . . .

In the last ten years it [federal decentralization] has been adopted or
fully developed by Ford and Chrysler (General Motors has had it since
1923 or so), General Electric and Westinghouse, all the major chemical com-
panies (except duPont who had developed it by 1920), most of the large oil
companies, the largest insurance companies, and so forth. And the principle
is being expounded in articles and speeches, in management magazines and
management meetings so that by now the phrase at least must be familiar
to every American manager.

8 From The Organization Man by William H. Whyte, Jr. Copyright © 1956 by Wil-
liam H. Whyte, Jr. By permission of Simon and Schuster, Inc.
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These are the main reasons for its emergence as the dominant structural
principle of modern large business enterprise:

1. Tt focuses the vision and efforts of managers directly on business per-
formance and business results,

2. Because of this, the danger of self-deception, of concentrating on the
old and easy rather than on the new and coming, or of allowing unprofitable
lines to be carried on the backs of the profitable ones, is much lessened.
The facts do not stay hidden under the rug of “overhead” or of “total sales
figures.”

3. The advantages are fully as great in respect to management organiza-
tion. Management by objectives becomes fully effective. The manager of
the unit knows better than anyone else how he is doing, and needs no one to
tell him. Hence the number of people or units under one manager no longer
is limited by the span of control; it is limited only by the much wider span
of managerial responsibility . . .

4. A Sears experiment showed dramatically the impact of decentralization
on the development of tomorrow’s managers.

Right after the war Sears hired a large number of young men They
were divided arbitrarily. About one-third were put into the large stores,
one-third into the small stores, one-third into the mail-order business. Five
years later the best of the young men in the large stores were getting to be
section managers; and the best of the young men in the small stores were
getting ready to be managers of small stores themselves. In the mail-order
houses there were actually more openings during these years. But mail-order
has always been organized by functional specialization. The best of the
young men placed there had left the company; the others were five years
later, still clerks punching a time clock. . . .

5. Finally, federal decentralization tests men in independent command
early and at a reasonably low level.?

Extracr G
Scientific Management (Frederick W. Taylor)

Under the ordinary or military type [of organization] the workmen are
divided into groups. The men in each group receive their orders from one
man only, the foreman or gang boss of that group. This man is the single
agent through which the various functions of the management are brought
into contact with the men. Certainly the most marked outward character-
istic of functional management lies in the fact that each workman, instead of
coming in direct contact with the management at one point only, namely,
through his gang boss, receives his daily orders and help directly from eight
different bosses, each of whom performs his own particular function. Four

7 Peter F. Drucker, The Practice of Management (New York: Harper & Brothers, 1954),
pp. 205-210.



EXTRACTS AND CASES ON ORGANIZATION 61

of these bosses are in the planning room and of these three send their or-
ders to and receive their returns from the men, usually in writing. Four others
are in the shop and personally help the men in their work, each boss helping
in his own particular line or function only. . . . Thus the grouping of the
men in the shop is entirely changed, each workman belonging to eight differ-
ent groups according to the particular functional boss whom he happens to
be working under at the moment. . . .

The greatest good resulting from this change is that it becomes possible
in a comparatively short time to train bosses who can really and fully per-
form the functions demanded of them, while under the old system it took
years to train men who were after all able to . . . perform only a portion
of their duties. . . .8

Extract H

General and Industrial Management (Henri Fayol)

For any action whatsoever, an employee should receive orders from one
superior only. Such is the rule of unity of command, arising from general
and ever-present necessity and wielding an influence on the conduct of affairs,
which to my way of thinking, is at least equal to any other principle whatso-
ever. Should it be violated, authority is undermined, discipline is in jeop-
ardy, order disturbed and stability threatened. This rule seems fundamental
to me and so I have given it the rank of principle. As soon as two superiors
wield their authority over the same person or department, uneasiness makes
itself felt and should the cause persist, the disorder increases, the malady takes
on the appearance of an animal organism troubled by a foreign body, and
the following consequences are to be observed: either the dual command ends
in disappearance or elimination of one of the superiors and organic well-
being is restored, or else the organism continues to wither away. In no
case is there adaptation of the social organism to dual command.®?

Cases

Case A:

Organization of a Commerce College

The College of Commerce of the University of Kentucky has always been
organized as one unit coming directly under the dean. No change in this

8 Frederick Winslow Taylor, Scientific Management (New York: Harper & Brothers,
1947), pp. 99-104. This extract originally appeared in Taylor’s Skop Management, first
published in 1903.

9 Henri Fayol, General and Industrial Management (London: Sir Isaac Pitman &
Son, 1949), p. 24.
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arrangement has taken place since the foundation of the College in 1925,
despite the growth in the student body to over 1,000 students in the 1940’s
and 1950’. This means that the entire faculty of over 30 reports directly
to the dean. Sometimes reference was made to the “Economics Department”
but it was in fact an integral part of the College; there was no departmental
chairman. Teachers of a wide variety of subjects reported to one head:
economics, accounting, marketing, management, secretarial studies, personnel
management, finance, business law, statistics, and so forth. The only sepa-
rate organization within the College was the Bureau of Business Research
which was headed by a director reporting to the dean.

Thus a large number of people reported to the dean: over 30 faculty mem-
bers, the director of the Bureau of Business Research, two secretaries, and a
janitor. In addition, the student body of the College reported to the dean
on administrative and disciplinary matters, so that every day the dean could
expect to be in session with at least several students. The dean also had
a number of committee responsibilities. In addition, he managed the student
loan fund for the entire university, a function entailing additional meetings
with students.

The dean had from time to time considered the possibility of departmentali-
zation of the College, but had never considered this to be a pressing issue.
The faculty members had differing views on the subject. One member ex-
pressed the view that he would favor establishment of an assistant deanship
rather than the setting up of separate departments.

Case B:
The Zorach Printing Company

For thirteen years, from 1939 to 1952, Miss Zorach had acted as president
of the Zorach Printing Company. She and her sisters had inherited the
majority of the common stock in the company from their father, and Miss
Zorach felt it was her responsibility to manage the company on behalf of the
family. The company was not particularly profitable; in fact, profits in
some years were offset by losses in others. Only one dividend payment had
been made in the entire period. In addition, Miss Zorach sacrificed part of
her salary to keep the company solvent, At one point it was necessary to
borrow a large sum of money to finance the outlays of the company, and the
debt was still large.

Over the years Miss Zorach had sought a manager to whom she could
delegate responsibility for running the company. She had little success with
the selection of such managers, however, and found it necessary to continue
in control. Finally, in 1952, she turned over the presidency to a Mr. Abner,
whom she had known for several years because of his interests in the printing
business. Before his appointment, Miss Zorach had several discussions with
Mr. Abner on the policies of the company. She was to become vice president
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and was to remain active in the company, with responsibility for managing
the office, for part of the estimating work, for some selling and contact with
customers, and other miscellaneous functions. Miss Zorach informed Mr.
Abner of several long term policies of the company: equal pay for women, no
printing business for the liguor industry, and high quality work.

The board of directors, which included representatives of the owners of
the company debt, approved the appointment of Mr. Abner as president, and
no doubt some directors were happy to see the change in central management.
Within a few months after his appointment, Mr. Abner’s relations with Miss
Zorach had deteriorated. She felt that she was not given the responsibilities
on which they had agreed; for example, she had little control over the office.
Later, a new plant superintendent, appointed by Mr. Abner, was rude to Miss
Zorach and requested in strong terms that she stop interfering in the plant.
At times Miss Zorach felt that orders for which she was responsible were
delayed in the plant and she was not always satisfied with the quality of the
work. One time she insisted on refunding money to one customer on whose
order there was a serious error, even though the customer had missed the
error in proofreading and even though the president was opposed to the
refund. The crisis came, however, when the president granted pay increases
to the men without providing equal increases for the women. There were
even negotiations for liquor printing business—several directors supported
the view of the president that this business should be sought if it added to
the profits of the business.

In the meantime, there were indications of deteriorating morale. The em-
ployees were beginning to form cligues, some loyal to Miss Zorach and others
to Mr. Abner. Several employees left the company.

Case C:
Standard Oil Company of California 1°

The Standard Oil Company of California has been a leader in organization
planning for several decades. Early in the depression of the 1930’s the
company established the first Department on Organization in any concern.
Ever since, this Department has had as its objective the development, main-
tenance and improvement of organization structures throughout the company.
The Department has also had the responsibility for systematizing the admin-
istration of salaries and wages, a function frequently handled by personnel
departments in other companies. The influence of the Department on Or-
ganization and of the top management’s philosophy of organization is felt
throughout the Standard Oil Company of California in its operations around
the world.

10 This case was prepared by Professor W. W. Haynes for the University of California
at Berkeley as a basis for class discussion. It is not designed to present either a correct
or incorrect illustration of the handling of administrative problems.
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The Management Guides

The Department on Organization has published a booklet on its approach
called The Management Guide. This booklet is widely known in business
circles; it has run through two editions, in 1948 and 1956. Its main pur-
pose is to describe the construction of what the company calls management
guides for particular positions. These guides, in the words of the booklet,
“define the functions, responsibilities, authorities, and principal relationships
of management positions at all levels.” The guides are a means of formally
setting forth usage, corporate practice, and tradition governing a position.
They are also a way of assuming the careful planning of the allocation of
functions and providing a clear understanding of how each position relates
to others in the organization.

The philosophy of organization underlying the management guide approach
is expressed in the following quotation from the booklet:

“Organization planning requires that the organization structure and the
allocation of functions to specific positions be clear-cut, not only to achieve
the objectives of the enterprise, but to have a reference point from which to
proceed in marking out other co-ordinate and subordinate positions and their
functions.”

“The Guide serves the . . . purposes of indicating overlapping responsi-
bilities, so that the situation may be altered or clarified as necessary, and of
highlighting matters requiring special attention and co-ordination.”

“Conflicts between individuals over jurisdiction are immediately disposed
of by reference to the Management Guide.”

“Management needs to know to what position specific enterprise’s activities
have been delegated, and, as a corollary, whom to hold accountable for its
accomplishment.”

In summary, the guides have as their main purpose “the demarcation of
the size, weight, and character of each position, its function, responsibilities
and authority, and relationships, and its place in and relation to the entire
organization structure of the enterprise.” The guides help determine the
channels to be used in seeking approval for proposals on important matters.
They are used as training devices by providing the new occupant of a position
with knowledge of his function, responsibility, authority and relationships.
The guides provide a means of evaluating the performance of subordinates
by stating objectives against which that performance can be measured. The
guides also are useful in the selection of candidates for a position.

Evolution of Management Guides

The development of the management guides is related to the spread of
job descriptions in American industry. The Standard Oil Company of Cali-
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fornia has felt, however, that the usual job descriptions are too much oriented
toward wage administration and too little concerned with the definition of
the less tangible features of positions on managerial levels, such as limitations
on authority and the relationships with other positions.

The first step taken in the development of management guides was the
construction of lists of principal functions, relationships, and the extent of
authority of each management position. Later a section on objectives and
responsibilities was added; it contained instructions on the necessary attitude
of mind of the occupant of the position and even explained the manner in
which the function was to be fulfilled. Since 1942, however, the guides have
not contained instructions on how to do the job. The trend has been away
from enumerating details, such as the normal relationships with subordinates.
It was recognized that one of the responsibilities of a manager was discretion
in determining just how he was to carry out his responsibilities; therefore,
the guides now cover only the broad features of each position. By 1947 the
general form of the guides was standardized, though it should be noted that
the guides undergo revision from time to time. Table 4-1 presents a guide
for a particular position; this illustration is taken from Tke Management
Guide and is not necessarily descriptive of any presently existing position in
the corporation. Table 4-2 presents a similar guide for the manager of an
Organization Department. Though again this guide is not exactly descriptive
of the situation in Standard Oil’s present Department on Organization, Table
4-2 does provide further insight into the company’s thinking on organization
and is worthy of detailed study.

Reorganization of the Company in 1954

In 1954 a substantial reorganization of the Standard Oil Company of
California was instituted. This reorganization did not reduce the emphasis
on management guides; in fact the revision of these guides was a central
instrument of the reorganization itself. The main objective of the reorgani-
zation was to relieve the top management of the company of the details of
operations in particular areas so that it could concentrate on over-all policy
and give greater emphasis to its foreign subsidiaries. The central corpora-
tion had for decades a number of subsidiary corporations controlled through
100% stock ownership, but until that time its most important operations,
along the West Coast, were managed directly. It was felt that the rapid
expansion of the company in the post-war period and particularly the expan-
sion of its foreign operations made this organization unmanageable. The
tendency was to give the immediate detailed problems of management on the
West Coast priority over the longer range issues. Therefore, the company
established a new corporation, called the Standard Oil Company of California,
Western Operations, Inc., to take over exploration, production, refining,
transportation, wholesaling, retailing, and other functions on the West Coast.
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Thus, the Standard Oil Company itself became a holding company, with
Western Operations its largest subsidiary.

Figures 4-1 and 4-2 present partial organization charts for the Corporation
and for Western Operations respectively. The charts include illustrations
of each kind of operating company or department but are incomplete for pur-
poses of simplicity.

Several special features not immediately apparent from these charts deserve
emphasis. The top executives of the company, including most of the func-
tional officers, carried additional responsibilities as contact officers for par-
ticular operating companies. A contact officer was to serve as representative
of the interests of such operating companies and was also to counsel the heads
of operating companies on matters involving more than one functional ac-
tivity. For example, the President, Mr. T. S. Petersen, acted as contact
officer for Western Operations, Inc., The California Company and the Stand-
ard Oil Company of Texas. The Vice President for Exploration, Mr. Cran-
dall, acted as contact officer for the Chevron Oil Company, which was re-
sponsible for geophysical surveys. The functional officers (as functional
officers rather than as contact officers) were to provide counsel and advice
in their fields of special competence. They were responsible for the “func-
tional co-ordination” of activities within such fields whether in the corpora-
tion or in operating companies. Operating companies were expected to seek
the services of such functional officers but the officers would provide assistance
and “functional guidance” whether requested or not. The functional officers
were of course responsible for making recommendations concerning over-all
policies affecting their functional area.

The Communications Guide

At the time of the reorganization of the company in 1954, another publi-
cation called the Communications Guide, was distributed to assist in the
clarification of the relations among positions. This Guide provided that
when dealing with “policy, operating, and administrative’ matters the corpo-
ration officers and staff could communicate directly with each other, as ap-
propriate; that heads of corporation staff departments could communicate
directly with operating companies over their names (though they must bring
matters of importance to the attention of the functional officers to whom
they reported); that the head of an operating company could delegate to a
member of his management the authority to carry on certain communications,
provided that these did not propose changes in policy; that heads of operating
companies could communicate directly with functional officers provided the
matter was not within the province of a staff department; and that heads of
operating companies could communicate directly with each other. Similar
rules were provided for communications among other positions.

The Communications Guide was not as restrictive of communications as it
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strict set of rules which must always be followed. In an emergency direct
communication with any executive was permitted. The individual could in
any case use discretion in the use of channels, keeping in mind the necessity
of informing the appropriate executives. The Guide did not rule against
informal communications (oral or written) cutting across channels on a
personal basis but instead stated that such communication was desirable.
Matters of a routine administrative or operating nature which were within
established policies could be handled across lines, provided again that the
responsible executive was fully informed.

Other Functions of the Department on Organization:
Pay Administration

The Department on Organization was concerned with much more than the
spread of the management guide approach. In fact, it should be made clear
that the actual construction of the guides was delegated to particular depart-
ments under the functional guidance of the Department on Organization and
similar departments within the operating companies. The Department on
Organization spent a great deal of its time on two other major functions: the
evaluation of jobs and positions for the purpose of salary and wage adminis-
tration; and the review of organizations procedures and manpower require-
ments in various parts of the enterprise.

The Department started co-ordinating wage and salary administration for
the company in 1936 and since then has been continually concerned with
this problem. In 1957 it published a pamphlet entitled People and Pay
Checks explaining company procedures on salaries and wages. This pam-
phlet was widely known and apparently well received throughout the com-
pany. The principles described by the pamphlet covered most of the nearly
40,000 employees of the company. One of the basic ideas in the plan was
that analysis of the job should be separated from evaluation of the particular
individual holding the job. The steps involved in paying the job were the
preparation of job descriptions; the classification of jobs involving similar
levels of job requirements; the determination of what other companies pay
for like jobs; and the relating of the pay structure to the job values. The
management guides served as job descriptions for managerial positions; and
executive guides did the same for the top positions in the company. The
Standard Oil Company used a method involving ranking according to factor
comparison rather than a point system. Benchmark jobs, called Standards
of Value, were the basis of factor comparison. Not everyone on a similar
job received the same pay; although most jobs subject to overtime provisions
of Fair Labor Standards Act are paid fixed rates, provision was made for
time progression increases in pay on some jobs and for merit increases on
others.

The Company decentralized responsibility for pay administration. Line
supervisors at lower levels signed job descriptions, approved job evaluations,
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and at appropriate levels helped set pay policies. But specialized staff em-
ployees, such as those in the Department on Organization and in similar de-
partments in the operating companies, were responsible for assisting line
supervisors in preparing job descriptions, in job evaluation and in the inter-
pretation of pay policy. The Department on Organization acted as a con-
sulting service on pay problems throughout the enterprise. A continuing
interchange of personnel between the Department on Organization and other
departments helped assure dissemination of the over-all perspective on pay
administration to other departments.

An interesting exception to the usual job evaluating procedures applied to
professional or technical employees. It had been found that some of these
employees would reach a maximum level of pay in their technical positions
and would then transfer to administrative positions where there still remained
a promotion ladder. This had the unfortunate result in some cases of re-
ducing the number of highly qualified technical men by transfer to positions
in which administrative duties precluded maximum development and utiliza-
tion of their technical talents. As a result the company has extended the
ladder for promotion of professional specialists and has recognized that it
may be desirable to pay the man in the job rather than the job itself. In
other words, for certain positions, the particular incumbent made the job
what it was and the pay system must take this into account. This was, of
course, an exception to the usual evaluation procedures. The Department
on Organization did not feel that the administration of salaries for profes-
sional specialists departed basically from the over-all job evaluation program.

Survey Teams and Manpower Controls

On the whole the pay administration system applied by the Standard Oil
Company of California appears similar to that of many other companies:
again the Company had led in a systematic approach to this problem. An
unusual feature is the central staff agency involved should be a Department
on Organization rather than the Personnel Department. More unusual, and
perhaps more controversial within the company, has been the Department’s
responsibility for conducting surveys in various parts of the enterprise to
determine where organizational procedures or the use of manpower have
been defective.

The Department on Organization’s initial establishment was based on the
desire to trim manpower in the depression of the 1930’s. The Department
made surveys which led to manpower cuts, for example in the reorganization
of the use of motor cars. In more recent years the Company has avoided
cutting the work force in periods of recession; in fact it has taken pride in
its avoidance of layoffs that have been experienced in some other oil compa-
nies. Standard Oil has, however, frozen the work force at times and per-
mitted attrition through retirement and resignations. Despite this change
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in practice as compared with the depression, the Department on Organiza-
tion’s role in the depression layoff has not been forgotten in all parts of the
organization; this may help account for the impression that the Department
is viewed with awe by some other departments,

In recent years the role of the Department on Organization in the survey
of manpower usage has varied from problem to problem. The Department
has encouraged operating companies to make their own surveys and to make
the necessary corrections. But in some cases the Department has established
survey teams, including on such teams personnel from the department being
surveyed. A recent case has been a survey of the Producing Department of
the Western Division (now Western Operations) in which over 500 employees
were interviewed, This survey disclosed that the increased size of overhead
staff was due to detailed, highly centralized controls and a close check on
work at a number of management levels. The survey recommended greater
delegation of responsibilities, a simplification of controls, and the elimination
of considerable paperwork. The Producing Department carried out many
of the recommendations prior to completion of the report, with the result of
a substantial reduction in supervisory and staff work. This experience was
an impetus to a company-wide program of decentralization, to be discussed
below.

Several other illustrations will indicate the kind of work done by the De-
partment on Organization in recent years:

1. A study of the problem of controlling maintenance and minor construc-
tion work. The Department felt that there was a particular lack of control
of manpower in this kind of work largely because of the difficulty of measure-
ment and standardization. The Department recommended procedures for
surveying such work, in particular departments, and for improving planning
and the control of costs.

2. A study of geophysical surveys, all of which were formerly contracted
to outside firms. The question was whether at least some geophysical work
should be done by company crews. The Department assisted the Vice Presi-
dent-Exploration in this study.

3. A study of the operations of the Atlantic and Pacific fleets of the com-
pany; it was found that the two fleets were not as well co-ordinated as they
might be. The reorganization of the fleets has led to the more efficient use
of tankers,

The Department on Organization has succeeded in getting its recommenda-
tions across in a number of ways. As much as possible it has tried to work
with the surveyed department, so that such a department will, as a partici-
pant, be more interested in bringing about the improvements desired. As
has been stated, the Department has encouraged the individual departments
to make their own surveys, using the Department on Organization as a con-
sulting agency if necessary. In a few cases the Department has worked with
the President of the corporation to stimulate necessary reorganizations.
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The Department on Organization has not originated all of its studies; many
suggestions have come from the field and have been referred to the Depart-
ment because of its experience with surveys and with organizational problems.

Decentralization of the Company

Like many other large-scale firms in the post-war era, the Standard Oil
Company of California has taken great interest in decentralization of its
operations. Members of the Department on Organization have claimed that
the management guides have themselves been instruments of decentralization;
by clarifying the responsibilities of positions at lower levels the guides have
reduced the uncertainty about the locus of authority to make decisions and
have thus reduced the number of reference of such decisions to higher head-
quarters. Officials in line departments have agreed that more decisions are
made in the field in Standard Oil of California than appears to be the case
in most competing companies.

Since 1954 top management has increased the pressure to decentralize.
The separation of “the Corporation” from Western Operations was one step
in that direction. The study of the Producing Department already men-
tioned also stimulated interest in decentralization. In 1957, the company
prepared a brochure called Our New Way of Doing Business which had as
its objective the encouragement of further decentralization. The phrase
“our new way of doing business” has become well known in the management
of the company and has no doubt stimulated interest in greater delegation
than had previously existed. A high official in one operating company, how-
ever, expressed the view that this new program had not affected his operations
to any significant degree since his organization was already of necessity
highly decentralized; the geographical spread of his business had long before
required substantial delegation.

The company hoped to achieve many improvements through its decen-
tralization program. It hoped to speed up decisions, to increase the sense
of responsibility at lower levels, to stimulate initiative, to increase interest
in work, to reduce staff work, to divert attention from non-essentials to key
issues, and to improve the development of managers and supervisors. The
general principles involved in this program are listed in Table 4-3.

Some Management Viewpoints

There appeared to be widespread acceptance of the management guide ap-
proach to organization at the higher levels of management. In fact, most
executives interviewed expressed considerable enthusiasm for the guides and
were unable to see how the business could operate without them. The large
size of the company was cited as a major factor making the guides necessary;
but several officials expressed the view that smaller companies could profit
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something to which they referred frequently but they were grateful that the
guides were available in case of need. Quite generally the officials looked
upon the guides as a means of preventing overlaps and for settling jurisdic-
tional problems.

There was little feeling that the guides interfered with informal communi-
cation; in fact, the usual view was that the definition of positions involved
in the guides provided a basis from which informal communications could
flow more freely. The officials were inclined to believe that a less well
planned structure would result in chaos, with no one knowing where he
stood. One official made it quite clear that the formal organizational plan-
ning did not interfere with his informal communication by enumerating the
telephone calls he received during an hour-and-a-half of interview time.
The calls came from other departments and from Western Operations with
no regard for formal channels. They involved requests for information and
advice.

Officials believed that the guides did not reduce the flexibility of the or-
ganization. The guides were subject to revision. Furthermore the guides
were quite general in character, leaving considerable scope for interpretation;
this was especially true for the guides for high level positions. Some officials
admitted that some particular jobs were extremely difficult to describe in a
guide, especially when the work in such jobs varied greatly as the situation
required; the guides had less meaning in such cases.

Generally the officials felt that the guides stimulated initative. The guides
specified just what the position objective was and clarified the limits of
authority. Within those limits the manager could go ahead full speed with-
out fear that he would get in some one else’s way. One official asserted that
he had never seen a case in which managers failed to fill in a gap not covered
by the guides. He noted that in some competing companies which gave less
attention to organizational planning the officials were frequently confused
about their authority and had to check constantly with higher headquarters.

Several officials pointed out that the construction of the guides was of
great value in itself. It was beneficial to put the scope of a new position
on paper, for this forced management to think through just where that posi-
tion fitted in and how it affected already existing positions. A change in
one position might well require the revision of the guides for other positions
and it was a good idea to work this out in advance.

The guides did in practice leave some gaps in responsibilities and did permit
some overlaps of authority. But the general view was that these problems
were more serious in less organization-conscious companies. The process of
drawing up the guides exposed most gaps and overlaps.

One official expressed the interesting view that the company was not really
decentralized. He doubted that any company that insisted on as much uni-
formity in procedures as existed in Standard Oil of California was really de-
centralized. He argued that the structure appeared decentralized to those
within the company because the trend was away from the greater centraliza-
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tion that had existed in the past. This official was perhaps the least en-
thusiastic for the management guides, though even he favored their retention.
He felt that the guides meant little in practice, particularly in higher level
positions. He and several other officials seemed to believe that the chief
value of the guides was in providing a basis for salary administration.

Another official was highly favorable to the salary aspects of the manage-
ment guides in that they gave an objective basis for comparing job require-
ments within the company and with other companies. But he, contrary to
the general view, wondered whether formal organizational planning had not
been pushed too far and whether there was not too much emphasis on pre-
planned channels of communication. He felt, however, that the problems
arising from the system were infrequent.

Much more controversial than the management guides themselves was the
status of the Department on Organization, particularly in its authority to
conduct surveys and make recommendations concerning other parts of the
enterprise. A substantial minority of the officials interviewed expressed some
opposition to the surveys. One felt that there were too many surveys and
that they were disruptive of morale. Members of the Department on Organ-
ization themselves recognized that there was some resentment of their surveys
in parts of the company. Some departments not only opposed the surveys
but did not even care to seek the advice of the Department. On the other
hand, one line official expressed gratitude for recommendations made by a
survey team which enabled him to reorganize operations for which he was
the new head without taking the full blame for the shake-up. Another cor-
poration official claimed that he still observed excess personnel in some de-
partments, which indicated that there was still survey work to be done.

Though the status of the Department on Organization remained contro-
versial in some parts of the company, there was general agreement that its
relations with other departments had improved. The Department took more
trouble to consult with other sections of the company. It made certain that
survey teams included personnel from the surveyed department. It at-
tempted to suggest changes rather than impose them. And the greater inter-
change of personnel between the Department and the rest of the company
had increased understanding of its work.

TABLE 4-1

MANAGEMENT GUIDE
GENERAL MANAGER, MANUFACTURING DIVISION *

I. Function

Conducts the manufacturing, packaging, plant facilities and equipment operation, en-
gineering, maintenance, plant and process design, technical service, plant and warehouse
construction activities of the company, and warehousing.

II. Responsibilities and authority
The responsibilities and authority stated below are subject to established policies.
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TABLE 4-1 (Continued)

A. Operations and Activities

1. Formulates, or reccives and recommends for approval, proposals for policies on
manufacturing, packaging, plant facilities and equipment operation, engineering, main-
tenance, plant and process design, technical service, and plant and warchouse construc-
tion activities; administers such policies when approved; and conducts such activities
for the company.

2. Establishes and administers procedures pertaining to manufacturing, packaging,
plant facilities and equipment operation, engineering, maintenance, plant and process
design, technical service, and plant and warehouse construction.

3. Recommends new or altered products and the discontinuance of products.

4. Operates such warehouses as are necessary to the accomplishment of his function.

5. Conducts necessary buying activities, calling upon the services of the Supply and
Transportation Department when necessary.

B. Organization of His Division

1. Recommends changes in the basic structure and complement of his Division.

2. Recommends placement of positions not subject to the provisions of the Fair
Labor Standards Act in the salary structure.

3. Arranges for preparation of new and revised Management Guides and position and
job description.

C. Personnel of His Division

1. Having ascertained the availability of qualified talent from within the company,
hires personnel for, or appoints employees to, positions other than in management
within the limits of his approved basic organization.

2. Approves salary changes for personnel not subject to the provisions of the Fair
Labor Standards Act who receive not over $ per month, and recommends salary
changes for such personnel receiving in excess of that amount.

3. Approves wage changes for personnel subject to the provisions of the Fair Labor
Standards Act.

4, Recommends promotion, demotion, and release of personnel not subject to the
provisions of the Fair Labor Standards Act.

5. Approves promotion, demotion, and release of personnel subject to the provisions
of the Fair Labor Standards Act.

6. Approves vacations and personal leaves, except his own.

7. Prepares necessary job and position descriptions.

D Finances of His Division

1. Prepares the annual budget.

2. Administers funds allotted under the approved annual budget, or any approved
extraordinary or capital expenditure program, or any appropriation.

3. Approves payment from allotted funds of operating expenses and capital expendi-
tures not in excess of $ , which are not covered by the approved budget, any
approved expenditure program, or an appropriation.

4. Recommends extraordinary or capital expenditures.

5. Administers fiscal procedures.

6. Receives for review and recommendation the items of the annual budgets of the
staff departments and the field divisions coming within his province.

III. Relationships

A. President
Reports to the President

B. General Manager, Marketing Division
Co-ordinates his activities and co-operates with the General Manager of the Market-
ing Division on matters of mutual concern.

C. Department Managers
Co-ordinates his efforts and co-operates with the Department Managers and seeks
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TABLE 4-1 (Continued)
and accepts functional guidance from them on matters within their respective provinces.

D. Government, Labor, and Vendors
Conducts such relationships with representatives of government and labor and with
vendors as are necessary to the accomplishment of his function.

E. Others
Establishes and maintains those contacts necessary to the fulfillment of his function.

* Source: The Management Guide.

Note: This guide does not describe a presently existing position in the company, but
illustrates the materials included in the guides.

TABLE 4-2

MANAGEMENT GUIDE
MANAGER, ORGANIZATION DEPARTMENT *

1. Function

Furnishes functional guidance to the heads of the organizational components of the
company by advising and assisting in the development, maintenance, and improvement
of plans of management embracing. organization structurcs and complements; functions,
responsibilities and authority, and relationships; control over wages, salaries, operating
expenses, and manpower; and company, department, and division policies on these
matters.

II. Responsibilities and Authority
The responsibilities and authority stated below are subject to established policies.

A. Activities

1. Develops plans to the end that each organizational component of the company
is a logical, scparable, integral part of the whole organization, having commecnsurate
responstbility, authority, and accountability for results within clearly defined limits.

2. Defines and clarifies the function, responsibilities and authority, and relationships
of each new or altered management position in collaboration with the company man-
agement, and maintains in a current state Management Guides covering management
positions, making such Guides available to all concerned.

3 Fosters the centralization of control and the decentralization of responsibility
for details and commensurate authority for their accomplishment, ensuring that de-
cisions are made at the lowest practicable level of management at which they can be
made intelligently.

4. As requested or as he deems advisable, conducts studies to determine the sound-
ness and adequacy of the company’s organization plan, and formulates, or receives
and recommends for approval, proposals for changes in that plan.

5 As requested or as he deems advisable, reviews the conduct of affairs of organi-
zational components to ensure that manpower shall be consistent with requirements
and results, and encourages and assists in the preparation of operating and performance
standards to serve as guides in the control of manpower.

6. Initiates periodic appraisals of the functions of the company to determine their
necessity and adequacy in the light of the company objective. Formulates, or re-
ceives and recommends for approval, proposals for the elimination of nonessential or
nonproductive functions, methods and procedures, and for the establishment of new
ones, to ensure that manpower shall be utilized economically.

7. Reviews, edits, and approves job and position descriptions prepared by other
members of management, and conducts the necessary job and position evaluations to
formulate proposals for equitable salary and wage structures. Prepares and dissemi-
nates company, departmental, and divisional salary and wage guides based upon the
approved company structures, and advises and assists members of management in the
administration of salaries and wages within their respective organizational components.

8. Formulates, or receives and recommends for approval, proposals for policies, and
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TABLE 4-2 (Continued)

maintains in a current state in a Policy Manual all policies formally adopted, furnishing
copies of all policies, as approved, to the Secretary-Treasurer for dissemination.

9 Formulates, or receives and recommends for approval, proposals for changes in
the Management Guides, and maintains in a current state all approved changes in such
Guides for dissemination to holders thereof.

10. As requested, advises members of management in the preparation of the annual
budget and requests for extraordinary or capital expenditures, making recommendations
on the appropriateness of items to be included.

11. Formulates, or receives and recommends for approval, proposals for the estab-
lishment or modification of controls over expenditures

B. Organization of His Department

1. Recommends changes in the basic structure and complement.

2. Recommends placement of positions not subject to the provisions of the Fair
Labor Standards Act in the salary structure.

3. Arranges for preparation of new and revised Management Guides and position and
job descriptions.

C. Personnel of His Department

1 Having ascertained the availability of qualified talent from within the company,
hires personnel for, or appoints employees to, positions other than in management
within limits of his approved basic organization

2. Approves salary changes for personnel not subject to the provisions of the Fair
Labor Standards Act who receive not over $ per month, and recommends salary
changes for such personnel receiving in excess of that amount

3. Approves wage changes for personnel subject to the provisions of the Fair Labor
Standards Act.

4. Recommends promotion, demotion, and release of personnel not subject to the
provisions of the Fair Labor Standards Act.

5. Approves promotion, demotion, and release of personnel subject to the provision
of the Fair Labor Standards Act.

6. Approves vacations and personal leaves, except his own.

7. Prepares necessary job and position descriptions.

D. Finances of His Department

1. Prepares the annual budget.

2 Administers funds allotted under the approved annual budget, or any approved
extraordinary or capital expenditure program, or any appropriation.

3 Approves payment from allotted funds of operating expenses and capital expendi-
tures not in excess of $ , which are not covered by the approved budget, any
approved expenditure program, or an appropriation.

4. Recommends extraordinary or capital expenditures.

5 Administers fiscal procedures.

6 Receives for review and recommendation the items of the annual budget of other
staff departments and the field divisions coming within his province,

III Relationships

A. President

Reports to the President.

B. Other Department Managers and Division General Managers.

Advises and assists other Department Managers and Division General Managers in
the fulfillment of their respective functions in matters within his province, and co-
ordinates his activities and co-operates with them in matters of mutual concern.

C. Others
Establishes and maintains those contacts necessary to the fulfillment of his function.

* Source: The Management Guide.

Note: This guide does not describe a presently existing position in the company, but illus-
trates the materials included in the guides.
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BOARD OF DIRECTORS
CHAIRMAN OF THE BOARD

MANAGEMENT COMMITTEE

PRESIDENT
STAFF
DEPARTMENTS I r .
COMPTROLLER'S EMPLOYEE PURCHASE
LINE OMPTROLLER RELATIONS & STORES
DEPARTMENTS DEPARTMENT DEPARTMENT
(PARTIAL LIST)
I 1 . 1 1
vice PRESIDENT || vice presipent || VICE PRESIDENT || vicp prestpenT
& GENERAL & GENERAL Byt & GENERAL || vicE pRESIDENT
MANAGER MANAGER i MANAGER MARKETING
EXPLORATION PRODUCTION ||rraneponration| | MANUFACTURING

FIGURE 4-2 Standard Oil Company of California, Western Opera-
tions, Inc.

TABLE 4-3
WAYS OF ACHIEVING GREATER DECENTRALIZATION *

1. Delegate authority for decision to the lowest practicable level of management.

2. Delegate authority to ficld management for planning and conducting operations.

3. Delegate authority to field management for co-ordination of departmental, inter-
departmental and inter-company matters at field points.

4. Disseminate adequate policy information to field management.

5. Discontinue excessively close supervision, re-checking, and re-analysis at many levels.

6. Discontinue the requirement for transmitting voluminous detail upward through
successive levels of management so that answers to anticipated questions will be imme-
diately available.

7. Prepare reports, economic analyscs, budget estimates and forecasts only to the
degree of precision compatible with the basic data available.

8. Delcgate responsibility to field management for technical studies which can be
carried out in the field as well or better than at headquarters.

9. Substitute thorough but informal checks of plans and proposals during field visits
by headquarters management in place of re-analysis of ficld reports and recommenda-
tions at headquarters.

10. Concentrate management effort on developing policy and long range plans, pro-
viding counsel, guidance and co-ordination, and checking field performance.

11. Reduce the number, frequency, and detail of reports.

12. Simplify budget, appropriations, and forecasting procedures.

13. Simplify presentations for the purpose of securing approval of budget and major
projects and curtail the supporting data including charts, maps and similar materials,

* Source: Our New Way of Doing Business.



5

Organization:
Research and Theory

THE preceding discussion of organization
has advanced two propositions: the traditional views of organization are
worthy of consideration if placed in the right perspective; and our knowledge
of organization is still extremely limited. Much work is currently being
done on organization theory to overcome the limitations of previous generali-
zations. The aim of this chapter is to provide insight into research and
theoretical developments in this area.

In approaching the subject of the “modern theory of organization,” two
obstacles present themselves. One is the difficulty of separating the modern
from the traditional. The famous Hawthorne studies, for example, took
place in the 1920’s and 1930’s, yet are closely related to current thought
on organization and small groups. Chester Barnard’s book, Tke Functions
of the Executive, appeared in 1938, but remains one of the two or three
most influential books on modern management thought. Organization
theory, like most other studies, has developed gradually, not in revolutionary
leaps. The other obstacle to defining modern organization theory is that so
much is being written, it is impossible to locate “the” modern organization
theory. Sometimes the literature gives the impression that there is one
main strand of thought and research on organization, but a closer look at
the subject reveals that this is far from the case. Dozens of articles are
published every year, but little progress has been made in integrating the
views of the scattered research workers. .

Because of the variety of the current work on organization, only the most
promising ideas can be discussed here. This chapter focuses on two main
developments: first, the research on small groups (sometimes known as

“group dynamics”), and second, the theories of Herbert A. Simon and his
78
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followers (most recently published in James G. March and Herbert A. Simon,
Organizations). This choice is somewhat arbitrary; there is a great deal of
interesting work being done on the subject that fits into neither category.

Modern organization theory and research differ from traditional approaches
in several respects:

1. Current theories attempt to be ‘“descriptive” rather than “prescriptive.”
That is, they try to generalize about organizations as they actually operate, rather
than to jump to conclusions about what is “good” organization. The “descriptive”
theorists believe that a more adequate understanding of existing organizations must
precede attempts to tell managers what they “ought” to do.

2. Current theories are more explicit about underlying assumptions than tradi-
tional works. The early writers on organization were hortatory; they hoped to
convince their readers of certain principles that they had found useful in their own
experience; but they were weak on the examination of the assumptions and the
logical reasoning leading to their generalizations and prescriptions.

3. Current theorists attempt to be “operational.” That is, they try (not always
successfully) to express their generalizations in a form that can be tested against
observations. This does not mean that these generalizations have, in fact, been
supported by systematic empirical studies—most of them have not. However, it
is desirable to express views in a form in which some kind of test is possible at a
future date.

One other feature of modern organization theories deserves a place in this
list: the attempt to express theories in a mathematical form. To date, most
of the literature on organization is nonmathematical, and the desire of some
writers to describe an important aspect of human behavior in a mathematical
form remains controversial. A discussion of mathematical “models” will be
postponed to a later chapter.

Small Group Research

It is presumptuous for nonspecialists to summarize the conclusions of the
many experiments that have been conducted on small groups. Fortunately,
several professional social psychologists have reviewed the findings; the fol-
lowing discussion will depend heavily on these summaries.!

The emphasis on small groups in a book on management requires justifica-
tion. Most firms and government institutions are much larger than the
groups of three to twenty people that are the object of small group research.
However, large organizations are composed of small groups, some of which
are established formally while others develop spontaneously. A study of
these parts should clarify the larger whole. Furthermore, some undertakings,

1The four summaries most directly influencing this discussion are: (1) George C.
Homans, The Human Group (New York: Harcourt, Brace and World, Inc.,, 1950); (2)
Josephine Klein, The Study of Groups (London: Routledge & Kegan Paul, 1956); (3)
Hubert Bonner, Group Dynamics: Principles and Applications (New York: Ronald Press,
1959); and (4) Harold J. Leavitt, Managerial Psychology (Chicago: The University of
Chicago Press, 1958).
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for good or for bad, are placing greater reliance on committees and problem-
solving groups.

The following summary of small group research is necessarily incomplete
and oversimplified. It will serve, however, as an introduction to some of
the central findings and hypotheses.

Groups Versus Independent Individuals

Why form groups in the first place? Do they contribute or detract from
productivity? The answer depends on two considerations: the nature of the
problem to be solved and the characteristics of the members of the groups.
Let us consider several illustrations:

1. If the group consists of members with equal skill performing a simple task,
group interaction will slow production. In this case, group interaction has little
to contribute to performance of the task.

2. If one member is more skilled, the group may be more productive than inde-
pendent individuals because of the guidance of the skilled operator.

3. If, however, the task is so complex that the members do not recognize that
some solutions are more expert than others, confusion may result. If the skilled
operators can demonstrate the correctness of expert solutions, productivity will
increase; if not, there may be conflict.

4. If the task is one of reaching a decision or solving a problem, rather than
direct production, group effort has advantages and limitations. The pooling of
ideas of members will bring in points that might have been neglected. The mem-
bers will have a sense of participation and may be more willing to carry out the
decision. Nevertheless, groups consume time and tend to stress conformity rather
than originality.

There are no simple generalizations on the superiority of group endeavor.
This research does not provide exact formulas by which managers can decide
when groups are needed and when they should be avoided.

Group Networks 2

Suppose it has been decided to form a group. It is then necessary to de-
termine its internal structure, including the communications network. Con-
siderable work has been done measuring the effects of alternative networks.
Let us consider a five man group. It may be organized in many ways, two
of which are diagrammed in Figure 5-1. The first network (the star) indi-
cates that members A, B, D, and E may communicate freely with member C
(two-way communication is assumed), but not with each other. The second
network, in Figure 5-1 (the circle), indicates that each member can communi-
cate freely with two others but not with the rest of the group. Experiments
with these two networks support the following conclusions:

2 This section is based on Leavitt, op. cit., pp. 193-199,
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FIGURE 5-1 Two Communication Networks

1. Output will be faster for the star.
2. Morale of members A, B, D, and E will be higher in the circle. Member C,

however, will be more enthusiastic about the star because of his central position in
that network.

3. Member C will probably be leader in the star network. Any member can
become leader in the circle; leadership may rotate in this case.

4. The members may accept change more readily in the circle. If change is
important, this advantage may offset the lower speed of the circle.

The circle is a more participative or equalitarian organization, providing
greater membership control over the outcome. It also provides more infor-
mation to members on how well they are doing, thus contributing to job
satisfaction. However, it may also create so much communication that out-
put suffers. Thus, this line of research supports the view of earlier chapters,
that greater participation is not universally “better” or “more effective.”

Group Norms and Cohesiveness

Small groups are more than mechanical collections of individuals. To
use a favorite expression of sociologists, group members “interact” on each
other. Different patterns of interaction will influence the behavior of the
group. One of the clearest illustrations of this point, one supported by one
research study after another, is that groups tend to establish norms (goals,
rules of behavior, concepts of right and wrong) which have an impact on
individual attitudes and output. Whether we like it or not, most members
frame their actions and decisions in terms of the views of others in the group.
There is a considerable tendency to conform to an estimate of the group
average, though this may be offset by a desire to demonstrate skill or to
impress supervisors. Individuals may strive for success, but determination
of what is success is heavily influenced by group attitudes. If fraternity
brothers frown on intellectual activity, the individual fraternity member is
less likely to extend himself in this direction—or more likely to cover up

his reading of Kafka and his admiration for Picasso.
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Members who do not conform to group standards may be classified as
eccentrics or “rate busters.” No doubt some societies and some small groups
are more tolerant of eccentrics than others (on some university faculties
oddness may even contribute to success), but the pressure to conform is
difficult to resist. The group thus helps set the pace of work; it influences
the level of aspiration toward which the individual aims.

Some studies, particularly the work of Homans, suggest that increased
interaction among group members increases ‘“friendliness.” Unfortunately,
casual observation raises doubts; this question calls for further research.
The converse is more certain: if individuals like each other, their group will
be more cohesive and the group norms more powerful. It is true that inter-
action helps clarify misunderstandings that arise from ignorance—many peo-
ple suspect the worst until fully informed of the actions of the others. In a
disturbing situation, in which the work is unpleasant or unrewarding, a person
may turn on those closest at hand. Furthermore friendly communication
can frequently impair the effectivness of the group in reaching its goals: an
all-day “coffee break” is not usually productive of anything other than in-
teraction.

In spite of the uncertainties about the findings, there can be little doubt
that group interaction and group norms are of primary importance in deter-
mining the outcome of most kinds of activities. Managers may find it valu-
able to examine the impact that groups have on morale and productivity,
provided that they are willing to avoid snap judgments or dogmatic generali-
zations in evaluating group processes.

Group Leadership 3

A great deal of the small group research has been concerned with “demo-
cratic,” “authoritarian,” and “laissez-faire” leadership patterns. The re-
search of Lewin, the founder of a whole school of thought on “group dy-
namics,” seemed to demonstrate that ‘“democratic” groups, in which members
were permitted to work out their own problems with opportunities to consult
with the leader, were the most effective. An authoritarian atmosphere
tended to reduce initiative, and to promote hostility or apathy. In this
case, research results supported the emphasis on group participation. For
example, during World War II Lewin conducted experiments in changing
people’s food habits. The objective was to encourage more consumption of
meats that are usually rejected—kidneys and beef hearts. For some groups,
the appeal was in the form of lectures, demonstrations, and patriotic state-
ments. For others, the lectures were followed by free group discussion.
Only three per cent of the women who merely listened to the lectures changed
to the recommended foods, while 32 per cent of those who discussed the
problem made the change.

8 This section is based on Bonner, 0p. cit., pp. 23-25.
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In more recent work on small groups, there is a growing recognition that
group participation is not the only means of doing the job. Creative indi-
viduals may perform more adequately outside of group pressures. Some re-
cent studies even suggest that there are occasions when direction from above
will lead the group more effectively to the solution, with less individual frus-
tration. It would have been best to avoid the terms democratic and
authoritarian in this type of research; they may carry connotations that
bias the results. No doubt the emphasis on participation, and the de-
emphasis of one-way communication from above, has had a healthy effect
on American industry in the last few decades, as far as the dignity of the
employee is concerned. However, the group is not always superior to indi-
viduals nor must every decision be discussed by a committee. The pervasive
existence of hierarchies is strong evidence that they perform a necessary
function. There is little research to support the view that “leaderless groups”
are the most effective way of accomplishing a task.

Breakdowns of Communication

Restrictions or breakdowns of communication can have strong effects on
group and individual behavior. Without communication people develop a
distorted view of what others are doing, and these views are likely to result
in hostility. When people are organized in groups and communication breaks
down among these groups, the tendency toward hostility may be reinforced.
If members of the group imagine a “threat” from the outside—and it is
easy for human beings to fall into this pattern—they join the other mem-
bers in a defensive compact against the outsiders. Most readers of this
discussion have undoubtedly participated in such a process. Such defensive-
ness may lead to open conflict or to its opposite, the repression of ill feeling;
in either case, the effects on total productivity and on individual satisfaction
may be negative,

There is a two-way interaction between communication and hostility.
Breakdowns in communication may foster hostility; but hostility clearly
interferes with communication. The total effect of this self-reinforcing pat-
tern can be highly destructive. While these conclusions appeal to common
sense, there are objections to conclusions that everyone must be in full com-
munication with everyone else all of the time. It is not even certain that a
little bit of conflict now and then is a bad thing; the formation of “one big
happy family” may look like the ideal, but on closer examination may prove
to be a happy but stagnant party of inactive yes-men.

Limitations of Small Group Research

The reader will naturally want to approach the findings of small group
research with the same critical attitude he applies to other developments in
management. Several questions are particularly troublesome:



84 ORGANIZATION: RESEARCH AND THEORY

1. Are the findings of research on experimental groups applicable to more com-
plex industrial situations? Most of the research in this area has been conducted
in the laboratory, frequently with students as the participants. It is true that
there are also many studies (such as the Hawthorne studies) of small groups in
actual industrial situations, but the bridge between the experimental studies and
the industry studies needs further development.

2. Are there implicit value judgments involved in some of the small group
studies? While it is clear that the intent of most students of small groups is to
be “descriptive” before they make recommendations, it is not clear that they have
entirely avoided considerations of what is “good” and “bad” in their observations.
The early emphasis on “democratic” leadership suggests that there may have been
some inclination to demonstrate that group participation and democratic leadership
is inherently more effective. Much of this research began in a period in which
“permissive” and “nondirective” approaches were fashionable—in bringing up
children, in education, and in industrial leadership. In recent years, small group
research workers have shown greater care in avoiding prejudgment of such issues—
and there are studies that suggest that some degree of direction from superiors
may be effective in getting the job done.

3. The extreme enthusiasts for “group dynamics” have neglected the tyranny of
the group. Group pressures can be as effective in suppressing and intimidating
the individual as the autocratic leader. “Group-belongingness” may involve the
sacrifice of the individual to group norms. Co-operation is not always the ultimate
goal that some of the extremists make it out to be: co-operation may amount to
conformity.

4. Some writers have neglected the creativity of the individual outside of the
group. Whyte, in The Organization Man, asks whether people really ¢think in groups.
If they merely talk and exchange information, it is unlikely that they are creating
new ideas and new ways of doing the job. Groups frequently work toward a
compromise, which may involve the sacrifice of individual imagination. The
authors of this book are appalled at the rapid expansion of committee work in
universities; the trend toward group decision-making is growing so rapidly that
only an active attack on “group-think” and “belongingness” can free faculty people
to give them time for teaching and research.

Significance of Small Group Research for Business

In spite of these criticisms, the progress in the study of small groups re-
mains one of the most impressive developments in the study of human be-
havior so far as its application to management is concerned. The signs are
strong that this field will progress more rapidly in the future, carrying im-
portant implications not only for small groups but also for larger organi-
zations.

If this evaluation of small group research is correct, management has two
reasons for being interested. One is to keep up with research developments
as they occur. The other is to be aware of the importance of small groups
in current business decisions. Uncertainty about some of the present hy-
potheses should not blind managers to the value of a viewpoint that takes
groups into account. Human beings are conditioned by group norms and
pressures; the manager who recognizes this fact is more likely to take prob-
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able group and individual reactions into account in his decisions. Such a
manager will not be surprised to encounter group resistance to a policy that
appears to benefit its members: he will realize that the policy may conflict
with group norms in a subtle way. He will not attack the resistance as
irrational, but will recognize it as a “natural” kind of human behavior; and
consequently he will be able to maintain a perspective that can prevent un-
necessary tension and hostility.

There is little doubt that attention to group norms, to patterns of group
leadership, to informal as well as formal organization, to the impact to com-
munication networks, to the strengths and weaknesses of committee decisions,
can contribute to the effectiveness of management. Managers will have to
use judgment in separating the relevant generalizations from the irrelevant,
the tested from the untested; but they must be concerned with groups, for
groups are pervasive. Managers must answer for themselves questions of
when planning group activities becomes “manipulation.” There is a line
between constructive “influence” and dignity-destroying “manipulation.”
Managers of the future will be faced with the problem of drawing that line.

Simon’s Organization Theory

The most influential contemporary writer on organization is Herbert A.
Simon. He himself has been influenced by the views of Chester Barnard,
and has collaborated with other research workers, to the extent that it is
difficult to identify his personal contribution; his most recent book on or-
ganization was written in collaboration with James G. March.* Thus, it
may be unjust to label this theory “Simon’s Organization Theory.” How-
ever, it is difficult to see what other title is appropriate.

Simon has incorporated some of the findings of small group research in
his theory. His approach differs from small group theory in several respects:
he has incorporated material from all of the behavioral and social sciences,
including sociology, political science, economics, psychology, and business
and public administration, and has at times expressed his ideas in mathe-
matical form. Simon also differs from small group research and from
“human relations” research in attempting to emphasize the rational features
of decision-making, as opposed to the stress on emotions that has won inter-
est in the past. Thus, Simon’s theory falls into an intermediate position
between economics, in which a high degree of rationality is usually assumed,
and Freudian psychology, in which the stress is on the subconscious. Simon
recognizes important limits to rationality, but believes that organization
theory should stress the consequences of intended rationality within those
limits,

4 James G. March and Herbert A. Simon, Organizations (New York: John Wiley &
Sons, 1958).
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The Framework of Simon’s Theory

The framework of Simon’s organization theory is found in his earlier work,
Administrative Behavior;® his recent articles and books are concerned with
parts rather than the whole. In Administrative Behavior, Simon views an
organization as a structure of decision-makers; his theory is one of decision-
making as well as one of organization. Decisions must be made at all levels
of the undertaking—some of them high level decisions affecting many mem-
bers, others relatively unimportant decisions about detail. Each decision is
based on a number of premises, and Simon’s attention is focused on how
these premises are determined. Some of the premises pertain to the decision-
maker’s personal references, some to his social conditioning, and some to the
communications he receives from other parts of the organization. Top man-
agement cannot dictate to each organization member what each decision must
be, but it can influence some (perhaps the most important) premises on
which the decisions are based. It can create a structure which will permit
and stimulate the transmission of appropriate messages and influences.

The three terms Simon uses most frequently are: communication, author-
ity, and identification. The organizer must build a communication network
which will supply the information necessary for the decision. Without such
information, the decision-maker cannot fit his decisions to the requirements
of the situation. Some communications carry authority, they are accepted
as premises for decision without deliberation as to their convenience or ex-
pediency. In his treatment of authority, Simon is influenced by Barnard;
the Barnard-Simon theory has been controversial, but has led to a clarification
of the problem. Special attention to the Barnard-Simon definition of au-
thority will appear below.

Like authority, organizational loyalties (or identifications) simplify the
decision-making process. Each member cannot take time to review all of
the values involved in every decision; he will accept some premises on a faith
based on attachment to the enterprise goals or to the leaders. Thus, in most
cases loyalties help co-ordinate decisions by assuring that the members are
taking the goals of the leaders into account. Narrow loyalties, for example
loyalties to departmental goals, may have the opposite effect of pulling the
organization in several directions. The failure of marketing and production
departments to work together is a frequent illustration of this point. The
marketing department may seek to meet the delivery requirements of the
customers; the production department may aim at the smooth flow of orders
through the plant; but these two goals can conflict, in that rush orders dis-
rupt production schedules and lower productivity within the plant. Thus
loyalties can also become confusing and disruptive in their effects. Group
feeling, teamwork, or a sense of joint participation do not always contribute

5 Herbert A. Simon, Administrative Behavior (New York: The Macmillan Co., 1957).
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to over-all goals; they may instead support subgoals which are difficult to
reconcile with the main objectives.

The consequence of this kind of reasoning (to translate Simon’s descriptive
analysis into rules for action) is that managers, especially higher managers,
must be concerned with the manipulation of the flow or influences to the
individual decision maker.

Simon insists that the flow of communications must be kept simple. Ex-
cess communication is frustrating; there must be ways of separating rele-
vant influences from those that do not matter. This thought is a corrective
to the position that some “group dynamics” research workers take—the
more communication the better. The division of work permits specialization
in the communication flow. In addition, the individual can ignore many
messages as irrelevant; habit helps us focus attention on the important in-
fluences. The organization should encourage the formation of the required
habits, but not to the extent that nonroutine issues are handled in a routine
way.

The Barnard-Simon Position on Authority

The Barnard-Simon theory of authority is called an “acceptance” theory.
A communication carries authority if it is accepted by the recipient as au-
thoritative. This view has startled those who think of authority as belong-
ing only to higher management—a right based on “natural law” or at least
on the sanction of legislation. Our laws recognize that boards of directors
have certain rights and obligations with regard to corporations. Such boards
may delegate part of their authority to chief executives, who in turn may
delegate to lower officials, and so on. Critics of the Barnard-Simon position
insist that authority must be based on legal sanction, flowing from the top
down through the organization. Thus, conflict exists between a legalistic, or
formal, theory of authority and the acceptance theory.®

Actually the acceptance theory permits attention to the legal and social
basis for authority. One reason people accept instructions from above as
authoritative is that they recognize the legal support of top management.
They realize that the Constitution of the United States, for example, guaran-
tees certain rights of private property. In general, the customs and mores
of society lend support to the enforcement of these rights. None of these
considerations is contradictory to the acceptance view.

The value of the acceptance theory lies in its recognition of the individual’s
decision on whether he will act on a communication he receives. The ques-
tion then becomes one of examining when acceptance does and does not

6 Among the supporters of the formal theory, which is the traditional theory, are
Harold Koontz and Cyril O’Donnell, in their Principles of Management, 2nd edition
(New York: McGraw-Hill Book Co, Inc., 1959), pp. 48-53. If the reader feels that
this discussion is too favorable to the acceptance view, he may want to read Koontz
and O’Donnell as an antidote,
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occur. There are different kinds of sanctions and penalties that management
can apply to win acceptance. Hitler won acceptance of his authority through
parades, patriotic appeals, and the threat of concentration camps. The
knowledge that pay increases can depend on one’s acceptance of authority
helps keep people in line. In Western societies today, there is more em-
phasis on positive rewards than on negative sanctions, but in either case the
aim is to win acceptance. The question of leadership is one of determining
what patterns of management will be more effective in winning the consent
of the followers. To assume, as the formal theorists do, that authority is
authority because it flows from above, discourages attention to what man-
agers can and should do to win support. A manager who has never thought
about whether his orders will be followed or not, and who has never considered
ways of increasing understanding and acceptance of these orders, is not likely
"to be effective. Barnard and Simon have performed a service in emphasizing
that the acceptance of authority is a subject worthy of thought and analysis.

'Administrative Man and Organization Planning

In the study of organization, Simon believes that it is essential to displace
the concept of the “economic man’” with that of the “administrative man.”
In dealing with the internal operations of a firm, it is not appropriate to
assume, as economists do for larger scale problems, that the decision-maker
has omniscient knowledge, that he is capable of weighing all the alternatives
or considering all of the variables involved in those alternatives. The ad-
ministrator cannot hope to reach the “best” solution. He must be content
with solutions that ‘“‘satisfy” rather than “maximize.”

An understanding of the limitations of the individual decision-maker is
basic to organization planning. If all members were omniscient, organiza-
tions would be unnecessary. While it is impossible to create a structure
which will bring the results that omniscience would provide, it is possible to
design a structure which will direct attention to the more important variables,
which will simplify the communication flow, which will encourage patterns of
loyalty that will contribute to the enterprise goals, and which will foster
habitual responses to certain routine stimuli. The organization must be
stable enough to permit expectations of the behavior of others. There must
be plans and policies and a communication of these to the members concerned.

Programs: The Reduction of Decision-Making to Routines

The difficulty with the discussion of Simon’s theory up to this point is that
it is extremely general. It supplies a framework, but does not fill in that
framework with details to guide organization planners. However, Simon’s
more recent work, particularly March and Simon’s Organizations, suffers
from an opposite fault—a long flow of generalizations about detail with few
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strands to pull them together. Organizations is consequently impossible to
summarize, It will be necessary to select a few major points for special
attention.

An interesting section of the March and Simon volume pertains to pro-
grams; that is, procedures for reducing to a routine the processes required
for certain decisions. The fact that organizations frequently use such rou-
tines substantiates Simon’s point that people do not always seek the “best”
or “optimal”’ decisions, but must often be content with selection from satis-
factory alternatives. Routine or programmed approaches to decisions can-
not provide the best solution, for they are bound to simplify and generalize.
What they do accomplish is a reduction in decision time and in the amount
of management time taken up in relatively unimportant decisions.

March and Simon do not mention Taylor’s “‘exception principle,” but it is
clear that their discussion of programs is related to that concept. Taylor
advocated the delegation and routinization of repetitive decisions; March
and Simon are concerned with the circumstances in which this will be desira-
ble and the extent of routine that is possible. They point out that programs
are not necessarily completely rigid; there are degrees of routinization.

March and Simon list a number of generalizations concerning program-
ming. These generalizations are representative of their procedure through-
out their book. The following is a selected list: 7

1. The greater the programming of individual activitics in an organization, the
greater the predictability of those activities.

2. The greater the repetitiveness of activities, the greater the programming.
This point was recognized by Taylor. Thus programming will be more extensive
for clerical and factory jobs. More and more computers are being used to handle
routine decisions.

3. Programming assists in the co-ordination of an organization by giving other
segments a better basis for predicting responses.

4 Programming will concern itself primarily with those operations that are most
easily observed. It will govern quality and quantity if these magnitudes are easily
measured.

A systematic study of programming, along the lines suggested by March
and Simon, would result in greater skills in determining what aspects of man-
agement can and cannot be reduced to routine. This is an important area
in which modern organization theory is most likely to make a significant
contribution to practical management.

Group Identification

One additional line of analysis will be taken from March and Simon’s work
to illustrate their way of looking at organizations. The issue is the extent
to which individuals identify with the group to which they belong. As indi-

7 March and Simon, Organizations, pp. 142-150.
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cated earlier in this chapter, small group researchers are interested in this
subject. The contribution of March and Simon is the construction of a
framework for integrating previously unrelated research findings. They start
with a series of hypotheses: 8

1. The stronger the employee’s identification with a group, the more likely his
goals will conform to group norms. This conclusion is consistent with the discus-
sion of small groups earlier in this chapter.

2. The greater the perceived prestige of the group, the stronger the tendency
of the individual to identify with it. That is, a group with a high reputation for
getting things done is likely to win a greater loyalty from its members.

3. The greater the extent to which members share goals, the stronger the identi-
fication with the group.

4. The more frequent the interaction among the members of the group, the
greater the identification with the group

5. The greater the satisfaction of personal needs in the group, the stronger the
identification with the group.

6. The less the interpersonal competition within the group, the greater the iden-
tification with the group.

Having listed these hypotheses, March and Simon proceed to construct a
diagram that pulls them together. Figure 5-2 presents this diagram, which
is typical of other diagrams throughout the book.

Extent to which Number of
goals are individual needs Amount of
perceived as satisfied in the competition
shared group
F : Perceived
1’:3“9“33’ o prestige of
nteraction the group
Strength of

identification
with the group

FIGURE 5-2 Factors Affecting Group Identification *

* Based on diagram on p. 66 of March and Simon, Organizations.

The diagram clarifies the interdependence of the variables involved. For
example, the sharing of goals not only contributes to identification; identifi-
cation strengthens the sharing of goals. Frequent interaction supports iden-
tification and identification increases interaction. Such a diagram simplifies
relationships that otherwise may appear extremely complex.

March and Simon discuss other factors influencing the variables shown in
Figure 5-2. For example, what factors contribute to the prestige of the
group? The authors suggest that this depends on both the position of the
group in society and on individual standards. If the group is highly success-

8 Ibid., pp. 65-66.
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ful in achieving its goals, its social status is increased. If the group is com-
posed of individuals with high social status, the group itself will tend to have
a high status. Furthermore, the higher the visibility of the group, the higher
its status. The higher the distinctiveness of the group the higher its visi-
bility. And so on.

Similarly, there are a number of considerations affecting the frequency of
interaction among the members of the group: exposure to each other, the
cultural pressure to participate in the group, and similarities in background.
The authors go on to analyze factors influencing the sharing of goals and the
extent of competition.

Conclusions

March and Simon would be the first to admit that most of their generaliza-
tions have not been tested systematically. Their objective is to state hy-
potheses as clearly as possible (with diagrams) and then show the interrela-
tionship of these hypotheses. Before tests can be made, however, March
and Simon’s statements must be precisely understood, and attention must be
focused on the interdependence of hypotheses.

A reading of current work on organization may lead either to optimism or
pessimism about the future of organization theory: optimism, because at last
research workers are putting their ideas in order; pessimism, because much
empirical work remains to be done before these ideas can be confidently ac-
cepted.

There is a great deal of other research and theorizing that cannot be sum-
marized within the bounds of this chapter; more effort is being devoted to the
study of organization than ever before. The casual observations and careless
generalizations of earlier decades are being replaced by more cautious and
more systematic attacks on the problem. 1t is likely that the careful methods
followed by modern research workers will produce theories in which greater
confidence will be possible.

While this research activity is taking place, the manager is left in a difficult
position. He cannot wait until a clearly formulated and carefully tested
set of theories is available. He must make organizational decisions now;
even the failure to act involves a choice. Perhaps the best advice is as
follows:

1. Do not be impressed by simple generalizations, even if they are sold as
“universal principles.”

2. Approach the problem of organization as one involving diagnosis and pre-
scription similar to that in medicine. In other words, do not hold a rule book
in one hand and an organization chart in the other to see how they check. Instead,
determine just what the trouble is. Where are there difficulties that arise from
the organization structure? What seem to be the most likely reasons for these
difficulties? What changes in organization will remedy the situation?

3. Avoid the search for perfection. No organization can handle every issue
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without friction. A little conflict among organization members may be a sign of
life. Do not assume that a reorganization that will diminish this conflict is neces-
sarily superior; placing everyone in a definite box or flattering everyone into co-
operation may reduce initiative and imagination.

4. Recognize that each undertaking is unique, requiring organizational features
fitting the particular circumstances at hand: the environment, the social and cultural
attitudes of the members, the needs arising from technology, the type of leadership
available, and the goals that are to be met.

5 Make use of both the traditional views on organization and the hypotheses
of “modern” organization theory as suggestions that may be useful in making the
diagnosis or proposing a solution. Recognize that there are conflicts in these gen-
eralizations; some may be more relevant than others to the situation at hand.

There is no way in which the judgment of the managers can be bypassed in
organization planning. The manager who has read and reflected on pub-
lished literature will have more ideas at his disposal and therefore should
be more effective (if he uses these ideas flexibly). In the future, the reliance
on subjective judgment may be diminished, but the need for management
decisions on organizations based on personal evaluations will never be com-
pletely replaced by a science of human behavior.
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on organization. Among these are Robert Dubin, Human Relations in Administra-
tion: The Sociology of Organization (2nd edition, 1961), and Albert H. Rubenstein
and Chadwick J. Haberstroh, Some Theories of Orgamzation (1960). Mason
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Questions and Problems

1. Do the natural sciences emphasize description or prescription? Is the same
true of engineering and medicine? What should be the practice of the study of
management in this respect?

2. Can you think of cases in which formation of a group may interfere with
individual performance? Of cases in which it furthers such performance? What
are the differences in the two situations?

3. Would you rather be a member of the star or the circle in Figure 5-1? Ex-
plain. In which would your productivity be higher?

4. What use could a manager make of small group research? Some firms send
their managers to schools in group dynamics. What benefits could they expect
to receive from such training?

5. Does small group rescarch help explain such employee practices as “feather-
bedding,” restrictions on output, and slowdowns?

6. Discuss the relationship between “democratic” and “authoritarian” leader-
ship and the participation and directive approaches discussed in Chapter 3.

7. In the United States, classroom procedure is more participative and spon-
taneous than in Europe. Which pattern is preferable? How is this related to
research on leadership?

8. Cite an illustration from your own experience of a breakdown in communi-
cation. What were its consequences?

9. What are your views on the subject of “manipulation” of subordinates that
has received so much attention in recent critiques of management?

10. State in a few words the framework of Simon’s theory of organization. In
what ways is it different from traditional approaches? How does it relate to
small group research?

11. Relate the distinction between programmed and non-programmed decisions
to Taylor’s “exception principle.”

12. Apply the March-Simon generalizations on programming to the question of
whether letters and reports should be filed in a routine manner.

13. The United States Marines are claimed to exhibit high group identification.
Does the March-Simon analysis of identification help explain why such might be
the case?

14. Think of a case familiar to you of an administrator who has authority. Is
his authority based on acceptance or is it better understood from a legalistic point
of view? Discuss.

15. Give illustrations of managerial activities that are usually programmed. Is
there a trend toward more programming of managerial activities? Why?

16. What kinds of questions are left unanswered by the type of theory developed
by Simon? What kinds of research does it call for?
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Research Studies
in Organization

THIS chapter will review a number of
empirical studies, including both laboratory experiments in organization and
analyses of actual organizations in operation. The student should approach
these studies somewhat differently from most of the cases in this volume.
Most of the cases are descriptions of actual problem situations; the student
is asked to determine what the problem is, to explain why the problem exists,
and to attempt to reach a solution. In this chapter, however, the case anal-
ysis has already been completed by the research worker. The objective is
to learn as much as possible from the conclusions of the research worker.
The student should also ask himself whether he agrees with the analysis and
whether the conclusions are relevant in other kinds of situations.

Stupy A

Managerial Psychology: An Experiment in One-Way and Two-Way Com-
munication (Harold Leavitt)

Leavitt describes an experiment in which a pattern of rectangles is drawn
on a sheet of paper, but only one person is permitted to see the paper. It is
his task to communicate the pattern by describing it in words to other people
in the room. One possible pattern is shown here:

TEION
P4



RESEARCH STUDIES IN ORGANIZATION 95

Several restrictions govern the placement of the rectangles. They must
touch each other either at corners or midpoints along the line. All the angles
must be either 90° or 45°. A large variety of such patterns is possible.

The task of the communicator is to supply enough instructions to his
audience so that each listener can draw the pattern on a sheet of paper. He
asks the listeners to draw an accurate picture of the pattern. He tries to
supply instructions in words as rapidly as possible. The experiment is con-
ducted in two ways:

1. First, the communicator turns his back on the audience and calls out the
instructions. The listeners are not permitted to communicate back in any way.
The communication is one-way.

2. Then two-way communication is tried. The communicator faces the listeners
and permits them to ask questions freely. This time a different pattern is used.

Two measurements of the effectiveness of the communication are applied:
the accuracy of the listeners’ diagrams and the time the communication takes.
Leavitt summarizes his findings from this type of experiment as follows:

“Under experimental conditions these findings have emerged from this
game: (1) One-way communication is considerably faster than two-way
communication. (2) Two-way communication is more accurate than one-
way, i.e., more people in the audience correctly reproduce the drawing under
two-way conditions. (3) The receivers are more sure of themselves and
make more correct judgments of how right or wrong they are in the two-way
system. (4) The sender finds himself feeling psychologically under attack
in the two-way system, because his receivers pick up his mistakes and over-
sights and let him know about them. The receivers may make snide remarks
about the sender’s intelligence and skill, and, if the receivers are trying very
hard and taking the task seriously, they may actually get angry at the
sender, and he at them. (5) The two-way method is relatively noisy and
disorderly—with people interrupting the sender and one another, with the
slowest man holding up the rest, and so on. The one-way method, on the
other hand, appears neat and efficient to an outside observer, but the com-
munication is less accurate.

“Such a demonstration points out both the advantages and the costs of
one-way and of two-way communication. If speed alone is what is important,
then one-way communication has the edge. If appearance is of prime im-
portance, if one wishes to look orderly and business-like, then the one-way
method again is preferable. If one doesn’t want one’s mistakes to be recog-
nized, then again one-way communication is preferable. Then the sender
will not have to hear people implying or saying that he is stupid or that there
is an easier way to say what he is trying to say. Of course, such comments
may be made about him whether he uses one-way or two-way communication,
but under one-way conditions he will not have to listen to what is said, and
it will be harder for anyone to prove that mistakes were made by A rather
than B. If one wants to protect one’s power, so that the sender can blame
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the receiver instead of taking blame himself, then one-way communication is
again preferable. The sender can say: ‘I told you what to do; you just
weren’t bright enough to get the word.” If he uses two-way communication,
the sender will have to accept much of what blame there is, and it will be
apparent to all that he deserves some of it; but ke will also get his message
across.”’ 1

Stupy B

Management and Morale: Experiments in Illumination (F. J. Rocthlis-
berger)

The best known studies in human relations are those conducted in the
Hawthorne plant of the Western Electric Company. They are called “the
Hawthorne studies.” Since the studies covered a number of years and
thousands of workers, it is impossible to summarize them in entirety. There-
fore, attention is focused on one study: the experiments in illumination. The
original intention of these experiments was the determination of the relation
of the quality and quantity of illumination to productivity. The workers
concerned were divided into two groups. The “test group” worked under
different illumination intensities. The “control group” worked under con-
stant illumination intensity. When the intensity for the first group was
increased from 24 to 46, and then to 70 foot candles, production increased.
However, it increased in both rooms, and by about the same amount in the
room in which the illumination was not changed.

In another experiment, no change in illumination took place, but the
workers were led to believe it was increased. The workers favored the im-
proved lighting, but there was little effect on output. Similarly, when they
believed lighting intensity was reduced, they complained, but output remained
the same,

In still another experiment, the intensity was reduced to .06 of a foot
candle, approximately equal to moonlight. Not until this low level was
reached was there a significant effect on output.

F. J. Roethlisberger summarizes the findings:

“What did the experimenters learn? Obviously, as Stuart Chase said,
there was something ‘screwy,’ but the experimenters were not quite sure who
or what was screwy—they themselves, the subjects, or the results. One
thing was clear: the results were negative. Nothing of a positive nature
had been learned about the relation of illumination to industrial efficiency.
If the results were to be taken at their face value, it would appear that there
was no relation between illumination and industrial efficiency. However, the
investigators were not yet quite willing to draw this conclusion. They re-

1 Reprinted from Managerial Psychology by Harold J. Leavitt by permission of The
University of Chicago Press, pp. 121-124. © 1958 by University of Chicago.
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lized the difficulty of testing for the effect of a single variable in a situation
wvhere there were many uncontrolled variables. It was thought, therefore,
that another experiment should be devised in which other variables affecting
the output of workers could be better controlled.

“A few of the tough-minded experimenters already were beginning to
suspect their basic ideas and assumptions with regard to human motivation.
It occurred to them that the trouble was not so much with the results or
with the subjects as it was with their notion regarding the way their subjects
were supposed to behave—the notion of a simple cause-and-effect, direct
relationship between certain physical changes in the workers’ environment
and the responses of the workers to these changes. Such a notion completely
ignored the human meaning of these changes to the people who were subjected
to them.” 2

In evaluating the illumination experiment and other studies Roethlisbergel
goes on to say:

“It was clear that the responses of workers to what was happening about
them were dependent upon the significance these events had for them. In
most work situations the meaning of a change is likely to be as important,
if not more so, than the change itself. This was the éclaircissement, the new
illumination, that came from the research. It was an illumination quite
different from what they had expected from the illumination studies. Curi-
ously enough, this discovery is nothing very new or startling. It is something
which anyone who has had some concrete experience in handling other peo-
ple intuitively recognizes and practicess Whether or not a person is going
to give his services wholeheartedly to a group depends, in good part, on the
way he feels about his job, his fellow workers, and supervisors—the meaning
for him of what is happening about him.” 8

Stupy C
The Social Structure of the Restaurant (William F. Whyte)

William F. Whyte and his associates engaged in a fourteen-month study
of restaurants, with emphasis on the human problems involved. Restaurants
differ from factories in a number of ways. The product is perishable, so that
there is a problem of co-ordinating production with demand. The employee
comes in direct contact with the customer, complicating the human relation-
ships. The most difficult problems arise in larger restaurants where there is
considerable division of labor. There may be a manager, several supervisors,
waitresses, bartenders, pantry workers, kitchen workers, runners, dishwashers
and other specialists.

2F. J. Roethlisberger, Management and Morale (Cambridge, Mass.: Harvard Uni
versity Press, 1941), pp. 10-11.
8 Ibid., p. 15.
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The position of the waitresses was especially difficult. They received in-
structions from fifty to one hundred customers a day. They also received
orders from the supervisors and had to communicate with pantry workers,
bartenders, and checkers. In their position they were prone to considerable
emotional tension. Some waitresses reduced this tension by initiating com-
munication with the customer, thus originating part of the action. Waitresses
who seldom originated action were particularly tense and subject to break-
downs. Supervisors who avoided giving too many orders to the waitresses,
and who instead relieved the load by receiving orders from customers, were
more successful in holding down tension.

Whyte and his associates directed their attention to the relations among
higher status and lower status employees. Cooks, for example, had higher
status than supply men. They were older, had greater seniority, were more
skilled, and were paid much more. When the lower status supply men orig-
inated orders to the cooks, there was tension. One supply man avoided call-
ing orders to the cooks, asking the cooks to inform him when items were
ready. He received better co-operation from the cooks. On the basis of
this type of observation, Whyte proposes the general hypothesis that relations
will be smoother when higher status individuals initiate action.

Another illustration supporting this hypothesis pertained to relations be-
tween female waitresses and male countermen. When the waitresses called
orders to the countermen, there was conflict. When a barrier was built be-
tween the waitresses and the countermen, by requiring the waitresses to fill
out order slips so that face to face interaction was less important or even
blocked off, the operation ran more smoothly. Whyte suggests that the lower
status of female workers in such operations accounts for these differences;
men become irriated if they must take instructions from women.

The study suggests that attention should be given to the relation of the
line of authority and the flow of work. In other industries it would be worth-
while to determine whether disagreement between the status system and the
pattern of origination of instructions is responsible for conflict. If such is the
case, it may be possible, as in the restaurant industry, to introduce simple
changes to reduce unnecessary tension.*

Stupy D
Conflicts Between Line and Staff Officers (Melville Dalton)

Many studies have indicated that the relation between line and staff officers
in an organization is a critical one. One study, conducted in three factories

4T!1is section is based on William Foote Whyte, “Social Structure of the Restaurant,”
American JouM .af Sociology (Jan. 1949), pp. 302-308, republished in Robert Dubin,
Hun;aofi I;elatzons in Administration (Englewood Cliffs, N. J.: Prentice-Hall, Inc,, 1951),
pp. 60-67.
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by sociologist Melville Dalton, points out that the theory of line-and-staff
organization, which assumes that the staff people are purely advisory and that
their advice and assistance will be welcomed by line officers is not realistic,
In fact, conflict between line and staff officers was frequently so great it inter-
fered with attainment of the company’s goals. The failure to recognize that
this situation is a predictable outcome of line and staff relationships aggra-
vated the problem.

Moreover, Dalton found that the character of the staff officials contributed
to the problem. Staff officers were unusually ambitious and individualistic.
They sought status and recognition and became dissatisfied when they did not
achieve these goals. Younger than the line officers, they were restless and
driving. The older line officials were irritated by what they thought to be
instructions from the younger staff officers. In addition, some of the staff
people were inexperienced in human relationships, and failed to understand
why their ideas were considered impracticable by the line officers. The staff
personnel had attained a higher level of formal education, which may have
given them a sense of superiority, but which did not increase their popularity
with the line. The staff officers had different attitudes on dress and appear-
ance and used better English, All of these factors created a barrier between
the line and staff.

Power struggles between the line and staff were common. The line officers
were skeptical of the value of the staff personnel and resented their intrusion
in spheres which were essentially line. The staff officers, on the other hand,
considered themselves expert on matters on which the line people were ig-
norant. The line officers did not always understand why higher management
had inflicted these interfering specialists upon their departments, and sus-
pected that this was another way of bringing them under control. They
feared staff innovations which might break up existing informal arrangements
and which might reveal inadequacies in past departmental efficiency.

Dalton is cautious in concluding that these patterns are pervasive in indus-
try, although other studies support his conclusions. There can be little doubt
that the kind of conflict he describes is widespread, taking special forms in
particular firms. Dalton’s recommendations are not reproduced here, because
they present only one possible approach to the problem and are, in fact, some-
what controversial. More important for management is to become aware of
the problem; only then will it be possible to work out a solution (or a partial
solution since the complete absence of friction is unattainable) appropriate
in the circumstances.®

5 Melville Dalton, “Conflicts Between Staff and Line Managerial Officers,” American
Sociological Review, June 1950, most of which is reprinted in Robert Dubin, Human
Relations in Administration (Englewood Cliffs, N. J.: Prentice-Hall, Inc,, 1951), pp.
128-138.
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Stupy E
The Effects of Co-operation and Competition (A. Mintz)

Mintz conducted a simple experiment illustrating one type of research on
small groups. Two persons were instructed to pull a wedge, attached to a
line and rod, out of a narrow-necked bottle. The two wedges were of such a
size that if both were pulled at once, a jam would occur. Usually the subjects
avoided a jam by making an arrangement for priorities. When Mintz intro-
duced stress and competition into the situation by allowing water to enter
the bottle, and by rewarding the one who extracted his wedge before it got
wet, the wedges were jammed. The subjects did not take time to arrange the
operation to avoid jams.

Of course, such an experiment covers only a small part of co-operation and
competition. Management can use competition to spur employees on to
greater effort; but this experiment suggests that there are cases in which such
attempts will create more confusion than production.®

Stupy F

An Accounting Organization (Herbert A. Simon)

While most of Simon’s work has been in the description of organizations
and in the formulation of descriptive theories, he has also assisted in giving
advice on actual organizations. It is clear that his theories, described in
Chapter 5, have played an important part in suggesting recommendations.
For example, Simon and several colleagues made a study of the accounting or-
ganization of a large firm. The central issue was the appropriate extent of
centralization or decentralization in accounting. Simon rejected traditional
approaches to this question and insisted that the issues were ones concerning
human behavior. He expressed the view that “the reshuffling of depart-
ments, or what not—if it has any point at all, makes that point through its
effects on the behaviors of individual executives and groups of executives.
That is to say, it works through . . . identifications and loyalties, authority,
communications.” 7 The problem is one of predicting the consequences of
reorganization in terms of human behavior, and this calls for attention to the
particular situation rather than to rule books.

The question in this study was what organization of the accounting depart-
ment would contribute most to supplying useful information at the needed
points. Accounting data are used in making decisions. The objective should

6 The experiment by Mintz, originally written up in his article, “Nonadaptive Group
Behavior” in the Journal of Abnormal Psychology (1951), is summarized in Josephine
Klein, The Study of Groups (London: Routledge and Kegan Paul, 1956), pp. 35-36.

7 Herbert A. Simon, Administrative Behavior, 2nd edition (New York: The Macmillan
Co., 1957), p. xix.
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be to direct the flow of data to the decision-making unit. Analysis was
necessary to determine what kinds of data were needed by the vice president,
the factory manager, and so on. Only when this analysis was complete was
it possible to recommend changes in the organization structure.

The recommendations based on this analysis were as follows: (1) A small
group of analysts should be formed to assist top management. These ana-
lysts would be concerned with special studies rather than with periodic re-
ports. They would study the profitability of possible changes in operating
methods and equipment. (2) At the factory department level there should
be one or more accounting analysts, familiar with local operations, who could
interpret the periodic financial and cost statements for the department heads.
Thus, the whole organization was to take a form which would bring the in-
formation to bear on decisions in which that information was needed.?

8 The original publication of this study (which develops many points not summarized
here) is Herbert A. Simon, Harold Guetzkow, George Kozmetsky, and Gordon Tyndall,
Centralization Versus Decentralization in Organizing the Controller's Department (New
York: Controllership Foundation, 1954). A brief summary appears in Simon, 4dminis-
trative Behavior, 1957, pp. Xix-xx.
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Motivation, Incentives,
and Morale

"" HY do people work? Why do some
strive for the highest attainments while others are content with mediocrity?
Such questions are central to management, but like most big questions, they
evoke complicated and uncertain answers. There are no simple rules for
stimulating employees to greater effort.

The subject of motivation is closely related to that of organization. In
organizing, interest lies in creating a structure (or permitting one to grow)
that will encourage personnel to make full use of their skills and talents. If
there is a line between organization and motivation, organization is concerned
with relations among individuals (or positions), while motivation pays more
attention to the attitudes and efforts of each individual separately. How-
ever, there is no need to draw a line; this chapter will simply extend the dis-
cussion of motivation beyond the analysis of the preceding chapters.

Motivation is thought of in two ways. It is said that managers “motivate”
their employees, or fail to do so. Used this way, it implies that the concern
is with how superiors influence subordinates. The dictionary, however, de-
fines a “motive” as something within the individual which incites him to
action. Basic needs of the individual result in his striving. Looking at the
subject this way, the problem for management is discovering these needs.

Theories of Motivation

A monistic theory of motivation

One theory is that people work for one goal—more money. Such a theory
is monistic; it seeks a single cause of behavior. A critical study of this theory
will lead to its rejection and to a more complete, pluralistic explanation.

102
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The monistic theory accepts the notion of “economic man”—the man who
acts only to increase his monetary rewards. Such a theory states that the
higher the pay, the greater the effort. If pay is made to depend on effort,
the effort will increase. The rewarding of “correct behavior” should lead to
the “reinforcement” of that behavior, The theory under discussion is illus-
trated in Figure 7-1, in which greater effort not only leads to greater pay, but
also the reward of greater pay stimulates greater effort.

MEASURE OF EFFORT +

A

+ INFORMATION ABOUT WAGES
FIGURE 7-1 Effort-Reward-Effort Model

This theory carries the following implications, frequently stated as “prin-
ciples” in management textbooks:

1. An individual incentive is more effective than a group incentive. Thus, ac-
cording to this view, individual piece rates, which pay a set amount for every unit
a man turns out, should provide a high incentive. If an individual receives pay
according to his own effort, he knows he can influence his own pay packet and will
work harder. In a group incentive system, the whole group shares the rewards for
his efforts, so that the individual incentive is diluted. If some members of the
group work harder and others relax, there may be strains and resentments resulting
from the “unfairness” of spreading the reward over the entire group.

2. The incentive is more effective the more rapidly the wage payment reflects the
added production. Bonuses at the end of the year are less effective than those at
the end of the week, for the individual loses sight of rewards far off in the future.

3. The greater the reward for added output, the greater will be the stimulus.
According to this line of reasoning, the Taylor differential piece-rate system, which
pays a higher piece rate for total output to workers surpassing “standard” output,
will provide an extremely high reward for reaching standard. A straight piece-rate
will be more effective than a 509% bonus system, which shares the savings in wage
cost resulting from higher productivity between the workers and management.
The 50% bonus will be more effective than straight hourly pay.

Even a supporter of this monistic theory (if there is any) would agree that
management must weigh the benefits of an incentive system against its costs.
Thus, the Taylor differential piece rate might pay such large rewards as to
increase wage costs faster than it raises output. Whether this is the defect
that has led to the system’s disappearance is not clear—the Taylor system is
defective also as an incentive in placing too much pressure on the worker and
creating too many tensions.

In any case, there is much evidence to raise doubts about the universality
of the three principles just stated. Some group bonus systems have pro-
duced remarkable results. The most widely publicized successes in incentives
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have been profit-sharing or savings-sharing plans, involving large groups (in
which, according to the monistic theory, the incentive should be low) and
considerable delay in payment. However, a number of profit-sharing plans
have failed. Apparently the problem of incentives is more complex than a
simple, one-motive theory will admit. The solution is to revise or scrap the
theory.

Evaluation of the Monistic Theory. The assumption of “economic man”
is an old one in economic theory; but the economists have never claimed that
it is an accurate description of human motivation. The great English econ-
omist, Alfred Marshall, for example, recognized many other human aspira-
tions, and wrote of philanthropic and altruistic motives. Why then has the
concept of “economic man” survived in economics? There are two main
reasons. One is that the monetary incentive is more easily measured, partly
because it is steadier in its influence. The other is that economics is con-
cerned with large numbers of people, in which the influence of other motives
may cancel out. The test of the usefulness of the “economic man” assump-
tion is whether it leads to verifiable predictions—and economists believe
that in taking large numbers of individuals, it does. This is an over-
simplified discussion of a central issue in the methodology of economics; the
main point is that an assumption, partially true for the single unit, may be
highly relevant for large aggregates of such units.

The subject of management, however, is concerned with individual motiva-
tion. Every study on the subject of motivation and morale presents evidence
of the complicated character of human willingness to work. The “economic
man” hypothesis is no longer adequate. It is true that older books on man-
agement restricted their attention chiefly to monetary incentive schemes, but
recently there has been a broadening of perspective.

Nevertheless, monetary incentives should not be neglected. They are im-
portant and will receive considerable attention in this chapter and the next.
The position that money never acts as an incentive is as narrow-minded as its
antithesis. It will receive the ridicule it deserves from those students who are
working themselves to the point of exhaustion to earn money to stay in
school. They know that monetary rewards have something to do with their
willingness to spend hours working rather than sleeping late. The fact is
that the relative importance of monetary and nonmonetary incentives is not
known; the best assumption is that they are all worthy of management'’s at-
tention.

A pluralistic theory

A more complete theory of motivation recognizes that individuals work to
fulfill a variety of needs, not one kind. The psychologists and sociologists
working on this subject break these needs into the following categories:
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1. Subsistence needs—the basic need for food, clothing and housing common to
the whole human race.

2. Social needs—the need to relate one’s self to his fellow human beings.

3. Status needs—the desire to win a satisfactory position in the status ladder.

4. The need for self-esteem—the need to find a position in the world that will
permit the individual to have respect for himself.

5. The need for self-fulfillment—the need to find an occupation that will permit
one to apply his skills, and allow him to realize his potential.

Some writers combine the last four into two categories: social needs and
ego needs. Regardless of the classification, however, the stress is on the in-
dividual’s need for approval by his contemporaries and for recognition of his
attainments. Equally important is the stress on self-respect; an employee
who does not believe in what he is doing will lose interest in his task.

One mistake management can make is to assume that all employees are
alike in motivation. The pluralistic approach should be taken as a flexible
guide. No doubt those close to starvation are more concerned with sub-
sistence needs. Thus, some writers refer to a hierarchy of needs, with the
subsistence or physiological needs coming first.. When these are satisfied,
they will no longer motivate, Differences in individual needs then become
important to motivation/

Where do monetary incentives fit into this framework? Monetary rewards
help us meet subsistence needs, but money is also a symbol of status and per-
mits us to purchase items that carry statuse In a wealthy country like the
United States, money acts as an incentive primarily because it fulfills social
and status objectives. We could subsist on much lower levels of income but
we could not clothe and house ourselves (and especially transport ourselves)
in a style that would impress our fellow-beings or at least avoid their scorn.

In this connection, many studies point out that employees are less con-
cerned with the absolute level of their wages than in their relation to the
wages of other workers. If workers feel that pay relationships are unfair,
they become discontented even though their pay may be high from the sub-
sistence point of view. Even subsistence is a relative matter and is partly
socially determined. Most Americans would suffer on incomes that less for-
tunate Asians find bearable, What the American today considers necessary
for existence consists of many items his great grandparents never knew, such
as electric lights and refrigeration. Thus, there is a complicated interrela-
tionship among the needs outlined in our theory. The main point is to recog-
nize that there are many different needs and that these vary in character from
individual to individual.

Aspiration Levels, Productivity and Morale

James March and Herbert Simon have constructed a model consistent with
the preceding discussion. They place emphasis on a psychological concept—
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“level of aspiration.” It will be useful to contrast this model with the simple
effort-reward-effort model shown at the beginning of this chapter. figure
7-2 presents a diagram illustrating the aspiration level model.!

> SATISFACTION |

+
SEARCH
+
EXPECTED
VALUE + LEVEL OF
OF ASPIRATION
REWARD

FIGURE 7-2 General Model of Adaptive Motivated Behavior

The following list gives the main generalizations incorporated in this dia-
gram:

1. The lower the individual’s satisfaction, the greater the search for alternative
ways or better ways of doing the job.

2. The greater the search, the greater the expected reward. That is, the more
one searches for better ways of doing the job the higher his expectation of achieving
higher rewards.

3. The greater the expected reward, the higher the satisfaction.

4. The higher the expected reward, the higher the level of aspiration.

5. The higher the level of aspiration, the lower the satisfaction.

Suppose an individual is dissatisfied with his present lot. He then searches
for alternatives to improve the situation. One of these may be to increase
production, in the expectation that this will increase the rewards, especially,
let us say, monetary rewards. ‘'The higher rewards lead to higher satisfaction.
At the same time, there may be an increase in the level of aspiration—the
individual, having reached this higher level, wishes to go on to greater heights.
The increase in aspiration level lowers satisfaction. Whether the net effect
is greater satisfaction depends on which is rising faster: the rewards or the
level of aspiration. If the level of aspiration rises about the same rate as the
expected reward, the individual will continue to be motivated by his mild
dissatisfaction. If the level of aspiration does not rise while the rewards rise,
the individual becomes complacent and his search activity declines. If, on
the other hand, the level of aspiration jumps beyond the possible reach of the
individual, the result may be frustration or even neurotic behavior.

March and Simon conclude from this kind of analysis that high satisfac-

1 James G. March and Herbert A. Simon, o2. cit., p. 49.
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ExtrACT A
Functions of the Executive (Chester Barnard)

. . . Under a money economy and the highly specialized production of
material goods, the range and profusion of material inducements are very
great. The complexity of schedules of money compensation, the difficulty
of securing the monetary means of compensation, and the power of exchange
which money gives in organized markets, have served to exaggerate the im-
portance of money in particular and material inducements in general as
incentives to personal contributions to organized effort. It goes without
elaboration that where a large part of the time of an indivdual is devoted
to one organization, the physiological necessities—food, shelter, clothing—
require that material inducements should be present in most cases; but these
requirements are so limited that they are satisfied with small quantities. The
unaided power of material incentives, when the minimum necessities are sat-
isfied, in my opinion is exceedingly limited as to most men, depending almost
entirely for its development upon persuasion. . . .

. it seems to me to be a matter of common experience that material re-
wards are ineffective beyond the subsistence level excepting to a very limited
proportion of men; that most men neither work harder for more material
things, nor can be induced thereby to devote more than a fraction of their pos-
sible contribution to organized effort. It is likewise a matter of both present
experience and past history that many of the most effective and powerful or-
ganizations are built up on incentives in which the materialistic elements,
above bare subsistence, are either relatively lacking or absolutely absent.
Military organizations have been relatively lacking in material incentives.
The greater part of the work of political organizations is without material
incentive. Religious organizations are characterized on the whole by mate-
rial sacrifice. It seems to me to be definitely a general fact that even in
purely commercial organizations material incentives are so weak as to be
almost negligible except when reinforced by other incentives. . . .

Inducements of a personal, non-materialistic character are of great impor-
tance to secure cooperative effort about the minimum material rewards es-
sential to subsistence. The opportunities for distinction, prestige, personal
power, and the attainment of dominating position are much more important
than material rewards in the development of all sorts of organizations, in-
cluding commercial organizations. . . . Even in strictly commercial organi-
zations, where it is least supposed to be true, money without distinction,
prestige, position, is so utterly ineffective that it is rare that greater income
can be made to serve even temporarily as an inducement if accompanied by
suppression of prestige. . . .

Ideal benefactions as inducements to cooperation are among the most
powerful and the most neglected. By ideal benefaction I mean the capacity
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of organizations to satisfy personal ideals usually relating to non-material,
future, or altruistic relations. They include pride of workmanship, sense of
adequacy, altruistic service for family or others, loyalty to organization in
patriotism, etc., aesthetic and religious feeling. They also include the oppor-
tunities for the satisfaction of the motives of hate and revenge, often the
controlling factor in adherence to and intensity of effort in some organiza-
tions. . .

Men often will not work at all, and will rarely work well, under other
incentives if the social situation from their point of view is unsatisfactory.
Thus often men of inferior education cannot work well with those of superior
education, and vice versa. Differences not merely of race, nation, religion, but
of customs, morals, social status, education, ambition, are frequently con-
trolling. Hence, a powerful incentive to the effort of almost all men is favor-
able associational conditions from their viewpoint. . . .

Another incentive . . . is that of customary working conditions and con-
formity to habitual practices and attitudes. . . . It is taken for granted
that men will not or cannot do well by strange methods or under strange
conditions. . . .

Another indirect incentive . . . often of controlling importance is the
opportunity for the feeling of enlarged participation in the course of events.
It affects all classes of men under some conditions. It is sometimes, though
not necessarily, related to love of personal distinction and prestige. Its
realization is the feeling of importance of result of effort because of the im-
portance of the cooperative effort as a whole. . . .

The most intangible and subtle of incentives is that which I have called
the condition of communion. . . . It is the feeling of personal comfort in
social relations that is sometimes called solidarity, social integration, the gre-
garious instinct. . . . It is the opportunity for comradeship, for mutual sup-
port in personal attitudes.!

Extractr B

The Motivation Productivity, and Satisfaction of Workers (A. Zaleznik,
C. R. Christensen, and F. J. Roethlisberger)

According to this theory, then, the conditions under which the traditional
rewards of management no longer motivate are:

1. When the workers’ subsistence needs are no longer paramount and when their
needs for membership, status, and self-development become activated.

2. When workers start trying to satisfy these needs on the job.

3. When the way work is traditionally organized allows little or no opportunity
for the satisfaction of these new needs and thus they become thwarted.

1 Chester 1. Barnard, The Functions of the Executive (Cambridge, Mass.: Harvard
University Press, 1938), pp. 142-148. Copyright, 1938 by the President and Fellows of
Harvard College.
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In conclusion it should be noted that this theory not only accounts for
why the traditional rewards no longer motivate. It also accounts for the
frozen state that management has got its workers and itself into. Given its
traditional conception of its task and given the motivational situation to be
as we have described it, the frozen state must be a consequence. . . .

. . . the frozen state seems to emerge under the following conditions or
set of assumptions about the inherent nature of workers, of organizations, and
of managements’ relation between them.

1. Man (the worker) is just incapable of directing himself to the goals of the
organization of which he is a member. In this respect there is no life in him; he
can be only pushed from behind, there is no pull from ahead.

2. Between his own needs and goals and the goals of the organization there is
no relation except through his need for a steady job in order to satisfy his sub-
sistence needs, which are the main (almost exclusive) part of his inherent nature
at work.

3. With respect to the management of people, therefore, management’s major
task on the one hand is to divide jobs into their most elementary steps (methods
work), time them to see what should be done in seconds (time study), rate them
against a scale of an increasingly more difficult job to find complexity and worth
(job evaluation), and cost them by each individual operation (cost control).

4. And on the other hand—this is the more so-called human relations or getting-
things-done-through-people part of the job—to lead each separate person fairly
but firmly in the direction where it is not part of his inherent nature to go.

5. And insofar as it is possible, to let each individual worker satisfy his other
needs away from the job as a consumer and in organizations spec.alized to take
care of each one neatly but separately.

6. And when this does not quite work and some of man’s social needs rear their
ugly heads at work, and small groups form that control the productivity of their
members, (1) ignore them—say it isn’t so, or (2) “let’s break them up—you
can’t let social groups run the factory,” or (3) retime the job—“you can’t let
them get away with it,” or (4) let the foreman deal with them—“he’s in the mid-
dle,” or (5) get a human relations expert to tell the foreman how to “handle”
them, or (6) send middle management to school to tell the foremen how to “handle”
them, or (7) send top management to school to tell middle management how to
tell foremen how to “handle” them, and so on.

7. And when the magic of the “black magicians” (i.e., the techniques of the
methods people, time and motion study people, job evaluators, and merit raters)
and the magic of the “white magicians” (i e., the techniques of the “charm school”
people, the “getting-things-done-through-people” people in business and business
schools) fail and workers still remain apathetic and indolent and put forth only
minimum effort, what then? Well (1) “I told you so in the first place” and (2)
“let’s get some more black and white magicians—there’s no end to the new tricks
that they have up their sleeves.”

8. And when, in spite of all this direction, manipulation, and control, which it is
management’s inkerent nature to exercise, a few stray egos still raise their heads,
what then? “Well, let’s let those ‘soreheads’ go to the union. This organization
specializes in workers with such ego needs. We'll bargain with these needs once
or so a year and have real big ‘white magicians’ to help us do it. They are experts
in dealing with persons whose social and ego needs have been thwarted. . . .”

. . . [The manager] could get out of his difficulty (at least the theoretical
part of it) by just making another set of assumptions—exactly the opposite
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from those he customarily makes—about what his task is supposed to be.
.« . For example:

1. Instead of assuming that the worker is incapable of directing himself to the
goals of the organization, let management assume that he can, and that although
it is not part of his inherent nature to do this, it is one of the ways of satisfying
many of his needs, if he so chooses and has a chance to do so.

2. Instead of assuming that it has to put into the worker certain capacities (e g.,
capacities for growth and assuming responsibility) with which his inherent nature
has not endowed him, let management assume that these capacities are there (by
all available research evidence) in the first place but that as a result of experience
they have become invisible in the second place and that management cannot put
them there in any case.

3. Instead of assuming that motivating is something that it does (its job), let
management assume that motivating is something that the workers do (their job)

4. So, instead of setting up and administering its organization for workers whose
inherent capacities are to be led, directed, and motivated, let management assume a
new leadership role of creating the conditions (technological, sociological, psycho-
logical, and through its own behavior) whereby workers can realize their “own
goals best by directing their own efforts toward organizational objectives.”

Before taking issue too quickly with these suggestions, let us just add:

1. There is nothing in the facts of research that prevents management from
making these assumptions; to the contrary it might be said that the facts are
begging for someone to make them, because,

2. These assumption[s] make intelligible many things that are now unintelligible.

3. They are big time savers. By assuming certain capacities to be prepotent
and which under certain conditions will tend to develop, it cuts down the time
that one has to spend in trying to develop something out of nothing, which is a
difficult feat and consumes time. Preoccupation time (a kind of time which the
time and motion study experts are not too concerned with) is decreased substan-
tially. . . .

In the past thirty years a number of things have been tried. To mention
only some, there have been (1) counseling programs for workers and super-
visors directed at improving the channels of communication; (2) participative
management programs aimed at getting all parts of the organization involved
in the setting and implementation of organizational goals; (3) multiple man-
agement programs, consultative management programs, grass roots programs,
Junior Boards of Directors, Work Councils, and the more abundant use of
committees—all with similar aims; (4) profit-sharing programs; (5) sug-
gestion box systems to utilize the imaginative resources of workers; (6) the
Scanlon Plan to involve the Union more realistically in organizational objec-
tives; (7) decentralization programs aimed at giving more managers more
responsibility but also more people to supervise so that they cannot be di-
rected and supervised so closely; (8) job enlargement programs aimed at
allowing workers to fulfill better their social and ego needs; (9) supervisory
training programs aimed to help supervisors to implement more behavioristi-
cally management’s new conceptions of its task; (10) executive development
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programs aimed to acquaint managers with the increasing fund of knowledge
about the social aspects of administration; (11) executive educational pro-
grams aimed to acquaint managers with the traditions and values of Western
European culture, and so forth. . . .

What about designing a program for worker education involving the same
concepts, methods, materials, and “cultural islands” with which educators
and responsible management training officers are now conducting educa-
tional, developmental, and training programs for their first, second, third,
and so on, levels of management? It would involve participant-centered,
student-worker-centered discussions, cases, problems, and some lectures per-
haps, all conducted under permissive conditions which would allow workers

to express their own points of view and feelings without fear of censure of
ridicule.?

Extracr C
Motivation and Increased Productivity (Rensis Likert)

Two conditions appear to be necessary for a subordinate to react favorably
to his superior’s attempts to influence his behavior. First the influence at-
tempts should be ones which he has reacted favorably to in the past—that
is, they need to be familiar. Second, the influence attempts, as seen by the
subordinate, should be supportive rather than threatening. And he will
see them this way when they contribute to his sense of importance and per-
sonal worth; he will see them as threatening when they decrease his sense
of personal worth.

From these conditions it is possible to derive a modified theory of manage-
ment and the day-to-day operating procedures required to implement it.

Thus, for example, it is possible to state the following principles based on
this theory: Any attempt to produce a change in an organization will work
best when the people whose behavior needs changing want themselves to
change. An attempted change, therefore, will work better when management
creates a situation in which people can see the possibility and desirability
of change and even initiate the change, rather than merely being ordered to
change.

Research findings show that supervisors improve in their handling of
human relations much more when provided with objective measurements
about their operation and then stimulated to discuss these measurements with
their subordinates as a group, than when they are merely given a supervisory
training program. A supervisory training program is, after all, just another
way of ordering a foreman to change his behavior.

2 A. Zaleznik, C. R. Christensen, and F. J. Roethlisberger, The Motivation, Productiv-
ity, and Satisfaction of Workers (Boston: Division of Research, Harvard Business School,
1958), pp. 403-427.
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Another operating principle based on this modified theory is also related
to the best way to bring about changes and improvements. This principle
indicates that an organization will perform more effectively when it functions
as a network of integrated and coordinated teams, each of which has a high
team spirit, high performance goals related to its part of the total job, favor-
able attitudes toward its supervision and management, and confidence and
trust in them. These teams are knit into an integrated and coordinated
organization by supervisors, managers and staff, who hold overlapping mem-
berships in two or more teams or groups. . . .2

Extract D

Managerial Psychology (Harold J. Leavitt)

Consider the profit-sharing plan as an extreme contrast to bare individual
incentives. Consider, for example, a small company of, say, three hundred
employees which chooses, instead of individual incentives, one of the many
varieties of such plans. Assume it chooses the Scanlon plan, which is itself
an extreme within the profit-sharing group. In a sense such a plan does
not properly belong in a chapter on money incentives, for though it begins
with money incentives and though money incentives derive from it, it can
be better thought of as a plan for the psychological reorganization of a
company.

The elements of the plan are these: (1) A monthly bonus for everyone
in the plant based on an index of the over-all productivity of the plant—an
index that is a satisfactory measure of improvement in the organization’s
efficiency. (2) The introduction of production committees. If every man’s
take-home pay is tied not to his individual productivity but to the productive
efficiency of the company as a whole, then the production committee becomes
the mechanism for tying everyone’s efforts to the goal of productivity.

Notice that this plan includes the same assumptions made in individual
plans. But profit-sharing plans also add two others: interdependency and
social and egoistic needs.

These two additions are surprisingly important. The underlying proposi-
tion of individual incentives reads something like this: Individuals will work
harder if they are individually rewarded with money for harder individ-
ual work. The profit-sharing modification is of this order: Organizations will
work harder if they are organizationally rewarded for harder organizational
work.

The two propositions do not even contradict one another. The second is

3 Rensis Likert, “Motivation and Increased Productivity,” Management Record, Vol.
XVIII, No. 4 (April, 1956), pp. 128-131, as reprinted M. D. Richards and W. A. Nielander,
Readings in Management (Cincinnati: Southwestern Publishing Co., 1958), p. 398.
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an extension of the first. We do not have to prove one right and the other
wrong; we have only to decide whether we are dealing with independent or
interdependent individuals and with simply motivated or multiply motivated
ones.

The second proposition assumes that individuals in industrial organizations
are both socially and economically interdependent. It therefore defines an
individual’s job differently than the first. His job is no longer to punch his
press as productively as possible; it is to punch his press in a social environ-
ment, to think about ways of improving the operation of his press and the
company, to help whenever helping other people in the plant will contribute
to the over-all efficiency of the organization, and finally, when faced with un-
usual decisions, to try to make those decisions which will contribute to total
efficiency.

One result of such a plan is an increase in feelings of responsibility for
the total operation on the part of all members of the organization. For now
it is harder to make management the scapegoat for all problems. If produc-
tion, and therefore the bonus share, drops, there is no tight rate to blame it
on. If some people work too slowly or stupidly, it costs everyone some-
thing. What should everyone, not just management, do about it?

This increase in employees’ “ownership attitude,” however, is not an un-
mixed blessing. Even though most managers insist they want their people to
develop one, an ownership attitude in each employee means that each em-
ployee may take a serious interest in things management considers its private
property. It may mean, for example, that the machine operator now ex-
presses interest in the sales manager’s decisions. He may question such
decisions. He may want an accounting for the sales department’s failure to
bring in a large order. At this level secondary and tertiary changes in
atmosphere and organizational structure are likely to occur. Notions about
secrecy, about prerogatives of one group or another, are likely to be battered
down.

If profit-sharing plans succeed in developing what they set out to develop,
a strongly active desire on the part of everyone in the plant to improve the
plant, what then? Where individual incentives so often sharpen the line
between management and employees, these profit-sharing plans tend to obvi-
ate it. They tend to push the whole organization in the direction of oneness,
in which everything is everybody’s business. The new control problem may
not be how to get people to work on time but how to keep them from hen-
pecking management. . . .

Several of these plans have by now been tested in many small companies,
generally with good success. They have not been put through the harder
test of a depressed economy, however, nor have they yet been applied to very
large firms. Psychologically they make sense in that they open channels of
communication and create a situation in which at least one goal, the goal of
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greater productive efficiency, is spread more widely through all levels of the
organization.*

Case A:
Supervision and Motivation of a Group of Research Workers

One of the authors of this book is in charge of a small group conducting
research on management. The objective is to obtain a series of case studies
on important decisions made by firms in a number of different industries.
Four graduate assistants are employed to assist in the project. All of them
are part-time graduate students working towards doctorates in economics
and business. Two of the assistants have taken over one year of graduate
work and have previously been engaged in teaching or research. Another
has completed most of his work for the doctorate and has had some years of
experience in business and farming. The third is new as a graduate student,
but has been engaged in business for almost ten years before returning to
university work.

The leader of the research project is a full-time teacher with a number of
administrative and committee responsibilities. He has limited time to devote
to the project and to supervision of the assistants. His office is located at
some distance from the offices of the assistants; because of limited space
it is impossible to bring the whole research group together. The schedules
of the leader and of the assistants are different, and at times the assistants
are in the field. The question is the determination of methods for supervising
and motivating the assistants to accomplish as much high quality work as
possible,

Each assistant is required to put in nineteen hours of work per week on the
research project. Each has been assigned a particular part of the project
for special attention, but it is difficult to separate the research into compart-
ments. One research worker is bound to run into research findings that will
be of value to the others,

Several methods for supervising the group have occurred to the project
leader:

1. Setting up definite office hours in which each assistant must be at work on
the project.

2. Continual checks on progress made; for example, on material that has been
written up.

3. A series of meetings at which group members can report progress in research.

4, Time cards on which the assistants will keep records of the time devoted to
the project.

5. Working up subprojects which the assistants can use as material for doctoral

4 Harold J. Leavitt, Managerial Psychology (Chicago: The University of Chicago
Press, 1958), pp. 180-184.
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dissertations or master’s theses, so that in addition to the pay earned they will
make progress toward completing their graduate work.

Case B:
Statement of IBM on Human Relations

Since the very inception of IBM, recognition of the need for good human
relations has been a fundamental fact in the conduct of all company business.
A practical program has been established by recognizing the applicability of
the “Golden Rule” and its effectiveness in a business operation, and by en-
couraging on a day-to-day basis, as well as through formal programs, the
best possible development of each job to accommodate the needs and ambi-
tions of the individual.

IBM’s human relations programs, both formal and informal, are designed
to accomplish a number of objectives. Every effort is made to maintain full
employment so that an employee is not plagued with fear of job insecurity.
Our salary policies are geared so that an employee can earn—and is encour-
aged to earn—the maximum amount his ability permits. Many educational
opportunities are made available to an employee so that he can continuously
expand his ability and opportunity to advance. And, it is our objective to
provide the employee with some economic protection in case of illness or acci-
dent as well as upon retirement.

Here are some of the specific employee benefit plans made available by
IBM. All are entirely company paid.

First, there are three programs covering sickness, accident and medical
expense for which all regular employees are eligible from the first day of
employment, regardless of any personal insurance an employee may have.

The Sickness and Accident Plan provides a benefit equal to an employee’s
regular salary when he is absent from work because of illness or accident for
a period of six months. After this period, further absence is given individual
consideration.

Family Hospitalization benefits, covering an employee and his eligible
family members, provide payment of 75% of the charges for hospital room
and board up to $20 a day plus hospital charges for other services, supplies
and treatments up to $300. Coverage is for 70 days of each period of hos-
pitalization,

To assist an employee in the event he or a member of his family incurs
medical expenses not covered under the Family Hospitalization Plan, IBM
provides a Family Major Medical Plan. Payment is made for 75% of each
individual’s covered expenses, in excess of $200 each year; the maximum
allowance is $10,000 and may be renewed. The Plan helps to minimize the
possibility of an employee’s savings being wiped out by heavy medical ex-
penses,
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If, after ten or more years of continuous service, an employee should be-
come totally and permanently disabled, full pay for two years followed by
a monthly income for life is provided by the Total and Permanent Disability
Pay Plan. This is in addition to benefits received under the Sickness and
Accident Plan. Such an employee is also provided with continued coverage
under the Family Hospitalization, Major Medical, and Life Insurance Plans.
The Group Life Insurance Plan provides protection for each employee from
the first day of employment.

An employee retiring at age 65 after five or more years of continuous serv-
ice with the company receives a regular monthly income. The lifetime in-
come provided by the Retirement Plan is based on length of service, or length
of service and earnings, whichever provides the greater amount. The Group
Life Insurance Plan for Retired Employees replaces the plan for regular
employees, and coverage under the Family Hospitalization and Major Medi-
cal Plans is provided.

Annually, each employee receives eight holidays as well as a vacation based
on length of service, as follows:

Length of Service Vacation
Less than 1 year Varies, according to service
1-8 years Two weeks
8-20 years Three weeks
20 or more years Four weeks

At the twenty-fifth year and at five-year intervals thereafter, each em-
ployee receives an additional Service Anniversary Vacation in that year. In
the twenty-fifth year it is one extra week; in the thirtieth year, two weeks;
in the thirty-fifth year, four weeks; in the fortieth year, six weeks.

A company-sponsored Suggestion Plan was set up by IBM in 1928 and
has continued to date. Awards made under the plan are based on a per-
centage of first-year savings to the company resulting from adoption of a
suggestion, and can range as high as $25,000. Employees received more
than $600,000 for 14,084 suggestions adopted by IBM in 1959.

An employee is strongly encouraged to improve himself and to advance
within IBM by educational training offered him through unique company
programs as well as grants for attending outside educational institutions.
Instruction ranges from job-related training and management seminars to
graduate-level study at universities near IBM locations. Both technical and
liberal arts subjects are included.

The company currently has twenty-five educational centers to carry out
its programs, and instruction is also offered at plant, laboratory, and branch
office locations. During 1959, over 137,000 courses in company-conducted
classes were completed by IBM participants.

The scope of IBM education programs was enlarged in September, 1960,
when the company opened its Systems Research Institute, offering graduate-
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level courses in data processing system design, programming and operation.
It is the only school of its kind in the United States.

In 1959, IBM introduced a Tuition Refund Plan, which now provides re-
funds for 75% of an employee’s educational expenses up to $250 a year
upon satisfactory completion of approved courses taken outside scheduled
working hours. During the same year, the company announced that it would
match contributions made by employees to accredited educational institutions
up to $1,000 for each institution per calendar year.

In 1959, as a memorial to its founder, the company inaugurated the
Thomas J. Watson Memorial Scholarship Plan which awards 50 four-year
college scholarships annually on a competitive basis. Twenty-five of these
scholarships go to students who are children of IBM employees, the remainder
to other high school students in private, parochial, and public schools through-
out the nation.

Through an Employee Stock Purchase Plan, approved by IBM stockholders
in 1958, any employee with one or more years of continuous service, may
purchase IBM stock through payroll deductions to a maximum of 10% of
his salary at a price 15% below the average market price on the date of
purchase. This plan is subject to annual renewal.

Finally, it should be emphasized that all employees at IBM are salaried.
The recent removal of plant employees from the status of “hourly workers”
represents a new landmark in employee relations because it reflects the com-
pany’s appreciation of the dignity of all its people.

IBM’s employee turnover rate is substantially lower than the national
average and an increasing number of employees annually join the IBM
Quarter-Century Club.

IBM’s growth is the result of a number of reasons, but the most important
of all are respect for the individual, a vivid awareness that good employee
relations are fundamental to success, and implementation of this awareness
by sound and progressive policies and programs.®

Case C:
The Ashland Oil & Refining Company (A)

The kind of financial incentives used in the Ashland Oil & Refining Com-
pany has been fundamentally affected by the nature of the growth of the
company, the personal characteristics and ideas of its executives, and by the
environmental setting. After the firm started to grow rapidly, the manage-
ment initiated what it called the employee dividend and encouraged stock
ownership. Both approaches met with success but certain problems have
caused management to restudy their place in the company.

5 International Business Machines, “Human Relations in IBM,” Company Release, 1960.
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Early Personnel Practices

Swiss Oil Corporation, a small predecessor of Ashland Oil, employed
mountain labor in drilling oil wells.

Prior to 1924 it used simple employment procedures and simple wage plans.
“Fringe benefits” were of the paternalistic type; that is, maintaining a com-
pany town with school, church, recreation centers, and so forth. Wage poli-
cies were typewritten in 1920:

Each rate card must have the O.K. of the Superintendent under whom
the employee is to work. Each time a rate is changed the new rate must
have the O.K. of the Superintendent. These rate cards are to be used in
making up the payrolls.

A board or Mess record book is to be kept and each man eating a meal
must have had that meal checked against his name during meal time. The
amount of board to be deducted from each man’s pay will be made up from
this board record book and the meals charged at 50 cents each.

Daily Time Distribution Sheets must show the distribution of the work
as relates to the location and amount of time put in on each operation.

There are two classes of wages for employees: those getting straight time
per day and those getting time and board.

The chief executive of the refining subsidiary emphasized the idea of a
“company family” from its beginning in 1924, The aim was to stress the
personal aspects of management-employee relations with a closely knit
group or team working together as a part of a family. This approach was
easier for the company to employ during the 1930’s when it was small.
Since its primary location was in a small town, direct contacts among per-
sonnel after working hours were possible. The company built up morale by
consciously picking new employees that “would fit in” with the social struc-
ture of the firm. All of these policies continued with little change even
though the company grew rapidly. However, problems arose which made
the approach more difficult as size increased.

Several techniques were used by the company to further the feeling of
belonging. For 30 years or more annual Christmas parties including pro-
fessional entertainment, gifts for children of employees, and refreshments,
have been held. These parties became an institution in those communities
in which a number of employees and friends of the company lived.

The operating employee in a refinery serves as an attendant to keep a
watchful eye on gauges, pipes, and so forth, while capital equipment turns
out the product. The ratio of the total number of workers to total capital
invested is low. Refinery workers are of three general types: operational,
maintenance, and custodial. The operational workers are organized into
shifts and then into working groups of four men each. The maintenance
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workers clean and repair the refining equipment at frequent intervals. Cus-
todial employees are chiefly plant guards and janitors.

Current Personnel Practices

Ashland Oil places little stress on formal systems of job evaluation, merit
rating and wage surveys. Individual incentive wage systems are not used:
an hourly wage payment is typical in the petroleum industry. Some of the
fringe benefits provided by the company are summarized in an annual re-
port:

“Ashland Oil has endeavored to be in the forefront in the development of
employee benefit plans. Our Company is now contributing more than
$3,000,000 per year to the cost of a comprehensive welfare and benefit pro-
gram for employees. The cost to the Company of these and other special
benefits is equal to 20% of the base salary of employees.

“The Company pays the entire cost of sickness and disability benefits
under which normal earnings of employees are continued for various periods
of time depending upon length of service.

“Employees and the company contribute jointly to the cost of hospitaliza-
tion and surgical insurance for employees and their families and to group
life insurance. Death benefits are equal, on the average, to the equivalent
of two years’ base compensation with double indemnity in the case of acci-
dental death,

“Ashland’s pension and retirement plans are comprehensive and are in-
tended to give better than average protection to its employees.”

One of the compensation techniques used by the company was described
in a prospectus:

“On April 24, 1948, the Board of Directors authorized a profit-sharing
plan, commencing as of October 1, 1947, for the benefit of all employees,
including officers, of the company 'and its subsidiaries. . . . Pursuant to the
plan, the Board of Directors has approved the payment to employees of an
employee-dividend for each quarter-fiscal year commencing with the quarter-
fiscal year ended December 31, 1947.”

Details of the plan were explained to the employees in a letter which stated,
in part, as follows:

“The total dividend of $107,340.28 as approved by the Board for the first
payment to our employees under this plan is arrived at by taking 7.5% of
the adjusted consolidated net earnings of the company for the last three
months of 1947, to the extent that such earnings exceeded 25¢ per share
on the 1,006,880 shares of common stock of the company outstanding on
December 31, 1947. The earnings of the company on which the employee-
dividend is based have been adjusted to eliminate nonrecurring losses or
profits, including inventory abnormalities, and are intended to reflect ac-
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curately the profits resulting from current operations. . . . Your propor-
tionate share of this employee-dividend is determined by the total wages
earned by all employees. The total employee-dividend being paid at this
time is equal to approximately 9.4% of the company’s payroll of $1,141,145
earned during the period, and thus your accompanying payment, before de-
duction for social security and income taxes as required by law, should equal
9.4% of your salary of wage earnings for the three months ended December
31, 1947. . . . There are no secrets concerning the profits of the Company
and any employee should feel free to request further information concerning
our employee-dividend plan.”

After the dividend plan had been in effect for one year, the chief executive
expressed his opinion in the company magazine:

“After having tried out the employee-dividend plan for a full year, it is
the opinion of the management of the company that it has worked success-
fully. We believe all of you appreciate this additional compensation, and
because of your sharing in the profits of the company, there is a greater in-
terest and effort on the part of everyone toward the success of our company
and its day-to-day operations. With the continued co-operation and best
efforts of the more than 2,000 men and women who now comprise our or-
ganization, we hope to so increase the efficiency of our operations and to
add to the earnings of the company and thus to the size of each of your
employee-dividend payments.”

The employee-dividend originated in 1941 as a bonus in lieu of wage
increases which at that time were governmentally controlled. From that
date until 1947, the bonus was paid at the end of the year with no set pat-
tern for its computation or distribution. On March 2, 1948, the Chairman
explained more of the philosophy of the employee dividend in a letter to the
employees:

“Employee-dividend payments will be in addition to and entirely separate
from the regular salaries and wages. . . . In the same manner that heretofore
the directors of the Company have met every three months and decided
whether the profits of the Company are such to justify the payment of a
dividend to the stockholders, they will now decide whether the profits re-
maining after provision for dividends to the stockholders are sufficient to
justify the payment of a dividend—to our employees. Employee-dividends
will be affected principally by the earnings of the company, but may be in-
fluenced by other factors as determined by the Board of Directors. . . . We
believe that all employees recognize the direct connection between their in-
dividual efforts and the success of the company. The purpose of this
employee-dividend plan is to emphasize that, also, there is a direct connec-
tion between profits of the company and the funds that can be made availa-
ble for earnings of our employees. Every company has to be financially
successful in order to pay adequate salaries and wages. It must be even
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more successful in order to justify the payment of employee-dividends, as
we now propose.”
In a comment to the Board of Directors, the Chairman said:

I believe the employee-dividend plan will instill considerable interest in
our stock and in our earnings. It gives us a vehicle to encourage that inter-
est by the sending of a letter each quarter, along with employee-dividends,
giving such information concerning current operations and earnings as we
believe will be interesting to our employees.

The management of the company also encourages the purchase of shares
of stock in the company. The chief executive expressed his opinion in a
speech:

Application of seniority is one of the growing practices being forced on
industry, that tends to weaken the operation of our present economic system,
a system which, theoretically, is based on competition, individual initiative,
and personal incentive. When no advantage accrues to the individual in
return for extra effort, as is true today for millions of employees, not only are
the problems of management increased, but there results a tremendous loss
of productive capacity which, I am sure, is significant in the overall economy
of our country. If employees prefer seniority to opportunity, and thereby
lose incentive for personal effort, then the management of business must find
other incentives for efficient production. The most promising approach,
in my opinion, is through stock ownership by employees and the sharing of
corporate profits. Although such plans do not afford an opportunity for
individual recognition among the rank and file, they give the employees, as a
group, a stake in the success of the enterprise and make them conscious of
their collective achievements, The members of the team play a better
game when they are encouraged to know the final score and are permitted
to share in the awards to the victors.

On March 20, 1950 the company offered 50,000 shares of $1.20 Cumula-
tive Convertible Preferred Stock to the employees:

. . at a price of $20 per share—the number of shares an employee
may subscribe for may not exceed a number obtained by multiplying by
15% his estimated average monthly salary or wages before income tax—
Payments for subscriptions will be in twenty installments of $1 per share
per month. Each employee’s subscription will be a direction to deduct the
amount of each installment from his salary or wages each month until the
subscription is paid. . . . He shall not have the right to receive a certificate
for such shares or to sell such shares until the expiration of said nineteen-
month period. . . . Each subscriber shall have the right to cancel his sub
scription and withdraw from this plan at the end of any month by giving
the company 10 days’ notice. The company shall thereupon refund to such
subscriber all payments made by him under his subscription with interest on
his monthly balances in his stock purchase account at the rate of 3% per
annum.
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By 1960 almost 2,000 employees owned stock in their company. This
group had continued to grow gradually through the encouragement of the
company in stock purchase plans in 1953, 1956 and 1960. Employees
through these offerings owned a substantial number of the nearly 7,000,000
(common and preferred) shares outstanding. The stockholders had in-
creased to more than 42,000 by 1960.

During the 1950’s, the management continued its emphasis on its em-
ployee dividend plan and on the stock purchase plan. It was confronted
with problems, however, which caused it to make changes and to rethink its
approach to motivation.

During times of low profits, the employee dividend, was small and so the
company changed to an annual payment basis. Employee ownership of
stock increased the workers’ interest in the financial condition of the com-
pany. There were different views as to whether the two plans, employee
dividend and stock purchase plan, were desirable. Both plans were con-
tinued.

Case D:
The Lincoln Electric Company

The most famous incentive plan of modern times is that of the Lincoln
Electric Company of Cleveland, Ohio, a concern with under 2,000 em-
ployees. The Lincoln Electric Company has a profit-sharing plan under
which approximately 80 per cent of the company profits are distributed to
the employees. The profit-sharing bonuses are extremely large, amounting
to approximately the equivalent of the basic wages and salaries. As a result,
the total earnings of the employees are at least double the average earnings
in comparable concerns. The interesting question about this plan is why it
works so successfully when profit-sharing has failed in other companies.

The Lincoln Electric Company is the largest producer of electrodes and
arc welding equipment in the United States. The company was founded in
1896. Mr. James F. Lincoln took over as president in 1913 and it was
under his management that the incentive system developed. One of his first
acts, in 1914, was to establish an Advisory Board, with one elected worker
from each department, to advise him on management problems. This com-
mittee meets with top management every other Monday. It discusses griev-
ances and suggestions for improving working conditions. New committee
members are elected each month, so that memberships continually rotate.
There is no union,

The Advisory Board has assisted in introducing changes in the Lincoln
Electric Company. For example, the Board helped originate a shorter work
week. The Board assisted in introducing the profit-sharing plan itself in
1934, 1In fact, Mr. Lincoln was not enthusiastic about the idea at first. It
was made clear to the employees that bonuses would have to be earned;
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that they would arise from increased effort and productivity. Substantial
bonuses were earned from the beginning.

The increased productivity under the incentive plan has not only permitted
an enormous increase in wages and salaries, but also has enabled the com-
pany to cut prices, passing part of the savings in labor time to the consumer.
It has also made possible an increase in dividends, though it is interesting
that the dividends have increased much less than in most comparable com-
panies. The dividend rate in 1934 was $2.50 per share; in 1943 it was $6.00
and has not changed much since that time.

The bonus paid to a particular worker depends on several considerations.
First it varies with over-all company profits. The individual’s portion of the
part of profits set aside for bonuses depends, in part, on a merit rating done
by his superior. A letter from Mr. Lincoln dated December 4, 1959 made
this announcement:

The Lincoln Electric Company paid its 1371 employees in Cleveland and
its 38 district offices throughout the country $6,488,167 today in annual in-
centive pay. Each employee received a check representing payment for his
or her extra contribution to the success of the company for the year. The
amount of each check was determined by an individual merit rating of per-
formance on the job for the year.

Lincoln has paid this incentive every year since 1934, during which time the
company has paid a total of $93,985,308 in addition to regular earnings and
other benefits all of which are standard for the industry. This year the com-
pany also purchased $1,000,000 in retirement annuities covering each em-
ployee. The company also guarantees continuous employment to all em-
ployees with over two years service, thus securing them against lay-offs.

Mr. Lincoln’s letter indicates that the average bonus per employee was
about $4,730. This is more than the total wages of most non-supervisory
employees in the United States.

Mr. Lincoln personally determines the bonuses of his immediate subordi-
nates. All profit-sharing bonuses are paid at the end of the year. In ad-
dition, payments are made for cost-saving suggestions at the rate of one-half
of expected savings during the first year., A Suggestion System Board re-
views suggestions once a week. The Board is careful to explain to workers
the impracticality of suggestions not adopted.

Great care is taken in the selection of new employees, with emphasis on
intelligence quotients and extracurricular activities (such as athletics). The
average age of foremen is kept down by promoting older supervisors to staff
positions. The foremen are encouraged to discuss company-wide problems
in weekly meetings. This gives the foremen a broader managerial viewpoint,
prepares them for higher positions, and provides them with information to
answer questions within their departments.

Mr. Lincoln has written at length about his ideas on incentives. He
argues that too much emphasis is placed upon profits as the sole purpose of
industry. This emphasis, he feels, distracts management from its main ob-
jective and tends to alienate the employees. The goal should instead be
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one of making a better product to be sold at a lower price, with profits a by-
product of performing service. The aim in dealing with company personnel
should be to develop latent abilities by stimulating the desire to develop.
This can be done by providing challenging jobs, by building up a sense of
teamwork and of individual responsibility to the team, by continually apply-
ing pressure for more and better work, and by promoting only on the basis
of ability and performance. Mr. Lincoln argues that supervisors should be
leaders rather than bosses; they should accept their subordinates as members
of a team. He also emphasizes selection of employees with ability and in-
itiative.

Mr. Lincoln stresses the importance of recognition. He states that the
“worker must feel that he is recognized in accordance with his contribution
to success. If he does not have that feeling of self-respect and the respect
of others because of his skill, he will think he is being ‘played for a sucker’
if he increases his output so the owners can have more profit.”

“Tt is not necessary that this reward be solely in money. As a matter of
fact, the amateur athlete gets no money, yet he tries harder than the profes-
sional who is paid. This athlete, however, does get the respect and position
resulting from his achievement. That is his reward.” ¢

Mr. Lincoln also stresses competition as a driving force. While it is de-
sirable to have a sense of team membership, he feels that it is also important
to stress the drive to be outstanding in the group.

Mr. Lincoln’s views on profit-sharing are of special interest. “Profit-
sharing, in its many forms as generally applied, fails and for the same funda-
mental reasons. Profit-sharing does not distinguish the worker. He is likely
to consider the share of the profit given him in the usual profit-sharing split
somewhat in the nature of a tip to a Pullman porter. . . . The worker knows
that manufacturing is necessary to the consumer. He is not so sure about
profit. He thinks that the salary that the boss gets should satisfy him with-
out any profit. Profit should be a by-product of service to the consumer,
not an end in itself.” 7

Mr. Lincoln stresses that it is not enough to impose an incentive system
from above. The problem is to get the employees to want the plan. For
example, if the plan is tried out by a small group at first, the rest of the per-
sonnel may insist on being included. The workers must feel that the added
effort they will put in under the plan will produce large rewards, both mone-
tary and nonmonetary. Mr. Lincoln favors stock ownership plans, such as
the one available to the employees of the Lincoln Electric Company, but he
does not think that the company should put pressure on the employees to
buy stock. Stock ownership creates a sense of responsibility for company
success and acts as a powerful incentive in itself.

6 James F. Lincoln, Incentive Management (Cleveland: Lincoln Electric Company,
1951), p. 81.
71bid., pp. 106-107.
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To the outside observer there are many possible explanations of the high
motivation and the high productivity of the Lincoln Electric employees.
Weighing the relative importance of these is a difficult task.8

Case E:
The Scanlon Plan at the Miami Tool Works, Inc.

In the early summer of 1958, the top management of the Miami Tool
Works was divided in its opinion concerning the operation of a “Scanlon
Plan” wage incentive. This plan provided a bonus to all employees except
the president, vice president, and four salaried salesmen according to savings
reflected as a percentage of payroll costs to net dollar sales including addi-
tions to inventories. One group in top management, identified with factory
operations, questioned whether the basic objectives of the plan were being
achieved. This group also felt that bonus payments were draining the com-
pany of working capital, sorely needed for current operations as well as
replacement of obsolete equipment. This drain on cash also impeded any
plans for expansion.

The other group, comprising the top officers of the company identified
with sales and finance, was less concerned about the operations of the Scan-
lon Plan. In fact, the president was quoted as stating that the plan was
quite satisfactory since more dollars of net sales were being generated by
fewer factory employees.

The Miami Tool Works had been founded in 1914 by William Johnson on
the basis of his design of a high-precision, semiautomatic tool grinder. The
business was built upon the manufacture of tools used to cut and thread steel,
brass, and other metals. It also manufactured such inspection tools as
gauges and micrometers. Under the founder, the business prospered largely
because of the high-precision product achieved through the use of the ma-
chines which he had invented. These quality standards had been continued
so that in 1958 the Miami name represented the finest of the jewelry grade
cutting tools and gauges in the industry.

Most of the operations in manufacturing were machine-paced. Manual
effort was required only in the insertion and removal of the work from the
machine. The factory superintendent estimated this at about 2% to 3% of
the total cycle time. The operator, however, influenced the total work done
since he controlled the time between the removal of a finished piece and the

8This case is based on John D. Glover and Ralph M. Hower, The Administrator:
Cases on Human Relations in Business, revised edition (Homewood, Ill.: Richard D.
Irwin, 1952), pp. 533-584; and James F. Lincoln, Incentive Management (Cleveland:
Lincoln Electric Company, 1951). For fuller discussions of the Lincoln system, readers
are referred to those publications.

9 Case prepared by Professor Jacob J. Blair of the University of Pittsburgh.
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start of work on the next piece. Delays at this point could amount to 10%
or more of the total cycle time.

In June, 1958, the company employed 115 persons in the office and 146
in the factory. In more normal times 262 persons were employed in the
factory.

Labor Relations Background

In 1943, the company recognized the United Steel Workers of Amer-
ica as bargaining agent. Upon the suggestion of Mr. Damon, who was
then works manager, the company proposed in the contract negotiations of
1948 the adoption of the Scanlon Plan, in lieu of a general wage increase.
After its acceptance by the union, the plan remained in effect until the ne-
gotiations of 1950 when, upon a union request, it was withdrawn because
it had failed to yield a bonus to the factory employees. In 1953, the Scan-
lon Plan was again proposed by Mr. Damon and accepted by the union in
lieu of a general wage increase. At this time, the factor for computing the
bonus was based upon the 1952 fiscal year which management now believes
to be unfortunate due to the high ratio of payroll costs to total sales. Since
this date, the plan has paid a good bonus to all employees covered by it,
some monthly payments having reached a level of 17% to 25% of wages.
(See excerpts from labor agreement in Table 8-1.)

The company followed the policy of paying at least the going rate of wages.
According to the Chamber of Commerce and National Metal Trades Associa-
tion, the earned rate paid by the company since 1953, including the bonus,
exceeds the local labor rates by as much as 15 cents per hour. In this
respect it is significant that all employees, including those in the bargaining
unit, accepted a reduction of 1224% in working hours in February, 1958.

Labor turnover was low among the factory personnel. Fifty-four out of a
total of 257 factory people had 20 years or more of service, 86 had from 19
to 10 years, and the remainder of 117 had less than 10 years of service, with
the youngest in seniority having 6 years, 9 months of service as of Decem-
ber 31, 1957. A higher rate of turnover was found in the office staff. Out
of a total of 115 employees, 33 had from 42 years to 20 years of service, 18
had from 19 to 10 years, with the balance of 64 having less than 10 years
of service.

The Scanlon Plan in Theory and Practice

This wage payment plan was developed jointly by Clinton Golden, former
international vice president, United Steel Workers of America, and Jo-
seph Scanlon, then chairman of the wage incentive department of the same
union. Golden was the idealist and theoretician (see his Dynamics of In-



EXTRACTS AND CASES ON MOTIVATION 137

dustrial Democracy). Scanlon was a practical realist, originally trained as
a cost accountant, later becoming one of the most able negotiators represent-
ing his union, particuarly in bargaining incentive wage payment plans.

At its inception, the plan was largely a device by which marginal and sub-
marginal companies in the steel industry could meet the union wage demands.
Subsequently, as the plan developed, it won acceptance in even the more
efficient companies as a wage incentive applicable to production, maintenance,
supervisory, and clerical employees.

Basic to the operation of the plan was the value of the “bonus” factor.
This factor was obtained by dividing total payrolls for all participating em-
ployees by total dollar value of sales plus inventories for a negotiated and
agreed-upon base period—that is, a year, or an average of two or more years.
Theoretically, this factor value, once established by negotiations, remains un-
changed, except as wage increases or decreases may affect the numerator, or
similar changes in selling prices, or product mix may affect the denominator.
Realities, however, force departures from this standard. By the application
of this factor to total sales and inventories for a given accounting period,
an allowed or standard payroll figure was obtained. The difference between
the allowed and the actual determines the amount of labor savings achieved
during the accounting period. This was then reduced to a labor savings per
hour (see Table 8-2). In the case of the Miami Tool Works, savings up to
25 cents per hour were split equally between the company and employees.
Beyond this amount, employees received 75%, management 25%. In other
plans, a fixed percentage of bonus earnings are placed into a pool from
which management “makes up” the difference when actual payrolls exceed
allowed payrolls.

It is expected that labor savings under the plan would be derived from
two basic sources, the first increased effort and skill, the second suggestions
for improvements arising out of the practical experience of those participating
in the plan. In order to achieve these objectives, Scanlon and his associates
developed an elaborate administrative structure of joint committees entirely
independent and separate from the grievance procedure. At the Miami Tool
Works 16 production committees were established. Meeting once each
month, the production committees considered factory and office problems
affecting payroll costs. Payroll costs would be influenced by the occupa-
tional groups included. The Scanlon Plan was flexible in this respect. Us-
ually only the production and maintenance employees were included. At
the Miami Works, all employees, except the president and vice president and
salaried salesmen, were included. It was assumed that the practical knowl-
edge of employees meeting at this level with representatives of management
would develop many significant ideas for reducing payroll costs. Superim-
posed upon the production committee was a screening committee, representa-
tive of top management and local union officers. This was really an admin-
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istrative group which received and approved the bonus determination for each
accounting period, and also screened suggestions coming before it from the
production committee.

Both the production and the screening committees had authority to in-
quire into any aspect of the administration of the plan. The production
committee could question supervisors on any action which influenced payroll
costs. The screening committee raised questions concerning pricing, prod-
uct mix, inventories, and wage and salary matters. Management also had
the responsibility of informing the employee representatives of all changes
in salaries and prices which affected the value of the factor. Finally, the
union was authorized to bring into the plant a representative of Mr. Scanlon
to check any and all items of cost or income which entered into the determina-
tion of the factor.

Five Years of the Scanlon Plan, 1953-1958

In the five years since the reinstatement of the Scanlon Plan, certain re-
sults were observed. In the opinion of management, the plan served its
purpose in meeting wage demands. 1In the first three of these five years, 1953
through 1955, hourly wage rates were raised by a total of 17%5 cents per
hour. Of this total, only 5% cents had been granted as general wage in-
creases, while 12 cents had been included in the factor.

The managers who supported the Scanlon Plan did so on the basis of the
substantial reduction in labor costs achieved by it. They observed that
the actual number of factory employees declined from 1954 through 1957,
a period in which net sales had increased. Dollar sales per employee in-
creased from $12,854 in 1954 to $18,746 in 1956. They then declined to
$15,037 in 1957, but were still substantially above 1954.

An approximate determination of the savings in payroll was obtained by
converting sales for 1955, 1956, and 1957 into estimated payrolls based upon
1954. In 1954, every dollar of payrolls generated $2.36 in sales. Had this
same relationship continued, then the payrolls required to produce the re-
ported sales in 1955, 1956, and 1957 would have been in round numbers,
$1,598,000, $1,784,000, and $1,501,000 respectively, or a total of $4,883,000.
Actual payrolls for the three years were $4,190,000. The gross payroll sav-
ings for the period was determined to have been $693,000. Bonus payments
totaling $513,000 occurred during the same period. The net savings, largely
attributed to the Scanlon Plan, amounted to $180,000 or 3.7% on estimated
payrolls based on 1954,

The factory superintendent expressed dissatisfaction with the plan because
it had not produced the process improvements expected of it. Only one
suggestion had been received. This involved a new procedure for distribut-
ing engineering drawings in the plant. While it was accepted and put into
effect, no reduction in cost resulted. The same official also said that produc-
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tivity declined during slack periods, in spite of the bonus plan. Its advan-
tages were therefore limited to periods of good business.

Some controversy arose between the union and management concerning
layoffs in the plant at a time when the office force was not reduced. In recent
layoffs the factory group was reduced by 110 employees, a reduction of 43%.
Only six in an office force of 115 had been laid off. Consequently, the union
claimed that a satisfactory bonus was not earned in 1957 because of the
burden of the clerical and nonbargaining unit employees being carried by
the bargaining unit group. Management replied by pointing out that while
orders are smaller, the same number are being processed. Such claims, how-
ever, antagonized the office group so that a strained relationship developed.
Some in the executive group feared that this might drive the clerical workers
into the union.

The executive group expressed concern with the condition of the plan
which required all information regarding salaries be made available to the
screening committee. One executive stated that he felt some things should
be sacred and among these were the salaries paid to management people.
As a result of this condition, the union members on the screening committee
constantly appraised the effectiveness of management and expressed their
opinions concerning their appraisal in meetings. The results of the plan
are shown in Table 8-3.

TABLE 8-1

EXCERPT FROM THE BASIC LABOR AGREEMENT WITH THE
UNITED STEEL WORKERS OF AMERICA

The following provisions shall prevail with respect to the administration
of the plant-wide incentive bonus plan (Scanlon Plan) which shall be
effective for the duration of the Collective Bargaining Agreement.

In order to grant full participation in the benefits of increased productive
efficiency which should result from the employee-management co-operative
plan, a plant-wide efficiency bonus shall be applied. It shall remain in
full force and effect during the term of this Agreement. Modifications or
changes may be made in the ratio as provided in this Appendix.

The plant-wide incentive plan is designed to enable all employees of the
Company to benefit from their increased co-operation and efforts, as re-
flected in increased productive efficiency.

The Basis of the Bonus Plan

The factor of labor costs to sales value which will include the sales in each
specific accounting period plus or minus inventory change in finished goods
and goods in process is the base used for the participating efficiency bonus.
Records of 1952 were used in the development of a ratio of 485 cents in
labor costs to each dollar of production value. Participation in any bonus
carned as between the employees and the Company shall be on the basis
spelled out in the Company Union agreement dated May 4, 1953.

Factors which may necessitate a change in the ratio of labor costs to
production value: Substantial changes in the conditions which prevailed
in establishing the present ratio may necessitate the changing of this ratio
for the purpose of protecting the equity of either party in the benefits of
the plan. The plan is designed to fairly compensate all employees for their
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TABLE 8-1 (Continued)

ideas and efforts. Technological changes requiring capital expenditures may
alter the ratio by reducing labor costs without any increase in productive
efficiency on the part of the participants. Accounting practices and pro-
cedures may ascertain accurately the percentage of change herein affected.

An increase and/or decrease in selling price may alter the ratio either up
or down. The presently applied ratio of product mix may experience an
imbalance which may require change. An increase or decrease in rates of
pay may alter the ratio either up or down. Changes of rates of pay to
compensate for experience gained or for reclassification due to a change
in the type of work performed are not changes in rates of pay which would
properly affect the ratlo. A substantial increase in the number of night
shift employees receiving night shift premiums would require a change in
ratio to that extent. Any other substantial influence not brought about
by an increase or decrease in productive efficiency will furnish sufficient
reason for an overall survey of the presently established ratio.

It is understood that in the event mechanical changes are suggested which
eliminate a job or jobs, the Union and the Company will meet and make
an earnest effort to place the employees affected on other jobs.

The productive efficiency bonus will be paid on the fourth pay day of
each period, and will represent the bonus for the previous period. The
Screening Committee will go over the facts and figures used in_the calcula-
tion of the bonus before it is announced, in order to establish the greatest
degree of faith and confidence in the calculated results. . . .

The calculation of the total bonus shall be made by the Company’s
Accounting Department. It shall then be audited, verified and approved
by the accounting representative of Mr. Joseph Scanlon.

It shall then be presented (properly endorsed by Mr. Scanlon’s represent-
ative) to the Screening Committee for examination and discusssion.

Immediately thereafter, copies of the calculation shall be posted on the
several bulletin boards throughout the shop and office.

Each participant in the plan may figure his own bonus in the following
manner:

On each bonus period calculation posted on the bulletin boards there will
be a last line reading:

Employees’ bonus percentage xx xxxx.

Each employee should multiply his total gross pay (received for the
time worked) for the accounting period, by the above percentage. This
is the amount of his Scanlon Plan bonus for the period.

To illustrate how this would be calculated for the seventh period, 1953:

The calculation posted shows the bonus percentage to each employee is
144.

Let us assume that the employee in question received four weeks’ pay
(for time worked) during the period, totalling $240.00.

His bonus is then $240.00 X 14.4% which is $34.56.
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TABLE 8-2
THE SCANLON PLAN AT THE MIAMI TOOL WORKS, INC

Example Showing Bonus Computation
under the Scanlon Plan

Net’ Sales $180,800
Less—Products Bought Outside 1,000 $ 99,000

Work in  Finished
Process Goods

Inventories Balance

Previous Month $150,000 $175,000
Current Month 175,000 165,000
$ 25,000 ($ 10,000)
Net Inv. Change $ 15,000
X Mark Up Factor 1.63 24,450
Sales Value of Production $123,450
Sales Value of Production $123,450
X Labor Factor 4540 $ 56,069
Sales Value of Outside Purchase $ 1,000
X Labor Factor 0850 85
Allowed Payroll $ 56,154
Bonus Cal. Payroll (Actual) 55,000
Gross Bonus Fund $ 1,154
Total Hours Worked 27,450.6
Savings Per Hour $ .0417
Bonus to Employees $ 577

Bonus to Employees
Management-Employee Share $0417 = $.02085/hour worked.

2
Per Cent Employee Bonus .02085 X 27,450.6 = 1.04%
55,000
Bonus Over Accounting Period
160 Hours Worked at $2.25 X 0104 = $3.74

TABLE 8-3
THE SCANLON PLAN AT THE MIAMI TOOL WORKS, INC.
SALES, PAYROLL AND BONUS, 1954 THROUGH 1957

Partici- Sales
pating Sales Average per Bonus as
Net Sales Payroll per $of Bonus  Factory Factory Per Cent
Year in $1,000 in $1,000 Payrolls in $1,000 Employees Employee Payroll

1954 $3,008 $1,271 $2.36 $ 234 $12,854 11.0%
1955 3,773 1,386 2.72 203 259 14,555 13.5%
1956 3,982 1,409 2.82 212 263 18,746 15 %

1957 3,546 1,395 2.54 97 236 15,037 7 %



9

Policy Formulation,
Planning, and
Decision Making

E VERY undertaking involves a complicated
pattern of decisions—from broad decisions about the objectives of the enter-
prise to specific decisions about day-to-day processes. Until recent years,
little thought was given to the decision-making process in business; but since
Barnard’s pioneer volume, Tke Functions of the Executive, this subject has
become a primary object of research. A discussion of policies, plans, and
decisions, without reference to specific decisions, is abstract and philosophical;
but an understanding of the decision-making process may be one of the most
practical things we can learn. Like most abstract subjects, the study of
decisions requires considerable attention to definition of the terms involved.
Thus, this chapter is concerned with what is meant by expressions such as a
philosophy of management, objectives, policies, strategies, plans, and decisions.

Policy Formulation

A philosophy of management covers those general concepts and integrated
attitudes fundamental to the co-operation of a social group. Philosophies
for firms may differ. One might be good for firm A but not useful for firm
B. Often a firm’s own members may not be conscious of a philosophy, yet
it is effective. To understand the philosophy of a given firm, the concept of
the firm must be understood. This will provide a picture of the “character”
of the firm—how the firm got where it is, the place that it occupies in the
industry, its strengths and weaknesses, an idea of the viewpoints of its man-
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agers, and its relationship to social and political institutions. Specifically,
this concept can be determined from understanding:

(1) the existing personnel and their relationships,

(2) the history of the firm,

(3) the ethical framework of its managers, employees, customers, competitors,
and suppliers,

(4) the industrial setting, which includes its operating processes and economic
structure of the industry,

(5) the institutional setting, including the social forces and framework of gov-
ernment relationships.

Figure 9-1 illustrates the role that the philosophy of management plays
in operations. Later sections of this chapter will develop how this philosophy
is related to the other elements shown on the diagram—the basic objective,
the policies, and the action itself.

— TN
/7 Moral Values N
/ Industry Government \
Relationships ‘
Processes History
Social Forces I
\ Economic Structure
Present Personnel /
\\\_ L

I!-‘H!LOBOPHY OF MANAGEMENTI

BASIC OBJECTIVES OF THE GROUP
/ AN

STRATEGIES STRATEGIES

ACTION

FIGURE 9-1 Concept of the Firm

Objectives. Human beings try to be purposive; that is, they are guided
by general goals. A group of people in a co-operative effort retain their
own personal goals, aims, and purposes, but in addition, their joint action
must be guided by the basic objectives of the group. There is a hierarchy
of objectives of the éroup (company, department, or other subdivision).
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The objectives can be long range, or they may apply to the immediate future.
One thing is certain; a group has many objectives.

Objectives tend to conflict with one another. Group objectives conflict
with personal objectives of the individual members. In fact, group objec-
tives or personal objectives may develop unconsciously. Some may be stated
clearly and precisely and yet may be inconsistent with subtle and unconscious
objectives. To analyze the development of a firm, it is important not to at-
tribute all motivation to a single objective (e.g. maximization of profits).
Understanding comes only from recognizing that objectives are extremely
complex.

Objectives are value judgments and thus involve ethical questions—what
ought to be. They may be considered to be “good” or “bad,” but they
cannot be proved to be “true” or “false.” At this level, management cannot
be a science. It is important to separate the ethical component from the
factual component of the management process. Factual aspects can be
handled by the scientific method and can be determined to be “correct” or
“incorrect.”

Rational behavior can be defined in terms of whether it is conducive to
the achievement of some predetermined goal. One of the most critical prob-
lems in management results from the “mixed” manner in which ethical and
factual statements occur. Maximization of profit is usually offered as the
over-all objective in a competitive economy. Growth may be an objective
and may be stated in terms of share of the market, increased power, or in
absolute money terms. However, growth might be attained by accepting
extra business which is “unprofitable,” yet which will result in a larger firm.
In certain stages of the existence of a firm, mere survival may have real
meaning. Avoiding bankruptcy can be a short run objective overriding all
others.

The business executive determines the character of his firm through con-
stant adjustments of philosophy and objectives to a changing environment.
In the middle of the twentieth century, he is more than ever conscious of
the political and social impact of his decisions. He considers such questions
as: What will be the effect of the sale of finished goods to Russia? How
should the company conduct itself in small Latin American countries in which
large purchases of its raw materials affect the economies of such nations?
What shall be the company’s position on integration in the North and South?

Chief executives must continually think about these issues. Many have
written books explaining their views. Some believe that executives’ respon-
sibilities extend to an active participation in the improvement of the environ-
ment in which business operates; others believe that business should avoid
assuming responsibility in political and social matters, but should adjust to
conditions developed in the external environment.

In setting objectives, the executive must consider his obligations to a num-
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ber of different groups. The difficulty is that conflicting obligations often
occur.

1. According to the legal theory, a chief executive is to carry out actions within
the framework given him by the board of directors and the stockholders. He must
keep the interests of the owners (stockholders) in mind.

2. The obligation of the company to its customers is not only a legal matter, but
also is good business. The emphasis on service and reliability is important to sales

objectives. The executive may also feel that service in itself is a reason for the
company’s existence and morally necessary.

3. More and more executives are conscious of their obligations to employees.
The healthy condition of the company is a prerequisite for the continued existence
of jobs for its own people, In decisions to merge with another company, em-
ployees’ interests are often a key issue. The labor union movement challenges man-
agement in its search for employee loyalty and identification»

4. The responsibility to society has received increased attention. Public rela-
tions and participation in community activities are areas in which company objec-
tives are developed. Many executives place “promoting a given economic system”
as an obligation to society. Others take the view that sound internal management
is the only pertinent kind of public relations.

5. Obligations to the govermment carry different overtones. Some executives
think that government regulation is a factor to be considered, but minimized if
possible. Others feel an obligation to lecave their positions in order to “serve their
country” in executive positions. Still others believe that the company itself must
help the government through close co-operation.

A manager develops the objectives of his company in the light of all of
these obligations. In his decisions he must rationalize his own personal
objectives with company objectives. Continued existence of the organiza-
tion depends upon each member finding purposes in common with other
members and with the organizational purposes.

Therefore, objectives of a company are fundamental, but difficult to state
in words. When they are stated, they may sound fine, but too vague to be
useful. Peter Drucker, however, observes that an essential of management
is the establishment of useful objectives in every area of operation and at all
levels, so that each member of the organization can see his own objectives.
The combination of all of these subgroups of objectives results in joint objec-
tives of the organization as a whole,

Policies. While objectives provide the goal toward which a manager aims,
his policies provide the guides which will help him attain the goal. Policies
are plans; policies are guides to action; more specifically, policies include
that body of understanding (generally known by members of the group),
which makes the action of each member of the group in a given set of cir-
cumstances more predictable to other members.

A manager must decide whether his decision will be considered as policy
or merely as a one-shot decision. If it is a precedent, it takes on the char-
acter of a policy. Take, for example, the process of considering a grievance
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of a union member. Action in a specific case of John Jones may be agreed
upon by both management and the union, but with the qualifying under-
standing that it will be “without prejudice.” The intent of the qualifying
agreement is that this specific case cannot be used in later cases as a prece-
dent. In other words, the action in the case of John Jones would be a one-
shot decision which does not establish policy. Of course, in spite of the
intent at a given time, a decision can and often does have policy implications.

Many policies are formulated at the top, providing guides for lower eche-
lons. Peterson and Plowman ! call them originated policies. They serve as
the rudder of the firm. Other policies are imposed from outside the firm.
Some are institutionalized as law. Trade association rules and agreements of
Trade Practices Conferences may act as imposed policies. Some policies
are set only after a subordinate has appealed to his superior because of a
specific problem not covered by previous policy statements.

Policies should provide for the exercise of judgment on the part of sub-
ordinates. Furthermore, the judgment and actions of members at lower levels
can formulate policy. If the lower levels consistently perform in a given
manner, and this performance is known without top management voicing a
difference of judgment, subordinates may establish a precedent which carries
the force of policy. Policy serves as a flexible guide; it is not synonymous
with rule which states specifically what must or must not be done.

Generally, policies can be made clearer if put in writing. Many feel that
written policies in manual form aid co-ordination. However, even when a
manual is published, there are many implied policies, understood by the mem-
bers of the organization, but not stated explicitly. -

Policies serve several functions. As guides, they can make the actions of
organization members more consistent. In addition, more decisions at lower
levels of the hierarchy are possible. The proper use of policies allows a more
flexible approach to specific problems. While they give direction and scope
to specific decision-making, they should not be interpreted as ready-made de-
cisions on detailed problems. Policies can speed decision-making since they
provide a framework within which the decision can be made.’ They sum-
marize past experience. They encourage planning by providing points of de-
parture. Good policies should encourage initiative.

John Glover has summarized the characteristics required for a good busi-
ness policy.2

1. It must delineate clearly the objective from which it is derived.
2. It must be in understandable writing.
3. It must prescribe criteria for current and future action.

1 Elmore Peterson and E. Grosvenor Plowman, Business Organization and Management
(Chicago: Richard D. Irwin, Inc, 1948), p. 313.

2 John G. Glover, “Management Policy,” Advanced Management, March, 1953, as re-
printed in F. A. Shall, Selected Readings in Management (Homewood, Ill.: Richard D.
Irwin, 1958), p. 123.
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4. It must be stable but amenable to change, consistent with economic conditions
and business requirements.,

5. It must be a canon from which precepts of conduct can be derived

6. Its edict must be capable of being accomplished.

7. It should prescribe method[s] of accomplishment in broad terms, but allow
for the discretion of those responsible for preparing the precepts of conduct.

8. Its derivative rules of conduct must not be subject to the discretion of those
who are governed by them.

Decisions. Within the framework of policies, the manager must make de-
cisions (see Figure 9-1). In fact, much of management can be defined in
terms of decision-making. A decision is a course of action which is con-
sciously chosen for achieving a desired result. The manager must determine
the choices available to him. He then must do more than choose among
several predetermined alternatives; he must determine what possible actions
are reasonable. He then should investigate the probable results of the alter-
native courses of action before he makes the decision. It is evident that he
faces uncertainty. To find means of handling this uncertainty is one of the
key subjects of later chapters in this book.

Strategies. In business, an important set of uncertainties results from the
lack of information that a manager has concerning the actions of other human
beings. A decision which might be optimum, assuming no reaction from
others, could be a poor one when the counteractions of opponents are taken
into account. Much of the process of thinking used in a game, like chess, is
similar to that used by a manager. A manager is not sure what his competi-
tor (opponent) will do. His action will depend on estimates of his com-
petitor. The planning for unpredictable contingencies about which frag-
mentary information is available, where the behavior of others is taken into
account, can be called strategy. It is an important concept in all cases in
which the manager is confronted with those who are striving for goals which
conflict with the goals of the manager: a supervisor faced with an unauthorized
coffee break by his subordinates must consider a strategy accounting for the
subordinates’ reactions to any rules he may lay down; an industrial relations
manager develops a complete strategy when faced with union demands in
contract negotiations. Each executive possesses a conscious or unconscious
strategy concerning the manner in which he builds his own department rela-
tive to other departments in the same firm. Strategy is important to any
executive who is seeking advancement in the organization.

Strategy involves a time dimension. ‘A policy decision today (even a de-
cision on detail) limits the choices available tomorrow! Some decisions are
irreversible, while others may be reversed when the appropriate opportunity
occurs. For example, at one time the Jantzen Knitting Mills adopted a
policy of simplification of lines, drastically restricting the number of de-
signs.® This policy made possible a reduction of manufacturing costs (due

8See Franklin E. Folts, Introduction to Industrial Management, 4th edition (New
York: McGraw-Hill Book Co., Inc., 1954), pp. 79-84.
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to the reduction of set-up time) and a concentration of selling effort on the
limited lines. Apparently the policy so strengthened the company that at a
later stage it was possible to take advantage of the company reputation and
move away from simplification. At later dates, the company diversified its
product line, expanding into sweaters, sun-tan oil and other products.

A person’s specific strategy will depend upon his own inclinations and his
estimations of the strategies of others. Professor L. C. Sorrell, formerly of
the University of Chicago, and William Newman of Columbia University
have outlined and classified strategies that might be considered. The timing
of action may involve any of a number of patterns:

. Strike while the iron is hot.

. Things must get worse before they get better.

. Time is a great healer.

. Keep one jump ahead.

. Don’t put off until tomorrow what can be done today.

. Don’t take action now, the problem may work itself out or not be a problem
at all tomorrow.

O e B RO

Executives who decide to take the offensive can pick from many ideas:

1. Concentrate on offensive.

2. Avoid decisive engagement.

3. Get one’s foot in the door.

4. Bore from within (the fifth column approach).

Managers who value group action seek strategies for joint action such as:

1. In union there is strength.
2. If you can't beat’em, join’em.
3. If someone opposes you, “butter him up” or give him definite responsibility.

Often an executive must find a defensive strategy, which might be:

1. Keep plugging regardless of lack of success,
2. Introduce a red herring to confuse the issues.
3. Counterattack.

4. Pass the buck.

These approaches are self-explanatory and should provide the reader with
additional ideas which he could use himself, or give better understanding of
the types of strategies which his opponent might use,

Action. The final outcome of the whole policy formulation and decision-
making process discussed so far (and illustrated in Figure 9-1) is action
itself. Somehow the objectives, plans, and decisions are converted into ac-
tion—into the pounding of hammers or the pressing of buttons. The rela-
tionship between decisions and actions involves theoretical considerations
which have not been clearly worked out, but further investigation at this
point is beyond the scope of this chapter.
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The Decision-Making Process

Figure 9-1 shows that the mental process by which a manager arrives at
his objectives, policies, individual decisions, or strategies is an essential part
of the study of management. Many of the recognized functions of manage-
ment, such as planning, organizing, directing, and controlling, can be stated
in decision-making terms. When we seek vicarious experience by solving
business cases or we operate in an actual business firm, we are constantly
solving problems. Many writers have dealt with decision-making method-
ologies: with the steps necessary for reaching a decision. Any outline of such
steps would be an oversimplification, for the sequence is not rigidly fixed in
actual practice; however, it may be useful to break down the process arbi-
trarily into the following five steps:

1. Consciousness of the problem-provoking situation, <
2. Recognition of the problem and its definition.

3. Search for and analysis of available alternatives and their probable conse-
quences.

4. Selection of the best solution.
5. Implementing the decision.

Consciousness of the problem-provoking situation -

A decision is made within the circumstances of a given time and within the
structure of past decisions and actions.. A manager, at any given time, is
not able to comprehend all of the facts impinging on the situation, for the
situation is only partly under his control. His own past actions set the stage.
Other factors must be taken as given; this actually simplifies the job for him.
He makes decisions within organizationally predetermined objectives and
policies.

The decision-making process in an organization involves a large number of
individuals each of whom makes his contribution, Manager A may submit
information which has only narrow meaning to him but is a missing link
to B. B may not occupy the position which formally carries with it the
authority to decide the matter, but he can offer a side opinion to C who is
formally in the position. C may refer the matter to a group of specialists,
D, E, and F, who report on the situation. Even the report from D, E, and
F will affect the decision. C may mention it to G, one of his subordinates,
and H, his superior. C may be influenced by the opinion of someone who
is an outsider (e.g. a consultant). In such a situation it is difficult to deter-
mine how and by whom the decision-making process was started.

Consciousness of the situation by the manager will emerge gradually, rais-
ing doubts and confusion in his mind. At this stage, he might appreciate the
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wisdom in the saying—*“If you can keep your head in all of this confusion,
you don’t understand the situation.” One must face confusion with mini-
mum frustrations, recognizing that confusion is inherent in the decision-
making process.

Recognition of the problem and its definition

It takes understanding to recognize problems. Once the manager is aware
that something needs attention, he can proceed to a recognition of a problem.
It will probably be an obstruction to a previously determined goal. Since
it is impossible for him to weigh all of the facts, he must develop a means
of sifting out the relevant ones. In the classification of these facts, he can
then define the problem in a definite manner. The more completely the
problem can be stated, the easier the other steps will be; the more useful his
framework of the statement of the problem at hand, the greater the chance
that he can make a decision that is consistent with his goals. By this time
he should have cleared his mind of his habitual or traditional responses to the
situation. If the habitual had been sufficient, there would be no problem.

The key in defining the problem lies in the concept of the strategic or
limiting factor. In World War II, a bridge over the Rhine was the limiting
factor of the Allied advance; when it was taken intact, the entire situation
changed. In a business organization, the factor might be a certain aspect
of sales, the production capacity, additional working capital,-or a disturbing
human element. Many poor decisions result from the improper selection of
the critical factor. The most damaging proof of a poor decision is to change
the factor that has been considered critical, and then find the problem re-
mains,

Search for and analysis of available alternatives and their
probable consequences t

Search for the available possibilities is critical to the entire decision-
making process., The mind must be creative, for it must reshuffle the ele-
ments of the situation and create new, whole alternatives. In this process,
the manager must relate the consequences of each alternative, which satisfy
certain goals, with their effects on other goals. These other goals include
other organizational goals, personal goals, and goals of others in the organi-
zation. Any decision is a matter of compromise. It is a matter of recog-
nizing the relationship between the consequences of the decision on the goals
in mind, and the future effect of the decision as a means toward other goals.

In his search one should feel free to consider what at first might be far-
fetched alternatives. Too often, we feel that a good job in decision-making
has been done if a second alternative is discovered and reasons are shown for
the first one’s superiority. Superficially, the advantages and disadvantages
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of each of two alternatives could be listed, and this list used in the evaluation.
Furthermore, we might even fall into the trap of observing ten advantages of
the first alternative against five advantages of the second, thus selecting the
first.

Seeking alternatives and their consequences would be an extremely large
task for even a simple problem if all variations of all alternatives were con-
sidered. “It is possible for the human mind to be trained in the process of
picking the most promising alternatives quickly. Past experience in similar
decisions can help. Some people have an ability to organize factors rapidly
so that it appears the decision was made intuitively, A great deal of inter-
esting research remains to be done on how the human mind works and on
how groups jointly reach a decision. -

The premise is the key element in this aspect of decision-making, Each
decision involves a large number of mental “If—then’s”; “If we do this,
then that result will occur.” A general error in quick decisions is to con-
sider the result without clearly recognizing the “if.¥ It is necessary to train
oneself and the group in searching for assumptions, many of which might be
unconscious or at least concealed,.

Premises may be value or factual. The distinction is important when
testing their validity. A factual premise can be proved by observable and
measuia;tglw A value premise can only be subjectively asserted to be
valid.  Many ants In this con-
nection, it is desirable to recognize one’s biases. If we feel that we can
ehmmate our biases, we may be failing to consider the value ‘premises to
which we are attacheds

Selection of the best solution

The selection of one alternative from among all of those considered is done
by weighing the values and costs of each possibility. The technique can be
a simple one, using no indexes, graphs, or quantitative weights. It may use
an involved procedure. The best technique will depend upon the problem
at hand, the situation, and the person making the decision. A simple tech-
nique could indicate superficial consideration of the factors or great skill on
the part of the decision-maker. A complex technique could disclose new
factors, but it might introduce so many side roads that the main problem is
all but forgotten. Later chapters will discuss some of the available tech-
niques of selection in different phases of management.

Evaluation of the solution depends upon the preceding process of thought.
It will be based on the classifications, premises, and criteria used in the proc-
ess.

The manager may generally seek a satisfactory solution without worrying
whether it is the best. If the decision-making process becomes so involved
and time consuming when the “best” is sought, he may settle for less. Some
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managers arrive at satisfactory solutions by short cuts; in fact all decision-
making requires simplification.

Implementing the decision

Some action (or no action) is desired once the decision is made. In this
final phase, the manager must consider the manner in which the organization
will proceed as a result of the decision. The means of communicating the
decision, the techniques of motivating the group to accept the decision, and
effects of the decision on the co-ordination of others in the group are phases
of implementing the decision covered in other parts of this book,

Planning

Nature of planning

Planning is that function of a manager in which he decides in advance
what he will do. It is a decision-making process of a special kind; its essence
is futurity. It is an intellectual process in which creative thinking and im-
agination are essential. A plan with broad scape includes setting objectives,
policies, individual decisions, and strategies. Many plans are narrow in scope
relating to a small set of interrelated decisions. They may be for a long
period of time or for the immediate future.

All plans involve some set of interrelated decisions. The term planning
has been used to mean decision-making, policy-making, and strategy-making,
but it stresses the following aspects. First, planning may be an intellectual
dry run or simulation. It may have an element of day dreaming. In an
initial stage, it may involve what might be called vision..’

Secondly, planning not only pertains to defining a problem which immedi-
ately confronts the manager, but often it mentally searches the future possi-.
bilities for problems that might appear. It does not mean that the manager
should “cross the bridge before he comes to it,” but it does mean that it will be
helpful to look ahead to the river and consider the type of-problems that
might arise if he desires to cross.

Thirdly, like any type of decision-making, planning involves foreseeing fu-
ture developments. It must be based on some type of forecast or prediction,
The predictions then become the premises upon which the plans are based.

Fourthly, plans become premises for the decisions of the future, Detailed
planning may include several plans which are mutually exclusive. It pro-
vides series and/or sets of decisions that can be made under various possible
circumstances. Thus, planning aids in making specific decisions, since it
includes all of the important alternatives which should be considered and the
consequences of each,
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Planning principles

Planning sets aside time for deliberate analysis. It helps prevent vacilla-
tion resulting from surprises in the turn of events.- The linking of plans by
various members of an organized group allows co-ordination of action at a
given time. The adaptation of plans to the actions in the present requires
continual redrafting. For example, if a firm maintains a long range plan for
the next ten years, an intermediate plan for the next year, and a plan for the
immediate future (the next month), it must continually recheck to make sure
that the longer range plans remain consistent with the shorter range ones.
Thus, a periodical revision of the longer range plans is necessary as the firm
moves into the future. Koontz and O’Donnell have called this the principle
of navigational change.* Tt does not mean that plans should be discarded
as new facts develop, but that the firm should “La_g_lg_” as does a sailing vessel—
head for a given destination but shift actions back and forth to take advan-
tage of immediate opportunities.s

Planning is a prerequisite for other managerial functions such as organ-
izing, directing, and control. This has been called the principle of primacy
of planning. Objectives and policies are the result of planning, but in turn
form the framework for further planning. Decision-making and determin-
ing strategies can be considered a part of planning. Planning is often con-
sidered a staff function, but this does not mean that it is unimportant for line
executives.

The idea that planning is performed by managers of all types and at all
levels has been called the principle of pervasiveness of planning, It is recog-
nized that top level executives are concerned with broad plans (company
wide) and plans reaching far into the future. Lower levels of managers
make limited plans in the more immediate future.” The implication might be
that top .executives should not be concerned with limited plans or plans in
the immediate future. However, since top executives have problems of co-
ordinating the various lengths of plans and the number of plans of narrow
scope, they must keep in contact with the immediate details of actions; these
components must remain consistent with the broad and long-range plans.

Planning requires that all members understand and utilize consistent plan-
ning premises. Koontz and O’Donnell call this the principle of planning
premises. For example, if the sales manager makes his plans based on the
premise of an increase of 10% in sales during the next year, the financial
manager must understand this premise and plan current assets (specifically,
cash, accounts receivable, and inventories) consistent with thls increase in

4 Koontz and O’Donnell have identified 14 principles of planning in Principles of Man-
agement, 2nd edition (McGraw-Hill Book Company, Inc., 1959), pp. 578-582. The dis-
cussion in this section is based in part on their analysis.
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sales. Of course, the production manager, in scheduling production, must
plan his output to care for this increase in sales. If any one part of the or-
ganization proceeds on the basis of a different premise, the result will be a
lack of co-ordination.

The interchange of plans must provide complete information for each func-
tional area involved. Planning communication then is a principle that should
be recognized in the structure of plans. For this reason, each functional
manager often circulates plans for his particular area to all others who might
need the information as premises for their decisions. Committees serve a
useful function at this stage, since each specialist can discuss his plans which
then form a part of the plans of other specialists.  With this tentative un-
derstanding, each can then circulate his understanding in writing. Later,
further adjustments might be needed in the event that the written statements
are still inconsistent.

The commitment principle refers to the question of how far into the future
plans should be made. Since uncertainty will remain regardless of how much
planning takes place, a manager should relate the degree of commitment of
his resources to the need for definite plans. If raw materials have been pur-
chased, men have been hired, and contracts have been negotiated, plans need
to be “firmer” than if these commitments have not been made. Options in
a contract, agreements to a range of delivery quantities rather than to a spe-
cific amount, short term leasing, purchasing rather than making certain parts,
and other techniques can vary the commitment for specific action in the fu-
ture. If commitments must be made in a fixed and exact manner, plans must
be refined to a greater degree to insure fulfillment of obligations.

Plans can cause inflexibility in actions unless they provide for alternative
ways in which the actions can be accomplished. The greater the use of
alternative techniques, the greater is the cost. Therefore, the principle of
flexibility of planning must be stated in terms of the relationship between
the advantages of flexibility and its costs.

Conclusion

This chapter has provided a conceptual framework for understanding man-
agement. Policy formulation, decision making, and planning facilitate or-
derly development of a firm. These form the framework which eliminates
“flying by the seat of one’s pants.” They offer means of avoiding “fighting
fires” whenever they appear, and provide a means of optimizing the use of
“fire fighting” equipment. A poor manager is often overworked because he
takes care of problems only as they occur. Policies and plans will help him
allocate his time.

In later chapters, the tools of planning and policy formulation will be
studied. Budgeting is an illustration in the area of accounting. Mathemati-
cal models are a more precise means of stating premises and estimating the
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results of action. Charts draw a picture of plans. Forecasting assists in the
establishment of some decision-making premises. Most of the remaining
chapters discuss one phase or another of the decision-making process.

Bibliographical Note

The philosophy and theory of management has been the subject of a number of
books in the last half century. Those oriented more specifically to organization
theory have been mentioned in a previous note. Several cover all of the functions
of management and attempt to develop a general theory. Ralph C. Davis’'s The
Fundamentals of Top Management (1951) is one such book that has influenced a
number of teachers of management. William H. Newman’s Administrative Action
(1951) collects much of the theory, which had developed by the middle of the cen-
tury. More recently two other books discuss the principles of management: Harold
Koontz and Cyril O'Donnell, Principles of Management (1959) and Dalton E.
McFarland, Management Principles and Practices (1958). All of these books pre-
sent a somewhat similar framework. All attempt to formulate prescriptive prin-
ciples.

An entirely different approach to the study of top management has resulted in the
policy cases developed at Harvard Business School, illustrated by the widely used
book by George A. Smith and C. R. Christensen, Policy Formulation and Adminis-
tration (1959). Other policy case books include William H. Newman and James
P. Logan, Business Policies and Management (1959) and T. J. McNichols, Policy
Making and Executive Action (1959). The case method is based on the view that
an exposure to actual business situations contributes to administrative skills. Pol-
icy cases require consideration of the total company situation, with a search for key
problem areas and an analysis of decision alternatives.

R. A. Gordon’s Business Leadership in the Large Corporation (1945) presents a
survey of administrative practices in large firms. Many business histories seek to
determine the underlying philosophy of a single firm. John Jeuck’s Catalogues and
Counters (1950) and Joseph L. Massie’s Blazer and Ashland Oil (1960) represent
the historical case approach to management philosophy and policy.

Decision-making has rapidly become a primary area of research in management.
H. A. Simon is a leader in this area. Logicians, psychologists, mathematicians and
others have made interesting contributions. Manley Jones’s Executive Decision
Making (1957) and Peter F. Drucker’s The Practice of Management (1954) sum-
marize some of the general developments. Bibliographical notes to other chapters
in this book refer to some of the work that has been done in special areas of de-
cision-making.

In recent years a number of the practicing chief executives of large firms have
written books or presented lectures on their reflections of their management phi-
losophy. For a number of years Fortume Magazine has featured articles on the
business policy and philosophy of particular firms.

The moral and ethical obligations of management are receiving increased atten-
tion in the literature. The Harvard Business Review publishes a number of pro-
vocative articles in this area. An interesting statement of management’s responsi-
bilities is in Benjamin M. Selekman’s 4 Moral Philosophy for Management (1959).
C. W. Churchman in Prediction and Optimal Decision (1961) raises the question
of the development of a science of values.
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Questions and Problems

1. Give an example of how the following affect the concept of a firm:
(a) The structure of the industry
(b) Technical processes
(c) Social forces
(d) Government relationships
(e) History of the firm
(f) Moral values
(g) Characteristics of the present personnel

2. Is there any difference in the meaning of a company’s “image” as considered
by a public relations department, its “character,” as observed by a business his-
torian, and its “place in the economy” as seen by the operating personnel?

3. Some companies attempt to find “niches” in their industry different from the
pattern of the majority of firms. What factors would cause one company to imi-
tate others and a second company to attempt to do just the opposite?

4. A humorous sign is found on many walls:

REASON?
There’s No Reason

It’s Company Policy
Comment on this.

5. Consider any organization to which you belong and construct a hierarchy of
objectives, including the over-all long-run objectives and the detailed short-run ob-
jectives of the organization. .

6. It is said that strong, clear policies encourage members to make their own
decisions. Comment.

7. How does a decision made by a group differ from a decision made by an in-
dividual?

8. The word “strategy” is used often by the military. Does the use of the term
in this chapter differ from its military use?

9. Does the availability of a large amount of facts increase the difficulty of mak-
ing a decision?

10. What is the difference between a value premise and a factual premise?

11. H. A. Simon explains that a manager often must “satisfice” rather than
“maximize.” What are some of the reasons that this may be true?

12. Give an example of the application of each of the principles of planning listed
in this chapter,
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Extracts and Cases in
Policy and Decision Making

T HE preceding chapter has offered a frame-
work for thought about business policy. The purpose of the present chapter
is to make these thoughts more concrete by considering specific illustrations
of policies in well-known firms. As the reader considers each of these illus-
trations, he should ask himself whether the policy statements are meaningful
and useful. Under what assumptions are the policies good ones?

Drucker’s extract introduces his idea of “management by objectives,” basic
in a policy of decentralization (divisionalization), and used by more and more
large companies. The statement by Westinghouse Electric Corporation ex-
plains the reasoning behind the decentralization trend.

Often the objectives of a company are unwritten. Ralph J. Cordiner of
General Electric, however, states concisely one set of over-all objectives of one
large company. Within these objectives can be seen the basis for a number
of company-wide policies—decentralization, diversification, public relations,
employee policies, and so forth.

The concept of diversification as a basic policy is illustrated by the extract
about the Glidden Company. Du Pont’s approach of top management is ex-
plained in the extract from the Wall Street Journal; and from the same pub-
lication, reasons are given for the U.S. Steel Corporation’s use of a centralized
form of organization,

The case on the Ashland Oil & Refining Company provides the basis for
understanding a way of thinking at the level of the chief executive, This
case enables the reader to analyze broad policies from the view of top man-
agement. A comparison of the thinking of the Ashland Oil management with
that of the Standard Oil Company (California) described in Chapter 4 will

157
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be provocative and help the reader to understand some of the fundamental
problems of organization.

Extracr A
The Practice of Management (Peter Drucker)

To manage a business is to balance a variety of needs and goals. This
requires judgment. The search for the one objective is essentially a search
for a magic formula that will make judgment unnecessary. But the attempt
to replace judgment by formula is always irrational; all that can be done is
to make judgment possible by narrowing its range and the available alterna-
tives, giving it clear focus, a sound foundation in facts and reliable measure-
ments of the effects and validity of actions and decisions. And this, by the
very nature of business enterprise, requires multiple objectives.

What should these objectives be, then? There is only one answer: Objec-
tives are needed in every area where performance and results directly and
vitally effect the survival and prosperity of the business. These are the areas
which are affected by every management decision and which therefore have to
be considered in every management decision. They decide what it means con-
cretely to manage the business. They spell out what results the business
must aim at and what is needed to work effectively toward these targets.

Objectives in these key areas should enable us to do five things: to organize
and explain the whole range of business phenomena in a small number of
general statements; to test these statements in actual experience; to predict
behavior; to appraise the soundness of decisions when they are still being
made; and to enable practicing businessmen to analyze their own experience
and, as a result, improve their performance. It is precisely because the tra-
ditional theorem of the maximization of profits cannot meet any of these
tests—let alone all of them—that it has to be discarded.

At first sight it might seem that different businesses would have entirely
different key areas—so different as to make impossible any general theory,
It is indeed true that different key areas require different emphasis in differ-
ent businesses—and different emphasis at different stages of the development
of each business. But the areas are the same, whatever the business, what-
ever the economic conditions, whatever the business’s size or stage of growth,

There are eight areas in which objectives of performance and results have
to be set:

Market standing; innovation; productivity; physical and financial re-
sources; profitability; manager performance and development; worker per-
formance and attitude; public responsibility. . . .

The real difficulty lies indeed not in determining what objectives we need,
but in deciding how to set them,

There is only one fruitful way to make this decision: by determining what
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shall be measured in each area and what the yardstick of measurement should
be. For the measurement used determines what one pays attention to.l

ExtracT B
Basic Policy on Decentralization in Westinghouse

How are profits generated in a large and complex industrial enterprise like
the Westinghouse Electric Corporation?

The answer lies in a basic management policy. It provides the individual
manager with the tools and responsibility for profit from a product or product
line. As a result, the large number and variety of products which otherwise
might smother profit effort through their own weight are grouped selectively
to become focal points in contributing to the Company’s over-all profit. This
policy is called decentralization.

Decentralization recognizes that the Westinghouse corporate entity is a
number of different businesses . . . many of which are unrelated. It takes
into account that the divisions of the Company, as well as departments within
divisions, are characterized by individual combinations of markets, products,
and manufacturing methods . . . and individual competitors specializing in
their products.

To meet these circumstances, units are created at the first level in the or-
ganization at which the functions essential to the profit on a product line come
together in that the heads of the major functions—basically sales, engineering
and manufacturing—report to a manager who is responsible for the profit on
each product line. Each decentralized unit becomes a “profit center.”

As a consequence, the manufacturing divisions and departments are indi-
vidually responsible for a share of the total Company profits based primarily
on proportionate shares of total Company assets, although other economic
facts and conditions may modify profit responsibility.

The Small Motor Division illustrates how operational decentralization
works. It is divided into Aircraft Equipment and Industrial Motor Depart-
ments.

Each of these departments has its own manager and its own sales, engi-
neering and manufacturing operations as well as allied activities. The man-
agers of the departments report to the vice president in charge of the Small
Motor Division. He is responsible for broad, comprehensive policy and di-
rection,

The Transformer Division, with a big plant at Sharon, Pa., . . . is divided
into a triad of profit units—Distribution Transformer & Instrument Trans-
former Department, Specialty Transformer Department and Power Trans-
former Department. . . .

1 peter F. Drucker, The Practice of Management (New York: Harper and Brothers,
1954), p. 62.
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There are two fundamental reasons for decentralization. One is the fact
that continuing growth of Westinghouse necessitates delegation of the over-all
responsibility of division managers for profits. Thus profits become a direct
concern of more individuals.

The other reason is that responsibility for profits stimulates personal ef-
forts more effectively than any other type of responsibility.

For these reasons, decentralization became a way of life with Westinghouse
management long before the current popularity of this effective method of
profit generation, although what was quite complete decentralization a gen-
eration ago would not be so regarded now.

When Westinghouse started converting more than 20 years ago from a
functional form of organization to decentralized profit and management re-
sponsibilities, it led the way in the electrical equipment industry and helped
pioneer an industrial trend.

Prior to that time, Company-wide operations such as sales, engineering
and manufacturing were directed by individuals at Westinghouse headquarters
in East Pittsburgh, Pa. Typically, the engineering manager had primary
responsibility for design of approximately 20 product lines then produced at
all the Company’s locations.

Progressive decentralization began with formation of 16 manufacturing di-
visions. Each division had its own management organization and each
division manager was assigned the requisite plant facilities and sales, engi-
neering and manufacturing personnel.

Each division similarly had its own balance sheet and profit-loss statement.
In essence, the division managers operated like presidents of independent
companies. . . .

As a rule, however, the managers of the individual profit units operate
with optimum freedom within a framework of basic management policy with
respect to profits and plans for the future.

Such a way of business life in Westinghouse assures judicious allocation
of capital funds, of earnings retained for new or replacement machinery and
buildings, and of new borrowed or equity money.

Additionally, this type of decentralization permits effective use of the re-
sources and strengths existing in Westinghouse, contributes to greater strength
of all the Company’s individual operations, provides a central control over the
amounts and velocities of dollars flowing between Company operations or
from external sources, and enables economic utilization of inventories.

The existence of effective centralized controls in a few necessary areas actu-
ally increases the latitude of profit-unit managers, who are thus relieved of
functions related only indirectly to their profit efforts.

As an example, Company-wide policies on labor relations are developed at
headquarters. Other headquarters’ functions for the benefit of individual
profit units include matters involving tax requirements; sales and purchases
involving several divisions; and long-range planning.
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Still another benefit to Westinghouse of this concept of decentralized profit
operations is the reservoir thus provided for skilled, experienced management
personnel. Division managers guide each operating head of a profit unit in
the acquisition of skills essential for greater responsibilities in the Company
in the future. Training courses supplement this on-the-job education.

Hence decentralization in Westinghouse is the means toward greater over-
all Company profits, both for dividends and for future growth. In addition,
it helps assure the capable management manpower essential to the Company
to meet its obligations to stockholders, employees, customers and the nation
generally .2

Extract C
Diversification in The Glidden Company

Since The Glidden Company’s founding in 1917, its record of growth has
been rooted in a number of basic operational precepts—product diversifica-
tion—decentralization—quality control—practical, applied research—person-
nel planning—affirmative labor relations—aggressive merchandising.

Today, Glidden is one of the four largest paint manufacturers in the world,
and a major factor in such varied industries as food products, edible oils, soy-
bean processing, pigments, metal powders, and naval stores.

Originally a producer of paints and varnishes, Glidden early recognized the
value of diversification as a source of stability and growth. By 1919, the
Company had acquired eleven paint plants throughout the country for easy
and economical access to local markets. The next year Glidden began to
produce refined vegetable oils and margarine.

During the early twenties, linseed oil facilities, zinc and barytes mines,
three lithopone pigment plants and a new patent for making pure white lead
were acquired. Shortly after, Glidden purchased a plant in Hammond, Indi-
ana, as a source for lead pigments used in paint manufacturing. This opera-
tion provided the foundation for the Company’s present role in the growing
metal powders field.

By 1929, the Company was well established in the production of margarine
and vegetable oil products. In that year E. R. Durkee & Company and six
other concerns were purchased to broaden Glidden’s line of food products.
The present trade name, Durkee Famous Foods, was then adopted.

In 1934, Glidden obtained rights to an improved process of extracting soy-
bean oil and proceeded with the construction of a soybean processing plant
at Chicago, Illinois.

Since naval stores, chiefly rosin and turpentine, were principal constituents
in the manufacture of paint, Glidden entered this field in 1935 through the

2Stockholder Relations Department, “Westinghouse Record,” Westinghouse Electric
Corporation, October, 1957,
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acquisition of the Nelio Rosin Corporation. This was the beginning of the
present Southern Chemical Division.

This twenty-year period (1917-1937), when sales increased from $2,000,-
000 to $45,000,000, was Glidden’s “first phase of growth” and established the
basic framework under which the Company operates. . . .

The “second phase of growth,” from 1937 to 1954, witnessed an increase in
annual sales volume to over $200,000,000. During this period, operations
were consolidated, new products and markets were developed, and plant fa-
cilities were modernized and expanded. . . .

The Glidden Company is . . . embarking upon what might be termed a
“third phase of growth.” This program involves such projects as—titanium
dioxide expansion—grain merchandising—terpene chemicals—paint distribu-
tion facilities—overseas operations—soybean derivatives—tall oil. In addi-
tion, the Company is continually exploring the acquisition of profitable going
enterprises or products and the development of new products created by its
own or outside research laboratories.

As a further impetus to growth, it is a basic policy of the Company to
eliminate activities or products which are minor, fundamentally divergent,
or incapable of producing a return proportionate to the financial and man-
agerial investments required. Under this concept, Glidden has disposed of
its metal-smelting, copra-crushing, formula feed and West Coast lithopone
and flaxseed processing operations. These recent dispositions have freed
over $8,500,000, making these funds available for use in more profitable ways.

By concentrating its managerial and financial resources upon those fields
of activity that promise a high degree of success, The Glidden Company
looks ahead confidently to the future.

In a company as diversified as Glidden, it is often difficult to view opera-
tions or products in their true light. Many times the value (or lack of value)
of a particular product is magnified out of proportion to its real importance
to the Company. It should be remembered that very few of the individual
products in themselves are extremely-large profit producers. When consoli-
dated, however, the resulting profit is substantial. This broad product di-
versification imparts an important element of stability to the business. . .

Much of Glidden’s success throughout the years can be attributed to a
policy of management decentralization adopted shortly after the Company’s
inception. Partly the result of necessity and partly that of a philosophy,
decentralization nonetheless is playing an important part in Glidden’s de-
velopment.

The over-all governing body is the Board of Directors composed of ten
members, all of whom are full time working directors with managerial posi-
tions in the organization. A five man Executive Committee has authority
to act for the Board between regular monthly meetings. Staff committees—
Research, Patent, Bonus, Stock Option, Pension—are responsible for admin-
istration and planning within their respective fields. The Board and the
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Executive Committee exercise the customary policy direction and long-range
planning of the Company.

Glidden is organized into five operating divisions—Chemicals-Pigments-
Metals, Southern Chemical, Chemurgy, Durkee Famous Foods, and the Paint
Division. Each division has undivided responsibility for research, develop-
ment, manufacture, and sales of its products. Since running a paint busi-
ness obviously requires different techniques, from supervising grain merchan-
dising or the production and sale of terpene chemicals, there is a minimum
of interference at the operating level on the part of the Board and the Presi-
dent. They do, however, pass on basic operating policy and budgets, major
capital expansion, and management compensation policy.?

Extracr D
General Electric Company—ODbijectives

Briefly summarized, General Electric’s objectives are as follows:

1. To carry on a diversified, growing, and profitable world wide manufacturing
business in electrical apparatus, appliances, and supplies, and in related materials,
products, systems, and services for industry, commerce, agriculture, government, the
community, and the home.

2. To lead in research in all fields of science and all areas of work relating to the
business in order to assure a constant flow of new knowledge that will make real the
Company theme, “Progress Is Our Most Important Product.”

3. To operate each decentralized business venture to achieve its own customer
acceptance and profitable results by taking the appropriate business risks.

4, To design, make, and market all Company products and services with good
quality and with inherent customer value, at fair, competitive prices.

5. To build public confidence and friendly feeling for products and services bear-
ing the Company’s name and brands.

6. To provide good jobs, wages, working conditions, work satisfactions, stability
of employment, and opportunities for advancement for employees, in return for
their loyalty, initiative, skill, care, effort, attendance, and teamwork.

7. To manage the human and material resources of the enterprise for continuity
and flow of progress, growth, profit, and public service in accordance with the prin-
ciples of decentralization, sound organization structure, and professional manage-
ment.

8. To attract and retain investor capital through attractive returns as a continu-
ing incentive for wide investor participation and support.

9. To cooperate with suppliers, distributors, retailers, contractors, and others
who facilitate the production, distribution, installation, and servicing of Company
products and systems.

10. To meet the Company’s social, civic, and economic responsibilities with im-
agination and with voluntary action which will merit the understanding and support
of all concerned among the public.

To the casual reader or listener, these broad objectives may sound vague
and obvious, but thoughtful study will reveal that each of them represents a

8 The Glidden Company, 4 Report on Diversification, May, 1956.
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number of deliberate and important managerial decisions. They provide a
direct expression of the Company’s ethical standards, its managerial philos-
ophy, and its continuing purposes—in a form which makes them understand-
able and acceptable, after study, to every member of the organization.*

ExtrAcT E
Du Pont’s Rule by Committee

An unusual formula for decentralization in the management of a giant en-
terprise is that of E. I. du Pont de Nemours, of Wilmington, Delaware, the
huge chemical company which is better known for such things as nylon than
for the explosives which made its original fortune. Du Pont has dared the
“unthinkable” and established for itself a rule by committee. .

Naturally Du Pont, like any other corporation, is governed in the final
instance by a board of directors, which happens in this case to be heavily
weighted with members of the Du Pont family. But in point of practice, the
Company is run by a president, Crawford H. Greenewalt, and nine vice-
presidents, each of whom has a single vote which could be the decisive one
in the balloting that settles things in the executive sessions.

The “Ex Committee”—which, incidentally, constitutes one-third of the
Du Pont Board of Directors—has no day-to-day functional résponsibility.
The members are paid to think and make policy decisions involving the gen-
eral welfare and general activities of the Corporation. The only practical
limitation on their power (aside from that implied in an occasional directive
from the Board) is provided by the Du Pont committees on finance, audit
and salary and bonus compensation. But since Du Pont committees are
interlaced, the check-and-balance at the policy-making top does not appreci-
ably inhibit action.

The heart of the “Ex Committee” system is the Wednesday meeting, to
which the members bring the result of ruminative homework that covers the
better part of the whole week including the weekend. . . .

The broad subjects which the Ex Committee considers run to such things
as location of plants, the response to anti-trust suits, the continuance of old
products and the development of new, appropriation requests from the ten
Du Pont production departments and the fourteen staff or auxiliary organiza-
tions, the review of departmental projects, and the general consideration of
“whither reports” (such as “whither nylon” or “whither titanium”).

Every Friday afternoon Ex Committee members find on their desks a stack
of documents which they are expected to digest by the following Wednesday.
The manufacturing departments prepare monthly operating reports which go

4R. J. Cordiner, New Frontiers for Professional Managers (New York: McGraw-Hill
Book Co., Inc, 1956), pp. 55-57, as reprinted in Harold Koontz and Cyril O’Donnell,
Readings in Management (New York: McGraw-Hill Book Co., Inc., 1959), pp. 102, 103.
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to the Ex Committee for consideration of the first and last Wednesday of
the month. The Committee averages one meeting per month in a chart
room, where sales and earnings of the departments are displayed. If slumps
develop, the general managers involved are expected to be present with ex-
planations. Five members of the Ex Committee constitute a quorum, and
a minimum of four affirmative votes is required for the adoption of a resolu-
tion.

The Committee gives no orders, and it doesn’t like to be put in the posi-
tion of having to decide intracompany disputes between Du Pont production
divisions. Moreover, the advice offered by the Committee members, either
singly or as a group, can be rejected with impunity by men who think they
have a better way. (However, as one Committee member puts it, “We
sometimes resort to tactful persuasion.”)

The ten Du Pont general managers who are entrusted with earning a profit
on the Company’s investment and working capital in the divisions devoted
to electrochemicals, explosives, fabrics and finishes, film, Grasselli chemicals,
organic chemicals, photo products, pigments, polychemicals, and textile fibers,
hire their own personnel and have ‘“substantially as much power as the aver-
age company president.”

As for the Du Pont “service” departments—advertising, engineering, em-
ployee relations, public relations, traffic and so on—they are headed by di-
rectors appointed by the Ex Committee but do their own hiring and day-to-
day planning. The heads of the secretary and treasury departments are
elected by the Board; unlike other Du Pont officials, they are responsible to
the president and the finance committee.

The theory which governs Du Pont is that “ten heads are better than one.”
While the Ex Committee arrangement lacks the hard-and-fast definition of
a military organization, it might roughly be compared to a military General
Staff sitting behind the front lines and concerning itself with problems of
major strategy.

Though President Greenewalt naturally has the prestige that goes with be-
ing “primus inter pares,” or first among equals, there seems to be no hidden
power lurking behind the organization chart. The board of directors, a
blend of former Du Pont officers, large stockholders and the members of the
Ex Committee, meets once a month and maintains more direct control over
the business than in most firms, But with the members of the Ex Committee
contributing their say—and their very ponderable vote—in board sessions,
the cooperation between board and top executive authority is smooth and
unobtrusive.

The secret of the Du Pont success with the committee system would seem
to reside in the recruitment and the balancing of its components. Every
effort is made to avoid the development of a personal situation in which two
evenly balanced factions might rise to fight for power.

Of the nine Ex Committee vice-presidents, two have a financial background,
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two are from research, two are primarily salesmen, two are from production,
and one is from engineering. As things work out, this means that seven men
almost invariably defer to two acknowledged authorities whenever a tech-
nical or financial subject is up for consideration. Where even splits occur,
they are usually in relation to advertising or public relations, which do not
entail any struggle for authority over the more tangible Du Pont assets or
products.

Thus it is that a system which might rend a different type of organization
works harmoniously for a huge concern which spends more than $120,000,-
000 a year on new construction, and $60,000,000 a year on research. One
defect of the system is that it sometimes works slowly (it took 10 years to
persuade some outlying industrial departments to move their headquarters
into Wilmington). Committee members who have come up through di-
vision management sometimes complain that relegation to “thinking” and
“advisory status” makes them feel “inhibited” and “frustrated.” But on
balance the committee members consider that if “seven men out of ten—all
intellectually honest—can reach agreement, the chances are that it is sound.” 3

Extract F
The Managerial Art As Practiced by United States Steel Corporation

. . . Radical “divisionalization”—the sociologist’s word for organizing a
company into flexible units—may not be the best for all types of industry.
It has not been used, for example, at United States Steel.

Here the nature of the product calls its own special turn. Since steel is
a matter of putting several raw materials together and pushing them toward
one final form (in this case the basic carbon “melt” which comes out as
plate, strip bars, and structural shapes), a “chain of command” principle of
organization, with authority centered at the top, seems best adapted to keep
the ingredients flowing.

Thus the problem of getting cohesion in the U. S. Steel Corporation is
simple enough in theory. In practice, however, U. S. Steel has been up
against the facts of its own history.

Put together by the elder J. P. Morgan (a banker) and Judge Elbert Gary
(a lawyer) out of a host of smaller companies, U. S. Steel seemed a triamph
of “integration” in the early part of the century. Its dovetailed line began
with ore, coal and limestone and ran upwards into the linked paraphernalia
of blast furnaces, open hearths, blooming mills, soaking pits, rolling mills
and the fabrication of basic shapes.

But the very hugeness of the U. S. Steel’s “process unity” caught the bale-
ful eyes of Teddy Roosevelt’s trust-busters, and in the social climate of the

8 John Chamberlain, “Rule by Committee,” Wall Street Journal, December 27, 1956.
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times Judge Gary’s company soon discovered that to be too good was to
be “bad.”

The pragmatic problem facing Judge Gary was not to tighten up his or-
ganization but to decelerate the drive which had already given it control of
two-thirds of the industry. With the Department of Justice hovering in
the wings in a perpetually scowling posture, the wary Gary made no effort
to streamline his subsidiaries. They maintained separate boards and en-
gaged in costly duplicative effort, all of which gave Bethlehem Steel the op-
portunity to close the gap between the front-runner and the “place” horse in
the great ingot tonnage race. .

Looked at on the map, U. S. Steel units in areas as far apart as Pittsburgh
and Chicago would seem to require a “let alone” attitude from the top.
But geography, here, is delusive, for basic steel problems remain essentially
the same anywhere in the Middle West. Whether the coking coal goes to
Chicago to meet the iron ore from Duluth, or whether the ore from Duluth
journeys onward to Youngstown or Pittsburgh to meet the coal, is not a
question to be adjudicated in U. S. Steel by “divisional” competition. The
geographical apportionment of coal to ore must be in accordance with an
overall plan.

Moreover, if a steel company’s research staff can devise improvements
for a continuous strip mill, the ideas are just as valid for use in the Chicago
area as in the Irvin Works on a hill outside of Pittsburgh. Finally, a U. S.
Steel sales organization in Indianapolis couldn’t care less whether the bar
steel it markets to a local manufacturer comes from Chicago or the Pitts-
burgh area. The origin of the product would merely be a matter of con-
venience and freight rates, not of competitive pride as between regions.

The nature of steel being what it is, one of the first jobs which faced the
successors of Judge Gary was to put U. S. Steel’s Chicago and Pittsburgh
regions into one operational unit. In 1950, after a period of control by
“management consultation,” the concept of Central Operations was intro-
duced.

Today Central Operations runs Chicago and Pittsburgh and the new Fair-
less Works on the Delaware in Eastern Pennsylvania as a single unit. This
amounts to “chain of command” control of some two-thirds of U. S. Steel’s
39 million ingot ton capacity.

Only the remaining third of the U. S. Steel empire is ‘“decontrolled”
through the new ‘““divisional” device of “federal decentralization.” An adap-
tive man, U. S. Steel’s Chairman . . . , argues against the idea of putting
the Oliver Mining unit (Minnesota) and the new Orinoco Mining (Vene-
zuela) under the same divisional roof. Tropic and temperate zone mining
problems obviously differ. Again the problem of Central Operations and
those of the U. S. Steel West Coast subsidiary, Columbia-Geneva steel, are
too far apart in space to be watched from a single conning tower.
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Letting local conditions and special operational problems determine the
kind of organization used, U. S. Steel today does have a sizable number of
divisions besides the one big division of Central Operations. Its southern
production is in the hands of Tennessee Coal and Iron. Practically all of
the U. S. Steel wire business is done by American Steel and Wire. American
Bridge is another specialty subsidiary. Other semi-autonomous divisions are
National Tube, Oil Well Supply, U. S. Steel Homes, Michigan Limestone,
and Universal Atlas Cement (which doesn’t make steel at all).

But even the regional and specialty divisions report to Central Operations
and they all make use of common “services” such as central research at Pitts-
burgh. Labor relations come within the purview of Pittsburgh, because the
union is strong enough to force industry-wide bargaining on the Corporation.

It will be seen at a glance that where U. S. Steel moves outward from
basic steel into fabrication, the need to service a specific type of customer
promotes divisionalization. Such things as wire, bridge girders, tubular steel,
prefabricated homes and oil drums are far closer to the retail trade than
anything that may be found in Central Operations. This difference de-
mands its own semi-autonomy within the Corporation make-up.

Thus the functional significance of differences which might otherwise seem
schizophrenic in the U. S. Steel Corporation’s organizational philosophy.
The typical basic steel company, whether it is large or small; still resembles
a military “line and staff” for the simple reason that its problems, even
when huge, are best handled by Central authority. But where a steel com-
pany moves toward fabrication, or maintains a division on the far periphery
of its geographical location, it tends toward a freer type of organization.

The problem is to localize decision-making at its point of impact—and it
is the product and the market that must govern the issue of impact, not the
loose modern habit of thinking of “centralization” as a naughty word and
“decentralization” a good one.®

Case A:
Ashland Oil & Refining Company (B)

In 1957, a new era in the management of Ashland Oil & Refining Com-
pany began. The Company had been started and built by Paul G. Blazer,
and in 1957 he was stepping down as Chairman of the Board of Directors.
The new management had developed under the philosophy and policies of
Blazer, and now was faced with basic decisions regarding the philosophy best
suited to the characteristics of the new managers. Thus, the concepts used
in the previous thirty years were being studied.

6 John Chamberlain, “Autonomy vs. Central Control,” Wall Street Journal, December
19, 1957.
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Company History

The refining company was organized in 1924 as a subsidiary of Swiss Oil
Corporation, a producer of Kentucky crude oil. Assets grew from $300,000
in 1924, when Blazer assumed management, to $8,000,000 by 1940; $24,-
000,000 by 1947; $67,000,000 by 1949; and $200,000,000 by 1959. At no
time during the entire history did the refining company end a year with a
net loss. Its ratio of net income (after taxes) to owner’s equity fluctuated
between 6}% per cent (in 1934) and 40 per cent (in 1928 and 1948).

This growth was accomplished by accretion and by merger of approxi-
mately fifty companies. The most important acquisitions took place in 1930~
1931 and 1948-1950. In the former period, the company acquired a refin-
ing company and a pipe-line; in the latter, Allied Oil Company, Aetna Oil
Company, Freedom-Valvoline Oil Company, and Frontier Oil Refining Cor-
poration merged with Ashland.

The fact that Ashland Oil was an “independent” in an industry dominated
by large firms makes its success more interesting. Furthermore, a large
portion of the profits throughout its history resulted from refining operations
—a branch of the industry in which it is generally considered difficult to
maintain stable earnings over a long period of time.

In 1957, operations included all the functions of an integrated oil company,
except that the production and marketing phases were not balanced with the
refining and transportation phases. The entire refining, transportation, and
marketing phases were centered around the Ohio River and the Great Lakes.
One of the important operating advantages that the company had main-
tained since its beginning had been its use of river barge transportation.
After 1948 it also used the Great Lakes as a means of transportation. Its
marketing territory was concentrated in Ohio, West Virginia, and Kentucky,
with operations being expanded into Western Pennsylvania, Western New
York, Southern Indiana, and Illinois. Several brand names were used and
a high proportion of refined products was distributed through private brands.
Production of crude oil centered in Eastern Kentucky until 1940. By 1957,
production operations had been established in a number of oil fields.

Concepts of Chairman of the Board

An interesting fact in view of the company’s growth is that the chief execu-
tive had been unacquainted with published management literature. He di-
rected his attention to the operational problems of the company and read
little of other ideas in the field of management. In the early history he gave
little formal thought to concepts of direction, organization, and control. As
the company grew, of course, his time increasingly was taken up with such
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problems. Comments in letters to the board began to offer more of his
reasons and rationalizations on his executive process. This process was gen-
erally informal and often violated a number of the more generally discussed
“principles of management,” such as span of control, the exception principle,
and certain aspects of the scalar principle. His concepts were the direct
result of his personal abilities and preferences, the dynamics of the petroleum
industry, and the place that his company occupied in that industry.

The techniques of the chief executive were especially adapted to smaller
scale operations. Growth increased the difficulty of continued application
of his methods. During his participation on the petroleum committees of
the NRA, the chief executive was impressed by the disadvantages of a rigid
and formal structure of organization and policies. He believed that the
proper management of his small company should allow the informal organi-
zations within the firm to express themselves. Formality was avoided to
such an extent that a casual observer would conclude that there was little
organization at all. Yet, it was felt by many that one of the major advan-
tages the firm held over its competitors was in its superior co-ordination and
co-operation.

Underlying the concepts of management that evolved, the idea of flexi-
bility was pervasive and fundamental. Flexibility in this context refers to
the adaptability to external changes, susceptibility to modification of actions,
resiliency of policies, and responsiveness of the entire organization to meet
new problems.

The chief executive’s idea was that a small growing company in an ex-
panding industry required adaptability. He believed that there were im-
portant advantages to be obtained for his firm through emphasis on small-
ness. Flexibility was one such important advantage. A major part of the
concepts of management that proved useful can be classified under five types
of flexibility:

. technological,
. marketing,

. financial,

. personnel, and
. organizational.

[ N

1. Technological flexibility is the mechanical ability to change one’s equip-
ment to produce those products desired by consumers at the time and place
at which they desire them. Two examples of this concept will clarify its
meaning. In refining, it is possible to maintain specialized equipment so-
that the product mix from a barrel of crude oil can be varied. In 1949, at
a time in which many refining companies were experiencing unusual pressure
from the sudden drop in the price of residual fuel oil, this company was able
to reduce its production of residual to almost zero and to increase the pro-
duction of other products, prices of which had not declined. A second ex-
ample of technological flexibility was in the transportation phase of the in-
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dustry. While major oil companies depend, to a large extent, upon pipe
lines for the economical land transportation of crude oil and refined products,
this management built the company in its early years around the utilization
of barge transportation on the inland waterways. This type of transporta-
tion enabled the company to purchase crude oil in fields that were not served
by pipe lines, and to extend its marketing of finished products to areas in
which the price was favorable even for only short periods of time. The em-
phasis on barges not only enabled the company to transport crude oil and
oil products at a cost comparable with the efficient pipe lines, but also to
maintain this economy on smaller shipments to and from temporary points
which could not support the large fixed cost of a pipe line. By means of
this type of flexibility, the company was able to adapt its refining and trans-
portation operations to demand and supply conditions.

2. A second type of flexibility was in the marketing of finished products.
Marketing flexibility exists when managerial techniques permit the distribu-
tion of refined products according to conditions on the spot. Four examples
of the means by which Ashland Oil obtained a high degree of this flexibility
will help clarify this concept. First, because of its flexible transportation
system, the management was able to shift its marketing geographically.
Whenever profitable prospects appeared in an unserved area, the company
shifted into that area. Whenever demand or costs conditions were threaten-
ing profitable operations, it could move out quickly.

A second means of gaining marketing flexibility was through the use of
independent jobbers, rather than through company-owned bulk plants. Un-
der such arrangements the company was able to enter new marketing areas
more quickly and to leave unprofitable ones. In other words, it could secure
existing facilities for distribution in new areas, but was not chained by prop-
erty ownership to unprofitable ones.

Thirdly, the company’s pricing policies enhanced the marketing flexibility.
The management found that it was necessary to adjust to the pricing policies
of different reference marketers in six separate marketing territories. This
situation required that the company develop administrative techniques to
keep its prices responsive to the unique conditions of each territory.

A fourth means of increasing its marketing flexibility was through its use
of different types of distribution channels in the same area. A large per-
centage of its gallonage was sold under private brands. In addition, the
company sold under five different company brands. Such conditions com-
plicated the co-ordination of marketing policies.

3. Ashland also achieved a high degree of financial flexibility by refrain-
ing from investing a large percentage of its funds in fixed assets. It often
profitably used obsolete equipment long past the time when other companies
had changed to newer methods. As a larger firm, in order to promote equity
financing, Ashland paid special attention to its name in investment circles.
The management sought additional funds at times in which it could obtain
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them on a favorable basis, regardless of whether it saw a specific need for
them.

4. Ashland also maintained a policy of personnel flexibility. Since the
small company could afford only a limited number of specialists, all major
executives were placed in jobs that developed “generalists.” Although the
company had no formal executive development program, an analysis of the
past positions of the top seven executives showed that all but one had been
in several departments of the company’s operations. The positions were
tailored to an individual man’s abilities and needs in place of attempting to
adapt the man to a rigid position description. Turnover of executive per-
sonnel had been low. The present managers, therefore, had been trained
within the company.

Personnel policies were administered on an informal basis. Even after
the company reached large size, it had few precisely stated personnel poli-
cies. Although the company recognized a union in 1933, it consistently was
able to gain the support of a majority of its employees in times of crisis. A
leader of the international union complained that often he had secured sup-
port for strikes only to find that the chief executive had appealed to the em-
ployees through direct and personal means and had succeeded in gaining
their support. Company parties, the personal interest of the individual ex-
ecutives in an employee’s family problems, and de-emphasis on status were
some of the means by which the management secured employee loyalty and
high morale. High morale, in turn, enabled the management to maintain
these informal personal relationships among executives and employees.

5. Above all, the company stressed organizational flexibility. It stressed
adjustment to changes in the administrative environment without serious
losses of economy or effectiveness.

When the company was young and small, the chief was the only operating
line executive. As the firm grew, he used executive assistants for a period
prior to granting them line authority. Later, some of these “assistants to”
became functional executives, Still later, sales divisions evolved.

Throughout the thirty-year period, the company had no organization chart.
The chief executive believed that any attempt to formalize relationships con-
tributed to a static concept of organization which would be inconsistent with
his emphasis upon flexibility. There was no attempt to establish definite
titles or clearly defined duties. Typical of the comments in interviews was
this statement: “If you have really sharp departmental lines, you find people
telling others that ‘it is none of your business’ and ‘leave that to me. . . .
Nobody is going to take that attitude if they don’t know themselves the limits
of their responsibilities. . . . I have felt that you get more co-operation from
people if your organization is so set up where they have to co-operate to get
along.”

No names or titles appeared on the doors of the executive offices. Each
member of the executive team was thoroughly acquainted with the modus



EXTRACTS AND CASES IN POLICY AND DECISION MAKING 173

operandi and could quickly explain who took care of the various duties
within the company. Even at the time of sudden and rapid growth through
merger, there was no attempt at the top to formalize organizational plan-
ning,.

Little use was made of the development of a formal status system. The
dynamics of the oil industry argues against stressing status. The chief ex-
ecutive looked upon any definite position title as a potential strait jacket.
He felt that if an executive were allowed to become identified with some
segment of the organization through clear delegation, he would be outlining
a bailiwick in which that executive would feel a vested interest. He might
oppose a change that would tend to destroy his delegated departmental “em-
pire,” even though it would increase the effectiveness of the organization as
a whole.

Throughout the history of the company, the emphasis was placed upon
keeping the number of levels at a minimum. This preference for the “flat”
organization resulted in numerous executives reporting to the top. By 1957,
there were approximately fifteen line executives who reported directly to the
chief. An additional fifteen staff and/or functional executives expanded the
level of subordinates with whom the chief executive maintained contact.

In Ashland, direct vertical communications were encouraged. In order
to avoid the inaccuracies that tend to be added to information as it flows
through a number of levels, the chief executive often gave orders to and
sought information from the lowest level. The success of this jumping of
ranks depended upon the chief executive’s interest in details, the company’s
low executive turnover, high morale on the lower levels, and a size of opera-
tions that permitted maximum use of informal and personal relationships.
The chief executive observed that “it is everybody’s responsibility to not
only do their job but to make sure that others who are affected by their work
are informed of something that they might not otherwise know.”

When the firm was small, most of the co-ordination was the result of strong
direction and control by the chief executive. Numerous quantitative reports
were required by him for his decisions. After the firm became large, each
department head sought to receive these reports, as a result of his inability to
obtain all of his information about the plans of the other departments. In
the event that the plans of one department appeared to be inconsistent with
those of another, a telephone call was used to maintain co-ordination bilater-
ally and informally. This system resulted in a large flow of reports among
the departments and a tremendous dependence on telephone communications.

Written memoranda and formal committees were foreign to this system,
because the chief executive believed that both injected rigidity into executive
action. He thought that a written memorandum would remain in the files
long after it had been superseded. Committee meetings were considered to
be time consuming and not efficient in a firm that depended on its quick ac-
tion as a major administrative advantage.
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Operational Policies

After 1930, the company was vertically integrated; that is, it combined
production with refining, marketing, and transportation. Throughout its
history, the chief executive considered the refining branch as the firm’s chief
source of profits; he considered that the company engaged in the other opera-
tions only to maintain efficient refining throughput.

By 1954, the company owned wells that produced only 7.31% of its re-
fining requirements. This percentage was much lower than that of any re-
fining company of equal or larger size. After the proration legislation in
the middle of the 1930’s, managements of other oil companies placed their
largest amounts of capital expenditures in the search for additional supplies
of crude oil. Ashland’s management intermittently stressed its production
branch, but did so only at times in which the excess profits tax provided es-
pecially strong incentive.

The management of Ashland used the refining branch as the reference for
all its policies and decisions. The instability of refining margins required
that the management maintain the ability to change decisions rapidly. The
importance of fixed costs in the refining process and the-resulting low in-
cremental cost of the extra barrels of throughput caused Ashland’s manage-
ment to seek to stabilize and maximize its refining margins by means of a
high degree of the various ideas of flexibility. While the company was small
and its refining equipment was simple, the management achieved unusual suc-
cess in shifting its product mix to those fractions that were currently selling
at the most profitable prices. It retained this ability to shift even after
reaching large size; however, it was evident that size had decreased the ease
by which these changes could be made.

Transportation costs in the petroleum industry are especially important
in a firm’s ability to operate profitably. Both the supply of crude oil for
a refinery and the refined products for customers must be transported eco-
nomically. The economics of pipe line operations offered advantages in land
transportation to those companies that could afford to build and operate
them. Large inch lines are particularly efficient.

The management of Ashland met its transportation problem by maximiz-
ing its use of the Ohio River, which flowed through its territory. By the
means of river barges and towboats, the company was able, with small capital
outlay, to maintain a transportation advantage to certain markets until large
inch pipe lines were built. The use of such a method of transportation ob-
viated the company’s dependence on common carriers.

The reluctance of the management to set any fixed integration pattern had
an important impact on the nature of its growth. All branches were forced
to balance their operations with refining at capacity. In times of decreased
demand for oil products, the sales branch became a potential limiting factor
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to economical refining operations. It was desirable to seek new independent
jobbers. If sufficient outlets were not available or if other companies pur-
chased Ashland’s jobber outlets, the management became especially receptive
to offers of merger from small independent companies. During these times
of decreased demand, most independents were experiencing financial problems.
As a result, both parties looked favorably on a merger.

In most of the mergers that were accomplished, marketing facilities were
the chief interest of the Ashland management. The two periods in which
most mergers took place were periods of difficulty in the oil industry (1930-
1931 and 1949-1950). Purchase of these marketing properties facilitated
adjustment in the integration pattern necessary to keep refining throughput
at capacity. This policy of giving primary importance to refining thus led
to growth in marketing at times in which properties could be obtained on a
most favorable basis.

Although the majority of the mergers were with independent companies
that possessed good marketing outlets, the fact that each company also owned
a refinery provided the foundation for still further growth. In every case,
the refining equipment was small, obsolete, and not valued highly in the
negotiations. Yet after the mergers, the Ashland management continued to
operate the acquired refineries at a throughput that exceeded the level at-
tained by the former companies. In this way, the initial attempt to seek
marketing outlets resulted in still greater increase in throughput, and in turn,
new pressures for more sales outlets.

In general, the operating policies in the four branches looked to the “inter-
stices” or niches in the industry which had been neglected by the major com-
panies. The chief executive often commented that he was not as interested
in the conventional approaches to operations as he was in the unconventional.
He felt that the greatest advantage that an independent could gain over the
large companies was in the avoidance of any rigid pattern of operations.

As a small company, this specialization in the niches of the industry proved
to be an important reason for success. As the firm grew, it became increas-
ingly difficult to find niches sufficiently large to accommodate the company’s
complete operations.

TABLE 10-1

ANNUAL EARNINGS IN RELATION TO CAPITAL STOCK AND SURPLUS
ASHLAND OIL & REFINING COMPANY

Per Cent of Earnings
Average Capital Net Earnings to Capital and
Stock and Surplus after Taxes Surplus after Taxes
1924 * $ 266,445 $ 32,890 12.34%
1925 316,909 68,040 21.47%
1926 500,561 160,843 32.13%
1927 696,242 201,357 28.92%
1928 876,197 383,570 43.718%

1929 1,185,135 204,429 17.25%
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TABLE 10-1 (Continued)

1930 1,500,324 174,940 11.66%
1931 1,652,709 125,964 7.62%
1932 1,795,152 304,051 16.94%
1933 2,097,597 416,205 19.84%
1934 2,250,833 142,747 6.34%
1935 2,316,697 327,233 14.12%
1936 3,783,295 677,583 17.91%
1937 3,994,365 694,228 17.38%
1938 4,343,809 566,242 13.04%
1939 4,887,521 746,890 15.28%
1940 5,577,174 696,938 12.50%
1041 ** 5,991,854 632,779 10.56%
1942 6,454,680 1,103,605 17.10%
1943 6,938,730 733,866 10.58%
1944 7,256,251 771,939 10.64%
1945 9,122,204 080,087 **% 10.74%
1946 11,157,068 1,325,139 *** 11.88%
1947 12,495,705 2,898,034 23.19%
1948 19,608,248 7,856,992 40.07%
1949 40,718,825 9,324,781 22.90%
1950 56,504,508 10,004,484 17.711%
1951 67,492,198 12,137,972 17.98%
1952 82,363,617 5,700,273 6.92%
1953 94,135,003 8,407,616 8.93%
1954 94,819,881 6,628,076 ‘ 6.99%
1955 96,371,722 10,106,032 10.49%
1956 104,070,716 13,503,942 12.98%
Avg. 33 Vrs. 23,008,921 2,993,581 13.01%

* Figures shown are for Ashland Refining Company from its organization until 1936
when that company and Swiss Oil Corporation were merged to form Ashland Oil & Re-
fining Company.

** Nine months period due to change in fiscal year.

*** Earnings reflect abnormal amount of exploratory drilling and recovery of excess
profits taxes paid in 1942, 1943 and 1944.
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Control
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CONTROL is so pervasive in management
that no single chapter could contain all of its features. Most of the remain-
ing subjects in this book involve control either directly or indirectly; this is
the case with inventory control, production control, time standards, quality
control, and so on. This chapter will discuss the essence o: control—the
basic features that run through all of its applications. This emphasis should
help the reader keep sight of the fundamentals of control, sometimes sub-
merged in the details of special applications.

/Control is universal to nature. Human activities have always made use
of control, consciously or not.) In driving an automobile, for example, we
must continually compare the actual direction of the vehicle with its planned
direction; if the actual performance falls short of plans, we are in danger of
hitting a pedestrian or a fireplug. Fortunately, a complicated network of
signals, receptors, transmitters, and muscles prevents such mishaps; control
is at work, even though in this case we may not be fully aware of all of the
mechanisms that have contributed to the corrective action. This chapter
is concerned, however, with the conscious application of the principles of
control in management.

Definition and Fundamenitals of Control

S~ ) - P i
Advancements in human activities have been achieved largely by develop-

ing better techniques of control. Control is an essential feature of scientific

management. In fact, much of the precision of a managerial education is

focused on the improvement of control techniques. Double entry bookkeep-

ing made accounting an early tool of financial control. Statistical methods
177
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have contributed to many types of control. Instrumentation using electronic
devices is central to the concept of automatic control.

.;Fundamentally, control is any process that guides activity toward some
predetermined goal. The essence of the concept is in determining whether
the activity is achieving the desired results. Notice that the “desired results”
are assumed to be known. In other words, the concept of control cannot
exist without planning. The essentials of a control system involve:

1 A predetermined goal, a plan, a policy, a standard, a norm, a decision rule, a
criterion, or a yardstick;

2 A means of measuring activity;

3. A means of comparing activity with a criterion, and

4. Some mechanism which will correct the current activity so as to achieve the
desired results.

The manager must understand how to apply this fundamental concept in
many specialized areas. He applies the concept in such activities as bud-
getary control, quality control, inventory control, production control, person-
nel control.

A predetermined criterion

The most important single idea in control is to determine to some degree
what skould be the results, or at least what is expected from a given action,‘
In the last two chapters, the processes of planning and policy were discussed;
they are prerequisites for control. Planning can yield some benefits without
control, but control cannot exist without some element of planning for the fu-
ture. Sometimes our shortcut terminology fails to reflect this fact. For
example, to economize on words, we speak of production control instead of
production planning and control. !

Many different names can be given to the predetermined criterion.. Some-
times it is a general qualitative plan—such as improvement of morale, doing
a good job, or adjustment to society. The difficulty with the use of such
qualitative statements is the lack of precision in what is meant. For this
reason, the evolution of managerial techniques in the twentieth century has
involved greater use of quantitative approaches. In any science, a quanti-
tative means of expression contributes to precision.

Standards provide a way of stating what should be accomplished. The
foundations of scientific management are techniques that yield good stand-
ards. These standards can be in terms of time, money, physical units, or
some index. Time study is a technique by which management determines
the standard time that a normal man should take in doing a given job. Cost
standards furnish norms that are helpful in analyzing expenditures. Physical
units may be used as the denominator for quotas by which salesmen can be
evaluated. Physical units, such as ton-miles of freight, units per machine
hour, or pounds of scrappage per unit of output, provide a basic, simple,
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and direct yardstick for operations. The choice of the unit of measurement
will influence the control procedure.

Measurement of actual performance

A performance cannot be checked unless there is a means of determining
what the performance has been in a past period. This may appear to be a
simple matter; but unless the basis of measurement is defined, confusion
can develop. The effectiveness of a control system depends upon the prompt
reporting of past results to the persons who have power to produce changes.
The unit of measurement should be consistent with the predetgrmined cri-
terion, and reported in a form that facilitates easy comparison. For example,
if we are interested in knowing our past monetary cost of production, a re-
port in physical units will not give the type of information that can be
readily interpreted; we will need to express the units in money terms.

The degree of accuracy to which measurement will be carried will depend
upon the needs of the specific application. All measurement is accurate only
to some limited degree. In many instances in management, it is desirable
to round a number so as to emphasize important magnitudes. Concern over
some small error might overshadow major elements and confuse the decision
maker rather than contribute to greater precision.

Comparison of actual performance with predetermined criteria

Much of management thinking involves a study of variations. Since all
activity yields some variation, it is important to determine the limits within
which this variation can be held and still be considered to be “in control.”
A manager must be able to distinguish between unimportant variation and
variation indicating need for correctives. If he continues to look for trouble
in all cases, he will be occupied with trivial matters and not have time for
variations requiring his attention. He must concentrate on the exceptions
or bottlenecks. To concentrate on these important variations, he must have
techniques that show him the problems quickly, Simple meth ar-

ing actual results with the predetermi ill often provi insi
into_the problems confronting him.

The accountant and the statistician frequently speak of variances. The
accountant watches variances of actual costs from budgeted amounts. The
statistician applies a useful technique called “analysis of variance.” It en-
ables him to estimate whether results from samples are due to chance or
to some assignable cause.

The purpose of comparing past performance with planned performance is
not only to determine when a mistake has been made, but to enable the
manager to predict future results. ~ A good control system will provide quick
comparisons so that he can attend to possible trouble while the operation is
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“in control.” Comparison of actual performance through time will often
show a significant trend which might indicate a danger signal. The manager
cannot change the past, but he can use his understanding of it to help him
operate in the present to make future operations better,

Control charts are pictorial means of presenting a mass of actual data so
that their significance can be understood. Ratios, indexes, and averages are
techniques available to the manager to highlight significant relationships, A
study of these relationships is frequently more fruitful than the collection of
confusing masses of data.

Decision for corrective action

The purpose of comparison of the planned with the actual is, of course, to
make needed corrections. The required action can be determined from the
quantitative data generated by the previous three steps. The decision that
must be made at this point is the culmination of the control process. The
decision to take no corrective action at that time might be warranted. Ches-
ter Barnard has explained that “the fine art of executive decision consists in
not deciding questions that are not now pertinent, in not deciding prema-
turely, in not making decisions that cannot be made effective, and in not
making decisions that others should make.” 1 '

The manager is usually so busy that he must use techniques to aid him
in deciding when to make a decision. His observations are mere samples of
the total activity, and as such he must weigh the probabilities in an attempt
to avoid two types of errors: he may take corrective action when no action
is needed; and secondly, he may fail to take action when some correction is
needed.

Assuming that the manager has determined that there is need for some
corrective action, he then must decide what type of action is warranted.
Even when he finds out the “best” action to be taken, he is faced with a
number of problems. He must fit this action into his organizational rela-
tionships with other managers. He must decide upon the mean between over-
controlling and letting the operation run itself.

Take, for example, a manufacturing process involving heating materials.
The process calls for the material to remain between 270° and 300° F (the
predetermined criterion). Looking at the thermometer, the operator ob-
serves that the temperature is 280° F (the measure of actual performance).
His duty is to turn on the source of heat soon enough to keep the actual
heat within the prescribed limits (comparison of actual with the desired heat).
If he turns the source on (corrective action) too soon, he may cause the
material to become too hot; if he fails to turn the heat on soon enough, the
material may become too cold. The proper corrective action will depend
upon his knowledge of the lag between the time he acts and the time the

1 Chester I. Barnard, The Function of the Executive (Cambridge, Mass.: Harvard Uni-
versity Press, 1938), p. 194.
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material will start to get hotter, the amount of heat available, the quantity
of material involved, and other conditions of the process. If he is uncertain
of some conditions, he may take corrective action too soon or fail to act
soon enough. If he is untrained, he may hesitate in his decision to take ac-
tion at all. Regardless of the precision of the predetermined criterion and
the accuracy of the thermometer, the control of the process will be poor
unless the operator takes corrective action in the proper manner at the right
time,

Useful Generalizations on Control

Strategic point control

Optimum control can be achieved only if critical, key, or limiting points
can be identified, and close attention directed to adjustments at those points.
Greater control does not necessarily result from a greater number of control
points. It is usually possible to find certain limiting factors or bottlenecks
which can be adjusted so that changes are forced at other points not being
watched. For example, a state can control the weight of trucks on its high-
ways by carefully locating weighing stations on sections of its highways over
which most of the trucks must travel. The addition of a number of weighing
stations on secondary roads probably will not increase this control signifi-
cantly. Close and concentrated attention to the strategic points will tighten
up the system.

An auditor of a set of financial books does not attempt to look at every
entry. He has developed, through experience, key spots that show most of
the essential information. His intensive attention to these strategic spots
will give him a good picture of the total situation. It will also give him
evidence on whether to look deeper into the matter.

Good control of a situation does not mean maximum control. Control is
often expensive. Moreover, increased control may create other problems.
One secret of good control is to establish strategic points where corrective
action will be easiest and most effective.

Organizational suitability

The line between the control function and other functions of management
is not clearcut. Planning is a prerequisite. Organizing provides the struc-
ture and process within which control can take place. Controls should be
tailored to fit the organization. The organizational concept of authority and
responsibility relates directly to the problem of maintaining a system of
checks on the managerial activity of subordinates.,

Drucker 2 states this in another way. He stresses the establishment of

2 Peter Drucker, The Practice of Management (New York: Harper and Brothers, 1954).
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objectives for each member of an organization, the distribution of all neces-
sary information to each member so that he can make his own changes in
order to meet his objectives, and the self-control of each unit in the organi-
zation. In his opinion, control as domination of a superior over a subordinate
is inappropriate in modern management.

A later chapter on managerial accounting will show that successful de-
centralization of authority depends upon careful identification of controllable
factors and noncontrollable ones. If cost and revenue records can be shaped
to focus attention on those factors which can be adjusted by a definite man-
ager, there will be less possibility of “buckpassing.” If a manager is not
reprimanded for a situation out of his control, he will be less frustrated and
more able to “hoe his own row.”

Control in direct manner

p———

One of the greatest d}sadvantages of extensive control systems is the
multiplication of written reports, added electrical circuits, or oral passing
of information between units of an organization. The designer of an op-
timum system will weigh the advantages of extra channels against the costs
in time and money of the extra contacts. ¢ Control ‘becomes synonymous
with “red tape” when the costs exceed the advantages.- Therefore, any con-
trol system should be designed to maintain direct contact between the con-
troller and the controlled.

In modern management, one of the best means of controlling an operation
is through the supervisor. In spite of the myriad of functional control
specialists, e.g. the comptroller, the inspector, the expediter, the function of
control remains essentially with the line managers.. The loss in time and
decrease in accuracy accompanying a complex network of control channels
are chief enemies of large scale operations. Direct lines of control will usu-
ally be faster and more economical. Personal observation, furthermore,
provides a “feel” for the total situation. It makes it easier to discriminate
between important facts and trivial ones.

Flexible control

Even the best plans and other predetermined criteria need to be changed
from time to time. The measurement of performance,/comparison with the
criteria, and corrective action must provide a flexible system which will adjust
to changes. For example, the variable budget has proved to be valuable to
financial control of a dynamic operation by providing information at various
rates of operations Mechanical controls are supplemented by hand controls.
If there is a probability that emergencies may arise that cannot be handled
by the automatic device, mechanical controls are supplemented by hand
controls. The pilot of an airplane, for example, might place the plane “on
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automatic pilot” during the stable part of the flight, but substitute the human
control system during critical stages. Production scheduling at capacity
should include, in the basic design of the system, means by which it can
accommodate emergency orders.

Judgment meets its critical test in control when it appears that standards
or plans require revision. In order to maintain control, standards cannot be
changed continually. However, some replanning may be needed. A control
system should provide for some resiliency, but should retain its basic
structure.

Feedback—an essential of control

lié(?en'tly, a concept fundamental to all control has received renewed atten-
tion. Feedback is as old as the controls on windmills, the fly-ball governor
of Watt’s steam engine, and the steering of steamships. However, the trend
toward automation since World War II has made feedback more important
in modern instrumentation. -

Feedback is the process of adjusting future actions based upon information
about past performance. There are many applications of the idea in various
disciplines. The conditioned reflex in human beings is one simple example.
A teacher who has lectured and carefully explained an idea asks questions
of his students in order to determine his future classroom actions; he needs
to know how well his illustrations are understood by the student before he
can tell whether to proceed to another point. The most important modern
applications of the feedback principle have involved the use of electronic
circuitry in relating the input of a machine to its output., -

Thus, the feedback concept is common to ordinary control as well as to
automatic control. The difference is that it has been discussed more thor-
oughly and precisely in its applications in electronic circuits. The electrical
engineer directs his attention to a “closed loop” system (one in which the
information of actual performance is fed back to the source of energy by
electrical or mechanical means in an endless chain); the social psychologist
directs his attention to an “open loop” system (one in which the human
being performs some action based on information of actual performance to
adjust the supply of energy to the operations),
~ Feedback involves interdependence of one part of a system with another.
The classical illustration of a thermostat brings out its essentials. The
thermostat is a control device of the closed loop variety which measures ac-
tual temperature in a room, compares it with the planned temperature, feeds
this information back to the source of heat (the furnace), and opens or
closes a valve to make any necessary corrections, ¢

It is helpful to make a diagram of the essential aspects of a system in
order to point out specifically what is being controlled, what is providing the
energy, and so forth, A simple diagram (see Figure 11-1) describes a
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closed loop system. Notice that in closed loop feedback no preset pattern
of performance need be determined; the furnace is turned on only when the
temperature declines by a significant amount. In other words, a periodic
cycle of turning the furnace on for five minutes every fifteen minutes may be
considered a type of “automatic” system, but it does not employ feedback
(neither open loop or closed loop). The difference is that the periodic cycle
is set, based upon expected need for heat, whereas, both types of feedback
are based on the actual performance of the furnace.

FACTOR TO BE
CONTROLLED
(Room Temperature)

SENSOR AND
CORRECTOR
(Thermostat)

SOURCE OF ENERGY
(Furnace)

FIGURE 11-1 Closed Loop Feedback

Similarly, does the ordinary home automatic clothes washing machine in-
volve feedback? Can it be said that hand washing of clothes uses open
loop feedback whereas the “automatic” machine does not involve any feed-
back? Could you imagine a way in which the automatic machine could be
made to operate with closed loop feedback? (Automatic electric toasters
differ in types depending upon whether a periodic cycle or feedback is basic
to the design.)

Some of the greatest difficulties of developing a good feedback system
result from the fact that:

FACTOR TO BE
CONTROLLED | MEASURING DEVICE
(Room Temperature) (Thermometer)
|
I
SOURCE OF ENERGY | | SENSOR AND CORRECTOR
(Furnace) (Human eyes and hands)

—» Electrical or Mechanical
—-» Human Element

FIGURE 11-2 Open Loop Feedback

1. There must be some error (decline in the heat of the room) before action is
taken.

2. There may be a lag between the time action is indicated and the actual cor-
rection,



CONTROL 185

To minimize the error, the sensor could operate within tight limits, e.g. be-
tween 70.5 degrees and 69.5 with desired temperature at 70 degrees. Notice
that there are at least two types of lags:

1. The time between the measurement of the need for action and the time the
control device notifies the source of energy, and
2. The time between the receipt of notice and the effected results.

The problem resulting from these lags is that of overcorrection which
causes the system to oscillate. If this oscillation is stable (the same fre-
quency and the same amplitude), error will remain, but it will follow a pat-
tern around the standard. If there is a tendency for constant overcorrection,
then an increasing error can be expected.

The feedback concept is a useful one in understanding management con-
trols. It is fundamental to the engineering of instrumentation and mechani-
cal controls. It is a helpful idea in understanding human control systems.
It has become part of the language of management.

Human Factors of Control

JEUEE U

So far in this chapter the fundamentals of control and some of the useful
generalizations that form the theory for managerial control have been studied.
In application, these fundamentals and generalizations are affected by the
actual conditions under which they are applied. The manager should seek
to comprehend special features of control which in the final analysis will
determine his effectiveness. He must recognize the importance of human
beings in control systems.

Learned, Ulrich, and Booz have developed the human aspects of control
concisely.3 “The effectiveness of a control system is in a large measure
determined by the extent to which it has been incorporated into the daily
routines and expectations of the personnel affected by it.. Information on
past operations merely describes what is already beyond change. The con-
trol system becomes effective only when it enters the thinking of all partici-
pants, showing them what is expected of them and allowing them to show
their capacity in performance. 'To approach this idea, a long period of dis-
cussion, argument, and adjustment is usually necessary. Over time, differ-
ences of interpretation can be thrashed out and mutual understandings can
develop. The meaning which people give a control system in terms of their
own outlook is as critical as the technical design of the system.”

The fact that a control system is well designed may cause it to be opposed
by lower levels of management. Controls tend to fence in the manager.
An efficient and reasonable system of control may be ineffective if the people

3 Edmund Learned, David Ulrich, and Donald Booz, Executive Action (Boston: Di-
vision of Research, Harvard Business School, 1951), p. 122,
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involved feel that it collects irrelevant data and its standards are unreason-
able. No matter how technically sound the standards are shown to be, the
people controlled will not be convinced unless the standards fit their expecta-
tions and group habits,

In an effective control system, reports must fit the needs of the upper levels
of management and must also yield meaningful information to the lower
levels. If subordinates believe that superiors are using reported information
to cause additional troubles for the subordinates, there will be an incentive
to disguise the facts or to obstruct the free flow of information. It is natural
for a person to report favorable information (which is relatively unimportant
to superiors since no corrections are needed) and to withhold unfavorable
information (which is the type a control system should provide if corrections
are to be made). Moreover, if the reporter believes that the information
is collected as a matter of routine and that it is not studied carefully, he
will become careless in his reporting.

As a result of the human factor, two systems of control may develop—
the one designed by the “specialists” for the top level and the informal one
used by all levels~’A case relating to the control of inventory at a supply
depot overseas in World War II illustrates this point. Stock records were
kept by a separate department on prescribed cards. Posting to these records
was from shipping and receiving documents. In theory, the depot com-
mander should have contacted his stock records officer to find how many
of a certain item were on hand. In practice, posting was not kept up to
date, pilferage in the theater of operations was widespread (the thief did
not fill out a shipping form), and nomenclature and marking on packages
caused faulty records. A system that worked nicely for the continental
United States did not provide accurate information overseas. As a result,
an informal system was superimposed on the approved system. In effect,
two systems were in operation—the theoretically sound system, almost to-
tally ignored, and the practical system, poor in design, but the one that was
used.

Reports that have come to be unrealistic are often continued as “window-
dressing” for superiors. In one instance, a report of total space occupied
by supplies in the above depot continued to overstate the space in use because
all other depots were using “padded” percentages. These reports would
show that 100 per cent of the space was in use when, in fact, a storage spe-
cialist would have known that such a high figure was improbable because of
the need for working room, and because it was evident that part of some
stacks could not be filled completely without hiding other supplies from view.

In setting standards, care must be taken to prevent the subordinates from
feeling that standards will be changed merely because they are consistently
met. Once a person accepts a standard and feels that it is reasonable, it is
difficult to increase the required level without convincing him of the need for
the change. Change of any kind is a disturbing factor to most people.
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Even if the change is proper and necessary, the results might be the opposite
from that expected because of the psychological reaction of those affected.

In one case, the son of the owner of a small business, who had received
a formal business education in college and had become convinced of the de-
sirability of a strong control system, returned to help his father run the
business. The firm employed a number of “old timers” who had been al-
lowed a great deal of freedom in their actions. The son noticed this when
he observed that the workers often arrived late for work. His father had
used no time clock. The son’s first suggestion for improvement was the
installation of a time clock. The result was an increase in the control
problem.

A paradox develops in the operations of control systems that involve peo-
ple. A fundamental element of control is the ability to measure actual per-
formance. Accuracy of measurement is a prerequisite of automatic control
systems using mechanical and electrical devices. However, a successful exec-
utive must be aware of the entire operation, the unmeasured, the nonmeasur-
able, as well as the measurable. Learned et al., state: “But when they [ex-
ecutives] seek to measure the unmeasurable, when they require personal
beliefs to be justified in quantitative terms, when they compel the lower ranks
to spend their time in getting measurable results rather than in meeting actual
operating problems, then control has become self-defeating.”

A broad understanding of control will indicate that where human beings
are involved, the technical design of the system is not the entire problem.
A manager will do well to keep the human factor in mind.

Automation

The discussion of control should aid in understanding what is meant by
automation. Unfortunately, this term means different things to different
people. It is necessary to discuss several alternative definitions. The term
was first used in the Ford Motor Company to mean advanced methods of
materials handling that would substitute machines for labor in the solution
of the problem of the movement of materials. In current usage, however,
automation has three more complicated meanings, reflecting new develop-
ments in management,

1. First, automation refers to an integrated view of manufacturing opera-
tions. In this sense it describes continuous production, with separate proc-
esses so closely related that all parts fit into an electrically or mechanically
connected seriesg, This type of automation involves the handling of materials
from one operation to another by mechanical means with little need for
human effort, The idea goes farther than mere mechanization or more com-
plicated materials handling equipment. It emphasizes the relationships of
machines with each other.

Mass production, with the introduction of conveyorized assembly lines, in
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auto manufacturing, was a first step in this direction. Continuous processing
in the oil refinery, however, is a more exact illustration. On the first assem-
bly lines, manufacture was a collection of simple manual operations along a
conveyor. Emphasis was on breaking the job into small parts; then human
effort related them to the finished product. In the 1920’s, when the oil
industry changed from batch manufacture to continuous manufacture, it
decreased the human attention needed in the intermediate steps—pipes were
arranged so that the worker was used primarily at the beginning and the end
of the process. The design of the system of pipes set the pattern of process-
ing without human handling.

Increased mechanization often increases automatic continuous production,
but not necessarily. If the introduction of the machine expands the human
attention to its adjustments, it may make production less automatic. The
steel industry uses large amounts of mechanical equipment, but is less con-
tinuous than automobile manufacture or oil refining.

2. The second meaning of automation is the increased use of automatic
control devices using the closed loop feedback principle/ 'Many who use the
term insist that if the self-correcting function is not present, there is no
automation. Automatic control involves the use of some mechanical or elec-
trical sensing device which checks the operations Qf the machine and its
output against a predetermined criterion, and translates this information to
devices that adjust the input to effect desired output. This second develop-
ment eliminates human checking and adjustment.

Automatic control substitutes instruments (servomechanisms, and so forth)
for simple mental and physical actions. Increased automation may permit
the reduction of the volume of capital goods. If automatic controls increase
the capacity of a given amount of capital equipment, there may be no need
for new machines to process the increased volume. A good example of the
substitution of automatic control instruments for large amounts of other capi-
tal equipment is in railroading. Many double track lines have been reduced
to single track using centralized traffic controls, while maintaining the same
number of trains in operation over the single line.

Automatic controls are substitutes for human controls in many industries,
but costs determine the speed with which automatic controls are introduced.
However, in some industries current operations could not exist with depend-
ence upon human controls. In handling radioactive material, the operation
depends upon automatic controls because of the safety factor. In the opera-
tion of airplanes and missiles, automatic controls must be used because of
space limitations and the need for quick action not within the capacity of a
human being.

3. The third development included in the meaning of automation is that
of the use of electronic computerss# These “brains” posses characteristics
that make them especially useful in business operations. They can store
large amounts of information. They can make extremely rapid computa-
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tions. They are available for work twenty-four hours a day. “Their chief
limitation is in the need for translating instructions from ordinary language
into machine language and in system design.. The computer must have exact
and detailed instructions in quantitative form. Mathematical expression of
relationships must exist before they can be put to work. For this reason,
the speed by which computers can be employed in different jobs depends
upon the speed by which relationships can be translated into measurable and
quantitative data.

Computers have become important in two classes of operations. The first
was in those fields in which complicated formulas required large amounts of
human time for solution.. The natural sciences and some branches of en-
gineering made immediate use of the speed of computers. The second class
includes those activities handling large masses of quantitative data, but in
routine and simple manner. This class demands that the “memory” com-
ponents of the computer be large, and that access to this information be
rapid enough to suit its requirements. In some industries, automation is
almost synonymous with electronic data processing. In banking, insurance
companies, and the financial sections of other business firms, “office automa-
tion” means the substitution of electronic data processing for manual opera-
tions. In these firms, the data are used in managerial controls, but usually
do not make use of closed loop feedback.

Computers have also stimulated the development of mathematical and
statistical applications to new problems. Without computers little would
be heard about “mathematical model building,” “operations research,” or
“management science,” for these are heavily dependent upon levels of compu-
tation that would prove uneconomical on the hand calculator. Automation
is thus closely related to fundamental developments in management theory.

Automation requires a change in management practices. Since the control
systems must be tailored to the situation, the manager must carefully plan
the total operation. Automation places management in the position of ma-
chine designer. Flexibility of operations tends to be diminished (though
some research workers are developing automation devices that may overcome
this deficiency). Pressure is placed on the upper levels to improve their de-
cision-making processes, since they work under a greater strain in planning,
co-ordination, and control. Some authorities in management feel that this
trend will decrease the need for middle management and increase the
for larger staffs at the top level.

Information and Commuricatio

Since management involves the co-ordination of a group, it requires com-
munications among its members. Control, however, is so closely related to
communications that some writers do not attempt to distinguish between
these functions.
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Managerial consideration of communications problems is as old as manage-
ment, but since World War II, managers have received help from mathema-
ticians and engineers in solving these problems. The work of Claude Shan-
non of Bell Telephone Laboratories and Norbert Wiener of M.I.T. has
formed the basis of a new scientific discipline known as information or com-
munication theory. This theory suggests potentially useful generalizations
for managerial control in the future.

Shannon and Weaver have distinguished three levels of communications
problems: (A) The technical problem of how accurately symbols can be
transmitted; (B) The semantics problem of how precisely the transmitted
symbols can convey a desired meaning; (C) The effectiveness problem of
how well the transmitted meaning affects conduct. The greatest develop-
ment by these specialists outside management circles has been on Level A.

The most fundamental concept in information theory is the precise defini-
tion of information itself. Its definition in mathematical terms should not
be confused with meaning, the critical problem on Level B; in other words, a
message could be pure nonsense but have high information. Information
may be contained in a message, but by no means is synonymous with message.
In fact, the more probable a message is, the less information it gives.

Information is a measure of one’s freedom of chgice when one selects a
message. If there is no freedom of choice, there is no information. For
example, if “Q” is always followed by “u” in a language, there is no freedom
of choice for the second letter, and the information provided by “u” is nil.
The possibility of measuring information precisely has made feasible the
modern digital electronic computer.

Information theory promises great things in the design of equipment to
handle information. 1In this book, however, we are most interested in using
several of its ideas for analyzing communication basic to control. A simple
illustration of a communication system will indicate a universal framework
of information for such areas as managerial control. Figure 11-3 demon-
strates the transmission of information. A message (one from a large number

Signal
SOURCE OF
INFomAnoul—’mNsmTTER RECEIVER{ gt DESTINATION

NOISE

FIGURE 11-3 A Simple Communication System

of possible messages) is selected by the information source, changed into a
signal by the transmitter, sent over a channel, changed back into the message
by a receiver. Although the terms indicate engineering applications, the
framework can be used for any type of communication. Wiener has studied
the flow within the human body through nerves connecting the brain with the
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hands. In the typical process of talking, the framework would be from the
brain as information source, the voice as the transmitter, sound pressure as
the signal, the air as the channel, another’s ear as the receiver.

The message that is transmitted and the message that is received may be
entirely different as a result of noise (any distortion of a signal). Examples
of noise are “snow” in television, static in radio, “jamming of the channel”
by other people talking at the same time, and so forth. Combatting noise is
a major problem in communication. Redundancy helps. “I love you”
might be received as “I hate you,” but “I love you, darling” has less chance
of being distorted.

In management terms, short reports are a virtue but restatement is neces-
sary to some extent in order to increase the chance that the message will be
received with minimum distortion. Filters are used to reduce noise; but
a filter tends to reduce the range within which the message can be received.
A broker’s ticker tape is expected to show such a message as “Ethyl 5514,
but we would suspect distortion if “Ethyl pregnant” was received.

Any further illustration of the technical aspects of this new field of human
inquiry is beyond the scope of this book. It is mentioned briefly here for
several reasons. First, cybernetics (the name means ‘“‘steersman”) is making
interesting progress in interrelating all fields of study which deal with com-
munications, information, and control. Secondly, managerial functions in
the future may be described in the rigorous terminology of cybernetics.
Thirdly, some of the generalizations reached in this other arca have common
sense meaning in managerial application. Fourthly, much of the new “hard-
ware” used by the manager is built on principles developed in this area, and
therefore the co-ordination of the human manager with his electronic helpers
will depend upon a better understanding by managers of the language used
by the designers of these helpers.

Summary “~——

Control is based upon (1) a predetermined goal, (2) the measuring of
actual performance, (3) the comparison of the goal with the performance,
and (4) the correction of current activity. This general concept has many
applications, some of which will be seen in the following chapters. Certain
generalizations of control are helpful to a manager in maintaining a good
control system. Furthermore, a manager will profit from understanding
control as viewed by different specialists, including the human relations en-
thusiast, the electrical engineer, and the information theorist.

Bibliographical Note

Special applications of control will be discussed in later chapters with pertinent
bibliographical notes appearing at the end of such chapters. However, control as
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a basic managerial function has been developed in a general manner by Newman,
Koontz and O’Donnell, and McFarland in the management books referred to in a
previous bibliographical note.

In recent years control has become a separate discipline of study as a result of
the pioneering work of Norbert Wiener in Cybernetics (1948) and Claude E.
Shannon and Warren Weaver in The Mathematical Theory of Communications
(1949). This work has been followed by the publication of several special journals
relating to automatic controls and a number of books in electrical engineering.
Some of this literature has been translated into less technical language in such pub-
lications as Norbert Wiener’'s The Human Use of Human Beings (1954) and a
collection of reprinted articles entitled Automatic Control (1955) in Scientific
American.

Several books on automation discuss control as it relates to manufacturing and
management. John Diebold’s Automation: The Advent of the Automatic Factory
(1952) was the first book opening the way for many such books in the 1950’
James R. Bright’s Automation and Management (1958) provides not only a report
on his empirical research on the subject but also an introduction to the other work
in the field.

Production control has long been a field of study with considerable literature
Franklin G. Moore’s Production Control (1951), C. A. Koepke’s Plant Production
Control (1949) and William Voris’ Production Control (1956) are texts on this sub-
ject.

Questions and Problems

1. Give several examples of different types of predetermined criteria which may
be used in a control system,

2. Many types of actions cannot be measured with precision. How can a con-
trol system be devised in such cases?
. Give several examples of the use of strategic points in a control system.
. Give an example of the use of a “closed loop” system of feedback.
. Give an example of an “open loop” system of feedback.
. Do the following make use of feedback?

(a) an electric toaster

(b) an oven in the kitchen on which one can set dials for turning on and off

(c) an automatic gasoline pump at a service station

(d) a speed warning buzzer on an automobile

7. Describe some of the symptoms that would indicate a faulty control system.

8. Why has the improvement in control become so critical in modern industry?

9. In the study by economists of business fluctuations, discretionary measures
are often compared with automatic stabilizers as means of solving periodic unem-
ployment. Is the theory of control useful in such discussions?

10. A college student often wishes to control the use of his time in his various
activities, Using the four essentials of a control system, devise a control chart or
other device by which he may improve this control.

11. What are the reasons behind the trend to centralize control in a business or
government organization in the hands of a “controller”?

12. Explain the relationship between the exception principle and the idea of stra-
tegic point control.

13. Can a human being maintain more flexibility in control than can an electrical
or mechanical device?

SN s W
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14, What are the human factors which cause a child to resist the control of his
parents?

15. In what industries would you expect automation to become most important?
Least important?

16. How can electronic computers help in the improvement of control?

17. One common application of the concepts of control is in production. What
elements of a production process do you think would need special attention as to
control?

18. In governmental agencies the control of the types of report forms and other
printed information blanks has become a major problem. A special agency is
charged with “forms control.” Can you explain the need for such control? What
actions would you take to gain better control over forms?
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Extracts and Cases
in Control

T HE subject of control has been treated by
industrial managers in many specialized compartments—production control,
inventory control, quality control, budgetary control, cost control, forms con-
trol, and so forth. From the preceding chapter it is evident that control in-
volves concepts applicable in all these uses. This chapter will provide an
opportunity to reflect on both general principles of control as well as some
special applications. In the first extract, Norbert Wiener shows that com-
munications and control are fundamental to human activity, requiring an en-
tire discipline which he calls cybernetics. In the second, Arnold Tustin ex-
plains the “feedback” concept in greater detail.

After Franklin Moore’s extract summarizing production control, there is
a discussion by James Bright of automation and its potential impact on
management. The accelerated process of mechanizing and controlling prom-
ises many changes in management in the years to come. Bright’s extract
outlines the means by which industry is accomplishing automation, and points
to the implications of these changes.

Each of the cases illustrates actual systems by which control has been
accomplished in a firm. The M & Q case explains a simple procedure used
by a small business to minimize clerical work. The Becker Laundry case
describes the operations of a service type of firm; its purpose is to provide
case material for setting up a simple production control system. The Delta
Stores case discusses a system of controlling stock shortages in merchandizing.
The student will find that these cases wi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>