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Preface

This book has been written to provide comprehensive coverage of the Chartered Institute
of Personnel and Development’s Leadership and Management Standards, which all
providers of the Institute’s Professional Development Scheme (PDS) must follow. The stan-
dards were introduced in July 2005 to reflect the latest management thinking, and consist
of four modules. Three of these (Managing and Leading People, Managing for Results,
Managing in a Strategic Business Context) are covered in this book, while the fourth
(Managing Information for Competitive Advantage) is covered by a companion text.
Several chapters of this book provide materials that will aid those preparing to study People
Management and Development and the Generalist Electives on the PDS. The text is also
suitable for students on BA Business Studies programmes, HNC/D and Certificate and
Diploma in Management Studies, and will also be of assistance to MBA first-year students.
Other important aims of this text are associated with the CIPD’s ‘thinking performer’ ethos,
and include stimulating self-reflection for purposes of completing coursework, contribut-
ing to the process of continuing professional development (CPD), and generating critical
thinking about some of the skills required in the HR profession. Those studying for man-
agement and HR qualifications will also be reassured to learn that, in writing this book, the
authors have drawn on their many years’ experience of preparing students for HR exams.

The authors hope that readers will find the text written in an accessible style, making
the theoretical perspectives and their practical application relatively easy to grasp. Cross-
references to other chapters and sections will be found throughout the book. This is because
of the overlap and important linkages between the subjects. Indeed, the study management
and HRM is a complex matter, and to divide it into three neat compartments is artificial and
misleading, although convenient. For that reason readers will not only find the cross-
referencing helpful, but some subjects are also repeated in other parts of the book with a
particular emphasis placed on them, depending on the standards to which it is referenced.
For example, knowledge management is first considered in Chapter 4 (Managing and
Leading People) in the context of organizational learning; and in Chapter 15 (Managing in
a Strategic Business Context) it is discussed as a feature of the ‘knowledge economy’.

An extensive range of books is recommended in the Further reading sections at the end
of each chapter, but in addition to those texts students should consult the publications avail-
able from the CIPD.





Acknowledgements

The authors would like to express their sincere thanks to the following persons who have
contributed in various ways to the text of this book:

Richard Barr (Director of Business Support, Springboard Housing Association), Bill Spear
of Westminster Business School, and Paul Sinnott (formerly of Barclays Bank plc).

Extracts from the fortnightly award-winning HR news magazine, Personnel Today, appear
by kind permission. Personnel Today is part of an HR portfolio that includes Training,

Employers’ Law and Occupational Health magazine. It reaches 40 000 senior HR and
training managers across the UK’s public and private sectors.





Introduction

The third edition of this text (originally entitled Core Management for HR Students and

Practitioners) has been written to in response to the CIPD’s new Leadership and Management
standards. The book has undergone a substantial revision, reflecting a new focus on lead-
ership has that been sharpened by the research of the government-backed Council for
Excellence in Management and Leadership (CEML). CEML’s 2002 report Managers and

Leaders: raising our game provided convincing evidence of a UK leadership skills deficit
that is hampering the country’s economic performance. This influential report was one of
the driving forces behind the CIPD’s replacing its Core Management professional standards
with Leadership and Management equivalents from July 2005.

What is the significance of this new accent on leadership? Although it is possible to
argue that there has been a shift of emphasis, it has always been recognised that leadership
and management are closely aligned. In the past the issue has been characterised by a ster-
ile debate around whether leaders are born or made. However, the recent stress on strategy
and gaining competitive advantage through people has naturally led to a renewed interest
in how to motivate and inspire employees to new performance levels -the very essence of
both leadership and HRM. It is these themes – maximising people’s performance in the
workplace to achieve sustainable competitive advantage and the idea of the HR professional
as a business partner, contributing to an organisation’s meeting its strategic goals – that
inform this text. To complement their strategic role, HR practitioners must be knowledge-
able and competent managers in their own right; this book will also aid them in acquiring
such management capability.

The overriding aim of this book is to provide comprehensive coverage of the CIPD’s
Leadership and Management standards. To achieve this, the authors have attempted to com-
bine what they believe to be all the necessary elements of an effective text book, namely:
readability; breadth and depth of coverage; practical management exercises and case
studies; exam questions to help students; and an up to date narrative that is not only fully
referenced to relevant theories and concepts, but also enlivened by practical examples.

Throughout, the authors have emphasized the complex nature of HR management work.
They have attempted to draw together the many strands of the subject to form a cohesive
narrative, while simultaneously providing a strong analytical treatment of the individual
subjects. By such an approach it is hoped to achieve a thorough understanding of both
what constitutes leadership and management in an HRM context and how the good practice
principles identified can be applied to best effect.





Part One
Managing and Leading People





Learning outcomes

To understand and explain:

● The factors that promote organizational success through people
● The strategies and practices for developing employee attitudes and behaviours that

contribute positively to organizational outcomes
● The nature of work, attitudes to work, new patterns of work, and the changing nature

of the psychological contract
● The determinants of individual behaviour at work
● Motivation theories and their effective application in practice
● Theories of leadership and their effective application in practice
● People resourcing; the key issues concerning successful recruitment and selection
● The importance of learning and development strategies and practices
● Strategies and practices for managing performance.



Introduction to Part One

In what ways and to what extent is the world of work changing? What differentiates suc-
cessful organizations from the less successful, and what part does the way people are man-
aged in these organizations play in this? What sort of leadership does the modern
organization need? What factors influence individual and group behaviour at work, and
how can motivation, commitment and job satisfaction be increased? The following chap-
ters seek to address these issues.

It is being increasingly realized that how people experience their working lives, and how
they are managed at work, has a crucial bearing on their attitude, motivation and commit-
ment. These in turn impact on the performance of the individual and, ultimately, on the suc-
cess of the organization.

To attempt to shed light on such matters, Part One of this textbook draws upon theory
and research from the behavioural sciences, including psychology and sociology. Chapter 1
looks at different approaches to human resource management (HRM) and evaluates the
links between people management and performance. The concept of the psychological con-
tract is outlined, and trends in this contract are examined in the context of the changing
world of work. The importance of vision, culture and employer brand is explored. The
chapter concludes by examining new forms of work organization and flexible working.

Chapter 2 focuses on the determinants of individual and group behaviour at work,
including perception, personality, intelligence, ability and attitude. The implications of
these for the management of people are explored.

Chapter 3 looks at the importance of leadership and management, and of motivation, and
at recent trends in these areas. Relevant theories are outlined and their possible application
in practice discussed.

Chapter 4 examines the techniques, policies and practices for effective people manage-
ment. Ways in which the contribution of employees can be enhanced are explored, with
particular reference to adding value, competencies, recruitment and selection, managing
performance, stress management, and learning and development.

The old adage that ‘people are our most important resource’ has long been promulgated.
Yet in practice UK organizations have been slow to adopt management practices that reflect
this. The above chapters explore possible ways for turning such rhetoric into reality.



1 High performance

organizations

In this chapter you will:
● Examine the links between people management and organizational performance
● Examine the meaning of the ‘psychological contract’ and the implications of changes to

this contract
● Understand the importance of the concepts of employer brand, vision and culture in the

context of people management
● Obtain an understanding of how the world of work has been undergoing a transforma-

tion involving flexible working
● Understand the concept of business ethics and its importance
● Relate these issues to the successful management of people.

How can we explain why some apparently similar organizations experience very different
levels of business success? What makes for ‘excellent’, ‘world class’ or ‘high performance’
organizations? And to what extent can the lessons learned from such organizations be
transposed to other different ones? What is the link between people management and orga-
nizational performance, and how can the HR function contribute to such performance?
These issues will be explored in this chapter, along with a review of the concepts of flexi-
ble working and business ethics.

Chapter
introduction

Chapter
objectives 

Case 
study ‘Best practice’ at South West Financial

South West Financial (SWF) is a family-run SME (small-to-medium enterprise) in the
financial services sector. It operates on traditional values, and can be viewed as being
rather old fashioned and somewhat bureaucratic. The majority of its customers are
mature; many are retired. SWF’s personnel department concentrates on administrative
matters and making sure that the correct policies and procedures are followed.

In recent years the firm has been struggling to cope with changes in the financial serv-
ices industry, including deregulation and increased competition. After a meeting with the
senior management team, the MD has concluded that one area that needs reviewing is that
of people management in the organization. He would like to make it more modern and
forward thinking. He has just returned from a management conference where one of the
speakers was an American management guru who argued that the key to improved orga-
nizational performance and increased competitiveness was to implement a ‘best practice’



‘Best practice’ HRM specifies certain HR practices that purport to lead to improved orga-
nizational performance. Research provides some general support for this link, but raises
many questions. These questions include exactly which practices should be included, plus
how best to combine them. There are also question marks about how such practices work;
indeed some commentators have argued that the direction of influence goes the other way
and that it is successful high performance organizations that tend to implement best prac-
tice HR, and not vice versa.

The MD needs to think carefully about what type of HR practices would suit SWF, and
how they can best be matched together to form an integrated set. Thought also needs to be
given to how the practices will be implemented, and managers are likely to need training
and development in their application.

1.1 People management and performance

In this section you will:

● Obtain an understanding of the concept of Human Resource Management (HRM) and
its links to strategy

● Understand the ‘best practice’ and ‘bundles’ approaches applied to HR
● Examine and evaluate the links between people management and performance.

1.1.1 Introduction

As the CIPD point out,1 interest in the people/performance link has been generated in the
context of a turbulent business environment (see Part 3 for a more detailed consideration of
the external environment). Organizations face a context increasingly characterized by inten-
sifying competition which is now global, demands to satisfy shareholders and customers, to
deliver ‘best value’, to innovate and to capitalize on technological developments. As a con-
sequence of such pressures, organizations have to operate more efficiently, flexibly and
responsively. Chapter 7 covers customer relations and meeting customer needs in detail.

Although for a long time lip service has been paid to the adage that ‘people are our
greatest resource’, practical steps need to be taken in order to move beyond the rhetoric of
this. As the business environment has become increasingly competitive and complex, an
understanding of the key contribution of people to organizational performance has become
a critical factor for organizational success.

How can we identify high performance organizations? One issue is that of measurement.
Traditional approaches have focused on financial and operational measures. Although these are
important, there has been a growing realization that they are not sufficient in themselves. Short-
term profits may not be the precursor to long-term success if, for example, such profits are
accompanied by complaining customers and disgruntled employees. Wider measures such as
the balanced scorecard have proved useful in this respect. Examples such as that of Kaplan

Section
objectives

Feedback
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HR approach. He proposed a list of seven key HR practices, which included a sophisticated
approach to recruitment and selection, involving the use of assessment centres, the cre-
ating of a ‘learning organization’, staff involvement, and self-managed teams. The MD
was impressed and would like to implement the list of practices at SWF
Task:

As personnel manager at SWF, what advice would you give him?



and Norton2 still include hard financial measures, but balance these with softer measures such
as customer views and employee skills, knowledge and satisfaction, intellectual assets and
organizational learning. Purcell et al.3 cite how Tesco has developed its own version of the bal-
anced scorecard, taking the form of a ‘steering wheel’ with four quadrants – people, finance,
customers and operations – against which every store’s performance is measured.

A perusal through the business press will result in the identification of case studies of
organizations that could be designated as being ‘world class’ – organizations such as the
Nationwide, First Direct, Prêt-a-Manger and Singapore Airlines. Public sector examples,
such as Liverpool Council, can also be found. Organizations such as the Institute of
Customer Service draw their membership from across the private and public sectors, aim
to raise customer service levels and sponsor awards to this end. The Sunday Times produces
annual lists of the ‘Best Companies to Work For’, with Nationwide winning their ‘10 Best
Big Companies To Work for 2005’ category whilst W. L. Gore topped their top 100 list
based on firms with more than 250 employees.

Of course care needs to be taken with such identifications (they only include companies
who have entered) and subsequent interpretation – any lists or awards are based on partic-
ular criteria of what constitutes ‘best’. Consulting wider sources can reveal competing per-
spectives. For example, Asda, which was placed second in the Sunday Times ‘10 Best Big
Companies to Work for 2005’, has been the subject of disquiet concerning the anti-union
activities of their parent group Wal-Mart in the USA, and has itself been subject to a dis-
pute with the GMB trade union over collective bargaining rights at one of its distribution
centres here in the UK.4

Of course, what makes a company a high performing exemplar today may not make it
successful tomorrow although, in general, excellent customer service and high commitment
amongst staff are likely to be enduring characteristics of success. In addition, although we
can learn a lot by looking at an exemplar organization, that does not mean that the organi-
zation’s methods for achieving success can be transported wholesale to a different organi-
zation or sector. We should seek to identify good practice in general terms rather than best

practice in specifics, and subject good practice to variation depending on the contingent
factors faced.

1.1.2 Human resource management (HRM)

Whilst we can see possible antecedents to HRM in earlier theories, particularly those of the
human relations school, the term itself came to prominence in the 1980s, originally in the
USA5,6 and then in the UK.7,8 The reasons for its emergence at that particular time have
been much debated, but include: economic pressures such as recession; the challenge of
overseas competitors and the need to improve productivity, particularly in comparison with
Japan; political influences on both sides of the Atlantic with the election of the Reagan and
Thatcher governments; and a decline in the collective influence of trade unions. From such
influences sprang the desire to reduce conflict in the employment relationship and create a
unitarist scenario where employers and employees worked together towards the same goal
– the success of the organization.

Interest in HRM in the UK developed in the late 1980s, amongst both academics and
practitioners. Models of HRM were propounded and particular focus was given as to how
the ‘new’ HRM differed from the ‘old’ personnel management. Although views differed,
certain general themes could be discerned: HRM can be regarded as more strategic, more
closely aligned with the needs of the business, less rule-bound and less bureaucratic, and
having a greater focus on the key role of line managers. The importance of flexibility and
organizational culture is also stressed. The strategic aspect is covered below, and both flex-
ibility and culture later in the chapter.

Example

High performance organizations 7



David Guest (1989, 1997)9,10 developed a theoretical framework which proposes the
view that a set of integrated HRM practices can achieve superior individual and organiza-
tional performance. The model has six components:

1. An HRM strategy
2. A set of HRM practices
3. A set of HRM outcomes
4. Behavioural outcomes
5. A number of performance outcomes
6. Financial outcomes.

The model is summarized diagrammatically in Table 1.1.
In the literature a distinction can be seen between ‘hard’ and ‘soft’ models of HRM.11,12

The ‘hard’ model – as with Fombrun et al.’s approach5 – stresses the links between busi-
ness and HR strategies, and the crucial importance of a tight fit between the two.12 The
human resource is seen in the same light as any other resource, to be used as efficiently as
possible by management. The focus here is on the quantifiable and measurable and thus,
for example, stresses the importance of human resource planning using quantifiable meas-
ures. Meeting the needs of the business under the ‘hard’ approach could encompass such
aspects as work-intensification, de-skilling, pay restrictions and job insecurity as well as
more positive scenarios – the actual measures adopted being dependent on the strategy of
the business, in turn influenced by the external environment (see Chapter 10).

Soft approaches, on the other hand, focus on the management of ‘resourceful humans’,
assuming that employees are valued assets and a source of competitive advantage through
their skills and abilities.12 It is thus only a short step from such a ‘soft’ model to a single
best way of managing staff, i.e. one that seeks to engender commitment and loyalty. Legge
argues that whereas the ‘hard’ model allows for a range of different styles, the ‘soft’ vari-
ant argues that one style is superior to all others in promoting levels of employee motiva-
tion, commitment and satisfaction that are necessary for excellent performance. In other

8 Leadership and Management for HR Professionals

Table 1.1 The Guest model of human resource management (HRM)

HRM HRM HRM Behavioural Performance Financial 

strategy practices outcomes outcomes outcomes outcomes

e.g. e.g. e.g. e.g. e.g. e.g.

Quality ● Selection Commitment Effort and High: Profitability

● Training Motivation ● Productivity

Cost ● Appraisal Quality Cooperation ● Quality Return on

reduction ● Rewards ● Innovation Investment

Innovation ● Job Design Flexibility Involvement Low: 

● Involvement ● Absence

● Status and ● Labour 

Security turnover

● Conflict

● Customer 

complaints

Source: based on Guest (1997)
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words, under this ‘soft’ approach, HRM can be viewed as a particular style of management
that is capable of being defined, as well as compared, with an ideal model.

The ‘hard’ model can therefore be seen as being more contingent than the ‘soft’ – i.e.
with the ‘hard’ approach the exact style of management adopted will be dependent on the
particular business strategy adopted by the organization, itself dependent on the environ-
ment. However, it arguably cannot be seen as being fully contingent since, by definition,
labour would still be primarily viewed as a resource or commodity.

1.1.3 Organizational strategy and HRM: contingency or ‘best fit’
approaches

It is argued that one of the key differentiators of HRM is that it involves a strategic approach
to the management of people. This strategic imperative has led to a specific designation, i.e.
that of ‘strategic human resource management’ (SHRM). Differing approaches to organi-
zational and business strategy are explored fully in Chapter 10 of this text; the focus here
is on the link between these and HR strategy, policies and practices.

Early models of human resource strategy, such as those proposed by Fombrun et al.,5

concentrate on how human resource strategy can be designed to ensure a close fit with the
business strategy. This depends on a view of strategy formulation as a logical rational
process (the prescriptive or ‘planned’ view), in which organizations cascade down their
business objectives from a senior management team through to the functions. Thus the
strategy of the HR function is ‘downstream’ of, and dependent on, the business strategy.13

Other relationships are possible, however, including HR influencing business strategy and
HR being the key driver of strategy.

Why, in practice, may there be little link between an organization’s business strategy and
its approach to HR?

HR may not be regarded as important by senior management – there may, for example, be
a lack of HR representation at board level. Other reasons may be that the HR function does
not sell or market itself sufficiently within the organization. Finally, the organization may
of course not actually have a clearly discernable business strategy at all.

Contingency approaches thus advocate the vertical integration of HR strategy and practice
with business strategy in a way that reflects the specific features of the environment in
which the organization operates. Improved business performance comes when HR strate-
gies support the organization’s choice of competitive strategy.

As an example, Porter14 argues that employers have three main strategy options to gain
competitive advantage: cost reduction, quality enhancement and innovation. To illustrate
these in relation to supermarket retailers, it could be argued that outlets such as Kwiksave,
Lidl and Aldi adopt primarily a cost reduction strategy, whilst Waitrose and Marks and
Spencer take a more quality enhancement strategy. Of course, many retailers may not fit
into one category neatly, as illustrated by Sainsbury’s ‘good food costs less’ slogan and
Tesco, whose approach to managing people is explored further below, having a strategy of
improving customer service (quality) and lowering prices.

Sisson and Storey15 draw out the human resource management implications of these
categories. Thus a cost reduction firm seeks to produce goods and services more cheaply
than its competitors, and the emphasis is on minimizing costs. Under the contingency or
‘best fit’ models, the HR implications would be ad hoc methods of resourcing, poor or non-
existent training, little employee involvement or communication, and low pay levels. In
contrast, the quality enhancement employer seeks to produce goods and services of the
highest possible quality to differentiate it from the competition. It is therefore likely

Feedback

Exercise
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to adopt sophisticated methods of recruitment and selection, extensive training and
development, well-developed systems for employee voice, and a good pay and benefits
package. The innovation category is characterized by groups of highly trained specialists
working closely together to design and produce complex and rapidly changing products
and services. Whilst the suggested HR polices have similarities with the ‘quality’ category,
there is a much greater emphasis on flexibility, informality and problem-solving groups.16

Other contingency approaches include lifecycle models and Delery and Doty’s configu-
ration approach based on Miles and Snow’s17 defender and prospector categorizations.

As Marchington and Wilkinson16 point out, evidence for the existence and benefits of such
‘best fit models’ is mixed, although there is partial support for such links between business
strategy and HRM practices. Contingency approaches have, however, been subject to criticism.
For example, the suggestion that the HRM approach to adopt can be read off from the preferred
business strategy has led to accusations of over-simplification and determinism. It is also pred-
icated on organizations actually having a clear identifiable and long-term strategy. If for noth-
ing else however, ‘best fit’ models serve as a useful reminder of the need for contingent
thinking, that what may be suitable in one situation may not work in another. What should be
avoided is to take such approaches too far, to the extent of contingent determinism.

1.1.4 Best practice approaches

It was suggested earlier that ‘soft’ HRM advocated a particular approach to the manage-
ment of people – one that engendered commitment, loyalty and motivation in employees
and, via these, delivered individual and organizational performance. Such approaches have
been variously termed ‘high commitment’, ‘high performance’ or ‘best practice’ HRM.
The basic idea is that particular HR practices have the potential to bring about improved
performance for all organizations.

There has been a large number of studies in this area. Pfeffer,18 for example, has argued
that people are at the heart of business success, and lists seven key high commitment HR
practices:

1. Employment security and internal promotion
2. Selective hiring and sophisticated selection
3. A focus on training, learning and development
4. Narrow status differentials
5. Communication and information sharing
6. Good level of compensation, linked to organizational performance
7. Team working/self-managed teams.

Amongst the problems with such an approach is that it is difficult to specify exactly which

HR practices should be included, with other studies coming up with different lists –
although common themes can be discerned. It is also difficult to accept that there is such a
thing as universal best practice; what works well in one organization may not be possible,
or work as well, in another.

High commitment work practices are appealing, however. As Marchington and
Wilkinson16 point out, such practices appear, at the very least, to offer the opportunity of a
more stimulating and satisfying work environment for employees.

1.1.5 Bundles of human resource practices

This is a development of the best practice approach, but one that focuses on the need to
obtain internal consistency or horizontal integration of the human resource practices.
Rather than having to implement ‘the complete set’ of practices specified, the bundles
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approach proposes that their effect is additive – i.e. having some is better than none, and
the more the better in that the practices are mutually reinforcing.

Studies by Guest et al.19 to ascertain the extent of high commitment practices in UK
organizations using workplaces surveyed for WERS found that whilst some of the practices
were fairly widespread, others were rare. Thus a large number of organizations had formal
policies and procedures covering equal opportunities and the handling of grievances, but
very few had practices such as having problem-solving groups for a sizeable proportion of
the workforce or offering job security guarantees. The conclusion drawn was that, in the
majority of organizations, such work practices were not well embedded and that few of the
workplaces had implemented a coherent range of practices associated with high commit-
ment or high performance HRM. Such conclusions of a lack of coherence and deliberation
are mirrored by Truss and colleagues.20 Caldwell,21 in a survey of 100 major organizations,
shows that while significant steps have been taken to implement certain practices, these
practices are the very ones regarded as least important. There has been little progress in
implementing those viewed as most important. Respondents recognized the importance of
the concept of bundling, but found the linkages very difficult to specify and achieve.
Organizational life in the real world tended to be messier and more fragmented than the
model.

Time to reflect on HR’s influence

Academics are increasingly rowing back from the view that HR lies at the heart

of corporate success

Listen carefully and you may be able to hear the squeak and scrape of backpedalling.

Academics would not call it backpedalling at all; muttering instead of increased caution,

insufficient data and early days in a new field of study. Fine. We’ll borrow a C of E-ism and

call it ‘a period of reflection’.

But whatever we choose, it seems the cocksure chants of four or five years ago that ‘good

people management pays’ – that progressive HRM feeds directly into the bottom line – are

being remorselessly picked at. Taking their place has come a new language of ifs and buts,

nuance and caveat.

In the British Journal of Industrial Relations, for instance, some of the leading voices in

the field, including Professors David Guest at Kings College and Jonathan Michie at

Birkbeck, argue there is indeed ‘a strong association’ between the deployment of HRM

practices and corporate performance. But they cannot show that HRM causes organiza-

tions to perform well because the statistical correlation is too weak.

There might be reverse causality in operation – successful companies decide to imple-

ment high performance HR practices. Besides, businesses that are good at managing peo-

ple are often good at lots of other things too.

It is a more refined message than a study by the same authors three years ago. Effective

People Management (CIPD, 2000) analysed the 1998 Workplace Employment Relations

Survey, and detected a link not only between the number of progressive HR practices in

operation and financial performance, but also in the way those practices were applied. In

other words, how HR is managed matters along with the range of practices used within it.

This in turn could be seen as a refinement on previous studies. ‘Practices that encourage

workers to think and interact to improve the production process are strongly linked to

increased productivity’, claimed a CIPD study in 1999. Today, such a statement would have

half a page of hair-splitting footnotes in tow.

The problems with the much talked-up ‘30 studies that link HR to bottom line perform-

ance’ are legion. Some only look at one point in time rather than at the correlation between 

Continued
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HRM and performance across a longer period of upturns and downturns, lay offs and

expansions.

There is an over-concentration of evidence from larger manufacturing organizations,

rather than from smaller, service-orientated ones. Yet the practices appropriate for a com-

pany aiming at the top of the market, competing on the uniqueness of its products and

seeking to motivate high-cost, high-skill and easily bored people, must be different from

those for a company selling bulk at low cost, and requiring merely pairs of hands from its

workers – ideally without the bother of a head and a heart attached.

The colossal diversity of organizations has only recently started receiving proper atten-

tion from researchers who came to their subject with the convert’s appetite for simple, uni-

versal messages.

To be fair, much of the original certainty came from America. Jeffrey Pfeffer’s 1998 book

The Human Equation, for example, claimed that by applying seven progressive HR prac-

tices (job security, careful recruitment, teamwork, decentralization, incentive pay, narrow

status differentials and extensive communication), businesses could become more suc-

cessful.

This was always a bit far-fetched. A duff company with thick managers is not suddenly

going to transfigure itself by adopting a handful of fashionable theories, any more than a fat

man will become thin after a perfunctory bench press. However, Mark Huselid’s well-known

books and journal articles on the impact of HRM also came packed with what now feels like

slightly zealous conviction.

Here, the data were never so clear-cut, and each new study adds its own sprinkle of cau-

tion. ‘There is enough to be encouraged – but quite when and why HR relates to perform-

ance, we are not yet in a position to know’, says Toby Wall, Director of the Centre for

Innovation and Competitiveness based at Sheffield University.

‘When you go into the existing research in detail, the evidence of a link becomes less and

less convincing. And then much of this work is based on the assumption that these prac-

tices are possible to copy. Imitating an effective way to manage people is extremely difficult,’

he adds.

Explaining the nature of the connection – the ‘black box’, as it is sometimes known – is

the subject of yet another recent CIPD report by John Purcell, Professor of HRM at Bath

University.3

In keeping with the new mood, it is far too subtle a work to be boiled down for hack-

friendly bullet points, so I shall mention just two fecund ideas it advances that at least have

the merit of ringing true. First, that dissatisfaction with existing HR policies has a greater

demotivating effect than the absence of HR policies – in other words, badly run HR is worse

than useless. Secondly, that freedom is contagious: allowing managers maximum discre-

tion in the way they manage people in turn feeds the level of discretionary effort employees

are willing to give.

Yet if HR is no longer the motor of success we had previously come to think, where does

that leave the profession?

Readers may have noticed sundry quasi-religious references in this article and these, I

hope, are quite fitting.

The value of good people management is and will always be a matter of faith, conviction,

and of basic intuitive rightness, irrespective of clever proofs that may one day emerge. The

‘period of reflection’ changes nothing.

(‘Time to reflect on HR’s influence’, Personnel Today, 2 September 2003)
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1.1.6 The link between people management and organizational
performance

Reviewing the best practice and bundles approaches, plus revisiting models of HRM such
as that of Guest outlined above in Table 1.1,10 a theoretical case can be made for a linkage
between HRM and organizational performance. To paraphrase the work of Guest et al.,19

certain ‘high commitment’ HR practices, linked to business and HR strategy, will lead to a
number of positive HR outcomes such as employee commitment, competence and flexibil-
ity. These in turn lead to quality and productivity, which then lead to organizational per-
formance in terms of financial outcomes. Such models make intuitive sense; employees
who are carefully recruited to suit the organization and their roles, properly trained
and developed, appraised and suitable rewarded, communicated to and involved, employ-
ees who feel fairly treated and respected – such employees are more likely to put them-
selves out, to ‘go the extra mile’ and demonstrate the sort of discretionary behaviours that
are seen as crucial differentiators between ‘world class’ high performance organizations
and the rest.

A large number of studies have been carried out to explore this link between high com-
mitment HRM and performance, both in the US and UK. For example, Huselid,22 based on
a survey of top US companies, compared HR practices with data on economic and market
performance and concluded that the returns on investment in such high performance work
practices were substantial in terms of such measures as an increase in sales, market value
and profitability, and a decrease in labour turnover.

In the UK, Patterson et al.23 examined market environment, organizational characteris-
tics and management practice within 100 medium-sized UK manufacturing firms, and con-
cluded that people management was of critical importance to business performance and
had a greater impact on productivity and profitability than either strategy or research and
development.

Other IPD/CIPD-sponsored research investigating the link between progressive people
management policies and practices on the one hand, and organizational performance on the
other, includes that of Guest and colleagues.19,24,25 Some issues and discussion points to
arise as a result of these included, first, the relatively low take-up of such practices – an
issue alluded to in the previous section. Guest et al.19 found that nearly 60 per cent of organ-
izations in the study reported using less than half of the HR practices listed, with a very
small proportion of organizations using more than three-quarters. In general, public sector
organizations and those with trade union involvement had more practices than those in the
private sector and non-union firms.

A second important issue related to effectiveness. Even if organizations used a wide
range of HR practices, this did not mean that they were being applied effectively. This high-
lights the crucial role of the front-line manager and the importance of management recruit-
ment, training and development.

At a public policy level, Accounting for People26 has suggested that one way to boost the
potential effect of people on performance is to encourage human capital reporting, although
the methods of how best to achieve this have given rise to much debate.27

The conclusions that have been drawn from the range of studies are somewhat varied.
For example, a CIPD report1 concluded that the evidence for the effect of people man-
agement approaches and practices on bottom line performance is compelling, and that the
case has now been proved. Others have been more circumspect. Guest et al.,25 for exam-
ple, conclude that whilst their study shows a positive relationship between the use of more
HR practices and lower labour turnover and higher profitability, no association with pro-
ductivity is shown. Although subjective measures of performance (such as attitude sur-
veys) show positive findings, the associations are less optimistic when objective measures
are used.



A more radical and fundamental labour process critique is provided by commentators
such as Ramsey and colleagues.28 Although they accept that a distinctive set of HR prac-
tices may well contribute to improved organizational performance levels, they disagree as
to how this is achieved. They argue that whilst a ‘high commitment’ approach may provide
employees with greater levels of discretionary input, this is accompanied by increased
stress levels, work intensification and job strain, and that it is these that lead to improved
levels of performance.

Marchington and Wilkinson16 (pp. 91–94) provide a useful review of the main questions
raised in relation to the suggested link between HRM practices and performance, including
that of the direction of causality – i.e. it could be that it is the more successful and prof-
itable organizations that are, in turn, able to implement more high commitment practices
than their less successful counterparts. This question will remain until there are more lon-
gitudinal research studies and more efforts made via case study research to explore the
‘black box’ of why and how the links between HRM and performance might occur.

Purcell et al.’s3 work attempts to begin to unlock this black box. Their study was carried
out over a 30-month period on 12 case study organizations, including Tesco, Selfridges,
Jaguar, Pricewaterhouse Coopers, Nationwide and the Royal United Hospital at Bath. The
researchers used what they termed ‘the AMO model’. This proposes that, in order for peo-
ple to achieve high performance, they must have the ability and necessary knowledge and
skills (A), be motivated to achieve (M) and be given the opportunity to engage in discre-
tionary behaviour (O). They then suggested the types of HR policies and practices that help
create requisite levels of ability, motivation and opportunity, including job security, train-
ing and development and communication and involvement. These lead to human capital

advantage, but for them to be translated into superior performance this needs to be com-
bined with human process advantage. In other words, just having the policies and practices
themselves isn’t sufficient; how they are implemented is crucially important.

Line managers were thus identified as critically important for the achievement of high
performance working. In addition, successful organizations were found to have a ‘big
idea’ which was seen as enduring and collectively shared and served to connect together
the different activities. Again, front-line managers were seen as being of crucial impor-
tance in operationalizing this. At Jaguar cars the ‘big idea’ was ‘pursuit of quality’, at
the Nationwide Building Society it was ‘mutuality’, whilst at Tesco it was ‘living the
values’.

Finally, measures of performance were tailored to suit the specific organization – thus at
Tesco these included queue lengths, stock availability, theft and stock errors as well as
financial data relating to the store. In an interesting comparison, four Tesco stores in simi-
lar towns and with a common policy to implement were found to show considerable varia-
tions in how store managers implemented the HR policy and how the employees rated they
were managed. Individual store performance mirrored such variations in approach, leading
the authors to suggest that the most credible explanation for the variations in performance
was the differences in the way people were managed.

This section began by examining what might constitute a ‘high performance’ or ‘world
class’ organization, and what part people management might play in success. Wider meas-
ures than the purely financial, like those based on a balanced scorecard approach, highlight
the importance of customer satisfaction and that of employee commitment and discre-
tionary behaviour. The section also examined the theoretical basis for links between peo-
ple management and organizational performance, and the research evidence on this. Whilst
the evidence that certain HR practices significantly affect performance is strong, more
investigation is needed to specify how this occurs, although Purcell et al.’s3 study is begin-
ning to shed light on this area. Surveys also show that the take-up by UK organizations of
such practices could be described as mediocre at best.

Summary
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1.2 The psychological contract

In this section you will:

● Understand the meaning of the term ‘psychological contract’, and its implications for the
management of people at work

● Examine trends in the psychological contract in the context of the changing world of
work.

1.2.1 Introduction

The growing interest in the psychological contract is relevant to the discussions in the
preceding section. Guest and Conway’s research29 on the psychological contract for CIPD
suggests that:

● The extent to which employers adopt people management practices will influence the
state of the psychological contract

● The contract is based on employees’ sense of fairness and trust and their belief that the
employer is honouring the ‘deal’ between them.

The psychological contract is a set of unwritten reciprocal obligations that exist between
worker and employer that determines how they will behave towards each other. Since the
beginning of the modern employment relationship in the early part of the twentieth century
these obligations or expectations can be typified as hard work, trustworthiness and loyalty
on the part of the individual, with fair terms and conditions, job security and fair treatment
(including prospects of financial/career advancement) provided by the employer.30

This notion of fairness is crucial in maintaining a managerial climate in which the organ-
ization can flourish.31

Occ-shift

In 1987 a new management consultancy offering a broad range of services, called Occ-
Shift, was set up. The name of the company was supposed to reflect the change in occu-
pational patterns away from ‘permanent’ long-term careers and a 5-day working week
from 9 am to 5 pm. According to the company’s marketing information, work was
undergoing a revolution to 7-day, 24-hour operations, with short assignments with dif-
ferent employers, based on the individual’s marketability (skills, knowledge, expertise).
Motivation could be maintained through challenging work and attractive pay and bene-
fits.

In 1992, with the recession in the UK in full swing, Occ-Shift embarked on a sporadic
programme of ‘downsizing’. By 1995 over 30 per cent of the workforce had gone, most
of them made compulsorily redundant.

From 1993 onwards, the relative profits of Occ-Shift remained stubbornly weak. Its
reputation for quality started to suffer. However, with the economy picking up, staff
turnover increased. A new managing director decided to survey staff feelings, and what
he found shocked him. Over 70 per cent of the ‘survivors’ (as one manager described the
workforce) now distrusted senior management and were fearful of losing their jobs, and
therefore did not take risks in case they went wrong and were placed on the list for the
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next round of redundancies. Furthermore, they felt powerless in the face of annual ‘cuts’,
and that the company had failed to deliver their part of the implicit agreement that hard
work and loyalty would be rewarded with security of employment and fair pay and treat-
ment. Fifty per cent of staff felt ‘guilty’ that they had survived the trauma of redundancy.
A big impact on quality was the stress now experienced by most junior and middle man-
agement because of overwork.

With the ‘aftershock’ of 11 September 2001 producing a downturn in Occ-Shift’s
business, the MD said he would not repeat the mistakes of 1992–1995.

The experience of Occ-Shift shows that the trend in the 1990s of organizations’ ‘ de-layer-
ing’ levels of management and generally ‘downsizing’ their workforce had caused lasting
problems with their remaining workers. For many individuals their employer had ripped up
the ‘psychological contract’, if not the legal employment contract. The ‘survivors’ were
largely cynical and watchful of placing themselves in jeopardy of redundancy. Many had
become demotivated by the experience. Their responses can be categorized as:

● Seeing the changes as an opportunity to prove themselves in an adverse situation and
secure further rewards

● Believing no risks should be taken to raise their profile in the organization (the ‘ostrich
sticking its head in the sand syndrome’)

● Fighting back, to ‘punish’ the employer for reneging on the psychological contract – for
example by sabotaging work

● Compensating for the withdrawal of the employer from the implicit agreement, by pro-
portionately reducing their contribution

● Leaving the employer by resigning, preferably moving to a competitor to ‘punish’ the
employer.

The experience of Occ-Shift is not an uncommon one. Some of its general causes and solu-
tions are discussed in this section.

1.2.2 Breaches of the psychological contract

Research shows that when employees feel that the organization they work for, or their boss,
have failed their expectations about work and career opportunities, this is likely to result in
a lower commitment to the organization. Job satisfaction may also reduce, and these
together will have a concomitant negative effect on performance and intention to quit.
Discretionary behaviour, or ‘organization citizenship behaviour’ (OCB) – a willingness to
go the extra mile – declines.32

Robinson33 suggests that the negative consequences that accompany such a breach of the
psychological contract are much less likely to occur when there is already a high level of
trust between employees, their manager and the firm; when the reason why the problem
occurred is communicated well; and when this is associated with realistic expectations. In
other words, what matters is not so much the breach of contract itself, but how it is man-
aged and the climate of employee relations in which it occurs. The realities of modern orga-
nizational life may very well lead to inevitable breaches, but employees are more likely to
understand these when there is good communication and involvement, and when underly-
ing trust is high.

Numerous studies have been carried out since 1990 into the state of the psychological
contract. Many have shown that job cuts and various strategies to reduce costs have
left employees feeling distrustful of employers. Integral to employers’ strategies in

Feedback
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manufacturing has been ‘lean’ organizational structures and production systems, but in its
broader application it has also come to imply ‘mean’. By this it is meant that through
‘downsizing’ and ‘rightsizing’, the organization is reduced to absolute minimum levels of
resources, equipment and raw materials. In its wake have come reduced levels of support-
ive management, longer hours of work, and pressures on individuals that may go beyond
the bounds of personal coping.

A study carried out in 2002 showed a sharp disparity between employers and employees
in their perceptions of each other, and low levels of employee trust. Of senior HR managers,
73.3 per cent said full trust between employers and employees could never be obtained; 45
per cent of employees said they did not fully trust their employer. Perhaps even more dis-
turbingly, 60 per cent of employers admitted that truly they did not treat their workforces
as their most important asset, mirrored by the 50 per cent of employees who believed their
employer would dispense with their services once they were no longer useful. Evidence
also supports the results of other surveys of employers, that there are still strong age pref-
erences in recruitment and that wholesale flexible and family-friendly work regimes are too
costly and inconvenient to introduce.34

UK employee apathy hits business profits

by Ross Wigham, Personnel Today, Tuesday 10 September 2002, p. 11.

Levels of commitment in the UK are significantly lower than in most of its global competi-

tors and have a negative impact on profitability.

A new International Survey Research (ISR) report shows that fewer than six out of ten

UK employees want to stay with their current employer or recommend it as a good place to

work.

The research covered more than 360 000 staff from the world’s top 10 economies.

Just 59 per cent of UK employees viewed their firm in a favourable light with only China

(57 per cent) and Japan (50 per cent) having worse figures. Better performers included

France: 67 per cent, USA: 67 per cent and Germany: 74 per cent.

The research also found that levels of staff commitment had a direct impact on the bot-

tom line. Over three years of the study, profit margins among companies viewed favourably

by staff rose by 20.6 per cent, but firms with less committed employees experienced a fall

of 1.38 per cent.

Roger Maitland, deputy chairman of ISR, said that the quality of leadership in an organ-

ization was vital to empower staff and make them feel more committed.

‘Committed employees are more likely to stay with an organization, go the extra mile for

the company and put maximum effort into their work.’

Maitland blames poor leadership. He said: ‘Too often in the UK, the people at the bottom

of an organization are alienated from those at the top.’

He added: ‘Employees see their leaders as lacking both intellectual capital and emotional

intelligence.’

1.2.3 A new psychological contract?

Is the old psychological contract at an end? Some studies would seem to suggest so:

● Research shows workers in the City of London and Dublin believe there are ‘no future
development opportunities within the company they currently work for’. In addition, ‘more



than 60 per cent don’t feel their skills are being used to the optimum within their current
role . . . the challenge for HR is in retaining “star” players in the current market . . .’35

● The Working Britain Survey shows that in 1992, 61 per cent of older workers and women
were ‘completely’ or ‘fairly’ satisfied with work, but in 2002 this had fallen to 48.6 per
cent.36

● Reed Recruitment Group reports that in 2001–2002, 45 per cent of 2800 workers sur-
veyed, including professionals, said trust in their managers had fallen in the last year.37

A new breed of employee is emerging in a reaction to the ruthless cost-cutting meas-

ures of post-1980s businesses. As loyalty is no longer rewarded, individuals are taking

charge of their own destinies and with the breakdown of the old employment relation-

ships,‘Me plc’ has become the latest catchword. But how will companies cope with

the contract culture they have helped to create?

(From Kodz et al.38)

The traditional psychological contract was based on the premise of the offer to work hard
on the part of the employee in return for the employer providing job security – to the extent
of generating the idea of a ‘job for life’, in some cases. The recession of the early 1990s
and the continuing impact of competition and globalization are supposed to have destroyed
this traditional deal, since employers can no longer offer such job security.39

Where does this leave the psychological contract? A new deal could be said to rest on
fair pay and treatment, plus opportunities for training and development leading to
increased employability for the employee. Research suggests, however, that in many ways
the ‘old’ psychological contract is in fact still very much alive. Employees still want rel-
ative security, and interestingly, labour market data suggest that there has been little reduc-
tion in the length of time on average that individual people stay in jobs. They are still
prepared to offer loyalty, although they may feel less committed to the organization than to
their workgroup and immediate manager. In general, they remain satisfied with their job.39

Guest and Conway29 show that despite some decline in worker satisfaction, particularly
in the public sector, most have maintained a sound level of commitment towards their
employer. In addition, trust levels are fairly high vis-à-vis their immediate manager,
although it remains low in respect of senior management.

CIPD research findings suggest that managers can usefully focus on the following:40

● Employability: although job security cannot be guaranteed, employees should be
assisted in building up a ‘portfolio’ of relevant skills and competencies to enhance their
employability.

● Careers: whilst organizations have been de-layering and reducing the number of
middle management posts, many employees have adjusted their expectations in the
area of career progression to encompass these changes. What is important is for pro-
motion to be handled fairly, and alternatives to traditional promotion paths to be
provided.

● Empowerment: high performance organizations increasingly require responsibility to
be delegated downwards. This has implications for job design and old ‘command and
control’ management styles.

● Work–life balance: there is an important link between employees feeling that they have
got a reasonable balance between work and the rest of their life, and having a positive
psychological contract.

● Communications: particularly where there is no trade union presence to fulfil this func-
tion, an effective two-way dialogue between employer and employee is a necessary
means of giving expression to employee ‘voice’.

18 Leadership and Management for HR Professionals
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This section examined the growing interest in the psychological contract. Breaches in the
psychological contract, as with those associated with downsizing and redundancies, can
have a negative effect on employee attitudes. However, it is suggested that how the contract
is managed is at least as important as what it constitutes. Research also shows that although
there have been changes to the psychological contract, these changes have not been as fun-
damental or as negative as some perceived them to be.

1.3 Vision, culture and brand

In this section you will:

● Evaluate the importance of employer brand and understand the links between this and
people management

● Examine the issues concerning culture change.

1.3.1 Employer brand and people management

It is suggested that employees in large organizations do not identify any single person as
the ‘employer’. Employees are affected by decisions that they may feel distanced from.
Unsurprisingly, surveys show that employees have greater confidence in their line manager
than in senior management, who may appear remote.

The literature on the psychological contract suggests that in order to feel commitment,
employees have to feel that they are treated with fairness and respect.39 In order to facili-
tate this, it is suggested that organizations develop a corporate personality, or identity, that
employees as well as customers can recognize and relate to. It is argued that by outlining
the positive benefits of employment with the organization for employees, this will aid in
recruitment and retention. It therefore links in with idea of being an ‘employer of choice’.

Employment branding has been defined as ‘the company’s image as seen through the
eyes of its associates and potential hires’ (Ruch, in CIPD 200540). The CIPD report stresses
that the relationship between HR and the brand is mediated by the extent to which employ-
ees perceive the brand proposition to match reality, and by the brand reputation in terms of
the past ability of the company to deliver its promised outcomes.

As an example of branding in practice, Abbey National has developed an employment
proposition that is based on the principle that all employees are partners in the business.
This includes offering employees flexible and family-friendly working, as well as external
initiatives based on the wider community.

1.3.2 Organizational culture and change

Organizational culture is seen in terms of a system of commonly held values and beliefs.
In simple terms, it can be defined as ‘the way things are done here’. Purcell et al.’s study3

demonstrated that one factor that differentiated successful organizations from others was
the presence of a ‘big idea’ which was enduring and collectively shared. This provided an
overall sense of purpose that served to generate a common understanding as to what was
acceptable behaviour and what was not. In this can be seen the importance of organizational
culture and values as a source of competitive advantage.

Many high performing organizations, such as Mars, Nokia, Toyota and Sony, have a
strong culture, yet others with equally strong cultures – such as Marks and Spencer, for
example – appear not to have been performing so well recently.41
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Culture is more fully explored in section 6.2.10 of this book; however, the subject
of organizational culture has seen much attention specifically in relation to organ-
izational change (see section 6.3). Stewart42 points to a widespread recognition that is
not just (or even necessarily mainly) about changing the structure, but often requires
changing the culture too.

In identifying their attributes of excellent companies, Peters and Waterman43 stressed the
importance of organizational values and a strong culture. Yet some of the ‘excellent’ com-
panies subsequently performed poorly,44 arguably because they were unable to be respon-
sive enough to changing economic and business trends. Thus Delta Airlines, for example,
which had flourished by maintaining a low debt and having a close-knit culture to keep
costs low, failed to respond sufficiently to deregulation in the industry. Hewlett-Packard’s
innovative culture had resulted in a succession of successful products, but when a new cli-
mate required its fiercely independent divisions to work together in product development
and marketing, HP’s passionate devotion to autonomy and entrepreneurship became a hin-
drance.

How can the apparent dilemma between the value of a strong culture and the need to
respond quickly to change be resolved? Chatman and Cha45 neatly sidestep the issue by
advocating three main criteria needed to develop a suitable culture to aid long-term per-
formance:

1. The culture must be strategically relevant
2. The culture needs to be strong in order for employees to know and care about what is

important
3. The culture must have an intrinsic ability to adapt to changing circumstances.

Thus the culture needs to stress continuous improvement and customer focus, and be adapt-
able to reflect the inevitable changes required in these areas through organizational learn-
ing. HR has a key part to play here, through policies and practices in recruitment and
selection, training and reward systems as well as communication systems.

The link between strategy and culture is also crucial here. Hamel46 outlines ten princi-
ples of ‘revolutionary strategy’ to suit our rapidly changing world. These include that strat-
egy is about discovery and quest rather than formal planning, that strategy formulation must
be bottom-up as well as top-down, that senior managers are often the main obstacles to
change, that unorthodox people and ideas should be encouraged, and that the key to suc-
cessful change is engagement (see also Chapter 10).

This section has explored the ‘glue that holds the organization together’ – culture, values
and brand. These can have a very positive effect on employee attitudes, as long as employ-
ees see them as being credible and consistent.

1.4 Flexibility and the new work paradigm

In this section you will:

● Examine new patterns of flexible working
● Assess the impact of flexibility on people management
● Identify the advantages and disadvantages of flexibility for employers and employees.

Section
objectives
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1.4.1 Introduction

A key theme of this chapter has been the need for flexibility. This section examines flexi-
bility in the context of employment. It will be looking at the ways in which the organiza-
tion and regime of work have become more ‘flexible’, and the impact of this on individuals
and employers alike. One of the biggest changes in people management since the begin-
ning of the twentieth century is still underway, caused by global and national trends.
Although this should not be overstated, it has disrupted the conventional notion of there
being just a few ways of working – such as a job for life with one employer and being
engaged on work that does not change substantially over time. As we will see, a new par-
adigm of work has now become a reality.

1.4.2 The changing world of work

The labour market and the nature of work within it continue to change over time (see
Chapters 9,11–13 and 15). One of the key changes has been the growth of flexibility at all
levels of work. Naturally, as business environments become more volatile and competitive,
employers are under pressure to exploit whatever opportunities exist to adjust their capac-
ity to meet these commercial demands. Together with new forms of work technology
employers have incorporated flexibility into their organizations, and with it new forms of
complementary people management – some of which we examined in section 1.2.

A labour market can be described as a means by which the demand for labour can be met
by supply and the interaction of the one upon the other. The internal labour market oper-
ates within the workplace, enabling both demand and supply changes to be satisfied from
within the existing workforce. External labour markets, by contrast, are situated outside the
enterprise at the local, regional, national and, for some occupations, international levels.
The changes in economic and organizational structures in the 1980s forced employers in
highly competitive markets to realign internal labour markets to provide workers with a
range of skills and competencies to meet changing commercial pressures. The external
labour market has seen changes, including increasing rates of female participation, and has
reorientated itself to an economy dominated by the service sector. Section 9.3.1 provides a
more detailed analysis of labour markets.

The spread of flexible forms of working can be viewed as being both demand and sup-
ply led. Employers demand more flexible use of labour, driven by competitive pressures,
the need to cut costs and meet customer demands. The requirements of those who supply
labour has also seen changes – for example, the desire for parents of young children to
combine child care with working on a part-time or a term-time only basis, and the need for
students to work part-time to pay for their studies.

These forces have led to changes in the temporal nature of employment to include
atypical forms of employment such as part-time and temporary jobs, home-working, per-
formance-only contracts and annualized hours contracts. The latter type of contract
involves employees being hired on a contract whereby they agree to work a total number
of hours in a year for the employer, but at dates and times when there is a particular demand
for work. Another version of this type of contract is the zero-hours contract, whereby no
guaranteed maximum hours will be worked; the employee may work no hours or
many, depending on peaks and troughs in demand for staff. From the description of flexi-
bility given here, it is possible to argue that it is vertically and horizontally linked as in
Figure 1.1.
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1.4.3 Types of flexibility

Blyton47 has identified four types of flexibility which match this typology:

1. Functional flexibility: this involves broadening job boundaries and skill definitions to
improve productive capacity, and is stimulated by technical and organizational change.
Increasingly production workers have had functional flexibility schemes included as
part of collective agreements between unions and employers; however, with the increas-
ing harmonization of terms and conditions between traditional ‘blue collar’ and ‘white
collar’ employees this type of flexibility has also become more evident among non-man-
ual employees. For much of the 1980s and 1990s, the common assumption was that pro-
fessional workers were not associated with functional flexibility. However, this would
be a mistaken view because an increasing number of professionals are required to pos-
sess a broad range of skills and competencies, including project management, IT skills,
people skills, general management and risk management.48 Functional flexibility
reflects the reality that, for many employers, the key is what the individual can do based
on critical thinking rather than on their narrow job-related functions. Functional flexi-
bility involves developing and relating competencies in key fields to the needs of the
organization which can be applied without the constraints of traditional imaginary or
physical demarcation lines. In redesigning jobs, the boundaries of those jobs can be
extended to encompass a range and depth of individual skills. To succeed, however,
there must be extensive investment in training and development to upgrade and main-
tain those skills.

2. Numerical flexibility: this embraces a broad spectrum of ways in which the employer
can easily manage the headcount of the workforce through establishing different con-
tractual regimes for different types of worker. This typifies over all other types of flex-
ibility the matching of demand and supply, and for this reason has been criticized
because it treats people as a commodity. Typically, low pay and poor terms and condi-
tions are associated with numerical flexibility. Different forms of legal relationships can
be established to limit the long-term relationship between employer and worker, such as
temporary or part-time work, subcontracting and self-employment. The use of contract
labour has become common in the large manufacturing and service organizations, and
particularly in the public sector because of the policy of compulsory competitive ten-
dering and market testing. As you will see from discussion of Figure 1.2, numerical
flexibility is closely associated with internal peripheral and secondary labour markets
because of the implications for poor job security.

3. Temporal flexibility: this can be an extension of numerical flexibility, but reflects an
independent response to pressures for flexibility by organizing working time according
to organizational needs. Examples include shift working, overtime, short-time working,
flexi-time, annualized and zero-hours contracts. Arguably, most employers adopting
both numerical and temporal flexibility have a short-term perspective, as Hendry49

points out.

Figure 1.1. The vertical and horizontal links of flexibility.

Business needs driving flexible people management policies

Flexibility

Multi-skilling, upskilling, new competencies, knowledge areas

New forms of contracts (part-time, temporary, fixed-term, etc.)

Need for lower employment costs – performance systems
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4. Financial flexibility: there are two dimensions to this type of flexibility. Primarily it
reflects pay systems that are specifically designed or adapted to facilitate flexibility in
the recipient workforce. Examples include:
● performance-related pay, to improve performance and quality
● team-based pay, to promote team-working and a collaborative style of working
● skills-based pay, to promote and reward upskilling in the workforce
● competency-based pay, which is similar to skills-based pay, but can be used to reward

the application of appropriate competencies at work
● gainsharing and profit pay, to directly link profitability to employee performance
● employee shares schemes, primarily to link rewards to employee loyalty
● individually negotiated contracts with individual/job-related terms and conditions.

All these pay systems reflect a new orthodoxy50 of providing rewards and incentives which
are based upon the contribution of the employee and the organization’s ability to pay,
rather than the old orthodoxy of incremental pay systems designed to reward length of serv-
ice. Most of the systems do not directly link effort or easily measurable works inputs and
therefore have been more prevalent among managerial, professional and administrative
workers.

The second dimension to financial flexibility lies in the benefits flexibility itself brings
to the organization. The very existence of functional, numerical and temporal flexibility,
coupled with the output-related pay systems, some of which yield tax advantages for
employer and employee alike, all combine to give the employer choice in how, where and
when human resources can be used.

Atkinson51 was one of the first exponents of a new regime of work in the 1980s. His
model reflects the dual labour market theory, and is shown diagrammatically in Figure 1.2.

● Core workers: these represent the most valued workers to the organization, who tradi-
tionally would be employed on standard, full-time, open-ended (permanent) contracts
of employment. Theoretically at least, they would enjoy relatively stable and secure
employment with a package of pay and benefits concomitant with their position and
industrial sector. Because core workers are supposed to be the most valued part of the
organization’s human resources, it is argued that investment in training and develop-
ment should be relatively high, so that they can operate as functionally flexible work-
ers. In return, there would be well-developed levels of commitment and loyalty towards
their employer, although evidence shows that with professional workers this can be dis-
placed towards the respective profession or professional work group (bureaucratic
orientation).

● The first peripheral group: traditionally these too would be full-time workers, but
those who undertake semi-skilled or less critical work for the organization. Numerical
flexibility is used here. The career prospects, pay, terms and conditions, training and sta-
tus of these workers reflect their secondary importance to the organization in functional
terms.

● The second peripheral group: these workers will include those on temporary and part-
time contracts. Those on government training schemes have been placed in this subcat-
egory, including Modern Apprentices and New Deal participants.

● External workers: these workers are not part of the organization’s human resources, but
are perceived more as a service that can be contracted easily and swiftly to undertake
particular assignments. Some of these will be long term, such as subcontractors hired to
deliver a specific maintenance service (security, cleaning, catering, transport etc.).
Others may be employed for relatively short periods of time and on an individual basis
(consultants for training, advisory work or systems analysis, etc.).
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1.4.4 The reality of flexibility

Whether flexibility is a new and coherent management phenomenon has been disputed. In
particular, the Atkinson model of the flexible firm was criticized by Anna Pollert52 as ‘old
wine in new bottles’ – in other words, as practices which had been growing over many
decades but that were being erroneously reformulated into a new and supposedly predeter-
mined strategy. The popularity of flexibility in the 1980s as a new ‘strategy’ was criticized
by those who argued that employers were adopting flexible working practices in a wholly
ad hoc and pragmatic way, using parts of the models discussed earlier in this section, but
without a conscious long-term plan. Indeed, it appears that employers will continue
to exploit the opportunities in the labour market and in society as a whole to introduce

Figure 1.2. John Atkinson’s model of the flexible firm (Institute of Manpower Studies, 1984). 
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flexibility, rather than as a human resource-centred or long-term business strategy.
However, the ‘Atkinson model’ provides a helpful framework for understanding flexibility.

Critics of strategic flexibility have argued that there has been no wholesale segmentation
of the workforce – indeed, as we have shown in section 1.1.6, research findings support
this. However, although conventional work patterns and the career are not dead, in the last
two decades there has been a transition towards a more ‘flexible’ workforce, and tempo-
rary work has been one manifestation whenever employers perceive economic difficulties
ahead. Labour Market Trends (January 2004) shows that temporary work accounts for
roughly the same proportion of those in employment in 2003 as in 1993, although there has
been a slight increase in part-time employment in that period. The numbers of self-
employed, however, grew nearly 9 per cent in the year to September 2003 (Labour Market

Trends, October 2004).
An increasing tendency has been for employers to hire on a permanent basis many tem-

porary workers once they have shown they are reliable. There is now EU-led legislation to
provide greater protection for part-time and temporary agency workers and those on short-
term contracts (see section 14.8).

Homework and telework

Homeworking has increasingly moved away from traditional craft or manual skills carried
out at home to teleworking. The ‘distanced’ worker is connected to the employer via a tele-
phone line and the computer. In excess of 2 million people now telework (of which nearly
half a million are homeworkers) in the UK, and the numbers are growing each year. Labour

Market Trends (October 2002) shows that of the homeworking teleworkers, 27 per cent are
in professional/technical occupations and 24 per cent are in administrative/secretarial jobs.
In another trend, many organizations have pursued cost-savings by moving technology-
based jobs (e.g. software processing, ticketing and financial data processing) to countries
such as India, the Philippines and Indonesia, where infrastructure and labour costs are
lower. Teleworking is also discussed in section 15.4.3.

Equal opportunities and the ‘work–life balance’

Paradoxically, with the arrival of the 24-hour, 7-day week society that is increasingly
reliant upon technology and instant communications, individuals demand relief from long
work hours to spend more time engaged in leisure and with their families. The government
has recognized this by introducing significant legislative rights for working parents and
carers in the Employment Act 2002 (see section 14.8). Added to these pressures is increas-
ing evidence that the absence of a work–life balance can disadvantage employers. The
Department for Trade and Industry says that £370 million costs are added to industry per
annum through staff absences caused by stress at work. In 2002 the Minister of State for
Employment, Alan Johnson, said ‘Business needs to be smarter when it comes to beating
these problems. Work–life balance policies such as flexible working, job-sharing and
employee benefits do not require a huge cash investment – just a fresh approach.’53

Indeed, several studies show that family-friendly policies do enhance financial perform-
ance. Such policies normally involve one or several of the following:

● Parental leave
● Paternity leave and adoption leave
● Term-time working
● Flexitime, job-share and part-time or irregular working hours
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● Creches or help with childcare
● Special leave for caring for dependent relatives, or career breaks
● Providing a work regime that permits employees to work hours where home-life and

work can be sensibly balanced
● Developing a culture where employees taking advantage of these policies are not ‘mar-

ginalized’, but valued.54

As we have seen in section 1.1, employee trust and commitment can be significantly
improved by such measures. However, there are those who strongly argue that there is a dif-
ference between theory and reality. Robert Taylor argues that there is a ‘huge gap in take-up
between the offer of flexible working and its actual practice. Employees are often reluctant
to step forward . . . for fear of damaging their career prospects.’ Ward55 argues that managers
are still fighting the spread of flexible working. Others argue against employers having any
form of social responsibility because family-friendly flexibility is a burdensome cost to be
avoided.56 Certainly, the main impact is upon female workers, who dominate part-time
working and are the main applicants for/beneficiaries of family-friendly policies.57

Two other dimensions must not be overlooked when examining numerical and temporal
flexibility. It has had a double impact on members of ethnic minorities. Much of the low-
paid part-time and temporary work is filled by members of this group, who are historically
three times as likely as their white counterparts to be unemployed.58

An effect is also felt by those with disabilities. Disabled people are at least 50 per cent
more likely to be unemployed than their non-disabled counterparts, arguably mainly
because of stereotypical perceptions of this group held by employers. The introduction of
family-friendly policies may encourage employers to see that, with the help of advances in
technology, functional and temporal flexibility can be suited to those with disabilities.
However, the general opening up of the labour market to the disabled is more likely to be
initiated by legislation such as the Disability Discrimination Act 1995, but to be truly
accomplished by culture change in the workplace.

1.4.5 New forms of work organization

The influences identified in this chapter have led to a changing workplace that is more reliant
on new technology, flatter management structures and a flexibility combining functional
diversification, financial innovation and new forms of contracting with employees and
distanced workers, although many workers are still ‘permanent’ full-time employees. The
scope of organizations adopting flexible strategies is broad; they include companies such as
Coca-Cola, Renault, Rover, Motorola, the Japanese inward-investment companies, the bank-
ing and insurance sector, and several parts of the public sector. Particularly in car manufac-
turing, employers have coupled flexibility with new production techniques (such as
‘just-in-time’ methods), quality systems, high added-value goods/services, and employee
relations policies which include ‘human resource management’ practices such as effective
communications, team work and team-based rewards. In the UK these flexible human
resource policies have been traditionally less consensual than in countries such as Germany,
Japan and the Nordic countries. Nevertheless, we can summarize the characteristics of the
new work paradigm associated with flexibility in the exercise below.

List the respective advantages and disadvantages of flexibility to employers and employees.

Employer advantages:

1. Control of costs
2. Increased/improved performance and productivity – improved quality (functional)

Feedback

Exercise
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3. Reduced rates of overtime and other unit labour costs (e.g. fewer or nil pension con-
tributions, statutory sick and maternity pay, National Insurance contributions)

4. Outsourcing – distancing: reduction in total headcount of workforce, thus lower fixed
costs and paybill

5. Numerical: where employers believe they can hire and fire relatively easily they will
be more inclined to employ more workers, thus generating a more active labour mar-
ket(?); this may have a positive impact on groups traditionally disadvantaged in the
labour market, e.g. ethnic groups, people with disabilities(?)

6. Reduced absenteeism
7. Optimum use of workforce

● less risk of idle time
● time itself becomes more manageable
● improved deployment of labour
● harmonization of terms (e.g. between ‘blue’ and ‘white collar’ employees)

8. Core workforces feel valued, leading to improved employee/industrial relations
9. Functionally flexible employees – lifelong training and development are possible; also

traditional job demarcations are broken down, permitting job enrichment and job sat-
isfaction to accrue

10. Organization becomes more adaptable, and able to respond to external events and pres-
sures; this in turn enables it to compete more strongly in global markets, and allows a
long-term strategy to be developed.

Employer disadvantages:

1. Numerical:
● possibility of complex pay and conditions arrangements including different types

of contracts; together with temporal, the logistics of organizing a complex work-
force

● unreliability of workers (low morale, low commitment, poor attendance, timekeeping
and attitude)

● over-reliance on non-committed workers not in core, with an impact on quality,
service delivery and product specification and a long-term impact on reputation,
profitability

2. Temporal:
● disinclination of workers to work payback hours in annualized hours or flexitime

schemes
● quality of supervision
● difficulties in organizing shift cover
● complexity – scheduling of work and communications.

3. Functional:
● opposition from trades unions or individuals unwilling to change
● requires a change or adaptable work culture
● training and development costs
● rewards and incentives in order to remain competitive will increase costs
● health and safety training, regulations and costs

4. General:
● of induction, introduction of new systems and different training systems, leading to

loss of economies of scale
● inappropriateness of the type of flexibility selected with organizational culture, struc-

ture and systems.

Employee advantages:

1. Choice – employees can plan for different working patterns, hours, etc.
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2. Variability in employer and assignments (particularly the ‘portfolio worker’)
3. Family-friendly work policies, benefits and conditions
4. Enhanced job satisfaction, commitment and earnings
5. Variable work, with opportunities for job rotation and enrichment
6. Different pay sources (e.g. competency-based pay, performance-related pay, etc.)
7. Enhanced training and development with functional flexibility
8. Being part of the core workforce (i.e. employees have status).

Employee disadvantages:

1. Employees are on call, leading to disruption and irregular working patterns (particu-
larly with zero- or annualized-hours contracts)

2. Unsocial and long hours
3. Job insecurity and poor pay, terms and conditions (particularly in the peripheral sectors)
4. Causes stress where one or two incomes are essential (see section 4.4)
5. Few benefits (peripheral sectors)
6. Reduced employment rights, particularly for those with short periods of employment

or compulsorily classed as self-employed (e.g. agency workers)
7. Reduced control and personal direction
8. Increased pressure, stress and anxiety
9. Less job satisfaction, specialization or job enlargement

10. Certain categories of households contain adults with jobs in the more vulnerable flex-
ible sectors

11. Social isolation of those working at home or teleworking.

1.4.6 The flexible organization and HR

Bramham59 outlines eight forms of flexibility:

1. Training and development bringing skills flexibility and relevant competencies
2. Occupation/job flexibility by which individuals move from job to job or employer to

employer rather than enjoying lifelong employment with one employer
3. Mobility, which is closely linked to (2) above – the ability and willingness of the

individual to move geographical location to obtain work
4. Working time reflecting different patterns of work across 24 hours and 7 days a week
5. Organization flexibility reflecting less bureaucratic and hierarchical structures, possibly

leading to matrix structures including project team working
6. Numerical – the power of the employer to increase and decrease the numbers of work-

ers (employees and non-employees) quickly and easily
7. Financial – wage and salary cost flexibility arising from (4)––(6).
8. Attitude – the state of mind of workers to the practice of flexibility.

For this reason employers who have been most successful in applying new forms of flex-
ibility have recognized the key importance of organizational culture. Without a supportive
culture to maintain full flexibility, many employers can only fall back on selective (and
often exploitative) forms of flexibility such as numerical flexibility. The practical implica-
tions of this concept of flexibility are summarized below.

What should be the strategy for the flexible organization? Some of the following elements
must be present:

● First, the organization must focus on its ‘core’ activities. Horizontal links with other
employers are forged for subcontracting and outsourcing purposes. These collateral



services are, in fact, critical to the final product or service – e.g. components, parts, trans-
port, cleaning, catering and other ancillary services.

● Second, organizational structure and systems must complement and support flexibility.
The emphasis is placed on horizontal communication and a broad dissemination of
information. This permits small self-managing (autonomous) or part-managing teams to
operate and take more responsibility. There is less emphasis on vertical communication
typified by hierarchical structures.

What of the critical part specifically played by human resources? Priority must be given
to education, training, skills, experience, good communication skills and the ability to work
in unstructured situations with a relatively high degree of personal responsibility. This free-
dom for individual initiative is known as ‘intrapreneurship’, because the organization turns
inwards to develop and motivate its people in order to make its external activities more suc-
cessful as work activities are not so clearly delineated as previously. In turn, this has impli-
cations for HR policy areas:

● Recruitment and selection: managing a diverse group of employees requires different
recruitment and selection methods, with contractual terms related to type, skill/ability
and expertise of the worker. For the core employee, selection methods must be relatively
sophisticated to identify the individual’s competencies, expertise, attitude and personal-
ity. The importance of a ‘fit’ between the employee, the job, the organization and its
dominant culture is critical if flexibility is to succeed.

● Training and development: this must reflect the different groups of workers and their
specific needs. For the core it will be the springboard for functional flexibility, and there-
fore the emphasis is likely to be placed on competencies, continuous self-development
and the links to performance management or an appraisal system. Selection methods will
help identify potential that can be developed over time. For peripheral workers, training
in key organizational systems and in health and safety may be important.

● Human resource planning: the impact of the diversity of a flexible workforce must be
carefully planned for in terms of hours of work, temporal variations, skills supply,
training and development plans, volume of output matched by labour requirements, and
remuneration and benefits to match the market values of the different groups of workers.
All this must be assessed in the context of the organization’s business plans, culture and
the external PESTLE factors.

● Remuneration and benefits: this policy must be carefully constructed to recruit and
retain appropriate workers to meet the business and HR strategy. Pro rata arrangements
may be made to differentiate core and peripheral workers – e.g. those in the core receive
a full range of benefits, whereas the peripheral workers receive only minimal benefits
such as access to the canteen. The employer must balance the divisive nature of such a
policy with the pay costs involved. The trend for many employers has been to adopt har-
monized terms and conditions for all workers, except those in the secondary peripheral
groups. Finally, decisions must be made about the level of financial participation (e.g.
through employee share schemes) and performance pay (e.g. performance-related pay).
Each pay system (e.g. shares, benefits, performance-related pay, skills-based pay) must
be selected to achieve specific objectives, such as tax breaks, generation of commitment
and improved motivation, and linked to future individual potential/contribution.

In this section we have explored the concept of flexibility – the different types of flexibil-
ity, and models of the flexible organization. Continued external environmental fluctuations
and conditions of uncertainty are likely to see the issue of flexibility increase in importance.
Employers can use flexibility as a short-term means to survive recession by cutting costs,

Summary
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but this is likely to cause problems in the longer term. A more positive approach uses
flexibility to enhance employee performance via training and development, and the provi-
sion of work routines that suit employees as well as employers. Recent legislation has
extended employees’ rights to flexible working.

1.5 The new workplace ethics

In this section you will:

● Examine the importance of business ethics in people management.

1.5.1 Introduction

A business must have a conscience as well as a counting house.

(Sir Montague Burton, founder of the Burton menswear chain of shops.)

With the growth of new business and working practices in the 1980s, so business ethics
received renewed attention from academics and employers alike. Ethics can be encom-
passed as part of an organization’s mission statement that expresses its values, although it
can be broadened to apply to an organization’s:

● Economic and financial systems
● Strategy and policies
● Functional operations, such as human resources, sales, R&D, etc.
● Individual employee conduct (e.g. the abuse of power by managers over individuals,

‘whistleblowing’).

In societal terms, many organizations now embrace the concept of ‘corporate social
responsibility’. This is broadly supported by managers on the grounds that the greater the
corporate engagement with those affected by business activities, the better will be the per-
formance of those organizations.

Business ethics originate from professional ethics (such as in medicine or law) or human
resources (as exemplified by the CIPD’s Code of Professional Standards), coupled with
contemporary beliefs regarding how best to manage people. In the late twentieth century,
business ethics incorporated the following:

● Concepts of employee participation and involvement in the workplace associated with
the HRM movement

● People’s changing attitudes towards work and their concern for fair treatment
● Global concerns for ethical management of people to avoid exploitation
● Public awareness and concern for ecological matters
● Public expectations and concern about management corruption (linked to the Nolan

Committee’s Report on Standards in Public Life).

Business ethics often focus on five interdependent elements that cover the quality of
products, information, management, decision-making, and treatment of employees and
clients. This is important where freedom to be innovative and take control is exemplified
by ‘empowerment’ and self-managed teamwork.

Section
objectives



Ethics is therefore a mixture of the altruistic and self-interest. For those interested in peo-
ple management, the key is fair, open and effective management. In 1997, the Convention
of Scottish Local Authorities published a code of conduct for their officials based on the
seven principles of public life:

1. Selflessness
2. Integrity
3. Objectivity
4. Accountability
5. Openness
6. Honesty
7. Leadership.

This was augmented by a section on the rights of employees, as well as on political neu-
trality, disclosure of information, corruption, conflicts of interest, and appointments.60

Those organizations that are most enthusiastic about ethical management are likely also
to have embraced the concept of ‘stakeholding’ (see Chapter 16). This, like many
management concepts, has a range of meanings in practice. At one level it can denote no
more than granting shares to the workforce, but at another level it includes a plurality of
financial, emotional and practical investment by all those parties that might have such an
interest. In defining stakeholding, it is difficult to separate it practically from ethical con-
siderations; the following models of stakeholding all contain different standards of ethics:

● Long-term profit-generated stakeholding: rather than focusing on short-term profit
maximization to please shareholders, here the company takes investment decisions to
generate higher workforce morale and commitment, and/or to make its products ecolog-
ically sound. These pay-forward costs will yield dividends in the long term through
added-value employment practices, customer loyalty, or even by not having to mount
expensive ‘firefighting’ exercises with pressure groups or trades unions.

● Stakeholding based on cooperative relationships: by fostering collaborative relationships
with employees, subcontractors and suppliers, there is a build-up of trust, commitment and
focused working involving open communications. This leads to a climate of honesty and
problem solving; in terms of groups this would be called ‘synergy’ – the product of all the
constituent parts being greater than if they contributed without stakeholding. This approach
conforms to the Kantian (after Kant) perspective of HRM ethics wherefore individuals must
be accorded dignity, but pure self-interest is unethical.

The Centrica Group employs 35 000 people. It has a policy of ethical treatment of employ-
ees, which embraces specific programmes that include equal opportunities, employee
rewards, trade union recognition and involvement, family-friendly practices, robust com-
munications/consultation systems, and a developing policy on ‘whistleblowing’. More
broadly, it undertakes community and charitable works as well as having a wide-ranging
environmental policy. The business believes all of this has helped to grow profits and
improve employee morale and trust; the practical benefits include lower turnover
and improved recruitment candidates.61

This section has examined the importance of business ethics and introduced related con-
cepts such as corporate social responsibility and stakeholding.Summary

Example
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Problem at the town hall

It is only your second week of working at the local council, and already you’re not sure
whether you made the correct move – especially so soon after obtaining your CIPD
diploma. As the new HR policy officer, you have been asked by the Director of
Personnel and Equal Employment Opportunities (PEEO) to lead a multidisciplinary
team to recommend a new ethical employee relations policy. A very expensive firm of
consultants has told the Chief Executive it is what the council needs, and the elected
councillors agree with this view. However, the problem is that there is no money in the
budget for consultants to work up the new policy, so it must be completed in-house.

The Director of PEEO has told your team that the council has been appearing too fre-
quently in the local and national newspapers. In the last six months, articles have
appeared about:
● Members of staff who are Muslims being refused time off for religious holidays and

subsequently winning large amounts of compensation at the employment tribunal
● Police investigations into council officers who allegedly gave preferential treatment

to bids from contractors for council work in return for cash
● The high absenteeism rate for the council’s staff, which is one of the worst in the country
● The near-fatal accident in the council’s direct labour grounds maintenance department

involving mechanical diggers
● The warning from the Equal Opportunities Commission that the council’s recruitment

and selection practices still include word-of-mouth recruitment and poor interviewing
training.
Also, interviews have been given by trade union representatives to local newspapers

about bullying at work.
Task:

As the person responsible for drafting the recommendations for the Director of PEEO,
you set yourself the task of outlining the key headings in the new policy and the practi-
cal steps that might be taken to implement it. What key headings and subsequent prac-
tical steps will you identify?

Draft ethical employee relations policy:
1. Values, fairness and equality:

● appoint, promote and reward on merit
● revise equal opportunities policy
● train all members of staff in equal opportunities
● enforce and discipline those who act in breach of the policy
● introduce anti-harassment and victimization rules
● pursue a policy of diversity – references will be drawn up incorporating ethical prac-

tices, and will be truthful and open
● monitor, review and update all recruitment, selection, appraisal, and training and

development practices
● adopt good practice in respect of recruitment, selection, promotion, career develop-

ment, redundancy, redeployment and early retirement.
2. Honesty in all relationships:

● make information about pay and terms/conditions transparent
● ensure all tasks are legal – carry out checks and procedures
● train, reward, communicate openly, and enforce standards of probity – do not cheat

employees, and create a culture where dishonesty is unacceptable.

Feedback

Case study
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3. Physical and mental well-being of all staff and contractors:
● promote and enforce a rigorous health, safety and welfare policy
● outlaw all forms of discrimination, victimization, harassment, bullying and intimidation
● create motivational environment through leadership, management style, fair rewards,

incentives and training/development
● introduce positive health programmes, including employee assistance programmes,

counselling and health screening.
4. Nurture and respect all members of staff:

● respect all religious, ethnic and cultural differences
● respect and promote collective representation of employees through trades unions and

works councils
● establish fair, effective and speedy grievance and disciplinary and complaints

machinery
● promote a mutually supportive legal and psychological contract
● punish corruption
● support disclosure of wrongdoing to senior management
● use flexible working to mutual benefit
● introduce family-friendly practices that go beyond provisions in the 2002

Employment Act.

The organizational culture must be transformed over time to recognize that there is
mutual advantage for the council, its staff and the public in recognizing the contribution of
human resources. A Corporate Social Responsibility Policy will be formulated and an
annual report published.

This chapter has examined the debates concerning the link between HR policies and prac-
tices, and organizational performance, including contingency, ‘best practice’ and HR ‘bun-
dles’ approaches. The importance of the psychological contract has been explored; what
makes for a positive psychological contract, and the possible repercussions for employers
of breaking such a contract. Other key issues are employer branding, organizational culture,
the flexibility debate, and workplace ethics.
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2 Individual differences

Psychologists have often been asked to identify the conditions which result in high pro-

ductivity, measured, for example, in terms of amount of useful output per man-hour. They

have also studied the conditions which result in the greatest job satisfaction. It is an

important empirical question how far high output and high job satisfaction are compat-

ible goals. . . . Social psychologists have also studied the conditions under which absen-

teeism and labour turnover are lowest; these are found to be low when job satisfaction

is high, and when they are low, overall productivity is high and labour costs low.

(Argyle, 1989)1

In this chapter you will:

● Examine the sources, structure, behavioural application and measurement of:
– social perception and attribution
– personality
– intelligence and
– values and attitudes

● Assess how these differences in individuals are part of behaviour in the workplace
● Identify some of the issues relating to individual differences and vulnerable groups.

The selection interview

The MD’s working week was, as usual, extremely busy and stressful. The whole of
Monday was ‘blocked out’ for interviewing candidates for the new post of Customer
Services Manager for the Midlands region. Selection would be based on an application
form and one interview.

Three months after the successful candidate had started work he was dismissed for poor
performance and misconduct. The MD was puzzled, he had seemed ‘so right’ for the job;
he had attended the same school as the MD’s son and, according to the application form, had
achieved three A levels at grade B, he spoke with a Birmingham accent, which would ‘go
down well with the customers’, and the MD had assessed his personality as ‘forthright,
assertive and resilient’.

However, within weeks the new manager had proved himself to be uncooperative, a
bully with a reputation for making racist and sexist remarks, poor at acquiring new
knowledge, and weak in spotting problems before they ‘blew up’. When they did, he
became sullen and started to drink at lunchtimes, sometimes to excess. Furthermore, he
lost his temper with several important customers.

Task:

What functions of this manager’s psychological make-up do you think the MD had
failed to evaluate properly?

Chapter
objectives

Case 
study



The superficial nature and lack of preparation of the selection process meant that the MD
relied too much on ‘hunches’ and similarities between himself and the candidate. The psy-
chological profile of the candidate had been totally ignored in respect of his:

● Personality (he was a bully and short-tempered, which the MD had interpreted
as ‘assertive’; also, the MD had failed to identify his inclination towards sullen-
ness, which was exacerbated by drinking alcohol. Had the MD bothered to obtain refer-
ences?)

● Social perception framework (his harassment of colleagues on the basis of their sex and
race suggested he perceived those different from himself in a negative light)

● Attitudes (his harassment and bullying and racist and sexist remarks suggested a pre-
judicial attitude towards women and ethnic minorities)

● Intelligence (his poor ability to learn new behaviours, remember important information,
discern and solve problems. Had the MD been over-impressed by the candidate’s alleged
academic prowess and his verbal fluency?)

All these psychological functions will be examined in this chapter.

Edgar Schein2 has correctly said that human nature is ‘elusive’, yet to understand and iso-
late elements of it and evaluate and measure it are critical success factors for employers
who aim to have a successful employment relationship with their workforce.

The two main parties that form the employment relationship are the employer and the
employee.3 This relationship can be viewed in different ways. For example, it can be seen
in terms of a purely economic transaction in which the employee ‘sells’ his or her combi-
nation of time, effort, skills and experience to the employer in return for certain benefits,
including pay.

Yet the relationship contains other facets and can be seen from other perspectives.
Thus it can be seen in terms of the relative power between the two parties – for exam-
ple, the employer is often viewed as holding the balance of power. In addition to this
perspective, the employee will have his or her own abilities, personality, intelligence
level and social background. All these elements will influence behaviour at work.
Similarly for the employer, either as an owner manager or as a manager representing the
employer (and thus an employee also), and from such considerations we can begin to
see the importance of understanding these different influences on behaviour at work
(see Figure 2.1).

Unfortunately for employers, human nature is highly complex and individual; no one
person has the same make-up of social perceptions, social origins, personality, intelligence
and attitudes. This chapter will examine all these factors and draw conclusions about some
of the ways employers can use this understanding to improve their people management.
The critical individual differences of motivation, job satisfaction and potential to lead will
be discussed in Chapter 3. The links between individual learning, training and develop-
ment, and performance will be examined in Chapter 4. It is all these variable factors, and
more, that cause individual behaviours. The difficulty for managers is not only under-
standing them in isolation, but also seeing how they all interact uniquely for every organi-
zational participant.

The sources of human behaviour have been argued over by theorists for centuries. The
debate still rages whether human personality and intelligence in particular are determined
by a unique genetic structure inherited from parents (the biological source or origins in
‘nature’), or by the situational upbringing of the individual (the sociological source or ori-
gins in ‘nurture’). Furthermore, whichever source of behaviour you subscribe to, there is
also the well-documented evidence that as society develops so do individuals in terms of
their psychological make-up (see Figure 2.1).

Chapter
introduction
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2.1 Social perception

In this section you will:

● Examine the link between visual and social perception
● Identify the sources, structure and behaviours of individual perceptual frames of refer-

ence, intelligence and personality
● Examine ways in which they can be measured and evaluated to provide information for

the management of people.

2.1.1 Introduction

A father and his son were driving to a ball game when their car stalled on the railroad

tracks. In the distance a train whistle blew a warning. Frantically the father tried to start

the engine, but in his panic he couldn’t turn the key, and the onrushing train hit the car. An

ambulance sped to the scene and picked them up. On the way to the hospital, the father

died. The son was still alive, but his condition was very serious, and he needed immediate

surgery. The moment they arrived at the hospital, he was wheeled into an emergency

operating room, and the surgeon came in, expecting a routine case. However, on seeing the

boy, the surgeon blanched and muttered, ‘I can’t operate on this boy – he’s my son’.4

What do you make of this grim riddle? It is common for people to take at least a few
minutes before they get the answer. Is the surgeon the boy’s real father and the driver the
adopted father, or the father a priest? The answer is that the surgeon is the boy’s mother.

Section
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Figure 2.1. Individual differences and behaviour.
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As Hofstadter points out, the social assumption about the surgeon is made in ‘default’ –
that is, a solution to a problem or the most plausible assumption about a situation or per-
son is arrived at automatically based on our expectations. These will be determined by what
life has taught us to expect so that a ‘frame of reference’ is constructed by which we judge
the people and things around us. The same process of ‘perception’ applies to visual per-
ception. Look at Figures 2.2–2.4. What do you see?

An assessment of what is seen in the figures will vary according to whether you looked
at the prominent figure or the background in Figures 2.2 and 2.3. Both can be interchanged
so that in Figure 2.2 you see an obscured disc or a funny-shaped face; in Figure 2.3 you see
a vase or two faces. We are only capable of seeing one answer to a problem in isolation,
just as we only see one shape. In Figure 2.4, do you see a beautiful young woman dressed
in Edwardian style wearing a ‘choker’, or an old woman with a hooked nose and wearing
a shawl? These ideas are based on the German Gestalt school of learning and psychologi-
cal development, the word Gestalt meaning ‘whole’ or ‘form’. It is indeed easier for us to
group things together to form a pattern according to their key characteristics, and to group
information into patterns so that we can more easily make sense of them.

What has this to do with people management? In the same way that we perceive visual
data or a story or information associated with a problem, we similarly perceive people with
whom we interact. Social perception is a dynamic and interactive process which we are all
subject to on an involuntary basis; it is not a skill, but a psychological process. Skill is
involved where we must discover the truth behind a situation or the appearance of an indi-
vidual. Every minute of each day of our lives, our senses are bombarded with thousands of
pieces of information from the words spoken to us, what is right or wrong, the time, the
environment, instructions and so on. A lot of this information is received by more than one
sensory organ – for example a conversation with someone is detected and interpreted by
hearing, vision and possibly touch or smell. We can only make sense of this mass of infor-
mation by using previous knowledge of similar situations or of people in order mentally to
organize the incoming data and thus respond appropriately. Something that is new or
unique stands out and attracts our attention, but anything that is familiar will be catagorized
in accordance with previous perceptions of the same or similar situations or people. As with
Figures 2.2 and 2.3, we will identify and perceive the primary shape first and then look for
the detail to substantiate our initial perception (primacy effect).

Thus, by default we can misperceive the situation or the person, just as we assumed the
injured boy’s father was the surgeon because we assumed a surgeon would also be a man
and not a woman.
In the light of what we already know about social perception, what key functions of people
management could be affected by the process?Exercise

Figure 2.2. What do you see (1)?
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● Recruitment and selection, particularly interviews
● Performance appraisal or pay review interviews and decisions – for example, the most

recent behaviour which the appraiser has observed will taint the objectivity of the
appraisal interview (recency effect)

● Disciplinary or grievance interviews and decisions
● Equal opportunities and discrimination
● Training and development – for example about roles and levels of trainability of trainees.

Feedback

Figure 2.3. What do you see (2)?

Figure 2.4. What do you see (3)?
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Figure 2.5. The individual’s perceptual framework by which all other persons and situations will

be judged.

2.1.2 The influences on the individual’s social perception

These influences are summarized in Figure 2.5. The importance of cultural differences and
upbringing can be demonstrated in the Muller–Lyer illusion (Figure 2.6). Segall et al.5

showed that those brought up in a Western culture perceived the top line to be shorter than
the bottom one, but those such as African tribespeople whose culture was not rich in
straight lines and right-angles saw the two lines to be equal in length.

2.1.3 Stereotyping

The most powerful influence which social perception can have in the workplace is through
our inclination to stereotype others. The perceptual framework that we establish as we
mature is used as a benchmark against which we evaluate everything else. According to
Taguiri,6 stereotyping is ‘the general inclination to place a person in categories according
to some easily and quickly identifiable characteristics such as age, sex, ethnic membership
and then to attribute to them qualities believed to be typical of members of that category’.

Our perceptions lead us towards creating stereotypical images that we find psychologi-
cally comfortable. By this process we can easily over- or underestimate individual and
intergroup differences. Clues will be looked for in the person(s) with whom we are in con-
tact to see if they conform to our own frame of reference. These can be typified as ‘role
signs’, and can include colour of skin, gender, age, accent as well as colour of hair, style of
attire, facial hair, school background, or height and size. Some role signs we may interpret
negatively, others positively, but psychologically we will place the person in a ‘pigeon
hole’. The greater the conformity to our own frame of reference, the greater the likelihood
that we will identify with that person favourably. The opposite is also true, and we may
attribute to that person a whole personality because he or she fits the frame of reference of
someone from the past who looked similar. Research shows that poorly prepared
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interviewers can decide in less than four minutes on the acceptance or rejection of
candidates by comparing them to his or her frame of reference of the ideal candidate. The
MD in our opening case study seems to have fallen into the same trap. Selective perception
is linked to Thorndike’s7 identification of the ‘halo’ and ‘horns’ effect. Small pieces of
information of either a positive (halo) or negative (horns) nature can determine whether or
not we identify with that individual. Combined with our attitudes this can lead to holding
a prejudice and subsequently unlawfully and unfairly discriminating against someone.

2.1.4 Attribution theory

Essentially this is concerned with our search for rules to explain behaviour. Heider8 sug-
gests that there are two types of attribution: dispositional and situational. In dispositional
attribution we attribute behaviour to the personal make-up of the individual, whereas situ-
ational attribution is where behaviour will be attributed to external factors. To illustrate the
usefulness of this process for managers, the three categories of attribution evaluation must
also be taken into account:

1. Consensus – the extent to which people in the same situation behave identically
2. Consistency – the extent to which the individual behaves in the same way over a period

of time
3. Distinctiveness – the extent to which the individual behaves in the same way in differ-

ent situations over a period of time.

In this section we have introduced the important concept of social perception – a psycho-
logical process influenced by social learning and upbringing which accounts for why
human beings see each other in the way they do. Not only does this help to explain subse-
quent human behaviour, it also raises questions about avoiding inappropriate or inaccurate
perception of others, and equipping ourselves with the skills and techniques to overcome
the subjectivity involved. The task to ensure that objectivity is paramount in human rela-
tions is the subject of the issues discussed in Chapters 3 and 4, but we now turn to other
individual differences that also affect human behaviour.

Read the following scenario and decide whether the manager would attribute A’s behaviour
to disposition or the situation.

Employee A is late for work in the morning, but all other employees have good time-
keeping (low consensus). A is regularly late for work nearly every morning (high consis-
tency). A is also late returning from lunch and for internal meetings (low distinctiveness).

It would be reasonable to attribute this behaviour to A’s disposition, about which the man-
ager can take remedial action to solve the problem.Feedback

Exercise

Summary

Figure 2.6. The Muller–Lyer illusion.
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2.2 Personality

In this section you will:

● Examine the various theories of personality
● Identify the applications of personality measurement through questionnaires
● Identify the characteristics of personality questionnaires.

2.2.1 Introduction

Personality: the psychological qualities that influence an individual’s characteristic

behaviour patterns in a stable and distinctive manner.

(Buchanan and Huczynski, 2004)9

This definition summarizes the complex interaction of beliefs, thoughts and behaviour
that typify how individuals are perceived by others and by themselves. The individual’s
behaviour can then be classified according to style, such as ‘outgoing’ or ‘inward looking’.
Our personality, as the learned Professor Hans Eysenck10 has noted, is unique to each one
of us, and when combined with other attributes such as intelligence leads to measurable
performance in work. The key reason for studying personality is that if one accepts that it
can be defined and measured, then employee personality, the organization and jobs can be
matched to acquire a good ‘fit’.

Indeed, personality can strongly influence good or bad work performance, including the
critical ability to work successfully alongside and with other people. With the growth of
teamwork, changing work pressures and systems, workplace stress, and the importance of
leadership, the personality of managers is also of concern to employers.

Our difficulty is that a great deal of contention exists about the nature of personality and
ways in which it can be evaluated. Most people use adjectives to describe personality accord-
ing to stereotypical traits, such as ‘lazy’, ‘fastidious’, ‘cheerful’ and so on. We tend to ‘clus-
ter’ aspects of a personality by referring to an easily identifiable pattern or ‘type’ that
depends on crude physical, racial as well as behavioural characteristics, such as ‘women
with blonde hair are dumb’, ‘fat people are jolly’, ‘foreigners are untrustworthy’, and so on.

2.2.2 Development of personality

Most accept that personality is formed by a combination of what is inherited (origins in
‘nature’), and environment, upbringing and social experiences (origins in nurture):

● Nature: heredity (genetic inheritance), determines physical characteristics, special abil-
ities (intelligence) and emotional reactivity

● Nurture: environmental, exposure to unique family experiences, culture (e.g. gender
roles and societal role models), values, traumatic events

● Maturation: socialization (peer groups, work colleagues and early adult experiences).

2.2.3 Theories of personality

Theories of personality can be divided into two main approaches: idiographic and nomothetic.

Idiographic (individualistic)

This involves studying people in their own right and the ways in which they function.
Idiographic literally means self-report. Vernon has termed these intuitive or subjective

Section
objectives



theories because they involve compiling a profile of the individual, which records his or her
individual traits. Personality, as well as being an inherited function, is also one derived from
the way people are treated. Through this social process we develop an understanding about
ourselves.11

In the same category as idiographic is the humanistic theory of personality. This empha-
sizes the positive nature of ‘human beings’ and ‘self-actualization’, proponents being
Abraham Maslow and Carl Rogers. The latter developed the ‘self-theory’ derived from
client-centred therapy (Figure 2.7). It is constructed by:

1. Self: a person evaluates every experience in relation to his or her self-concept, and wants
to behave in ways consistent with their self-image (that is, the image portrayed to oth-
ers. Self-concepts include:
● how we perceive ourselves including evaluations of the ‘looking-glass self’
● the image we feel others have of us (what people think of us) and what we believe

others expect of us
● how we expect to be seen
● actual experiences (interactions with others with whom we identify).

2. Self-esteem. This is the degree to which we like or dislike ourselves.
3. Ideal self. This is what the individual would like to be.

The closer the ideal self is to the real self, the more fulfilled is the individual. People’s
innate motivation towards personal growth and happiness is the rationale for Rogers’ the-
ory. Individuals can come to terms with their true self and the expectations of others. The
difficulty in applying this theory to work environments is that exercising one’s own pre-
ferred personal characteristics to obtain a personally harmonious self-concept is seldom, if
ever, permitted in work organizations, where behaviour is prescribed. Indeed, one of the
themes of this book is that it can be argued that the workplace and work systems often exert
control over the individual to conform to specified norms of behaviour.
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Individual self-concept

How we perceive
ourselves

The expectations
of ourselves

The personal
‘self’

(needs, perceptions,
attitudes)

The social
‘self’

(outward appearance
to others)

The expectations
we believe others

have of us

The way we believe
others perceive

us

The ‘looking
glass’

Self-esteem

Figure 2.7. Roger’s theory of self-concept.
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Type:  example:  INTROVERSION

Persistence Rigidity Shyness, etc.TRAIT:

(Characteristic
response which

is permanent
and consistent)

Habitual:
response

cluster

HRC
e.g.:

Relationships

HRC
e.g.:

Tasks

HRC
e.g.:

Problems
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Figure 2.8. Eysenck’s hierarchical theory of personality.

Nomothetic (law giving)

By this approach human personality can be ordered into patterns to allow comparison with
those of others. Vernon calls them ‘inferential theories’ because through scientific, objec-
tive analysis, inferences can be made about personality and ordered into traits using factor
analysis. This approach argues that personality probably has a hereditary basis and can be
determined by stable characteristics.

The most widely accepted theory is that based on personality traits. There is an assump-
tion that personality can be described by a number of continuous dimensions or scales, each
representing a trait, such as ‘emotional stability’, ‘aggressiveness’ or ‘creativity’. A trait
refers to any observable human characteristic in which one individual differs from another
in a relatively permanent and characteristic way. The factor analysis is used to determine
basic traits and determine ways of measuring them.

The so-called ‘father’ of the modern study of personality is Hans Eysenck, who devel-
oped a ‘hierarchical’ approach to the subject (summarized in Figure 2.8).

Personality types separate into two dimensions: extrovertism (outgoing)–introvertism
(reserved and inward-looking), and neuroticism (instability)–stability (easy with people
and adaptable). There is interdependence between these dimensions so that in reality it will
be difficult to find someone who is wholly an extrovert, for example.

You will see from Figures 2.8 and 2.9 that personality traits tend to ‘cluster’ together
normally in a compatible way. For example, someone who is impulsive is also likely
to be sociable and enjoy taking risks. It is unlikely that the controlled, inhibited per-
son will also like the continuous company of people. These clusters are shown in
Figure 2.10 (see p. 48).

2.2.4 The ‘big five’ personality dimensions

Research into how traits cluster together has led to what is known as the ‘big five’ person-
ality dimensions.12,13. The big five are headings under which traits cluster:
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Extrovert (E)

Introvert (I)

(S) Stable
Neurotic (N)
(unstable)

Sociable (E)

High self-esteem (S)

Impulsive (E)

Low self-esteem (N)

Happy (S)

Unsocial (I)

Inhibited (I)

Guilty – anxious (N)

Figure 2.9. Eysenck’s structure of human personality.

1. Openness
2. Conscientiousness
3. Extraversion
4. Agreeableness
5. Neuroticism.

Taking the second of these as an example, the traits relating to conscientiousness (compe-
tence, order, dutifulness, achievement, striving, self-discipline, deliberation) run from
‘focused’ to ‘flexible’. It is argued that focused (termed C+) traits are useful for leaders,
senior executives and other high achievers. Flexible (C−) traits are useful for researchers,
detectives and management consultants.

This suggests that certain traits will lead to success in particular occupations. However,
reviews of recent research have concluded that the relationship between personality and
performance is not so straightforward.9

2.2.5 Measuring personality

The first point to make is that the methods should not be described as ‘tests’, because a test
implies a right or a wrong answer. Individual personality is unique, and each of us will have our
own personality profile; it may be inappropriate for a particular organization or type of work,
but that is not saying it is ‘wrong’. For this reason, the term ‘questionnaire’ should be used.
Two principal methods of profiling personality can be employed:

● Rating scales based on observable behaviour by a rater, but subject to over-generaliza-
tions, subjectivity and bias

● Personality inventories, which are very widely used in employee selection and develop-
ment. They require the ‘subject’ to answer a series of related questions that are designed
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Lack of autonomy Anxiety
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Inactivity Carefulness

Control

Rigidity

Inhibition

Responsibility

Reflectiveness/thinker

Traits of the introvert

Unsociability
prefers own
company or
of a few people

Figure 2.10. Clusters of personality traits (Eysenck, after C. J. Jung).

to generate a spontaneous response which truly reflects preferences for behaviour in a
number of given scenarios. The profile of each ‘subject’ can be compared with all others.
For this reason, completion of this ‘paper and pencil’ questionnaire must be within a
strict timetable and under controlled conditions. The results, once collated and evaluated,
can be scored to give a profile of personality traits, and thus enable a prospective
employer to typify the personality of the subject. Many are based on the work of



Eysenck and more recently Cattell, who identified twenty-one and sixteen personality
factors (traits) respectively. Cattell distinguished between source traits, which are at the
root of observed behaviour, and surface traits, which are superficial and detectable pat-
terns of behaviour having their origins in source traits.

Look at Figure 2.10. Neuroticism as defined by Eysenck would be a surface trait for Cattell,
and the qualities that make neuroticism (e.g. emotional instability, terseness, timidity, etc.)
would be source traits. However, not all of Cattell’s sixteen factors ‘compress’ to give ‘E’
and ‘N’ dimensions.

Judge for yourself whether you are an introvert or extrovert. Answer ‘yes’ or ‘no’ to the
questions in Figure 2.11. Work quickly, do not hesitate in answering and be honest!

Answering ‘yes’ to questions 1, 2, 4, 5, 6, 7, 10, 11, 12, 17, 19, 20, 21, 22 and 23 indicates
that you are more extrovert than introvert. Answering ‘yes’ to questions 3, 8, 9, 13, 14, 15,
16, 18 indicates you are more introvert than extrovert. The position is reversed if you
answered ‘no’ to any of these questions.

Similar questionnaires include the extensively used and popular battery of methods
used by the consultancy Saville and Holdsworth, the Personal Style Inventory used for
competency-based selection and development produced by Hogan and Champagne (1979),

Feedback

Exercise
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1   Do you long for excitement?

2   Are you usually carefree?

3   Do you stop and think things over before doing anything?

4   Do you generally do and say things quickly without stopping to think?

5   Would you do almost anything for a bet?

6   Do you do things on the spur of the moment?

7   Do you like going out a lot?

8   Generally do you prefer reading to meeting people?

9   Do you prefer to have a few but special friends?

10   When people shout at you, do you shout back?

11   Can you usually let yourself go, and enjoy yourself at a lively party?

12   Do other people think of you as being lively?

13   Are you mostly quiet when you are with other people?

14   If there is something you want to know about would you rather
       look it up in a book than talk to someone about it?

15   Do you like the kind of work that requires attention to detail?

16   Do you hate being with a crowd who play jokes on one another?

17   Do you like doing things in which you have to act quickly?

18   Are you slow and unhurried in the way you move?

19   Do you like talking to people so much that you never miss a
       chance of talking to a stranger?

20   Would you be very unhappy if you could not see lots of people
       most of the time?

21   Would you say that you were fairly self-confident?

22   Can you easily get some life into a rather dull party?

23   Do you like playing jokes on others?

Yes No

Figure 2.11. Personality type exercise – introvert or extrovert?
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and the Myers–Briggs Type Indicator widely used in the USA. The dimensions used in the
latter are:

Extrovert or Introvert (E or I)
Sensing or Intuitive (S or N)
Thinking or Feeling (T or F)
Perceiving or Judging (P or J).

The results are collated into sixteen personality types. For example, ISTP would indicate
the individual is a careful, logical thinker who can successfully apply this to real-life situ-
ations, but may over-concentrate on one thing at a time.

2.2.6 Personality theory applied to people management

The ability to predict how an individual will respond to a whole range of situations in the
workplace is a powerful resource, and it is hardly surprising that employers have put so
much effort (and trust) in techniques to profile personality and subsequent behaviours.
Some of these behaviours will be long term in their effect, such as in relation to leadership,
management of employees, dealing with customers, generating ideas or handling stress.
Others will be of short-term importance – e.g. can they handle an emergency or a crisis?

The growth of management systems (such as human resource management) that empha-
size commitment, loyalty, teamwork and quality require a personality ‘fit’ with job, fellow-
workers and organizational systems. This is particularly important where the employer is
constructing a strong culture that requires conformity to certain patterns of values, beliefs
and behaviour.

The nomothetic approach to typifying personality naturally appeals to employers
because it emphasizes the relative stability and possible measurement of personality. There
would be little point in evaluating someone’s personality if it were constantly changing.

Specific applications of personality to work situations

1. Health and safety. The Health and Safety Executive has reported that personality traits
are connected with workplace accidents.15 Extroverts who are too confident are just as
equally likely to cause accidents as are neurotics, who are indecisive and can make un-
intentional errors. The emphasis should be on carefully matching the individual to the
risk situation. For example, in one situation strict adherence to the rules may be the
safest approach, but in other situations a flexible approach could be the best.

2. Authoritarianism. This person is likely to have personality traits that include deference
to others in authority, intellectual rigidity, and exploitative and superior behaviour to
‘subordinates’. Inflexibility is another likely trait, as well as a strict adherence to orders.
Clearly the organization and work should match this type of person, but the risk is that
of being coupled with other personality traits such as inflexibility in the face of new
ideas or knowledge (dogmatism), and certain attitudes can lead to bullying.

3. Risk propensity. The greater the strength of a trait for taking risks, the greater will be this
individual’s enjoyment of working in a volatile environment requiring quick decision-mak-
ing. Clearly, this would suit some employers in financial dealing, selling or entrepreneurial
jobs, but not in those where careful adherence to details, rules and systems is necessary.

4. Working in teams. Team role theory argues that people contribute to teams in two
ways: they perform functional and team roles. The former relate to technical or special-
ist expertise, ‘whereas team roles relate to the type of contribution that they can make
to the internal workings of teams’.16 These roles and Belbin’s typology are fully
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discussed in section 5.4.15. However, as Tony Manning (in a report for ACAS) shows,
team role theory does not adequately provide a framework for individual personality. He
has argued that the so-called ‘Big Five’ model of personality can provide that frame-
work linked to the Belbin roles (see section 5.4.15):

● openness versus closure to learning from new experiences – the former is required in
the coordinator, shaper, plant resource investigator and monitor–evaluator.

● conscientiousness versus spontaneous – the conscientious worker will prefer struc-
ture and order, and is best suited to coordinating, implementing ideas, occupying a
team worker role, and monitoring–evaluating.

● extroversion versus introversion – extroverts will involve themselves in coordinating
team activities, influencing and shaping the actions of team members, and investigat-
ing resources for the team (if necessary with a network of connections); introverts are
much more likely to be team workers who conscientiously ensure the functions of the
team are completed.

● agreeableness (tender or tough-minded) –those who are tender-minded will be con-
scientious and anxious to have the team’s work completed according to specification.
Also, this is true of those who put ideas into practice. The tough-minded are better
suited to being coordinators, shapers, innovators of ideas, resource investigators, and
monitors and evaluators of the team’s performance.

● anxiety versus stability – the emotional nature of the anxious person means that he or
she is suited to the role of the completer–finisher and team worker, and to some extent
the resource investigator because of the desire to contribute and complete the work of
the team. Stability translates into resilience in the face of pressure, and for this rea-
son such people are suited to being a coordinator, shaper, resource investigator and,
partly, a monitor–evaluator.

All of the above are directly relevant to leadership types/styles, discussed in sections 3.1
and 5.4.

The assessment of personality has been systematically undertaken since the First World
War, when it was used to predict the behaviour of officers in the front line. The same ration-
ale is behind employers’ desire to profile the personality of job candidates today: Will indi-
viduals ‘fit’, and will their personality help or hinder them to provide high-quality,
consistent performance? In this section we have examined the theoretical framework of
human personality, covering definitions, theoretical approaches to categorization and meas-
urement. We have also examined several personality-related issues for the selection, pro-
motion and roles of individuals at work. It must be emphasized that despite massive
research and evidence on the subject, controversy still continues about the efficacy of meas-
uring personality and the application of results to people management. Performance at
work is the product of the individual’s motivation, the quality of leadership and the type of
work available, but also of other individual factors such as intelligence and attitudes, and
the preferences for learning to be discussed in Chapter 4.

2.3 Intelligence – attainment, abilities
and aptitudes

Definition:

It seems to us that in intelligence there is a fundamental faculty, the alteration or the

lack of which is of the utmost importance for practical life. This faculty is judgement,

Summary
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otherwise called good sense, practical sense, initiative, the faculty of adapting one’s

self to circumstances. To judge well, to comprehend well, to reason well, these are the

essential activities of intelligence.

(Binet and Simon, 1905)17

In this section you will:

● Explore the meaning of intelligence and the numerous controversies surrounding the
subject

● Examine the meaning of human intelligence
● Identify methods of intelligence testing in the workplace.

2.3.1 Introduction

Underlying definitions such as the above is the acceptance that intelligence is a ‘cognitive’
faculty – that is, a function of the brain which permits individuals to think logically and
rationally, to reason new solutions to new problems based on previous knowledge.
However, at this point there remains disagreement about how intelligence can be catego-
rized or measured.

First, there is the practical difference between attainment and ability. The former can be
measured fairly easily because it evaluates what someone can already do or that which they
already know. Traditional educational exams are the common method to measure attain-
ment. The difficulty for employers is whether someone with a body of knowledge or skill
can apply it successfully in the workplace. This is proven application of that knowledge or
skill. Practical and applied tests can be used to evaluate ability.

Second, a sharper difference exists between ability and aptitude. The latter includes hav-
ing the potential to learn, develop and apply skill/knowledge in the future. Tests have also
been developed to measure this faculty, but have generated controversy for their theoretical
basis and application, such as the eleven-plus test.

The third difference of opinion concerns the nature of intelligence. The view of
Spearman (1904)18 was that all individuals possess a general intelligence factor (‘g’) in
varying amounts. This enables a person to succeed at a wide variety of tasks, but which also
includes some special abilities. Burt and Vernon (1950–1970)19 developed this notion by
identifying a range of independent specific mental abilities (ISMA), such as:

● Verbal abilities
– comprehension
– writing
– articulation
– reasoning.

A contrary view was developed by Thurstone (1938),20 who argued that intelligence could

be broken down into a number of primary mental abilities (PMAs) such as:

● Spatial
● Perceptual speed
● Number facility
● Verbal comprehension
● Word fluency
● Memory
● Inductive reasoning.

Section
objectives



However, further research has shown that there are links between these variables, giving
some support for the notion of a general level of intelligence. Some, such as Gardner
(1983),21 argue there is no such thing as one type of intelligence, but six, each dependent
on one another:

1. Linguistic
2. Logical–mathematical
3. Spatial
4. Musical
5. Bodily kinaesthetic
6. Personal.

In Western society the first three tend to be highly valued, but Gardner suggests that a
broader view of intelligence would be beneficial.

Fourth, and the most controversial, is the source of intelligence. Is it inherited from par-
ents (nature) or is it a product of our environment and upbringing (nurture)? Most aca-
demics now agree that some aspects of intelligence are inherited, but opinions differ on the
relative contributions. Numerous studies have compared the intelligence of twins separated
at birth, the effect of diet, emotional trauma and parental protection, with varying results.
Research does seem to show that an inclination towards leadership in adult life is connected
with a disrupted or traumatic childhood, such as the death of a parent.

Finally, there is the disputed question over the existence of our quotient of ‘emotional
intelligence’ (EQ) raised by Goleman.22,23 The essence of EQ is that modern organizations
are placing greater pressure on their managers to make the correct decisions and so emo-
tions must not only adapt to the environment but also be used for organizational purposes.
Crucially, the ability to think clearly to make the decisions is equally due to our cognitive
skills as it is to our emotions. This concept links firmly with the competency framework
discussed in Chapter 4. EQ can, therefore, be of greater importance to organizations than
the ‘hard’ technical skills required in many jobs.

Emotions seem an unpredictable and nebulous source of decision-making, but it is the
focused ability to apply them that is the key. Human emotions are the source of individual
initiative and creativity. Rather than acting as a counterweight to sound, rational judge-
ments, leading neurosurgeons believe they can stimulate exact thinking and appropriate
judgements. According to Goleman, the main components of EQ are:

● Self-awareness
● Emotional management
● Self-motivation
● Empathy
● Managing relationships
● Communication skills
● Personal style of interaction with others.

These components are also assessed in the context of leadership in Chapter 3. Self-aware-
ness and control, arguably, are the most important. Goleman argues that without these the
ability to manage relationships is undermined. More recently Goleman has refined the com-
ponents listed above into four ‘domains’, each of which builds upon the former: self-aware-
ness, self-management, social awareness and relationships management. These are key to
understanding both oneself and others, thus enabling one to do what is appropriate in any
given situation.

Dulewicz and Higgs24 have demonstrated that evidence exists to support Goleman’s con-
tention. More importantly, perhaps, there are valid and reliable means of measuring EQ.
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The implications are profound for developing the managerial competencies and leadership
discussed in Chapters 4 and 3 respectively.

2.3.2 Intelligence tests

The requirements of an effective test are the same as those discussed for personality, and
are fully discussed in section 4.2. The first and most commonly used is based on the work
of Binet (1881) and Stanford and Terman (1986).25 Binet’s original measurement was based
on the proposition that a ‘dull’ child was like a ‘normal’ child except ‘retarded’ in mental
growth, so in a comparative test the ‘dull’ child would perform like a ‘normal’ but younger
child. A scale of mental age was constructed by comparing the child’s mental age (MA) to
the child’s chronological age (CA). Terman’s work produced an age-graded test. A child’s
mental age could be evaluated by examining the number of questions answered success-
fully at each age level. By this method an index of intelligence – the intelligence quotient
(IQ) – could be established; so:

IQ = (MA/CA) × 100 = (an IQ of 90–110 would be a normal distribution score)

Wechsler intelligence test

This test is now extensively used for verbal reasoning and timed performance. Example
questions are:

Verbal: comprehension What is the advantage of having a health and safety policy?

Digit span The numbers 7–5–6–3–9 are repeated backwards to test memory

Performance: picture The missing part of an incomplete picture must be identified and 

completion named; this will test visual alertness

Work sample tests

General intelligence tests can be used to evaluate reasoning, analytical ability, decision
making, or specific abilities such as problem solving. Batteries of tests can be used to eval-
uate all aspects of intelligence, but the most commonly used in employee selection are the
verbal reasoning and numerical ability tests. (Learning is examined in Chapter 4.)

In this section we have examined the unique differences between people’s social per-
ception frames of reference, intelligence and personality. By measuring and evaluating
these functions of an individual’s psychological make-up, organizations can take steps
to carefully select, manage, develop and predict behaviours. As we will see from section
5.4, this can be extended to managing people in groups, and in Chapter 4 we apply this
knowledge to the construction of people management systems and techniques.

2.4 Attitudes

It’s not the ability to do the job that counts, it’s whether they’ve got the right attitude.

(Supervisor in a car factory)

Summary



Individual Differences 55

In this section you will:

● Examine the definition, formation and outcomes of attitudes
● Identify the link between attitudes and prejudice and discrimination
● Examine the process of attitude change and measurement
● Identify some of the trends connecting attitudes and work.

2.4.1 Introduction

It is impossible directly to observe someone’s attitudes, yet they play an increasingly criti-
cal part in the job selection, promotion and development processes. Employers enthusias-
tically seek job candidates who will have the ‘right attitude’ to the organization and the job.
With the appropriate attitude, some will argue, they can be developed, nurtured and
moulded into the ideal employee.

What is an attitude? It can be said to have a number of properties:

● It is a disposition towards other persons, inanimate objects or ideas or abstract concepts,
that is, a mixture of feelings, knowledge and a predisposition to behave in a certain way
towards them if given the opportunity to do so.

● It is relatively permanent. As we will see, our attitudes are based on our individual value
system; this is not something that can be changed easily, but is rooted in the essential
way we see the world around us.

● An attitude can be positive or negative, and we may attribute attitudes to other people.
For example, employees who scrupulously take their allotted lunch break of one hour to
the full may be perceived by their manager to have a ‘negative attitude’ to their work.
Alternatively, the attitude of someone to those of the same political persuasion may be a
positive one.

● Attitudes permit people to construct an orderly framework of recognition and behaviour
based on the life-standards determined by their central values.

The first of these properties could be translated into three sequential statements:

1. ‘What I know’ (or rather what I think I know) – that is, our cognitive beliefs, which are
rational and logical to us, about someone or something

2. ‘What I feel’ – that is, my positive or negative feelings about someone or something (an
affectation)

3. ‘How I will act’ – a predisposition to behave towards someone or something.
(Based on the work of Kelvin, 1970)26

2.4.2 Formation of attitudes

There are two principal formative influences:

1. Explicit or social learning. We have seen from section 2.1 that the interaction we enjoy
with others such as parents, siblings, adults and teachers has enormous impact on us.
Through their praise and acceptance or criticism and punishment (reinforcement) we
learn which sets of behaviours and beliefs are to be adopted and those that should be
rejected. As a way of adapting to this learning environment, children will copy and so
identify with their parents’ values and day-to-day behaviour. These values are general
beliefs about our world and the standards by which we behave.

2. Social influence. From the association with others throughout our life we comply with
or conform to prevailing attitudes. This is particularly true when we are subject to the

Section
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• Hostility to parents

• One doting parent
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Figure 2.12. Psychological interactions and processes in the construction of values and attitudes.

influence of groups and at times of change. The strength of influence conveyed by
placing someone in a group or team has been relied upon by a growing number of
employers to nurture an identifiable team ethos, often associated with quality, collabo-
rative work, commitment and loyalty to the organization.

2.4.3 Attitudes and prejudice

Prejudice is a negative attitude towards individuals or groups because of one or more char-
acteristics, such as colour of skin, or accent. The prejudicial attitude will be formed on the
basis of what the individual believes and feels about these people. It will lead to a predis-
position to act towards them in a way that is consistent with the beliefs and feelings.
However, we seldom have the power and the opportunity to put these prejudices into prac-
tice. When we do, it will manifest itself as discrimination. Discrimination amounts to treat-
ing someone less favourably because of some characteristic such as sex, race, colour of
skin, age, education, class, etc.

PREJUDICE + POWER = DISCRIMINATION

There is also a suggested interaction between personality and attitudes in highly preju-
diced people. Work by Lewin (1945)27 and Adorno et al. (1950)28 shows that people who
are highly prejudiced towards groups of people identified by particular characteristics tend
to have authoritarian personalities. Employers can predict the behaviours of this type of
prospective employee through the use of personality questionnaires and attitude measure-
ment (discussed later in this section). Figure 2.12 summarizes the psychological inter-
actions and processes involved with this type of person.

For employers, there are clear implications in evidence of bullying and harassment. The
more introverted is the individual with the authoritarian personality and prejudiced attitude,
the more likely it is that he or she can be conditioned to adopt the values of the dominant
group. This can be witnessed in the behaviour of hooligans, fascist groups and political
extremists. The most infamous historical figure to fit within the biographical details and
process in Figure 2.12 is, of course, Adolf Hitler.



Individual Differences 57

2.4.4 Attitude change

People strive to maintain ‘cognitive consistency’ – that is, a psychological balance between
the three attitudinal elements (beliefs, feelings and actions) and between different attitudes.
Where there is a conflict between these, the individual will experience uncomfortable
psychological tensions. There are two theoretical approaches to understanding these con-
flicts that can assist employers in managing attitude change.

As a means of changing attitudes communication can be successful, but only where it is
persuasive. According to Osgood and Tannenbaum,29 the congruity principle is relevant
where the person is exposed to persuasive communication. It is essential that both the
source of the communication and the message itself are congruent with each other in order
to be persuasive.

Manager (A) has to convince employee (B) that a new system of work (C) must be intro-
duced in order to speed up work outputs. B has a lot of respect for A, but is highly scepti-
cal about C. What factors do you think would get B to take a more positive attitude towards
C?

● It is argued by researchers that the strongest attitude is likely to change the least, so B’s
positive attitude towards A must be capitalized upon.

● Source characteristics: following on from the first point, the credibility, attractiveness,
trustworthiness and expertise of A will be important.

● The characteristics of the message will be important. Where B does not believe in the
message, a two-sided argument, representing the advantages and disadvantages, is more
likely to induce attitude change.

● Other characteristics include the use of ‘loaded’ words – that is, a message that appears
to be neutral, but one in which emotive words are used to identify with the ‘audience’.
This has been a longstanding technique of agitators and revolutionary orators.30

A final point to consider: is attitude change necessary? For many workplace systems and
policies to succeed it is only necessary for there to be compliance. It may not only be
impractical and expensive to try to change attitudes, but also unethical to tamper with
something so deeply part of someone’s personal make-up.

2.4.5 Measuring attitudes

Surveying attitudes provides employers with useful information:

● What the workforce thinks and feels about its work, the workplace, the management
style employed, the rewards offered and other key employee relations information

● Information on the subsequent behaviour of employees in given situations
● How the image and culture of the organization is seen by the workforce
● The types of issues that would be important to employees when managing change.

There is a number of ways to measure attitudes: Structured self-reports or questionnaires

which can systematically assess beliefs and assumptions are the most widely used methods.
All staff surveys and opinion questionnaires are a form of attitude measurement, but some
are anchored against a scale of measurement, such as the Thurstone Scales, the Likert
Scales and the Semantic Differential Scales. All self-reporting is time-consuming and
potentially expensive. As with all measurement techniques, there is room for sampling
error, low response levels, misleading questions, a poor range of questions to sample dif-
ferent attitudes, and inaccurate analysis and classification of results.
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2.4.6 Attitudes and work

No, the office is one thing, and private life is another. When I go into the office , I leave

the Castle behind me, and when I come into the Castle, I leave the office behind me . . .

(Wemmick, clerk to Mr Jaggers, in conversation with Pip, from Charles Dickens’ Great

Expectations)

Many surveys and commentators inform us that attitudes to work are changing.
European Commission-funded research conducted by the University of London in 1998
showed that people aged 18–30 have attitudes towards work which require reciprocal
behaviour by employers.31 The changing nature of work, flexibility, temporary careers, the
risk of redundancy and the long working hours culture of the UK are all factors that con-
cern the younger worker. If employers want flexibility and high performance, then workers
want flexible hours to accommodate their lives outside work, and commensurate rewards
too. Indeed, another survey in 2002 into the state of the psychological contract also showed
that younger workers want employers to provide training and development, career oppor-
tunities and skills enhancement, rather than many years of personal stagnation.32

Many respondents to the University of London survey, dissatisfied with the reality or
prospect of long hours, were not prepared to exclude all else in order to deliver perform-
ance in a job that could have a short lifespan. There now seems to be a broad acceptance
of the relative decline of lifelong careers with one employer, but the subsequent insecurity
and demand for peoples’ needs to be reciprocally met by employers is a growing challenge.

However, it is important to remember that there is little evidence to show that employ-
ees’ attitudes bear any relation to their productive output, as opposed to attention to detail,
quality and behaviours. High producers may be just as often dissatisfied with their work-
ing conditions as are low producers, particularly where financial gain is achieved based on
volume, such as in piecework. Obviously, this ‘instrumental’ approach to work coupled
with low morale can result in poor attendance, high turnover and industrial conflict, par-
ticularly when the labour market offers plentiful work.

2.4.7 Attitudes, work and discrimination

Women

The traditional attitude of men to women in the workplace has subordinated women to a
secondary role. The ‘glass ceiling’ discussed in section 13.1.4 is the product of stereotypi-
cal views of women that they are less committed to the organization, will leave to have a
family, can deal with pressure less successfully than men, and may actually threaten the
dominant position of men in the organizational hierarchy. In addition, there is a tendency
in some men to view women in a sexist light, and this can have damaging implications
regarding harassment. Traditionally, women have been segregated into lower-paid jobs with
poorer career structures. The increase in flexible working discussed in Chapter 1 has partly
encouraged this trend by making part-time and temporary working more common. It has,
however, also enabled many women to balance the conflicting roles of employee and child
rearer/homemaker.

People with disabilities

Everybody has a disability in the sense that we have certain functions or tasks that we can-
not perform through lack of bodily function, skill, knowledge and/or opportunity. However,
as we discuss in Section 14.6.1 ‘disability’ has a common legal meaning in the light of
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legislation passed to promote equal opportunities and prevent discrimination in respect of
people with specified ‘medical’ disabilities. After the Second World War the ‘normaliza-
tion’ of the disabled into fully productive roles in society became accepted, but occupa-
tional and societal segregation has remained a reality for many with both physical and
mental impairments. In our discussion of the term ‘intelligence’, the word ‘ability’ is used
to denote the function to develop and apply new skills or knowledge. The risk in using the
word ‘disability’ or ‘disabled’ is that negative assumptions can be made about those for
whom these words would normally apply. People’s traditional social perceptions and atti-
tudes are a strong source of irrational prejudice and discrimination. Where seriously phys-
ically disabled persons may at one time have been excluded from the labour market, the
changing nature of the workplace, technology, home working and aids for the disabled
mean that full integration can and should now be enjoyed.

People from ethnic minorities

The definitions used when discussing black people or those from ethnic groups remain both
wide and controversial. The labour market and legal issues are discussed in Chapters 9 and
14 respectively. What is an undisputed fact is that black people (to use a generic term) suffer
discrimination in society because of the prejudices and the discrimination of those in posi-
tions of power in the workplace. As we examined earlier in this section, the stereotypical per-
ceptions of and attitudes towards black people are often based on misinformation and
negative attitudes held by people who will often reject dissonant information to the contrary.

Age

While the number of people aged between 50 and 65 years in work has risen in recent
years, a significant proportion of those in this age group are excluded from the labour mar-
ket – particularly once they have been made redundant. There seems to be no logical rea-
son for this exclusion other than social attitudes that discriminate against older persons, and
a convenient means of short-listing job candidates. Studies have shown that older workers
are more likely to show stronger commitment to work than younger workers, and have a
lower incidence of absences and turnover. Indeed, many employers recognize that older
workers can be more knowledgeable, experienced and reliable, with good interpersonal
skills, but there is a general perception that they are less adaptable and willing to work
inconvenient hours.33 Forthcoming legislation in this area should help to begin to at least
partly tackle such issues.

You have the task of introducing a no-smoking policy into a company that has many
employees who smoke cigarettes throughout the day. Several have been smoking for a num-
ber of years. The company is keen to encourage a healthier lifestyle in its workforce, and
would like you to try to change attitudes towards smoking. You will also consider simply
imposing a ban in the offices (but not in other parts of the workplace) and disciplining those
who break it. As an inducement, you will offer a £50 bonus to those who can stop smoking
at work. How would the theory of cognitive dissonance apply to your plan of action?

Naturally, you will try persuasive communication using the techniques described earlier in
this section. However, you will also attempt to ‘educate and inform’ the workforce using
some methods which will induce a high fear factor about smoking. On its own this is only
likely to have partial success. Persuasive communication must also be used. It will be nec-
essary first to measure the type and strength of employee attitudes. Thereafter, the attitude
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change must be tackled in an integrated way, with reinforcement carried out over several
months. The reasons are shown in Figure 2.13.

Understanding the importance and elements of peoples’ attitudes at work will heighten
management’s ability to construct appropriate employment strategies and practices. It will
also inform employers about the boundaries of change that can be extended. To obtain true
employee commitment and loyalty in organizations buffeted by volatile markets and
intense competition requires change management that can convince people to adapt,
and if necessary to change attitudes. In this section we have examined those elements of
attitudes and attitude change which employers should understand in order to achieve such
an objective.

Summary
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Twenty-First Century Communications

You are the newly appointed personnel manager for the company (‘21CC’). You have
been asked to address three unrelated problems:

1. The rising number of complaints of sexual harassment including some bullying, some
of which have resulted in losing cases of sex discrimination at the employment tri-
bunal.

2. The drawing-up of a systematic recruitment and selection process with full training
for those involved. Currently, no managers involved in selection have been trained
and they do not have to follow any company procedures when interviewing.

3. The complaints from managers that the quality of all trainees is so poor that they have
to correct almost every piece of work. Appraisal results are poor. The managers want
extra training for all new entrants in this grade and disciplinary action taken against
those who ‘fail to come up to scratch’. In conversations with supervisors you hear
the same story along the lines: ‘Most people in this company don’t have the right
attitude’.

You do not believe these three problems are unrelated, but that they are all linked
to four aspects of human behaviour: social perception, personality, intelligence and
attitudes.
Task:

Under each one of these subheadings, list the issues or points that need to be addressed.

1. Social perception:
● The harassment of female employees may be linked to stereotypical views of male

employees about females.
● Perhaps women are segregated into specific roles in the company which reinforces

stereotypes.
● The lack of recruitment and selection systems and methods is probably resulting in

interviewers applying their own frames of reference to job candidates resulting in
stereotyping.

● This in turn may result in the appointment of managers with sexist views and unsuit-
able trainees, but who conform to the ‘halo’ effect at the point of selection.

● It is also possible that the ‘horns’ effect is operating because managers state that the
work of ‘all’ trainees is unsatisfactory, and that every piece of work requires remedial
work. Is this really true?

2. Personality:
● The personality of some managers involved in the harassment could be authoritarian.
● They could also be dogmatic in type, meaning they will not be open to new ideas

about the dignity of all employees irrespective of sex.
● Personality should be a factor of selection – the use of personality questionnaires

should be considered as an integral part of the new selection system.

Feedback
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3. Intelligence:
● The new selection process requires the use of some form of intelligence test which

is directly relevant to the work involved, such as a verbal or numerical reasoning
test.

● Tests for trainability and potential should be considered, as well as attainment.

4. Attitudes:
● The attitudes of managers, supervisors and other employees with staff responsibil-

ities towards bullying and harassment needs to be assessed and monitored.
Attitudes surveys can be used and training specifically targeted towards attitude
change over a period of time; carefully applied methods to overcome dissonance
must be used.

● An attitudinal profile of high-performing, conscientious employees should be pre-
pared and used as the benchmark for recruiting and selecting new staff. The company
needs employees with the appropriate attitude towards quality and high performance.
This should link with the action taken under points 1–3.

● Unacceptable behaviour and conduct specified in the company’s disciplinary proce-
dures should include that which could be manifest through the spoken word as well
as actions. The behaviour of employees must conform to acceptable standards.
Supervisors should be given training in selecting, leading and changing the behaviour
of employees. (These issues are dealt with in Chapters 3 and 4.)

As we pointed out at the beginning of this chapter, individual behaviour is complex, unique
in sources and pattern to the individual, and therefore difficult to predict. However, under-
standing the individual differences that comprise human behaviour is a highly useful
resource for the people manager. Without that knowledge he or she cannot hope to begin to
understand why workers will behave in the way they do. More importantly, though, man-
agers can use a variety of methods and techniques to observe, measure, evaluate and mon-
itor different aspects of behaviour such as personality, intelligence or attitudes. A battery of
methods is now available for use in selection, promotion, training and advancement. This
knowledge base can only be effectively used in the context of the broad organizational con-
text of work, the way it is organized and its meaning for individuals.
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3 Leadership and

motivation at work

Facing the future

The workplace of the future is a place of great promise. IT communications liberate work-

ers from office hours and locations, enabling everyone to work productively whenever and

wherever they desire. Implemented successfully, the brave new workplace could help the

UK close the productivity gap on its European neighbours, and finally shrug off its long-

hours culture.

However, according to Dr Carsten Srensen of The London School of Economics and

Political Science, realizing this goal will involve significant change in working practices, and,

in particular, in UK management.

Srenson’s report, ‘The Future Role of Trust in Work – The Key Success Factor for Mobile

Productivity’ pulls few punches when it comes to UK management.

‘UK business must invest more in its workforce and redefine the traditional hierarchical

order of command and control to become more productive,’ he writes. ‘Managers need to

learn how to manage and monitor employee performance remotely and efficiently. Put sim-

ply, they need to learn to trust the people who work for them.’

‘One of the key management competencies is to manage output and results as opposed

to managing people and what they’re doing,’ says Peter Thomson, Director of the Future of

Work Forum at Henley Management College. ‘That means setting targets and measure-

ments, and putting in processes that are not reliant on having to stand over people and see-

ing that something is done.’

Research

Thomson will shortly publish his own findings into the state of management skills in the UK.

Like Srensen, his report is part of the ‘Tomorrow’s Work’ research programme launched by

Microsoft in 2003.

‘Managers pay a lot of lip service to empowering employees,’ says Thomson. ‘But if you

look at management practices, they actually work against empowerment.’

One prime example of this is the culture of ‘presenteeism’, which appears to reward the

inefficient worker who has to work overtime to complete a task, while penalizing the effi-

cient worker who finishes at 3 pm and leaves early.

(Selected extract from ‘Facing the future’. Training magazine, 1 February 2005.)



In this chapter you will:

● Examine and analyse different approaches to leadership and management
● Examine and analyse motivation theories
● Evaluate these in the context of changes in the world of work.

Much has been written in the management literature concerning management and leader-
ship and motivation, and there is a plethora of different theories in this area. This chapter
will review these different theories and their possible application. The ‘Facing the future’
article extract above raises issues concerning the need for managers to change their leader-
ship style, away from the traditional command and control.

3.1 Leadership and management

Leadership – the ability to get others to do what they don’t want to do and like it!

(Harry S. Truman, President of the USA 1945–1953)

When the best leader’s work is done the people say . . .‘we did it ourselves’!

(Lao-Tzu, Advisor to the Emperors of China in the fifth century BC)

Leadership – An influencing process aimed at goal achievement.

(Ralph Stogdill, 1950: 3)

Leadership is about having a set of values and believing in them, but it is also having

foresight, knowledge and intuition, especially about people. Leaders cannot expect

others to believe in them if they do not believe in themselves.

(Margaret Malpas, Founder of Malpas Flexible Learning Ltd – the largest provider of

CIPD flexible learning programmes in the UK)

In the twenty-first century, leaders must create an atmosphere in which people believe

in strategy, believe in management decisions, and believe in their work. Once people

believe in management decisions, there is an excitement within the organization. Such

an atmosphere makes an organization prosper. Successful leaders create this sort of

environment both inside and outside the organization.

(Subir Chowdhury, quoted in Mullins, 2005: 280)1

In this section you will:

● Examine and assess different approaches to leadership
● Examine their application to different work situations.

3.1.1 Introduction

Few topics in management theory have received as much attention as leadership, and there-
fore perhaps it is difficult, if not impossible, to define it. The acknowledged expert on the
subject, Warren Bennis, says he has come across over 350 definitions, and the elements that
constitute effective leadership are ‘hazy’.2 However, a glance at the sample of definitions
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used above and in this section will show that there are common factors. They imply getting
people to act in a way without threatening or coercing them; this results in the leader ‘mak-
ing things happen’ as John Harvey-Jones has said.3 This is done by calling upon a range of
personal qualities, competencies and aptitudes to convince people to behave in certain ways
of their own volition. By this route people believe in themselves and the leader, and so will
credit success to themselves as well as the leader. As we will see from the discussion of
motivation theories in the next section, feelings of success motivate people – a feeling of
achievement, recognition, self-development and the opportunity to do even better next time.

Implicit in the definition of leadership is the ability to motivate. As Edgar Schein points
out: ‘any analysis of motivation and human nature inevitably leads to a discussion of how
leaders (or managers) should handle followers’.4 The two can therefore be muddled if we
are not careful. Concentrating on motivation may seem the obvious thing to do, but ask
yourself how many managers you know have attempted to motivate others but, in practice,
have failed? This may be because they do not have the level of self-development and self-
awareness necessary to have acquired and used the appropriate leadership qualities to cre-
ate the optimum work environment that motivates. Supermen and superwomen are not
required, but too few managers in the UK have the training and self-development to lead
effectively. In the USA, greater resources are put into this management discipline than in
the UK.

3.1.2 Are leaders born or made?

This leads us to the question whether leaders can ever be developed, in the face of histori-
cal evidence that many effective leaders seem to be born with innate aptitudes for it? In fact,
it is the list of historical figures such as Churchill, Napoleon and Gandhi who lead us away
from the notion of developed leadership. Most of the historical leaders were male politi-
cians or military people or both, and present a limited basis for analysing modern leader-
ship in early twenty-first century organizations, although those such as Churchill were great
‘situational’ leaders. There are, of course, many examples of female leaders, but they often
have to exercise their leadership qualities in ways dominated by male characteristics.
Examples are Joan of Arc dressing in male armour, Margaret Thatcher being known as the
‘Iron Lady’, and Golda Meir, who was called ‘the best man in my cabinet’ by the Israeli
Prime Minister.

Historical figures do illustrate, however, that certain abilities can typify a so-called
‘strong’ leader:

● Good in a crisis, by directing, leading by example and managing resources.
● Take effective decisions, if necessary under pressure.
● Act consistently with stated views or aims.
● Enjoy credibility with ‘followers’.
● Prepared to defend ‘followers’ and take responsibility for their actions.
● Effectively convey a vision and related objectives. This is different from establishing an

ideology, which is pursued no matter what the consequences will be.
● Communicate a vision effectively and often very simply to construct an attractive image

for ‘followers’. Charles Handy calls this the ‘helicopter factor’ – the ability to take an
overview of the issues or problems, to ‘see the wood from the trees’ and so discern what
is important and what is not.5

● Possess good persuasive communication skills (you will note from Chapter 2 that this
helps change attitudes).

● Possess charisma – more a personality trait than an ability, but nevertheless an effective
source of power to influence. The constituency over which this source of power is
applied must, however, be receptive to the charisma of the leader. Like communicating
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a message, the leader’s personality must stimulate the follower’s conscious as well as
subconscious needs.

● Finally, generate success.

Obviously, leadership operates within the social culture of its times. Nowadays we expect
a more ‘democratic’ style of leadership, and not one where we are deceived, coerced or
simply bribed into following the leader’s diktats.

The argument that leaders are born and not made has led to many research studies that
have attempted to identify the common traits required. However, attempts to identify com-
mon personality or physical and mental characteristics of ‘good’ or ‘successful’ leaders have
met with little success. As Mullins1 points out, the list of traits tends to be very long and
there is lack of agreement as to which are the most important. There is also bound to be sub-
jective judgement involved in determining who is regarded as a ‘good’ or ‘successful’ leader.

3.1.3 Leadership or management?

The resurgence of interest in leadership in the USA in the 1980s arose from its perceived
decline. According to Professor Abraham Zaleznik of Harvard University, the term ‘pro-
fessional manager’ had assumed a pejorative meaning: managers had become absorbed in
what he calls the ‘management mystique’.6 This amounted to a concern with rules,
processes and structures, but ignoring people, ideas and emotions, as well as replacing
direct communication with communication through memoranda or electronic mail.
Zaleznik has explained that managers usually disclaim responsibility whereas leaders
accept it. In doing so, he points to the failure of the 1986 US Challenger space mission due
to an overdeveloped hierarchy of management and dilution of responsibility. As early as
1977 The Harvard Business Review posed the question whether leaders and managers were
different and agreed they are separate entities.

Zaleznik goes on to argue that leadership effectiveness is not pre-ordained, but it can be
developed by exposure of the individual to a number of relevant life experiences. For this
reason, carefully crafted leadership training programmes can be used to develop this poten-
tial in individuals. However, leadership development takes time; it also requires clear lines
to be drawn between leadership and management. John Kotter7 argues that they are dis-
tinctive but complementary; management is about successfully addressing organizational
complexity, whereas leadership is concerned with successfully handling change. As an
example of this interplay, Kotter shows how the same tasks require different actions:7

Core tasks

1. Making decisions on what should be done
● Action required by the manager: use of planning, budgets, and systems
● Action required by the leader: to create a vision and determine the direction and strat-

egy of the required action. A ‘map’ is drawn which can be given to others from which
they will understand what has to be done.

2. Creating networks of relationships to achieve task completion
● Action required by the manager: the structure of organizations are designed with spe-

cific roles for people to fill with a best ‘fit’
● Action required by the leader: communicate with all those people who can both

deliver the vision and block it – empower the former and persuade the latter.
3. Ensuring staff carry out the task as required

● Action required by the manager: monitoring, controlling, supervising, solving-problems
● Action required by the leader: inspiring, convincing, motivating, and enthusing.
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Finally, we must consider the notion that if we have leaders, then by definition there must
exist ‘followers’. Arguably, it is no longer helpful to use the term, and hereafter we will
refer to ‘followers’ as ‘employees’, ‘staff’ or ‘subordinates’. As organizations become
‘flatter’ and work involves specialist knowledge and competencies, leaders may have to
spend large amounts of time acting in response to what their own staff are telling them.
Charles Hampden-Turner argues that the complex cultures created in modern workplaces
no longer necessarily create ‘hierarchial behaviours’ based on the authority of the boss as
‘leader’. Instead we see the growth of the ‘responsibility hierarchy’, whereby employees
are hired and paid to exercise their own judgement.8

A (the boss) is responsible to the shareholders of the company for how well employees B,
C and D perform, and this represents a traditional hierarchical behaviour. However, respon-
sibility may be shown through the boss influencing the working environment, terms and
conditions, including incentives and rewards affecting B, C and D. Hierarchy may take over
when it is the job of A to define and decide what will constitute the work and objectives of
B, C and D. However, responsibility is interwoven into the culture by A seeking B, C and
D’s help in defining what objectives should be met and the best way to achieve them. The
attainment of those objectives can rest with B, C and D, while A will enjoy the achieve-
ment of creating a high-performance culture. In this way, as Hampden-Turner points out,
‘culture stands at the apex of the leader’s responsibility hierarchy’.8

The informal leader

We must be careful not to assume that all leaders in the organization will be given that role
by virtue of their position or resource power. ‘Informal’ leaders may arise because of the
respect and trust of others or the affability of the leader, even though they have little or no
status within the organization. The task of the formal leader is not to depose the informal
one by coercive means, but there are alternatives to dealing with this possible challenge.
First, the formal leader must work at developing his or her own levels of respect and trust
with the employees. Second, the support of the informal leader must be gained by respect
and trust.

In addition to the above, trends to flatter organizational structures and concomitant
devolvement of authority and responsibility have resulted in an increased requirement for
leadership qualities at all levels of organizations.

3.1.4 Style theories of leadership

The essence of this approach is that employees will perform better depending on the
adopted style of their leader. This notion developed as a result of the human relation’s
school of motivation and people management together with democratic values.

The originating work on style was carried out by Lewin, Lippitt and White in 1939, and
despite its shortcomings shows that the same group of people will behave differently
depending upon the style the leader adopts. Essentially, style runs along a continuum from
autocratic to democratic leadership (see Figure 3.1).

Douglas McGregor’s theory X–Y

These extremes are characterized by Douglas McGregor’s theory Y and theory X, the for-
mer typifying democratic leadership and the latter autocratic leadership.9 Behind these
labels is a set of assumptions about how people behave at work:
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● Theory Y assumes people respond better when treated as intelligent adults who desire
responsibility, and will grow into high-performing employees if they are given knowl-
edge, skill and the opportunity to exercise them in the right environment.

● Theory X assumes that people are naturally indolent and uninterested in their work. They
will get away with doing as little as possible unless coerced to do otherwise.

Clearly, this has implications for motivation (discussed in section 3.2), but for leadership
this gives rise to three types of leader:

1. Theory X – Hard. The leader (if that is what this manager can be called) will use
threats and fear as tools to obtain compliance.

2. Theory X – Soft. The leader will use bribes and attempt to ‘sell’ ideas or the need for
work to the workforce. Both ‘soft’ and ‘hard’ attempt to obtain performance by exter-
nal forces to the individual.

3. Theory Y. The leader trusts his or her people to work hard and deliver performance at
agreed levels. To varying degrees, the leader will consult, seek views and be guided by
the employees.

Theory X deeply entrenched itself in organizations throughout the twentieth century and
will be difficult to eliminate in the twenty-first century. There is a lot of evidence to show
that many employees have been conditioned by poor management to conform to the typi-
cal theory X worker, and thereby a vicious cycle of low trust and self-fulfilling prophecy
has been established.

Fleishman’s consideration/task orientation theory

Edwin Fleishman developed the notion of a continuum at the Ohio State University,10 cat-
egorizing leadership by Consideration and Task Orientation:

● Consideration. This leader considers the well-being of his or her employees and is con-
stantly engaged in ways to enhance their self-esteem so that morale can be kept high.
Typically, this leader will be easy to communicate with face to face, be flexible and
adaptable to new ideas from staff, and not use status or authority to characterize his or
her leadership. There are strong links to the human relations school of management.

● Task orientation. This leader is more concerned with the task to be completed, and will
plan, organize and carry out personal decisions to achieve it. Instructions will be issued
to employees to conform with this regime. If necessary, this leader will coerce. There is
no sharing of ideas. This is clearly linked to the theory X and scientific schools of man-
agement. It is sometimes called ‘initiating structure’, because it is the leader who initi-
ates ideas and action, not employees.
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Work by such authors as those above promote the value of participative leadership in
improving organizational effectiveness. Mullins1 points out that attention to the manager’s
style of leadership has come about due to a greater understanding of the needs and expec-
tations of people at work. It has also been influenced by such factors as:

● Increased business competitiveness and recognition of efficient use of human resources
● Changes in the value system of society
● Broader standards of education and training
● Advances in scientific and technical knowledge
● Changes in the nature of work organizations
● The influence of trades unions
● Pressure for greater social responsibility towards employees
● Influence of the European Union, and resultant government legislation.

As Mullins1 argues, all these factors have combined to create increased resistance to purely
autocratic styles of leadership.

The continuum model has been further refined by Tannenbaum and Schmidt at the
University of California11 (see Figure 3.2). At one end of the leadership spectrum the leader
not only withdraws but also does so in a way that allows complete abrogation of leadership
responsibilities so that he or she is subordinate to the collective views and demands of the
employee group.

The stages of leadership involvement

● Tells – the leader alone tells employees what to do. The leader may or may not consider
employees’ feelings, views and sensitivities. Failure to follow instructions will result in
‘punishment’ (similar to theory X).
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● Sells – the leader will still decide what to do without the involvement of others, but will
attempt to ‘persuade’ employees that what they are being instructed to do is a good thing.
There may be a direct or implicit bribe involved.

● Consults – The leader remains the sole decision-maker, but becomes more open to ideas
by explaining the reasons behind the instructions. This may involve the opportunity for
the leader to discuss his or her reasoning and the implications of it. From this, the leader
may formulate a more sophisticated set of instructions.

● Democratic – the views of employees will be taken into consideration before the leader
makes the final decision.

● Joins – here the leader becomes part of the group of employees for the purpose of reach-
ing a decision. The problem is explained to the group and ideas are sought. A range of
alternatives may be given to the leader, who will then select the most appropriate one.

● Withdraws – the leader will define the problem, the constraints and the resources avail-
able to solve it, but the group of employees makes the decision on which option to
choose.

● Laissez-faire – the leader will specify certain limits, but the employee group will assess
and define both problem and solutions, as well as making the final decision on what to
do. The leader will have made it clear that he or she will abide by whatever the group
decides.

The leader–employee relationship may operate on a 1:1 basis as well as with a group of
employees.

Blake and Mouton – managerial grid

Extending the principle of different styles a little further beyond ‘task orientation’ and ‘peo-
ple orientation’ brings us to the point where several stages can be identified in both of these
styles.12 It is clear from Figure 3.3 that it is possible to occupy one of these stages that
includes both styles by reading the grid horizontally and vertically. For example, reading
the grid reference will always begin with the horizontal dimension (concern for the task)
followed by the vertical dimension (concern for people). Thus the grid reference 5.7 would
mean that the leader is only 50 per cent concerned with the task, but more concerned with
the feelings of his or her staff. You will note the descriptions used in all four extremes of
the grid as well as the 5.5 reading. Although the reference 9.9 indicates the perfect leader
who demonstrates a total concern for performance and people, this does not mean that all
other readings are inadequate. The leader’s style may have to be adopted according to the
culture of the organization, and this takes us closer to contingency theories (see also
Chapter 4).

Criticism of style theories

The first difficulty with most of the style theories, except that of Blake and Mouton, is that
they are one-dimensional – they suggest that a leader’s style should be one thing or another,
authoritarian or democratic for example. Second, the question of task accomplishment or
task-centred leaders is not seriously confronted unless in terms of autocracy. The implicit
assumption of human relations approaches to leadership is that a democratic, consultative
approach is better. Research has shown, however, that democratic or person-centred styles
of leadership do not always lead to improvements in productivity and performance. Some
work-oriented leaders who are socially distant from their employees and who are directive
do achieve increases in performance without being coercive where they give clear
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instructions and resources to the workforce. However, person-centred leadership does nor-
mally result in group cohesiveness and group satisfaction. The lesson seems to be that
although leadership styles are helpful to denote a general approach to leading, they are less
helpful in allowing us to understand exactly what can produce a satisfied and productive
group. Functional leadership and contingency theories may help us to understand more
closely how to achieve this.

3.1.5 Functional leadership

Before moving to the traditional contingency approach we need to examine the theory of
the UK researcher in leadership, John Adair.13 Nearly all leadership theorists and exponents
of leadership training come from the USA, where the topic is of enormous importance in
political, business and social terms. One of the few leading experts in the field from the UK
is Adair, who originally taught leadership at the Royal Military College, Sandhurst. He
stresses that leadership is something that individuals must develop within themselves,
through experience and self-reflection as well as training and education. Leadership is
therefore manifest through the application of a number of behavioural traits identified by
Adair:

● Enthusiasm – and the ability to communicate it
● Toughness – this may generate respect, but not always popularity
● Integrity – being committed to a body of values, keeping your word and generating trust
● Fairness – rewards and punishments are meted out according to merit only
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● Warmth – the leader must demonstrate concern for the workforce for whom he or she is
responsible

● Humility – a willingness to listen, take onboard the ideas of others and not believe that
nobody else can ever be right

● Self-confidence – this can become infectious and stimulate others, provided it does not
become arrogance.

Bearing these factors in mind, Adair approaches leadership by showing that it is an inter-
relationship between managing task functions, with group functions and individual needs,
as shown in Figure 3.4. Each one exerts an influence on the other two, but the group must
be an active one formed for work purposes, not a passive one formed to, say, watch a film.
This is a functional approach to leadership – the job of the leader is to ensure that the three
needs harmonize as closely as possible by managing them effectively through setting objec-
tives, planning, communicating, supporting and nurturing staff, controlling, resourcing,
monitoring and evaluating.

● Task needs: employees are there to achieve a number of tasks that must be accomplished
● Group needs: the group must be built and held together as a cohesive body to achieve

its tasks
● Individual needs: individuals within a group will still have their own particular needs,

be they social, psychological or physiological.

The functional leader will be aware of all three needs, and use his or her skills as a leader
to mesh them together to achieve success. The functions are:

● Defining the task(s) to be accomplished
● Planning task accomplishment
● Briefing the group to achieve the task
● Controlling events and the group’s activities
● Evaluating progress
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● Motivating the group and the individuals that make up the group
● Organizing resources, activities and solutions
● Acting as an example to the group.

Group A must increase sales by 10 per cent in twelve months, but previous managers had
set high targets that could not be achieved with the resources available. All the group ever
received, therefore, was criticism. Two members of the group are particularly demotivated,
and their sickness absence record is poor. Moreover, the group members are never quite
sure what they are trying to achieve and always feel that they do not have the technical
knowledge or skills to increase sales significantly. What can the new manager do by
demonstrating leadership skills to ensure that this year the group successfully reaches their
10 per cent sales target?

Look again at Adair’s eight functions of a leader which must be applied to the task, the
group and to individuals:

● The leader can redefine the task for the group so that it is SMART (Specific, Measurable,
Achievable, Realistic and Time-based)

● Planning can be undertaken using the views and ideas of the group
● Once the plan is agreed the newly defined task can be briefed
● The leader should monitor and evaluate progress for the group and for individuals giv-

ing support, help and advice where appropriate
● Resources for the group can be organized; a critical step which will help is to provide

training for members of the group
● Motivate the group members; also, by having a well-developed and resourced plan the

confidence of the group members in their leader should grow
● Lastly, the leader can demonstrate a willingness to take his or her share of the task.

Leadership theories in relation to group effectiveness are further explored in section 5.4.

3.1.6 Contingency theories

We have seen that a criticism of style theories is that they are rather one-dimensional and static.
Contingency approaches, on the other hand, do not assume that there is one best style of lead-
ership, but that the style or approach chosen will depend on a number of contingent factors.

Charles Handy’s best-fit theory

Handy develops the functional approach outlined above with four linked influences:

1. The leader’s own preferred style of leadership (e.g. autocratic)
2. The subordinates’ preferred style of leadership (e.g. democratic)
3. The task
4. The environment (resources available, competitive, stable, etc.).

This approaches the problem from the perspective that there is no automatically ‘correct’
style of leadership, but is only appropriate when all four variables (1)–(4) ‘fit’ or overlap.
This can be measured on a scale as shown in Figure 3.5.

In situation B there is no fit at all, and it is probable that disruption, failure and unhap-
piness will result. In situation A there is a perfect fit. Where it is the leader’s own preferred
style that does not fit, the leader can alter it to comply with the subordinates’ own
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preferred approach. It is even possible that some alterations can be made to the task and
the environment to get as best fit as possible, which would allow for a measure of success.
Other well-known theories are those of Fielder and Hersey and Blanchard.

Vroom and Yetton’s decision-making model

In this model all leaders are decision-makers, and their effectiveness can be determined by
examining the quality of decisions taken over time. These ‘right decisions’ depend upon the
degree to which the leader has permitted his or her subordinates to participate in the
decision-making process.14 Not all subordinates prefer a democratic leader, and this may
also depend upon the situation facing them. The basic notion behind this work is that a
leader who understands the subordinates’ preferred style of leadership and the situation and
task facing the subordinates can make a conscious decision about the most appropriate style
of leadership. It is similar to the Tannenbaum and Schmidt model, but goes further in sug-
gesting a specific way of analysing problems by means of eight ordered criterion questions
that the leader must ask in order to determine the best course of action.

First, there are five key types of leadership:

1. Autocratic I: the leader makes the decision using information currently available to the
leader. The decision is made without discussing it with anyone, based on personal
knowledge or information supplied through documents or a computer.

2. Autocratic II: the leader seeks information from one or more subordinates without
telling them the purpose. They are not asked for solutions or ideas, just information
without knowing why.

3. Consultative I: subordinates are individually consulted, but the leader will decide alone
on the course of action. The problem is shared with the individual employees and their
advice is actively sought.

4. Consultative II: the leader will consult with the whole group of subordinates collec-
tively. The problem is shared with the entire group and the leader actively seeks ideas
and solutions, but will still make the decision.

5. Group: as with the last category, the leader shares the problem with the whole group,
alternatives are examined and solutions sought. The subordinates are used as consultants,
with the leader contributing on an equal footing as the rest without trying to influence the
members of the group. Here the group makes the decision that the leader accepts and takes
responsibility for, but will describe it by saying: ‘We the group took this decision to . . . ’.

In order to decide on the appropriate style the leader must ask him- or herself seven ques-
tions based on the following rules:
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Rule Definition

1. Expertise of the leader The leader does not have sufficient knowledge 

to make a qualitative decision

(Styles to consider in order of applicability:

Aut. II, Consult. I, Consult. II, Group)

(Styles avoidance: Aut. I)

2. The congruence of organizational The leader does not share or agree with the 

goals objectives of the organization

(Styles: Aut. I, Aut. II, Consult. I, Consult II)

(Style avoidance: Group)

3. Definition of the problem The problem facing the leader is ill defined, 

poorly structured or lacks information

(Styles: Consult. II, Group)

(Style avoidance: Aut. I, Aut. II, Consult. I)

4. Acceptance and commitment The employees are likely to reject the leader’s 

by employees decision, and critically without their acceptance

of it and commitment it cannot be implemented effec-

tively

(Styles: Consult. I, Consult II, Group)

(Style avoidance: Aut. I, Aut II)

5. The likelihood of conflict over Employees are likely to disagree with the 

solutions and employees’ appropriate solution and are likely to reject it,

acceptance of solution and critically without their acceptance and com-

mitment it cannot be implemented effectively

(Styles: Consult II, Group)

(Style avoidance: Aut. I, Aut. II, Consult. I)

6. Alternative solutions – All the possible solutions are as good as each 

commitment other. Quality is not the issue, but employees may

reject the decision and their commitment is necessary

for effective implementation

(Styles: Group)

(Style avoidance: Aut. I, Aut. II, Consult. I, 

Consult. II)

7. Goal compatibility and The organizational objectives are shared by 

commitment both leader and employees, but the employees are

likely to reject the decision and their 

commitment is necessary to implement it effectively

(Styles: Group)

(Style avoidance: Aut. I, Aut. II, Consult. I,

Consult. II)



In order to address each of these questions in logical order, the leader can follow a deci-
sion-making ‘tree’. This should help the leader decide what style can be adopted with suc-
cess. You will note from Figure 3.6 that three criteria are built into the decision: the quality
or rationality of the decision, the acceptance or commitment of the employees in order to
ensure effective implementation of the decision, and the amount of time required to make
the decision – because a group decision will clearly take longer to reach than if the leader
adopted an autocratic I style.

3.1.7 Transformational leadership

Increased business competitiveness and the need for the most effective use of human
resources has led to an increased focus on the ability of leaders to revitalize or transform
organizations.1 This has led to the development of a distinction between two types of lead-
ership: transactional and transformational.

Transactional leadership is based on legitimate authority within the organizational struc-
ture. The emphasis is on goal clarification, the setting of tasks and objectives, and on orga-
nizational rewards and punishments.
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Transformational leadership focuses instead on the development of commitment and
motivation among followers. The creation of a vision is paramount, as is getting employees
to ‘buy in’ to this vision in order to transform the performance of the organization. Other
terms such as charismatic, visionary or inspirational leadership are very similar.

The big word now associated with leadership is vision. The ability to see the bigger pic-

ture. To take the long-term view. What the ultimate objectives of the organization are

and how people can work together to achieve them . . .‘Perhaps the most important

attribute is that a good leader inspires people by creating a climate where it is okay

for people to make mistakes and learn from them, rather than what happened in the

past which was to blame and punish them. Leading from this position, they gain a

higher level of commitment from their people than mere compliance.

(Whitehead, 2002)15

Others, however, counsel caution in the headlong rush towards the uncritical acceptance
of such notions as the leader as visionary. Morgan16 argues for a quieter step-by-step
approach, and that change should be evolutionary rather than revolutionary. Such views
serve to remind us of the importance of good management on a day-to-day basis and of the
need for a balance between change and continuity.

Using the case study ‘A rush job’, decide the most appropriate leadership style. You will have
to apply Vroom and Yetton’s criteria to the ‘decision-making tree’ to reach your conclusion.

‘A rush job’

The ‘leader’ works as a supervisor of a section (comprising twelve employees) in a
medium-sized company manufacturing stationery and office supplies. The manager has
informed you that another section (which carries out work similar to yours) has a ‘rush
job on’, but has suddenly been afflicted with a lot of sickness absence. The manager
requests that the supervisor ‘lends three employees to help out in the emergency’.

The work carried out in both sections is fairly routine and the skills level is low. This
means that the supervisor can choose any of the twelve employees to work in the short-
handed section. There will be no differences in working hours, level of work or in any
terms or conditions.

The supervisor has a very good knowledge of all twelve employees, and believes there
would not be any complaints from the three who are selected.

Solution: Autocratic I style of leadership. There are no quality issues involved, the accept-
ance and commitment of employees is not an issue, and it is unlikely that the three selected
employees would object. (Based on study materials for Personnel Decisions Inc.17)

Do leadership theories work?

Theories should be used as conceptual frameworks for developing personal styles of lead-
ership. Vroom18 argues that theories can be used for self-reflection and development so that
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eventually managers at all levels begin to intuitively think as leaders. Only a constant
approach to leader development works. For Professor Vroom, this means that personal
styles must be compared to theoretical approaches; this helps generate discussion, prefer-
ably in groups. Using computer technology, case studies and the results of proposed solu-
tions can be analysed with individual feedback and counselling provided for developing
leaders. Vroom says this can produce effective leadership irrespective of size of organiza-
tion. At General Electric the use of his training approach gave rise to a more democratic
style of leadership, including the participation of employees in generating ideas and solu-
tions. Over a short period, this saved $16 million.

Simplistic one-dimensional theories or a list of traits are unlikely to be of much help to
someone wishing to improve or acquire leadership skills. However, using more sophisti-
cated approaches can provide the stimulus for reflection and continuing self-development,
as Vroom suggests. Organizations can assist this process by recognizing that leadership is
not to be developed overnight, but can be a long-term developmental process.

Whichever way leadership is interpreted, it must mean that it is about getting people ‘to
go that extra mile’, to be inspired, and to be stimulated into not just doing an average day’s
work but a better than average day’s work. Leaders will achieve this by setting wide para-
meters in which employees can operate using their own initiative, and if they make mistakes
are not ‘blamed’ but are encouraged to do better at the next effort. However, such approaches
to leadership need not be confined to the top of organizations; everybody in a supervisory
position can do this, for example by not amending letters drafted by ‘subordinates’ unless
absolutely necessary, or by trusting a team of employees to go ahead with an untried proj-
ect. This type of leader is a ‘pathfinder’ – laying the groundwork for the success of his or
her workers and giving them praise for achieving success. The application of ‘soft skills’ –
emotional intelligence – is critical. Leaders are not just top bosses; the transformational lead-
ers steer organizations through change, but everyone is responsible for people at work.

Finally, organizations must support this approach to leadership by supporting leaders,
providing them with reasonable power and creating a culture conducive to all those posi-
tive elements of leadership we have explored in this section. Critical to leadership, partic-
ularly contingency leadership, is the ability to self-reflect; this requires not a narcissistic
self-indulgence, but honesty, resilience and support from within the organization.

In this section we have looked at the re-emerging importance of leadership theories and
ideas. New methods of human resource management require leadership skills that will
energize people, invigorate them to put extra effort into what they do. Organizations oper-
ating in a highly competitive environment will increasingly find that it is the people factor
that will cause success or failure, and to make the difference employers must turn their
attention to effective leadership. One of the key elements of leadership is the ability to gen-
erate motivation. This is the next subject to be examined.

3.2 Motivating people at work

In this section you will:

● Examine all the main theories of motivation and their application to the workplace
● Study the links between motivation and job design, and rewards and incentives.

Section
objectives

Summary
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Empowering drill

When customers pour into B&Q’s new warehouse in Enfield on 22 August, they will be sev-

eral hours late for one of the most bizarre spectacles in DIY history. Most of the ware-

house’s 250-strong workforce choose to start the day at 7.30 am sharp with a stint of

country and western line dancing, American Indian rituals or foot-stomping aerobics – all in

the name of customer service.

These five-minute eye-openers, known as ‘energizers’, are part of the upbeat manage-

ment style adopted at B&Q’s 230 warehouse stores that have been springing up across the

UK since 1994. Customer satisfaction levels at warehouses such as Enfield regularly out-

strip those for B&Q’s established supercentres by 10 per cent, helped by an informal man-

agement style, daily team briefings and the all important energizers.

B&Q warehouses are larger than the supercentres, and were set up to serve a mixture

of trade and domestic customers from a wider catchment area. Part of B&Q’s solution to

keeping the 250 or so staff who work in these giant stores informed, motivated and feeling

like a team are the daily 20-minute briefing sessions held each morning before the store

opens. They proved so successful that B&Q introduced them across its supercentre net-

work six months ago.

Each session is opened and closed by the store’s general manager, and provides an

opportunity to pass on information to the staff. The briefings might also include a training

exercise such as a role-play covering areas such as health and safety, loss prevention, mer-

chandising or customer service. Or there might be a trolley dash to help staff develop their

product location knowledge.

Such events are offered in a light-hearted manner, says Enfield’s general manager Craig

Higgins, but are also effective, and learning outcomes are always charted. Then comes the

energizer session in which 90–95 per cent of the workforce participate in the physical jerks,

even though there is no pressure on them to do so. ‘It is about enjoying yourself,’ says

Higgins.

Linda Chaplin, a customer adviser in the hardware department, has worked at B&Q for

several years, joining the Enfield warehouse in June, but the energizer sessions are new to

her. ‘You cannot help but feel more motivated,’ she insists. But she has no plans to take up

aerobics as a result. ‘Five minutes a day is enough,’ she says firmly.

These sessions are only one element of B&Q’s empowerment and motivation toolkit.

Another has been the development of a ‘store within a store’ concept.

‘The selling space area is easy to get lost in. So we have a general manager who coor-

dinates and a number of store managers responsible for individual areas such as building

and hardware, decorative, gardening and showroom,’ explains Matthew Brearley, now head

office personnel controller but until recently responsible for personnel in the warehouses.

‘Having got that organization structure, you have these 250 people and you are faced

with how to communicate to them what is going on and how to really motivate them.’

Hence the morning briefings. ‘They came out of the reasoning that said if we are going

to communicate clearly with people, we need to put in place a mechanism to do so,

share success, talk about how the business is performing, and give positive recognition of

behaviour.’

The logic is that happy staff equals happy customers. ‘If people are having fun at work,

there is a much higher chance that they are passing that on to our customers,’ claims

Brearley. ‘If we can get energy going at the start of the day, it is a bit of fun.’

Early morning energizers dovetail with the company’s informal, open management style,

designed to encourage staff to ‘do it themselves’.

Continued
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‘We have a no-status policy. Managers do not wear suits and everyone is on first-name

terms right through to the managing director,’ explains Higgins. ‘It encourages people to take

ownership of the business – everyone down to grassroots level.’

Higgins claims that, as a result, employees are more willing to participate and more

inclined to make decisions for themselves instead of going to a manager. ‘And they have a

pride in what they do, which provides higher levels of customer service,’ he adds.

With such an apparently relaxed and empowered culture, the question is whether B&Q’s

corporate policies could get watered down by wayward managers. Higgins himself is clearly

a strong personality who is popular with his staff and very much his own man. He admits

that the harmony between corporate culture and his own management style is more down

to serendipity – or astute recruitment – than his ability to enforce head office policies. ‘What

B&Q does is give you the opportunity to manage in your own style.’

For example, B&Q is proud of its policy of employing older staff – a policy designed to

anticipate a dip in the available labour force and exploit the likelihood that older people have

a better notion of good customer service and more direct DIY experience. As long ago as

1989 B&Q opened a store in Macclesfield staffed entirely by people over the age of 50.

Yet Enfield store manager Higgins bristles slightly at the idea of giving older job candi-

dates priority simply because of their age. ‘I have a policy of employing the best person for

the job based on their ability to provide service and knowledge,’ he says.

Brearley acknowledges that empowerment can cause difficulties with consistency. ‘We

do not want to cause confusion to our systems,’ he says. ‘Where there is a way of doing

something that it would be crazy to reinvent, we document it and it is in our operations

manual.’

Despite the tensions that empowerment sometimes creates, allowing staff to do

their own thing can reap huge benefits. Enfield took the advice of one of its customer

advisers, a former carpenter who could see a better way of displaying the store’s range

of 62 screwdrivers. Colin Winterflood, 49, who joined the warehouse in June, argued his

case to an audience of senior operations and buying staff and answered a number of

tricky questions. ‘I know a few managers who would crumble in that situation,’ Higgins

reflects.

Winterflood himself is impressed with the way B&Q operates, but admits his first two days

in the job were a real culture shock. ‘It is the best time of my life at the moment. I wake up

in the morning and really want to get there,’ he says, with no trace of irony.

And the aerobics? ‘Very good,’ he says cautiously. ‘First of all it was a shock. You feel

daft. Then you realize everyone else is doing it. The more you do, the more you get to know

people.’

There seems to be no shortage of anecdotal evidence that the culture and the morning

briefings are successful, and B&Q warehouses consistently outperform their supercentre

neighbours in the realm of customer service.

‘Everyone gets such an exposure to senior line managers that they become comfortable

talking to them,’ says Higgins, referring to the practice of weekly walkabouts by top man-

agers who stop and ask staff for their opinions on business issues.

Perhaps not surprisingly, B&Q has no figures to prove a direct correlation between tribal

dancing and higher customer satisfaction but, clearly, it is doing something right. In

1996–97, the group recorded a 14.1 per cent rise in sales over the previous year and prof-

its leapt 75 per cent from £55.4 m to £97.2 m. Today, B&Q continues to go from strength to

strength.

(Selected extract from ‘Empowering drill’, by Andrew Rogers, Personnel Today, 31 July

1997)
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Money and motivation

John Willoughby disliked the performance appraisal and performance-related pay (PRP)
scheme used at his company, but he tried to make it work as best as he could. It oper-
ated simply on the basis of a pool of money determined by profits declared each
accounting year. Top performers could get 10–15 per cent, average performers 3–5 per
cent, with poor performers receiving no PRP at all. The problem as John saw it was that
this meant that, since the majority of employees were rated as average, they received
only small percentages and found this to be demotivating. He had also observed that
with the top performers, whilst the bonus seemed to give them a buzz initially, the effect
soon diminished.

Month after month John ploughed through personnel management textbooks to give
him the answer to his problem. He came to the conclusion that most management theo-
ries on employee motivation did not emphasize money as a motivator – indeed, to John
it appeared that most positively were against money. The sort of things that motivated
most people were:

● Recognition for good work through positive feedback
● Variety and autonomy
● Responsibility
● A sense of accomplishment
● Interesting work
● Personal growth and development
● Good working relationships with others.

John decided on a new plan of action. He would emphasize all these factors when giv-
ing feedback during the individual appraisal and PRP meetings with employees. He
would also even things out by giving top performers slightly less, and average and poor
performers more.

The next day, John had to give Eileen her appraisal. Eileen had only been at the com-
pany for one year, but in that time had been a star performer. However, when told she
was getting only 8 per cent PRP Eileen got really upset. ‘Eight per cent?’ she said. ‘Is
that all I am worth after all those fine words you’ve given me about how I’ve done a great
job?’

John was dumbstruck by this reproach. Surely all the other motivational needs that he
was now addressing should have met Eileen’s expectations. Eileen spied the great pile
of textbooks on John’s shelves. ‘You read too many textbooks!’ she said, and stormed
out of the office leaving John with his mouth open.
Task:

What assumptions and misinterpretations had John made in respect of human motivation?

By reading the various theoretical approaches summarized in this section, you should see
that although the theorists themselves may have taken different approaches to the subject,
the clear message is that human motivation is a complex process. It would be over-sim-
plistic and crude to make sweeping assumptions that everybody will be motivated by the
same things. Some people will be motivated by money, and others will value money but
will require other motivational needs to be satisfied before money can have any effect.
Perceived equity is important; a key factor is that whatever reward is made available, such

Feedback

Case study
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as PRP, it should be felt to be fair. Consideration should also be given to expectations,
and that those rewards that employees expect to receive should they provide the requisite
performance should not be snatched away from them at the last moment. These two factors
are covered under process theories.

3.2.1 Introduction

The universal task of leaders down through the ages has been to motivate their followers.
For managers in the new century, a key to success is the motivation of their workers. As
markets become more competitive on a global scale, it is increasingly crucial to maximize
the performance of the workforce to maintain and grow market position. This can be seen
from the opening article for this section. An obsession with an organization’s costs is
unlikely to be successful unless people’s motivational needs are addressed.

A study of motivation theory and its application helps to explain why people work and
the amount of effort they will put into it. Armed with this knowledge, the manager of peo-
ple can construct strategies and apply techniques that will get the best from them. However,
you should note that motivation is not something you do to someone, like pouring a moti-
vational balm over them. As we will see, motivation is a psychological process that
emanates from within the individual. He or she will come to work with a unique set of
motivational needs; the greater the manager can satisfy those needs, the greater will be the
person’s contribution to their work. The manager cannot induce those needs; neither can
the manager guarantee that what motivates one person (i.e. satisfies their needs) will have
the same effect with a different person.

Definitions of motivation abound, but the following one includes many important themes:

Motivation is the person’s unique set of needs in relation to particular situations. These

needs explain what drives a person, what his or her reaction will be to various stimuli,

the strength of behaviour, its consistency and persistency based on conscious deci-

sions.

The word ‘motivation’ derives from the Latin word for ‘move’. Of course we must be care-
ful about associating motivation today with just the movement of someone, e.g. in com-
pleting a task. As Frederick Herzberg has pointed out, it can mean anything but motivation
if it is caused by coercion, through threats and bullying. This Herzberg calls ‘KITA’ – ‘a
Kick In The A–:19

Why is KITA not motivation? If I kick my dog (from the front or the back) he will move.

And when I want him to move again, what must I do? I must kick him again. Similarly,

I can charge a man’s battery, and then recharge it, and recharge it again. But it is only

when he has his own generator that we can talk about motivation. He then needs no

outside stimulation. He wants to do it.

(Reprinted by kind permission of Harvard Business Review, from ‘One more time: how do
you motivate employees?’ by Frederick Herzberg, Harvard Business Review, Jan–Feb
1968, no. 68108. Copyright 1991 by the President and Fellows of Harvard College; all
rights reserved.)

Most definitions and theories of motivation can be broken down into three common
denominators:

1. What energizes the behaviour (drive–push)
2. What directs or channels the behaviour
3. How this behaviour is maintained or sustained (the pull).
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Managers need to have accurate information on the drivers of motivation so that they
can construct their strategies to direct and sustain it. Simplistic assumptions are seldom suc-
cessful.

People’s behaviour is determined by what motivates them. However, it is worth stressing
that their performance is a product of both ability level and motivation.

Intrinsic motivation

This type of motivation involves the achievement of personal goals that are not related to
physical or external needs such as money, a new car or a holiday. Instead, they are much
more closely related to the needs that are an essential part of our psychological make-up,
such as responsibility, feelings of achievement or freedom to act, and the opportunity to
grow in skill, reputation and status. The positive feeling of ‘a job well done’ would come
into this category.

Extrinsic motivation

Whereas the satisfaction of intrinsic needs comes from within, these types of needs are sat-
isfied from without. Examples include tangible factors like money, promotion, a bigger
office desk, and conditions of work.

It should be noted that often there is a thin dividing between extrinsic and intrinsic
factors, and clearly they are often closely linked.

3.2.2 Content theories

F. W. Taylor and scientific management

The assumptions Taylor made about people, and the management of people at work, can be
summarized as follows:20

● The primary interest of both management and employees is economic gain
● Work must be carefully measured and organized to obtain efficient working
● Each worker should have an individual and specialized task
● The worker is less efficient working in a group or team, but that work that is passed from

one individual to another can be efficient (the continuous workflow)
● The personal ambition of the worker should be stimulated by incentives and other finan-

cial gain.

Taylor believed that ‘scientific management’ would genuinely benefit both workers and
management in a form of partnership. However, it has a single focus which underestimates
the complexity of human motivation and behaviour. The place of money as a ‘motivator’ is
discussed fully later in this chapter.

McGregor’s theory – X and Y

We have already examined McGregor’s theory in the light of assumptions made by leaders
about ‘followers’ as a determinative of their style.9 We can also use it for categorizing inter-
related views about human motivation (see Figure 3.7).

McGregor’s theory is often misinterpreted as a perspective that managers fall into one of
the two main categories of assumption about people.
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X – the so-called ‘traditional’ view of human behaviour – is that:

● The average person has an inherent dislike of work and will avoid it if he or she can
● Because of this they must be coerced, controlled, directed and threatened with punish-

ment to get them to contribute an adequate level of performance
● The average person, therefore, prefers to be directed, wishes to avoid responsibility, has

relatively little ambition, and wants security above all else.

You will notice the distinct similarity between this view and the basis of F. W. Taylor’s
assumptions. As McGregor pointed out, many organizations have adopted different people
management strategies with a multiplicity of techniques and practices that try to mask the
central fact that managerial assumptions are closely tied to theory X. Some would argue
that the ‘hard HRM’ strategy of a number of UK, US and Far Eastern companies mirrors
this approach. McGregor does not deny that the perspective and behaviour of some work-
ers conforms to the theory X model to varying degrees; the difficult question to answer is
whether this type of behaviour is in itself a product of the treatment and assumptions made
by management. To what extent is it the product of a self-fulfilling prophecy?

Y – the integrative approach – is based on the assumptions that:

● The expenditure of physical and mental effort in work is as natural as rest or recreation
● External control and threats are not the only way to maximize performance; workers will

exercise self-direction and self-control to work towards performance objectives provided
they are sufficiently committed to them

● This commitment is a function of the incentives and rewards associated with the achieve-
ment of those goals

● There is a broad distribution among the working population of the capacity and desire to
exercise imagination, ingenuity, creativity and innovation in the solution of problems
and the birth of new ideas

● Under the conditions of modern work life, the intellectual potentialities of the average
person are only partially utilized.

This optimistic view of human beings is based on the premise that individual’s goals can
be integrated with those of the employer to bring about optimum work performance. As
with theory X, it is likely that many possess theory Y attributes to varying degrees. It is also
true that some are predominately X or Y in their categorization. However, the difficulty for
managers is the variable overlap of these two polarized approaches, the extent to which
they are the product of managerial treatment or natural behaviour, and, most problematic
of all, what are the most appropriate motivational strategies to be applied to a group of
workers with a mix of these preferences for behaviour?

X–Y overlapTheory X Theory Y

Lazy, coerced, uncommitted Committed, keen to work

For example: Needs some coercion, and the risk of punishment to put in optimum
effort, but does get some satisfaction from the work, feels a measure of

commitment to the work and particularly enjoys problem solving and
generating ideas for new products

Figure 3.7. McGregor’s theory X–theory Y continuum.
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The human relations school

The first intensive study of human behaviour in an industrial situation was made by
researchers led by Elton Mayo at the Hawthorne works of the Western Electric Company,
Chicago, USA.21 In 1924 experiments were begun into the level of illumination in the factory
relative to levels of qualitative and quantitative production. The experiments quickly found
that, irrespective of the intensity of light, each time it was adjusted, production increased.
Workers unused to receiving much attention to their needs responded when they became the
focus of attention. The conclusions drawn from the experiments included the following:

● Work is a group activity and the social world of adults centres around their work
● However, workers’ attitudes and effectiveness are influenced by social demands outside

work as well as inside it
● Individuals have a need for recognition, security and a sense of belonging which is more

important in determining workers’ morale and productivity than the physical conditions
under which they work

● Informal groups at work have a strong influence over their members’ work habits and
attitudes.

This work developed partly as a reaction to ‘Taylorist’ assumptions about people at work.
Numerous other studies have supported the importance of social relations at work, i.e. the
ability of workers to communicate freely and to form companionships and informal groups.
Team working too is the preferred method, but has its disadvantages because the informal
‘rules’ or ‘norms’ of the group can override those of the employer. Work by Trist and
Bamforth at the Tavistock Institute22 shows the importance not only of team work, but also
of integrating technical systems and satisfying social needs.

With the exception of McGregor’s work, these theories so far have focused on job con-
text – that is, factors which extrinsically motivate. Those examined next also encompass
both job content and intrinsic motivation.

Abraham Maslow’s hierarchy of needs

In 1943 Maslow described human motivation as a hierarchy of needs whereby the satisfac-
tion of one level of needs triggers the movement to the next higher level of needs.23 This
hierarchy is traditionally shown as a pyramid, as in Figure 3.8.

Self-
fulfilment

Self-esteem
needs

Social needs

Safety needs

Physiological needs

Related to
job context

Related to
job content

Figure 3.8. Maslow’s hierarchy of needs.
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The theory is based on a number of assumptions. First, ‘man’ is always wanting –
a complete state of satisfaction is rare and, even if it occurs, is of short duration.
Second, a satisfied need no longer motivates, and so the next level of needs must be
focused on. Third, movement from one level of needs to the next is usually a subcon-
scious one.

The physiological needs represent food and water and the air we breathe; once these have
been satisfied our requirements for shelter, ‘a roof over our heads’, must be met. Once sup-
plies of these vital commodities are met, after time we will yearn for the interaction of oth-
ers, sometimes known as ‘affiliation’ needs. Self-esteem needs must then be met: job
satisfaction, feelings of achievement and responsibility. Lastly, self-fulfilment can also be
termed ‘self-actualization’, meaning reaching a zenith of self-development, a sense of pur-
pose and satisfaction. The plight of Robinson Crusoe is often quoted as a fine example of
this hierarchy of needs in operation. In recent times many of us will have experienced the
anxiety of redundancy or loss of income which immediately threatens our ability to feed,
clothe, provide shelter (by paying the mortgage) and educate our family. These needs will
subordinate all others.

Maslow’s theory has a number of deficiencies, despite its apparent relevance. A person
may be trying to satisfy a number of needs at any one time, not everyone will seek satis-
faction of the needs in the order suggested; individual and cultural differences will play
their part. Also, to suggest that because a manager, for example, made redundant and
worried how he or she will cope financially has eliminated all desire for self-esteem seems
far-fetched. You should also familiarize yourself with Alderfer’s Existence–
Relatedness–Growth (ERG) theory.

Herzberg’s two-factor theory

Before examining Herzberg’s theory, complete the following questionnaire

Here is a list of factors that may affect your attitude to your job. Rank them in order of their

importance to you personally. Do not rank any factor equal to each other – you must rank

them differently. In ranking these factors, put 1 against the factor that is most important to

you, 2 against the next and so on up to 15.

1 Achievement

2 Advancement

3 Company policy and administration

4 Job possibility of individual growth

5 Job interest

6 Personal relationships – with superiors

7 Personal relationships – with colleagues

8 Personal relationships – with subordinates

9 Personal life (factors outside work)

10 Recognition for effective work

11 Responsibility

12 Salary

13 Security

14 Status

15 Working conditions – physical

Exercise



After reading this description of Herzberg’s theory, compare your own preferences to
those identified by Herzberg as ‘motivators’.19 More details are given in section 5.1.

The central proposition of Herzberg’s theory is that the causes of job satisfaction are
qualitatively different from the causes of job dissatisfaction. To reach his original theoreti-
cal standpoint, he interviewed around 200 ‘middle-class’ male engineers and accountants.
His questions were:

● Think when you were most happy at work. What made you feel happy?
● Think when you were most unhappy at work. What made you feel unhappy?

Two lists emerged:

Satisfiers (motivators) Dissatisfiers (hygiene factors)

Achievement Company policy
The job itself – interesting and fulfilling work Supervision
Promotion Level of salary
Responsibility Interpersonal relations
Recognition for good work (achievement) Working conditions
Opportunity to grow in knowledge and capability

The two lists may appear quite distinct, but there are some overlaps; for example, the qual-
ity and level of supervision will determine the degree of feedback and recognition for a job
well done, and it will also influence the scope of opportunities for growth. The use of the
term ‘hygiene factors’ has a medical analogy because they represent elements of the job
which if removed or improved do not bring health but merely prevent bad health. By
removing the dissatisfiers, the individual does not experience satisfaction. The dissatisfac-
tion merely comes to an end and the individual’s feelings about this element move to a mid-
point. For example, Herzberg (and others) has shown that a salary rise has a ‘motivational’
effect for about three weeks, after which it decays in effect.

The elements that have a positive effect on the individual are the satisfiers or motivators.
You will note from the list and by comparing it with earlier theories that these are the intrin-
sic motivators, and are related to job content. The dissatisfiers are extrinsic and are related
to job context. You can attempt to assess your own preferences for these by comparing your
motivators with those identified by Herzberg.

It is vital to remember that Herzberg does not suggest that the motivators are any more
important than are the dissatisfiers. However, the latter can act as a brake on the former.
Unless the dissatisfiers are dealt with, the individual will find it difficult to enjoy satisfac-
tion from the motivators. This can be explained by way of a continuum (Figure 3.9).
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Dissatisfiers – not dealt with: Dissatisfiers: Motivators are

Employee remains dissatisfied Dealt with – employee’s
motivation moves to

mid-point

Provided – employee’s
motivational needs

met

Figure 3.9. Herzberg’s continuum of satisfiers–dissatisfiers.
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3.2.3 Job design and motivation

F. W. Taylor’s scientific management approach to designing jobs can be seen as being efficient,
but it leads to jobs that alienate rather than motivate workers. He viewed such workers as being
like machines fuelled by money (rational economic man). The human relations approaches,
however, led to an interest in job design that led to greater motivation and fulfilment.

A key outcome of Herzberg’s work is the concept of job enrichment. This takes us
beyond simplistic ways of improving the satisfaction of a jobholder by:

1. Job enlargement – the ‘horizontal’ growth of the job to encompass more than one
activity, but all at the same level of responsibility and complexity. As someone once
said, ‘Instead of having one boring job to do, I’ve now got seven boring jobs to do’.

2. Job rotation – the transfer of the individual from one job to another in rotation. There
is no implication here of any changes in level of supervision, complexity or responsi-
bility.

3. Job enrichment – this, on the other hand, implies ‘vertical’ growth in the job so that the
individual enjoys incremental growth in the level of responsibility, complexity and
autonomy. In other words, the job is increasingly loaded with ‘motivators’ such as:
● reductions in supervision allowing for greater flexibility, autonomy and discretion in

decision-making
● removing controls while retaining accountability
● giving the individual the whole job to complete, which may include numerous and

possibly diverse tasks (at the Saab and Hoover factories they moved away from a
‘Fordist’ moving production belt to a carousel system whereby individuals could
complete a number of interrelated tasks before moving the job on to a colleague)

● enabling employees to set their own targets (and others with the mutual agreement of
a supervisor)

● the creation of natural work units (at Volvo, semi-autonomous teams were given
responsibility for car production within set parameters). However, you should note
that Herzberg warned against the overreliance on the work group, coining the phrase
‘the tyranny of the group’. By this he meant that groups will develop their own norms
of behaviour that work against the interests of the employer and the individual.
Herzberg’s work is very much about the motivation of the individual, as can be seen
from his original research base.

4. The introduction of more challenging work. Improving the amount of direct and indi-
vidualized feedback from supervisors to the employee enhances the sense of achieve-
ment and accomplishment.

The concept of growth can be explained by using Herzberg’s concept of motivation. In
Figure 3.10 you will see that the individual is initially employed to undertake job tasks A
but with a view to carrying out job tasks C, and he or she will be paid a salary commensu-
rate with C, although at a reduced level. With the benefit of training and encouragement,
the employee will grow into carrying out the full duties associated with C. Providing train-
ing and development opportunities helps to meet motivational needs at two levels: first, the
training itself can be intrinsically motivational. It enables the individual to experience feel-
ings of self-worth, of personal growth and achievement. Second, the training enables the
individual to carry out a higher range of tasks, providing in turn feelings of achievement.

Because pay is a dissatisfier, according to Herzberg this does not mean it is unimportant.
Indeed, it can be the most critical of the dissatisfiers, holding back the growth of motiva-
tion in the individual. Herzberg believed that pay must be fair and related to the quality and
level of the work involved, but should not be related simply to output. He exemplified
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payment-by-results systems as getting employees to run after jelly beans, the employer
coaxing performance by a series of these incentives only to find that performance will fall
back unless another jelly bean is offered. This equates to offering not one but a whole series
of carrots to the donkey, each one having to be bigger and juicer than the last one to get the
beast to go a few steps further. In employee relations terms, a pay rise will be followed
shortly afterwards by demands for another one.

In contrast to jelly beans or carrots, Herzberg similarly believed the stick to have disas-
trous results. Managers should always treat staff fairly. Failure to do so means that employ-
ees will remember the pain of unfair treatment, as indeed do all human beings from any life
experience. Where the pain is intense the individual will possess a ‘revenge psychology’,
the desire to get back at the perpetrator of the original pain.

Herzberg’s work has received much criticism over the years, but also a lot of support.
Different perspectives can be brought to his essential concepts. It is, however, worth noting
key criticisms such as the following:

● Not all jobs can be enriched. It is impossible for employers to enrich jobs with very
specifically defined parameters and those with relatively simple constituent parts.
However, lack of imagination on the part of the employer is no excuse for not reassess-
ing the potential of all jobs for a degree of enrichment. For his part, Herzberg did not
concern himself with particular jobs, but the process of work and motivation.

● Not everyone wants their job enriched.
● The diversity of employees means that assumptions about what satisfies and dissatisfies

cannot be made.
● Finally, the organizational and employee relations climate is crucial to the theory’s suc-

cessful application.

The Job Characteristics Model of Richard Hackman and Greg Oldham24 can be seen as a
more sophisticated variant of the above enrichment approach. It is a contingent rather than
a universal model in that it takes into account individual differences in terms of Growth

Need Strength (GNS), which has parallels to Maslow’s concept of self-actualization. Stated
in simple terms, individuals with low GNS will not seek, and will not benefit from, job
enrichment – i.e. employees need to want what job enrichment has to offer in order for
them, and the organization, to benefit.

B2

B1

A

C

Career growth – vertical

and horizontal

growth

Figure 3.10. Motivation and job growth according to Herzberg. A: initial tasks on appointment. B1,

B2: intermediate career growth – increase in scope and depth of tasks. C: career growth accomplished

in one specific job through training, development and experience.
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Hackman and Oldham’s model posits that increased job enrichment will be deter-
mined by five core job characteristics. These then lead to critical positive psychological
states (mediated by such factors as Growth Need Strength), which in turn lead to positive
individual and organizational outcomes. These linkages are set out diagrammatically in
Figure 3.11.

Jobs can therefore be analysed in terms of five core dimensions (the job characteristics):

1. Skill variety – the extent to which a job involves a range of skills and abilities
2. Task identity – the extent to which the job involves completion of a ‘whole’ and mean-

ingful piece of work
3. Task significance – the extent to which the job impacts on others
4. Autonomy – the extent to which the job provides freedom and independence
5. Feedback – the extent to which there is clear and direct information relayed back to the

jobholders concerning their performance.

Thus, for example, a job with little enrichment would be that of a production-line factory
worker, or a cook in a fast-food restaurant, where scores on all five of the dimensions are
likely to be low.

It is suggested that the five core dimensions lead to the three psychological states criti-
cal to high work motivation, job satisfaction and performance.

Job enrichment was popular in the 1960s and 1970s, and it could be argued that it has
become so accepted that it is now seen as unremarkable and goes unreported. Approaches
to job enrichment also took on a broader perspective, moving from a concern with indi-
vidual jobs to the wider organizational context, including concern for the quality of work-
ing life (QWL). In addition, whilst traditional approaches focused on the individual,
practices have now moved on to encompass team working and organizational culture
change.

Core Job
Characteristics

Skill variety
Task significance
Task identity

Autonomy

Feedback
from job

Critical
Psychological

States Outcomes

High internal work
motivation

High quality work
performance

High satisfaction
with the work

Low absenteeism
and turnover

Experienced
meaningfulness
of the work

Experienced
responsibility
for outcome
of the work

Knowledge of the
actual results of
the work activities

Moderated by:
    Knowledge and skills.
    Growth need strength.
    Context.

Figure 3.11. The job characteristics model.



3.2.4 Empowerment and high-performance systems

It can be argued that the old command and control methods of managing employees are no
longer valid. People are now better educated and informed, and a knowledge-based work-
force, aware of their rights and with different attitudes from those of the past, is more likely
to challenge management prerogative.

Empowerment can be viewed as a motivational approach that centres on delegating a cer-
tain amount of managerial decision-making to employees. It is thus closely aligned to
employee involvement. Examples of empowerment in action are given by Pickard25 in
organizations such as The Body Shop, Unipart, Frizzell Financial Services, Ciba UK and
Harvester Restaurants.

It has been suggested that organizations may just pay lip service to such concepts as
empowerment, since managers will be unwilling to give up power. Stewart26 proposes a
new theory of management, Theory E, to demonstrate true empowerment, suggesting that
managers should act as facilitators and that they should devolve power, not just responsi-
bility, to employees.

Empowerment is usually focused on team working, and can be seen in high performance
work systems. Organizations can be characterized as encompassing high performance work
systems if they:

● Perform excellently against a known standard
● Perform beyond what is assumed to be their potential best
● Perform excellently in relation to what they did before
● Are judged by observers to be substantially better than comparable groups
● Are achieving levels with fewer resources
● Are seen as exemplars, as sources of ideas and inspiration
● Are seen to achieve the ideals of the culture
● Are seen as the only organizations that have been able to do what they do at all.

(Peter Viall, 1982: 25)27

‘High performance’ in relation to individuals and organizations will be returned to in the
following chapter.

3.2.5 Process theories of motivation

These theories emphasize the different choices made by people at work and therefore the
process of individual motivation. For this reason they are also known as cognitive theories,
because individuals are making decisions based on their perception of a number of vari-
ables – such as their type of work, their desire for rewards and incentives, and their ability
to acquire them. They make no assumptions about ‘what’ motivates; only the way in which
the individual makes these subconscious or conscious decisions.

Locke – goal setting, Latham and Blades

These researchers28 have concluded that work performance is affected by the goals that peo-
ple set themselves. Where there are clear, precise goals that are accepted by someone, this
helps people to organize their efforts and strive towards attainment. Although employees
prefer to be given discretion on goal-setting, evidence shows that they will often overesti-
mate their resources to achieve them, whereas with the help of a supervisor the goals will
become more attainable. However, the greater the self-efficacy of individuals (their belief in
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their own ability to realistically reach the goals), the greater will be the ultimate perform-
ance levels. Goal achievement will also be improved where the individual uses a role-model
as a ‘benchmark’ of performance. Goals that are SMART – specific, measurable, achievable,
realistic and time-based – give employees an exact specification to which they can work.
This has clear implications for performance appraisal and review systems. Goals should
never be imposed on someone from above without that individual’s input, and preferably
agreement, after an objective discussion of his or her realistic achievement. Worryingly, in
2002 a CIPD survey showed employee involvement had declined in recent years.29

Jaques’ equity theory

This theory has been developed with specific reference to pay, although it can be broadened
to encompass other job elements and behaviours.30 It is based on the premise that there are
agreed norms as to what rewards should be available for different jobs or levels of work,
and each individual worker is ‘intuitively aware’ of what forms an ‘equitable’ payment for
his or her own contribution. The individual seeks a state of balance between what he or
she puts into a job and the rewards that derive from it. This state of balance is known as
‘psycho-economic equilibrium’, and there are two factors that contribute to it:

1. A level of work that corresponds to the individual’s perception of his or her own work
‘capacity’

2. The equitable payment for that work.

If neither condition is met, then disequilibrium occurs. For example, if there is under- or
overpayment and/or an imbalance between capacity for work and the work itself, the big-
ger the gap and the imbalance. As a result, the greater will be the sense of disequilibrium.
This will manifest itself through ever-increasing feelings of dissatisfaction. Ultimately, the
individual may wish to leave the job. This is known as ‘psycho-economic negative dis-
equilibrium’. Should the disequilibrium be ‘positive’, the employee may feel that rewards
are in excess of a fair day’s work for a fair day’s pay, and so concern and even feelings of
guilt may result – ‘psycho-economic positive disequilibrium’. Research shows, however,
that some will improve their performance where the latter occurs.

These ideas were developed by Adams31 with reference to personal inputs and outputs.
Where there is an imbalance, the individual will seek to restore a balance. Rather than
emphasizing pay, Adams identifies outputs generally including benefits of different kinds
– status, the esteem of others, physical environment (e.g. private office, big desk, etc.) as
well as pay. Inputs include personal effort, ability, training and age. Furthermore, individ-
uals will compare themselves with others, and this too will influence any discrepancy
believed to exist between inputs and outputs.

Expectancy theory: Victor Vroom,32 refined by Porter and Lawler33

Essential to this theory is the assumption that individual motivation is determined by two
psychological variables:

1. Valence: this literally means ‘that which stands out’, and refers to the preference which
an individual has for different possible outcomes of behaviour – e.g. prestige among col-
leagues might be felt to be more important than a higher salary. Valence can be positive
or negative, the latter being where the individual would rather something did not happen.
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2. Expectancy: this is a feeling of prediction the individual has about a certain event or
outcome which would follow behaviour – e.g. working unpaid overtime is expected to
make a good impression with the boss. The individual’s expectancy can range from zero
to a 100 per cent belief that the outcome will be as predicted.

The theory also assumes that people make conscious decisions about these factors, asking
themselves two questions:

1. What am I most likely to get out of this if I do it? (Expectancy)
2. How much do I want what I am likely to get out of it? (Valence)

Furthermore, Porter and Lawler have added new dimensions to this equation so that a series
of other questions are asked relating to performance and outcomes, and the likelihood of
not only achieving the desired outcome but also achieving the requisite level of perform-
ance to do so. These variables can be shown diagrammatically as in Figure 3.12.

3.2.6 Rewards and incentives

We have already considered the role of money under a number of motivation theories, all
of which take slightly different positions. In the absence of positive evidence, we can
assume that for some people money does motivate; as Charles Handy has suggested, sales-
people in particular, working for commission, can be financially motivated.5 For others it
will symbolize their own self-worth and the value placed on them by their employer. We
have seen from Chapter 2 that an ‘instrumental’ approach to work will engage the worker
in seeking as much money as possible to fulfil a meaningful life outside work. Wallace and
Szilagyi34 also show that money reinforces motivation because the individual associates its
receipt with the accomplishment of other motivational needs such as a project completed,
overtime finished or promotion achieved. Whatever your views, it is difficult to counter the
basic notions of expectancy or fairness put forward by Vroom and by Jacques.

Expectancy – perception that effort will lead to
effective performance

Individual skills/abilities

Actual
performance

Effort
Expectancy – perception that effective

performance will lead to desired
rewards (intrinsic or extrinsic)

The role of the individual
is appropriate for the task

and their perception of
the task-related factors

is an accurate one

Perception that attractive
rewards are available –

Valence

Feedback based on positive or negative level of expectancy

Figure 3.12. Expectancy theory: Vroom, Porter and Lawler.



Edgar Schein4 has correctly said that human behaviour is ‘complex’, based as it is on such
a broad range of variables, as discussed in Chapter 2. Certainly, there is evidence to show
that we are ‘social animals’, that we are ‘rational-economic’ – in other words, consciously
seeking material rewards – and are also seeking self-actualization.

This chapter has explored the topics of motivation and leadership. Despite the plethora of
motivation theories, there are still some lessons that can be drawn: Human motivation is a
complex mixture of the intrinsic and the extrinsic. Managers can and should assess the indi-
vidual and collective needs of their employees in the context of the organizational environ-
ment. Motivation strategies can be applied at this collective and individual level. Of the most
important, a sense of recognition, achievement and personal growth are key, but tangible
rewards (normally in the shape of pay) are also important. As Herzberg once said ‘one is not
more important than another’. Pay should be felt fair and equitable. Finally, clear objectives
jointly identified by employee/manager must be set against the ability of the individual to
achieve them. As Vroom has pointed out, this ‘expectancy’ is dependent on the individual’s
perception of the attractiveness of the reward and his or her ability to achieve it through the
completion of work objectives. To do this, the employee must be given the external resources
and the internal resources (e.g. training) to do so.

Arguably, motivation of others is one of the key responsibilities of leaders. If getting
things done through people requires building a strong motivational environment, then
this must be true. We have examined the different approaches to leadership including the
contingency methods. These involve the leader being able to build a flexible style of
leadership that can be applied to different situations. This is not to say the leader has to
be a weathervane, constantly shifting in style to confuse and disorientate employees.
However, what the leader must do is ‘read’ the environment. In the Vroom decision-
making case studies, we saw how a leader in a particular role can assess the strength and
weakness of his or her position vis-à-vis the employees and the task, and then take a
decision on the most appropriate course of action. John Adair’s functional model of
leadership shows us how the person, task and group can be coordinated to this effect.
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4 People management

For many organizations, the effective recruitment of new skills required for changing busi-

ness needs was a real issue that needed to be tackled during the hype surrounding the dot-

com start-ups. One of the key challenges was the need to entice people from attractive,

smaller, innovative web companies.

Many of the featured organizations are seeking employees . . . to be able to adapt to

working in a constantly changing environment, an uncertain market, and for companies

where work roles often have blurred boundaries.

The financial organization’s e-business initiative not only offers a number of different

terms and conditions to its parent organization in an attempt to attract the type of talent the

business requires, but also to cater specifically to the e-business environment. In particu-

lar, the e-business initiative offers employees with these skills benefits such as a £3000

development allowance and a company performance-related bonus.

Recruitment and performance measurement within the financial e-business initiative is

conducted against a defined set of behaviours linked to the business environment. The

recruitment team (at Sainsbury’s) is looking for potential employees with appropriate expe-

rience and an attitude that fits the company’s culture.

The e-business can only thrive with a motivated and loyal workforce who believe in

the company and the quality of its output and/or products. At BT employee buy-in is

achieved by emphasizing the benefits e-business provides for individuals as well as the

business.

Constant change and the threat of redundancies in an e-business environment can

undermine staff confidence and can make boosting staff morale a priority. The key at

Sainsbury’s ‘to You’ centres around sharing information and celebrating success. Such

things are easily overlooked, so the company seeks to ensure managers reinforce these

leadership practices.

Several of the case study organizations have provided employees with technological sup-

port to help them adapt to new working practices and acquire the necessary skills to work

in the new environment.

A recurring theme throughout all the case studies is the challenge of getting the people

bit right. HR issues permeate all the key issues. Effective recruitment and retention

schemes need to be developed to secure talent and keep staff motivated and loyal. HR

must also develop comprehensive training and development programmes to support

employees through the technological and cultural changes that accompany the shift to 

e-business.

(Selected extract from ‘E-Business: What are the human implications of transformation?’

by Claire McCartney, Roffey Park, specially prepared for Personnel Today, 17 September

2002)1



In this chapter you will:

● Obtain an overview of a number of ways in which the contribution of people in the
organization can be maximized, particularly by reference to competencies, recruiting
and selecting for the right ‘fit’, learning and development, managing individual and team
performance and managing stress.

Like the Holy Grail or the Philosopher’s Stone, those responsible for getting optimum per-
formance from people down the ages have sought ways to do this with maximum effect and
minimum trouble, but never quite found the answer. Modern organizations are increasingly
focusing on this question. In this chapter we will be examining some of the key issues in
pursuit of this aim. The specific topics such as performance management and addressing
poor performance are seldom addressed in a single analysis. In the article extract above
from the Roffey Park report, both the necessity for, and the advantages of, such a coordi-
nated approach are illustrated. In this chapter we will be addressing the underpinning issues
raised in the article. In reviewing these issues, reference should also be made to the previ-
ous chapter on motivation and leadership:

● Motivation – the use of rewards and incentives, and understanding what needs employ-
ees have

● Leadership – the power on which effective leadership is based and the styles adopted to
maximize people commitment and performance

● Recruitment and selection – to maximize the ‘fit’ between employee and organization,
and the importance of comprehensive induction

● Performance management – providing the culture, systems and methods to generate and
reward high performance, as well as effectively manage poor performance

● Nurturing, developing and growing an effective workforce.

4.1 People competencies and roles

In this section you will:

● Examine the meaning of adding value in terms of human resource activities
● Relate adding value to performance management and quality systems
● Understand the notion of competencies.

4.1.1 Introduction

One of the most significant influences on organizations in recent years has been the require-
ment to improve the quality of their products and services. Political policy and shifts in eco-
nomic activity to the services have meant that organizations operating in this sector, both
public and private, have found that standards of performance by employees are paramount
to continued funding and commercial survival respectively. The term ‘adding value’ has
been used to cover those work systems and methods that can improve the cost–sales ratio
through means such as customer satisfaction. A system that has grown in application
throughout the 1990s is performance management, which focuses people performance on
specific business objectives and combines a number of supports such as training and devel-
opment, appraisals and pay. A further dimension to improving the quality of workers’ con-
tribution has been the growth of competencies as a way of identifying specific qualities
held by successful workers and the requisite performance outcomes. One of the most
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important competencies in contemporary workplaces is leadership of others to work
towards new standards of excellence.

4.1.2 Adding value

The challenge for all parties to the employment relationship is how to add value to the
organization. In other words, how can the workforce be managed to provide optimum per-
formance? Rather than concentrate on the inputs of performance (e.g. time, money, effort,
training, setting objectives and measuring them), adding value is more concerned with the
outputs of performance (such as improvements in quality and sales, reductions in costs and
prices in relation to the inputs, problems solved and applied innovation, and an increase in
customer base). The employer of a large multidisciplinary workforce or an independent
professional ‘portfolio’ worker are equally faced with this same challenge – ‘What to do to
prosper?’2

The process of obtaining added value from employees

Organizations that have succeeded in adding value have sought to ensure that all the work-
force works towards enhanced customer satisfaction, irrespective of operating in the pub-
lic or private sectors. Whatever their job, they are encouraged to be salespeople for the
organization (see Chapter 1 for examples of such high performance organizations). The HR
(or personnel) department has a key role to play here, ‘selling’ its services to internal cus-
tomers based on ‘service-level agreements’, and developing strategies for the whole work-
force to add value. The human resource planning process is essential for this role to be
executed properly. HR planning permits policies and practices to be developed directly
(vertically) from business objectives but also integrated (horizontally) so that they represent
a cohesive strategy. With the introduction of age discrimination legislation, organizations
must also establish effective succession planning.

4.1.3 Performance management and competencies

According to Lawson,3 performance management is ‘about the arrangements organizations
use to get the right things done successfully’. In aspiring to ever-greater levels of organi-
zational performance, employers have turned to a variety of methods to deliver this aim. In
isolation or in combination, traditional approaches have included the effective selection of
people, work study, management by objectives, total quality management (TQM) and per-
formance-related pay, to name but a few. The modern approach to performance manage-
ment combines the process of linking people with the resources offered by capital,
equipment and technology (Figure 4.1).

The concerns expressed about the paucity of management skills during the 1980s led to
a number of initiatives, including the Management Charter Initiative (MCI) and National
Vocational Qualifications (NVQ). McClelland first used the term ‘competency’ in respect
of management performance in his work on motivation. The original definition was of ‘an
underlying characteristic of an individual which is causally related to effective or superior
performance in a job’ – in other words, what a person in a given situation should be able to
do. The Learning Skills Council defined ‘competence’ as ‘an action, behaviour or outcome
which the person should be able to demonstrate’ – that is, the task that a person who works
in a given occupational area should be able to carry out in terms of their behaviour in a
given position.

Although competency is a term used most widely in respect of management, for which
special management competencies have been developed, it does also apply to professional
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and vocational behaviours, which, once identified, can be developed (e.g. effective com-
munications or leadership). The rationale for competencies is that in the relatively small
manufacturing and product sector of the economy the quality differentiation can be
insignificant, but in the dominant service sector, quality customer satisfaction is crucial to
success or failure. The behaviour of people at work is therefore what counts.

It is easy to be confused about the term ‘competencies’, first used in the USA and mean-
ing the examination of actual performance in the job which can be measured and improved
by training, and the meaning given in the UK, describing behaviours which are naturally
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Figure 4.1. Business objectives and the link with performance management (partly based on

Lawson3).
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present in the individual (natural or in-built competencies) and can be combined with those
acquired by the employee through learning, training and development.
Every job to which competencies are applied will have a specific framework of competen-
cies that are relevant to that job, and to the organization in question. This framework can
be consolidated into an individual competency profile. Organizations will ‘cluster’ behav-
ioural competencies together, but the danger is that in doing so a number of surface and
core personality traits may be muddled for different individuals (see section 4.2). The com-
petencies can be identified individually using a number of methods, such as an analysis of
the competencies of good and poor performers, repertory grid, or critical incident tech-
niques, some of which overlap. The result should be half a dozen core competencies each
with different levels. Once the levels are established, key result areas can be established.
These are statements of behaviour translated into performance outputs required of the job-
holder. Jobs can typically have a range of eight to ten key result areas. These are then incor-
porated into the main part of a job specification.

Core competency: Leadership

At the recruitment stage these are identified as natural competencies, i.e. the candidate must
already possess the leadership competency to varying levels as required:

Level 1: Can lead a number of teams of professional accountants and managers
Level 2: Can lead one project team comprising professional accountants and managers
Level 3: Can lead non-professional members of a work team.

A key result area for Level 1 would be: ‘prepares business plans to maximize team mem-
bers’ expertise and customer contracts’.

Problems

Once competent, does this imply there is no further need for training or development? Which
competencies should be rewarded financially, and through different means, more than others?

The traditional method of assessing the successful application of competencies has been
through performance appraisal, but the subjectivity, poor methodology and inadequate
training of both appraiser and appraisee in many appraisal schemes means that in isolation
the outcomes are often dysfunctional. An appraisal process as part of a performance man-
agement system is the best method. Assessment can focus on the competencies required in
the job using the competency profile. In practice, this may be incorporated into the job
specification. The performance outputs should be clearly identified, and measurable crite-
ria used for the assessment.

The difficulty in linking pay to such a system is that care must be taken not to award per-
formance-related pay for personality traits. Performance (achievement of outputs) should,
of course, be rewarded although it is based on the application of certain competencies.
Competency-based pay (CBP) will reward the possession of certain competencies. This is
similar to skills-based pay, which rewards the gaining of new vocational skills. The result
of the combination of PRP and CBP is a form of ‘person-based pay’.

Performance-related pay bonus for: creating £60 000 worth of business in one month in
excess of targets by 50 per cent.
Competency-based pay for effectively demonstrating two key competencies:

1. Competency: negotiation
Behavioural indicator: identifies and builds on common ground

2. Competency: determination and persistence
Behavioural indicator: sees other people’s point of view but demonstrates repeated
efforts to convince them to accept his arguments.

Examples

Example
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Uses of competencies

● Training and development: identifying gaps and helping employees develop
● Development, promotion and succession planning: assessing employees’ readiness or

potential to take on new challenges
● Annual appraisals and/or performance-related pay: appraising and managing perform-

ance according to competency
● Grading structures
● Recruitment and selection – choosing the right people for the organization
● Change management – using competencies when restructuring or involved in culture

change.

(CIPD, 20044)

4.1.4 Quality

It is widely estimated that the costs of attracting a new customer are four to five times
higher than those for retaining a current one. In some industries, the costs are much higher.
The shift to the service sector, intense competition and the emphasis on customer satisfac-
tion over the past two decades has meant that organizations are seeking to add value in
terms of the quality of customer service as well as product. Major customers (including
organizations buying-in services or components from other firms) increasingly insist on
consistent quality standards. In human resource terms, performance standards are often
focused on these outcomes and are seen as part of quality management systems. Different
quality systems are discussed in Chapter 8.

In this section we have looked at the growing importance of quality and competence in
jobs, particularly the growth in the service sector where customer satisfaction is paramount.
This in turn depends on the quality of the organization’s people – their attitudes, skills and
expertise; in other words, their level of competence to carry out the tasks involved within a
culture of continuous improvement. The key dimension that ensures success or failure is
the standard of supervisory and managerial leadership, which is discussed fully in sections
3.1 and 5.1.

4.2 Recruitment and selection of human
resources

In this section you will:

● Examine the meaning of efficient, effective and fair recruitment and selection
● Examine the systematic process of recruitment and selection and induction
● Explore in depth key selection methods, such as interviewing and testing.

4.2.1 Introduction: what is recruitment and selection?

Perhaps the first question that should be asked in this part of the chapter is: ‘why recruit-
ment and selection?’ The answer seems simple: to fill a vacancy that has arisen. However,
before rushing to fill a vacancy by bringing in someone from outside, the organization
should conduct an analysis of the situation that may show this is unnecessary.
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First, an organization should have an effective human resource planning (HRP) system,
which will help determine its future people requirements alongside and integral to business
objectives, work systems and technology used. HRP will also enable the employer to assess
labour turnover effectively, particularly where exit analysis shows reasons for staff leaving.
There is also little point in hiring someone using expensive selection techniques if the job
is shortly to be changed or phased out. If this were expected, could an internal transfer carry
out the tasks in the meantime? On the other hand, could someone be hired with a view to
the job changing in the near future?

Second, rather than externally recruiting, could an existing employee be transferred, pro-
moted or retrained to undertake the work? From our discussion of the changes to work in
Chapter 1 we have seen that promotion possibilities have significantly declined in the last
twenty years, so the opportunity to take on new and perhaps more responsible work could
be welcomed by a number of employees.

Third, what analysis has been undertaken to identify the reason why the previous post-
holder left? Is there are a high incidence of turnover in that department, or in the whole
organization? Some of the ‘push’ reasons for staff turnover – all of which lead to low
morale – are:

● Poor management/leadership
● Employer branding – poor image
● Bullying/harassment
● Poor working conditions
● Lack of career development
● Lack of personal development.

Some of the ‘pull’ reasons for staff turnover are:
● Improved pay and terms and conditions elsewhere
● Better career and developmental prospects
● More attractive corporate image
● Easier commuting.

Again, there is little point in embarking on expensive recruitment if the new post-holder
will leave quickly as did the last job incumbent.

Lastly, two key issues must be addressed if the organization decides to go ahead and
recruit externally. Job analysis should be undertaken to ensure the written recruitment/job
specifications are accurate, and the recruitment and selection process must be revalidated
to ensure it is capable of producing the best group of candidates, and ultimately the best
candidate selected for the job. This brings us back to the question of what is meant by
recruitment and selection.

According to Lewis, recruitment is ‘the activity that generates a pool of applicants, who
have the desire to be employed by the organization, from which those suitable can be
selected’, and selection is ‘the activity in which an organization uses one or more methods
to assess individuals with a view to making a decision concerning their suitability to join
the organization, to perform tasks which may or may not be specified’.5

The term ‘recruitment’ has also been extended not only to cover the supply of a pool of
candidates for selection, but also those tasks associated with bringing the selected candi-
date into the organization through issuing the contract of employment, for example (see
Figure 4.2).

The organization must commit itself to the achievement of a number of critical suc-
cess factors in recruitment and selection if the best person is to be selected. These fac-
tors are:
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● The process must be systematic – that is, carried out in a logical fashion and consistently
in line with the organization’s policies, systems, human resource plan and business objec-
tives.

● Fairness – ethical and legal considerations must be complied with. The way in which
recruitment/selection is carried out says a lot about the organization, and prospective
employees will be aware of the messages conveyed by the way the process is managed.
Organizational culture will influence any ethical practices, which may be enshrined in a
code or policy on ethics. A key dimension is to act fairly within the law, especially con-
cerning equal opportunities, so as not to unlawfully discriminate. In Chapter 14 we will
examine the legal obligations on employers and the originating employment statutes.
The Equal Opportunities Commission and the Commission for Racial Equality have
issued codes of practice and guidance booklets on applying equal opportunities practices
to recruitment and selection. There is also a Code of Practice and Guidance which
accompanies the Disability Discrimination Act 1995. Furthermore, codes of practice
published by the CIPD should be followed, as should the numerous specialist ACAS
handbooks. Fairness is also examined in the context of tests later in this section.

● Efficiency – this means using the resources of time, money, reputation and human
resources to best effect. Having a systematic plan provides a blueprint for the exercise.
An organization that employs someone on an annual salary of £30 000 can be making an
investment of nearly half a million pounds sterling, including employment costs, over a
ten-year period. Numerous publications, like those produced by such bodies as the
CIPD, will help guide the inexperienced recruiter.

● Effectiveness – obtaining the right person using the optimum resources available must
be the paramount objective. Moreover, ineffective recruitment can lead to a poor ‘fit’
between the employer and the new employee, causing an induction crisis and under-
performance. Not selecting the best candidate is a waste of money, and could cause
financial losses and otherwise to the employer. What is required, therefore, is the opti-
mum fit of the person, the organization, and the job.

In order to obtain the best ‘fit’, the selection devices used must be valid and reasonable:

● Validity: any technique or method used must provide the employer with accurate results.
There is little point in using an interview technique that does not enable the employer to
select the best candidate. Furthermore, there is no point in paying for the use of expen-
sive selection methods, such as tests, if they do not measure the attributes or skills or
competencies that you wish to measure in the candidates and those that are relevant to
the job. A selection method that is valid will measure what it is supposed to measure.

● Reliability: having found and used the most fair, efficient and effective methods and
techniques that are valid, the employer should be able to use them consistently over time.
This means that using them on more than one occasion will provide the employer with
results that are consistent and comparable with the results arising out of use on the last
occasion.
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4.2.2 First steps in recruiting

We have already discussed job analysis earlier in this section, but should remind ourselves
that the key outcome from the process has traditionally been the job description, which
most organizations still continue to use. The job description will contain:

● Key facts about the job
● Clusters of related facts and tasks
● Details of the main responsibilities
● A summary of the main purpose of the job
● Details of responsibilities and tasks grouped under key areas of activity and showing

importance and frequency.

ACAS6 has provided helpful advice on what should constitute a well-written job description:

● The main purpose of the job: this should be written in one sentence, and at most two
for complex jobs.

● The main tasks of the job: the objective here is not to detail every last possible task in
minute detail, but to give the reader an accurate picture of the principal tasks and areas
of responsibility. Some organizations use the term ‘key accountability areas’, examples
being: ‘resources management’, ‘people management’ or ‘training duties’. Each descrip-
tion should commence with an active verb, such as ‘writing’, ‘filing’ or ‘selling’. Too
many job descriptions are written in vague terms, such as ‘managing’, ‘maintaining’ or
having an ‘overview’, and with little idea of outputs. A well-written task description
could be:

Telephoning potential customers to sell insurance policies A, B and E.

Importance: High.

Frequency: Continuous.

Authority to Act: High.

This task starts with (a) an input (i.e. active verb) – ‘telephoning’ – then identifies the
focus of (b) the action required – potential customers (this will usually be an adjective or
noun) – and finishes with (c) the output – to sell insurance.

(a) ‘Devise . . . (b) a system of record keeping . . . (c) which can be used to effectively mon-
itor absenteeism’. (Importance: Very important) (Frequency or time-scale: To be completed
by August 2006).

The tasks or key responsibilities should be clustered around the key accountability areas.
Finally, the scope of the job should be indicated. This will inform the reader of the

importance and impact of the job. This can be done by describing the value of the tech-
nology, materials or equipment used, the range of people supervised, and the impact of
the job on customers and the business. Information such as the author of the job descrip-
tion, the date of preparation, date of review and location of the job in the structure of the
organization should always be included. A structure chart can help to illustrate the last
point.

In addition, information such as fluctuations in job demands, physical/social environ-
ments, membership of relevant groups, training required, and assessment methods could be
included.

The job description is, therefore, a synopsis of the job; it tells the reader where the job
fits in with the total work system, and gives specific information on what, when and where
the tasks should be carried out.

Example
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Contractual matters

HRP requirements may mean the job is temporary, part-time, job-share or based on annu-
alized hours. Whatever form the tenure and hours worked takes, these type of contracts
which aid numerical and temporal flexibility should not be chosen for the wrong reasons.
Our discussion of flexibility in Chapter 1 shows that some employers may exploit these
types of flexibility for short-term financial reasons. Recent new legal measures, mainly
emanating from the EU, were formulated and introduced to protect workers on fixed-term
contracts, engaged in part-time work and other types of atypical work.

The person specification

This is the second of the two key documents, and derives partly from the job description.
It is a profile of the ideal person to fill the job, but without producing characteristics that
could never be fulfilled. For this reason it is wise to show a desirable profile (i.e. ideal) and
an essential (i.e. minimum) one. One candidate may possess characteristics that span both
profiles – for example, she possesses the desirable qualifications but her experience meets
only essential criteria. In recent years person specifications have been criticized for failing
to provide a benchmark as to what the candidate can actually do, rather than a broad psy-
chosocial profile. This is rather unfair because the person specification is designed specif-
ically to produce just that; once established, the use of selection methods can be adopted to
evaluate what the candidate can or cannot do. It is one reason why competency profiles
have become so popular in recent years.

Judge for yourself the usefulness of the person specification by examining the best-used
models in Table 4.1.

The information on the ideal and essential person characteristics can be ascertained by
correlating the profiles of different employees and their performance standards, obtained
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Table 4.1 The person specification – two models

Alec Rodger’s Seven Point Plan

1 Physical make-up – health, appearance, bearing and speech

2 Attainments – education, qualifications, experience

3 General intelligence – intellectual capacity

4 Special aptitudes – mechanical, manual dexterity, facility in use of words and figures

5 Interests – intellectual, practical, constructional, physical active, social, artistic

6 Disposition – acceptability, influence over others, steadiness, dependability, self-reliance

7 Circumstances – any special demands of the job, such as ability to work unsocial hours, travel

abroad, etc.

John Munroe-Frazer’s Fivefold Grading System or Framework

1 Impact on others – physical make-up, appearance, speech and manner

2 Acquired qualifications – education, vocational training, work experience

3 Innate abilities – quickness of comprehension and aptitude for learning

4 Motivation – individual goals, consistency and determination in following them up, success rate

5 Adjustment – emotional stability, ability to stand up to stress and ability to get on with people

The amount of detail included in the specification will vary according to the job involved, but will not always

increase with the level of the post; some quite junior posts can have important requirement in ‘impact on other

people’, for example.



through performance appraisals. Using a software package, the characteristics can be iso-
lated and constructed in accordance with different jobs.

It is important to remember that unnecessary requirements are not simply a question of
putting the wrong person into a job, but can be discriminatory too – for example, specifying
unjustifiable requirements for gender, race, physical ability (direct discrimination), or
height, size, first spoken language or residence (indirect discrimination).

Furthermore, you should note that there are several aspects of the traditional person
specifications that could lead the employer very easily into breaching the Disability
Discrimination Act 1995. In the Seven-Point Plan elements 1, 5 and 7, and in the Five-fold
Grading System element 1, modification is clearly needed to avoid references to physical
appearance and activity, for example, unless these are justifiable requirements of the job.

Before moving to the next stages of recruitment, decisions must be taken on matters such
as contractual status, pay and benefits, status, location and mobility.

Competency profile specification

Competencies have already been discussed in Chapters 2 and 3. Suffice here to say that
these profiles are proving to be a popular and reliable alternative to the person specifica-
tion. The big advantage is that they allow the selector to break down particular characteris-
tics into different competencies. For example, the person specification might require
someone with good judgement, but what does this mean? Without careful definition, dif-
ferent selectors might interpret it differently. The broad ‘natural’ competency of ‘judge-
ment’ could be first defined and then given a number of behavioural outcomes; so that
judgement becomes:

Ability to make qualitative decisions: Behaviour:

● Employee makes decisions which avoid problems; or
● Employee maximizes the role and input of all resources by making decisions and apply-

ing problem-solving techniques; or
● Employee can deal with decision-making and problem solving under pressure without

losing consistency and quality.

Clearly, this gives selectors a great deal more to work with, and they can construct inter-
view questions and other selection measurements that directly address the needs of the
organization and the job.

4.2.3 Recruitment methods

These are summarized in Figure 4.3, which shows the range of selection methods. It is
likely that the HR function will be responsible for managing the total process, but increas-
ingly in devolved organizational structures line management has a major contribution, and
even a controlling role to play. A decision must also be taken on whether all or part of the
function should be outsourced. One survey shows that nearly 80 per cent of private sector
firms and 43 per cent of public sector employers outsource some part of the
recruitment/selection process.7 The most common outsourced functions are advertising,
screening interviews, testing and executive search – sometimes referred to as ‘head-hunt-
ing’. The advantages of doing so are the expertise of the agency or consultancy in their
particular field, the anonymity of the client/employer until final interview, and the cost-effec-
tiveness of giving the task to a specialist. The latter will prevent valuable in-house resources
from doing something that they are not trained to provide. However, disadvantages
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include excessive costs, particularly for executive search. The norm for most employers
when recruiting non-executive staff is to use employment agencies for temporary workers,
and recruitment agencies for advertising and specialist services such as CV scanning. The
final decision to appoint should always be made in-house.

Advertising

There are two main means by which a new employee can be attracted:

1. Internally by means of a search or ‘trawl’ of potential candidates (used in the public sec-
tor and in large corporations). This gives an opportunity for staff to be transferred for
experience and training purposes. In addition there is internal advertising, which in
effect ‘ring fences’ jobs so that existing employees can apply for promotion and trans-
fer. This provides career ‘headroom’, which may be significantly reduced due to ‘down-
sizing’; it has a clear motivational effect, and helps to retain employees who might
otherwise leave for a better job elsewhere. This method can also be used for internal
redeployment of persons who are selected for redundancy from their own posts.

2. Externally advertising in local, national or specialist newspapers, magazines or journals.
Of limited use are radio, cinema and television, mainly due to costs and the imprecision
of the market targeted. Other methods include:
● employment and recruitment agencies
● open days and exhibitions at careers fairs

110 Leadership and Management for HR Professionals

Figure 4.3. Recruitment and selection methods.



● careers advisory services for local areas, universities or adults
● training providers operating under New Deal and Modern Apprenticeships for young

people
● unsolicited letters and casual callers, or those responding to locally placed adverts.

External advertising enables the employer to work towards achieving a ‘diverse’ workforce
through using flexible recruitment methods.

It is very inadvisable to use ‘word-of-mouth’ recruiting, say through present employees,
because this could perpetuate the current make-up of the workforce and give rise to indi-
rect sex or race discrimination.

The source and method of attraction chosen will depend upon the type of vacancy that
exists and how quickly it must be filled, the resources available to fill it, the difficulties in
attracting good calibre candidates, the location of the job, and the history of failure/success
in using different methods. Monitoring therefore plays an important part of the process, not
least to ascertain the equal opportunities dimension at every stage.

Assuming that a decision to advertise externally has been taken, a time scale for filling
the vacancy determined and responsibilities for particular tasks allocated, the objectives of
the advertisement must now be decided upon. Generally, they should follow the acronym
ADIDA:

A – Attract attention: in a competitive sellers’ market this could be difficult
D – Deter inappropriate applicants
I – Interest should be generated in the reader so they read all the advert
D – Desire should subsequently be aroused in the reader to apply for the job – this will be

achieved by presenting relevant information that attracts readers while leaving them
wanting to learn more; marketing the organization will also help ‘sell’ the job

A – Action therefore follows and the reader becomes an applicant; to facilitate this the
advert should tell the reader exactly what they have to do to find out more about the
job/organization and/or to apply.

To achieve these objectives the designer of the advertisement should define the target read-
ership based on the job description and person specification or competency profile, and
produce text and graphics that can best convey the relevant message of attraction. At the
same time, the resources available must be balanced against this and a maximum budget
determined. Finally, all information relevant to the process should be monitored.

What information should be monitored and analysed about the success or otherwise of the
job advert?

The analysis should be based on the different mediums chosen (e.g. newspaper, journal
etc.) and the different dates and locations of the medium used. The data can then be broken
down into:

● Numbers responding
● Numbers requesting further details
● Numbers applying
● Numbers differentiated by sex, race, disability, age, home location
● Successfully shortlisted candidates and source of successful candidate
● The cost-effectiveness of each medium used, based on the above data.

A key decision to be made before advertising is the method of application: application form
or curriculum vitae? Thereafter shortlisting will take place.

Feedback

Exercise
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4.2.4 The interview

The selection interview is one of the great controversial techniques that has a central
part in people management, despite heavy criticism and much evidence that it is prone
to misuse and over-reliance. In Chapter 2 we examined the effect of social perception
and stereotyping in interviewing. However, there are techniques that will make optimum
use of the selection interview as a useful tool. There are many useful acronyms for
remembering a basic structure for the interview; one that is very helpful is PPAASS:

P = Purpose

The interviewer(s) should have a clear idea and plan as to the reason for the interview, the
objectives to be achieved and the role of the members of the interview ‘panel’. To increase
objectivity there should preferably always be at least two interviewers, although in practice,
particularly at ‘screening’ interviews, this will be difficult.

P = Preparation

This represents the detailed arrangements before the actual interview begins. The exact role
and interaction of the panel members must be decided in advance so that each member
knows the order of questions, who will cover which questions, including areas to be probed,
and the procedure for the interviews. Indeed, will only one person conduct the interview or
will two or more be involved? It is usual with panels of two or three members to have a rep-
resentative from the HR function, the line manager involved and someone from the depart-
ment or area in which the new employee will work.

Every interview must have a clear beginning, middle and end. The reception arrange-
ments must be carefully organized and the interviewing environment prepared, including
room layout. Where someone with a disability has indicated the requirement for special
needs, these should be accommodated beforehand. This will also cover greeting the candi-
date and informing him or her of the purpose of the interview, the role of each panel mem-
ber, the duration of the interview, that there will be note taking during the interview, and
that there will be an opportunity to ask questions.

A = Activation

This is arguably the most important part of the interview. The interviewers’ job is to ‘acti-
vate’ the interview – in other words, to generate a dialogue between themselves and the
candidate, and in particular to get the candidate talking. Interviewers can use body lan-
guage, which is discussed under ‘Attention’, but they fail or succeed by using carefully cho-
sen questions. There are a number of questions that can be used:

● Closed: these require a ‘yes’ or ‘no’ answer – for example, ‘Did you enjoy your last
job?’

● Direct: these require limited information to be given – for example, ‘What is your man-
ager’s name?’; ‘Where did you obtain your CIPD qualification?’

● Open: these require more than a one-word answer, and frequently a well-phrased open
question can generate a lot of information – for example, ‘Tell me what you find inter-
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esting about working in transport management’, to which the answer may be ‘Well,
firstly I like the ability to visit different sites, and then there is the problem-solving to
get the vehicles moving’ etc. You will have straight away detected there is a big vari-
ation in the type of open questions that can be used. Indeed, there is a large choice fac-
ing the interviewer. Some are too wide for the situation and the candidate; the ‘tell me’
type of question should only be used to relax the interviewee and get him or her talk-
ing, and to introduce a specific topic about which the interviewee knows something.
Interviewees should do around 75 per cent of the talking in a selection interview.
The example given above could have equally elicited a very short answer, such as ‘I
don’t like transport management’, or ‘the travelling’. This is why interviewers should
be prepared to have a range of questions at their fingertips. There is every advantage
in having a list of pre-prepared questions covering all the key areas to be probed, but
an effective interviewer will not just rely on them. Remember Rudyard Kipling’s
maxim:8

I keep six good serving men (They taught me all I knew); Their names are What and

Why and When And How and Where and Who.

● Probing: this is where the probing question is so useful. This type of question provides
a clear focus to unsatisfactory answers. The interviewer can follow up leads, or pull out
and confirm a key piece of information buried in a long waffly answer. Examples include
‘Could you give me a recent example of that?’; ‘What exactly did that entail?’; ‘And how
did they react to that idea?’

● Repeat or playback: this type of question enables the interviewer to clarify and confirm
by relaying back the answer to the interviewee in some fashion – for example, ‘Are you
telling me you found it difficult to work with Mr Norgate?’; ‘So, your idea is to . . .?’

● Hypothetical: these questions will involve putting a scenario or idea or problem to the
interviewees and asking them to explain their views, solutions or ideas. They are partic-
ularly useful when evaluating competencies. However, they must be used carefully so
that they are reasonably within the interviewee’s scope of answering, otherwise the can-
didate will lose confidence and ‘dry up’.

Other questions used are the ‘leading’ question, which involves asking the interviewee
something that leads him or her into giving a predictable answer. These should normally be
avoided. This type of question is similar to the forced-choice question, which should only
be used in special circumstances; an example would be: ‘Do you prefer working in London
or in Manchester?’ As a general rule the ‘multiple question’ must be avoided, because it
involves wrapping two or more questions into one and will confuse the interviewee as well
as the interviewer!

Interviewers should not ‘fire’ questions at interviewees as if the interview was an inter-
rogation; this should not prevent the pace of the interview being brisk and the interviewee
feeling challenged by a number of tightly grouped questions. A candidate who is too com-
placent and comfortable is unlikely to let his or her guard drop and the interviewer may find
little or no truth in the answers provided.

In addition to questioning, the interviewer would be expected to use a number of
summaries at the close of sections of the interview and try to link one part of the inter-
view with the next. Where two or more board members are involved, each should have
a specific time-slot to pose questions with an opportunity to follow up later; a ‘tennis
match’ should be avoided, where one question is asked by one interviewer, and then by
the next and so on.
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A = Attention

This aspect of the interview involves the controlled use of body language. Although esti-
mates differ, some argue that communication is made up of 55 per cent non-verbal signals
such as body language, 38 per cent inflection and intonation in voice, and only 7 per cent
in the literal meaning of the words. The effectiveness of interviewers’ body language will
obviously depend on their training, the interview environment (such as the distance
between seats) and the interviewee’s sensitivity to it. Through their body language inter-
viewers can signal to the interviewee their understanding of what the interviewee is saying,
and in turn encourage or discourage him or her from talking freely or closing up through
fear of ridicule, boredom or disinterest on the part of the interviewer. Eye contact should
be maintained at about an 80 per cent efficiency rate, and the gaze move around the top half
of the face and not fix on the eyes or some other facial feature.

Furthermore, ‘open’ body language is said to encourage openness by the interviewee. It
includes not crossing legs, not having crossed legs turned away from the interviewee, not
having closed palms, and not having a posture directed away from the interviewee. ‘Mental
stroking’ involves psychological encouragement, involving nodding occasionally and
briefly smiling, or changing the facial expression. Nothing will discourage the interviewee
from talking more than a blank expression on the face of the interviewer.

Finally, body language and activation permit the interviewer(s) to control the interview.
Without that, the interviewer or the chairperson of the interview board cannot steer the
interview through the planned stages. If an interviewee is overtalkative, using obvious
methods of control such as saying: ‘I’m afraid I must stop you there . . .’, an interviewer can
also simply cross his or her legs and turn away from the interviewee slightly, reducing eye
contact frequency down to say 50 per cent. This links activation and attention so the inter-
viewer can assert control.

S = Summary, or rather summaries

We have partly dealt with this under Activation, but it is important to remember that a sum-
mary by the chairperson of the interview board at the end of the interview will allow other
board members to ask any outstanding questions and the interviewee to add anything they
may have omitted or badly explained earlier in the interview.

S = Structure

This point is dealt with under preparation, but the interviewer(s) should also check the fol-
lowing at the end of the interview:

● Did the interviewer(s) refrain from interrupting each other?
● Did the interviewer(s) refrain from demonstrating to the interviewee how well or badly

they were doing? (This will mislead the interviewee, who may either ‘give up’ or believe
they no longer have to try hard depending on the interpretation of the message.)

● Was there an appropriate close to the interview?
● Did the interviewee know what would happen next, e.g. when would they hear the decision

of the interview board or when the next stage of the selection process would commence?

Telephone interviewing has increased in recent years. Identify some of the dis/advantages
of this type of interviewing.Exercise
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Advantages:
● Cost effective
● Equitable tool
● Minimum interference of interpersonal characteristics with objective assessment
● Task focus – competency interviewing enhanced
● Less opportunity to stereotype and discriminate.

Disadvantages:
● No non-verbal communication
● Reduced opportunity to control interviewee
● Interviewee can read from script
● Poor rapport established at beginning of possible job
● One-to-one interview, absence of panel interview heightens subjectivity.

Competency-based interviewing

Using the competency profile as a basis for the interview, an employer can conduct two
types of interview:

1. A situational interview. This will place the interviewee in a series of hypothetical sit-
uations that are described by the interviewer or contained in a case study, whereupon he
or she will be asked how they would handle the situations. Questions should be designed
to show how well the interviewee can plan, organize, problem-solve or cope with pres-
sure. In some situations a virtual (verbal) role-play can be constructed between inter-
viewee and interviewer.
Example question: ‘Half your workforce have phoned in sick on Monday morning. An
urgent job must be completed by the end of the day. Clearly, not all scheduled work
requirements can be completed. How would you deal with the situation?’

2. A behavioural interview. The interviewee will be asked to recall specific examples
from personal experience to illustrate what happened and how he or she coped with par-
ticular work situations. The premise for this approach is the well-established technique
that past behaviour is a good predictor of future human behaviour. The questions are
useful at the start and at the end of interviews, because probing can be based on the
interviewee’s own experiences and is thus less threatening.
Example question: ‘What’s the most difficult problem you have encountered in the last
six months?’

4.2.5 The use of technology

The use of technology has become a marked feature of recruitment and selection over the
past decade. Well-established systems and techniques such as the face-to-face interview are
still likely to remain popular, however. In a study conducted by Industrial Relations
Services in 20029 it was found that in management recruitment although 80 per cent of
private and public sector organizations surveyed use the web for job advertising, only 5 per
cent say it is effective as a recruitment tool. ‘Traditional’ media advertising was most
favoured, followed by recruitment agencies. To dismiss the use of technology in UK
recruitment and selection would, however, be wrong. Other surveys report a big surge in
the use of online recruitment. The Recruitment Confidence Index10 reveals that over 50 per
cent of employers are using on-line recruitment (a three-fold increase since 1999). This
covers employers in all types of sectors. As managers become more skilled at using the

Feedback
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technology, both confidence and usage will increase. Most use comes from operating their
own corporate sites.

Advantages of on-line recruitment include the following:
● Marketing of the employer’s brand – its organization, products or services
● Applicants can interrogate the home page and download organizational information
● A candidate can be profiled and short-listed or rejected using an automated system, thus

reducing time scales incurred through the use of paper-driven systems, but improving
recruitment productivity

● The employer has the ability to stay in touch with a potential candidate
● Targeted recruitment and establishment of a talent pool can be achieved within months
● The web assists in achieving global recruitment
● There is a choice of several well-established agencies on-line.

Disadvantages of on-line recruitment include the following:
● Cultural barriers (e.g. language) can be difficult to overcome for applicants and recruiters
● Sectors of the community are far less likely to have access to a computer than others (in

the EU, only 25 per cent of Internet users are female)
● In some sectors, applicants prefer face-to-face recruitment (e.g. the medical profession)
● There may be difficulties in identifying special needs or disabilities on line
● The way the ‘technology’ works will put off some people; others may not be computer-

literate
● ‘Off-the-shelf’ systems may not be appropriate for the recruiting employer.

In the USA most large organizations use the Internet to post jobs, and the majority use some
form of advanced online CV ‘mining’ or intelligent search tools. Although the use of video
links for interviewing is still in its infancy, such a system would further reduce costs (e.g.
travelling expenses) and allow recruiters temporarily to close a link if they needed to con-
sult written information or with each other before continuing the interview.

On-line assessment in other forms, e.g. psychometric testing, is also underdeveloped, but
a large proportion of The Times 1000 companies use technology in some form for selec-
tion, although this may constitute having candidates take tests at a computer rather than use
paper and pencil (e.g. GlaxoSmithKline). There are many arguments for and against this
development; some of these are legal, such as compliance with all eight data protection
principles (Data Protection Act 1998).

4.2.6 Assessment centres and tests

Assessment centres are not necessarily physical places, but can be a process of selection
that is centred at one location. The assessment centre approach involves using a battery or
range of selection tools that simulate the relevant attributes, skills and competencies
required in the job. For that reason assessment centres are normally used for selection,
including promotion (using internal or external candidates), although increasingly they are
used for training and development as well as performance assessment. The basic concept
is that because interviews are such a poor predictor of performance and tend to concentrate
on past or current work, it is necessary to use selection tools that increase predictive valid-
ity and therefore focus on assessing potential.

Figure 4.4 shows the relative levels of predictive validity and reliability for a range of
selection tools. You will note that a single interview conducted by an untrained inter-
viewer will have little more predictive validity than tossing a coin as a means of decid-
ing on the selected candidate. Before exploring the functions of an assessment centre
the term’s validity and reliability should be defined; using a selection test is the best
example.
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Reliability

Where the same test is administered to the same person on two separate occasions (but
using differently worded questions), the results should be very similar unless something has
changed the individual. The reliability of assessment centres is much greater than that of
single interviews. There are two other ways of looking at reliability. First, ask yourself this
question: ‘If you were to interview 25 job candidates over a 2-week period, could you guar-
antee that each 45-minute interview would be conducted with the same degree of precision,
skill, attention and pitch of questions as all other interviews?’ Your answer is probably ‘no’,
in which case there is poor reliability attached to those interviews.

Validity

This shows the extent to which the test is providing useful information. There are five types
of validity; arguably, predictive validity is the most important in selection, but the impor-
tance of each type will depend upon the reasons for the use of the test:

1. Face validity: this is the extent to which the test looks appropriate and relevant to the
person taking the test. If the test candidate takes the test seriously, the results are more
likely to be accurate and valid.
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Below 0.1 indicates an obverse result
(Drawn from a number of sources, including Dr. Mike Smith of UMIST, 1989)

Selection methods and job performance − predictive validity

Perfect prediction (1.0)

Structured interviews (0.62)
Work sample tests (0.58)

Ability tests (0.56)

‘Situational’ interviews (0.40)

Biodata (0.40)

Personality questionnaires (0.38)

Interviews (single interviewer
     − unstructured) (0.30)
References (0.13)
Astrology (0.0)

Graphology (0.0)

Chance prediction (‘toss a coin’) Astrology (0%)

Graphology (2.0%)

Biodata (18%)

Assessment
centres (58%)

Ability tests (60%)

Application forms (94%)
References (98%)
Interviews (100%)

Figure 4.4. Selection methods and job performance – predictive validity and usage.



2. Predictive validity: this is the extent to which the results of the test will correspond to
some other future measure. In the case of predicting performance in a job, the results of
several tests can be compared to actual performance of the employee later in time. The
closer the correlation between test results and performance, the greater will be the pre-
dictive validity of the test. Aptitude tests are the best example of test usage.

3. Concurrent validity: this is the extent to which the results achieved on a test corre-
spond with those of another measure applied at or about the same time. Thus using test
A with a totally different test B would give you the concurrent validity.

4. Construct validity: this is the extent to which the test measures what it is supposed to
measure. For example, if the test is for verbal fluency, that is what should be measured.

5. Content validity: this is the extent to which the test measures something that is rele-
vant. If a test is supposed to measure intelligence, it should measure elements of intel-
ligence that are relevant.

The tools used in an assessment centre can vary widely, depending on its purpose. There
are a number of required features of an effective assessment centre system:

● Small groups of candidates (between five and eight) should be used; this makes the
selection exercises more manageable and allows for good interaction between them

● Detailed and multi-dimensional analysis of the jobs and ideal/essential jobholders must
be prepared, on which the exercises used can be based

● Where relevant, competency profiles must be prepared
● The assessors must be carefully and fully trained
● Feedback must be given to the candidates; this can be partly given at the second inter-

view stage half-way through the process. This allows self-selection, whereby the candi-
date decides to pull out of their own volition when they perceive that the job is not for
them.

As you can easily envisage, the use of assessment centres is a costly and time-consuming
business, the average duration being two to five days. For this reason, most employers will
limit their use to filling senior or vital jobs. For other posts the employer may simply
rely on one or two interviews, a personality questionnaire and two or three tests (see
Section 2.2).

Using tests

Many selection tests are known as psychometric tests. This simply means that the test will
enable an evaluation of the candidate’s psychological functions to take place, which will
then be ordered and described by a numerical scale or category using statistical formula-
tion – in other words, applying mathematics to psychological data and representing the
results statistically. It is vital to note that using tests cannot turn the selection process into
a mechanical process without errors. However, you will see from Figure 4.4 that it can pro-
vide reliable and valid outcomes, which should be combined with the results of other selec-
tion methods. This is one reason why the interview remains important despite its poor
results when used in isolation. Using more than one interview can help with screening, giv-
ing feedback, picking up and probing information that has come to light through testing (or
other assessment centre methods).

Before using a test, the employer must be certain that it is appropriate to do so and
not just following a fad. In particular, an employer should look for a sound and proven
methodological basis for the test, particularly validity and reliability. Also, the test sup-
plier should be able to show clearly the norm references for the test. A norm is the aver-
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age or normal performance that you would expect to see in people for whom the test was
designed. The raw scores can be standardized to achieve this (statistically known as the
coefficient). So, for example, if you wished to use a test to select for a senior personnel
manager post, you would expect to see evidence of the norm references of the test in
selecting for that type of test. The only way the test publisher can do that is to evaluate
its effectiveness using ‘dummy runs’ with appropriate management-level test candi-
dates.

A key factor that an employer would be expected to check is the test being free of sex
or cultural bias. If the test is not free of these distortions, then the results will be skewed
and biased against one sex or against those from ethnic groups; this is known as having
‘adverse impact’. The easiest way in which a test can be biased is through the use of lan-
guage. If language used in the test is of a colloquial nature, those from different cul-
tures, even from different parts of the UK, may not understand or may misinterpret the
questions and produce low scores. Purchasing or hiring a test should involve receiving
a test manual from the publishers, which gives evidence of all of these issues being
satisfactorily addressed.

4.2.7 The final stages

References

Despite there being practically no validity in job references, and even less in personal ref-
erences, many organizations still have to use them to confirm basic information about can-
didates, such as dates of employment, status and salary.

Personal or academic references are useful for school or college leavers where they have
little job history, and where qualifications are an important part of the candidate’s applica-
tion – for example, confirming the possession of the CIPD qualification for a post in a per-
sonnel department.

Medical references can be obtained under certain provisions of the Data Protection Act
1998, although employers must ensure that they do not breach the Disability
Discrimination Act 1995 in turning away someone who may have an impairment classified
under the Act.

Legally, work references must be accurate, honest and not misleading.

Where the recruitment and selection is thorough, meaning several interviews and an

assessment centre system used, there will be a high consensus amongst managers and

employees that a particular individual should be appointed – So, no one can say X or

Y should not be appointed . . . With a flat structure based on project team work and

the application of high quality skills it is absolutely key that we get the right person . . .

We are investing for the future . . .

(Senior manager at Goldman Sachs plc, in discussion with the author June 1999)

Offering the job to the successful candidate

The job offer should always be made in writing, and the signatory of the letter must
ensure that all the details are accurate. The job description should not be attached to the
offer letter, otherwise it will be arguably a part of the contract of employment. The job
description is usually legally deemed to represent reasonable management instruc-
tions and therefore must possess a degree of flexibility for management to alter it rea-
sonably from time to time without there being a breach of contract. These matters and
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those relating to the statement of principal terms and conditions are discussed in
Chapter 14.

Induction

Effective induction is vital, not least because in the first three months of an employee’s
service there occurs the so-called ‘induction crisis’, and only after one year does stability
occur. Staff turnover in the first three months can easily be 20–25 per cent. Effective selec-
tion can reduce turnover, but it can be wasted without properly planned and implemented
induction. This can include the management of relocation, handling the new employee’s
domestic difficulties, and the provision of information prior to the employee starting work.
Finally, having sufficient time to complete the induction process, good management sup-
port and full information is crucial for success.

Induction is a systematic process to enable the new employee to ‘fit’ into his or her job
and the organization as soon as possible. This will be achieved by becoming familiar with:

● The people he or she will work with (and needs to communicate with)
● The work environment
● The job (including career and training plans)
● The organization (culture, structures and systems).

Produce a shortlist of things an induction process should cover.

● Key information on ‘housekeeping’, work systems and environment
● Aims/objectives of immediate work group
● The role of the new employee – personal work objectives and standards
● Key internal and external contacts – all these matters help assist ‘familiarization’ and

‘survival’
● Recreational and rest facilities
● Counselling, first-aid and medical facilities
● Health and safety, including fire evacuation
● Familiarization with services, trades unions, staff clubs and environment.

In this section we have examined the sometimes lengthy and expensive process of recruit-
ment, selection and induction. For this reason it is necessary to ensure that the process is
handled fairly, efficiently and effectively. Doing so should produce results that are valid and
reliable. Ultimately, it provides the right employee with a ‘fit’ for the job and the organi-
zation. Optimum performance may then be provided by the employee, but only with the
right leadership, motivation and performance management. The different steps of the
process are summarized in Figure 4.5.

Summary

Feedback

Exercise
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4.3 Managing performance

In this section you will:

● Examine the possible reasons for poor performance, including substandard work and
unsatisfactory attendance

● Assess some of the ways in which poor performance can be managed successfully
● Examine the role of disciplinary action and the skills necessary for carrying it out

Section
objectives

(A) Vacancy created

QUESTIONS:

Does the vacancy need filling?
Does the job vacancy need redesigning?

Does the job need re-evaluating?
Is the job part of a restructuring?

Is the job likely to be made redundant?
Can you do without filling this job vacancy?

Do you have any form of business plan linked to your human resource plan?
If so, does this tell you anything about the way the vacancy must be filled or the job changed?

(B) Conduct job analysis – Review the person specification, job description, job
specification or competency profile

(C) Confirm the terms and conditions of employment. Are you clear about the
contract you will issue to the new emloyee?

(D) Agree your methods of recruitment and selection. Make these as cost-effective
as possible

(E) Decide whether applicants will need to complete application form or CV

(F) Identify sources of applicants – target them – attract them – choices – use:

•  Internal sources: e.g. promotion

•  External sources: advertisements – newspapers, journals

•  Use consultants, agencies or specialist recruitment services

(G) Set-up a monitoring and review process

Figure 4.5. The recruitment and selection process.
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4.3.1 Introduction

Proper application of all the policies and methods discussed so far in this section of the
book should help produce effective employees, but poor performance can still manifest
itself at any time and in all employees. No one is immune from producing work or having
an attendance record that at one time or another is less than satisfactory. The task of the
manager or supervisor is to make a judgement between those who are performing at a level
less than expected for a justifiable reason, such as a bereavement, genuine illness or job
induction, and those who are not. In all these cases support, albeit of a different nature,
should be given to the employee. There will be some who produce substandard work for no
discernible reason, and it is here that the manager must take action quickly. (Different
aspects of performance management – Target-setting and Management by objectives – are
also discussed in section 5.2.)

4.3.2 Managing poor performance

In order to prevent poor performance it is critical that employees are clearly aware of the
standards required of them for work, conduct and attendance. There are numerous ways in
which the necessary behaviour can be communicated to them; these include:

UK sickness absence hits 20-year high point

Official figures released (in April 2002) show that more working days than ever before are

being lost because of sickness absence.

Figures from the Office for National Statistics’ Labour Force Survey reveal that almost 2.2

million working days were lost to sickness in autumn 2001, compared to 1.9 million days

the previous summer.

It is the first time there has been a significant increase in the levels of sickness absence

for 20 years. The figure had previously remained static at just under two million days.

The research reveals that women are more likely to be off sick than men, with absence

levels among female employees at 3.8 per cent on average compared for male staff.

According to the survey younger staff have the highest levels of absence. Men aged 25

to 29 years old and women in the 20 to 24 age group are most likely to take time off work.

For men the highest absence rates were in customer-facing occupations and the lowest

were among managers and senior officials who were absent on average for only 2.4 per

cent of working days. Among women the absence rates were among process, plant and

machine operatives.

John Knell, director of research at the Work Foundation*, said the ONS findings tie in with

the general downturn in employee satisfaction revealed in the organization’s Working in

Britain Survey.

‘The fact that they (sickness absence levels) have increased is significant and it might

reflect staff satisfaction levels. The largest increases in dissatisfaction levels between 1992

and 2000 were for workload and working hours,’ he said.

‘According to our survey the number of people who only work as hard as they have to

has doubled and one avenue for dissatisfaction is sick days.’

[Formerly known as the Industrial Society.]

(Wigham, 2002, in Personnel Today, April)

● Examine different methods of performance management, including the incorporation of
performance appraisal, pay, and training and development.



● The job description or job specification (with competency profile)
● The employer’s staff handbook or staff code and guidance on standards
● Disciplinary procedures and rules
● Information provided at induction and during the probationary period
● Day-to-day supervision (both formally and informally)
● Peer group information (both formally and informally)
● Training and development (e.g. personal development plan)
● Management information, e.g. briefs and meetings.

Having accepted that there will be legitimate reasons why employees may fail to come up
to the standards expected of them, even those with inexplicable or unacceptable reasons
should be given help and encouragement to reach them. Standards of performance and con-
duct must be clearly laid down in unambiguous form, and be SMART – that is, specific,
measurable, achievable, realistic and capable of being met and measured within a reason-
able time scale. The role of appraisal, discussed in the next section, has a vital role in this
process. Information about unacceptable performance can be observed and/or gathered
using a number of methods, including:

● Day-to-day supervision
● Performance appraisal/review
● Absenteeism records
● Timesheets or records
● Peer group members
● Quality systems
● Customer complaints, or complaints from other parties such as suppliers
● Employee surveys, including exit analysis.

Investigation

The first step when unsatisfactory performance is detected is to investigate whether the report
is true, and if so to monitor it. The reasons must be investigated immediately. Remedial action
should also be taken either immediately or after a lapse in time, depending upon the severity
of the poor performance. It may be decided that the performance or conduct is so unaccept-
able that the organization’s disciplinary procedures must be triggered straightaway. Assuming
it is not, then the employee must be spoken to as soon as possible to ascertain the reason, and
the standards required by the employer explained so that the employee has no doubts about
what is expected of him or her. The implications of failing to improve must also be clearly
explained, such as disciplinary action or a transfer. One of the main reasons why so many poor
performance issues are mismanaged is because of the lack of training or self-confidence in
the responsible managers. Another reason is that perhaps managers are too quick to ‘blame’
the employee without acknowledging that the organization may be partly responsible.

How to handle poor performance

Remedying the defects mentioned in the preceding list could resolve a problem. If not, the
temptation may be to rush into disciplinary action. However, there are other solutions
which, as ACAS11 points out, can be more satisfactory for all parties; these include work-
place counselling and employee assistance programmes (EAPs), as well as referral to spe-
cialists in counselling, advice and addiction. This alternative can help an employee whose
poor performance is due in some part to a profound misunderstanding of what is expected
of him or her, because of psychological or domestic reasons or addiction to drugs or alco-
hol. The individual may be sufficiently cured and return as a fully effective member of staff,
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grateful for the employer’s assistance. Other employees too will be vicariously supported
by the help given to another employee. Funds spent on disciplinary proceedings and possi-
bly at employment tribunal, particularly where there might have been disability discrimi-
nation will be saved. (Counselling and Employee Assistance Programmes are discussed in
section 4.4)

Disciplinary action

Where these other measures have failed or where the lack of performance or proper conduct
is great, then the employer’s disciplinary procedures may be applied. For example:

● A member of staff has been told three times by her manager that late arrival in the morn-
ing is unacceptable and there is no good reason for the persistent lateness

● An employee secretly drinks during work hours and refuses to accept counselling or
external help with his or her addiction

● A new member of staff with seven months’ service continues to fail to meet work stan-
dards despite a reorganization of that work, training and coaching.

Definition: Discipline is the regulation and management control of human activity to pro-
duce an appropriate level of performance and conduct.

As we have already indicated, discipline at work requires clear, unambiguous rules based on
the ACAS Code of Practice on Disciplinary and Grievance Procedures (2000).11 New editions
now include the statutory discipline and grievance procedures under the Employment Act
2002. The Employment Rights Act 1996 is amended so that a failure by the employer to fol-
low the statutory procedure when dismissing an employee will bring about an automatic unfair
dismissal. A further amendment is made to the 1996 Act so that the statutory procedure must
now be expressly referred to in the statement of principal terms and conditions given to any
new employee within two months of their starting employment. These new rules came into
effect in April 2004. Despite the existence of statutory procedures, employers’ contractual pro-
cedures must also continue to adhere to principles of fairness and reasonableness. It is critical
that employees should know exactly the standards of performance and conduct which they
should uphold.

Detective work

Gerry always seemed to do what was required by the section manager. Last year, appar-
ently unrelated problems started to become noticeable, such as increasingly late arrival
for work, sickness absences of one to three days in duration, work having to be carefully
checked, and colleagues finding that they could not always rely on information passed
to them by Gerry. Nothing here, however that would trigger disciplinary proceedings or
even great concern in some managers.

However, Gerry’s new manager was not like most managers. She did notice these
things, and decided a bit of detective work was necessary to find out what was going on.
The manager was well aware that employees’ poor performance could be caused by a
number of reasons. Some poor performers seem weakest at ‘benchmarking’ themselves
against other employees. In other words, they cannot use the performance of colleagues
as a standard against which they can compare their own work. Although they have poor
self-esteem they are also fiercely defensive of their own performance. This type of
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employee is often clever at camouflaging his or her errors. The manager decided that
Gerry fitted this description.
Task:

If you were Gerry’s manager, what detective work would you carry out?

● First, check personal and appraisal records to see if there are any clues as to the reason
for the declining performance, and also to get a profile of Gerry’s performance

● Second, listen and be aware of all explicit and implicit evidence of the levels of declin-
ing performance and its reasons. What are other employees saying about the situation?
Begin to collate written information and documentary evidence. Can day-to-day super-
vision detect the causes? Gerry’s senior colleagues will be asked to carefully monitor
and record all examples of unsatisfactory or substandard performance.

● Third, an informal discussion with Gerry is necessary. The situation can’t wait until the
next appraisal interview in six months’ time. It is necessary to use questioning skills to
get behind the reasons for Gerry’s poor performance. The manager will no doubt self-
assess the steps that the employer could take to improve leadership, motivation and job
design to help Gerry.

● Next, the manager may decide to have a more ‘formal’ meeting with Gerry, but this
should be done using questioning skills to probe various possible reasons. Counselling
and other forms of support should be offered where necessary. Gerry may be a lazy per-
son who has no commitment to the employer, but on the other hand it is surprising that
performance levels have been dropping only recently. This suggests there is a good rea-
son for it, such as her health or the health of a relative at home; or financial worries; con-
cerns about something in the workplace, such as bullying, or dissatisfaction or boredom
with the job or even workplace stress.

Gerry’s manager understands that the problem may lie with the organization and with the
employee.

4.3.3 Performance management and appraisal

Performance appraisal and review systems have undergone a lot of change in the last
twenty years, but many are still ineffective and costly to run. The growth of performance
management has helped improve appraisal effectiveness by incorporating it into a system-
atic way of managing performance.

According to an Institute of Manpower Studies Report in 1992,12 performance management:

is a management system whereby the organization’s objectives are set and met by

means of a process of objective setting for individual employees. Performance

improvement can be obtained by identifying a ‘shared vision’ of where the organiza-

tion wants to be and clarifying the role of each employee in that process. Thus, the

achievement of an organization’s strategic objectives is assumed to equate with the

sum of the achievement of each individual’s objectives.

Why has performance management become popular?

From the mid-1980s onwards there was a big growth in pay systems linked to individual
performance, particularly performance-related pay (PRP). Many organizations found it dif-
ficult to recruit and retain quality staff in an increasingly competitive labour market.

Feedback
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Employers therefore began dismantling their pay structures and systems, such as bureau-
cratic incremental pay systems, and introducing performance-based pay. The advantages of
performance pay were found to include:

● Improved individual performance
● Improved team performance where team-based PRP was introduced (although very few

organizations did so)
● Increased flexibility to deal with recruitment/retention problems
● Tangible recognition for employees
● Reinforced corporate aims and objectives.

However, during the 1990s PRP was criticized for being very costly, unwieldy and, perhaps
worst of all, failing to produce improved individual performance. In many cases it was
shown that PRP was dysfunctional. In other words, it produced results opposite to those
intended and was, therefore, demotivational and cost-inefficient. Partly, this was due to the
overemphasis given to the use of pay as a motivational tool.

In the USA, greater credence has been given to the use of training and development, and
effective coaching and objective-setting systems, rather than an over-reliance on pay. This
idea soon caught on in the UK, and both private and public sector organizations have
employed ‘mixed’ performance management. In local government, for example, the system
has been adopted with enthusiasm as a way of breaking away from an old culture of pay
increases based on length of service. Research from the IPD in 1992 reflected this movement,
and showed that personal development plans are now used by the majority of organizations
practising performance management. However, in 2002 the CIPD showed that updated per-
formance management and other progressive HR techniques had a poor 
take-up.13

Components of performance management

Ideas about how to improve performance have been informed by a number of sources,
including the so-called ‘excellence’ movement stimulated by such authors as Peters and
Waterman (1982)14 and Rosabeth Moss Kanter (1985).15 There is no precise agreement of
what constitutes performance management, although it seems that there are a number of
specific elements:

● Strategy: a clear corporate strategy with defined objectives is necessary on which to
base performance management. Objectives must be defined in terms of clear standards,
and with individual key skill requirements through competency profiling and succession
planning. In addition, a ‘mission statement’ can outline and communicate to all the orga-
nization’s core values, and this helps formulate the text of the ‘psychological contract’
discussed in Chapter 2.

● SMART objective setting: corporate objectives must be translated into individual and
team objectives that are agreed by employee and supervisor. This clearly shifts respon-
sibility to workplace level by emphasizing the individual’s role in identifying and
achieving objectives. The performance plan should look beyond the immediate demands
of the job, but with a view to having objectives that ‘add value’ to performance.

● Effective use of performance appraisal: without an appraisal system it is difficult to
see how performance management could function. The very essence of appraisal is the
cascading of organizational objectives down to the individual level, where the employer
is then required to meet his or her own goals based on these organization-wide ones.
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However, effective performance can only be achieved using a system that supports and
develops individuals. Innovative performance management should celebrate employee
diversity. Coaching, counselling, career development and long-term nurturing are neces-
sary not only to aspire to new heights of performance but also to assist those who, for
whatever reason, are producing performance levels below those that are satisfactory.
Finally, and critically, individual performance must be underpinned by appropriate train-
ing and development.

● Subsidiarity: this means performance management rests upon the devolution of deci-
sion-making and objective setting to individuals and their supervisors. The Commander
of the USA Tactical Air Force once argued that productivity can be doubled by recog-
nizing human nature as a fact, because people will work harder and be more committed
if they control their own work.

● Performance-based pay: most commonly this will include PRP, but other pay sys-
tems can include bonuses, shares, profit-related pay and increments based on per-
formance, as well as pay based on productivity. Employee shares can have a double
benefit. They can be given to employees or offered at discounted prices as a reward
for collective performance. Individually, they can generate interest and commitment
in the company because the employee ‘owns a little bit’ of the company for which he
or she works.

● Regular management reviews: the organization must conduct these to ensure corporate
capability is operating at optimum levels. Where necessary, organizational structures,
systems and policies must be adapted to ensure that business objectives are achieved
through people performance.

In the type of flat matrix organization we have almost anyone could end up taking

charge of the project. So the technician, finance person, operations person may end

up being the leader. This means our performance management system must be suit-

ably flexible and recognize that whatever role someone is performing everybody must

own the issue in-hand . . . Our performance review system will look at the way in which

people are committed to driving towards a business or technical solution . . . The

recruitment and selection, training, development and reward systems all inter-link to

give the organization people who can do exactly that . . .

(Senior manager at Goldman-Sachs plc, in discussion with the author June 1999)

Three examples of performance review systems

1. Balanced scorecard. Authors: Kaplan, R. and Norton, D.: An individual’s scorecard
should have a balance between performance drivers (lead measures) and lag measures
(showing outcomes). These are divided into four elements of organizational perform-
ance: financial management, customer service, internal business process efficiency and
learning/personal growth.

2. Human Asset Multiplier. Authors: Giles, W. J. and Robinson, D. F. The employee’s
gross remuneration is allocated points by the application of a multiplier based on a
financial formula which reflects the market value of the firm. From this, an employee’s
personal value is determined. A weighting mechanism is also used to reflect the
employee’s qualifications, skills, attitudes and other attributes, including replacement
scarcity. Developed in the 1970s by the IPM/ICMA.

3. Human Resource Accounting: Author: Flamholz, Prof. E.: The employee’s ‘conditional
value’ and the likelihood that he or she will not leave the employer are given scores in
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terms of the current worth of the potential work that could be carried out by that individ-
ual if he or she were to remain with the organization for a specific time period.

From your understanding of performance management so far, what advantages do you
think arise from performance management?

● To align corporate and individual goals
● To improve corporate and individual performance (quantitative and qualitative)
● To strategically focus training and development
● To define and communicate corporate objectives and business aims more effectively
● To clarify personal expectations
● To clarify/plan career development
● To provide for both qualitative and quantitative analysis.

The interface of performance management with other HR systems

Throughout this section on performance management and appraisal we have referred to
other organizational HR systems. These are summarized in Figure 4.6.

In this section we have addressed two closely interlinked processes – the management of
poor performance and the management of improving performance. In the former we exam-
ined the manifestations of poor performance (absence, lateness, low productivity, etc.), the
causes of poor performance and numerous strategies and skills that can be employed to deal
with these situations. At one level there is the use of sound behavioural skills, such as dis-
cussion, investigation, counselling and practical help for employees.

Summary

Feedback

Exercise
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Grievance/
discipline

Human resource planning Flexibility

Equal opportunities Recruitment and selection
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Figure 4.6. Performance management – interaction with other HR systems.



Second, we examined performance management. This umbrella term for a coordinated
systematic approach to managing and improving people performance relies on three ele-
ments: appraisal, training and development, and, finally, pay. Increasingly, as organizations
attempt to become more competitive and effective, performance management in diverse
forms should assume greater relevance to our working lives.

4.4 The management of stress

Taresh’s problem

Failure to replace staff who have left the service department in which Taresh works has
meant he has had to bear an ever-increasing workload. Management has promised him
help in due course, but for the time being he must manage two after-sales service areas
plus his own.

Taresh enjoys his home and social life, but the demands of the job have made him too
tired to join his friends at badminton or cricket for their regular twice-weekly games. He
finds himself getting short-tempered at home, irritable and annoyed by the frequent
headaches and stomach pains which he now suffers because they slow him down, when
he feels he should be putting more energy into his job, not less. Taresh describes how he
feels to his brother-in-law in the following words: ‘My head feels like a pressure cooker,
ready to burst when I’m at work. When I’m at home I feel so tired I do nothing, but sit
around and when I do go to bed I wake up at four in the morning, and can’t get back off
to sleep’.
Task:

What would you advice Taresh to do? What will happen if Taresh doesn’t stop working
so hard or the company fails to give him help very quickly?

Taresh has a number of options. First, he must talk to his managers and convince them
that he cannot cope for much longer. A replacement must be found to cover the second
area or he must be given assistance. Could Taresh be trained to effectively manage his
workload? Without these measures Taresh’s stress will get worse. He is already suffering
from the classic physical and emotional signs of stress and anxiety. The early waking is
also a sign of depression. Overtiredness will mean poor attention to detail and quality, the
risk of accidents and errors, and subsequent damage to his employer’s business. These
are strong arguments against doing nothing. If matters do get worse, there is a risk to
Taresh’s long-term health. He is also showing social signs of stress, such as irritability.
His social life and home life are suffering, and this is bound to cause feelings of guilt,
anger and frustration. Ultimately, if Taresh were to suffer a mental breakdown after giv-
ing his employer several warnings he could take legal action against them for failing to
look after his health.

As we will see from this section, the new work paradigm has a number of serious conse-
quences for workers caught up in stressful working situations.

Feedback
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In this section you will:

● Examine the meaning and definitions of workplace stress
● Examine the symptoms, causes and effects of workplace stress
● Relate these to possible steps to eliminate or reduce stress in the workplace.

4.4.1 Introduction: what is stress?

The word ‘stress’ is commonly used in a negative sense so that the result for the individual
is distress. We use the term to describe a wide range of situations, such as overwork, the
illness of a loved one, taking an exam or driving test, being late for an important appoint-
ment or forming new relationships. Where the word ‘stress’ is used it will have a negative
connotation equating to strain, but the word eustress can be used where a non-threatening
positive stimulus is described (eu from the Greek word meaning ‘good’).

Stress can be defined as the ‘wear and tear’ on our bodies as we experience the day-to-
day challenges that face us. As we respond to these challenges, the eustress that we expe-
rience can stimulate us into action: to develop new ideas, to rise to a challenge or motivate
us to pursue an objective with fresh energy. However, it can also have negative and dam-
aging results which can have a lasting detrimental effect on the individual. The theme of
this section focuses on the premise that managers should be able to construct working envi-
ronments that eliminate or substantially reduce stress, but which also enhance stimuli for
eustress. The former will reduce work performance, but the latter should induce more effec-
tive performance.

The subject matter can be divided into three overlapping approaches:

1. It is concerned mainly with peoples’ responses or symptoms
2. The environmental causes of that stress, which we will refer to as stressors
3. The interaction between the two can be understood by the process of managing stress,

which involves monitoring, appraising and coping strategies.

Stress is essentially a psychological condition induced by external conditions that release
or restrict certain chemicals in the brain; this in turn can lead to a psychological change in
the individual, resulting in a change of behaviour. The worst cases of human stress are
experienced when the individual has no power (or believes he or she has no power) to
change the stressful environment in which that individual is placed. In 1929 Walter Cannon
described this as the ‘fight or flight’ syndrome, whereby human beings still behave in ways
that link us to our earliest origins. When we are faced with danger (for example, a heavy
workload, a bully at work or a new set of people to work with), we either ‘fight’ – that is,
we attempt to rise to the challenge – or we engage in ‘flight’ – we back off, give up, or
attempt to avoid or leave the workplace. In the latter example, absenteeism is commonly a
psychological symptom of stress.

In the work context, stress can be caused by ‘. . . a job being poorly matched to a
worker’s abilities, aggravated by insufficient control over that job and inadequate support
and training’.16

4.4.2 Definitions of stress

Stress has been recognized as a human condition since the time of the ancient Greeks, and
took on its present meaning as a person’s response to an external stimulus in the early twen-
tieth century. The earliest definitions equated human stress with strain or load placed on
objects associated with equations used in engineering and physics, but in 1926 the Harvard

Business School Review highlighted human stress caused by ‘monotony and lack of inter-
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est [which] tell on a man mentally, morally and physically’. According to Hans Seyle
(1946), there are three stages in the experience of stress:

1. Alarm. The individual has lowered resistance when he or she is in a state of psycho-
logical equilibrium which permits the individual to co-exist comfortably within the
environment. The individual subsequently receives an external stimulus which is ini-
tially alarming – this stimulates their defence mechanisms.

2. Resistance. The individual adapts to the stimulus – this permits him or her to eventu-
ally return to a state of psychological equilibrium. However, if the stimulus continues to
alarm the individual or the defence mechanism does not work, that individual will reach
the third stage,

3. Exhaustion. This is when the willingness and ability to adapt to the stimulus collapse.
This will result in the individual ‘giving up’ or resigning him- or herself to the inevitable
and lead to damage to psychological and physical health (see Figure 4.7).16

Hence the individual may very quickly feel:

Somnolent
Torpid
Relaxed
Energized
Struggling (and finally)
Smashed.

Another way of defining stress is as a harmful process through which individuals pass,
some very quickly, others over a more protracted period of time. This accurately reflects
the true meaning of stress not simply as one or more symptoms but as the process of inter-
action between the individual and his or her environment. This approach can be linked to
the model put forward by Professor Cary Cooper and Tom Cummings (Figure 4.8).18
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Stress is the reaction people have to excessive pressures or other types of demand

placed upon them. It arises when they worry that they cannot cope . . . effects are

usually short-lived and cause no lasting harm . . .[but] where pressures are intense and

continue for some time, the effects of stress can be sustained and far more damaging,

leading to longer term psychological problems and ill health.

(Health and Safety Executive, 199519)

Many writers have emphasized that stress is a dynamic interaction not only between the
work environment and the individual, but also with the individual’s real and perceived abil-
ity to cope with that stimulus. For example, researchers at Sheffield University have shown
that the cause of symptoms associated with stress in several subjects was in fact rooted in
subconscious problems. The cause of depression in ‘Bill’ when he accepted additional
management responsibilities was found to be delayed reaction to his father’s death when
the subject was only seventeen years of age. Therapy counselling subsequently helped
‘Bill’. This approach to defining stress reflects the view of the Freudians, who believe that
work-related stimuli simply trigger latent conflicts in the individual which can be satisfac-
torily dealt with in therapy.

Scientifically, the question of stress is riddled with imprecision; this means that univer-
sal guidelines are not available to employers on how to define the causes of stress, or how
to identify, avoid and eliminate it. In Chapter 1 we discussed the interaction of individual
personality with environmental stressors, which exemplifies this tension.
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Figure 4.8. The Cooper–Cummings stress adjustment model.



4.4.3 The common symptoms of stress

Write down as many symptoms and effects of stress as you can identify under the follow-
ing four headings:

1. Physical symptoms
2. Psychological and emotional symptoms
3. Social effects
4. Behavioural effects

1. Physical symptoms

● Headaches and migraine
● Backache and other muscular pain
● Insomnia
● Gastric disorders, including excessive acid, indigestion, flatulence and stomach pain
● Tightening of muscles, leading to nausea, breathing difficulties and fainting
● Constipation or diarrhoea
● Dry mouth
● Tiredness
● Excessive or diminished appetite
● In females, complicated or excessive pre-menstrual tension
● In males, impotence or reduced sexual drive.

Excessive physical symptoms:

● Hypertension, which Friedman and Rosenman20 have linked with coronary disease
● Ulcers
● Cardiovascular problems, e.g. coronary thrombosis
● Heart disease (linked with excessive work hours).

There is increasing evidence that workplace stress undermines the body’s immune system,
making it more susceptible to viruses and bacterial infection. Research work is continuing
on the association between persistent stress and the propensity to develop different kinds of
cancers. In extreme cases, stress can kill. In Japan, which has traditionally had a culture of
long working hours, the term karoshi is used to describe death by overwork. The Japanese
Ministry of Labour now receives hundreds of applications for compensation from bereaved
families because of karoshi.

2. Psychological and emotional symptoms

● Feelings of anxiety and tension
● Irritability
● Depression
● Crying
● Fear (e.g. of disapproval)
● Poor concentration
● Obsessively rehearsing matters
● Persecution
● Distrust
● Anger
● Poor relaxation – inability to ‘switch off’ after work has finished.

‘Burnout’ has the long-term effect of reducing a person’s ability to function at a certain
level of activity and mental concentration. A long period of recovery with the use of various
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therapies may be needed to partly restore the individual’s previous capabilities. Ultimately,
a complete mental breakdown can occur.

3. Social effects

Inability to:
● Work as a team member
● Control temper and emotions
● Articulate clearly
● Write legibly and cogently.

A subsequent rise is likely in intra-organizational conflict.

4. Behavioural effects

Increasing dependence on:
● Smoking (linked with quantative work overload)
● Irrational and unpredictable mood swings
● Refusal to obey instructions or to carry out work properly
● Suicide attempts
● Absenteeism from work
● Poor standards of work
● Attempts at sabotage
● Procrastination
● Nervous habits
● Quickened gestures and habits (e.g. talking, walking, eating).

These symptoms will not necessary follow in this order. There is support for the view that
stress affects individuals with increasing levels of severity:

Level 1 Temporary stress, Heart rate increases, respiration increase, blood pressure
rises, metabolic rate increases

Level 2 Prolonged level 1; irritability, anxiety, tension, inability to concentrate, rest-
lessness

Level 3 Pronounced headaches, stomach disorders, chest pains
Level 4 Chronic stress; ulcers, strokes, alcoholism, drug addiction, heart attack, psy-

chosis.21

Under each of the four headings below, identify at least five negative implications (of
stress) for the organization.

1. Physical

● Poor performance – lack of attention to detail
● Fall in quality and quantity of work
● Reliance on co-workers and temporary replacement
● Absenteeism – need to cover work
● Loss of business through individual’s incapacity or reduced productivity.

2. Psychological and emotional

● Effective communications undermined
● Irrational judgements made about others
● Valuable time wasted
● Withholding information from others
● Short but frequent periods of absence from workstation
● Accidents.

Feedback
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3. Social

● Likelihood of conflict
● Deterioration in work patterns
● Deterioration in team/workforce morale
● Inability to fulfil dual roles (e.g. manager and leader, manager and coach or mentor);

this will also affect roles outside work (see section 4.4.4)
● Low morale
● Withdrawal from the normal social networks present in the workplace leading to isolation.

4. Behavioural

● Poor problem solving and decision-making
● Over-reaction to situations – alienating colleagues and customers
● Accidents in the workplace
● Backlogs of work
● Increase in rumours, grudges and minor disputes
● Turnover of employees
● Requests for early retirement
● Early release on ill-health grounds.

The effect of employee stress on the effectiveness of British employers

● Fifty million working days are lost each year due to stress-related illness, and this costs
industry £370 million.22

● Half a million UK workers say they have been made unwell due to work-related stress.23

● Seventy-six per cent of managers are suffering from work-related stress, with the main
causes being lack of time, excessive workload, poor support and lack of control over
work.24 The length of the working day is fifth in order of causation. Working-time sta-
tistics are unclear as to the exact average working hours of managers and workers, but it
seems that in the UK they are longer than in any other EU country.

● One estimate is that more than 50 per cent of workers operate at high speed or to tight
deadlines for at least 25 per cent of their working day. Ten per cent of workers say they
have been subjected to intimidation at work.23 Indeed, in another survey 45 per cent of
respondents said that harassment and bullying was their key complaint about work,
whereas 23 per cent cited new working practices and only 2 per cent health and safety.25

● Public sector workers suffer from high stress levels due to lack of resources. Their absence
rate is 12.9 days per year, nearly a third higher than private sector workers, and research
shows that much of it is stress-related. (Personnel Today, 10 September 2002, p. 17.)

● In one survey over 40 per cent of employers were unaware of existing resources in their
organizations that could address stress, but 40 per cent of respondents had already taken
some steps to reduce levels of stress.24
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In 1995 the High Court ruled that John Walker’s employer, Northumberland County Council,

was legally liable for John’s second nervous breakdown caused by pressure of work

because it was reasonably foreseeable. The Council should have taken reasonable steps

to relieve him of some work and they were negligent in not doing so. However, the Council

was not negligent in respect of John’s first breakdown, which had also been caused by

overwork. Nevertheless, dozens of stress-related claims will follow the precedent estab-

lished by the Walker case that the employer can be liable for the work-induced stress

caused to an employee.
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The cumulative costs of workplace stress, therefore, are having a detrimental effect on
the economy as a whole. Insurance, re-training, recruitment, pension, legal and health serv-
ice costs are all increasing as a result.

Finally, anxiety disorders and depression can be termed an impairment under the 1995
Disability Discrimination Act where they relate to a ‘well-recognized clinical disorder’.
The potential high costs of litigation by employees suffering from stress are now causing
employers to adjust working practices and budgets.

In 2000 there was a 120 per cent increase in the number of employees successfully suing
their employers for stress.
Disability discrimination is also discussed in Chapter 14.

4.4.4 Causes of workplace stress

Workplace stress and its causes remain a controversial subject. There is, however, a clear
relationship between the individual’s propensity for stress and defence mechanisms, and
the organizational environment. Below we discuss the individual as both the victim and the
cause of stress.

Role stress

You only have to think of the roles that you (the ‘focal person’) occupy in all the different
aspects and stages of your life, such as child, parent, manager, party-goer, gardener, club
secretary, friend and colleague, to appreciate that individuals fulfil dozens of roles in their
lifetime. Many will be occupied concurrently, and several of these in the workplace.
Performing too many of these roles or being uncomfortable with having to adopt a partic-
ular role can cause or exacerbate stress.

Charles Handy26 states that our performance of a particular role depends on two vari-
ables: the forces in the individual, i.e. personality, attributes, skills, self-concept and
preferences; and the forces in the situation, e.g. organizational culture, systems, norms
of behaviour, behaviour of others in the role set (i.e. with whom the focal person inter-
acts), the exercise of power by others, workloads, and opportunities to make decisions,
take responsibility, exercise authority and so on.

According to Handy, in performing our various roles we are subject to a number of defi-
ciencies in how we act out those roles:

● Role ambiguity – uncertainty on the part of the focal person about what role she or he should
be performing. For example, the focal person receives inadequate guidance from a manager.

● Role incompatibility – for example, the focal person has difficulty in ethically reconcil-
ing two roles (such as being a devout Christian with the exploitative policies of his or her
employer).

● Role conflict – here, for example two roles are concurrently performed and, although
they are clear and have no ambiguity in themselves, it is impossible for the focal person
to devote sufficient time to more than one. The conflict with domestic responsibilities
(e.g. parent or partner) is frequently quoted as a common example.

● Role overload – this occurs when the number of roles which the focal person is asked to
perform simply becomes excessive and outside the ability of the individual to manage at
the same time. This is different from work overload.

In summer 1999 the county court awarded £67 000 compensation to Beverley Lancaster,

who suffered panic attacks and depression due to stress contributed to by her employer,

Birmingham City Council.

(Personnel Today, 8 July 1999, p. 3)
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Figure 4.9. The causes of stress by different categories.

● Role underload – those employers with a self-concept that is not matched by responsi-
bility may experience a feeling that they are not being used to the full.

In addition to performing several roles, a number of life experiences that have a deep emo-
tional impact on people can cluster together at one particular time to cause stress. In this
case, individuals have the feeling that they cannot cope because events are out of their con-
trol at the very time when they need stability.

Traditionally, most attempts to construct a methodology of stress causation, symptoms
and coping strategies have used the ‘individual differences’ model. For example, Cooper’s
stress factors place individual differences at their centre in dynamic relation to the job and
organizational factors outlined in Figure 4.9.

Stress and personality

Of specific relevance to understanding the interaction between the individual’s personality
and stress is the differentiation in the types of personality identified by Meyer Friedman
and Ray H. Rosenman20 based on work by Von Dusch (1868) and Dunbar (1943). The
Type A personality will manifest itself by the individual constantly seeking achievement in
a shorter time scale. The Type B personality results in an opposite pattern of behaviours.

The relevance for the employers in determining the ‘types’ of personality is predicting
whether a job candidate will be prone to stress. Selection devices are being continually
refined to ensure that the ‘best fit’ occurs between the individual, the job and the organiza-
tion. The increase in the use of psychometric testing, personality questionnaires and



assessment centre techniques supports this view. A great deal of research exists which
correlates personality type with success in job performance. For example, a job such as air
traffic controller suits the Type A personality; consequently there is a high degree of stress
present for Type B controllers because they are unsuited to the nature of the job (see sec-
tions 2.2 and 4.2).
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Figure 4.10 demonstrates the heart rate for workers in three jobs: postman/woman (Type
B), cycle courier (Type B) and doctor (Type A). The system was developed by Ashridge
Management College27 to establish which jobs had built-in stressors. Increased heart rate is
to be expected in jobs involving physical work, like the postman, but not the GP’s, yet you
will see the GP’s heart rate fluctuates sharply throughout the day. The most stable of the
profiles belongs to the cycle courier.

4.4.5 The hardy personality

This concept has been developed in an attempt to explain why some people (whether Type
A or Type B) develop ill health under stress and others do not. Kobasa (1979)28 has shown
that ‘hardiness’ can be illustrated through resilience to pressure and the ability to control
the effects of the contextual environment. A person with a ‘hardy’ personality will be open-
minded, have a clear purpose in life, know the stressors present, and develop coping mech-
anisms using a repertoire of techniques. This will enable the individual to enjoy a state of
psychological equilibrium identified by Seyle. The concept of the ‘hardy’ personality can
be successfully compared with the idea of stress inoculation devised by Cameron and
Meichenbaum (1982),29 which supposes that a person can conceptualize stressors in their
life and a subsequent programme of coping.

Employers should, however, be aware that the workplace itself can stimulate the mani-
festation of typical Type A behaviour through rewards and stimulants such as:

● Praise from the manager for working hard and putting in long hours
● Explicit and implicit pressure from the manager to ‘go that extra mile’
● Bullying and harrassment which the individual seeks to displace by various avoidance

behaviour, ranging from working harder to absenteeism
● Competitive peer pressure
● Demands for ‘flexibility’
● Performance-based pay systems based on high performance standards
● Skills and competence-based pay which encourages aspirations for further training and

personal improvement
● Job overload, including tight deadlines and quality demands
● A stress culture.

The Marxist30 view is that it is convenient for employers to displace the problem of the
sressful working environment onto the individual.

By redefining the issue in terms of the stress faced by employees instead of poor pay and
conditions imposed by employers, the new management theories ensure that management
keeps the initiative . . . Work is being intensified, but calling this stress suggests that the
problem is at least partly the fault of the employees as though the real problem of overwork
were just a weakness, or a mental health problem on their part. All the possible main causes
will now be considered as part of the solutions to stress.

4.4.6 Managing stress at work

As we have seen already, there is no simple formula for identifying who will be affected by
stress or what specific work situations will provide an unusually high degree of stressors.
We can, however, isolate three variables that can combine to give rise to stress:

1. The work environment (culture, management style, peer pressure and physical working
conditions)

2. Certain occupations are more stressful than others (this may be due to danger, effort,
high levels of concentration, or boredom, monotony and fatigue)
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3. A person may be more prone to stress in certain situations, according to their
personality.

The combination of all three has led to the increase in methodical selection techniques
(testing etc.) which can bring higher than average predictive validity and reliability
to selection decisions and so bring about a fit between the individual and the job (see sec-
tion 4.2).

Difficulties continue to arise where this carefully planned approach is not attempted.
Many organizational responses therefore are typified by too little too late, or at best a reac-
tive strategy which attempts to minimize damage. In this section we outline steps that an
organization and the individual can take to prevent and effectively respond to stress.

The organization

First, an organization should establish a strategy for managing stress as part of an employee
health and performance improvement policy. This will involve maintaining careful records
and statistics on turnover, absenteeism, accidents, grievances and production and quality
indices. Where factors causing stress are identified, they should be controlled and at best
eliminated. For individuals, stress should be reduced and prevented. Stress is, of course, a
fact of working life, and not all stress can be eliminated, but an organization that fails to
recognize it as a problem and attempt remedial action will suffer a multitude of self-
induced problems, not least the mismanagement of its ‘greatest asset’ – its people.

Job design

The individual’s job is the most common cause of workplace stress. The way in which the
job is organized into separate tasks and interrelates with other jobs is discussed earlier in
this chapter. This checklist does, however, cover the key inputs to removing high-volume,
repetitive and meaningless activities which can cause stress.

● Analyse jobs to ensure there are manageable workloads. Use appraisal and performance
review methods to re-work priorities. Use temporary and permanent adjustments to alle-
viate work overload. Many workers who have to deal with frenzied periods of activity
experience stress for this reason.

● Difficult or unrewarding work should be equitably spread between workers.
● Analyse and take action to improve job characteristics. Job enlargement (an increase in

tasks of the same level) should be avoided because this can lead to work overload.
● Consider job rotation (to avoid boredom, or to temporarily transfer the worker from a

stressful situation, e.g. a person who deals with customer complaints).
● Plan jobs to have a meaningful pattern of interlocking tasks, so there is semblance of an

overall task with a degree of completion (task significance), to avoid alienation.
● The work cycle itself should not be too long or too short.
● Job enrichment should be introduced where feasible (increased opportunities for enjoy-

ing variety and exercising discretion, judgement and achievement). Work by Karasek
shows that although management jobs may be more stressful than non-management
jobs, those with high levels of work tasks but low levels of autonomy can find work more
stressful.

● Maximize feedback to the workers so they know how they are doing.
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I suppose I was made redundant because I made poor quality cars. But in seventeen

years, not once did management ask me for my ideas on how I could do the job

better . . . Not once!

(Car assembly worker, Company name withheld)

Employee assistance programmes (EAPs)

These have proved to be a popular part of many employers’ welfare strategies to help over-
come or avoid employee stress. In the UK the market is now worth in excess of £42 mil-
lion, and over two million employees and their families are covered by an EAP. They were
originally developed in the USA, and can provide a confidential personal counselling serv-
ice on work and personal difficulties. Some employers will have the resources to operate
their own in-house service, but many others use professional organizations that specialize
in this type of work. Ideally, the EAP should take a holistic view of the employee so that
he or she can seek advice on almost any issue. Anonymity is critical, to assure users that it
is not a shortcut for management to obtain personal information on workers. Counselling
can be provided out of hours over the telephone, but ideally it should be given face to face.
Employers are increasingly establishing EAPs when undergoing periods of change. As
Professor Cary Cooper has pointed out, EAPs do not solve the problem of stress, they can-
not improve job satisfaction, help with autocratic leadership or a destructive culture.
However, they can enable workers to talk through problems with trained counsellors get-
ting personal insight and maybe practical solutions, but more employers should consider
using EAPs as well as other initiatives.

Other measures

● Introduce measures to improve the ergonomics of a job, such as preventing long periods
of sitting or standing, or working in isolation. Alleviating extremes of temperature, ven-
tilation and lighting will also help. In 1979, Oldham and Brass31 found that moving
workers from their small conventional offices into open-planned offices without interior
walls or partitions produced mixed blessings of lower levels of concentration, a reduced
sense of task identity, and opportunities to forge friendships.

● Technology can confuse and overwhelm; training and familiarization systems should be
established. Electronic mail and text messaging should be used with care.

● The interface between the worker and his or her work should be clarified where neces-
sary. Work roles should be made clear (through clear job descriptions, competency pro-
files, communication and training) to avoid role ambiguity and conflict.

● As part of health and safety audits, any physical aspect of the work environment that
causes stress should be investigated and remedied where practicable. The employer
should attempt to construct a work environment that fulfils ‘Quality of Work Life’
(QWL) objectives (see section 3.2).

Individual coping mechanisms

As well as the organizational steps, it is important to remember that individuals can help
themselves. Those particularly at risk should, according to Toffler (1971),32 establish ‘sta-
bility zones’. These are ideas, places, things or people/organizations wherein or wherefrom
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the individual can obtain ‘buffers’ from the day-to-day stressors around them. An idea may
be a deeply held religious or ethical belief; ‘people’ may be friends or a partner, an object
might be a hobby. They enable the individual to replace lost physical and mental energy. It
is, therefore critical that employers recognize the need for employees to use these stability
zones. Obvious examples are a weekend break and a proper lunch-break.

Further helpful aids include time management, training in assertiveness, and training in
positive thinking that can include leadership skills. Delegation and physical exercise are
also practical ways to deal with stress. Some of these issues are dealt with in Chapter 3.

The clear message from this analysis is that the problem of stress in the workplace has
been growing at an alarming rate, and now threatens seriously to damage the health of a
large proportion of the workforce and also organizational effectiveness. However, for the
first time in a number of years there are signs that employers and individuals are recogniz-
ing the need to take serious preventative as well as remedial action.

In brief, in this section we have defined workplace stress and differentiated between ‘strain’
and ‘eustress’. The latter has a number of incremental stages with specific symptoms. The
practical impact on the workplace can be very damaging. This is one reason why employ-
ers are turning to selection devices such as personality questionnaires to ensure that new
staff are not especially stress-prone. We have also examined the place of role stress and the
interaction of personality and job environment. To help avoid and resolve stress, job design
is a critical preventative factor when it can provide the jobholder with appropriate levels of
autonomy, variety and manageable workloads. We finally examined the role of employee
assistance programmes and personal coping strategies.

Boxford Call Centre

There is growing concern that call-centre jobs will migrate to places such as India unless
costs and investment in human capital are managed better. Some 6000 call centres exist
in the UK, employing half a million people (1.7 per cent of the working population).33

Staff turnover varies according to location: in one survey 75 per cent of West Midlands
employers reported turnover above 24 per cent, whereas in the north-east most employ-
ers reported a 70 per cent turnover rate. For customer service representatives, their
median average salary is around £13 500 p.a.34

The job of a customer services adviser (CSA) at Boxford is twofold: selling, and either
answering bill enquiries and dealing with equipment/service breakdowns, or querying
repairs. The CSAs are trained for only one of these jobs, and remain doing this work for
the rest of their working lives at Boxford. Each CSA works in a confined space of about
1.5 m × 1.0 m. In front of the CSAs is a console which shows how many calls are wait-
ing to be answered; up to ten calls may be waiting at any one time, and these are shown
by flashing yellow lights. All information about the customer can be instantly called-up
on a computer screen using a keyboard, both of which are also in front of the operator.

Each CSA is given a one-day training programme before starting work. Strict per-
formance standards are enforced that specify:

● Each call should be closed (that is finished) within three minutes.
● The language used to customers must be appropriate to the business in hand.
● The conversation with the customer must not include any unnecessary social pleas-

antries or ‘chit-chat’.

Summary
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● Certain key words must be used to customers, such as ‘Sir’ or ‘Madam’. If the cus-
tomer has a tendency to ramble in describing a problem, the CSA must interrupt and
ask: ‘Is the problem related to . . . [sir]?’

● Calls are regularly monitored in two ways:
– all calls are automatically monitored so that a daily record is maintained of the num-

ber of calls taken by each CSA (these should amount to on average 80 calls per day)

and their duration

– any one of the six supervisors can listen in to a call without prior notice to the CSA

concerned.

Nearly all CSAs work six days a week.
Stress among CSAs

Turnover at Boxford has been gradually increasing over the last two years.
Absenteeism in 1999 was running at 20 per cent per week, now it is 30 per cent per
week. Every member of staff who returns from sick leave which has exceeded five days
in three months is interviewed by a member of the personnel department. The depart-
ment’s annual report on absenteeism shows that the most common complaints are
migraines, stomach upsets, colds, ’flu and backache. The conclusion is that a high pro-
portion of absences are not genuine, but that the real reason is that staff want a break
from boring work.
Task:
Do you agree with this analysis? What should be done to manage the absence problem?

Contrary to the view of the personnel department, a high proportion of the CSAs could
be suffering from physical symptoms of stress. The management of Boxford Call
Centre should take immediate steps to verify the analysis, and if shown to be incorrect,
take steps to implement a stress management strategy. First, the data should be
reassessed by:

● Conducting exit interviews which are structured to obtain objective, truthful information
● Performance appraisals which highlight the causes and symptoms of stress. Manage-

ment and supervisors may need training in adopting a management style which
encourages more openness, trust and sharing of information. This should link with
strong leadership.

● Staff consultation and information systems to facilitate feedback to management.
● Staff surveys (e.g. on attitudes, suggestion schemes and the organizational climate).

Staff training should also be improved.
The stress management strategy should include:

● Job design, particularly job rotation (selling and customer enquiries rotated). Also, the
ergonomics of CSAs must be assessed; this should include enlarging the workstation
area, building in regular breaks away from it and providing areas for group socialization
to take place, such as coffee areas.

● The technology should be made less threatening. The number of calls waiting to be
answered should either be reduced (more CSAs) or held without flashing lights but still
answered automatically.

● The targets for answering calls should be reassessed.
● The strict limitations on the type of language use should be lifted.

Feedback
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● Monitoring results should be openly discussed with all CSAs.
● Rewards and incentives should be installed for employees performing at an optimum

level (which is set at a level obtainable without undue pressure).
● Team leaders should ‘walk the job’ more often and obtain direct feedback from employ-

ees rather than relying on surveillance techniques. They should attempt to become ‘lead-
ers’ more, and ‘supervisors’ less.

● Stress management should include monitoring and assessing employee health. If neces-
sary, a comprehensive EAP should be introduced.

● Social and recreational facilities should be considered.
● Flexible and ‘family-friendly’ working practices should be considered, e.g. part-time

work, term-time work or flexitime.
● The whole culture of Boxford should change.

4.5 Learning and development

In this section you will:

● Examine theories of learning and consider their relevance for people management
● Review your own learning processes
● Appraise the concept of the ‘learning organization’ and assess its value as a model of

organizational learning
● Consider a range of interventions designed to promote continuous learning in organiza-

tions.

4.5.1 Introduction

Recent years have seen the subject of learning attracting the attention of both practising
managers and researchers in the field. This development is largely attributable to the increas-
ing pace of change and its impact on organizations: as the rate of change accelerates into the
new century, organizations and their employees must be able to adapt to ever more turbulent
and unpredictable environments. The ability to learn is therefore of paramount importance
if organizations are to meet the challenges that lie ahead. Some commentators go so far as
to claim that, in the future, the only lasting competitive advantage will be learning.44

The Springboard Housing Association
Manager as Developer Programme

Springboard is a registered social landlord providing high quality housing and support
services to over 10 000 people, many of whom are classed as vulnerable. In 2003, the
Association employed over 800 staff and had a total of over 5500 homes throughout East
London, Essex and Hertfordshire.

The organization’s three-year strategy, drawn up in 2001, was designed to create a
platform for future strengthening and growth. The actions planned in pursuit of strategic
objectives were underpinned by five key themes: customer focus; developing people;
cost effectiveness; developing the organization’s capacity for growth; and promoting a
positive image of Springboard.

Section
objectives
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The second theme, developing staff, recognized that skilled and motivated employees
are essential to the delivery of high quality services. Specifically, staff should fully
understand where the organization was going; be equipped to manage change; be moti-
vated to continuously seek opportunities to improve the business; and have the skills and
resources to do their jobs excellently.

The gaining of Investors in People recognition was a specific objective within the
overall strategy, as the IiP process was seen as a vehicle for attaining the required levels
of skill and motivation. A review of the organization against the IiP Standard in 2001,
whilst highlighting many examples of effective practice in people management, had
identified development needs for those with line management responsibility.

Directors agreed on the need for a learning and development intervention that would
not only develop Springboard managers but through them would also lead to the more
focused development of all staff. The intended outcomes (objectives) were that man-
agers would be able to:

● Recognize and support the learning and development needs of both individuals and
teams

● Explain how learning and development fit in with business strategy and objectives
● Develop a supportive, collaborative style of management
● Identify and use daily opportunities to coach, rather than direct, staff
● Develop insights into training and development solutions tailored to individual needs
● Evaluate learning and development; and conduct effective appraisals, using

Springboard’s new performance management system.

A competitive tendering exercise resulted in Olympia Executive Ltd, management and
human resource consultants, being appointed to design and deliver what came to be
known as the Manager as Developer (MAD) programme. The Chief Executive and the
four directors attended the course and participated in all activities along with other del-
egates.

The MAD programme ran over four days, one of which involved a review of learning
and was held several months after the main course. In the intervening period, managers
were asked to complete a coaching project and reflect on their experience with the new
performance management system.

(With thanks to Richard Barr, Director of Business Support, Springboard Housing
Association)
Task:
On the basis of the evidence contained in the case study, state with reasons whether or
not you think the MAD programme is likely to achieve its stated objectives.

The success of any learning and development intervention is to a significant extent depend-
ent on the broader organizational context within which it is commissioned, designed and
delivered. Here, the training appears to be taking place within a strategic framework in that
it is designed to reinforce core values and support the implementation of corporate objec-
tives. Furthermore, two key features of this programme are the full backing of senior man-
agers and the willingness on their part to participate fully in the training. This will give out
strong signals about the perceived value of the experience to other managers, who are then
more likely to commit to the process. Also in its favour, the programme was designed and
delivered by external consultants, which would tend to enhance its credibility in the eyes of
participating managers.49

Feedback
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Another determining factor is the establishment of a new performance management sys-
tem (PMS). Here it should be asked whether or not the new PMS would reinforce the
desired behaviours; that is, does it support and promote learning and development? (See the
previous section.)

All those involved in the design and delivery of the programme must avoid the pitfalls
commonly associated with formal management development programmes.58 For example,
as with any course-based intervention, there is a danger that the learning will not transfer
effectively to the workplace. However, it will have been noted that a project has been built
into the programme to facilitate the transfer of learning, and that delegates will be expected
to report on their progress in implementing the new learning during the follow-up day.
Also, there is the possibility that managers may respond negatively to the learning and
development methods employed on the course. In this regard, the programme designers
must be keenly aware of what the prevailing culture will bear; for example, will
Springboard managers be prepared fully to participate in the more active – and therefore
potentially riskier – exercises?

Thus it can be seen that there are many variables that can affect the success or otherwise
of the learning and development intervention. You probably identified a number of other
relevant factors (the quality of the training and the expertise of the trainers, the levels of
motivation of the delegates, the venue, and so on). In conclusion, this case gives us an
insight into the complex nature of managing individual, team and organizational learning
and previews some of the issues we shall be dealing with in this section.

4.5.2 The learning process

In the first part of this section, we investigate what psychology can tell us about the under-
lying process of learning. Early psychologists noticed the increasing complexity of animal
behaviour at each stage of the evolutionary chain. They observed that animals are born with
a genetic blueprint for life – like the salmon, which is programmed to return to its home
river to spawn. The lives of humans, on the other hand, are not predetermined. Although
we face the same struggle for survival as animals, we are able to learn many things, and it
is this ability to learn that gives us far greater flexibility. Through learning, humans are able
to adapt to almost any environment; and it is this adaptability – our ability to learn new
behaviours to enable us to cope with constantly changing circumstances – that is perhaps
our most distinctive feature. There are several theories of learning, namely:

● Behaviourist
● Social
● Cognitive
● Experiential.

4.5.3 Behaviourist theories of learning

The behaviourist school has had a major influence on employee development by introduc-
ing key processes such as conditioning, shaping, reinforcement and stimulus–response.

Classical conditioning

The experiments of Ivan Pavlov35 are probably the most famous in psychology. Pavlov was
studying salivary secretion in dogs and had determined that when food was put into a dog’s
mouth, the dog would salivate. He noticed that when he worked with the same dog
repeatedly, the dog salivated in response to certain stimuli that were associated with the
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food – such as footsteps of the person who brought the food. Pavlov saw that these
responses represented a simple form of learning. The basic premise of his work arose from
the distinction between salivation in response to food in the mouth and salivation in
response to stimuli that had become associated with the food. Pavlov called the salivation
in response to food in the mouth an unconditioned response (UCR) because it was not con-
ditional upon the dog’s previous experience; it could be accounted for by the dog’s reflexes
and was therefore an unlearned response. Food in the mouth was called an unconditioned
stimulus (UCS) because it always had the effect of making the dog salivate.

Salivation in response to something that was associated with food did not occur auto-
matically, but was conditional on the dog’s developing a connection between that ‘some-
thing’ (e.g. the footsteps) associated with the food and the food being in the dog’s mouth.
This learned response is called the conditioned response (CR), and the new stimulus the
conditioned stimulus (CS).

To distinguish between these two kinds of stimuli and responses, remember that uncon-
ditioned = unlearned; and conditioned = learned.

Pavlov then paired various stimuli with food in the mouth to see if the dog would salivate
to the neutral stimuli alone. He found that if a neutral stimulus – something the dog could
see and hear – regularly signalled the arrival of food, the dog eventually began salivating to
the neutral stimulus alone. His famous experiment, which established the procedure for con-
ditioning, involved sounding a tone just before placing the food in the dog’s mouth. After
this procedure had been repeated several times, the sound of the tone alone (now a condi-
tioned stimulus) would cause salivation (now a conditioned response). Similarly, if the smell
of bread baking makes your mouth water, the smell has become a conditioned stimulus; by
association with the taste of bread, the smell triggers a conditioned response.

Pavlov has left a lasting legacy: similar experiments have been carried out on many other
organisms, from worms to fish to people, with the same results. These have shown that classi-
cal conditioning is the way in which virtually all species adapt to their environments. He also
showed how learning, an internal process that takes place in the brain, can be studied objectively.

Operant conditioning

Classical conditioning links simple, involuntary responses with neutral stimuli. But how
can we understand more complex voluntary behaviours? It is one thing to teach a dog to
salivate at the sound of a bell, but how do we teach a dolphin to jump through a hoop, or a
child arithmetic, or an employee to perform a task? Behaviourists would argue that these
behaviours can be trained through another type of conditioning. In operant conditioning,
the subject becomes more likely to repeat rewarded behaviours and less likely to repeat
punished behaviours.

Operant conditioning is associated with the British psychologist, B. F. Skinner,36 who is
the best-known representative of behaviourism. The difference between classical condi-
tioning and operant conditioning is that classical conditioning involves what Skinner
describes as respondent behaviour – reflexive behaviour that occurs as an automatic
response to a conditioned stimulus (such as Pavlov’s tone). Operant conditioning is the
learning of a non-reflexive act, called operant behaviour because it ‘operates’ on the envi-
ronment to produce rewarding or punishing stimuli. We can therefore distinguish operant
from classical conditioning by considering whether the controlling stimulus comes before
or after the behaviour:

● In classical conditioning, the controlling stimulus comes before the behaviour no mat-
ter what the subject is doing (as with the tone eliciting salivation)
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● In operant conditioning, the controlling stimulus comes after the behaviour, such as an
animal performing a trick to obtain food.

Skinner’s starting point was the so-called ‘law of effect’ – i.e. that behaviour that is
rewarded is likely to recur. He developed techniques that enabled him to teach pigeons how
to play table tennis, and rats to press a bar to obtain food. Skinner’s achievement was to
identify the conditions that result in enduring learning.

In his experiments Skinner used a procedure known as shaping, in which rewards are
used to guide an animal’s natural behaviour to a desired behaviour. Each step the animal
makes towards the desired behaviour is rewarded, and all other responses are ignored. In
this way, complex behaviours can gradually be shaped.

Skinner argues that we are constantly rewarding and shaping the behaviour of others in
everyday life. This is apparent in parenting, where children are taught table manners by
using rewards to shape their eating behaviour.

Reinforcement

A reinforcer is any event that strengthens the response that it follows; it is therefore very
closely related to the concept of a reward. The distinction is that there are positive and neg-
ative reinforcers:

● A positive reinforcer is a stimulus that will strengthen a response (make the response
more likely)

● A negative reinforcer is the termination of an unpleasant stimulus (such as turning off
an electric shock in an animal experiment).

To illustrate this point, consider a child who throws a tantrum because it wants an ice cream
and the parent refuses. If the parent gives in and buys the child an ice cream, then the
child’s behaviour will be strengthened by positive reinforcement (the parent giving in) and
the parent’s behaviour will be strengthened by negative reinforcement (the child stops
screaming).

The child should gain no request by anger; when he is quiet let him be offered what

was refused when he wept.

(Seneca, 4 BC–AD 65)

Remember that both positive and negative reinforcers strengthen behaviour.

Punishment

Punishment is the opposite of a reinforcer in that it decreases the recurrence of the behav-
iour that it follows. Punishment is a powerful method of restraining unwanted behaviour,
as long as the punishment is strong, immediate and consistent. However, research has
shown that the use of punishment to shape behaviour has a number of major drawbacks:

● Skinner argues that what punishment often teaches us is how to avoid punishment. Thus
the punished behaviour may appear in settings where punishment is unlikely. For exam-
ple, the child who is punished by his or her parents for swearing may do so freely out-
side the house.
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● Punishment can create fear, and the person receiving the punishment may associate it
with the person meting it out.

● Punishment can increase aggressiveness, by suggesting that aggression is the way to
solve problems.

● Even when punishment suppresses unwanted behaviour, it does not guide the individual
towards desired behaviour.

Consequently, most psychologists, including Skinner, favour an emphasis on positive rein-
forcement rather than punishment.

How can the principles of operant conditioning be applied in the workplace?

● Managing attendance. Pedalino and Gamboa37 showed how reinforcement could
reduce absenteeism. They invited workers in one factory who arrived for work on time
to pick a playing card from a deck each day. At the end of each week, the worker with
the best hand in each department won $20. Immediately absenteeism dropped 20 per
cent, and remained lowered for as long as the incentive was offered.

Should organizations follow this example and reward employees with a good attendance
record? Attendance is a fundamental part of any job; in fact, it is a contractual obligation.
Therefore, rewarding attendance may be giving out the wrong signals to employees. In any
case, the evidence suggests that such a policy would not solve the problem. In a survey of
327 organizations, 15 per cent provided attendance bonuses in the form of monetary incen-
tives or prizes; however, these companies had a higher absence rate than those who did not
reward attendance.38 It is better to shape employees’ behaviour by actively managing atten-
dance through interventions such as ‘return to work’ interviews with line managers when
staff have been absent.

● Rewarding performance. These principles are discussed in Section 3.2. Research has
shown that the positive reinforcement of jobs well done can improve performance. This
is especially so when the desired performance is well defined and achievable. It is impor-
tant to award specific behaviours as opposed to vaguely defined ‘merit’. Also, the rein-
forcement should be immediate. However, rewards need not be material, nor so big that
they become political and a source of resentment to those who do not receive them. The
effective manager may simply give praise for good work during the normal course of
events, or write unexpected notes of appreciation for a completed project.

● Competencies. Increasingly, competency frameworks are being used as the basis for
employee development and performance management systems (see section 4.1 of this
chapter). They are rooted in behavioural learning theory, describing the behaviours and
standards required in the performance of work-based tasks.

● Punishment. Where organizations are ‘blame cultures’ (i.e. where managers are look-
ing to punish mistakes), certain activities, such as creativity and risk taking, will be sti-
fled. As stated above, punishment creates a climate of fear and breeds resentment
towards those handing out the punishments. This will have a very negative effect on
employee relations.

● Computer-based training. For some tasks, the computer can be more effective than the
trainer as operant principles can be applied by shaping learning in small steps and pro-
viding immediate reinforcement for correct responses. Through a process known as
‘programmed learning’, the computer can engage the learner actively, pace material
according to the individual’s rate of learning, quiz the learner about gaps in understand-
ing, and provide immediate feedback.

Feedback

Exercise
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4.5.4 Social learning theory

Commentators such as Bandura39 have demonstrated that learning does not occur through
experience alone: observational learning, where we observe and imitate the behaviour of
others, is also highly significant. The observation and imitation of specific behaviour is
often called modelling, and the person being observed is the model. We learn by observing
and imitating models: children learn gender roles from their parents; and in the workplace
co-workers can become role models (modelling is one of the key features of mentoring, for
example – see section 4.5.11). This is known as social learning theory.

How is observational learning achieved? Bandura argues that there are four necessary
components: attention, retention, production and motivation. Attention indicates that we
notice things selectively and choose what to learn; retention means that what we learn does
not have any practical effect unless we remember it; and production refers to practice – we
learn by doing. Motivation will determine whether observing someone’s behaviour will
lead us to imitate that person, and Bandura holds that we model our behaviour on that of
others if we expect to be rewarded for doing so. It is the expectations element in social
learning theory that distinguishes it from a behaviourist interpretation because it introduces
a cognitive element into learning: we have to make a judgement as to what behaviours to
imitate in order to receive a reward.

4.5.5 Cognitive theories

According to Hill,40 cognitive theories of learning ‘are concerned with the cognitions [per-
ceptions or attitudes of beliefs] that individuals have about their environment, and with the
ways these cognitions determine behaviour’. The emphasis is on trying to identify the cog-
nition processes that underlie learning. Cognitive processes include the following:

● Perception
● Memory
● Concept formation
● Language
● Problem solving
● Reasoning.

The questions being asked are:
● How do we incorporate information about external events into our minds?
● How do we decide which information either to reject or store?
● How do we retrieve this information to use in our everyday lives?

There are many different aspects of the study of such processes. One of the most impor-
tant is the work of the gestalt theorists – what came to be known as the Berlin school of
psychology.

Gestalt in learning

We noted above that behaviourists are concerned not with conscious thought, but with units
of behaviour. The gestalt school of psychology, on the other hand, felt that breaking down
consciousness into its parts destroyed its meaning. Wertheimer41 argued that we see things
as a meaningful whole, and that our thoughts are whole meaningful perceptions, not a
series of connected images. The German word Gestalt means a ‘form’ or a ‘pattern’. An
example of a gestalt is a melody, since it depends on the relation between the notes rather
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than the notes themselves. The tune is still the same when it is transposed to another key,
even though every note is different.

Gestalt learning theory is therefore concerned with the way in which we perceive situa-
tions and restructure existing gestalts. The role of insight is key in this process: insightful
learning regularly occurs suddenly with a feeling of real understanding; this is sometimes
referred to as the ‘aha!’ or the ‘penny-dropping’ experience. Such learning is said to be par-
ticularly meaningful in that it is likely to be remembered and can relatively easily be trans-
ferred to new situations. In such cases the learner sees the whole situation in a new way –
a new gestalt has been formed.

The implications for training include the following:

● The learner actively organizes perception by trying to impose pattern and meaning on
incoming information, rather than passively receiving the information presented. This
means that there is value for learners in discovering meaning for themselves.

● The trainer can help the learner to organize information more meaningfully by helping
to isolate the essential material from the background material. Clear headings, subhead-
ings and summaries contribute to this. Novelty, variety and contrast can be used to focus
attention and avoid distraction when visual, oral and auditory material is presented.

● There are limits to how much information anyone can take in at once. The trainer must
avoid overloading the learner with too much information.

● Learners seek to fit new knowledge into their existing conceptual frameworks. The
trainer needs to present, organize and sequence content so as to take this principle into
account.

4.5.6 Experiential learning theory

Experiential learning theory, often associated with David Kolb,42 has been highly influen-
tial in the field of human resource development. For Kolb, learning begins with the here-
and-now experience; is followed by the collection of data and observations about that
experience; continues with the analysis of that data and the formulation of concepts and
theories; and reaches the final stage with the modification of behaviour and the choice of
new experience. The learning process can be portrayed as a four-stage cycle (Figure 4.11).

Experiential learning theory represents a departure from the behaviourist tradition in that
it emphasizes analytical and cognitive processes as crucial elements in learning. It there-
fore overcomes the apparent contradiction between cognitive and behavioural explanations
of learning by viewing it as a holistic, integrative process which combines experience, per-
ception, cognition and behaviour – feeling, perceiving, thinking and behaving. The crux of
experiential learning theory is that by using experience as a touchstone, abstract concepts
and ideas created during the learning process can be tested.

For Kolb, learning from experience is the process by which human development itself
occurs and is the link between education, work and personal development. Emphasizing the
developmental nature of learning, Kolb saw experiential learning not as a cyclical process
but rather as a spiral, converting feelings and desires into ‘higher-order purposeful action’
(Figure 4.12); for action to be purposeful, it must be postponed until reflection and judge-
ment have taken place. In practical terms, this means that if we are to develop towards cer-
tain ‘life goals’ we need constantly to reflect on and draw conclusions from our
experiences, and apply this new learning to future situations.

Experiential learning emphasizes process, whereas behavioural theories stress outcomes.
The implications are that focusing on outcomes tends to reproduce existing behaviours
which may now be inappropriate. This is one of the potential dangers of a competency-
based approach: unless the competencies are regularly reviewed, the organization may be
reproducing outmoded behaviours. This suggests that in an organization that is undergoing
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Figure 4.11. Learning as a cyclical process (adapted from Kolb, Honey and Mumford).

rapid change, a behavioural approach to employee development may have negative conse-
quences.

One of the key features of the learning organization is that everyday experience is viewed
as an important source of learning. Individual employees and work groups must become
effective learners from experience in order to cope with change. Individuals must take
responsibility for their own learning in that they will be able both to identify their own



learning needs in respect of their work roles and to know how to meet those needs by
learning in a proactive way from their experiences. Learning is therefore self-directed.

The implication of this is that employees directing their own learning need to learn how
to learn. Learning is therefore seen as a skill that can be developed. Building on Kolb’s
analysis, which recognizes different approaches to learning within the learning cycle,
Honey and Mumford43 have identified four learning styles (activist, reflector, theorist
and pragmatist), each of which is associated with the various stages of the learning cycle.
By using Honey and Mumford’s 80-point questionnaire, employees can be helped to under-
stand their individual learning styles, thereby becoming more effective learners from
experience.

4.5.7 The learning organization

At the beginning of this chapter we stated that, through learning, human beings are able to
adapt to different environments, and that this is one of the most distinctive features of our
species. In recent years, a number of commentators have been considering whether organ-
izations can themselves ‘learn’ and adapt to their external environments. In this connection,
the organization has been compared to a living organism which can adapt and evolve in
response to changing business conditions. The following quotations from two of the lead-
ing authorities in the field illustrate this point:

[The learning organization] emphasizes adaptability [which is] the first stage in moving

towards learning organizations. That is why leading-edge organizations are focusing on

generative learning, which is about creating, as well as adaptive learning, which is

about copying.44

Probably the best-known definition of the learning organization is that of Pedler et al.:45

[A learning organization is] an organization which facilitates the learning of all its mem-

bers and continuously transforms itself.

Both of these commentators suggest the possibility of organizations transforming them-
selves through learning in order to succeed in a turbulent environment. This view of the
organization as a living organism is in contrast to the more traditional machine model, pop-
ular in the 1960s and 1970s. Here, the organization is seen as a ‘machine’ with component
parts which function in unison. The problem, to continue the metaphor, is that machines
become obsolete when technology changes, whereas organisms can evolve to meet the
demands of new conditions. This is why, at the turn of the century and at a time of sweep-
ing global change, the idea of the learning organization had such appeal.

What exactly is a learning organization? According to Garratt,46 a learning organization
will have the following features:

● People are helped to learn both regularly and rigorously from their work
● There are robust organizational systems and a positive organizational climate to move

the learning to where it is needed
● Learning is seen to be valued by the organization in achieving its objectives
● The organization is so designed as to be able to transform itself continuously through its

learning to the benefit of its stakeholders.

Pedler et al. identify eleven characteristics which signify a learning company, divided into
five clusters:45
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1. Strategy.
● A learning approach to strategy. Strategy formulation, implementation and evalua-

tion are structured as a learning process enabling continuous improvement. This implies
an opportunistic approach, involving taking risks (albeit ‘the right kinds of risks’).

● Participative policy making. All stakeholders are involved in the development of
strategy and policy.

● Informating. Using information technology to inform and empower people, provid-
ing access to information and more open systems.

● Formative accounting and control. The systems of accounting, budgeting and con-
trol are designed to support learning.

2. Looking in.
● Internal exchange. The treatment of all individuals, departments and sections as

being suppliers to and customers of each other. The sharing of information in a col-
laborative, rather than a competitive, environment.

● Reward flexibility. Reward systems that provide an incentive to learn and share
information.

3. Structures.
● Enabling structures. Structures that allow and support learning (e.g. appraisal).

4. Looking out.
● Boundary workers as environmental scanners. Using the experience of all employ-

ees who interact with external customers to identify and respond to customer needs.
● Intercompany learning. Partnerships with both competitors and non-competitors for

mutually advantageous learning activities such as joint training and job exchanges.
5. Learning opportunities.

● Learning climate. An emphasis on the developmental, nurturing aspect of the man-
ager’s job as opposed to the control aspect.

● Self-development opportunities for all. Resources and facilities for self-development
are made available for all employees and external stakeholders.

An evaluation of the learning organization

The learning organization model has come in for much questioning; some even claim that
it is in ‘terminal decline’.47 Specifically, it has been criticized on a number of grounds:

● Do learning organizations actually exist? Burgoyne48 acknowledges that after a decade
of research, there are still no case studies of organizations that accord with the model
outlined in the previous section.

● Is the idea just ‘old wine in new bottles’? Some commentators, for example Mumford,49

see the learning organization as little more than the recycling of well-established ideas such
as Total Quality Management, team work, leadership and personal development.

● How realistic are some of the key features of the learning organization? For example, it
is possible to question the practicality of involving all stakeholders, who themselves
have conflicting interests, in the development of strategy (see Chapter 10). Furthermore,
it has been suggested that the learning organization idea perpetuates a naive view of the
organization and how cultural change can be achieved.50

● Is the learning organization merely ‘trainer-speak’? It is argued that the concept is too
closely associated with HRM and has little meaning for managers.

What, then, is the value of the learning organization model? In recent years, it has
become closely associated with the idea of knowledge management. This is partly in
response to concerns about knowledge transmission. In traditional (stable, hierarchical)
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organizations, knowledge would be communicated to managers by older, more experienced
employees on an informal basis. This unrecorded knowledge was an important part of the
organization’s culture. However, in downsized and outsourced organizations this ‘corporate
memory’ is in danger of being lost.

Some commentators, such as Nonaka,51 argue that the ability to create new forms of
knowledge and act on them is the source of competitive advantage. He identifies two kinds
of knowledge: explicit knowledge, which is easily communicated and quantifiable; and
tacit knowledge, which is understood but not described. While data about knowledge are
difficult to capture, there is some evidence of accountants trying to develop ways of meas-
uring a company’s knowledge assets.52 The key to organizational success lies in using both
explicit and tacit knowledge.

Organizations are using new technology – especially the Internet and intranets – to share
information and promote learning among their internal and external stakeholders. Thus
developments in IT have allowed organizations to meet one of the learning company crite-
ria – that of informating.

However, ‘knowledge management’ is also a problematic concept. Powerful individuals
often feel very uneasy about sharing knowledge for fear that it might undermine their
power. Furthermore, it is not yet understood how knowledge develops, making its manage-
ment difficult. There is also the question of intellectual property rights – i.e. who owns the
knowledge that is created?

4.5.8 Managing learning in organizations

The manager as developer

Line managers are ‘key players’ in promoting continuous learning. One of the fundamental
tenets of human resource management is that managers should take responsibility for the
‘people management’ as well as the ‘task management’ aspects of their role. This is in con-
trast to the situation where responsibility for employee development is ‘hived off’ to devel-
opment specialists, i.e. trainers. There is a very strong rationale for this policy: managers are
in day-to-day contact with their reports, they know the job, and are aware of the individual’s
strengths and weaknesses. They are therefore ideally placed to take an active part in the
development of their staff – whose performance they are, after all, meant to manage.

The problem with this is that managers often tend to be task-driven and do not possess
the people management skills necessary to take on a developmental role. Nevertheless,
many organizations are now expecting their managers to take a degree of responsibility for
employee development, and are putting in place supporting systems to ensure that this hap-
pens: continuous (sometimes 360-degree) appraisal is being promoted; and staff develop-
ment responsibilities are being written into job descriptions and appearing in managers’
performance objectives. In addition, organizations are trying to provide managers with the
skills they need to take on these responsibilities.

Mumford49 suggests that managers have a number of roles in developing their reports:

● Appraisal of performance
● Appraisal of potential
● Analysis of development needs and goals
● Recognizing and facilitating opportunities
● Giving learning a priority
● Using everyday activities for learning
● Establishing learning goals
● Accepting risks in subordinate performance
● Monitoring learning achievement
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● Providing feedback on performance
● Acting as a model of learning behaviour
● Using learning styles
● Offering help
● Direct coaching.

It is this last role – the manager as coach – to which we now turn.

4.5.9 Coaching

What is ‘coaching’?

The following definitions provide an insight into the nature of coaching:

[Coaching is] improving the performance of somebody who is already competent

rather than establishing competence in the first place.53

[Coaching is] developing the ability and experience of [people] by giving them sys-

tematically planned and progressively more stretching tasks to perform, coupled with

continuous appraisal and counselling.54

We can see from these definitions that coaching involves the following:

● Stretching potential
● Counselling
● Continuous appraisal
● Integrating learning with work (using everyday experience).

Why do managers coach employees?

Coaching performs several functions, and managers coach employees to:

● Enable the employee to recognize his or her strengths and weaknesses
● Encourage the employee to establish targets for further performance improvement
● Monitor and review the employee’s progress in achieving targets
● Identify any problems that might be adversely affecting progress
● Assist the employee in generating alternatives and an action plan for dealing with prob-

lems that have been identified
● Improve the employee’s understanding of the work environment
● Assist the employee to realize his or her potential.

It can be seen from these points that coaching involves continuous appraisal; the coach
must maintain an ongoing dialogue with staff. Coaching also has several advantages over
course-based training:

● Real work is used as a vehicle for learning; this overcomes the problems of transferring
learning from the training room to the workplace

● Feedback is immediate; there is no time-lag between acquiring, applying and seeing the
results of new learning

● Faults can be remedied on the spot through guidance from the coach
● It is a cheaper form of learning than course-based training.
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Coaching also has some disadvantages:
● Risks are involved and mistakes may be made
● Learning may be disrupted
● Bad habits can be transmitted.

Perhaps the main advantage of coaching, from a continuous learning perspective, is that it
is empowering in that it enables the employee to mature and become a better learner: the
individual employee becomes more capable and therefore more confident, which leads to a
greater sense of control and autonomy. Employees become more independent and less
likely to look for hierarchical approval for everything they do.

Furthermore, coaching should give the learner greater insight and understanding into the
work environment and how his or her job fits into the organization. This process can be
very positive in improving the individual’s job satisfaction and motivation.

Also coaching should broaden and deepen employees’ use of skills and abilities,
enabling them to tackle more difficult problems and to extend their capabilities through
new experiences. Related to this, coaching enables employees to accept greater ambiguity
and take risks in their work.

4.5.10 Counselling

Counselling is a process which is very closely related to coaching – in fact, the terms are often
paired (‘coaching and counselling’) or used as synonyms. Counselling is an integral part of
the coaching process. The point here is that to be effective coaches, managers have to be able
to use some of the techniques and skills associated with counselling. Also, counselling can be
used in a range of people management contexts – from mentoring, through career develop-
ment to change management – so we spend some time examining the process in this section.

What is counselling?

Much workplace counselling is not counselling in the modern definition of the term, but
relates to situations that require the use of counselling skills. Workplace counselling can be
deemed to be any activity in the workplace where one individual uses a set of techniques
or skills to help another individual to take responsibility for and manage their own deci-
sion-making whether it is work-related or personal.55

Background and issues

The current theory and practice of counselling owe a good deal to an American, Carl
Rogers. Rogers started out from a conventional psychotherapeutic background but aban-
doned this approach and pinned his faith on the quality of the relationship between the ther-
apist/counsellor and the client. In his view, the relationship should be based principally on
the counsellor’s warmth, genuineness and empathy operating in an atmosphere of equality
and trust. Clients are not seen as ‘patients’ needing help from a remote expert, but as
responsible people who have freely chosen counselling as a means of tackling their diffi-
culties. Thus counselling has often concentrated on helping ordinarily competent people to
cope with difficult circumstances.

In recent years, the use of counselling has spread to the point where people sometimes
refer, rather disparagingly, to the ‘counselling industry’. The workplace has been affected
in that the term ‘counselling’ is regularly used in relation to a number of organizational sce-
narios (redundancy, career development, discipline, appraisal and coaching, for example).
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However, ‘professional’ counsellors would not regard much of this activity as counselling,
for the following reasons:

● Much workplace counselling takes place within a power structure and is directed to ful-
filling the goals of the organization, not those of the client, even though the latter may
gain from the process. It cannot be expected that in the manager–subordinate situation
there will be complete openness on either side.

● Counsellors need training and experience. They should also have a high degree of self-
awareness, achieved perhaps through undergoing a prolonged period of psychoanalysis.
They should also subscribe to a professional code of ethics.

What is workplace counselling?

Essentially, counselling in the workplace takes two distinct forms:

1. Helping employees with problems
2. As a means of self-development and personal growth.

It is based on the following values:

● People need to be given special individual attention from time to time, particularly in
periods of personal change

● People’s feelings have a place at work
● The importance of showing employees that they are themselves valued.

Are we saying that managers should become counsellors?

No, clearly this is unrealistic and, probably, undesirable. The argument is that managers
should acquire and practise some of the skills used in counselling, such as listening and
empathizing, so that they can motivate and develop people rather than control and direct
them. However, it is important that employees see the process as being genuine and not
one of manipulation. The independent counsellor or therapist can handle problems that
should not be the subject of counselling by managers who do not have the necessary
qualifications.

What are the elements of effective counselling?

The effective counsellor helps the client to explore and clarify his or her problems and find
his or her own solutions. There are five important aspects to successful counselling:

1. Active listening
2. Recognizing that the ‘presenting problem’ is rarely a full statement of the real problem
3. Finding the core problem which is the heart of the matter that is worrying the client
4. Recognizing and admitting feelings
5. Influencing the direction.

Questions should direct the client towards greater self-understanding and an ability to
select the course of action which is right for him or her.

158 Leadership and Management for HR Professionals



4.5.11 Mentoring

Mentoring is another employee development method in which the line manager plays a
key role. One of the problems with a term such as mentoring is that people use it in different
ways and ascribe different meanings to it. Thus some organizations will appoint a ‘mentor’
to a new employee as part of the induction process. The ‘mentor’ will usually be someone
who is around the same age as the new employee but who has enough experience of the job
to be able to ‘show them the ropes’. Other organizations may refer to someone performing
this type of role as a ‘buddy’; certainly, this person is not a mentor in the conventional sense.
Still other organizations will use the terms ‘coach’ and ‘mentor’ interchangeably.

A more accurate use of the title ‘mentor’ is that applied to the older, experienced and
usually senior employee who takes a younger, junior employee ‘under his or her wing’.
This type of mentoring has always gone on informally in organizations, but it is only in
recent years that organizations have recognized the value of mentoring as a developmen-
tal tool and tried to formalize it. As mentioned earlier, older employees are repositories of
both explicit and tacit organizational knowledge; they therefore represent a resource
that can be tapped by the organization through mentoring to ensure the transmission of
knowledge.

Probably the most common use of formal mentoring systems in organizations is in a
management development context. Most graduate training programmes, for example, will
incorporate a mentoring scheme. Here, the newly appointed graduate trainee will be allo-
cated a mentor. In this context, the main purposes of mentoring are:

● To facilitate the induction of young people (usually management trainees)
● To identify and develop high-flyers.

How does a mentoring scheme work?

Using the example of a management trainee mentoring programme, the newly appointed
trainee will be allocated a mentor on joining the organization. There are, of course, issues
regarding identifying suitable candidates to act as mentors. Because of the nature of the
role, it is important to ask for volunteers, as someone who grudgingly agrees to become a
mentor could cause serious damage. Potential mentors must have a good record for devel-
oping people, an in-depth understanding of the organization, and sufficient time to devote
to the relationship. Mentoring works best if the roles of the mentor and the line manager
are not confused.

The mentoring process itself needs to be managed, and this responsibility usually falls to
personnel and development practitioners. Once mentors have been identified, a matching
exercise will take place. Mentors should be provided with guidelines and a clear briefing;
ideally, they will receive training to help them succeed in the role. The formal mentoring
relationship will be time-bound, its duration normally being determined by the length of the
training programme (typically six months to a year). However, this does not mean that the
relationship will not continue on an informal basis afterwards.

There will be an initial meeting between the mentor and the mentee (other terms for the
individual being mentored are ‘protégé’ and ‘mentoree’). Some organizations give mentors
an entertainment budget so that they can take their mentee to lunch. The mentor and the
mentee will then agree on a contract, the terms of which will include some ground rules
such as the frequency of meetings. It is important that the mentee understands the role of
the mentor. According to Bova,56 a mentor can perform a number of roles:

● A guide and confidante
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● A role model
● A tutor or coach
● A listener.

One of the key functions of the mentor, therefore, is to act as a sounding board and to use
the counselling techniques described above to help trainees solve their own problems. The
mentor is definitely not there to listen to complaints about the mentee’s boss, and it is
important that the mentor does not (or is not perceived to) undermine the trainee’s line
manager. The mentor–mentee relationship may break down, or may never take off. Under
these circumstances, the organization must intervene and reallocate another mentor to the
trainee. The scheme should be monitored and evaluated.

Action learning

Action learning is a technique which, some argue, overcomes the drawbacks of more con-
ventional approaches to management development. Mumford49 states that unsuccessful
management development programmes tend to have the following features:

● Their purposes are unclear and unsupported by managers
● There has been poor diagnosis of organization culture and the requirements of the busi-

ness
● There has been poor analysis of individual managers’ learning needs
● The development processes utilized are often unconvincing to managers and unaccept-

able to individuals
● There is an overemphasis on off-the-job training
● The methods used tend to be ‘flavour of the month’
● Programmes are owned by personnel and development practitioners.

These problems are mainly associated with formal, course-based programmes, sometimes
characterized as the ‘sheep-dip’ approach to management development. Action learning
avoids these pitfalls because it uses the actual job of managing as a vehicle for learning.
Consequently, it is highly experiential and does not come up against the problems associ-
ated with off-the-job training, such as relevance and the transfer of learning from the train-
ing room to the workplace.

Action learning is associated with Reg Revans,57 who holds that learning should begin
with the everyday management task of problem solving. The key features of an action
learning programme are the project and the action learning set.

The action learning project

Imagine the following scenario: a training manager needs to learn about marketing the
department’s services. How can this learning need be met? The temptation might be to rec-
ommend that he or she attends a marketing course. Revans would disagree – he would
argue that the manager should be given a relevant management task to perform. The organ-
ization should identify a suitable marketing project through which the manager can learn
the necessary knowledge and skills. This project could be in the HR department, or it could
be in another department. The manager will be supported in this by her membership of an
action learning set.
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Action learning sets

The action learning set is a group of no more than five managers, each of whom is work-
ing on his or her own action learning project. The set will meet on a regular basis for the
duration of the project (usually around six months), and the members will use these meet-
ings to discuss their progress. Revans argues that learning is more likely to be achieved by
exchanges with other managers who are themselves anxious to learn. Through the set, man-
agers learn to:

● Give and receive criticism
● Offer support
● Develop their own capacity for effective action.

The process will be facilitated by a ‘set adviser’ (normally a trainer), who will help to get
the set off the ground and establish cohesion but will not offer solutions to the managers’
problems or attempt to ‘teach’ (see Figure 4.13).

It is important to remember that the project is a live one, and that any recommendations
the set makes (assuming they are acceptable to the client) will be implemented by the
manager. It is at this point, the action stage, where the really useful management learning
takes place, because the manager is having to use managerial skills such as influencing and
negotiating.

It has become quite common for organizations to use action learning sets to develop
managers, but without the project element. In this situation, a group of managers will meet
on a regular basis to discuss general problems and share experiences. These arrangements
are sometimes referred to as self-development groups.

In this section, we noted the increased interest in both individual and organizational learn-
ing as organizations strive to come to terms with rapid and continuous change. We have
considered various theories of learning and their application to people management.

In considering organizational learning, it was suggested that the learning organization
model had certain limitations, although we identified a number of methods that would con-
tribute to fostering a culture of continuous learning in organizations.

Summary
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East-Coast plc

East-Coast Building Society became a public limited company (plc) last summer. Since
then it has taken over an estate agency and an insurance company. East-Coast now has
over 50 branches in the north of London and east of England, along with 20 estate
agency offices and several administrative offices. For a number of reasons, the customer-
base has remained loyal and stable.

The head office, in Norwich, has a small computer that handles records and transac-
tions; it is connected in a network to numerous minicomputers on the desks of staff
throughout the 50 branches. The insurance offices and estate agencies are supposed to
work in an integrated way with these branches, but the computer and internal e-mail sys-
tems have not been installed. This is pending, depending upon the outcome of ‘a feasi-
bility study’. As a result, the telephone is heavily relied on for immediate intercompany
communication, and the postal service for anything non-urgent. As the three arms of the
new company become more integrated, this is clearly a nuisance to all concerned. The
staff in the former building society offices are most affected. In the north London offices,
employees get very frustrated with delays. All communications must be routed through
a supervisor, who has an important role in overseeing staff activities such as cash with-
drawals, verifying signatures, dealing with important customers and personally handling
their accounts.

East-Coast’s managing director, Neil Colbourne, is 40 years old and joined the com-
pany from a larger competitor 6 months ago. He is sympathetic to the need to improve
communications with and between all branch offices. He wants everyone to have access
to e-mail, and plans video conferencing as a way of speeding up management commu-
nications. On a tour of several branches to familiarize himself with the company, he
noted that many managers seemed technologically illiterate but were surprisingly
ambivalent to the problems caused. Several have expressed the thought that there is
‘nowhere to go for career progression’ and ‘retirement cannot roll on soon enough!’
Colbourne decides that most of these managers are ‘dead wood’ and he will ensure they
either improve quickly in attitude and new business generation, or are dismissed.
Colbourne’s ire is probably made worse by the ‘lack of respect’ he believes he was
shown when visiting the branches – no lunches laid on, few staff addressing him as ‘Mr
Colbourne’, and an ‘unenthusiastic climate of welcome’ as he described it later.

As a first step to ‘bringing the company into the twenty-first century’, a deputy has
been appointed with whom Colbourne has worked before: Andrew Gregory. The
deputy’s view of HR management can be summed up as follows: ‘the labour market is
tight, but the best way to get good performance is to use bribery . . . and fire the worst’.
New recruits as well as established employees are trained by having a one-day induction
‘experience’ (as it is known), followed up by on-the-job training by supervisors and
peers. The latter are encouraged to use ‘carrots’ and ‘sticks’ (as Colbourne calls them)
to ensure employees develop skills and knowledge.

The estate agency arm of East-Coast is headed by Christine Freeman, who started in
the business ten years ago. She has built up the business with great skill and determina-
tion. Surprised initially by the approach from East-Coast, she saw the takeover as bring-
ing new capital and prestige to the business. Traditionally, Freeman has been seen by her
staff as a great delegator, and managers enjoy the freedom to take decisions without hav-
ing someone continually checking on them. All senior agents and managers have ‘lap-
tops’ and mobile phones, and a networked e-mail system connecting all the estate
agency offices. This culture has spread, and on a recent tour of the branches Freeman
was impressed by the enthusiasm and energy shown by the employees. One senior man-
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ager, Baz Drewett, has told Freeman that the main reason for the success is her ‘leader-
ship style’ and the ‘elaborate recruitment process’ used. Another manager, Dave
Haskins believes the reason is that both quality and quantity are rewarded, not just vol-
ume of sales. Freeman says that the key to success is the development of people. She
practises coaching and mentoring of all her managers, and encourages them to do so
with their own staff. This is done by including plans in their appraisal reviews. In addi-
tion, two years ago Freeman introduced ‘action learning’ whereby different managers
meet to form an action learning ‘set’ for sharing criticism, support, ideas and for gener-
ating new projects.

Freeman believes it is time for the three operating arms of the company to merge more
than by name only. However, at the recent directors’ meeting there were strong disagree-
ments between Freeman and Colbourne on how the company should be run in the future.
Task:

Compare the leadership approaches of Colbourne and Freeman. What is your analysis
of these styles? What systems are helping the estate agency arm to succeed whilst the
former building society function seems to be stagnating?

Leadership styles: Colbournes’ style is based on position power – he demands status and
respect based on his authority position. The deputy, Gregory, seems to believe in physical
and resource power. Overall, therefore, Colbourne is more likely to be an autocratic leader,
with certain assumptions about people based on a theory X perspective. He is very task ori-
entated, but has an underdeveloped people dimension, reflecting a 9.1 dimension on the
Mouton and Blake grid.

Freeman’s style seems to be based on expert, charismatic and resource power. There is a
better mix of concern for task accomplishment, but also the needs of individuals and the
group. There seems to be some evidence of greater self-awareness by Freeman than
Colbourne. On the Blake and Mouton grid, Freeman’s style is moving towards 9.9. Also,
Freeman is a transformational leader with a developed sense of EQ. Clearly, a good sense
of trust exists between her and the staff. People are given autonomy, discretion and the
encouragement to work towards goals that are not just volume-driven.

Freeman’s approach to building the business has been based on taking care over the
recruitment, selection and induction of staff to ensure a ‘fit’. The rewards based on quality
and quantity imply a performance review system whereby objective results (results-ori-
ented) and behaviour (absolute method) are important. Possibly, this has been consolidated
into a competency-driven performance management system.

There are also signs that Freeman has developed a sound socio-technical system of work,
using technology to enhance job outputs and employee satisfaction. Because of the culture
and the way rewards are organized, there seems to be a feeling of ‘felt-fairness’ about them.
Some attention has been given to the job design of the employees. Using the ‘job charac-
teristics’ approach, there is autonomy, task significance and variety in the jobs, and possi-
bly all of the characteristics are present. All of this has built to provide a motivational
environment in which intrinsic as well as extrinsic motivators are present.

There is little in the case study about poor performance, but it may be safe to assume that
as a result of all the other evidence employees are assisted to identify their work difficul-
ties and to take ownership of them and the solutions. There does not seem to be a culture
of fear about dismissals, so this should tell us that dismissal is correctly only used as a man-
agement tool of last resort.

This overall style of managing people seems in stark contrast to Colbourne’s method
(enhanced by that of his deputy, Gregory). We have already said he is more autocratic than
democratic. He has failed to analyse the situation with the branch managers, and has made
assumption that they are ‘dead wood’; this seems to extend to the staff as well. The job of
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a leader is not to jump to conclusions that may be false, but to assess the situation based on
a careful analysis where this is possible. There is no reason why Colbourne has to make a
quick decision about the staff.

If Colbourne accepts Gregory’s maxim for recruitment and selection, a vicious cycle of
inappropriate employees with poor motivation and commitment will be aggravated.
Colbourne seems not to pay any attention to the job design or the socio-technical systems
that prevail in the branches. An over-simplistic view of the benefits of technology domi-
nates. We can safely assume that the recruitment, selection and induction methods used will
have poor validity and reliability, and may be ineffective, inefficient and even unfair.

Bribery is the worst possible approach to human motivation, although at a simple level
it can help to reinforce behavioural change. Even if the assumption is that the ‘carrot’ of
money is the prime motivator for these people, it should be provided on a basis that takes
account of equity and expectancy theories. What of all the other possible motivators? In
addition, everyone has been categorized together without any consideration of individual
needs that require satisfaction.

From the culture of the branches and the comments of managers, it seems that motiva-
tion is currently very underdeveloped. Steps such as those considered by Colbourne and
Gregory could be disastrous. There is clearly no performance management system that is
delivering higher expectations from the staff about their own capabilities to improve per-
formance, or personal growth in the job or in another part of the organization. Perhaps no
appraisal system exists?

It would appear that Freeman has adopted a coaching and mentoring dimension to her
personal leadership style, and encourages other managers to do likewise. However, action
learning is also adopted as a principal way of developing staff. It is difficult to argue that
Freeman’s business is a learning organization, but it is beginning to show characteristics of
that approach. There is little in the case study to show that Colbourne is committed to (or
understands) more than simple reinforcement learning strategies, which will continue to
result in under-developed employees.

Let us wish Christine Freeman well in her battle with Colbourne.

In summary, what can be learned about how to manage people effectively from the broad
range of issues covered in this chapter? Rather than viewing each subject area separately,
it is important to reflect on how the different issues interrelate with each other. Managing
people is not an easy task, and could be viewed as the most difficult of management tasks.

The first section of the chapter stressed the increased need to add value and improve
performance by creating customer satisfaction. The importance of competencies was out-
lined, and their link to performance management and recruitment and selection, as well as
training and development. The second section examined recruitment and selection in
greater depth. Organizations are seeking to recruit and select people to play an increas-
ingly productive and collaborative part in organizational life. In turn, these people increas-
ingly expect to be managed in a positive manner, far removed from the old ‘command and
control’ ethos. Modern organizations require appropriately talented, skilled people with
competencies that ‘fit’ the workplace environment, which includes the culture, systems
and structures, as well as the activities and roles of the job. The result is that recruitment
and selection has become more sophisticated; instead of relying solely on an application
form and single interview, employers are likely to use a range of selection methods
and techniques to be successful in obtaining the best ‘fit’. Issues of validity and reliabil-
ity are crucial. Also crucial to the process is the necessity for fairness and the application
of ethical principles. Selection methods should aim to be free of cultural bias and unfair
discrimination.

The third section began by examining how to deal with performance difficulties, which
may result in disciplinary action. Appraisal was then reviewed as part of a wider perform-

In brief
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ance management system. The aim should be for managers and employees to work in part-
nership, resulting in each employee working towards performance achievement.

Fourthly, the issue of stress was reviewed: definitions of stress, the symptoms and pos-
sible causes were discussed, as well as the management of stress and how stress can be
reduced in work organizations.

Finally in this chapter, individual and organizational learning were discussed. A contin-
uous theme has been the importance of individual development as a key motivational fac-
tor and one generating commitment. Despite the difficulties and imperfections of
promoting effective learning, organizations are themselves learning that without continu-
ous improvement of their employees they are substantially disadvantaged at all stages and
levels of organizational activity, compromising growth and competitive advantage.
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Part Two
Managing for Results





Learning outcomes

To understand and explain:

● The complex nature of managerial work
● The main functions of management and other functions in the organization
● The contribution of the manager to organizational success
● The interrelationship between managers and other organizational functions, including

the role of HR management and the special functions of managers
● The importance and methodology of using quality systems in the workplace
● The importance of the customer, customer service and customer care systems
● How change management should be applied, the methods and techniques associated

with successful change, identifying the infrastructure for change, and delivering
change

● The importance of health and safety policies and practices.



Introduction to Part Two

Managers play a key role in the success of organizations. It is through the managerial
process that the skills, knowledge and experience of all the other people who work for the
organization are turned into useful outputs.

The process of managing has never been easy, and managers work in many different con-
texts. They may work in large or small organizations, in the private or public sector, in the
voluntary or not-for-profit sector. On the face of it, different approaches might be necessary
to operate effectively in those differing environments.

There are, though, many common themes that all managers face. One of the most impor-
tant is managing people to achieve results. Given the variety of organizations, individual
outputs will vary. However, some common competencies are required of all managers.

Part Two of the book looks at those competencies, the challenges and opportunities faced
by managers in their daily lives at work. There are many and differing demands to be met,
and different stakeholders to be satisfied.

In this part of the book we will look at the behaviours that effective managers and lead-
ers need to demonstrate to achieve both organizational and personal goals. The manager is
a leader to a greater or lesser extent, and is therefore a role model to others. Whilst the man-
ager is charged with developing the skills and performance of others, he or she also has a
responsibility to develop his or her own capacity and capability.

We live in a rapidly changing world, and predicting the future is an uncertain science.
All organizations experience change to a greater or lesser degree. Change is often imposed
by external circumstances, and the organization has to be in a position to respond. The
manager needs to ensure that the infrastructure is in place to facilitate the implementation
of change. Most importantly, the people of the organization need to have their fears of
change reduced, and not automatically to see change as a threat. The manager should
appreciate what change is and how it can be managed. Not all change is driven by external
circumstances, and managers are ideally positioned to identify when the organization
should be initiating change – taking a proactive stance, developing creative solutions to
problems and looking for continual improvement.

All organizations depend on their customers, and enhancing the relationship with cus-
tomers is an important point for the successful organization. For all sectors, the relationship
with customers is important. In the private sector they are the source of revenue and prof-
its, so enhancing relationships makes sound economic sense. It is many times easier to
retain a customer by good customer service than it is to seek new ones for those lost to poor
customer service standards. In the public sector the idea of treating the people with whom
the organization interfaces as customers, rather than faceless members of the general pub-
lic, is well embedded, to the benefit of all.

There is also the notion of internal customers – the other members of the organization
who depend on you to enable them to do their job. See them as your customers, and the
way you approach your dealings with them will change, to the benefit of yourself and the
organization.

We have already mentioned the concept of continuous improvement, and managers are
influential in this process in which all members of the organization need to be engaged. To
seek to improve systems, processes, services and outputs is something that managers need
to have at the forefront of their thinking. To become complacent is to allow the organization
slowly to wither away. There are tools that help to monitor quality processes and provide the
opportunity to improve, and maybe work towards delivering world class performance.



The task of the manager in managing for results is complex, multi-faceted and challeng-
ing. In this part of the book many of those challenges are explored. There are connections
between the processes and systems that deal with managing people, managing change,
managing customer relationships and continuous improvement. They are all inextricably
interlinked, and the task of the manager is to ensure that they all deliver results.
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5 Managerial work

The most important role of management is to create an environment in which the dis-

tinct and different contributions of individuals can flourish in order to achieve the orga-

nization’s overall objectives.

(Mary Bishop,1 Chief Executive of The Shaftesbury Society)

In this chapter you will:

● Examine management and organization theory from a historical perspective
● Obtain an overview of the variety of work activities managers have to carry out
● Look at how managers have to balance their time and that of others in order to achieve

the successful completion of tasks through the efforts of individuals and groups
● Examine how managers have to use their communication skills both written and oral to

maximum effect
● Examine the issues of health and safety from a management perspective.

The modern apprentice

Andy is an excellent motor vehicle mechanic who has completed a Modern
Apprenticeship with a main dealership. During his apprenticeship he was voted UK
Apprentice of the year and represented his employers in skills competitions throughout
Europe and the Far East.

Now at the age of twenty-five, with five years’ post-apprenticeship experience, he is
beginning to long for a challenge. He knows his employers are supportive about pro-
moting suitable individuals to management positions, especially those who have a
detailed knowledge of their products and experience of dealing with customers. Andy
knows it will be a difficult decision, but he feels the need to develop his talents further
and for him a managerial position seems to offer this development.
Task:

Should Andy leave the security of the job he knows and move into management?
Furthermore, should his employers encourage him to?

Andy is obviously a talented individual who is seeking to develop himself. What he
may not be aware of is just how much a manager is expected to do. He may not be aware
of how different the work of a manager is even in the same organization. Andy’s employ-
ers will, if they think he is suitable, have to plan his transition carefully from being one of
their best mechanics to being one of their managers. They will no doubt be aware that just
because someone is good at a particular job they will not necessarily be good at being a
manager.
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Andy is undoubtedly enthusiastic and that drive and ambition will serve him well but, as
we will see in this chapter, being a manager is not just about having drive and ambition;
there are other attributes a manager needs – like the ability to control, coordinate, plan and
delegate.

Management and managers have been around a long time. We may not have called them
managers; we may have called them ‘generals’ or ‘mandarins’ or the ‘master’. However
we describe them, there have always been people who do the work of a manager. What
is it that has shaped the work of managers? In order to answer this, we need to look at
some of the history of management. Prior to the Industrial Revolution, which began in
the mid-1700s, relatively few people worked in manufacturing industries, agriculture
being the major employer. What happened in the agricultural context was greatly influ-
enced by nature. Farmers and their employees worked when it was light and rested when
it was dark. They planted when it was time to plant and reaped when it was time to reap;
the rest of the year there was little or no work. The coming of the Industrial Revolution
changed the system that had existed virtually unchanged since people settled down to till
the land.

Industrialization meant that entrepreneurs invested in factories and the means of pro-
duction, and then needed a return on their investment. This meant maximizing the use of
capital and labour, with the result that factories and their machinery dictated the times of
work, and introduced the possibility of working a 24-hour day. The need to use resources
effectively and efficiently has greatly influenced the activities of managers. Indeed, the
increase in industrial processes in the nineteenth century gave rise to the ‘managerial
class’.

According to Drucker,2 the development of management as a profession has been
extremely rapid. The impact of management in terms of its contribution to economic and
social development is massive. Managers greatly influence how organizations transform
raw materials into goods and services through the efforts of people. The nature of the work-
force has changed greatly through the efforts of the education system, according to
Drucker.2 As organizations grew, the only models of a large organization they could look
to for inspiration were the Army or the Church. These institutions, with their ideas of com-
mand and control, greatly influenced management thinking.

5.1 The nature of management – and how it
contributes to organizations, success

Eighty years ago, on the threshold of World War, a few thinkers were just becoming

aware of management’s existence. But few people even in the most advanced coun-

tries had anything to do with ‘management’. Now the largest single group in the

labour force, more than one third of the total, are people whom the U.S. Bureau of the

Census call ‘managerial and professional’.

(Peter Drucker2)

In this section we will review some of the thinking that underpins the management
processes that we study and see in organizations today.Section
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5.1.1 Classical management views

Henri Fayol (1841–1925)3 was one of the first people to put his mind to the development
of a set of universal management principles. He used his own experience as the basis of his
ideas, and developed a list of fourteen principles as follows:

1. Division of work and specialization
2. Authority and responsibility
3. Discipline
4. Unity of command
5. Unity of direction
6. Subordination of individual interests
7. Fair remuneration in relation to effort
8. Scalar chain or hierarchical line
9. Centralization

10. Order
11. Equity
12. Stability of tenure of manager
13. The importance of initiative
14. Importance of esprit de corps.

5.1.2 Scientific management

Scientific management is associated with F. W. Taylor (1856–1917),4 F. Gilbreth (1868–
1924) and H. Gantt (1861–1919).

Taylor, like Fayol, based his ideas on his own work experience, and wanted there to be
a more systematic approach to management than existed at the time. At the turn of the nine-
teenth century, as factories were developing, the emphasis was on efficiency. What Taylor
wanted was systematically to measure and analyse the work people did. He felt that most
workers only made a minimal effort at work because they feared unemployment; their view
being that if they worked too hard the work would run out. Other reasons included the
unstructured methods that managers allowed to be employed in organizing work. Managers
permitted the workforce a lot of flexibility in how jobs would be completed based around
their craft skills, a situation which led to similar jobs being done differently.

The final reason for people being reluctant to make more effort was the variation that
employees experienced due to the piece-rate system, in which employees were paid accord-
ing to the number of units they produced. People felt this system could be abused by man-
agement who, once they discovered how many units employees could produce for a
particular rate of pay, would then increase the number required or reduce the pay. Taylor
wanted to move away from situations where the workforce decided how the job was to be
done. He felt that a method of working could be determined ‘scientifically’ – in other
words, rationally and logically. The second step was to add to the working method a spec-
ified time for actually completing the job. This would mean obtaining all the facts about a
task and physically timing with a watch all the various component parts as they were car-
ried out by a skilled worker. This would allow, at a later stage, the analysis of work step by
step and the subsequent removal of inefficient activities.

Taylor also required that workers had only to do the tasks asked of them. Deciding on
how the job was to be done was to be the prerogative of management. The workforce would
have to be selected and trained ‘scientifically’.

Finally, management would have to accept that ‘science’ would dictate the way jobs
were done and how long they took. This would mean managers giving up some of their
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power over the workforce and having to cooperate with them. There were benefits to be
gained from the scientific management approach, i.e. improved methods, which in turn
meant improved productivity. Employees could link effort to reward and were so paid by
results.

There were also problems associated with scientific management. It de-skilled work by
breaking it down into its component parts. Scientific management also took away some of
the opportunity for staff to use their initiative, and by breaking down work it became repet-
itive and boring. It made management more powerful because they could carefully plan and
organize the work without any real reference to the employees, and this subsequently con-
tributed to further alienation of the employees from their employers. ‘Scientific manage-
ment’ is discussed in the context of managing people in section 3.2, and the differences
between management and leadership are examined in section 3.1.

The idea of scientific management and its use of methods does not necessarily appeal
immediately to everyone. However, it is worth carrying out the following exercise to give
yourself a brief insight into its potential. Write down in chronological order everything you
have done today from the time your alarm awoke you this morning to the time you arrived
at your place of work. Exchange your list with someone else – your partner, a friend or
work colleague, and critically analyse each other’s list. See if you can make some sugges-
tions about how you could improve on what the other person has done so far today. There
is an incentive for you here because, depending on how successful you are at improving on
that original list, you could end up with extra time in bed!

By writing down what you did and comparing it with what the other person has done, you
should have discovered that people have different routines. Within those routines you can
identify which activities are most, least and non-essential. If an activity is not necessary,
you can eliminate it. You can also examine the order in which you do things and learn from
others how they do things, then emulate their time-efficient approaches. Scientific man-
agement emphasized the need to do things in a logical order. For instance, you might have
found that there were things you had to do first and others you could do concurrently. For
example, you need to fill the kettle before you boil it but you can prepare your toast in an
electric toaster while you are brushing your teeth. The scientific approach would identify
these as time savers and should result in a more efficient use of your time. Depending on
your circumstances, you will have identified areas where you can do things differently and
so plan your actions differently. This will save you time and effort and gives an opportu-
nity to appreciate some of Taylor’s thinking.

5.1.3 Management functions

Fayol3 also suggested that all managers carry out five management functions, namely plan-
ning, organizing, commanding, coordinating and controlling. This theme has been sup-
ported by others over the years, including Gullick,5 whose list contained planning,
organizing, staffing, directing, coordination, reporting and budgeting.

5.1.4 Human relations approach

Following the classical approaches came the ‘human relations’ approaches of the 1920s
often associated with the work of Elton Mayo (1880–1949) (see Roethlisberger and
Dickson6). Mayo examined how human attitudes, values and interpersonal relationships
affected the workings of organizations.

This approach moved away from the scientific approach of Taylor (based on practising
managers) to one based on research carried out by social scientists. Comprehensive studies

Feedback

Exercise

178 Leadership and Management for HR Professionals



were carried out at the Hawthorne works, which was part of the Western Electric Company
in the USA.

In illumination experiments, it was shown that levels of output could not be related
to levels of illumination. Sometimes production increased when lighting levels were
reduced. The relay assembly test room experiments were carried out on a group of self-
selected women whose job it was to assemble relays. The observer worked in the same
room as the women and explained what was happening during the experiment.

The results of observations showed a regular increase in output.

Other areas studied

Mayo identified much about people at work, specifically that they are not motivated by
money alone, but that their sense of belonging and being part of a group is important. The
attitudes of those within the group shape an individual’s attitude and thus, together with all
the other norms, the group can be a powerful motivator that managers ignore at their peril.

5.1.5 The new human relations approach

Following on from the work of Mayo came the new human relations approach from people
such as Maslow (1943), Herzberg (1959), Likert (1961) and McGregor (1960). Maslow and
Herzberg are well known for their ideas on motivation, which is covered in more detail in
section 3.2. Maslow7 recognized that individuals have a number of needs they must satisfy.
At the lowest level, individuals must have food, sleep and shelter – their basic physiologi-
cal needs. At the next level the individual needs to feel safe and therefore requires a threat-
free environment – the so-called ‘safety needs’. The next level, love needs, is, it is argued,
about relationships with others and how individuals view their positions within the group.
Next in the hierarchy we have esteem needs, where individuals find the need to be respected
by others as well as having respect for themselves. Finally, Maslow argues that people need
to find self-fulfilment, and this he describes as self-actualization.

This work tries to get managers to focus on the higher-level psychological needs of indi-
viduals in terms of the need for a challenge, the acceptance of responsibility or growth.
From a management perspective, Maslow’s hierarchy can help to identify at what level peo-
ple are and what motivators might be used on them.

Herzberg8 interviewed accountants and engineers to determine what they felt was good
or bad about their jobs. These he was able to categorize as being part of one of two groups
of factors he called the satisfiers and the dissatisfiers. The satisfiers (which included items
such as achievement and recognition) would motivate, but the dissatisfiers (such as com-
pany policy and salary) acted only to prevent dissatisfaction. This can give management
ideas about which areas to focus upon to motivate people, and what to concentrate on to
prevent people from becoming demotivated – notably the hygiene factors.

X and Y theory (McGregor9)

McGregor’s contribution was to classify the different attitudes a manager might have about
their staff, the extremes of these attitudes being X and Y. X is based on the assumption that
the average human dislikes work, is lazy and will try to avoid it. He or she will work only
if compelled to do so. Y-type managers make the assumption that most people do not inher-
ently dislike work. They do not need to be closely monitored or have to be compelled to
work, because they will work naturally. Y-type people actively seek responsibility; they are
self-motivating with a clear idea of what they want.
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McGregor argued that managers who operate at the X end of the scale need to be very
specific when they instruct their staff. They believe their staff need a lot of direct control
and need rigid job specifications to keep them under control. At the other end of the scale,
that is ‘Y’, the manager will try to encourage staff in terms of their own self-development
and self-expression.

Likert10 analysed managers who appeared to have high productivity levels, low costs and
well-motivated staff. Research showed that these managers were using ideas from classical
management theory, such as having timeframes allocated to well-defined jobs, but they also
took their staff into consideration; staff were encouraged to participate during their work –
e.g. in decision-making. These managers seemed to be able to create highly motivated,
cooperative groups of employees who worked closely together to achieve financial as well
as social rewards through their work. These staff members were also able to achieve an ele-
ment of creativity and self-actualization in the way that Maslow’s hierarchy suggests.
Likert believed that some of the success could be attributed to the relationships between
those who managed and those who were managed. These relationships needed to be sup-
portive and staff needed to understand how important it could be to belong to a group and
develop personally from belonging to that group. The good managers were those who could
relate well to groups and help the group members themselves relate to each other.

Likert’s work extended to a view of organizations where the supportive relationships
overlap and link various groups together, an example being where the head of a group may
well be a team member of his or her boss’s group. This boss in turn is a member of the next
boss’s group. This gives rise to an organization structure that looks like a functional one,
but is actually based on the fact that the teams are interrelated (see Figure 5.1). Motivation
and its relationship with improving performance are examined in depth in section 3.2.

Likert10 developed four different styles of management from his research:

1. Exploitative authoritative
2. Benevolent authoritative
3. Consultative
4. Participative group.

5.1.6 Systems approach

In this approach, usually associated with the Tavistock Institute of Human Relations, organ-
izations’ systems are seen as being complex because they are made up of people, the tech-
nology, the organization structure and the environment. At a basic level, they can be viewed
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as having a number of inputs that pass through the organizational processes and emerge on
the other side as a series of outputs. From the outputs, data are fed back to the input side.
An organization can be made up of a number of systems, such as the financial system, the
management system and the social system. Some of these systems cross the boundaries
between functional divisions, and the boundary between the organization and its environ-
ment. For instance, a financial system will cross all functional divisions and environmental
limits to the customer.

The idea that organizations are systems appeals to some managers, who are attracted to
the fact that they are constantly changing. As feedback reaches the input side, the inputs
to the organization might change. The subsystems within the organization will have to
change depending on the inputs and the requirements of customers or end-users, e.g. line
managers.

For example, we could look at a school and say that its output should be teenagers
who are numerate and literate. When the headteacher gets feedback from employers that
they are unhappy because their recruits are not numerate and literate, then the head
will have to do something about it. He or she can try to control the inputs and be more
selective as a school, recruit more teachers, or reduce the number of pupils. Within the
transformation processes in the school, the head could change the teaching system or the
assessment system and then see how the output consequently changes. This process can
be repeated until the headteacher is satisfied that the output is of the correct quality and
standard.

An approach like this also focuses attention on the fact that different subsystems in the
organization have different goals, some of which do not necessarily fit in with those of the
overall organization. Some teachers may have one goal of academic achievement measured
in exam passes; another system of teachers may see it in terms of life skills learned. The
financial manager might see it as financial effectiveness, and the students might see school
as a chore that has to be completed. This then becomes a problem for the head teacher and
the management of the school, because the three goals are not necessarily all working
towards the same end. The head and the managers will have to concentrate on integration
to get the best from the three systems.

Managers will have to focus on the overall view of the organization and not be side-
tracked into narrow areas of operation. The reality in the case of the school example is that
the variability of inputs from year to year will make managers change their views that the
same solution can be used in different situations. Schoolteachers know that what worked
for this year’s intake will not necessarily work for next year’s. Teachers in schools and their
managers have to learn to adjust their systems depending on inputs.

Trist and Bamforth11 examined the socio-technical systems and realized that if the tech-
nology used was changed, so too would be the social systems of those who were using the
technology. The result of this could be that the benefits of introducing technology may not
be maximized. This should make managers think about how they introduce technology, and
the impact on people affected by its introduction.

5.1.7 Contingency approach

Contingency approaches to organizations draw on the work of Burns and Stalker (1966),12

Perrow (1967),13 Lawrence and Lorsch (1968)14 and Woodward (1980).15 Different organ-
izations have different ways in which their technology, their methods, their environments
and structures are interrelated. This can mean one organization will vary in the way it con-
verts its inputs to outputs compared to another. The contingency approach accepts
this idea of no single best organization form, concentrating management response
instead on the basis that if certain factors exist then certain managerial approaches should
be used.
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5.1.8 Work activity approach

This is based on the work of Stewart16 and Carlson (1951).17 Rosemary Stewart examined
how managers spend their time and what kind of managers there are. She found that, on
average, the proportion of a manager’s time spent on various activities was as follows:

Discussion 43%
Paperwork 36%
Travelling (not working) 8%
Committees 7%
Inspection 6%

Managers spent their working time in a variety of ways:

Alone 34%
With two or more people 34%
With one or more people 32%

Stewart16 was able to identify five different types of management jobs:

1. Emissaries. Emissaries spent a lot of time away from the company and worked long
hours mainly due to the amount of time spent travelling, thus their work was less frag-
mented.

2. Writers. The writers spent more time by themselves, reading, writing and dictating.
They worked the fewest hours, but appeared to have more control of their working day
due to the smaller number of personal contacts they had and being less involved in day-
to-day problems. They included head office specialists.

3. Discussers. These managers spent most of their time with other people and their col-
leagues. They were closest to the average for the whole group studied.

4. Troubleshooters. These managers had the most fragmented work patterns, due mainly
to their numerous diary commitments and the large number of passing contacts they had.
Their work was the most fragmented because they had to deal with day-to-day crises.

5. Committee men. These had the widest range of internal contacts and spent more time
in group discussions, which invariably meant committee work. They concentrated on
personnel work and tended to work for larger companies. Many were also production or
works managers in process industries.

It was suggested that there are three possible explanations as to what determined how these
managers spent their time: the job, the organization and the individual. Groups were dis-
tinguishable by the type of job and function.

Stewart16 went on to pose the question, What do managers do? The main characteristics
of their work that she identified were:

● Fragmentation
● Talk
● Establishing cooperative relationships
● Using informal information
● Managing on the run.*

Stewart also discussed temptations to inefficiency, such as not being in control, superfi-
ciality, and mistaken belief.
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5.1.9 The manager’s job

Mintzberg18 assessed the folklore surrounding managerial work and the facts about
it. The four myths he identified and the facts that are associated with them are as follows
(from The Manager’s Job: Folklore and Fact by H. Mintzberg. Harvard Business

Review, July/August 1975):

Myth Fact
The manager is a reflective systematic Study after study has shown that managers 
planner work at an unrelenting pace, that their

activities are characterized by brevity, vari-
ety and discontinuity and they are strongly
oriented to action and dislike reflective
activities

The effective manager has no regular Managerial work involves performing a 
duties to perform number of regular duties, including ritual

and ceremonial, negotiations and process-
ing of soft information that links the organ-
ization with its environment

The senior manager needs aggregated Managers strongly favour verbal media, 
information, which a formal management telephone calls and meetings over docu-
system best provides ments 
Management is, or at least is quickly The managers’ programmes – to schedule 
becoming, a science and a profession times, process information, make decisions 

and so on – remain locked deep inside their 
brains

Mintzberg goes on to describe the manager’s job in terms of ‘roles or organized sets of
behaviours identified with a position’. The roles that Mintzberg identified were interper-
sonal, informational and decisional. These three roles were further subdivided into other
roles, and the following are based on Mintzberg’s work:

1. Interpersonal roles came about because of a manager’s formal authority. These involved
basic interpersonal relationships.
● Figurehead. This is largely a ceremonial role, such as when the manager represents

the organization at official functions.
● Leader. Because of their formal authority, leaders have a great deal of power and

control over the working lives of individuals. They can motivate individuals and have
to balance what the individual wants with what the organization requires.

● Liaison role. This is the role adopted when managers are contacting people outside
the vertical chain of command. They may well spend more time with their peers and
others than with their own staff.

2. Informational roles come about because a manager has a range of contacts with and out-
side their immediate group. The manager will not know everything, but will know more
than their staff.
● Monitor. The manager monitors the environment and takes informal information

from peers, subordinates and superiors in other departments. This includes gossip and
rumour that at times may be useful.

● Disseminator. In this role the manager passes information to staff who would not
normally be able to obtain it.

● Spokesperson. In this role the manager passes on information to people inside or out-
side the organization.
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3. Decisional roles are so called because of the manager’s access to information that is
used in decision-making. A manager with information is therefore well placed to take
decisions concerning their entire department.
● Entrepreneur. Here the manager acts like an entrepreneur, working to improve the

department and make it more responsive to changing circumstances from the envi-
ronment.

● Disturbance handler. In this role the manager is more reactive and responds to pres-
sures outside his or her control.

● Resource allocater. This is the role where the manager decides who gets the
resources.

● Negotiator. This role can involve managers in areas as diverse as negotiating the
settlement of an industrial relations dispute, or a minor grievance with an employee.

We have already mentioned how Mintzberg has dealt with the four myths about manage-
ment. The ten roles, it would appear, are not easy to separate, and general management is
really a matter of judgement and intuition, although learned from doing the job. How effec-
tive managers are is based on their own insight regarding the problems, situations and solu-
tions facing them. Managers are often forced to take on a lot more work, handle
interruptions, respond rapidly at every chance, make decisions of an incremental nature –
do everything at the ‘drop of a hat’ simply because of the pressures of the job.

5.1.10 The manager as a coach

We have discussed teams and teamwork in their respective sections, but it is worth men-
tioning here the role of the manager as a coach. The parallels with sport teams should be
obvious.

The coach of any sports team can do as much as possible prior to a competition to pre-
pare the team or individual, but once that event begins the players have to convert all they
have been trained to do into action on the sports field. So what is it that a coach does that
might be useful for a manager?

Observation

The coach has to be able to see in others skills and knowledge that can be improved
and refined to benefit both the individual and the team they represent. Coaching is a time-
intensive method, which depends on the attitudes and aspirations of those who are being
coached. It has to have a structure, with a clear objective of what the coach is trying to
achieve.

Knowledge of people

This will involve knowing something about human nature and how different people have
different approaches to life and work. Some make things look easy, others have to work
harder at them. Some people read a report and understand its themes the first time, others
have to read it several times. Part of the competency of a coach is to recognize this diver-
sity of ability. Coaching is about guiding experience, it is about the more experienced man-
ager or mentor showing the individual what to do and then letting him or her do it under
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guidance. The individual may not do it the same way, but then this is not such a bad thing,
as it encourages initiative and discovery. Coaching can take many forms, amongst them on-
the-job training, where one manager helps a more junior manager to develop his or her tal-
ents and avoid the mistakes the coaching manager made.

If we look at the football coach as an example, we can identify some of the other roles
the coach has to play. The coach has to be a planner, motivator, communicator and vision-
ary. The football coach sends the team onto the field of play to carry out a plan that has
been developed and rehearsed in training. This plan is the result of often long and painstak-
ing analysis of the opponents’ strengths and weakness by other support staff. Once on the
field of play, the footballers have to put it into action. This they do well on some occasions,
and on others they may do it poorly.

This shows the coach as a forward planner, who bases the team’s actions on all the analy-
sis that has been carried out prior to the game.

That analysis is then developed into an action plan to be used during the game, when the
coach has to observe and decide quickly what is going right and what is going wrong, and
then adapt the plan accordingly. These changes have to be clearly communicated to
the players at halftime, when the coach also spends time encouraging, motivating or reas-
suring players that they are doing the right things.

Once the game is over, the coach and the team have to reflect on their performance, its
strengths and its weaknesses.

The contribution of the coach has to be incorporated into what others think and do,
because the coach has a vision of what he or she wants the team to achieve. This vision is
much wider than that of the individual player, who is more likely to be involved in the day-
to-day work of playing football.

An example of the successful football coach can be illustrated from an article by Paul
Simpson.19 In the article, he states of Arsene Wenger, the Arsenal Football club manager:

Yet he has motivated and inspired a squad to play so far beyond their capabilities,

that they romped home to the title, even beating their old rivals away at Old Trafford

to clinch the trophy. And he did all this, apparently, without raising his voice – a rarity in

a game where coaches habitually confuse volume with eloquence.

The article goes on to highlight the importance of communication both with players and
between players to be more than superficial. Players, it is argued, want to learn, to be under-
stood and develop. He goes on to quote Arsene Wenger as saying:

If they feel deep down that you are only interested in them as a number in the team,

or to fit into a tactical system, they won’t be as happy and may not play so well.

I always tell my players to go out and express themselves.

This coaching approach can lead to improved motivation. The need to develop a coaching
approach in all managers can be illustrated by the fact that companies like Safeway super-
markets, which reported20 that it was:

rolling out a coaching scheme for 900 middle managers after a development pro-

gramme for top management led to reduced staff turnover and increased profits. The

executive coaching programme that was run in 2000 for its 100 most senior managers

has helped the company reduce turnover among the firm’s 92 000 staff – it has

dropped by 15 per cent to 30 per cent a year.
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Reflect on your career development so far, and identify those managers who have most or
least influenced you. Can you explain why they were able to influence you either positively
or negatively? Do you think now with hindsight you would be as easily influenced, or
would you resist some things you once accepted readily and accept some things you once
resisted?

The people who influence you may well fall into one of three categories: friends, parents
and teachers. Managers in many respects should be like teachers – they need to be able to
recognize those who have talent, and then encourage that talent through delegation. They
also need to know who has less talent and needs more guidance, perhaps through a more
structured type of work. Managers may well have delegated to you or organized you
and structured your work in a way that F. W. Taylor would recognize.

Either way, the manager must know how to manage people in different situations. This
should be advantageous for the individual, the manager and the organization.

In this section we have reviewed the history and development of the management process.
We have described the nature of managerial work and noted that it is characterized by its
variety and challenge in the number and focus of demands made on managers. The role of
the manager increasingly moves away from a directive ‘command and control’ approach to
a more inclusive role where the skills of the coach have a part to play.

5.2 Prioritization, allocation and organization
of work

Time is a scarce resource. It is irreplaceable and irreversible. Few things are more impor-

tant to us than learning how to save time and how to spend it wisely.

(John Adair21)

In this section you will consider:

● The prioritization of work
● The delegation and allocation of work
● The organization of work and planning
● The coordination of work
● The implementation of work
● The control of work, including how managers set targets and objectives, what is meant

by management by objectives, and how management of time can be improved.

5.2.1 Introduction

We saw in the previous section that the manager’s work is varied, fragmented, and limited
in timescale. It would seem that managers are forever lurching from one crisis to another
as they try to balance the demands of the tasks, the people and the organization. In this sec-
tion we will see how managers try to put some order into working life by making better use
of their staff and planning the use of their time more efficiently.

You arrive at work on Monday morning to find the following information at your work-
station:Exercise

Section
objectives

Summary

Feedback

Exercise
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Your boss wants you to spend two days, Wednesday and Thursday, in Paris with a cus-
tomer because the boss has a more pressing engagement. You have a disciplinary hearing
with a member of staff and their union representative arranged for Wednesday afternoon.

The print shop supervisor wants to talk to you about the excessive amounts of paper
usage by two of your members of staff. A customer has written a letter of complaint to you
personally about some alleged poor-quality goods they have received. Your personal assis-
tant has phoned in sick and will be off work for two weeks. Your personal computer crashed
as soon as you switched it on. The garage where you left your company car this morning
has phoned to say it needs repairing, and the parts will not be available until Thursday
morning. In addition, your daughter will be graduating from university on Wednesday
afternoon and you had planned to book a day’s leave in order to be able to attend.

How will you deal with these conflicting tasks? You should give full details about why
you choose your order of priority and what action you will be taking to deal with each
situation.

Here you are faced with a situation not untypical in many a manager’s life: what do I do
first? The sort of factors that will influence your decisions are the importance of each task,
the amount of control you have over the situation, whether or not they can be delegated,
and the potential outcomes of delaying any single task.

For instance, the disciplinary hearing and the meeting with the print shop supervisor can
be rearranged more easily than the meeting with the customer in Paris, because you have
more control over them. The disciplinary interview might be delegated to a deputy. The
meeting with the customer should take highest priority. However, you have the personal
pressure of attending your daughter’s graduation, and so only you can decide between the
two. The car is possibly the lowest priority, because you may be out of the country anyway
and also it is easy to hire a temporary replacement.

5.2.2 Prioritization

Setting priorities is a must for any manager who wants to use his or her time effectively.
First, managers must look at the activities involved in their work and list them in terms
of where they think they are, ranging from the most to the least important. The next thing
to do is decide the relative urgency of the activities, again in a range from very urgent to
non-urgent. Urgency will include time as a limiting factor, in terms of both when some-
thing must be done by and how much time is available. Because managers are often very
busy people, priority setting can take a low priority itself; however, the successful man-
ager takes time to ensure that priorities are set to ensure that tasks that add value are
undertaken.

Once the priorities have been set, then the manager must decide their order. Critical path
analysis can be used to plan the sequence in which activities will get done.

The building-site manager who spends time having roads laid while the manager of the
site next door gets on with building houses might at first appear to have his or her priori-
ties wrong. However, when the weather worsens and the second site cannot get its supplies
delivered easily, the first manager can afford the luxury of a knowing smile.

This shows that in retrospect the first manager was able to see that the timing of activi-
ties was correct. Managers need to do this to see if their estimate of what was important is
still valid and whether sufficient time was allocated to it. They need to be aware that prior-
ities do change, and that communicating them to staff and customers can require tact and
diplomacy. It is not easy to explain to someone who has been working on a task for some
time that the priorities have changed and it is no longer needed, or to customers that their
order is not a priority.

Feedback
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5.2.3 Allocation of tasks

As we have seen from section 5.1.2, people like Taylor4 had definite ideas about what work
an individual should be allowed to do. Taylor, it will be remembered, thought that individ-
uals should have clear descriptions of what they were and were not allowed to do. His ideas
about breaking down work into its component parts and then standardizing the way they
were performed heralded the advent of the ‘specialist’, which still exists today, although
multi-skilling is begining to break down some of the barriers between specialisms.

One approach we can take when allocating tasks is to ask ourselves the following ques-
tions: what, why, when, where, how and who? The answers to them will help us to decide
how the task is allocated.

● What is the task?
● Why are we doing it?
● When does it have to be done by?
● Where will it be done?
● How will it be done?
● Who will do it?

These six questions can provide a framework for a manager to decide how to allocate work.
We should keep in mind the fact that labour comprising a workforce may still be divided

according to a specialist skill. However, as employees become more multi-skilled we
should find that we have greater choice of who we allocate work to. We need to define
clearly the work that is to be done, and look at which skills are required to complete it suc-
cessfully. Account has to be taken of the legal requirements of the work – we would not
expect a junior clerk to authorize the company accounts, or a carpenter to service a gas
boiler.

This raises issues about the individual’s competence to do the job, which in turn will
influence its allocation. Not only technical expertise needs to be taken into consideration;
the manager must also take due regard of the ‘politics’ of organizations. It is sometimes
necessary to allocate on the basis of an individual’s position in the hierarchy. Certain tasks
may be the exclusive duty of certain grades, and to allocate them to a more junior manager
would not be acceptable.

If work is important, we may well allocate it to our best staff. However, if it is routine
we may give it to the less able. If managers have confidence in them and staff have a pos-
itive attitude, the allocation of work may be possible. However, if this is not true, then man-
agers have to think of other ways of allocating the work.

The urgency or lack of urgency will also affect delegation, for much the same reasons as
mentioned in the preceding paragraph. However, there is an additional factor the manager
can take into consideration here; that of quality. Work can be allocated to a less able per-
son, but it must be pointed out to the customer that, because of the time constraints they
have put on it, the task may have to be performed to a lower standard of quality than would
otherwise be achieved.

The location where the task is to be carried out will also have a bearing on its allocation.
If work is to be undertaken off-site, there will be more difficulty in controlling the staff who
do it. For this reason, the manager needs to be sure the staff allocated to it can be trusted to
do the task as efficiently and effectively as possible without supervision.

The method of doing work will influence how the task is allocated. The manager needs
to be able to coordinate and sequence tasks and staff. If work has to be done in a partic-
ular way, then it may mean that one group of staff or even other resources such as plant
or machinery are not available, and part of the work then has to be allocated elsewhere.
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The manager will have to give instructions about how the work is to be done in some
cases.

This does not mean the overriding of an individual’s technical competence, but merely
ensuring that tasks are completed in a satisfactory manner and to an acceptable standard. The
manager can take the opportunity here to explain to the individual how work will be moni-
tored and how he or she will decide whether the task has been completed satisfactorily.

The question ‘who does the work?’ is vital, and some issues surrounding the individual
member of staff have already been mentioned – such as their technical expertise. There are
other issues to consider, and these include an individual’s attitude to work itself.

Putting together a team to work on a specific project can be used as a basis for work allo-
cation. It should also be remembered that the allocation of work can be used as a motiva-
tor by making it a reward for good work already accomplished.

5.2.4 Delegation

Delegation is no simple task. In order for managers to be able to delegate, they must real-
ize that they have to let go of some of their work. Some managers also do not like the risk
it involves, making excuses such as, ‘I know I get a proper job done if I do it myself’.
Managers also need to believe in the abilities and talents of their subordinate staff.

What does ‘to delegate’ mean? John Adair21 suggests that delegation is about ‘transfer-
ring initiative and authority’. Another way might be to describe it as asking someone to do
something on your behalf, and in order for them to be able to do so you must give them the
power to act. Delegation of duties does not mean that the manager is no longer account-
able; all it means is that the subordinate has the authority to act. We have seen above that
managers have precious little time to spare, and this is one of the reasons that a manager
may use when deciding to delegate. Other reasons might be the level of importance of the
work, and the ability of subordinates.

Managers must also accept that subordinates are sometimes better technical experts in
certain fields than the managers are themselves. It makes sense to give work to someone who
is professionally more competent. This allows the subordinate’s work to fit in with what the
manager is doing. The motivational aspects of delegation must also not be overlooked. The
work of managers sometimes becomes routine to the individual manager, but it may offer a
chance for a subordinate to stretch his or her abilities and, at the same time, impress the man-
ager. This can give employees a great deal of personal satisfaction, as well as making better
use of their time and forming a foundation for their individual development.

What can be delegated?

What can be delegated will depend on a number of factors, such as the importance of the
work, the skills required to do it and the time limits set for its completion. Managers need
to know what skills and experience their subordinates possess. Careful thought has to be
given to the allocation of work. If time is available, then less experienced staff can be
coached to the required standard and the delegated work can be used as part of a training
plan. Delegation must not be undertaken in a cavalier manner. It needs to be thought
through and carefully planned.

There are difficulties in delegating, and these can be described under the following headings:

● Who to choose. The manager has to choose the right person for the type of work to be
delegated. Similarly, as with an employee seeking promotion, the person needs to show
enthusiasm for the opportunity that is being offered.
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● Individual development. Throwing individuals in at the deep end is far too risky a strat-
egy. If a manager is going to delegate effectively, it is important to involve subordinates
and get their views on the delegated task, try them out, find out their strengths and weak-
nesses. Then the manager must encourage on-the-job training with routine delegation,
increasing to more complex work as employees’ experience grows.

● Explanation and confirmation. Communication skills need to be at a peak. The subor-
dinate needs to have a clear understanding of what is expected, and the implications of
his or her success or failure. The subordinate needs to know the limits of the task remit
and how it fits into the overall departmental or organizational scheme.

● Letting go. Despite the parameters laid down by the manager, staff need to have the free-
dom to operate in their own way. They must be supported, but they need to learn by their
mistakes and use their own talents to overcome obstacles.

● Monitoring and control. Staff need to know that they have not been left out on a limb
with no-one to oversee or support them. They must know that their work will be moni-
tored at regular intervals by their boss to see how they are doing. Delegation is not abdi-
cation, because the manager is ultimately accountable for subordinates’ actions.

Time and delegation

Time is always a limiting factor and is not always at a premium. Many managers are reluc-
tant to spend time explaining to a subordinate and checking his or her understanding. They
may consider this to be wasted time, and time they could have spent doing the work them-
selves. This is sometimes a failing of managers.

However, once work has been delegated the subordinate should be allowed to get on with
the job. The manager has to accept that the subordinate may do the job differently. As long
as it is done to the standards set by the manager, this should be good enough. To ensure
this, managers need to have in place a feedback mechanism through which the work can be
monitored. Given too much power, some individuals can become difficult to control. Once
work has been delegated, it is necessary for the manager to ensure that the individual builds
the confidence to deal with that work and everyone else knows they have to deal with that
individual and not the manager.

Delegation and its link to management succession

Through the use of delegation, internal candidates can be prepared and move smoothly into
a vacant position. It is worth mentioning that one of the reasons why some managers do not
delegate is because they are trying to make sure they cannot be easily replaced. For a more
detailed description of succession, see Armstrong.22

What are the potential consequences if we do not delegate?

If managers choose not to delegate, then staff can become demotivated and leave the organ-
ization. If staff do not leave, they may lose interest in what they are doing or in the
organization as a whole, resulting in poor performance.

What are the potential consequences if we delegate too much?

If managers delegate too much, staff can become resentful because they think that the
manager is having an easy time at their expense. Staff can suffer stress due to excessive
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workload and potential role ambiguity. Am I a manager or a subordinate? is a question
often asked. Stress is covered in more detail in section 4.4. Delegation is a calculated risk
that managers take in the belief that their staff have the potential to do some work as
effectively and efficiently as they can, albeit after some training. The manager who is
expert in delegation recognizes that time is a limited commodity that has to be used sen-
sibly and in a well-planned manner. From this discussion of delegation, it is clear that it
is different from plain ‘dumping’ of work – in other words, giving work to a subordinate
which the manager does not wish to do him or herself, and without explanation, discus-
sion or any training.

5.2.5 Planning and organizing

Organizing as a management function means taking the work that the manager wants done
and subdividing it into various tasks. The manager must make someone responsible for its
completion, and decide exactly what is to be done and by whom. This will need to be com-
municated clearly. Good organizing makes work flow freely and smoothly, and avoids
bottlenecks and other causes of delay. It contributes to the provision of a quality service to
the customer, at the right price and when the customer wants it.

Planning

One of the most important activities for a manager is planning. Good planning is an essen-
tial part of the success of any business. It is often said that proper planning prevents poor
performance.

What is planning?

Cole23 describes planning as ‘a major component of management’. Planning is the
methodology by which an organization tries to link its objectives, its policies and its
results. What it is trying to do is to convert ideas somewhere in the future (objectives)
into reality.

Why do people offer resistance to planning?

Managers sometimes resist planning for a variety of reasons, among which are the fact that
planning can be very demanding. It is not easy to think ahead and try to predict possible
events and outcomes. Planning can also seem to be very vague, with nothing really to show
for all the effort that has been made. Plans give managers a certain amount of control,
which can be a problem for some because once they have committed themselves to the plan
they have to achieve the results they have promised.

The tools used by planners

1. Forecasting. Forecasting is an attempt by the manager to estimate what will happen in
the future. It is a systematic analysis of the available information in order to try to antici-
pate future opportunities and problems. Forecasting makes managers look beyond the
immediate day-to-day operational issues. The criteria that managers often have to fore-
cast against are time (is it short or long term?), direction (what are the trends?) and mag-
nitude (how much of a change is likely to take place?). There are a number of
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forecasting techniques available where managers can look at historical data, and these
include time series and regression analysis.

2. Panels of experts. Some organizations use panels of senior managers who are asked to
use their experience and expertise to try to predict the future of the business. Their ideas
are then weighted, depending on the probability of them happening. This is not a very
accurate approach to forecasting, but it can be helpful.

Short-term planning

Brech24 describes short-term plans as covering anything from a day to a year. In these cases
the plans can be almost certain to happen, with few opportunities for things to go wrong or
contingencies that would force a deviation from the plan. This should not lead us to believe
that things do not go wrong in short-term planning, because they do. For this reason, even
short-term plans need to be flexible.

Long-term planning

Long-term planning can cover anything over one year and, depending on the industry or the
government department, can be done over decades. The government, for example, might
try to plan 20 or 30 years in advance.

Linking forecasting and planning

Forecasting, as we have identified, is a systematic analysis of available information to help
managers estimate what will happen in the future. To this end, it is only useful if it is incor-
porated into plans. The better the forecast, the better the chance that the plans will be real-
istic, and so the greater the probability of achieving our goals. It should be the
responsibility of the managers who do the planning to ensure that the goals are achieved.
Forecasts can be used in conjunction with a manager’s own knowledge of his or her par-
ticular organization and the sector in which it operates.

One area of forecasting that managers do need to address is ‘what if?’ scenarios. These
are situations where things change unexpectedly. For example, what if that old machine
breaks down? By anticipating these scenarios, managers can try to ensure that the plans run
as smoothly as possible. This is also known as ‘contingency planning’.

Forecasting can be used to set benchmarks of performance against which managers can
judge the progress of plans. When using forecasting, managers must ensure that they do not
let themselves become hostages to circumstances. For instance, when managers begin to
look at information they can soon discover that it exists in vast amounts. If they are not
careful, this mass of information and data can give them conflicting views, which make
plans seem ambiguous. The availability of a large amount of information and data can also
encourage planners to be too prescriptive and may restrict the ability of managers to act
flexibly as circumstances dictate. This is like the bureaucratic approach, where there are
rules for everything and these must be followed even though it may be easier for a manager
to decide on another course of action. Part of the art of using forecasts is the ability to deter-
mine which information is relevant and has a direct bearing on the planning, and which cre-
ates confusion and is misleading. By using a combination of experience and objectivity, it
is possible to use information available and prepare plans that are well written and easily
comprehended.
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Planning at different levels of the organization

Planning is often described as happening at three different levels: strategic, tactical and oper-
ational. However, like most things in organizations, there are overlaps of these three levels.

Strategic planning is covered in Part Three of this book, but it is worth briefly saying
something about it. Strategic planning is invariably carried out by the most senior man-
agers, namely the directors. It usually involves setting the long-term goals of the organiza-
tion, and is concerned more with what the organization is achieving as a whole.

Tactical planning is more concerned with answering the question ‘How are we going to
achieve results with the resources we have available?’ For this reason tactical planning
appears to take a long-term view, but not over such a long term as strategic planning. Tactical
planning is often carried out by senior managers.

Operational-level planning is based more around the activities of a department on a day-
to-day basis. This is the responsibility of the departmental managers and supervisors who
oversee the daily running of the department in the short term, for example based around
individual customer orders, with clearly defined performance criteria and controls.

General approach to planning

Purpose of the plan

Before we can go very far we need to know what is expected of the plan. In other words,
what are its objectives? Objective-setting is achieved by using an approach for a manager’s
operational problems that would be the same, for example, if we were setting the com-
pany’s objectives. It needs to be approached in a systematic way, and if we can at the out-
set involve as many staff from the area concerned, it will be easier to gain their acceptance
later. We need to ask:

● First, what are our objectives?
● Second, what is most important?
● Third, what tasks need doing to achieve the objective?
● Fourth, how will we know if we have done it properly?
● Fifth, who is confident enough to do the job?
● Sixth, how will we know if we are effective and efficient?

These objectives must be easily identifiable, understood, quantifiable and achievable. It
should be noted that there is often a variety of approaches for dealing with a situation and
it is important that the alternatives are investigated and assessed and the most appropriate
one selected.

Basis of plans

Managerial expertise and experience, as well as good-quality forecasting using clearly
defined information, can provide the basis of a plan.

Coordination of plans

It is essential to make sure that plans at different levels of the organization or from differ-
ent departments do, in fact, contribute to the overall success of the organization. With short-
term plans this is much easier. For example, a sales plan can easily be coordinated with a
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production plan and a human resources plan. As the planning moves from the short term to
the long term, coordination is hampered by the fact that the decision-makers at the strate-
gic level may be remote from those at the operational level.

Monitoring for deviation

When plans are set, they must be accompanied by a set of objective criteria by which they
are to be judged. The progress towards those criteria must be monitored, and deviation from
them determined for whatever reason.

Flexibility

When deviation from the norm is detected in the monitoring stage, some form of remedial
action will need to be taken. This means that the plans need to be flexible enough to cope
with those changes.

Communication

When planning is being carried out, it is essential that effective communication takes place
at all times. For example, during the preparation of plans clear policy guidelines need to be
given and the potential impact of plans on all concerned needs to be made clear. There
should also be free and open exchange of information about the feasibility of plans and the
underlying assumptions about them.

Motivation

Plans must act as motivators for the staff concerned, and should not be set too ambitiously
so that they cannot be achieved or can be too easily achievable so that staff do not need to
try. Perhaps the best way to think about setting them is to make them specific, measurable,
achievable, realistic and time constrained – SMART for short.

Action planning

Action planning is simply the setting of a target or goal for a number of staff to achieve.
The staff may vary from the individual to a number working together with their manager.
Action planning helps to focus staff on a particular course of action that requires them to
be well motivated and committed to its successful completion. From the organization’s
point of view, it helps to control and direct the individuals to achieve their objectives. In
this way time is used more effectively and is not wasted through lack of direction. People
can be shown clearly, through the plan, what is expected of them.

An action plan should be described fairly simply, and made easy to use.

Other methods used to assist time management and planning

1. Timetables. These are simple to use and easy to keep. Most business people will have
a diary to keep track of their appointments, and highlight important dates.
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2. Bar charts. Longer-term planning can be illustrated using a bar chart. Figure 5.2 allows
the building site engineer to see at a glance what should be happening on site at any
given time of the year. It also indicates the relationship between the various tasks, and
gives an idea of when each begins and should end. It shows how some tasks are depend-
ent on other tasks starting first. For example, the foundations cannot be excavated until
the surveyors have laid out the plots.

The simple bar chart can be extended in its usefulness by adding in a measure of time
and the amount of work to be done; this provides what is usually described as a Gantt
chart, after the developer (Figure 5.3). An example of house building can be used from
the construction industry to illustrate this type of chart.  However, here the times are
more specific and there is room below each predicted period for the manager to write in
the actual period of time the job has taken.

3. Network analysis. Bar charts are intended to be fairly straightforward ways of sched-
uling work. There are others that are more complex, such as network analysis, which
aims to determine the relationship between the activities in a particular project. To use
the example of house building, the activities that we have already identified include
excavating the foundations, building the walls, fitting the roof, and all the internal work.
Network analysis attempts to determine the sequence of these activities. For example,
before we build the walls we have to excavate the foundations. However, we know that
life is not as easy as one job following on neatly after the other. We know that jobs can
be in progress at the same time, and even the seemingly simplest of jobs need to be care-
fully organized. Network analysis tries to take this into account by asking questions in
addition to the one concerning the order of events. Such questions can include, what
other tasks can be done at the same time? What needs to be done before a task can
begin? What are the most important tasks that have no margin for error?

5.2.6 Coordination for managers

From Fayol’s3 analysis of management, we know that coordinating is the task of harmo-
nizing what individuals and groups do. Managers must then ensure that they get the
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resources they require at the correct time, and that they have an approach that helps to
achieve the overall organizational objectives.

Why do managers bother with coordinating? The answer can be found if we remind our-
selves that organizations are made up of people, work, resources etc. As we are aware, peo-
ple in organizations have their own views about their department, how they fit in and how
they contribute towards the overall objectives of the organization. These views must all be
harnessed and focused towards the overall objectives. Coordination of the different parts of
the organization is essential if it is going to meet its objectives. There is a temptation for
departments or individuals to take a very insular view and to think only of themselves, not
realizing that their actions may well be affecting the actions of others.

The manager’s job is to make sure that all the efforts, individual and collective, are timed
so that they do not cause delays in another department’s work. When priorities are set, they
too have to be coordinated because, despite some jobs/tasks having high priority, day-to-
day life still goes on. These activities may be the very tasks the organization relies upon.
The priority may be to launch a new product, but meanwhile someone still has to carry out
the routine work.

The resources available to the manager are finite, and he or she has to decide who gets
them. Everyone may want those resources, but the manager’s job is to decide where they
will best serve the organization’s objectives. This is to achieve the goal of making the
organization more effective, because the resources are directed to where they are required,
and more efficient, because the work gets done on time.

Poor coordination can happen because of poor communication. It is not unusual for one
department to be duplicating the work of another simply because the communication
between them is poor. These misunderstandings can come about because of poor organiza-
tion structure.

What can managers do about poor coordination?

Managers have to improve communication so that everyone in the organization knows what
is expected of them and why interdepartmental rivalries are detrimental to all in the long
run. Good planning will aid coordination of work through the use of techniques such as net-
work analysis.

Attention can be given to the organization structure itself in order to ensure that there are
clear lines of communication and reporting not only within units but also between them. It
may be appropriate to use matrix structures to bring together people from different depart-
ments to get them to work together and cooperate more.

Think of a group of people you know – they may be friends from outside work, colleagues,
or a combination of both. Now think of how you would arrange a night out with a group
of, say, ten of them.

● What problems might you face in arranging the night out?
● How would you overcome them?
● Do you think your choice of night out affected how difficult or easy it was to arrange?

What lessons have you learned about organizing and coordination from this exercise?

The problems you may encounter in trying to arrange a night out will include attempting
first of all to decide what type of night out people want, when it is to take place, and how
much people are prepared to pay. Some will want to go to the pub, others the theatre and

Feedback
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so on. One way you might overcome the problem is to limit the choice people have, or even
to present them with only one venue. If you choose an unusual venue, for example a
Mongolian restaurant but everyone wearing fancy dress, you may find that this is not pop-
ular, so you have to take into consideration the range of opinions your guests have.
Hopefully, you now realize some of the problems of organizing and coordinating a group,
getting people to agree to a venue, determining people’s availability and realizing that some
people cannot be forced to attend. These are all issues you may face during times when you
are trying to organize and coordinate people or events.

5.2.7 Management control

Managers have a duty to the organization of regularly checking the activities they are car-
rying out. This process has two elements. We need to find out whether the objectives and
targets have been achieved, and then we need to ask, were the objectives and targets we set
the right ones in the first place? Managers can do this by a variety of methods:

1. Direct observation. Walking about on the ‘shop-floor’ or through an office and talking
to staff lets staff know who you are and the fact that you are around, taking an interest in
what they are doing. It also gives you an opportunity to see things that are not right. If
everyone is standing around chatting, that needs investigating. In some American organ-
izations, MBWA (management by walking around) is widely practised.

2. Customer feedback. The term ‘customer’ now encompasses both internal and external
customers. When customers feed back their complaints, it says something about your
performance. If your customers are not complaining, then you could be doing a won-
derful job. However, it could be that they cannot be bothered to complain any more
because it has not helped in the past.

3. Financial controls. These consist of internal and external audits of the financial
processes used to check whether what you say is happening to your financial resources
is the truth. Another financial control is exerted through budgets, whereby each part of
the work is assessed financially and a limit on spending is set. The exceeding of these
limits is not recommended, and so it is a method of controlling a manager’s financial
spending.

4. The structure of the organization. The structure of the organization affords managers
a method of control through the rules, policies and procedures, as well as any legitimate
position power it bestows on the manager.

5. Choice of staff. By choosing staff who will fit into the culture of an organization it is
possible to introduce an element of control into the management of human resources. It
is important to avoid incorrectly allocating people to jobs or methods of working that do
not suit their personality, attitudes or competency profile.

6. Technological control. The use of security swipecards to gain access to buildings is one
simple example of how to control the arrival and departure of people. Records of hours
of attendance at work and the time spent logged on/off computers are both examples of
how technology can be used to control.

7. People power. Staff themselves can be a form of control. Peer group pressure, as shown
by the Hawthorne studies, illustrates how the setting of group norms served to control
the group’s behaviour.

8. Feedback. Any information that is gathered must be allowed to feed back into the sys-
tem to allow improvements to be made or problems to be rectified.

9. Working from home. Working from home creates a dilemma for managers, many of
whom like to be able to see their staff and communicate with them face to face.
However, there appear to be some advantages to working from home, and control is
apparently not an issue for some organizations.

Managerial Work 197



10. Corporate governance. Corporate governance refers to the manner in which a com-
pany is directed and controlled by its most senior managers. This form of control is fur-
ther referred to in Chapter 16.

5.2.8 Targets and objective setting

Managers, as part of their duties, have to give clear guidance to their staff. This is helped
by the setting and communicating of clear targets and objectives. It is very difficult for staff
to focus their efforts and motivate themselves if they do not know what they are supposed
to be doing, or how well they are doing it. Consequently, individuals benefit through being
able to focus and prioritize their efforts, as well as developing on a personal basis. The
organization benefits because all staff are working towards one organizational objective.

Practical points

Individuals need to know in detail what their key activities are so that they can make a pos-
itive contribution. These key activities can vary from the teaching of pupils to the prepara-
tion of financial returns, depending on your occupation.

Individuals should not have too many targets or it becomes a problem about which one(s)
to concentrate on, but where they do exist they should be jointly agreed with the manager
and remain flexible enough to change with unforeseen circumstances.

Note should be taken of available resources, environmental factors and the ability of the
individual. For example, we may be able to improve our sprinting over 100 metres, but very
few are going to become Olympic champions. In other words, even though resources may
be available, our own abilities can limit us.

Meeting together

It is important that both parties are clear about what they are supposed to be talking about
in terms of the activities they wish to discuss. The individual will need to contribute to the
discussions, and parties will need to agree what they both want in terms of objectives and
targets. It is important that the individual knows how these targets will be achieved and the
time scales involved.

Management by objectives

‘Management by objectives’ is a term attributed to Peter Drucker. He believed that by com-
bining the goals of the individual manager with those of the organization, both parties
would benefit. The idea is that a common sense of purpose can be developed through all
levels of management in an organization with everyone pulling in the same direction to
achieve whatever results the business has set.

Management by objectives is guided by the necessity to achieve results. It is a result of
the corporate planning process since corporate objectives and departmental objectives are
converted into objectives for each manager. By giving employees clear, well-defined objec-
tives, it is hoped that this will act as an incentive and improve performance.

Job improvement plans

Once the job description has been agreed between the manager and superior, a job
improvement plan needs to be agreed. This is like the action plan discussed earlier. It is a
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short-term view of the actions to be taken in order to complete key tasks to a satisfactory
standard. The key tasks are detailed, and any actions that are seen to be a priority are iden-
tified with it, with a time frame for completion. Time scales will vary depending on the pri-
ority and nature of the situation.

Management by objectives allows managers to compare just how well or poorly jobs are
being done against objective criteria. This also gives employees the opportunity to raise
issues of concern about their progress with their boss, because their boss was involved in
the setting of the targets. When it comes to appraisal, the results should be jointly reviewed.
Some managers will never be satisfied, while others will be more supportive of their staff
and their career ambitions.

Management by objectives can be used to identify other areas of weakness in the orga-
nization’s approach to its management. If an employee is regularly under-performing in key
areas of his or her job description, then it may be necessary to offer some form of training.
Performance appraisal is discussed in section 4.3.

5.2.9 Managing time

Time, we are told, is money, and if you want to make some simple calculations linking time
and money, you can compare the basic costs incurred for people at a variety of salary lev-
els by doing some calculations based on Table 5.1. If we assume only weekday working,
8 bank holidays a year and a 40-hour week, and if we ignore days taken off for annual
leave, we arrive at 253 working days. It becomes apparent very quickly how much money
an organization is spending when individuals are late for appointments and excuse them-
selves by saying ‘I will be there in 5 minutes’ or ‘can you hang on for a minute?’ If we take
account of their cumulative effect during a working day, the cost can be enormous. If a tele-
phone call is being made and we are waiting for an answer that never seems to come, it
would be cheaper to hang up the telephone and redial.

Time usage

Time usage depends on the individual – some people seem to use it well and others to use
it poorly. In order to use time well, we need to learn how to organize ourselves, how to be
able to set priorities, how to balance a variety of demands on our time and, finally, how to
schedule our own personal time.

There are many factors that cause people to use time inefficiently. List all the things that you
feel cause you to waste time at work. Discuss your responses with someone else in your work
or study group. What conclusions can you make about the factors that cause you problems?

Exercise
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Table 5.1 The cost of time

Salary 1 minute 5 minutes 15 minutes 30 minutes 1 hour 1 day

40 000 19.76 158.10

30 000 14.82 118.58

20 000 9.88 79.05

15 000 7.41 59.29

10 000 4.94 39.53



Your list might include telephone calls, meetings and social conversation. This list is not
definitive, but serves as an illustration to show how many potential causes there are. Some
of the factors causing you problems may be out of your control. Others, though, with a lit-
tle thought, can be more easily dealt with.

What causes us to waste time?

Cole23 identifies three issues affecting the use of time: the jobholder, the jobholder’s role
set, and the job itself. If we look at Figure 5.4, we can see some of the pressures on a man-
ager’s time at work.

1. Organization pressures. Some organizations operate an open-door policy whereby
anyone can walk in and talk to their boss. This is good in some circumstances, but it can
mean an increase in the number of interruptions the manager has to face.

2. Individual personality pressures. Some people have the type of personality that makes
it difficult for them not to get involved. This can mean they have trouble saying no to
requests for help, or to doing work resulting in them being overworked. Individuals
sometimes have greater aspirations than their talents, and they find themselves ending
up in jobs where they have difficulty in coping. The fear of failure is too much for some
people to admit and they will not ask for help when they cannot cope, but put themselves
under enormous work pressure.

3. Pressure from staff. A manager’s own staff can put pressure on their bosses. This can
happen if the manager wants to be psychologically close to the staff and encourages too
much familiarity, which results in staff taking advantage.

4. Pressure from peers. By demanding priority treatment, other managers can put pres-
sure on time usage by trying to achieve their results or get their work completed first.
Managers who cannot cope with a variety of demands from a number of peers may well
find themselves overworked and under-performing. Other managers with more forceful
personalities or greater talents may be seen as role models, and in order to keep up with
them the less able manager puts pressure on their own time.

5. Pressure from own manager. If a manager has difficulty in saying no to his or her own
manager, or if the senior manager is very demanding, the resulting pressure on time can
be enormous.

6. The work itself. If the job the manager does is not clearly defined, it is possible that he
or she will be allocated duties that another manager should be undertaking.

Feedback
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How can time management help?

By thinking about managing time, we can draw our attention to how time is used and
wasted. We can begin to understand just how much time we really have available, who is
using that time, and when and where it is being wasted.

Some of the main problems of time management can be easily identified. For example,
the inability to recognize just how much time we have available is easily dealt with. Figure
5.5 represents a personal timetable you can use while at work, to record what you are doing
on a day-to-day basis. You can use this timetable to discover areas where you can improve
on the way you spend your working day.

Time wasting

Time wasting is not necessarily a deliberate thing. Sometimes people do not realize they
are doing it; in fact they may think what they are doing is being helpful. With this in mind,
it is important to get people to focus on what they should be doing.

Earlier in this chapter you were asked to keep a personal timetable of your time at work.
Once you begin to analyse what you are doing at work, you can go on to use that informa-
tion and ask questions such as, what am I doing? Why am I doing it? What am I achiev-
ing? This should begin to help you develop an idea of focus.

Planning time

It is not unusual to see people arriving at work and making a list of the things they need to
do during the day. This is a basic planning process they are carrying out, and although it is
simple it is a very powerful tool. It affords an element of control for the individual and gives
them targets. Additionally, the list gives structure to the working day.

This can be a good motivator when people look at their list at the end of the day or week
and realize that all is completed. If it is not, then it can form part of the list for the follow-
ing day.

All the daily tasks must be allocated a priority.
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Figure 5.5. An example of how you might fill in the personal timetable.



Failure to delegate

Failure to delegate means a manager is wasting time doing work a subordinate should be
doing. Whatever the reason for non-delegation, the manager should think very carefully
about why he or she hasn’t delegated.

Communication failure causing lost time

Communication and communication breakdowns are almost guaranteed to cause time
wastage. Even in relatively easy communication situations, for example face to face in a
restaurant, it is possible to observe incorrect orders being taken and time and effort being
wasted in rectifying those orders. Whatever the reason, it is essential to communicate
clearly in order to avoid wasting time.

Interruptions

Perhaps the most insidious form of time wasting comes through the inability to control
interruptions. The interruptions come in a number of different guises, from the telephone
call to the ‘little chat’. It is surprising that most people think that by dealing with the inter-
ruptions they are being customer friendly. However, interruptions distract people from the
real work they are supposed to be doing.

Meetings

Meetings of any kind can also be a prime source of time loss. They need to be tightly con-
trolled, otherwise they will grow in number and one meeting leads to another follow-up
meeting, which may have to have its own pre-meeting. Perhaps the question that should be
asked before holding a meeting is, ‘Is there any other way we can communicate this infor-
mation?’

5.2.10 Networks

Whilst we have discussed meetings in the sense of getting groups of people together with
a specific purpose in mind, managers, and others, do have other ways of communicating
and receiving and disseminating information.

Think of all the people you know who may be able to help you find a new job. They may
come from all sorts of different organizations and places. People you have worked for, peo-
ple you have worked with, people you know socially. What you have is a ‘network’.

There are networks inside all organizations. A manager may, for example, have informal
contacts with managers in other departments who they do not work with on a day-to-day
basis. Such contacts can be invaluable when there is a need to collect new information –
say, when a new project proposal is being developed.

The basis of a network can be managers who met each other at a meeting or a confer-
ence, or who at an earlier stage in their careers worked together, and have now gone in dif-
ferent directions. Such informal networks may extend through organizations upwards,
downwards and laterally.

Such networks may extend outside the organization to suppliers and customers. People
may change jobs and yet still remain in contact with old colleagues.
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Many managers who are effective have developed the skill of networking, and have a
wide range of people who they can ask for help and who in turn may ask for help.

Maybe, think of networking in terms of not knowing the answer, but knowing someone
to ask who will know the answer.

In this section we have examined how managers have to prioritize, delegate and allocate
work. We have assessed how work must be organized, planned and coordinated for it
to be executed successfully. We have seen how work is implemented and controlled
through the setting and achieving of objectives. Finally, we have linked the use
and managing of time to all the foregoing in order to emphasize how easy it is to use
time inefficiently if we do not learn to plan, prioritize, delegate and coordinate our
efforts.

5.3 Communications, written, oral
and electronic: working for others

A small boy was asked by his mother to run to the shop and buy some chocolate bis-

cuits.‘But mum’ he asked ‘What happens if they haven’t got any chocolate biscuits?’

She replied ‘Well just bring anything’. Twenty minutes later the boy returned with an ice

cream and a packet of jelly babies.

(Anon.)

In this section you will:
● Examine the effects and symptoms of poor communication
● Consider the process of communication and communication skills, and how to carry out

report/memoranda writing
● Learn about electronic communication
● Consider making presentations using visual aids, using an overhead projector
● Learn how to manage your manager and influence others.

5.3.1 Introduction

The quotation at the beginning of this section serves to illustrate how easily communica-
tions can be misunderstood, sometimes in innocence, sometimes deliberately. It is with this
in mind that we need to examine the importance of good communications in the work envi-
ronment, and the particular problems and constraints they can have in the day-to-day oper-
ation of organizations.

5.3.2 The effects of poor communication

In order to emphasize the importance of good communication, it is worth mentioning at
the outset some possible examples of the effects of poor communication. They can
include:

● Drastic effects on production and employee relations
● Continued misunderstandings
● Confusion, mistakes, wastage, and even accidents and high labour turnover.

Section
objectives

Summary
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5.3.3 Symptoms of poor communications

Poor communication can be evident through the general attitude of staff. If staff seem
apathetic or there is a mass of rumours in circulation, you can be fairly sure that the offi-
cial channels of communication are not working. This can result in staff aggression and
their making an increasing number of demands on management for confirmation or
denial of what they are hearing on the ‘grapevine’ (the informal communications net-
work).

Communication can be described as an exchange of information, ideas or feelings. This
implies that communication can be a one-way process (imparting of information, ideas or
feelings) or a two-way process (exchange of information, ideas or feelings). So why do we
want to communicate? It would seem that we wish our communications to have some
effect. We may want someone to respond to our communication, as in an exchange process
(seeking views), or perhaps to take some sort of action, as in the one-way process (obeying
orders). Whichever example we think of, the recipient has to take a decision, and we can
link the idea of communication to decision-making.

5.3.4 The process of communication

Berlo25 suggests that communication is based on ‘the transferring of meaning from one per-
son to another’. The process of communication can best be described by reference to Figure
5.6. On one side we have a transmitter of information, and on the other we have a receiver
of that information. Surrounding the whole process is the environment, with all its distrac-
tions. The transmitter has to decide what is to be sent. This immediately creates a problem,
because it means that the information will have to be put into a language that, hopefully,
the receiver will easily understand. This language can be written, verbal or diagrammatic.
In any format, the message can be misrepresented.

The message is now ready for transmission, and the route used can be in the form of a
conversation or other medium. The receiver now has to make sense of the message being
received, and so puts it into a language the receiver can understand. Again the message can
be misrepresented, but this time by the receiver. Finally, to try to establish that the receiver
has got the message, some form of check has to be put in place in the form of a feedback
loop.

The process examined

In order to understand the process of communication better, we need to appreciate what we
mean by the constituent parts of that process:
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● We should appreciate the message we are trying to send and the language of that mes-
sage can be spoken or written, in the form of graphs, tables, diagrams, or even via ges-
tures and postures we make. Consider the use of ‘sign language’ and codes.

● We can send the message by a number of routes. For instance, we can speak face to face
or on the telephone, write, use a notice board or a computer. Whichever method we use
is going to be influenced by factors such as the importance of the message, the relation-
ship between the parties, and cost.

● Misrepresentation can occur when the meaning of the message is lost as we put it into
or take it out of the language of transmission. For example, as transmitters we often find
it more difficult to put our ideas in a written form than we do in a verbal form. Similarly,
the receiver of a message will find it more difficult to extract our meaning from a writ-
ten communication compared to a verbal one.

● For the reasons stated above, among others, it is therefore important that we have some
form of feedback mechanism to check that the correct message is being received and
understood.

● The wider environment has its influence on communication, and this can cause prob-
lems. The idea of having a telephone conversation or reading a report in a noisy office is
one example of this. Others include problems of human fatigue, state of mind and
personality.

5.3.5 Barriers to communication

There are many obstacles to good communication – some related to perception, some to
status and some to personality. They include:

● Our own perceptual bias. As humans, we can be very selective without realizing it and
we only hear what we want to hear or see what we want to see. For example, parents and
their children often accuse each other of not listening, or of only hearing what they want
to hear.

● Emotion can also be a factor when communicating. When people are upset it is very
difficult to communicate, because they may not want to listen. It is also very stressful
for the sender to communicate a message that is likely to cause distress to the receiver
(for example, for HR managers when people are about to be made redundant or dis-
missed).

● Problems with the ability of the sender to compile the message can cause confusion.
This can be especially true where there is an emphasis on the use of technical jargon.
The explosion in the availability of personal computers and their associated technol-
ogy has resulted in a corresponding growth of the confusing jargon used to describe
them.

● The relationship between the sender and the receiver can also be a barrier to communi-
cations. Organizations allocate certain people to positions of power and status, and those
who are subordinate to those positions sometimes find it difficult to communicate with
such people. Employees will tell their manager the good news but try to avoid telling
them bad. Managers will more readily accept an idea from one of their peers, but may
be less enthusiastic about one from a subordinate. This difference in organizational sta-
tus can inhibit good communications.

● Building on what we said above, we can introduce the idea of trust as a barrier or as a
lubricant. If we are not confident in the source of our message, then we may be reluctant
to act on it or feedback to whosoever sent it.

● The sheer mass of information that is sometimes transmitted to the receiver can be
a problem. If we use the example of personal computers again, anyone who is think-

Managerial Work 205



ing about purchasing one is faced with a large volume of information extolling the
virtues of one particular model compared to another. Without having the time or skills
to assimilate the information (and discriminate between it), the sheer weight and vol-
ume of information can dissuade the individual from making a decision about pur-
chasing one.

5.3.6 Formal communication

For managers, communication often means things like the writing of reports, the sending
of memos, giving orders or chairing meetings. These can be attributed to the formal com-
munication systems that exist. Most communications in an organization flow vertically.
The organization’s structure, with the senior managers and decision-makers at the top,
lends itself to the situation where orders and plans come from the top down and sugges-
tions and ideas from the bottom upwards. Horizontal communications exist to aid coordi-
nation and integration of the various functions. This is especially important in the more
organic organizations, where functional divisions are not so rigid and there is a need to
respond to quickly changing circumstances.

5.3.7 General communication skills

The communication skills demanded of a manager are many and varied, from the oral to
the non-verbal. The manager has to use a wide range of skills to assist the transmitting of
information. The skills the transmitter of a message may need to concentrate on are con-
cerned with language. Invariably when we think of language we think of the spoken lan-
guage, but we should not forget written language. This is especially important now, when
there is greater pressure on us to use electronic mail to communicate, and so we need to use
written language skills accurately.

Framing a message

It is important to think about how well or poorly we express ourselves, how we use vocab-
ulary, and how clearly we speak. The more careful we are in our choice of words, the less
likelihood there is of misunderstandings occurring.

Receiving a message

We should also put ourselves on the receiving end of a communication and ask how would
we react to receiving it. This can prevent negative reactions to the message. There can be
tough talking when necessary, and at other times a more conciliatory approach can be used.
Communication is useless unless it is put to good effect, and with this in mind it is impor-
tant to recognize the need for feedback. This should be treated as being positive rather than
negative.

The receiver of communications also needs to develop skills, and this requires him or her
to have the ability to be able to read and understand what is written. Time should be spent
reading text several times if there is any doubt about its meaning. Anyone who has put
together self-assembly furniture will appreciate the benefits of reading instructions more
than once.
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Listening skills

Listening skills are also very important. One sound piece of advice often given to manage-
ment trainees is that ‘You have two ears and one mouth, and you should use them in those
proportions’. This may mean letting people talk uninterruptedly and concentrating on what
they are saying, rather than interrupting with your answer before you have had time to hear
all of their message.

Written communications

Written communication has to be broken down into its key components, and is a very use-
ful skill to develop. With practice and a highlighting pen, it is surprising how quickly the
key points can be identified in a lengthy communication.

Knowing what questions to ask when seeking clarification from the transmitter of the
message is also worth mentioning here. The transmitter must be given as much opportunity
to talk as the receiver. The receiver should use questions so that the transmitter of the mes-
sage cannot avoid giving answers that help to clarify the situation. Written communications
provide a permanent record of all that has been said, and can be referred to for clarifica-
tion. This often makes the writer more careful about how a communication is drafted.
Written communications can be lengthy if written by the wrong person and their clarity
questionable, especially if they are written by someone who wants to create loopholes that
can be exploited at a later date. Written records themselves can become unwieldy and
occupy a lot of time and effort in terms of storage and maintenance.

5.3.8 Oral communications

The term ‘oral communications’ is used to describe face-to-face as well as telephone con-
versations. Oral communication is often the quickest method of passing on information. It
can be formal in meetings or informal in the corridor, and perhaps its greatest advantage is
that it is a two-way process, where both parties have the chance to speak and give instant
feedback. The disadvantage of oral communication can be that the parties do not listen
properly, resulting in misunderstandings. This, combined with the fact that often there is no
written record of the message, can mean that both parties go away with a completely dif-
ferent view of the situation that can neither be proved nor disproved.

5.3.9 Electronic communications

Electronics has revolutionized communications. In an instant an individual or group of peo-
ple can be contacted, using technologies such as video conferencing and voice messaging,
anywhere in the world. The benefits of this can be enormous. Following the terrorist attacks
in the USA on 11 September 2001, Price Waterhouse reported:

The company encouraged people not to travel if it was not essential, but decisions

were left to individuals. Newton [global head of HR] says there has not been a substan-

tial increase in video conferencing, which was found to be primitive and complicated.

Teleconferencing is the preferred choice. New technology such as Internet-based

voice messaging was found to have worked effectively. That was a bit of a discovery,

we now use it widely.26
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However, there are problems with having instant access to information. It has been
reported that ‘Staff Internet abuse tops discipline table’ and ‘employers have taken disci-
plinary action on more occasions in the last year against staff misusing the web than for dis-
honesty, violence and health and safety breaches combined.27

Dealing with abuse of Internet access is both time-consuming and expensive. To try to
overcome problems with Internet and e-mail abuse, many organizations have been forced
to introduce policies. However, these policies are not always effective. It was reported ‘that
although 86 per cent of organizations have Internet use policies, 40 per cent of HR profes-
sionals have received complaints about employees wasting time on the net’.28

The CIPD gives guidance to employers about what to include in Internet policies. These
include which sites are forbidden, the fact that monitoring of access may take place, and
what the penalties for misuse are. Further information can be obtained from the CIPD at
www.cipd.co.uk.

5.3.10 Report writing

Report writing is one of the most important communications exercises that a manager or staff
have to carry out. Managers are often faced with situations that need investigating and so they
either do it themselves or delegate it. The findings from these situations must be reported upon.

General approach

The general approach required of anyone who is asked to write a report can be described
in terms of a number of steps that need to be followed.

The first step is the fact-finding one, where the individual is expected to carry out some
form of investigation and ascertain the facts of the matter. The facts, once obtained, need
to be presented in a systematic and clear manner. After analysing the facts it is possible to
decide what is actually wrong in the particular situation, and what can be done about it.
Suggestions need to be made regarding what to do about the existing situation.

1. First, the investigator needs to be very clear about the terms of reference and the limita-
tions of the report.

2. Second, the investigator needs to know who to contact, what to ask, and how to use a
range of sources of information.

3. Third, writing the report is perhaps the most difficult part of the investigation. This stage
is going to depend upon how good the writer has been at organizing the collected data.
The writer needs to remember who the report is for, and their level of knowledge. The
report will have to be written several times and adjusted accordingly to satisfy the orig-
inal objectives of the investigation, as well as taking into consideration the politics of
the situation – something that is often underestimated.

Report format

Written reports can come in a variety of formats, both formal or informal. Formal reports
are usually associated with being more important, and are often for external organizational
use. An informal report is more likely to be used for a relatively minor matter, and may
remain internal to the organization. Other types of report are ad hoc, routine, non-routine
and even verbal. Different organizations have different ideas about how a report should
look, and it is important that the writer keeps this in mind and is aware of his or her own
organization’s preferences.
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Reports, formal and informal, need to have an easily recognizable structure, and a sug-
gested structure for a formal report is described below.

Report structure for a formal report

The report should include:

● A title page, which should include an indication as to what the report refers to.
● A page showing the contents, which should list what the report includes page by page to

enable the reader to find things easily.
● An introduction that describes the terms of reference covering the background situation,

with information about the instigator of the report and the limitations that have been set.
● A description of the methods used, which should describe how the writer went about

obtaining and recording information.
● A summary – this should cover the main sections of the report, its findings, the conclu-

sions and what it recommends.
● Findings – this is the section where the facts are detailed, analysed and discussed.
● Conclusions – this is the summarizing of what the writer of the report has discovered,

and should lead logically to
● Recommendations – these are proposals for action to be taken. This is obviously a very

important part of the report, and needs to be written very carefully. The reader of the
report wants solutions to problems, and the writer’s recommendations should be a range
of solutions.

● Appendices – in an appendix, information, evidence or data can be presented that sup-
port arguments of findings in the body of the report. It is important to refer to the appen-
dix by number or letter in the body of the report, to avoid confusion and retain
consistency.

General guidance

1. Appearance. It is important to get the maximum impact with a report, because first
impressions count and all the good work the writer has done during investigation will
be wasted if the report does not present an authoritative and well-written impression.
Numbering must also be applied to the pages to allow easier accessibility. Other
approaches depend on personal preference and an organization’s own format.

2. Use of English. Like any communication where the sender is trying to convey ideas,
record details or impress, it is important to try to hold the reader’s attention. This can be
achieved by making the report interesting wherever possible, easy to read, brief and to
the point.

It is important that the writer acknowledges the strengths and weaknesses of those who
are going to read the report. Holding the reader’s attention can be more easily achieved if
the report is kept short and to the point.

What to include

Business people who are going to read reports have to be convinced that the recommenda-
tions are viable. In order to achieve this, it is best to take the reader through all the infor-
mation that has been gathered in a systematic way. Arguments need to be balanced and as
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objective as possible. Readers are often more impressed where they can easily focus on
facts and figures. Therefore, in order to add weight to any argument, if the points being
made are quantifiable, then it is important that they should be quantified. Also, by clearly
explaining any financial implications it is possible to convince even the most ardent critic
that the argument you are making is valid.

The financial implications are very important, and report writers should keep this in
mind. Authors of HR reports should remember that references to ‘motivation’, ‘commit-
ment’ and ‘employee happiness’ are laudable, but top management will demand to know
the cost benefits of any new proposals.

Errors that report writers can make

Lack of clarity in report writing can be disastrous, especially where the reader is remote
from the writer and the points cannot be easily clarified verbally. Writers of reports can
become so involved in a report that they lose their focus and fail to address the original
issues.

● Writers sometimes leave it to readers to draw their own conclusions. It is important to
remember that the writer has more detailed knowledge and is in a better position than the
reader to draw conclusions and make recommendations.

● It should also be remembered that a report can be part of a series of reports in the same sub-
ject areas, and so they need to be clearly linked through good referencing and numbering.

Formal reports

An example of a formal report might be as follows.
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FOR THE ATTENTION OF MRS J. L. HART Personnel Director

FROM MR. C. PINTON Production Manager ‘A’ shift REFERENCE RB/211/PM DATE

23/2/03

REPORT ON PRODUCTION STAFF ABSENCE LEVELS AT BLUDELY PLANT.

1.0 Terms of reference

Following complaints from shift supervisors concerning production-line staff absen-

teeism, Mrs Hart requested me, as an experienced shift manager, to investigate

absenteeism on all shifts at Bludely Plant and report my findings to her within ten

working days.

2.0 Procedure

To determine how serious the problem was, a number of views were sought. The fol-

lowing were interviewed:

2.1 The shift supervisors

2.2 The production-line staff

2.3 The personnel administrators who keep records of staff absences.

3.0 Summary

Findings



Managerial Work 211

3.1 It was found that the complaints of staff shortages came from only two of the six

supervisors concerned, who felt that there was a hard core of ‘troublemakers’

employed on the production line.

3.2 Interviews with production line staff resulted in a number of responses.

3.2.1 Of the fifty production-line staff, 70 per cent (thirty-five staff) could not understand

why they were being asked about their views on absenteeism.

3.2.2 Of the remaining 30 per cent (fifteen staff) only eight were concerned about absen-

teeism as an issue, and this included the three staff who had been previously identi-

fied as having had more than three days’ absence each.

3.2.3 Interviews with the eight were most revealing. They all felt they were treated

unfavourably by two of their three shift supervisors (the two supervisors who were

complaining most about absenteeism).

3.3 The results of a comprehensive analysis of absences for the five production-line staff

showed that over the previous three months only five of the staff had any recorded

absence. Of these five, only three had more than three days’ absence, the others had

only been absent for one day each. A full table of these absences is placed in

Appendix A to this report.

4.0 Conclusion

It is obvious from the findings that there is a problem with absenteeism, but this only

appears to affect two supervisors and a maximum of eight of the production line staff.

Since there is a problem, although it goes beyond the remit of this report to fully

investigate the underlying issues, the following recommendations have been made

for your consideration.

5.0 Recommendations

5.1 Absenteeism for the eight line-production staff who are most concerned about their

supervisors should be monitored over a four-week period by the personnel depart-

ment, commencing on 1 March.

5.2 Each supervisor should be interviewed by the personnel officer to determine what he

feels are the wider problems underlying the present situation. This should be com-

pleted by 31 March.

5.3 All staff who are under the direct supervision of the supervisors where absenteeism is

apparently high should be interviewed again by the personnel department to determine

whether their views are the same as those of the eight who have already voiced an

opinion. This could be done anonymously using a questionnaire, and completed by

10 April.

5.4 Costs . . .

5.5 Cost–benefit . . .

Appendix A . . . .

Informal report

An informal report can consist of four sections: general headings, introduction, an infor-
mation section and finally a conclusion.

5.3.11 Memoranda

Although the advent of e-mail has resulted in more electronic communication in organiza-
tions, the memo is still used. This is employed to instigate action of some form, and is



usually less formal than a report. Again, employers tend to have their own specific ideas on
memo layout, but a suggestion is given in Figure 5.7.

On a recent visit to his local shopping centre, Mr Beaton purchased a £10 box of chocolates
from Smigs the confectioners. The chocolates were a present for his mother’s birthday.
When she opened them two days later, she found that they were mouldy. He has returned the
box and contents to you, the marketing manager, at Chunky Chocs Ltd, of Boom Town.

He is demanding recompense for the chocolates, the cost of postage, and the distress caused
to himself and his mother. In your capacity as marketing manager carry out the following:

1. Draft a letter to Mr Beaton explaining what you intend to do.
2. Write to the production manager instructing him to carry out a preliminary investigation

of how this particular problem might have arisen.
3. In detail, draft terms of reference for a report investigating the potential causes of faulty

goods reaching the customer.

By communicating using a variety of methods to a number of different people, you will
begin to realize that you have to be more careful with your choice of language and
tone. For instance, a letter to a customer cannot include an admission of liability
because your legal department will not appreciate it. The fault may be with the retailer
for keeping the chocolates too long after the ‘sell by’ date. However, you do need to
assure the customer that the situation is under investigation and that he will be kept
informed.

Communication internally can be more direct, depending on your position in the organ-
ization. A more detailed approach is required for the report when you discuss its terms of
reference with the person who will carry it out.

5.3.12 Making presentations

One of the most daunting things most people face is standing up in front of a group of
people and giving a presentation. Competent, hard-working people can be visibly
shaken if asked to stand up and present a report. However, presentations need not be as
traumatic as we fear if we follow a logical approach. The areas that we need to think
about are:

Feedback

Exercise
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● What we actually want to communicate to our audience
● In order to do this, we will have to list what it is we are going to say and organize it

carefully
● We have to decide how we are physically going to present the information, and then get

up and present it.

Know your audience

The first thing you need to know is who the audience is – who am I making this presenta-
tion to, and why? The audience might be the Board of the organization, and your purpose
to present a project proposal to get them to agree to invest several hundred thousand pounds
in the project. Alternatively, the audience could be the staff of your own department and
you will be briefing the team on the latest business update.

Clearly your approach to each audience is likely to be different. To the Board you will
be presenting a very formal proposal, probably in a formal setting, and you will need to be
quite certain that you get your points across effectively. To your own team the approach is
likely to be less formal, and whilst you need to be certain that you get your points across
effectively, you could well do it in a more relaxed, even informal way.

Situations will vary. You need to consider each one carefully to ensure that your
approach is appropriate.

Organizing what you want to say and saying it

Some people find that at first it is essential to write down everything they want to say.
With this done, you can then begin to highlight what you consider to be the key words
or sentences. After this, you can transfer those key words or sentences to prompt cards
or overhead projector acetates, to form the basis of the presentation. The cards should
be kept in the correct order with a clip or tag that cannot easily come undone.

Rehearsal

Before any presentation can take place it is worth rehearsing. Even the most accomplished
of public speakers will do some rehearsing. Rehearsing can have a number of advantages,
especially if you are new to presentations.

First, it gives you, as the presenter, an opportunity to familiarize yourself with any equip-
ment to be used. It may not be possible to rehearse at the actual venue, but at least the
equipment will be similar.

Second, the rehearsal can be timed, which in some situations is absolutely essential.
Even in routine presentations, if the audience has been told the presentation will last for
half an hour and after 45 minutes you are still going strong, they audience may become
restless and inattentive. Once you know the time of your rehearsed presentation, you can
adjust it accordingly.

Third, you can modify your presentation based on how you feel about it. If you do your
rehearsal in front of a friend, you can get a second opinion. It may be that particular words,
sentences or even jokes do not seem to work, and so now is the time to change them.

Fourth, if you try your presentation in front of a mirror and record the sound, it gives you
an opportunity to get used to looking at an imaginary audience and to identify whether you
need to alter the way you use your voice, and even your facial expressions.
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Location

Choosing the place we want to present can be a luxury; most people have little choice about
the venue. However, if you do get to choose where the presentation is to take place then
you should use this to your advantage. You can choose a time and place that suits you.
However, you should not alienate our audience before you start by choosing somewhere
they do not like. Presentations in work time are invariably better attended than those out-
side office hours.

Rooms should be chosen because of their relative comfort. If the audience is uncomfort-
able, people will fidget and distract you and other members of the audience. However, you
must remember that when a group of people is put into a room the temperature automati-
cally rises due to their body heat. Therefore, if you want to avoid your audience falling
asleep it is suggested that you make sure there is adequate ventilation. Similarly, lighting
can raise the temperature quickly, as well as dazzling the audience’s view of an overhead
projector screen. Noise is very intrusive, so choose somewhere where noise and other inter-
ruptions can be kept to a minimum.

As a presenter, you should never assume that equipment will be available. Like every-
thing in business, good planning is essential, and so everything from chairs to overhead pro-
jectors has to be booked in advance. If you need the assistance of a technician when using
packages like PowerPoint, make sure one is available.

Organize your equipment in the room to maximum effect. If you want to feel close to
your audience, avoid having tables you have to stand behind. If you have to use a table,
keep it to the side of you because this can create a more informal, relaxed feeling. If you
have to move between overhead projector and screen, make sure there are no obstacles in
the way. Watch out for trailing cables – some audiences will take great delight in watching
you stumble.

If you are in a large room and using an overhead projector, check that you can see it from
the back of the room. If you can see the screen, so can the majority of your audience.

Any documentation that will be handed out needs to be prepared and carefully proofread
before it is sent away for mass printing. It is soul destroying to do a wonderful presentation
and then find the audience disappointed because the literature to accompany it is incom-
plete, full of spelling mistakes, or not available.

Saying what you want to say

This involves a number of different areas to which you need to pay attention:

● Your own personal appearance (your clothes, hair, etc.) will have an impact. It is worth
remembering that some of the basic interpersonal skills can have the greatest influence.
Saying ‘good morning’ or ‘hello, my name is . . .’ helps you to make contact with your
audience. As soon as you stand up, appear or walk on stage, the audience will form an
opinion about you, and so it is vital that you make a very positive first impression. You
need to talk to your audience, and the first minute or two of a presentation can be very
stressful. It is worth having some water available if your voice is likely to dry up, and
you must be aware of the tendency to talk more quickly when you are nervous.

● By rehearsing as discussed earlier, you can learn to pace yourself and recognize that you
are talking quickly. When you speak you should always try to speak clearly, without
appearing to be talking down to your audience or patronizing them.

● One aid to clearer verbal delivery is to develop eye contact with the audience. Although
this is difficult at first because most people seem to fear their audience, you will begin
to realize that the majority of audiences are not hostile and people are there to hear what
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you have to say. By gaining eye contact you are talking out to your audience, rather than
down to your feet or the prompt cards as you read them. The use of the voice is very
important, and you must learn to vary the way you use it. Stressing some points (e.g. sav-
ings made) may need to be done more forcefully.

● Outline to the audience what you plan to talk about, how long it is likely to last, and
when you will take questions – whether during or at the end of the presentation. Talk to
your audience with confidence, but try not to appear to be reading from a script.

● Knowing your audience is one of the keys to successful presentation. If you cannot find
out anything about your audience beforehand, you will have to look for clues during the
presentation. Row after row of blank faces speak volumes, as do mumbled conversations
coming from different parts of the room. It is at this point you must ask your audience
if they are following your presentation, and adjust or carry on according to their
response.

● If you are going to use prompt cards, then number each card and, if possible, join them
together with string. It can be very embarrassing if you drop them and then cannot put
them back in the correct order. Contingency planning also has a role in presentations.
Have back-up copies of materials and methods of delivery available. For example, if you
leave your prompt cards on the train, you should have pens with you that you can use to
write directly on overhead projector acetates.

● In terms of actual delivery, one thing that is often underestimated is body language. As
humans, we instinctively recognize certain types of body language and behaviour.
Invariably, if someone smiles we smile back; in certain situations, if someone gets too
close to us we move away. Fidgeting, moving about too much or constantly crossing the
arms are all examples of body language that can distract an audience, and should be
avoided.

● Depending on the presentation, at some stage you will probably have to answer ques-
tions. Whether or not you do this during or after the presentation will depend upon you.
Questions taken or asked during a presentation can disrupt the flow of the presentation
and cause you to digress. This an important point when your time is limited, because you
can soon use up all your allotted time without covering all you wanted.

Questions can be used to clarify understanding, and also to give yourself time to think.
They can be used to obtain the widest audience participation possible by asking the same
question of a number of people. When audiences ask questions, you should not be afraid to
admit you do not know the answer – although obviously it looks better if you do. Again,
this can be dealt with through good forward planning and trying to predict the types of
questions you may be asked. Some of this comes with experience, but colleagues and supe-
riors may also be able to offer advice. If you do not know an answer but promise to get back
to someone with it, make sure you do so personally; if they do not get your response your
image will be tarnished forever.

Using visual aids

The use of visual aids during presentations can be a very effective way of illustrating com-
plex or difficult points. The personal computer now allows easy access to packages such as
PowerPoint; many are still made using an overhead projector. Again, it will depend on the
circumstances and your audience. Visuals, when used well, can have a major impact on
the audience, but when used poorly can be disastrous. This is equally true of computer-
generated or handwritten visuals. With a little forethought, some of the problems can be
avoided. These problems can include:
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● Using too many visuals – the audience becomes bored with them.
● Poorly written visuals – even when visuals are printed, it is surprising how many people

choose a font size that is too small so the people at the back or even the front of a room
cannot read the words.

● Information overload – presenters overload the visual with information that takes a long
time to read. They continue talking and the audience is trying to read while the presen-
ter is talking and the message fails to get across.

Good practice in the use of visuals is to think carefully about their appearance and design.
A final point on the use of visuals is to remember the KISS principle (keep it simple stu-

pid). Streamline the information you are going to display, and make it as easy as possible
for your audience to take onboard. This does not mean treating your audience as idiots, but
it means focusing on the most important points in your presentation and ensuring that you
get them across to the audience.

Giving a PC-based presentation or using an overhead projector

If you do decide that you definitely want to show visuals and so need to use a PC-based
presentation or an overhead projector, there are some basic guidelines worth thinking
about. As a presenter, you want to develop contact and a rapport with your audience. Ask
yourself the following questions before you begin:

● Will it prevent me from facing my audience and losing eye contact because there can be
a temptation to read from the screen?

● Will an overhead projector be physically situated between me and the audience, so that
they will see it as a barrier I am hiding behind?

● Will the noise and light from it distract my audience and stop them listening to what I
am saying?

In order to avoid these problems, pre-planning and practice can help. For instance, eye con-
tact can be maintained by knowing what is on the screen and only needing to glance at it
to prompt your memory. By standing at the side of the overhead projector it no longer acts
as a barrier to the audience, and you can look down at the acetate to prompt yourself. The
problems raised by noise and light can be reduced by limiting the number of visuals used
and turning off the projector when it is not required.

Whatever method of visual aid you use in your presentation, do remember not to stand
in front of the screen – your audience need to be able to see what you are projecting
onto it!

These may sound like easy solutions, but they take a long time to perfect. It is easy even
for seasoned presenters to develop bad habits and make basic mistakes, so think carefully
about whether or not you wish to use visuals.

5.3.13 Working with others and how to influence them

Influencing, it should be remembered, is about using power to get others to change their
behaviour in some way. In order to do this, people obviously have to possess some power.
The way we can use our power to achieve change in behaviour can be through persuasion.
Often we hear people say ‘Oh, that was a very persuasive argument’, or ‘I’m not that con-
vinced’. How do we construct a persuasive argument, and what power sources are we
using?

What we need to remember are those bases of power we have at our disposal:
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● We can use all our expert knowledge to create a good logical argument. As an HR man-
ager, if you wanted to persuade someone of the benefits of further education you could
use an argument as follows: ‘There have been five vacancies over the last eight years for
senior managerial posts, and in every case the person who was appointed had an MBA.
Therefore, if you want a senior manager’s post it would make sense for you to get an
MBA and I can provide the funding for it.’

● By focusing on what people want, or think they want, it is possible to use the power you
have to reward and therefore persuade them that if they agree to your plans they will ben-
efit in some way. You can use your resource power to reward people or take something
away from them. An example might be if a manager were influential in deciding who
did or did not get a company car. That manager might suggest to someone that if they
were to behave in a particular way they might get the car, whereas if they did not, a car
would not be available for them.

● Finally, there is an approach that is of a more emotive nature, whereby the individual can
use their referent or charismatic power to persuade people of the merits of an argument.
People will be attracted by the individual’s personality, rather than by the merits of any
arguments or by rewards.

Assertiveness

Another influencing skill available for managers is the use of assertiveness. Being assertive
does not mean being aggressive; assertiveness merely means that you accept that you also
have power and that you are entitled to be treated equally. It means that you are confident
enough to comment positively or negatively when asked for an opinion. It also means that
you can accept positive and negative comment in return. Assertiveness means being confi-
dent about asking for what you believe you are entitled to.

The use of assertiveness for an individual can have a great deal of influence on the behav-
iour of others. For instance, it might be used to influence the behaviour of a manager who
keeps trying to overload you with work. Saying ‘no’ sends out a clear message to the indi-
vidual – that you are not prepared to take on the extra work. Your manager in turn should
reflect on his or her behaviour.

Indeed, the most assertive thing you can do as a manager, and as a human being, is to
say ‘no’. Think of this in the context of managing your time. It is too easy to slip into the
trap of being seen to be willing to take on more work and tasks, for both your boss and
colleagues. And at the end of the day your own personal time management has slipped 
away – and you are overloaded with work.

The use of persuasion and assertiveness is going to depend on knowing how you want to
benefit from their use. You will need to be aware of any potential resistance you might face,
and develop arguments to counter it.

5.3.14 Managing the manager

When we discuss management of the manager, it is in terms of the subordinate managing
their own manager. What we need to do in the first instance (and this can be quite difficult)
is to put ourselves in their position. How many of us starting in work had the attitude that
our boss did not understand the problems we face, did not listen to us, and did not care?
Then we took our first promotion and suddenly we were in a different situation. Those
statements were now being levelled at us, and our perspective as the boss was different
from the one we had when we were very junior members of staff.

We need to think about the relationship that exists between the manager and the man-
aged. Why are managers there in the first place? What are they trying to do? Where do we

Managerial Work 217



fit into the scheme of things? We need to remember that managers are human beings, and
come in all sorts of differing shapes and sizes. They have all the strengths, frailties and neu-
roses that are to be found in the human race, although thankfully not necessarily in one sin-
gle individual. It is important that we recognize this, because we need to know something
about them so that we can learn how to work with them. It must also be pointed out that we
need to know ourselves and ask what type of person we are (personality is discussed in
detail in section 2.2.

Obtaining information

We have already looked elsewhere in some detail at what managers do, so for the purpose
of this section it will be restricted to the achieving of goals. This is done through people,
notably ‘us’, and staff, who need to find out what these goals are. Some managers are bet-
ter than others at communicating goals – they are more confident than others and are happy
to divulge information. One of the talents any member of staff has to develop is to try to elicit
as much information from the boss as possible. If you are unsure about what the goal is, you
must clarify it with your manager. As with any good communication system, there has to be
some form of feedback. Do not be afraid, you may not believe it, but your boss is on the
same side as you. If you think about it, part of his or her goal is to be successful, and part of
your goal is to be successful. You need them and they need you. It is important therefore that
you are both working towards the same ends, and only through clarification can you be sure
of this. Many managers correctly recognize that they are only as good as their staff.

Power

The relationship between you and your boss is one partly based on power. By virtue of his
or her position in the hierarchy, your manager has been given legitimate power to give you
legitimate orders and expect you to carry out those orders. This is an area with which some
individuals have difficulty coming to terms. Managers have a right to give us orders, and
we have to learn how to deal with them quickly and efficiently. In law this is recognized as
the ‘management prerogative’ – management’s right to manage.

Perception

It was mentioned earlier that we also have our own characteristics, and our bosses have a
perception of us just as we have a perception of them. If they think we are motivated by
material gain, they will try to use material gain to motivate us. However, if they get those
perceptions wrong, it is up to us to change them. For instance, they may have the idea that
we are not particularly able, or perhaps we are lazy, in which case they are not likely to del-
egate challenging or important work to us. If we know something of their perceptions of us,
we can work to change those perceptions.

Persuasion

Part of what we need to do is to use the power of persuasion to get managers to delegate to
us. Managers often will not take the risk of failure because they feel it can reflect badly on
them. However, if we can convince them of our ability we can embark on an incremental
approach to our own personal development by taking on extra duties a little at a time, thus
building their confidence in us. From a human resources management view, the appraisal
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process is an opportunity when you can persuade your boss of your merits. In order to do
this you must prepare your argument in advance and give your boss enough evidence so
that he or she will find it difficult to refuse you. If your boss does raise objections, you
should have prepared for them and be able to present a counter-argument.

Diplomacy

You may find yourself in a situation where your boss is not as competent as you in certain
areas – for example, an area like computers and new technology. Dealing with situations
like this can be tricky, but again you need to focus on the fact that your boss is the one with
position power and you work for them. This situation might require a great deal of tact, so
that it does not appear that you are exercising your expert power at your boss’s expense. It
may be that you have to suggest some things are better left to you and your boss takes care
of the wider issues. However, you must always be aware of the dangers of taking on too
much responsibility without the necessary authority.

Managers, their personalities and interpersonal skills vary, and we have to learn to deal
with both their negative and positive traits. One way that we can deal with a difficult man-
ager is with assertiveness to make them realize that we have rights too.

Environmental pressures on your boss can lead to intolerable amounts of stress. If you
can identify those pressures, you may be able to suggest ways of dealing with them through
delegation and improvements in work systems, and hopefully this will result in some pos-
itive changes in your boss’s behaviour. It is perhaps finally worth reiterating that this rela-
tionship is a two-way process, and that you must keep thinking about your own contribution
to it; are you being supportive of it or are you causing the strains in it?

Power and influence

However you seek to influence people in the organization, you will need to bear in mind
the nature of organizational politics, power bases and influences. Whilst the formal struc-
ture of the organization indicates the way legitimate power is distributed throughout the
management structure, the wise manager is aware of organization politics and where the
bases of power and influence exist. The process of networking has already been mentioned;
many successful networkers recognize where power bases exist within the organization and
seek to include such individuals in their network. There is more about power in organiza-
tions in Chapter 6.

Organizations create networks too. They have networks of suppliers and customers, and
of potential customers and suppliers, with whom they keep in contact and who understand
their issues and needs. Trade and business associations – for example, the British Footware
Association and the British Apparel and Textile Confederation – are networks that can be
used by managers in those sectors to extend their knowledge, understanding and maybe
influence.

5.3.15 Developing self and others

A skill of the effective manager is the development of him- or herself and of others. There
are many ways of approaching this, and we will focus on the development of subordinates,
but bear in mind that the same approach can be used in respect of your own development.

Setting objectives has been mentioned above, including using the SMART approach
(Specific, Measurable, Achievable, Realistic, Timebound). In setting objectives, the man-
ager is setting performance goals that can be measured.
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The management of performance is essential to the success of any organization, whether
it is in the private, public, voluntary or not-for-profit sector. Organizations that do not man-
age performance are likely to be less successful at delivering their goals.

Within the performance management process there is the opportunity to identify those
skills and capabilities that individuals currently have, and those that they may need for future
tasks and roles. Skills and capabilities may be those that individuals have brought with them
to the job – for example, vocational qualifications, past job experience – and those that they
have developed in their current employment. Some skills and capabilities will therefore be
generic and can be used in different employments, and some will be specific to a particular
employer. For example, the ability to use a PC may be generic, but the ability to use a partic-
ular hotel group’s room reservation system may be specific to a particular employer.

In identifying the skills and capabilities that an individual currently has, and those that
may be required for future tasks or roles, the gap between the two can be identified. This
gap represents a potential training and development need.

Figure 5.8 shows a simple model of how this skills gap can be analysed and bridged by
means of appropriate training and development.

The analysis of the nature of the ‘gap’ can be undertaken by a number of methods:

● The appraisal process, in addition to looking at how previous objectives have been
achieved, can also provide the opportunity for a specific discussion about possible future
roles and tasks

● An individual audit of skills, knowledge and experience can be undertaken to provide a
record of the current situation

● A skills audit of the section, department or whole organization can be undertaken; this
audit will gather data about the skills of the existing workforce as a whole, and identify
the gaps against future requirements.

Other methods include analysing the business plan, cost–benefit analysis, project analysis,
individual employee requests, and specific line manager requests – see, for example, the
IPD Training and Development Survey.29

Once data have been collected, the line manager and HR team have a basis on which to
work in determining individual, and maybe group, development needs.

There are many ways of meeting employee development needs, and some are listed below:

● Training courses. These may be run in-house if the organization has its own suitably
skilled trainers, or if it buys in external training expertise. Training courses can also be
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run by independent external suppliers, and employees sent on them. Training courses are
usually focused on the development of particular skills or knowledge required for the
current job.

● Workshops and conferences. These may be run-in house or externally. Such events are
usually based around specific topics and are often used as a method for updating indi-
vidual professional or technical expertise.

● Undertaking further education. This involves encouraging employees to undertake
specific learning at a college or university. An example might be someone in the HR
department to study for a CIPD qualification, a surveyor to study for a specific qualifi-
cation in the construction industry, or a generalist line manager to study for an MBA. In
some cases the employer is prepared to fund all the cost of the course.

● Secondments. A secondment is a period of time spent working in another organization,
or another department. The secondment provides the employee with the opportunity to
broaden her or his understanding of where other parts of the organization fit in, what they
do and how they add value.

● Coaching. This is where the employee receives support to help improve particular skills.
Coaching has been referred to above, and an analogy is to the sports coach. There is a lot
of literature on coaching (see, for example, Gallwey31 or Parsloe and Wray.32) The coach
could be the employee’s boss, another employee, or a specialist in a particular area.

● Mentoring. In the managerial context, this relates usually to someone who is not the
individual’s line manager helping that individual to think about, and make, transitions in
his or her career. A transition may be to another role in the organization, or working in
another part of the business. It may include coming to the conclusion that the next step
in the individual’s development is to work for a different organization. Parsloe and
Wray32 identify a number of different definitions of mentoring. In essence, it seems to
be about a one-to-one relationship between parties in an atmosphere of trust where a
range of options can be openly discussed. So, for example, a senior executive who wants
to think about his or her future direction may have a mentor who is a trusted individual
from outside the organization.

● Self-development. There is increased emphasis in the approach to development that pro-
poses that employees are responsible for their own development. What this means is that
as an individual interested in your own career development, you cannot leave it to the
organization to make development decisions for you. As a manager seeking develop-
ment, it is up to you to be proactive and tell the organization your aspirations and the
training and development you need. Self-development is where the individual takes the
initiative in the development process. The organization may assist, but the needs and the
approach to meeting them are determined by the individual. For example, a scientist may
decide that in the future she wants to pursue a career in general management. The organ-
ization may see this as a development that it does not wish to sponsor, as it is very happy
with that person as a good scientist. The individual may therefore decide to undertake a
programme of self-development at her own cost in terms of money and time – for exam-
ple, an Open University MBA programme. Often though, the needs of the individual for
self-development and those of the organization will match. When this happens, both par-
ties needs can be met with the organization paying any costs involved.

● Action learning sets. Action learning is an idea developed in initially by Revans.33 The
idea of the action learning set is that it is a group of managers who meet up to solve real
problems that they face in their work by sharing their experience and ideas. The process
works in that as a group they consider a real work-related issue presented by one of their
number, and help that person to resolve the problem. The action learning process is not
to provide an answer but, by the group members’ questioning and reflection, to help the
owner of the problem to find a solution. Action learning may not necessarily be confined
within the organization. Action learning sets could be drawn from managers in different
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organizations who are prepared to help one another in problem solving and learning –
subject, of course, to issues of commercial confidentiality.

Think about your present boss or even a former manager and choose any characteristics that
you feel they would need to improve in order to become the perfect boss.

● How do you feel you could help them improve?
● On reflection, do you feel your relationship was good or poor? Justify the reasons for

your answer.
● If you had to describe them in 25 words what would you say?
● How would you describe yourself in 25 words?

One way you may be able to help managers to improve is by pointing out traits or charac-
teristics they could improve on. You can identify some of these through the descriptions of
them and yourself. This will test all your skills of diplomacy and influencing. You should
remember that you are part of the relationship, and your own characteristics may also need
examination. This area links with section 2.2, on personality.

Fail to plan, plan to fail

Colin and Jean were approaching their silver wedding anniversary when, unbeknown to
them, their three children decided to stage a surprise party for them. The actual date of
the anniversary was Friday, 12 April. Three months before the event the three children,
Ben aged 23, Carl aged 24 and Kylie aged 21, put forward their individual ideas. They
decided that the best idea would be to book a room in a hotel where all the guests could
sit down together, eat a meal and then socialize. Guests would be able to book rooms to
stay overnight if they so desired, and everyone would be happy – or so they thought.

The three children had very different approaches to life. Carl, the eldest, had a very
casual approach, Ben was more serious but not very assertive, and Kylie, although she
was very outgoing and confident, was seen by Carl and Ben very much as the baby sis-
ter who would have to do as she was told.

Each of them decided what they were going to do, and time passed. Carl’s job was to
find a hotel and send out the invitations. Ben was in charge of the catering and decorat-
ing arrangements, something that he would have to coordinate with the hotel. He was
quite happy to do this because he had a friend who was a caterer and he would be able
to pass on all the work to her. Kylie decided she would organize the entertainment,
because she had a number of former university friends who were musicians.

One month before the anniversary, things started to go wrong. A guest who wanted to
stay overnight was told by the hotel that no such event was taking place; in fact, its main
function room had been booked to the local rugby club for their annual dinner. When the
guest asked about room availability, he was told there were only three rooms left. The
guest then telephoned Carl to ask him what was going on. Carl had apparently made a
provisional booking for the function room but when he didn’t confirm the booking the
hotel let the room go. When he contacted the hotel they could only offer him a smaller
function room (maximum 50 people), and because of the close proximity of the anniver-
sary Carl had to accept it, even though it would mean some guests would have to be told
there wasn’t enough room for them.
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To make matters worse, Carl had assured Ben that he didn’t need to talk to the
hotel manager because it was all under control. Now Ben found out that the hotel did-
n’t allow the use of outside caterers, but they would be able to arrange a buffet meal.
With much regret Ben had to accept this, even though it would mean problems for his
friend.

The anniversary party duly went ahead, but fate dealt them one more blow. The string
quartet that Kylie had arranged to provide background music was virtually drowned out
by the volume of the disco music from the rugby club dinner.
Task:

Having read the case, what do you think the children should have done?

As the title suggests, lack of planning is likely to lead to failure. Good planning is essen-
tial to ensure a successful event where, like this, careful planning and organizing were
required.

Time limits should have been set on the work to be done. Progress meetings were
required to inform everyone about what was happening and any changes in priorities. The
progress should have been regularly monitored by all three of the children acting as a
team. The plans needed to be constantly monitored, with a contingency plan of action in
place in the event of things going wrong so that alternative action could be taken.
Someone needed to take charge. An individual with authority was needed to lead and
coordinate the plans.

The children’s time planning left a lot to be desired, and for events such as these where
a large number of guests are involved it is essential to manage time effectively.

In this section we have examined communications in the organization and the effects they
can have. We have looked at how the process of communications works and how we need
to recognize the importance of both verbal and written communication skills. We have
also considered how and why we write reports, as well as how to carry out presentations
using visual aids. We have looked at the importance, and methods, of developing others
and yourself, and examined the issue of working with others and some of the techniques
that have to be used to make those relationships work to the benefit of all parties
concerned.

5.4 Working in groups, meetings, committees

A camel is a horse designed by a committee.

(Anon.)

In this section you will:

● Examine what we mean by groups, and why individuals and organizations value them
● Identify aspects of group behaviour and structure
● Examine how groups form their leadership and decision-making
● Learn to recognize whether or not a group is effective and how to select group members

Section
objectives

Summary
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● Identify the qualities required to chair committees
● Identify the purpose of meetings.

5.4.1 Introduction

Mention the word ‘group’ and immediately a number of images can be conjured up,
depending on the individual to whom you are talking. If you are talking to a teenager, it
could be used to describe a collection of musicians who have a record in the pop charts. A
senior manager may have visions of a number of middle managers meeting together and
calling themselves a focus group.

This definition does little to illustrate the complexity of purpose or the understanding we
automatically attribute through our own experience when we talk of a group. However, it
does give us some clues that indicate in the modern working environment what groups are
about. It tells us that, first and foremost, groups are about people. So what does our expe-
rience tell us about those people who call themselves a group? We know the labels, such as
committee, working party, steering group, but what do these labels mean?

Charles Handy29 draws the distinction between a number of individuals who randomly
find themselves doing the same things but who do not think of themselves as a group (for
example, drinkers in a pub). However, once they perceive themselves to be a group then
they will become a group (for example, if they are faced with an emergency).

Think about all the times you find yourself in the company of others, then ask yourself,
‘how often do I think I am a member of a group?’ List all the groups to which you belong.
What benefit do you think – as an individual – you get out of working in a group? Would
you enjoy your work more or less if you had to work on your own?

The idea of being in a group depends very much on individual perception, and so whether
or not you feel you are in a group will depend upon your individual view. You can, using
your own experience, identify what benefits you feel accrue from working in a group. Some
people identify social ones, such as working with others. Other people like the idea of being
able to turn to someone for advice. Some people do not like the idea of working in groups
because they dislike having to share decision-making or power. From the exercise, you can
get an idea of whether or not you are the type of person who does or does not like working
in groups.

5.4.2 Why should we be interested in groups?

In order to answer this question, we need to ask why individuals join groups and why
organizations are so interested in having people working in groups. From our earliest days
at school we learn that it is better to be accepted by the majority, the group, rather than be
the loner or outsider who then becomes the butt of the group’s jokes. This sense of belong-
ing gives us the feeling of safety in numbers that later in life can manifest itself in behav-
iour such as joining clubs for social or work-related reasons.

The group also helps us judge our role in society or at school when we compare ourselves
to those group members who show greater sporting or academic prowess. This in turn can
give us an idea of our own importance or self-worth. Groups also represent power – an indi-
vidual may have a certain amount of power by virtue of his or her expertise, but an individ-
ual can be easily replaced. If a number of individuals with a range of expertise or the same
type of expertise (for example, dentistry) combine themselves into a group, then they can
make themselves powerful enough to lobby governments. Finally, groups can often do better
in terms of achieving a goal compared to an individual. The group is able to call upon a range
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of expertise, to brainstorm ideas and combine its power and resources to achieve the goal –
something the individual would find impossible.

The importance of acceptance by the group should not be underestimated. In the
Hawthorne studies6 it was shown that the group under study had a number of norms of
behaviour, and those who violated those norms would have social pressure put on them to
conform. The groups developed norms of behaviour that can be described in the following
ways.

● Do not work too hard, otherwise you will be described as someone who does too much
work

● Do not do too little work, or you will be described as someone who does not make a large
enough contribution to the group

● Do not say anything about a colleague to a supervisor if it will be detrimental to that
colleague

● Do not behave in a way that makes you seem socially distant from the group even if you
are a supervisor.

(Adapted from Roethlisberger and Dickson6)

These norms were part of the way in which the group controlled their output. Their per-
ception was that if they increased their output in order to earn bonuses, the rate of output
required by management would be increased. If fewer workers could produce more, then
the group feared some would be laid off. This influenced the group’s behaviour, and the
norms they developed helped them to control individuals who might have been tempted to
work too hard or to be lazy. Individuals who ignored the norms were punished by the group
in the form of sanctions – ridicule, name-calling, having tools stolen or dropped on
their feet.

5.4.3 Why are organizations so interested in having people working
in groups?

Handy29 lists a number of reasons why organizations use groups; these include the distri-
bution and control of work.

5.4.4 Group structure and communication

Group structure describes the pattern of relationships between the different elements in a
group, and the factors that contribute to the stability of those relationships. The way in
which individuals in a group relate to one another is very important, and is described as
group structure. Individuals are all very different, and within groups it is necessary to rec-
ognize the various relationships that exist. Individuals can differentiate between themselves
in a variety of ways. Buchanan and Huczynski34 identified those of Status, Power, Liking,
Role and Leadership. These five factors all operate simultaneously in group settings.

The main ways in which people differentiate between themselves in a group merits fur-
ther examination.

Status structure

All positions in a group have a value put on them. This value can be attributed because of
the individual’s position in an organizational hierarchy, and is part of the formal status.

Managerial Work 225



Power structure

The ability to be able to control the behaviour of others in order to allow the group to
achieve its goals is absolutely essential. This can be done through a power structure, which
can be linked to a system of authority and avoids unnecessary power struggles, which in
turn may mean failure to reach goals. The greater the range of power sources the individ-
ual possesses, the greater the power that person can use in different situations.

Liking structure

This relates to the way that individuals in groups distinguish between each other, depend-
ing on whom they like or dislike. By analysing people’s responses to questionnaires it is
possible to identify the most and least popular individuals, as well as any subgroups.

Role structure

Everyone in a group carries out certain functions during their interactions with other mem-
bers. Their behaviour is associated with their position in the group, and constitutes the
social role of the occupant of that position. For example, a team leader would be expected
to be highly motivated and professional, therefore the social role of the team leader would
be to motivate others and act in a sensible, mature manner.

Think of the job of a headteacher. Who do headteachers work with? How do the relations
between the different people interrelate?

The headteacher is often the focal person in any meeting. Others who relate to the head are
other teachers, the parents, the pupils, administrative staff and maintenance staff. Each of
these occupies a role in the school as an organization. When all of them meet they act in
different ways, and their behaviour gives an indication of the role they play in the meeting.

Parent may demand information about their child. A teacher might support the head’s
diplomatic answer. These are examples of behaviour and role that we may witness.

Robert Bales35 found that people adopt specific roles in groups, namely proposing, sup-
porting, building, disagreeing, giving and seeking information. The behaviours can be put
into categories and then related to certain roles. For example, the category of information-
seeking means we need a behaviour that allows us to obtain information such as being per-
sistent in our questioning. This behaviour in turn can be used in the role of information
gatherer. In employee relations, staff representatives may ask questions on behalf of those
staff who are less willing to talk in public.

Leadership

Leadership can affect the way groups work, and it is worth referring to the discussion
on leadership both in this section and in section 3.1.

5.4.5 Group communication structure and leadership

Individuals within a group rely on each other to supply information, which invariably
comes through a series of people. Whether the information is required for decision-making
or problem solving, it is essential that people communicate it. Communication chains can

Feedback

Exercise
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distort communications, as we may recognize from personal experience. The person who
has control over information can decide how much or little to reveal, and this can be a prob-
lem where all the information needs to go through one person.

5.4.6 Group formation

According to Homans,36 ‘a group is a social system’. He argued that the group exists within
the combined physical (layout), cultural (values) and technological (state of knowledge)
environment. These environments impose certain activities and interactions on those peo-
ple who are involved in them. In turn, these people develop attitudes and sentiments
towards each other and to the environment.

For example, if three people are working together removing rubbish from a sewer, one per-
son must remain on the surface to winch up the rubbish. One person must be at the base of
the shaft to attach the rubbish, and the third must travel along the sewer to fetch the rubbish.

The physical environment (layout) dictates that the work must be carried out in a partic-
ular way as described. The cultural environment (values) dictates that each person must
believe that the other group members, though out of sight, can be trusted to work. The tech-
nological environment (knowledge) means that each person must be able to carry out his or
her duties safely and professionally.

These three environments act upon individuals and influence their attitudes to each other
and the overall environment. For example, they may unite in adversity against a potentially
hostile physical environment (the sewer). They may develop a system of work rotation as part
of their cultural environment, and they may refuse to divulge to outsiders their local knowl-
edge of the sewer system. The activities, interactions and sentiments are what Homans
described as the ‘external system’, and are determined by the environment as it is imposed on
the individuals. These activities, interactions and sentiments are dependent on one another.

Think of someone with whom you work regularly. Do you have a laugh and joke with
them? If you do, then it is likely that you will have positive sentiments towards them. Then
think about someone to whom you feel positive sentiments. It is likely you will interact
with them a lot.

The two ideas of positive sentiment and level of interaction are interdependent. In other
words, if we feel comfortable about being with or working with an individual it is likely
that we will get on well in our dealings with them.

Homans36 realized that the external system does not exist in isolation. As the interactions
between people increased, they developed their own activities and interactions used to
influence their working lives. These new ways of doing things were not necessarily the
same as those of the formal organization. Homans refers to this as the ‘internal system’. We
may recognize it as the informal organization.

An example of this might be a health and safety procedure which, although is technically
sound, is cumbersome and the cause of problems to the group that has to follow it. Despite
it being the official method, the group may develop its own way which members will
‘accept’ as the correct one even though it is an unofficial method.

The informal and formal systems react with the environment. If the environment changes,
so do the informal and formal systems. The people involved in the informal system have the
capacity to change the formal system because of their ability to change the environment. An
example of how this could be done is through staff suggestion schemes whereby those infor-
mal/unofficial methods (used on the factory floor) are assessed and, if suitable, turned into
formal working practices (acceptable to management). In this way the informal (internal sys-
tem) can be seen to be changing the physical environment and ways of work.

Exercise
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Homans36 makes the distinction between required and emergent behaviour. From a man-
agement point of view, when a job is designed there are certain activities, interactions and
sentiments required if the job is to be done successfully. There are also those activities,
interactions and sentiments that emerge but are not necessary for the completion of the job.

For example, you may observe on the loading bay of a warehouse that staff help certain
lorry drivers by unloading or loading their vehicles while they visit the office and take only a
minor part in the loading or unloading. This behaviour is not required by the staff, because
the driver should be more fully involved. However, because the warehouse staff get on well
with the driver and are allowed to operate the tailgate, both the drivers and the warehouse staff
are content for this system to operate. The driver ‘turns round’ the delivery faster than he or
she would otherwise have done, and the warehouse staff get some variety of work and a break
from their routine. From a company point of view the warehouse staff could be off-loading
the lorry more quickly with the driver’s help and then return to their own duties. However,
from the warehouse staff’s point of view they get something out of their informal relationship
with certain drivers – namely a change in routine that can make life more tolerable for them.

5.4.7 Stages of group development

Tuckman and Jensen37 believed that groups develop in a standard series consisting of five
stages: forming, storming, norming, performing and adjourning (or mourning).

Stage 1: forming

This stage is where group members are trying to find out the purpose of the group, its struc-
ture, and who will be its leader. Members try to develop formal and informal contacts
within the group. They try to determine acceptable patterns of behaviour and identify them-
selves with the group.

Stage 2: storming

This stage, as its name suggests, is one where conflict manifests itself and individuals resist
the limitations the group puts on them. This is often a time where personal aspirations and
emotions appear.

Stage 3: norming

This is a time of consolidation for the group, where relationships become stronger, coop-
eration develops and the boundaries of behaviour, levels of commitment, and trust are
established.

Stage 4: performing

This is the stage where the group begins to function and carry out its task. The focus has
moved away from the group finding out about each other. Now they concentrate on the job,
roles become flexible, teamwork is achieved, and solutions to problems are found.
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Stage 5: adjourning

If a group of people are working together on a permanent basis, then Stage 4 is the final
stage in their development. For temporary groups such as project teams and committees,
once the task is completed they have to prepare to disband. This stage can be one of
reflection and sadness at parting with co-workers, and so is also called the ‘mourning’
stage.

Groups do not always move distinctly through the individual stages of this model. It is
not unusual to find groups involved in a number of stages at the same time. Work can be
carried out at the performing stage while still going through the storming stage. Groups
sometimes also return to earlier stages to rethink what they are doing.

5.4.8 Groups and leadership

Groups usually have a formal leader who is known by a title, such as manager, project
leader or supervisor. The leader can play an important role in the group’s success or failure.

Leadership can be described in terms of styles, as suggested by Lewin, Lippett and White
(1939).38 These are often described as being autocratic (policy is decided only by
the leader), democratic (where policy is a matter of group discussion plus the leader), or
laissez-faire (where the group decides with minimum input from the leader), which is not
always easily related to high group satisfaction. Although to get high group satisfaction it
seems to be necessary to use a more participative style of leadership, it does not necessar-
ily mean that a participative style of management will bring about high levels of perform-
ance. In fact, sometimes a group led by an autocratic leader will do better than one led by
a more participative (democratic) leader.

It is worth looking at some of the theories briefly, and how they relate to groups.
However, leadership is covered in more detail in section 3.1.

5.4.9 Fiedler’s contingency model

Fiedler et al.39 suggest that effective group performance relies upon the correct balance
between the leader’s style of interacting with the staff, and how much influence and con-
trol the situation gives the leader. Fiedler et al. wanted to know if an individual leader was
more concerned with the task to be completed or with relations between the leader and
staff. They assumed that the leadership style (task oriented or relations oriented) was
innate and could not be changed to fit a changing situation. Fiedler et al. developed a
method of identifying an individual’s style by evaluating how an individual would rate
their least preferred co-worker (LPC) – that is, the person in their team who they disliked
most.

If the leader had a high LPC, then he or she was interested more in relations with staff.
If the leader had a low LPC, then he or she was more interested in getting the job done.
Fiedler et al. went on to identify three dimensions that they believed define the key situa-
tional factors that determine how effective a leader will be:

1. Leader–member relations – the degree to which the group supports the leader
2. The task structure – the degree to which the task clearly spells out the goals, proce-

dures and specific guidelines
3. The position power of the leader – the degree to which the position gives the leader

authority to reward and punish subordinates.
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When trying to match leaders to situations, Fiedler et al. assessed whether individuals
were task or relations oriented. This information was then used with the contingency
variables to compare the effectiveness of the leader in a range of situations. Task-oriented
leaders did better in situations that were either very favourable or very unfavourable.
Relationship leaders did better in moderately favourable situations.

Fiedler et al.’s findings can be used to match leaders and situations. Once we know an
individual’s LPC score, we can determine in which situations they would be most effective.
We would have to analyse the situations using the three contingency dimensions mentioned
earlier. Knowing both the situation and the type of leader we can now decide on a course
of action. Fiedler et al. assume that the leader’s style cannot be changed. We can either
identify a situation with the wrong leader type and then change the leader for another of the
correct type, or change the factors that influence the situation. In this way we change the
situation from one that is unsuitable for a particular type of leader to one that is suitable.
The practicality of so doing in a busy workplace is, of course, arguable.

5.4.10 Situational leadership

This is a contingency theory of leadership that concentrates on those who follow the leader.
The leadership style required depends upon the readiness of the followers because it is their
actions that determine effectiveness. Hersey and Blanchard40 describe situational leadership
as being:

based on an interplay among (1) The amount of guidance and direction (task behav-

iour) a leader gives, (2) The amount of socio-emotional support (relationship behaviour)

a leader provides and (3) The readiness level that followers exhibit in performing a

specific task, function or objective.

Hersey and Blanchard used task and relationship behaviour, but further described them as
being high or low and then related them to four leadership styles: Telling, Selling,
Participating and Delegating. These can be described as follows:

Telling High task–low relationship The leader defines roles clearly and tells 
people what to do, how to do it, when to
do it and where to do it; this style empha-
sizes directive behaviour

Selling High task–high relationship In this case the leader’s style shows both 
directive behaviour and supportive behav-
iour

Participating Low task–high relationship Here the leader and the followers share in 
the decision-making, with the main role of
the leader being to facilitate and commu-
nicate

Delegating Low task–low relationship In this case the leader provides very little 
direction or support.

These styles are used together with four different stages of readiness, which can be
described as follows:

R1 The people are unable and unwilling to take on the responsibility for 
doing something; they lack competence and confidence

R2 the people are unable but want to do the necessary job tasks; they are 
motivated but at the moment they lack the required skills
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R3 The people are able but unwilling to do what the leader wants
R4 The people have both the ability and willingness to do what is asked of 

them

We now look at Figure 5.9, which combines the variables discussed into the situational
leadership model. As the followers move from one level of readiness to another, the leader
has to change his or her leadership behaviour. Not only do leaders change the amount of
control over followers, they also change the relationship behaviour. As the followers move
from inability and unwillingness (R1) to ability and willingness (R4) the leader also
changes, moving from having to be very directive, spelling out clearly what is required and
closely supervising the individual (Telling) to a case where the individual is left to get on
with what is required without too much interference (Delegating).

5.4.11 Group effectiveness, productivity and satisfaction

In order to examine the idea of group effectiveness we need to consider both group pro-
ductivity, which refers to task completion, and group satisfaction, which concentrates on
the internal elements of the group (including its individual members). Group productivity
and group satisfaction will be measured in different ways. If we think back to what indi-
viduals get from group membership, be it safety or self-worth, then they will judge the
group’s performance on the basis of whether it has satisfied their own need for safety,
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self worth, etc. The organization, on the other hand, may judge group success on whether
or not the task has been completed. Judging success will depend on your point of view. The
goals of management can be different to those of the workforce. Management may be more
concerned with getting the task completed at the lowest possible cost in the shortest possi-
ble time. The individual may be more concerned with completing a quality piece of work
without suffering undue stress.

5.4.12 Effective and ineffective groups

Douglas McGregor9 listed eleven features that characterized an effective task group as
opposed to an ineffective one. The following list is adapted from these.

The effective group

● The ‘atmosphere’ is informal
● Everyone takes part in discussions
● Everyone accepts the objective of the group
● Everyone is allowed to be heard
● Disagreement exists and the group accepts it
● Most decisions are reached by consensus
● Criticism is forthright
● Ways of working and work are freely discussed
● Leadership can vary depending on expertise
● Actions are clearly assigned to individuals and accepted
● The group will go through self-analysis to determine any problems it has.

The ineffective group

● There is an indifferent or bored atmosphere
● There is a lack of focus
● There is lack of understanding of group objectives
● People do not listen to each other
● Conflict is either suppressed or develops into open warfare
● Actions are agreed by using simple majority voting
● People are unsure of what they are supposed to be doing
● The chairperson is the leader at all times
● Criticism is considered to be embarrassing and personal
● Personal feelings are suppressed
● The group’s behaviour is not talked about openly.

5.4.13 Influences on group productivity

Kretch et al.41 identified three sets of independent variables that influence group produc-
tivity (see Figure 5.10).

If we want to examine the relationship between a number of variables in a situation, we
need to manipulate one variable in order to see how it impacts on others. If the communi-
cation channels are manipulated, then this is an independent variable. If we want to
know how this affects member satisfaction, then this becomes the dependent variable (see
Figure 5.11).
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In Figure 5.11 the flow of information can directly affect member satisfaction. If that
flow of information is dependent on how well people get on, then persons who do not get
on so well with others may find themselves starved of information and their satisfaction
may fall. If we look at Figure 5.11, we can identify the links between the independent,
intermediate and the dependent variables.

Handy29 highlighted the variables that he considers contribute to group effectiveness,
namely size, cohesion, member characteristics, individual objectives and roles, clarity of
task, the environment, leadership style, process and procedure and finally motivation.

5.4.14 Group decision-making and problem solving

Jay Hall42 examined group decision-making processes and discovered that the effective
groups confronted areas where they disagreed as soon as possible in their debate. It would
appear that by having a wide range of involvement and opinions in the debate there is
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a greater opportunity to discover a solution. The ineffective groups looked for areas of
agreement as soon as possible by methods such as voting. This meant that they completed
the task but did not discover a solution that everyone could agree. This is an opportunity
missed, because it is likely that by having wider debate other ideas may have been raised
that were better than the one on which they agreed. By developing a decision-making
process by consensus, full use can be made of a much wider range of resources. This can
result in original ideas being generated that can be used in areas such as problem solving
and resolving conflict. All the parties to the debate may be more likely to support the result-
ing decision.

5.4.15 Choosing individuals for management teams

Dr Meredith Belbin43,44 has been associated with the idea of being able to identify the suit-
ability of certain individuals to play specific roles in management teams. He and his col-
leagues studied different management teams where they worked in a management college
as well as in an industrial environment. The observations they made were used to try to link
individual variance with group role behaviour and then relate these to output performance.

The major roles, their typical features and the positive qualities are presented in 
Table 5.2.

Dr Belbin’s research43 identified that:
● It was possible to identify and distinguish eight, and later nine, distinct management

styles which were labelled ‘team roles’
● The managers studied tended to adopt one or two of these team roles fairly consistently
● Which role managers became associated with was capable of prediction through the use

of psychometric tests
● When team roles were combined in certain ways, they helped to produce more effective

teams
● Such team roles were not necessarily associated with a person’s functional role, but the

way in which they were combined seemed to affect job success
● Factors that seemed to contribute to effective management by individuals included cor-

rect recognition of own best role, self-awareness of the best contribution they could
make to their team or situation, and their ability and preparedness to work out their
strengths rather than permitting weaknesses to interfere with their performance.
These roles are related to the personality and mental ability of individuals, and reflect

managerial behaviour in connection with the aims and demands of the manager’s job. Since
each role contributes to team success, a successful, balanced team will contain all roles.

It is worth mentioning in more detail each of the nine roles, because they can be used to
identify potential candidates for team positions – an area of interest for the human
resources practitioner.

It is important to note that in order to have regular good results from the team, members
should be selected of a mixed nature. However, to select teams like this is very difficult
because their equilibrium can be upset easily. Belbin43,44 suggests that ‘there is a case for
forming a group whose members are less specialized in their functions and abilities’.
Outgoing, well-disciplined, stable team players with reasonable intelligence can cover all
the functions identified and make good teams.

5.4.16 Committees

Committees are formal groups of people who have been set a number of tasks to com-
plete. They have to accept corporate accountability for their actions, and vary in func-
tion. Some are set up to advise, others to take decisions or investigate past events.
Committees need not be formal or even convened on a regular basis. They may meet on
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a regular or a one-off basis, and can be variously described as boards of directors or plan-
ning groups.

Committees may be established because it is better to have a range of people with
different expertise that can be applied to a problem or task. They can also be used to
avoid too much power falling into the hands of one person. On the other hand, they may
have to take the decisions collectively due to the reluctance of a single manager to take
responsibility.

Committees should consist of enough people for all interested functions to be repre-
sented. It also helps if each member is of similar status, in order to avoid the more senior
member(s) ‘pulling rank’ and trying to dominate the proceedings.

Composition of committees

It is vitally important to select the right person to chair a committee. The chair or chair-
person of a committee must have the confidence and trust of all parties concerned, and must
be able to set the tone and introduce the subjects for discussion. It is also important that the
chair is familiar with the subject matter and has the eloquence and intellect to be able to
integrate ideas. While expected to be able to stimulate debate, the chair must also have the
ability to keep the discussions on course. This has to be done within the terms of reference
that may limit what can or cannot be done by the committee.
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Table 5.2 The nine team roles. Reprinted from M Belbin (1993) Team Roles at Work. With permis-

sion from Elsevier.

Roles and descriptions – team-role contribution Allowable weaknesses

Plant: Creative, imaginative, unorthodox. Solves Ignores details. Too pre-occupied to 

difficult problems. communicate effectively.

Resource investigator: Extrovert, enthusiastic, Overoptimistic. Loses interest once 

communicative. Explores opportunities. initial enthusiasm has passed.

Develops contacts.

Co-ordinator: Mature, confident, a good Can be seen as manipulative. Delegates 

chairperson. Clarifies goals, promotes personal work.

decision-making, delegates well.

Shaper: Challenging, dynamic, thrives on pressure. Can provoke others. Hurts people’s 

Has the drive and courage to overcome obstacles. feelings.

Monitor evaluator: Sober, strategic and discerning. Lacks drive and ability to inspire 

Sees all options. Judges accurately. others. Overly critical.

Teamworker: Co-operative, mild, perceptive and Indecisive in crunch situations. Can be 

diplomatic. Listens, builds, averts friction, easily influenced.

calms the waters.

Implementer: Disciplined, reliable, conservative Somewhat inflexible. Slow to respond 

and efficient. Turns ideas into practical actions. to new possibilities.

Completer: Painstaking, conscientious, anxious. Inclined to worry unduly. Reluctant to 

Searches out errors and omissions. Delivers on time. delegate. Can be a nit-picker.

Specialist: Single-minded, self-starting, dedicated. Contributes on only a narrow front. 

Provides knowledge and skills in rare supply. Dwells on technicalities. Overlooks

the ‘big picture’.



The chair needs to be able to encourage discussion and be forceful, but not forceful to
the point of dominating the proceedings and preventing meaningful discussions taking
place. Perhaps one of the most important abilities the chair needs is to sum up clearly and
concisely at the end of discussions.

This leads us to think of an agenda for the committee. It is important that before a com-
mittee meets, all members are issued with an agenda and any supporting written documen-
tation. The issuing of the agenda and documentation should be done early enough to give
the individual sufficient time to read and analyse the information.

The recording of committee minutes is a skilled and taxing job, and should only be done
by competent professional individuals. The minutes need to be used to identify who has
agreed to carry out future action and by which specified date. Subsequent follow-up action
needs to be itemized for the following meeting.

Committees can succeed or fail, depending on the quality of information they process,
and so it is essential that they are provided with the most up-to-date, accurate information
with suggestions or ideas that may help their deliberations.

Procedures

Committees are often accused of being verbose, over-long in their proceedings and too formal.
However, they need to have sets of procedures to follow in order to help them run smoothly,
be objective and treat all people or subjects fairly and equitably. Procedures that often appear
bureaucratic to the layperson have a real part to play in committee. One of the most serious is
the procedure for voting, because this is where a motion could be won or lost. These rules serve
to ensure that everyone gets a fair hearing and that debates are not spoilt by the repressive or
aggressive tactics of others. It also prevents criminal activity such as vote rigging.

Committees can be misused by concentrating on relatively unimportant matters that
should be the responsibility of managers. Some committee members can see attendance as
onerous, and make excuses for non-attendance. Most committees must have a minimum
number of members attending (a quorum) to proceed with the business.

Advantages of having committees

● Committees can do more work than individuals working in isolation, because they are
better organized and have the necessary resources

● They avoid decisions being taken without full debate because they are able to make a
collective assessment based on facts, and present a united front against any single pow-
erful figure who may disagree

● Expertise in committees is wide and varied, brings together people from a variety of
backgrounds and results in their collaboration and coordination of effort

● Committees themselves become a reference point for those working in an organization;
they know that information can be obtained from a committee, and the same committee
can force action where other individuals may be overruled.

Disadvantages of having committees

● The decision-making in committees is slower due to the sheer number of interests they
may have to take into account; the decisions they do take may be a composite of what
different groups or individuals wanted, and so the decision itself may not be the best but
one that will satisfy most parties
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● The committee can act as a scapegoat for managers who are not prepared to take respon-
sibility; these managers can blame committees when decisions are unpopular

● Sometimes committees become victims of the ‘barrack-room lawyer’ mentality, and so
individuals use the rule book or procedural arrangements to limit the actual amount of
time spent on the real subject matter

● People can easily become committee types and take over, resulting in the uninitiated
leaving it to them and consequently the few can begin to rule the many

● Committees only exist during their meetings, and so if events change between meetings
they can find themselves unable to act because it is difficult to get everyone together.

5.4.17 Meetings

Meetings can be a blessing or a curse, depending on your point of view. Some people feel
that they distract them from their everyday duties; others just resent the time wasted
through attending meetings. On the positive side, though, meetings are an essential element
of working life because they enable us to meet with our colleagues to discuss and debate
whatever subject we feel is relevant. The fact that in meetings we are sometimes not in con-
trol of our own time can make us feel uneasy with others who may seem to have their own
hidden agenda for being there. Meetings come in a variety of forms, from those designed
to pass on information to those where decisions have to be made.

Meetings can become a way of life for some managers, who seem to thrive on arranging
meetings without there being an obvious reason for having them. For this reason we need
to think carefully about our reasons for having a meeting in the first place. One thing we
should do is to give some thought to the costs of meetings. We should realize that the cost
of the meeting is not only its duration; there are also other costs, such as the time and
expense of travelling to and from meetings. We also need to recognize the cost of lost
opportunity of managers who attend meetings.

With this in mind we can ask questions such as, ‘who needs to be there?’ and ‘can we
sort out the issues in other ways?’ This is particularly relevant now, with rapidly develop-
ing technology. Could teleconferencing be used? Can substitutes be sent to meetings where
the issues are less controversial?

The planning of meetings

Once it has been decided that the meeting is necessary, then we need to turn our attention
to its planning. The key item to concentrate on now is the agenda, which should detail what
is going to be discussed. The contents of the agenda should be clearly linked to the reason
why the meeting has been convened.

The agenda items and their order should be agreed between the chair and the commit-
tee clerk in advance. This allows the meeting to follow a clear procedure in an orderly, log-
ical fashion. The agenda should be used to keep control of time, and if the agenda has been
circulated before the meeting, then items such as checking the minutes of previous meet-
ings should be done fairly quickly. Less important issues can be used to begin meetings,
to allow easy resolution and free up more time to debate important items. It is essential
that the important items are covered when people are alert and able to concentrate. Time
is of the essence in meetings, and it cannot be emphasized strongly enough how important
it is to set finishing times. The time management of agenda items is also required, to limit
discussion and focus debate, although this does not necessarily have to be so rigid that it
shortens discussion. There needs to be a flexible approach, but not at the cost of other
agenda items.
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Chairing meetings

The chair of a meeting needs a clear idea about the reasons for the meeting, which should
be reflected in the agenda. The chair has a difficult job at times, and must ensure there is
an equal opportunity for the various parties to discuss and debate their views. Part of the art
of chairing the meeting is to keep the debate constructive and prevent it from deteriorating
into chaos.

The work of the chair falls into three distinct categories: before, during and after the
meeting.

● Before the meeting: the pre-meeting work consists of liaison with the administrator or
clerk responsible for the distribution of all paperwork, and the arranging of agenda items
and who will be representing the different parties at the meeting.

● During the meeting: the meeting should be started with a brief statement about why it
has been called and how long it should last. The chair needs to keep, as far as possible,
to the agenda items as discussed above, and must ensure that everyone who wants to
speak does in fact get a chance to do so. This is easier said than done, because people
can try to dominate and force through their own agenda. In these situations, the chair has
to ensure that each person, where possible, gets an equal and fair hearing.

To assist in the understanding of what is happening, the chair should also take some
time to summarize discussions periodically, and to clarify the situation at regular inter-
vals. It is the chair’s responsibility to decide on a course of action for each item as it is
discussed. This needs to be done with the agreement of all parties concerned. Once the
discussions are complete, it is not unusual (in fact it is probably a good idea), for a chair
to confirm who will be doing the tasks and when they will be completed. Finally, the
chair has to close the meeting and this may have to be done diplomatically because some
people try to continue discussions beyond their allotted time.

● After the meeting: the minutes of the current meeting that will need to be agreed at the
next meeting need to be checked and agreed by the chair with whoever has taken them.
The chair should instruct that they are distributed to the parties concerned prior to the
next meeting.

Those who take part in meetings

Meetings are social events, where people get together to discuss issues in which they
should all have a common interest. Those who attend meetings should think about the
social skills required to contribute to the discussions. Sometimes the ideas that are being
discussed may be complex or new. If members do not fully understand what is being dis-
cussed, they should show some interest – even though it may only be out of politeness.
To listen to others is an art in itself, and it can be most encouraging for the speaker. Good
listening means checking with the speaker that what they have said has been understood
correctly.

One of the reasons you may have been asked to attend a meeting is for your expertise or
advice. You should try to keep your contributions to the meeting as impersonal as possible,
always putting views via the chair.

Meetings can be about the use of social skills to build up allegiances, so you need to rec-
ognize who is sympathetic to your point of view and who is not. This will allow you to
focus your efforts on those who are unsure. It is important to arrive at the meeting well pre-
pared, with all the information you think may be necessary and relevant to support your
case. If you have done your preparation and know your facts, your arguments will be so
much more persuasive or easier to defend.
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Conventional wisdom

(Meredith Belbin, People Management, 20 November 1997)

The Inuit Eskimos are reputed to have 22 different words for snow, while Gaelic speak-

ers can choose between 17 words for mist. If this is true, the general implication is clear:

language develops to express the focal interests of its users.

English offers an enormous vocabulary. Its Saxon and Norman origins alone have led to

many duplicate words for particular objects or concepts, quite apart from all the terms

imported from other languages. This leaves us with vast resources to express almost any-

thing we want to say – or so I always supposed. In fact, the most common response to a

request to speak to a named person at work is: ‘He/she is in a meeting’.

What sort of meeting? Does this mean that one person is talking to another? Are several

people engaged in close conversation in an office? Is a meeting in progress in a board-

room? Is a person listening to a general address, and could they be easily extracted if nec-

essary? ‘Meeting’ is an indefinite word that could signify a gathering of any number of

people, spontaneous or planned, formal or informal, arranged with a specific end in view or

for a general exchange of information.

But does this semantic vagueness really matter? Recent evidence suggests that it does,

since people who attend meetings rate their usefulness according to a set of recognisable

parameters. If managers took account of these, good meetings could be arranged and poor

ones avoided.

We developed the Workset scheme to help companies come to grips with the problem.

This colour-coded system for describing different types of work was first described in

People Management earlier this year (‘True colours’, 6 March).

Workset contains seven categories, each labelled with a different colour. These are used

by employees to indicate how their time is being spent. One of the categories is ‘pink work’,

which is used to describe the time that, in the jobholder’s opinion, is being wasted through

problems such as obsolete procedures, poor planning and interruptions. Among executives,

the largest single category of pink work has been found to be time spent in meetings.

For example, during one training seminar for Workset facilitators, a senior administrator

in the public sector said that he spent much of his day attending meetings ostensibly, in the

words of his job description, ‘to report to and advise the chief executive’. The administrator

classified this as pink work. He told the chief executive: ‘You receive the minutes anyway

and you seldom take my advice.’

‘Very well,’ the chief executive replied. ‘Let’s cut it out.’ Freed from routine meetings, the

administrator was able to spend more time on other duties, increasing the volume of use-

ful work he accomplished by one-third.

It would of course be too simple to dismiss the general value of meetings. But the over-

riding issues should be: what principles should underlie the formation of meetings and who

should attend them?

One person’s useful meeting is another’s waste of time. Typically, the people who classi-

fied their meetings as pink work were those who did not speak or who were not consulted.

If there is a general pattern, it is that the larger the meeting, the more pink work figures.

This is to some extent inevitable, since larger meetings give less scope for individual con-

tributions.

Although size seems to be the most important factor governing the usefulness of meet-

ings, other factors also affect behaviour, such as differences in seniority, how far functional

roles determine and define the part an individual plays, and whether there are established

structures for conducting the meeting.

Continued
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But many of these factors operate as dependent, rather than independent, variables. For

example, in large meetings seniority seems to have a major effect on the roles that individ-

uals adopt. But when a small number of people get together, seniority becomes less impor-

tant and personal relationships become the governing factor.

Taking into account the variety of meetings and the distinctive types of behaviour that they

generate, there is clearly a case for developing a standard working vocabulary. Size is a

good starting point for grouping meetings. It acts as a hub to which other features attach

themselves. But unstructured meetings can prove the exception, because their lack of

constant elements puts them in a class of their own. I have come up with the following

groupings.

OVERVIEW OF MEETINGS AND BEHAVIOUR

Code Description Likely Predominant Opportunities
size behaviour Risks

SM1 Sub-meeting < 4 green white
TM1 Informal teams selected 4–5 orange white
TM2 Semi-formal teams 5–6 orange

selected
GM1 Semi-structured groups 6–8 green/orange, 

yellow
GM2 Structured group 8–10 yellow pink
FM1 Formal and structured 10–12 blue pink
FM2 Formal and seniority 12–20 yellow, white pink

driven
MM Mass address > 20 yellow, pink
UM1 Unstructured and new uncertain pink, yellow

versus yellow
UM2 Collapsed structures uncertain orange, pink

Sub-meetings (SMs)

When two or three people meet, their discussion often takes the form of a chat. There is

seldom a fixed agenda, and there are few constraints on how business is conducted. Calling

it a meeting seems almost grandiose, so the term ‘sub-meeting’ is preferred. SMs are inten-

sive, and depend heavily on interpersonal relationships. While they allow a great deal of

green work (tasks that vary according to the response of others), the conditions also

encourage white work (new and creative undertakings).

Team meetings (TMs)

The term ‘team’ has its roots in sport. This is significant, because members of sports teams

have a fixed position and have to be selected – professional footballers, for instance, can-

not count on being selected for every match. Similarly, in business there is an important dif-

ference in effectiveness between smaller groups consisting of selected ‘players’ and larger

unplanned groups. A large team is virtually an oxymoron: additional members add nothing

to performance and get in the way of real progress.
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The smaller the team, the more likely it is that selection has played a part in getting the

desired balance. In the classical, perfectly balanced TM1, there are individual and shared

roles, but no leaders. Members choose informally the roles they will adopt, are versatile and

are often interchangeable.

In the slightly larger TM2, some structure guarantees ordered working. For instance, a

chairperson may be appointed from the outside or elected by the team. In either case, the

effect is to limit the roles available to others. Despite this, most TMs give opportunities for

interaction and so encourage interactive tasks (green work) and shared responsibility

(orange work).

Group meetings (GMs)

Unlike team meetings, these occur where membership of a group confers automatic mem-

bership of the team. In other words, the meeting is synonymous with the collective gather-

ing of the group. Departmental meetings fall into this category, as do committee and other

meetings where representatives have an automatic right to be present.

By their nature, group meetings are larger than team meetings. The more intimate GM1

leaves some room for members to choose their own roles, whereas roles in the larger GM2

are determined by occupation and seniority. Invariably, the manager takes the lead and

maintains a strong grip on all yellow work (personal responsibility for meeting an objective).

Formal meetings (FMs)

Meetings that extend beyond the working group may contain members who rarely see each

other. These raise issues of status relationships, as seniority may not be clear cut.

In FM1s, the appointment of officers facilitates progress and reduces conflict. They per-

form set duties with plenty of blue work (tasks carried out to a prescribed standard), while

rules govern the way that the meeting is conducted.

The problem is that proceedings can be slow. That risk grows with even larger meetings,

but is averted by the form of an FM2. Here, progress is accelerated by the presence of a

senior manager who can overrule others, if necessary. The enhanced role of the chairper-

son offsets the need for officers and reduces opportunities for other contributions. Although

this can increase the amount of pink work, an enterprising member who succeeds in catch-

ing the leader’s eye can achieve creative white work, which could also put them in line for

promotion.

Mass meetings (MMs)

Some meetings are too large for interpersonal relationships. These are seldom about peo-

ple conferring or exchanging information. They tend to be assemblies where someone is

addressing an audience. Even if the MM fails to reach its ideal size, it does not change

things, since the address is not designed to invite comment.

Unstructured meetings (UMs)

If FMs are at one end of a spectrum, UMs are at the other, because their form does not

have a significant size dimension. UMs are assemblies without a structure, and they fall into

two types.

Continued
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With the UM1, the subject is new, which is why the meeting is being convened. As a con-

sequence, attendance remains uncertain and a structure has not had time to form. Here,

pink work is at its pinkest.

Such a meeting needs to be distinguished from the UM2, which commonly grows out of

the ashes of an FM1 and therefore contains a ghost of a structure. This happens when pre-

vious officers have resigned or organizations have lapsed, yet a body of rules, traditions

and, perhaps, assets still exist. They present an opportunity for ambitious people to oper-

ate in cabals, and give scope for orange work.

Meetings have disadvantages. They consume time and money and can become sources

of boundless frustration. But they also have advantages. Specific types of meetings serve

particular purposes and the world cannot do without them.

SMs are suited for acts of spontaneous creation. For instance, prime examples of

entrapreneurial enterprise have resulted from a fortuitous meeting between three people in

a canteen. TM1s have more to do with organized creativity, while TM2s are the standard

models for effective project work. GM1s are about shared planning and are well suited to

handling important issues of detail. GM2s are concerned with direction and are the recog-

nized vehicle for leadership in the working group.

FM1s focus on coordination across functional boundaries, while FM2s can project cen-

tral goals and the need to counter fragmented effort. MMs typically contain an announce-

ment of unusual importance, but otherwise they are intended to be inspirational. Finally,

UMs are spontaneous gatherings to establish or restore a form of organization.

In an ideal world, each type of meeting would comprise an ideal number of people meet-

ing for the ideal period. Realistically, other factors always distort the situation. Attending a

meeting may allow escape from the dull office routine, open up social connections and

enhance personal status in the organization. People are attracted to meetings like bees to

honey. But where the numbers invited, or self-invited, exceed the desired figure, effective-

ness is compromised.

The ideal model is worth considering. Size should be seen as critical to purpose and out-

comes. It should be controlled wherever possible. Another lesson is to avoid mixing types

of meeting as far as possible. All too often, laziness or expediency results in meetings

becoming heterogeneous and too long. Loss of focus increases pink work and lowers

morale.

If managers treat meetings as a subject that can add to corporate learning, they will do

away forever with the image of ‘meetings, bloody meetings’

(Reproduced with permission of Dr Meredith Belbin, of Belbin Associates, 3–4 Bennell Court, West

St., Comberton, Cambs, CB3 7DS.)

Participants feeding back

Once meetings are over you will need to report back to your manager or staff about what
has happened, and you must have a clear understanding about what has been agreed
because any action they take will depend on your advice.

To summarize this section briefly, you can now appreciate why individuals and organiza-
tions have an interest in belonging to and having groups. Groups are not simple, but are
dependent on a wide number of variables for their successful operation. We have examined

Summary
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how they form and how we need to be aware of their design if we are going to have a suc-
cessful team.

We have also looked at committees and meetings, how they operate, and how they need
to be planned and carefully directed by a chairperson.

Blue Skies

Franz Bugler was a man with a mission. He had worked successfully as a senior man-
ager at Disneyworld for 10 years and now, at the age of 35, he wanted to branch out on
his own. Together with his wife Claudia and with financial backing from a group of
European banks, they had purchased a poorly performing holiday complex on the south
coast of Malta.

Claudia had been an international skier who also worked for a number of French ski-
ing companies, setting up self-catering ski resorts in the French Alps. Franz’s big idea
was to use the popularity of football following the success of the 2002 World Cup and
create a family holiday with a sports theme. The sports would be provided at differing
levels of ability, ranging from the keen amateur to the complete novice. Not all sports
would be offered; only rugby, football, swimming, water skiing and tennis. Franz
decided to call his venture ‘Blue Skies’ to reflect his vision of sport being enjoyed under
a beautiful Mediterranean sky. Franz believed that by offering sports coaching for all
ages and abilities, together with access to a large beach area, there would be something
for all members of the family to do.

Franz and Claudia together planned their venture in the finest detail. They recruited
coaching and managerial staff from their native Austria and France, where they chose
people who Claudia had worked with in the ski resorts. Local Maltese staff were
recruited to provide catering and domestic support, although the chefs in charge were
either Austrian or French. Franz was the kind of manager who gave orders and expected
them to be carried out to the letter, while Claudia’s experience in France meant she had
a more mellow approach.

After extensive refurbishment Blue Skies opened to holidaymakers, and during its
first year things went relatively smoothly. The majority of guests were drawn from
Austria and France.

As part of their meticulous approach, Franz and Claudia put in place strict procedures
for managers to follow. They then left the managers to carry out the day-to-day work of
running the complex while they attended to their other business interests in the USA,
Austria and France.

Staff were organized into groups based around the sports instruction they were deliv-
ering or the duties they were performing. The sports instructors saw themselves as the
most important group. Groups often consisted of just one nationality – Austrian, French
or Maltese – although there was some mixing of the various nationalities. However,
when this happened, subgroups seemed to form within the main group. Group member-
ship tended to be of a transient nature because workers were often young people who
would work for a few weeks and then move on, leaving behind a nucleus of workers who
knew each other well. Despite having some considerable experience, group members 

Continued
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were not encouraged to voice their opinions; they were told that their targets were all-
important and that that is what they should concentrate on and follow their written
procedures.

This led staff to become bored and have low motivation, and caused conflict to arise
among group members who had different views of what was expected of them.

It was in year two, during a period when Franz and Claudia were absent in Austria,
that problems began to arise. Two groups of holidaymakers clashed over the availability
of some of the sports facilities, caused by a series of staff misunderstandings. Both
groups claimed they had booked the facilities, staff were unable to deal with the situa-
tion and a scuffle broke out. The situation wasn’t helped by the fact that the staff them-
selves began to argue about whose fault it was. The situation escalated, people were
injured, property was damaged and the police were called. They restored order and
threatened the complex with closure if the situation reoccurred.

Some staff felt the situation had been inevitable and said they had been surprised that
something as serious as this hadn’t happened before. They got together in their various
national groupings and agreed that they weren’t prepared to risk physical injury because
of what they saw as management failings. Many agreed to go on strike and, despite the
pleading of their managers, they refused to work until Franz and Claudia returned to sort
things out. Franz and Claudia were notified and returned to a hastily convened meeting
of their senior managers to try to determine what had gone wrong.
Task

In a group of two or three people, examine this case and suggest why you think this sit-
uation might have occurred and what can be done to prevent its recurrence.

There is a number of areas we could use to suggest reasons for the events outlined in the
case. We could look at the leadership of Franz and Claudia. Roles suggested by Mintzberg
include leadership, monitor and disturbance handler.

Their leadership leaves something to be desired because they seem to want to carry it
out by writing instructions for others to follow, plus they do not seem to be totally
focused on Blue Skies as an organization. This reflects on what they see as a priority. If
staff think that this organization isn’t a priority for the boss, then why should it be a pri-
ority for them?

In the monitor role, Franz and Claudia should have their finger on the pulse of the organ-
ization and be aware of what is happening, even if it means listening to what is being said
on the grapevine. This would give them an idea of what staff are thinking and the problems
they are facing. They don’t seem to be doing this, because staff seem to be saying they
could see this situations coming but the managers couldn’t.

When they were needed in the disturbance handler role, Franz and Claudia were absent
and the managers they had delegated to were not able to deal with the situation. Again, this
is an indication of their leadership styles. When they write everything down for the man-
agers, then if anything falls outside those procedures the managers don’t seem to have the
confidence to act on their own and use their initiative.

This leads us to the subject of delegation. If we choose to delegate, then we must
select the right person and that person must have the opportunity to develop in the role.
His or her activities must be monitored and controlled just in case too much has been
delegated and the individual is unable to cope. In this case it seems that there has been
a great deal of delegation very quickly, but in this particular crisis the managers were
unable to cope.

Feedback



Management control is also an important issue that may have played a part. Direct obser-
vation can be very important, and by walking about the complex managers will learn a great
deal about what is going on. However, if management control is carried out solely through
written procedures, then individuals can grow to resent them and become rigid in how they
approach their work.

There appears to have been a breakdown in communications in this organization. This is
not surprising, given the different nationalities and cultures that are being brought together
in one organization as well as the reliance on written instructions and a formal approach to
communication.

This can also be seen in the approach to group work. The groups seem to be too tem-
porary, and because of this they don’t seem to be able to go through the full process of
forming, storming, norming, performing and adjourning. These groups may well be inef-
fective, especially if they feel they can’t speak out, they lack focus and they have low
motivation.

Suggested approaches for the future would be for Franz and Claudia to examine their
leadership roles and where their priorities lie. There is a range of approaches to leadership,
and they might want to consider a number of options before deciding which is best for them
and an organization like Blue Skies. They need also to consider carefully their policy of
delegation. They must choose who to delegate to and then make sure that person receives
the correct support, is monitored carefully and that the communications between them are
excellent.

Communications need to be extended from the formal written format to the informal.
There is a range of ways to communicate, from team briefings to reports. As many forms
of communication as possible should be used, especially in organizations where there is the
possibility that the message may be distorted and misunderstood – something that has evi-
dently happened at Blue Skies.

Groups at Blue Skies need attention, and in order to make them effective it is important
to try to keep the groups together so that they have time to bond and go through the whole
process of development. This may mean looking at what training is being given and exam-
ining why people are leaving after a few weeks. We may also need to consider whether the
groups are actually working by asking if group productivity and member satisfaction are
acceptable. This may take us back to questions about group leadership, motivation and per-
sonal relationships within the groups themselves.

5.5 The role of human resources management
in health and safety

Protecting people from the hazards of their work is an unremitting task for all active

trade unionists. It requires dedication, patience, skill, determination – as well as

detailed knowledge of workplace hazards and how to overcome them. But it is

also one of the most worthwhile tasks that any trade union member can undertake.

For no one should ever forget the sense of anger, frustration and despair that follows

a futile accident or disease at work which could have been prevented by taking

simple precautions.

(Norman Willis, former TUC General Secretary45)

Managerial Work 245



In this section you will:

● Examine the role human resources management has to play in health and safety at work
● Examine some of the European and UK health and safety legislation
● Look at how we can introduce health and safety policies.

5.5.1 Introduction

Both managers and employees need to be aware of the necessity of a safe working envi-
ronment for all. Managers especially have a responsibility as part of their management
function to promote safe working methods. However, like so many issues in business,
health and safety is also affected by external pressures such as social, political, economic
and technological factors. Employees and trades unions are aware of how dangerous a
workplace can be, and they and society as a whole can put pressure on organizations and
government to do something about unsafe working practices. Sometimes this can be as a
result of the outcry following disasters like the Potters Bar railway station crash on 10 May
2002, where seven lives were lost and many were injured. The public put pressure on gov-
ernments to introduce legislation to protect people at work and to protect the public gener-
ally when they use the services or products supplied by employers. Economic factors
influence health and safety when precautions are not taken because they are deemed to be
too expensive or economies are made to save time and allow employers to make more profit
or reduce expenditure. Finally, the issue of technology and its rapid development is critical.
As technology advances, more pressure is put on workers to change their working methods
without any real understanding of the impact these might have on their physical and men-
tal well-being. It is in this arena that the manager has to come to terms with their obliga-
tion to health and safety issues.

How does the human resource management impact on health and safety as an issue? It
can be seen from Figure 5.12 that there is a number of different ways that it can impact on
health and safety issues. The following is a brief outline of each area of impact.

Recruitment

By paying close attention to the people who are recruited, organizations can reduce the risk
of health and safety being compromised. It may be possible to identify individuals who are
less likely to break rules or, in particular, take unnecessary risks. For example, the con-
struction industry pays close attention to its safety record, insisting that all employees
(except Sikhs, who are exempt by statute) wear hard hats in areas where it is clearly indi-
cated that they must do so. The advice is, no hats, no boots, no job.

Section
objectives
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Figure 5.12. How human resource management can influence health and safety.
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Philosophy of human resource management

Having a philosophy that puts the person at the centre of the organization’s operational
focus will mean that issues such as individual employee health, safety and welfare become
a central part of management philosophy.

Human resource planning

The planning of work is an ideal opportunity to examine existing working methods criti-
cally. It is then possible, and indeed advisable, for the employer to build in safe working
practices when they design new working methods. This will (hopefully) focus attention on
and encourage safe working practices to be adopted.

Employee relations

The HR manager has a dual role to play: on the one hand, he or she can help foster good
industrial relations by emphasizing to the workforce the positive contribution health and
safety makes. However, on the other, he or she may have to represent the employer at
employment tribunals or in court when issues of health and safety are pursued to seek a
legal remedy. The HR manager must also be aware of the need to develop a good working
relationship with any recognized trade unions who represent employees, in order to get
their full support.

Appraisal

Knowledge of current health and safety issues and practice can be built into the appraisal
process. If a gap in the appraisee’s knowledge is detected, then managers can recommend
an appropriate course of training.

Legislation

There is a great deal of health and safety legislation, and it is necessary for the HR man-
ager to keep abreast of it. The key reason for this is that invariably other managers will
expect the HR manager to advise on health and safety issues that affect the organization, as
well as represent the organization when dealing with external agencies. However, you will
note that under the Management of Health and Safety at Work Regulations 1992 the organ-
ization must appoint a ‘competent person’.

Training

It is the role of the HR manager to raise awareness of health and safety issues for all staff.
Because of their unique position (access to senior management, legal documents, new
data and training), HR managers can ensure that health and safety is taken seriously and,
with the support of senior management, ensure that everyone knows his or her responsi-
bilities.



5.5.2 Health and safety law in the United Kingdom

It is not the intention of this book to try to cover every aspect of health and safety legisla-
tion, for it is very extensive, but to give the reader an idea of its origins and its breadth
and depth.

Health and safety law in the UK is a mixture of statutory and common law, which may
give rise to both criminal and civil actions. Statutory law has been enlarged very
considerably over the past 20 years, and more recently through the influence of the
European Union and its directives. Several statutory regulations, such as the offshore
installations (Safety Representatives and Safety Committees) Regulations 1989, have
been introduced because of widely publicized national disasters, like when the Piper

Alpha oil-drilling platform was ravaged by fire in 1987 with the loss of 167 lives. The
first health and safety laws in the UK were introduced in the early Victorian era to com-
bat safety risks in factories which employed children as young as five years of age.
Together with the common law, these two sources provided the mainstay of the country’s
health and safety law until the 1960s. The biggest development of the twentieth century
was undoubtedly the introduction of the Health and Safety at Work Act 1974 and
Regulations made under it.

Common law duty

Under common law there are obligations both for employer and employee. The following
is a brief résumé of them.

An employer is obliged to take such steps as are reasonably necessary to ensure the
safety of their employees. This can be done in a number of different ways, by:

1. Providing a safe place of work, safely constructed and maintained
2. Providing a safe means of access to a place of work, for example a footpath
3. Providing safe systems of work – including staffing, equipment and supervision
4. Providing adequate and safe equipment and materials, including clothing
5. Employing competent fellow-workers
6. Protecting employees from injury, including injury from criminals.

Every employee while at work has the duty:

1. To take reasonable care for the health and safety of himself and of other persons who
may be affected by his acts or omissions at work

2. To cooperate with his employer, in respect of compliance with the law.

In addition, the employer must:

1. Provide compulsory insurance against liability – The Employers’ Liability (Compulsory
Insurance) Act 1969 (as amended by the 1998 Regulations) obliges every employer car-
rying on a business in Great Britain to maintain insurance against liability for bodily
injury or disease sustained by employees in the course of their employment

2. Take care of employees and visitors under the Occupiers Liability Acts 1957/1984
3. Have a vicarious liability for acts of employees. An employer is vicariously liable for

the acts of their employee if they are committed in the course of the employee’s
employment. Thus, if a van delivery driver drives negligently while in the normal course
of his duties and causes an accident, his employer is held liable for the damage or injury
resulting.
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5.5.3 Health and safety statutes

The Factories Act 1961 and The Offices, Shops and Railway Premises Act 1963 are exam-
ples of health and safety statutes, but these two have largely been superseded by the regu-
lations made under the Health and Safety at Work Act 1974 (particularly regulations
emanating from directives of the European Union).

The Health and Safety at Work Act 1974 (HSWA)

The original HSWA itself does not specify details of prescribed behaviour or penalties, but
does lay down a framework on which detailed regulations are built. The legislation permits
the Secretary of State quickly to introduce regulations concerning specific health and safety
issues. An example is the Control of Substances Hazardous to Health (COSHH)
Regulations in 1988 (as amended in 1999). Because the HSWA is an ‘enabling’ statute, it
enables the government to introduce secondary legislation where health and safety matters
must be legislated for quickly.

The Health and Safety Commission

The Commission is made up of both employer and employee representatives, and third par-
ties who are experts in their field (see Figure 5.13). The Executive comprises three of the
Commission’s appointees approved by the Secretary of State for Education and
Employment. The Commission’s chief function is to advise and make suggestions for the
implementation of the provisions of the HSWA.

The H&S Executive

The Executive enforces the HSWA and consists of a number of departments, for example
the Factories Inspectorate and the Agriculture Health and Safety Inspectorate.

Powers of the Executive

The Commission, working through the Executive, tries to operate on the basis of using
powers of persuasion first. However, it has the power to act to ensure adherence to health

Health and Safety at Work Act 1974

Health and Safety Commission

Health and Safety Executive Advisory Committees

Inspectorates

Area offices of HSE

HSE National Industry Groups

Workplace enforcement

Figure 5.13. The structure of the Health and Safety Commission.



and safety law. The following details some of the powers of the Commission and the
Executive:

● Inquiries – the Commission can authorize investigation on any accident, occurrence, sit-
uation or other matter that it thinks is necessary to investigate

● Codes of Practice – the Commission is empowered by the HSWA to approve and issue
Codes of Practice under the Act or to complement regulations introduced under the Act
(for example, an employer giving a reasonable amount of paid time off for the training
of safety representatives)

● Enforcement – the Executive and local authorities are responsible for the enforcement
of the Act.

Powers of inspectors

Every enforcing authority has the power to appoint inspectors. An inspector has many pow-
ers to enforce the statutory provisions for which their enforcing authority has responsibil-
ity. These include:

● The issuing of Improvement Notices to require an individual to remedy a situation
● The issuing of Prohibition Notices (for example, to prevent persons using dangerous

machinery).

An appeal against these can be made to the County Court. In more serious cases, the inspec-
tor can begin criminal proceedings against an offender.

Examples of regulations made under the HSWA

● Reporting/recording accidents: The Reporting of Injuries, Diseases and Dangerous
Occurrences Regulations, 1995 (replaces the 1985 Regulations)

● First-Aid Regulations 1981
● Control of Substances Hazardous to Health Regulations 1988 (COSHH) (as amended in

1999)
● The Fire Precautions Act (1971) (FPA) and the Fire Safety and Safety of Places of Sport

Act (1987) (as amended in 1995)
● The Health and Safety (Consultation with Employees) Regulations 1996.

5.5.4 Health and safety legislation derived from European directives

Twenty-two original directives were proposed in 1992, and more have been proposed under
the Social Chapter.

Nearly all European health and safety law is brought into effect in the UK through
Regulations made under the HSWA. EU legislation establishes an approach to health and
safety that covers the creation of ‘systems’ to carry out risk assessment and give high pri-
ority to safety, as well as communication and consultation with trades unions and employee
representatives (Health and Safety (Consultation with Employees) Regulations 1996). The
aim is to improve safety, not simply to maintain the status quo.

Accidents either at work or at home can affect the morale and well-being of the family,
friends and colleagues of the injured party. Discuss this statement with one or two fellow
students, drawing on your own experience where appropriate.

Exercise
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When someone is involved in an accident, our immediate concern should be for their wel-
fare. However, we may well begin to feel vulnerable ourselves (‘it could have happened to
me’). We will also feel shock, especially if we see the injured person. Almost certainly the
family and close friends of the person will feel the shock over a longer period of time. The
effect on work colleagues might be anger and frustration, especially if the potential danger
was generally known. This anger and frustration can then be directed at the organization,
and affect morale, motivation and output. The accident in itself may trigger thoughts of
recrimination as people seek someone to blame, causing further problems for morale and
the need to encourage cooperation. The approach of adopting a blame culture may lead to
everyone playing safe in whatever they do, so stifling creativity and initiative.

5.5.5 Costs of health and safety

Health and safety does not come free. There are costs to be borne both in the prevention of
accidents and in the provision of a safe working environment, as well as the cost of any
accident. The range of costs we can identify following an accident is listed below. This is
not a comprehensive list, and does not include costs such as medical expenses or the human
suffering that may result, but nevertheless it gives a good idea of the different costs
incurred:

● Damaged materials, tools, buildings
● Repurchase of any of the above
● Clean-up costs
● Delays to production
● Costs of catching up on lost production
● Cost of additional workers and their training
● Managerial time carrying out investigations
● Administrative work
● Legal expenses and possible fines and/or compensation (damages)
● Reputation of the company
● Lowered morale of other workers
● Industrial unrest.

5.5.6 Human resource management and health and safety

Human resource management has an important role to play in management of health and
safety. Michael Armstrong46 identifies five basic principles to fashion the management of
health and safety. He suggests they are tracing the causes of industrial disease and acci-
dents, identifying the potential hazards, the commitment of top management, management
accountability, and employee training. The causes of disease and accidents can be dealt
with if health and safety is made a central tenet of managerial effort and the causes are dealt
with systematically.

The identification of hazards forms part of the EU’s approach to health and safety where,
by reporting all accidents and injuries at the workplace and investigating their causes, risk
situations can be identified (see the Reporting of Injuries, Diseases and Dangerous
Occurrences Regulations 1995) (as amended).

Management support and accountability at all levels is required to ensure full imple-
mentation of health and safety procedures. They have to be at the forefront of everyone’s
mind.

As things change and old machines or processes are abandoned, it is always good prac-
tice to use the opportunity to build in newer, safer methods that may have been learned from
past mistakes.

Feedback



Safety representatives

Human resource management should support the use of employee health and safety repre-
sentatives and safety officers. Advice can be sought from a range of organizations, such as
the St John Ambulance Brigade, the Fire Service and HM Inspectorates, as well as obvious
sources such as the HSE.

The employees themselves will have firsthand experience of the problems they face on
a daily basis, and will be able to inform managers of potential problems. HR managers can
play an active role in developing procedures for safety representatives to use during regu-
lar safety checks. These should be done on a formal basis, with clear guidance about what
is to be checked, and whether the checks will be routine or random. Some mechanism for
reporting back needs to be used to alert management of divergence from acceptable
standards.

5.5.7 Risk assessment

The management of Health and Safety is of crucial importance. According to HSE figures,
there were 235 fatal injuries to workers in 2003/2004, and 159 809 other injuries were
reported in the same period.47

Managers have a responsibility to put in place processes to develop and maintain a safe
workplace. The Management of Health and Safety at Work Regulations 1999 requires
employers to carry out risk assessments in the workplace – wherever that may be. Having
carried out such risk assessments, employers are then required to make arrangements to
minimize those risks.

The risk assessment process covers five steps:

1. Identifying the hazards that create risks
2. Deciding who may be harmed by the risks and what might happen
3. Evaluating the risks and work out whether the existing arrangements are adequate
4. Keeping a record of the risk assessments
5. Reviewing them regularly with a view to revising them if necessary.

This relatively simple process enables an employer to look at all aspects of work and the
workplace in order to minimize the likelihood of employees or other workers being
injured.

5.5.8 Producing a health and safety policy

Health and safety policy and policy formulation is greatly influenced by the HSWA, and is
applicable to all organizations with five or more employees. The Act states that every
employer must prepare and revise as necessary a written statement of general policy
towards the health and safety of their employees.

The Health and Safety Executive47 suggests that the policy statement should indicate
responsibility for health and safety. The HSE advice also includes the necessity to either
include in or attach to the policy statement details about risk assessment and how protec-
tive and preventative health and safety measures are planned, controlled, organized, moni-
tored and reviewed.

Determining the policy statement

The policy statement should include the organization’s approach to the issues and details
of the managers’ and employees’ responsibilities to health and safety. Health and safety
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policy should cover everything from people to plant and machinery, as well as working
methods and product design.

It is important that the policy is regularly communicated to employees, understood and
acted upon. Everyone needs to know the key players in health and safety issues, and their
responsibilities for the identification of problems, analysis of the risks involved and then
dealing with them.

Staff involvement

It is essential that staff are fully involved in health and safety to the point where it becomes
a way of life. Staff all need to be competent at their work and have all the requisite skills
that allow them to carry out their work safely. This may mean the organization makes the
effort to assess them and, where necessary, train them.

Managing staff

Staff need to have a role model when it comes to health and safety, and so all managers
should be dedicated to the idea of good health and safety practice. They should be able
to give a clear indication to staff about what is and is not acceptable practice. Where peo-
ple have a particular expertise they should be identified to all staff so that they become a
point of reference when questions are raised about their particular specialisms. All staff,
including supervisors, should know what is expected of them and what their responsibil-
ities are.

Consulting with staff

It is essential that staff and their representatives, trades unions or other associations are
fully involved as much as possible in the development and reassessing of health and safety
policy. Staff have a vast amount of practical knowledge and experience that they can bring
to any discussions. Furthermore, they are the people who will be carrying out the proce-
dures and ironing out any problems, so their insight will prove invaluable. By involving
them as early as possible in the process, it is possible to get them to accept ownership of
the policy and work extremely hard to ensure its success. If they are not involved they may
view it as being imposed, and so either resist its implementation or reject it outright.

Communicating with staff

Good communications are of paramount importance. If people are ignorant of dangers, it
is not surprising that they have accidents. Health and safety issues need to be debated reg-
ularly, and details about hazards and the risks that people are taking need to be pointed out.
If preventative actions are available, then staff should be made aware of them and how to
use them.

Plans and specifications

It is often said that good planning prevents poor performance, and in the case of health and
safety this is no different. Planning for health and safety issues needs to be carried out in a
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logical pattern, first deciding what the organization is trying to achieve, locating any haz-
ards and evaluating risks, and then introducing acceptable levels of performance to an
agreed specification. Once organizations have located a hazard and evaluated the risk it
presents, then they can develop a method of either controlling or removing it. However,
organizations can only do this within the legal framework. For instance, if the organization
can identify a toxic waste by-product of its processes, it cannot just decide to dump the
waste on the street but will have to find a safe disposal or storage method. Organizations
can also take preventative measures and plan to eliminate the toxic waste before it enters
operational processes.

All these approaches need to be judged against a specification so that organizations can
see how well or poorly they are doing.

Health and safety specifications for organizations to aspire to can prove to be motivating
and positive. For health and safety purposes, the specifications can cover anything from the
products and services provided to the raw materials purchased and stored.

An example of the types of specifications required is that used by organizations to check
electrical equipment. A named and trained individual is given the responsibility for carry-
ing out a number of tests on electrical equipment in situ – for example, in offices. Managers
know the individual, they know what they do, they know they carry out the tests at regular
intervals, and if the electrical equipment does not meet their agreed specification it is not
passed as being fit for use and is withdrawn from service. Wherever possible, organizations
should try to make the specifications measurable, achievable and realistic.

You work in a factory where one of the processes is considered dangerous as it involves
the use of caustic fluids. Your manager, acting independently, has discovered a way of carry-
ing out the process more cheaply, and wants you to begin using the new process. You are not
sure where you stand, because you think this might carry an increased health and safety risk.

Legislation exists that makes it a legal requirement for employees to be consulted with
regard to health and safety issues. This can be done either by a trades union safety repre-
sentative or, for non-union employees, by a representative they select. Examples of legisla-
tion covering this issue are The Safety Representatives and Safety Committees (SRSC)
Regulations 1977, and the Health and Safety (Consultation with Employees) Regulations
1996. It also makes good practical sense to have employees involved because this will help
to encourage a culture of good health and safety at work, since they are the people who are
carrying out the work and both they and the employer have a duty to encourage safe work-
ing practice.

Assessing performance

In business, when thinking about performance, organizations often think they could do bet-
ter. With this in mind, they ask the questions, ‘where are we now?’ ‘Where would we like
to be?’ Once they have done this and recognized they are not the best, they then ask, ‘what
is the difference between the standard set by the best and our performance?’ They need to
know why they are not achieving that standard. They can approach this situation by using
two different ways of monitoring, either on a proactive or on a reactive basis.

Proactive monitoring means taking action before accidents happen. Organizations must
have regular inspections and checks to ensure that the specifications set are in fact being
put into action, and that management controls are functioning properly.

Reactive monitoring is a response after the event. In this situation, organizations have to
analyse what has happened and why. This can cover anything from two aeroplanes involved
in a near miss to the investigation of an outbreak of food poisoning. Like the findings from
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any other form of analysis, the information gathered is only useful if it is acted upon. For
this reason, it is necessary to get the information to those decision-makers who have the
power to introduce the necessary changes. It is important when this information is pre-
sented to have already carried out some form of risk assessment and given priority to those
areas of greatest risk. Organizations need not only to recognize the immediate reasons why
a situation has arisen but also to check to see if there are deeper, hidden reasons.

For example, if the driver of a vehicle falls asleep while driving, fatigue can be identi-
fied as the cause and with more rest breaks the accident would not have happened.
However, if the situation is investigated further it might show that the delivery schedules
are so tight and wages so low that in order to earn an acceptable wage the drivers are driv-
ing too many hours, and so breaking EU–UK law. Remedies for this situation will be more
complex, involving careful examination of how routes are organized, how drivers are paid
and how hours are controlled. Some of these remedies will need the authority of senior
managers in order to implement them.

It is important in the monitoring stage that the organization has some way of knowing
how it is performing. It needs to build in some form of checking so that it knows if it is
actually carrying out work to its own specifications, as well as adhering to the requirements
of the law. These checks can be fairly simple ones where notices are posted reminding staff
to carry out duties and then physically checking to see if they have. Managers can keep
records of accidents in an accident book, and use this to try to quantify their cost. Some
organizations monitor how long staff have been logged on to computers and then, at regu-
lar intervals, flash messages on the screen to encourage them to take a break. These
approaches can reinforce the message to staff that the organization is committed to health
and safety and they too should take it seriously.

Reviewing performance

It is often said that in hindsight we have perfect vision. By recording how well the organi-
zation is doing at health and safety activities it can reflect on how well or poorly it per-
formed. This can be done either internally or by using external advisers. Having someone
to audit health and safety activities can greatly improve performance. External auditors can
bring their experience of other organizations and compare performance with that of the
industry’s best. This benchmarking against other organizations can be motivating, as well
as bringing the idea of best practice from other organizations. League tables or progress
charts can be used to convey the message to staff.

Reviews can highlight areas where we need to take immediate action because specifica-
tions either do not exist or are not good enough. Once deficiencies have been highlighted,
then action must be taken. It is very difficult to deny knowledge of a potential hazard if
someone has pointed out that hazard. Insurance companies are reluctant to compensate
people who have been warned about dangers, have ignored those warnings and then have
suffered injury. For example, holiday medical insurance is an absolute essential if you are
travelling to some parts of the world. If you underinsure, then you do so at your own risk.
The same principle applies with health and safety issues. If you have been alerted to a
potential danger and have not taken any action to remedy it, then when someone is injured
and takes a legal suit for damages, you cannot expect the courts or the insurance compa-
nies to look on you favourably.

5.5.9 Further contributions of human resource management

Human resource management can offer a number of different strategies to assist with health
and safety.
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Planning work

Critical examination of the way employees work and the workplace can help managers to
build into new methods or workplaces improved ways of dealing with health and safety. By
using ergonomics48 to design workplaces with staff as the focus, organizations can go some
way to reducing stress and discomfort as well as minimizing exposure to hazards.

Showing commitment

It is essential that senior management shows commitment to health and safety and does not
pay ‘lip service’ to it. Staff get to know whether senior management are committed to
health and safety and respond when they see action being taken, whether this is due to the
intervention of a safety committee or to an individual manager. If these actions do not
receive senior management support, then it is more difficult for staff to accept them.

Checking the place of work

If you walk into the kitchen of a restaurant, you can get an idea of whether or not the staff
are concerned about health and safety on first impressions. This idea of management by
walking about (MBWA) is not new, but it can be used by HR managers positively by
involving trades unions and safety officials. The approach can be linked to staff ‘wellness’
schemes, used by some companies to check the health of employees regularly.

Installation of agreed methods

The methods that are introduced need to be within the remit of the designated manager.
Managers need to be aware of what they are and are not allowed to do. They must not be
faced with the dilemma where they are expected to put safe working methods into practice
but at the same time are denied the funds to do so. Neither should they be told to work
safely but be put under pressure to meet targets, forcing them to compromise safety.

Train everyone

The organization should try to involve everyone in health and safety training. By doing so,
it can develop the necessary skills and know-how to maximize staff output. By enforcing
the rules, the organization can change the behaviour of staff and get them to internalize the
positive aspects of health and safety. For example, when the no-smoking rule was first
introduced on public transport, it faced opposition. However, now smokers automatically
extinguish their cigarettes before boarding and the environment on board is much more
pleasant. Everyone benefits from the internalization of the ‘no-smoking rule’, and the same
idea can be applied in work situations.

Involve staff

There is an obligation under the HSWA for organizations when requested by safety repre-
sentatives to set up a safety committee. This is an ideal opportunity to focus the energies of
staff, help solve organizational problems, develop solutions and put them into practice.



Staff can do this on the same basis as a quality circle (see Chapter 8), and they can be
involved in solving health and safety problems.

Oversee methods

Unless methods are supervised, they can easily fall into disuse and disrepute. It is impor-
tant for the health and safety of all that legislation and health and safety arrangements are
made to work in practical situations. Human resources management can take an active part
in ensuring that this is done by training employees and monitoring their knowledge through
appraisal interviews.

Feedback document

There needs to be some documentation of what the organization is doing. In the same way
that quality assurance (Chapter 8) seeks to monitor quality, organizations need to be
checked to determine if they are doing what they say they are doing in terms of health and
safety. For this to happen a set of criteria needs to be developed, such as staff knowledge
of health and safety issues.

In this section we have looked at the main legislation concerning health and safety at work.
We have seen how EU-driven legislation has found its way into UK law through directives
being transposed into regulations under the Health and Safety at Work Act 1974. We have
looked at the contribution HR managers can make to the development of health and safety
policy, as well as examining some workplace health and safety issues in more detail. HR
managers also have a role to play in terms of the education and training of staff to raise
awareness of the costs of health and safety in terms of the human as well as financial costs.

At the beginning of this chapter we looked at how management has been viewed over the
years. Now we can begin to appreciate how complex is the work of a manager. We know
that managers have a variety of activities they must carry out, and that in order to do them
they need to use their staff effectively and efficiently. This involves the management of the
time the staff have at their disposal through the prioritization and organization of work.
Managers have to understand the behaviour of their staff as individuals and in groups. They
need to be able to communicate effectively and also to work as part of group. They need an
understanding of the process of health and safety. In this chapter we have examined the
interrelationships between all these factors.

Examination questions for this chapter are given in Appendix 2.
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6 Organizations

and change

In this chapter you will:

● Discover what is meant by functional departments and what they do
● Develop an understanding of how organizations are structured.

In this chapter we will review how organizations are structured and the elements that make
up those structures. The functional departments that make up organizations will be dis-
cussed, and their interrelationships explored.

Organizations are dynamic bodies and are subject to constant change, and in order to sur-
vive need to be able to adapt to the changing environment. The pressures for change will
be examined, as will resistance to change.

6.1 The functional departments

In this section you will:

● Examine the different functional departments
● Gain an insight into what they do
● Learn how they differ and how they interrelate.

6.1.1 Introduction

Grouping activities in an organization is commonly carried out on the basis of function.
Functional grouping draws together specialist knowledge that is required for its activities.
For example, an engineering department would bring together electrical, electronic and
mechanical engineers. This allows the function to focus on engineering activities. Typical
functions are research and development, finance, and human resources management.

List all the activities you think your department is involved in. How many links do you
think your department has with other departments?

The list you will make depends on your own personal circumstances and knowledge of
your department. The activities will vary from one department to another depending on
which specialist function you are thinking about, from invoicing in a finance department to
sending out job application forms by HR management. The links that any one department
has with another is often something of a mystery to staff. Employees seldom have much

Feedback

Exercise

Section
objectives

Chapter
introduction

Chapter
objectives



contact with other departments, and so have little idea what they do. It is with this in mind
that the following section seeks to clarify some of the work of other departments.

6.1.2 The research and development department

Research and development, as its name suggests, consists of two different types of work.1

Research in its purest form is a scientific investigation to discover new knowledge, and
applied research is where there is a practical link between the research and the production
of a particular product. Development follows the research, and is normally used on a small
scale to develop the research knowledge through the design of a manufacturing process that
can be used eventually for large-scale production. Development work can also be used to
describe the work done to improve an existing product.

What is a research and development department required to do?

The research and development department has an important part to play in the corporate
planning of any organization. The department is involved in the analysis of the products and
services supplied by the organization and the processes used to make them. By looking at
the organization’s products, the research and development department can identify whether
there are opportunities to develop them further and extend their lifecycle. Threats that prod-
ucts face from superior products can be identified, and remedial steps taken to make them
competitive.

In terms of production processes, the research and development depatrment can identify
areas for improvement and provide the ideas that make this possible. This can be linked to
knowing the current state of scientific knowledge, since research and development staff
should know what equipment and technology is available and at what cost. This can allow
organizations to be more competitive in terms of price, particularly if they can use that
technology to improve efficiency and reduce costs.

The ‘development’ part of the research and development department should be involved
in the conversion of scientific research into products and services that can be sold to make
profits. This means that they have to be involved in all stages of product development, from
the writing of the specific product’s technical specifications to prototype production, field
testing and, finally, its eventual launch onto the market.

Objectives of a research and development department

The objectives of a research and development department can vary because of the long time
spans of some of the projects they undertake. Generally, the following could be included in
the objectives of a research and development department:

● Trying to keep ahead of competitors in terms of technology. If an organization cannot
keep ahead, it should at least be trying to keep up with them.

● Introducing new products within agreed time scales and budgets so that as some prod-
ucts become obsolete there are others to take their place.

Managing in a research and development environment

Research and development and the marketing function have to work closely together.
Where organizations are committed to a customer-focused approach, they also need to
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concentrate on quality as an issue. With this in mind they have to ensure that, despite its
technical excellence, the product is one that the customer wants. Sometimes when technol-
ogy appears to be ‘too complicated’, potential customers can be dissuaded from its pur-
chase. Similarly, the research and development department needs to know what plans
senior management have for the product – for example, is it to be a long-term investment
or a short-term one? This can cause tensions to develop between those who develop the
products and those who have to market and sell them.

Associated problems

Research and development can cause major financial pressures for an organization. In some
industries, pharmaceuticals for instance, it can be up to twenty years before a piece of
research can be introduced as a product into the marketplace. For this reason, research and
development managers are faced with the problem of financial control and how to fund
long-term, complex assignments that may or may not turn out to be profitable.

People who work in research and development can often be single-minded individuals
who are ‘not the easiest staff to control’,1 and may only be interested in the pursuit of
knowledge without any real concern about the commercial viability of the work.

It is important that the researchers have a great deal of freedom to encourage innovation
and creativity. This means relatively narrow spans of control, and greater amounts of dele-
gation and decisions being taken at the level of the scientist carrying out the work.
Management style is likely to be very much ‘hands off’, although to balance this staff are
under pressure to provide results.

Motivation is also an issue, because these staff are very innovative and that alone can be
the motivation to work together with the respect of one’s peers. However, this does not ignore
the fact that salaries are important. If the organization wants to recruit and retain the best can-
didates, then they need to think very carefully and consider any financial package offered.

6.1.3 The finance department

The role of the finance department is to facilitate the control of the organization’s financial
resources. It has a key role in managing income and expenditure and, in the case of private
sector organizations, in identifying the profits made from the organization’s activities. The
line and functional managers of the organization are responsible for income and expendi-
ture, and to enable them to exercise good judgement in their roles they are dependent on
the quality of financial information.

Organizations need money to pay their staff, and staff need money to pay for goods and
services in the wider economy. It is important from the organization’s view that the finance
department has an input into how money is spent and how it is earned, to ensure that they can
control income and expenditure. According to Mullins,2 ‘The stewardship of financial
resources is of vital concern to the majority of organizations’. This puts the finance depart-
ment at the heart of the organization. It will be involved at all levels of the organization. In
planning terms it will be involved in the long-term strategic decisions, at a departmental level
it will decide budget allocation, on an operational level it will decide control procedures.

Companies and sources of finance

When companies need finance, they have a number of sources to which they can turn. The
banks are an obvious source of finance, and so is the government, which will, in some cir-
cumstances, offer grants and tax-exempt status to organizations. The Stock Exchange can
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provide a source of finance through either the capital markets or the issuing of shares. Share
ownership can be with the individual investor, the corporate investor or increasingly
through schemes where employees buy or are given shares.

The management of all financial matters is the ultimate responsibility of the finance
department. The department is responsible for the documentation of financial transactions,
cash handling and the keeping of accounts.

Activities of the finance department

Financial accounting

Financial accounting involves the documenting of financial transactions in a particular way,
usually laid down by the accountancy profession. It is a legal necessity, and has to be car-
ried out on a regular basis.

Treasury management

This concentrates on how the monies that are borrowed by the organization are sourced,
used efficiently and repaid as required. It involves a degree of financial planning, in close
cooperation with other managers, regarding cash budgeting.

Working capital management

The capital available to an organization can take a variety of forms: cash, debts, credit and
stocks. The debts due to the organization need careful management and control. Debtors
need to be pursued as soon as possible before debts become impossible to collect and this
forces the organization to borrow even more money.

Creditors should be paid within agreed deadlines, but some companies do delay paying
their creditors in the mistaken belief that they are saving money. For all organizations the
management cash flow is important, and for private sector organizations it is essential to
continued survival in the marketplace.

Cost and management accounting

Cost and management accounting is heavily involved in the planning, control and decision-
making processes. It seeks to provide management with information that can be used as the
basis for decision-making.

The management of the finance function

Since finance is such a crucial part of the organization, it is vital that it runs effectively
and efficiently. It is important to realize that the finance department relies upon quality
information being communicated from other departments. These relationships between
different departments are essential. For instance, it is important for the marketing and sales
department to supply up-to-date sales figures to the finance department to facilitate good
credit control. Similarly, the research and development department needs to pass on details
of material requirements that can then be given to the cost and management accountant,
who can then estimate the potential impact of using those materials on future projects.
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Planning and the finance department

The finance department can be used to make sure that other departments adhere to their
financial responsibilities and meet their objectives. The fact that departments have a quan-
titative measure with which they can identify can be a motivational factor by providing a
performance measure by which they can be judged.

Think about an aspect of your personal finances, for example when you wanted to make a
large purchase – maybe a piece of furniture, a carpet or a car.

● How did you approach that purchase?
● Did you look at a range of products?
● Did you think about how you would pay for it?
● Did anything happen to make you think that perhaps you would delay its purchase?

An approach that might be taken by a finance department could include an in-depth analy-
sis of the costs of purchase. An appraisal of the investment required would include taking
into account the depreciation of the purchase over its expected life. Alternative sources of
finance would be examined to determine the most favourable interest rates, as well as tak-
ing into account such issues as whether to buy, hire or lease. Finance departments have to
be very careful when spending company money because they have to set an example to the
rest of the organization for balanced use of finance.

6.1.4 The purchasing department

Muhlemann3 describe the purchasing department in terms of having to procure goods and
services of a suitable quality, in the right numbers, at the agreed time, transported to the cor-
rect location, from the right supplier, for the right price. In order for the organization to begin
this process, it needs to know clearly what it wants to purchase. This means that the organ-
ization needs to have detailed product specifications from the production department or end
user. Communications are very important at this point because the supplier has to be prop-
erly briefed by the purchasing department about what the end user wants. This is why the
specification is so important and should be fully understood by the supplier.

It is the purchasing department’s responsibility to buy at the right price for the most suit-
able quality. Sometimes price and quality issues conflict, and what the purchasing depart-
ment has to do is balance the two. For instance, we can buy extremely fast but expensive
personal computers for use at work, but does it matter to the average user of computers if
their machine is ten nanoseconds slower? The slower version could cost considerably less
and do the job just as well, but to convince staff of its quality is going to take time.

In order for the purchasing department to control the quality of its inputs, we can use a
basic four-stage approach:

1. Specify clearly the quality required
2. Choose the suppliers who can meet the quality requirements (here the organization can

use its knowledge of quality assurance and only employ suppliers who have been certi-
fied to the required standard)

3. Ensure that the supplier knows exactly what is required
4. Check the purchases when delivered, and seek remedies if standards are not met (where

dealings are with a quality supplier, this check should not be necessary).

Many public sector organizations have re-directed their attention towards the purchasing of
services externally, as political pressure has developed to obtain some services competi-
tively through market-testing rather than necessarily providing them in-house. For exam-
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ple, in the National Health Service the cleaning of hospitals is often contracted-out to pri-
vate sector organizations, and in local government the collection of domestic waste from
households may be undertaken by private sector contractors.

Managers involved in purchasing in the public sector need to be able to write quite com-
plex contractual arrangements for the supply of services, often over a period of years. They
invite appropriate organizations to tender for the work, encouraging competitive bids, from
which the best (not necessarily the cheapest) may be chosen.

Selecting a suitable supplier

Rather than immediately seeking a source of supply outside the organization, management
should first look inside. Many an organization duplicates its purchases of services, or purchases
them more expensively outside. Training is a good example of this. In most organizations there
are many managers who spend hours developing skills in their staff and training them on a vari-
ety of processes. The same organizations may pay premium prices to bring in an outside
provider to train others, in different departments, in the very same skills and processes.

If no internal provider is available, then the organization must look outside. The factors
the organization should be aware of are:

● Quality assurance – whether the supplier has an accredited quality assurance certificate
● Whether the supplier has a good reputation for performance of the same type of contract.

The purchasing department should build up a list of preferred suppliers with whom they can
negotiate on prices and possible discounts. This list should provide as many alternative sources
of supply as possible, so that the business does not become reliant on too few suppliers.

The purchasing mix

As we have already stated, purchasing is, among other things, about the procurement of
goods. To this extent, we can link the purchasing mix through four related areas – quantity,
quality, price and delivery (see Figure 6.1).

● Quantity – this will be dependent on how fast the organization is using stock and
whether the cost of production delays can be offset by holding less stock. The reason for
this is that holding too much stock ties up capital and is very expensive. Organizations
try to limit stock holding, but if production stops this costs money. Organizations try to
balance this by reordering when stocks fall to a particular level, or by using a just-in-time
method of stock control, where stock is only reordered when required.

● Quality – we have looked at quality issues in the drafting of a specification for the sup-
plier and the use of quality suppliers.

● Price – the monitoring of price over time is essential to try to get the best deal for monies
spent, and this can be achieved by buying ahead or bulk purchases.

Quantity

Price

Quality

Delivery

Figure 6.1. The purchasing mix.



● Delivery – if stock is running low, then it is essential it is replaced or production will
stop. With this in mind it is important to note the importance of good stock control, but
the importance of delivery dates and times to the production process should also be
emphasized to suppliers.

Purchasing planning

This forms a very important part of the purchasing function. As we have mentioned earlier,
the idea of keeping stock costs to a minimum and reordering just in time is a very attrac-
tive proposition; however, it requires a lot of careful planning and control – hence the need
for close liaison with the production manager and the finance department.

Purchasing impacts on areas such as warehousing, security and production, among many
others, and it is for these reasons that good planning is required. Purchasing managers have
to take part in all aspects of decision-making in the organization, sometimes decisions
about the import of raw materials or part-manufactured goods.

Purchasing managers affect the organization’s expenditure, and if they get it wrong it can
be very expensive. The arrival of total quality management (TQM) has meant purchasing
managers having a wider company role where they can insist on changes being made if the
company is to achieve its quality goals. A good purchasing approach will try to get the best
value for money, reduce stockholding and thus contribute to profit.

Purchasing managers need to be in touch with the business environment and fellow-
managers, especially line managers, to advise on market changes in terms of products,
designs and materials. They are not confined to the manufacturing industry but can also be
very influential in the service industry in areas as diverse as computer purchasing and the
negotiation of hotel prices for staff who have to spend time away from home.

6.1.5 The production and operations management department

In manufacturing, the production department is responsible for the transformation of raw
materials into finished products through the various production processes. This requires a
great deal of planning and organization.

The production department needs to work very closely with the other functional depart-
ments – purchasing, research and development, finance, human resources, and especially
marketing. This close liaison with the marketing department is necessary because it is they
who research the market to determine exactly what the customer wants, and this informa-
tion becomes an input to the production department, which then takes over and creates the
product or service required. The distribution of the product or service is then within the
remit of the marketing department, and so the links should be evident.

Production management can be said to consist of five separate areas, according to
Muhlemann:3 product, plant, processes, programmes and people.

The production manager needs to be able to liaise with a wide range of managers from
the other functional groupings. The production function needs to be fully involved in cor-
porate planning because they personify the function that will convert the inputs into the out-
puts required by the customer. This is done through the coordination of product, plant,
processes, programmes and people. The Production department therefore needs to know
what is expected of it and whether it has the capacity to match those expectations.

6.1.6 The human resources management (HRM) department

The following is a brief overview of the work of the HRM department. More detailed
approaches to some of the issues raised are covered in Chapters 3 and 4.
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The HRM department is responsible for the people in an organization and their interre-
lationships in the work situation. The department seeks to involve people in all aspects of
the organization and get them fully to support the organization’s goals, and also to use them
as effectively and efficiently as possible. The HRM department finds itself involved in areas
as diverse as the corporate planning process, the motivation of staff, as well as the smooth
running of relationships within the organization and the organization’s social responsibil-
ity. One of the main areas with which HRM is involved is the planning of how much labour
is required. Human resource planning (HRP) looks at the demand for labour on one side
and the supply of labour on the other. The amount of labour that is required will be influ-
enced by the organization’s corporate objectives. HRM denotes a new approach to the man-
agement of people. Personnel management is, according to Guest (1993)4 and others, a
traditionally reactive approach. This includes a number of methods, such as ‘firefighting’
problems, carrying out administrative tasks, attempting to fulfil all the HR functions instead
of devolving some to functional departments, and ‘policing’ policy and adherence to rules
and procedures. HRM, on the other hand, is arguably a strategic approach to managing peo-
ple, whereby it is much more closely tied into the corporate objectives of the organization.
People are recognized as the most important resource of the organization, and therefore
must be closely allied with corporate aims, while day-to-day operational matters are
devolved to line management, who are more competent than a ‘remote’ personnel depart-
ment to handle immediate activities such as recruitment and selection.

HRM activities

Corporate planning

A simplified view of corporate planning can be seen in Figure 6.2. The organization is
influenced by its environment, represented by political, economic, social and technologi-
cal, legal and environmental (PESTLE) pressures. From this the organization has to decide
what it wants to do, and this can be anything from entering new markets to launching new
products. These form part of the corporate plan, and will have implications for the human
resources required. The requirement needs to be assessed by looking at the present levels
of staffing, taking into account the future supply of labour and the organization’s future
demand for labour. These then lead us to the idea of an ‘internal market’ and an ‘external
market’ for labour: the dual labour market concept. Organizations can promote employees
internally by carrying out career planning for them, or they can recruit externally and bring
in fresh ideas from outside. The use of internal labour can be good for motivation, but
bringing in outsiders can achieve a different approach, which can also be beneficial. Many
organizations often combine the two approaches.

Motivation

Another major area where HRM is involved is the motivation of staff (see also section 3.2).
HRM can have a considerable impact on the motivation of staff by closely analysing their
conditions of service and the type of work they do. Looking at the ways people are
rewarded for their work can improve motivation. In the same way, paying attention to staff
welfare will also motivate some people. One further way people can be motivated is by
analysis of the type of work they do and the degree to which it is repetitive, with a view to
providing variation. Job design techniques can be applied to achieve this, preferably with
the involvement of staff regarding how their work is controlled. By redesigning work and
involving staff, organizations can obtain their support for any changes to be made. The type
of work and the degree of responsibility employees have to take can then be varied.
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HR managers and internal relationships

Employee relations within any organization need careful handling, and it is important for
the HRM department to open clear and easily accessible channels of communication for all
employees. These can vary from drop-in sessions of an informal nature for individuals to
more formal approaches through joint staff and management committees. The use of train-
ing can also help with communications by reinforcing what is expected of employees and
letting them know what issues are contemporary, as well as the obvious outcomes such as
developing their skills. Employers can also use planned change by close involvement of
staff in organization development to improve communications.

Having clear, fair and well-written grievance and disciplinary procedures can also help
internal relations. In both procedures the rules should be set out so that all parties get a
chance to speak and present their case. It is a relatively simple procedure, with a number of
identifiable stages. The use of the procedure can ensure relatively prompt but fair decision-
making. At least both parties know they have been treated fairly and that they have had a
chance to put their case forward. While the outcomes might not be to everyone’s liking, at
least the problem has been dealt with fairly and reasonably. In instances like these, the
HRM department can play a major advisory role in guiding managers and staff alike. (The
handling of discipline is discussed in Section 4.3).

The HRM department needs to meet an organization’s social and legal responsibilities,
and this can be done through a number of HR activities such as recruitment, employment,
health and safety, and pay, to name but a few. In terms of recruitment, this is where the
human resource management department has to become involved in the labour market and
create interest and communicate any details of jobs the organization may have to offer. This
means that the department must act fairly and be honest when giving details of any job in
terms of pay, prospects and duties. Details about the job should be made as widely avail-
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able as possible in the labour market so that there is no discrimination in favour of one
group against another. Organizations also need to be aware of their local environments and
support them accordingly. Wherever possible, they should try to recruit locally rather than
bringing people in from long distances. (See recruitment and selection in Section 4.2.)

In managing health and safety at work, the employer must strive to provide the employee
with a safe working environment.

In terms of payment of wages and salaries, the employer has both a social and a legal
responsibility. First, there is a contractual obligation for an employer to pay wages in full
and at the agreed time provided the employee has met their side of the contractual bargain.
Second, the employer has a social responsibility to the dependants of the employee, who
also rely on monies being paid in full and on time. It is evident from the four activities sum-
marized here that the HRM department has a wide and varied role to play.

6.1.7 The marketing department

Kotler5 describes the marketing concept thus: ‘the marketing concept holds that the key to
achieving organizational goals consists in determining the needs and wants of target mar-
kets and delivering the desired satisfactions more effectively and efficiently than competi-
tors.’ Marketing should not be confused with selling. Selling is the process by which a
salesperson gets the consumer to take part in an exchange process for goods or services;
usually this is in the form of money. Salespeople concentrate on the product or service they
are selling on behalf of the producer or seller. Marketing focuses on the customer, and
attempts to find out the customer’s needs and in what ways those customer needs can be
satisfied.

Marketing activities

Segmentation

The marketplace is made up of a diverse number of customers who want a wide variety
of products. In marketing terms these can be described as market segments, which can
allow organizations to focus on particular groups of consumers. These segments can be
further divided based on a number of criteria – for example, age, gender or income. If we
think of the music market, a young customer may buy pop music regularly but on a small
scale, whereas an older customer may buy more music, of a different kind, on an irregu-
lar basis.

Do you have a supermarket loyalty card? Do you wonder why the supermarkets don’t just
reduce prices instead of giving points that add up to cash rewards? Why do they invest in
all the technology and administration?

Every time you make a purchase using your card, the supermarket adds details of your pur-
chases to its database and can use those data to build a profile of an individual (or groups
of) customer’s buying habits.

This information can be used by the supermarkets to target individual customers or
groups of customers when they wish to launch a new product or range of products. The
information can be used to tailor certain products to certain customers – for example, low-
fat foods to those customers whose database shows a history of purchasing ‘healthy’ prod-
ucts. For a very small reward the customer gives the supermarket a great deal of
information that would be very expensive for it to collect by other means (for example,
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through market research surveys), and the supermarket can then use that information to
influence buyer behaviour.

Segment identification

Perhaps the most important part of marketing is the carrying out of research into markets,
or marketing research. Marketing research consists of identifying, obtaining and analysing
any information relating to the marketing activities. This can cover anything from the
product or service to the way it is packaged. Marketing information is used to aid decision-
making.

Gathering marketing information

Primary research is sometimes called field research, and is carried out using sales staff, spe-
cialist agencies or contacts with professional bodies. This research can be done through
direct observation, questionnaire completion or even experimentation (the tasting of foods).
Secondary research relies on the analysis of existing data that are available from sources
such as books, magazines, trade journals and government statistics.

The marketing mix

Once data have been collated, the organization can turn to the marketing mix. The ‘mar-
keting mix’ is usually described as the four Ps – product, place, promotion and price. If
we consider an organization that is marketing orientated, what it is trying to do is make a
profit by satisfying the wants of the customer. In order to do this there needs to be a bal-
ance between what the organization can do and what the customer requires. The ‘market-
ing mix’ tries to balance how the organization promotes its products in certain markets
(places), and how the customer obtains the satisfaction of their wants by buying (price) the
product:

● ‘Product’ covers the item being sold in terms of its size, weight, colour, packaging and
quality

● ‘Place’ covers how the product is transported to the customer, i.e. the type of sales out-
let, warehousing and distribution network

● ‘Price’ will be partly determined by factors such as what competitors are charging and
any discounts offered – for example, in the motor industry companies can offer a mini-
mum trade-in discount on the price of a new or used car.

● ‘Promotion’ covers the totality of communications used to inform the customer about the
product. This can vary according to the product. If it is a new one, the company must
ensure the customer gets to know about it. If it is an existing product, the aim has to be
to keep it in the customer’s mind. There are different approaches to promotion, the main
ones being advertising, exhibitions and direct mailing.

Marketing planning

Marketing planning will influence the strategy used to try to make the organization’s mar-
keting effective. Predicted sales values and the number of customers the organization hopes
to attract will influence the strategy. For example, if a large number of customers is tar-
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geted, the company can adopt a growth strategy. Where there is a limited number of cus-
tomers, a strategy of focusing only on a single group can be adopted.

We also have to take into account the fact that products can have a limit to their useful-
ness. This can be best described by thinking of a product as having a lifecycle (see Figure
6.3). When a product is new to a market it may not sell in large numbers and make profits.
In fact, because of the initial investment required it may even make a loss. As time goes by,
the sales increase and so do profits. When the market is saturated and the product is at its
peak, so are the profits. When, for whatever reason, the product is no longer purchased,
then sales naturally decrease and so do profits.

Where a product is in its lifecycle will influence the marketing approach. In the ‘new’
phase, the organization will have to concentrate on making the customer realize the prod-
uct exists, making sure it can be supplied in sufficient quantities. As sales increase, the
organization may be able to do less direct advertising and concentrate more on distribution
and production issues. At the saturation stage, the organization may need to remind the cus-
tomer it still exists by looking to the research and development department for potential
modifications that may extend its life. Finally, as sales decrease, marketing may have to be
reduced and concentrated in other areas.

6.1.8 The sales department

The sales department is tasked with creating direct communications with the customer on
a day-to-day basis. Salespeople are expected to win new business, and retain and increase
existing business. They also serve as sounding boards between customers and providers,
and are the staff to whom customers complain and therefore are expected, to resolve any
problems that are raised between customer and provider. This is good in terms of feedback,
because organizations receive it from customers while giving them a feeling of being cared
for when it is done well.

6.1.9 The information technology (IT) department

IT departments are often associated only with computers, without really appreciating fully
what they do, and play a major role in supporting other departments. The IT department is
often tasked with providing management with information. With this in mind, IT managers
must work closely with functional managers to decide just what information they want, in
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what form they want it and how often they want it. These are just some of the criteria they
need to take into consideration, as well as the question of how much it costs to provide.

Information is a very powerful resource, and it can aid decision-making as well as allow-
ing individuals and groups to exert control within the organization. IT departments often
have a responsibility for providing managers with information, which can be anything from
how much profit a supermarket makes per square metre of floor space to how many units
of production are made by each production worker. This information can assist decision-
making greatly, because the organization can predict what profit levels will be needed, for
example, to make the planned supermarket viable. If predictions mean having an excep-
tionally high turnover that cannot be sustained by the local market, then the organization
may have to revise its plans.

By providing managers with information on operational, tactical and strategic levels, the
IT department can begin to take some of the decision-making away from local managers.
An example of this might be the credit rating systems used by some organizations. If indi-
viduals fit a set of criteria developed by headquarters, they score a certain number of points
and can automatically be given credit. If they do not, then the decision is referred to head-
quarters. In both examples the local manager, more or less, has the decision taken out of his
or her hands.

The IT department provides different types of information to different people for differ-
ent reasons. Decision-support systems give managers a range of options and courses of
action. If data are changed in one part of the system, then the IT department can see how it
affects the rest. For example, if mortgage interest rates were to increase, then mortgage
repayments would rise and this might reduce the demand for houses – which in turn might
cause unemployment in the construction industry. By using a range of different interest rate
rises, it is possible to predict a variety of unemployment rates in the construction industry.
It can be a great advantage to the manager who has to make the final decision, because he
or she is able to see the range of effects of actions taken. It can have major implications for
the human resource management department, which can use the information to plan for
redundancies or recruitment – whichever is required.

IT departments can also provide expert information by linking experts in a particular
field from any part of the world to non-experts who need their advice. Recent experiments
have been performed where, using this method, heart surgeons in one part of the world have
directed surgeons elsewhere.

For business, this means the manager can have access to a phenomenal amount of
expertise. Senior managers can use information technology to keep control of or monitor
any part of their business operation. This can mean they have easy access to information
on anything, from profits per business subdivision to how much each office costs to heat
and light.

People working in IT departments often need the same type of management as those
associated with research and development – namely to allow creativity and innovation to
flourish, but at the same time retaining control by ensuring targets are met and quality is
ensured.

It should be apparent that the IT department needs to liaise very closely with all depart-
ments. The production department will need IT for its processes and control of quality; the
finance department needs IT for anything from financial reporting to payroll payments; the
marketing department needs IT for their research analysis and consumer behaviour model-
ling; and the human resources department needs IT for staff planning and record keeping.
This gives the IT department a crucial role to play, and it is under constant pressure to keep
ahead of all developments in technology – whether voice-activated word processing or
video conferencing. This demand for the latest in technology cannot always be met, and IT
departments have to decide who gets the latest technology and who gets second-user equip-



ment. This can lead them into conflict situations with end-users who are asking for the
impossible in terms of technical support or instant maintenance. It is a further dilemma for
the managers of IT departments: the high expectations of end-users who may not know
what they really want and the limitations of what the technology can actually do.

6.1.10 The administration department

Central administration sometimes exists in large organizations, where it is necessary for
one department to control and administer the routine work of all the other functions. The
work that the central administration department carries out can vary from one organization
to another, but the following are some of their areas of work.

Keeping a database

A database of sources of information can be retained and maintained by central adminis-
tration for items such as small ad hoc purchases and details of service providers such as
machine repairers or telephone engineers.

Providing a customer/organization interface

Enquiries from the public, either in person or by telephone, can be dealt with by central
administration. Indeed, the department can act as a filtering mechanism by preventing key
personnel from being interrupted by enquiries of a routine nature. Administration person-
nel can also act as diary keepers for staff who have to go off-site, but with whom there
needs to be contact.

Organizing staff support requirements

By having a contact person in administration, it is possible that a degree of consistency is
maintained when dealing with the making of travel arrangements, booking hotels and other
forms of support requirements for staff travelling on company business.

Providing clerical and word processing support

The central administration department can provide an efficient, effective and profes-
sional service in terms of word processing, photocopying and collation of all written
materials. It can also provide a professional to record the minutes of meetings accu-
rately, followed by speedy and accurate typing. One of the least appreciated of its serv-
ices is that of training functional administrative and management staff in the use of
organizational standard procedures (for example, the standardized layout of correspon-
dence, use of report formats and any other company-wide printed documentation). As
software packages for word processing are updated, it is often left to central adminis-
tration to train managers in their use. Where there is no purchasing function in an organ-
ization, the responsibility for purchasing office equipment and stationery can rest with
central administration.
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Filing

The central administration department often collates and maintains routine computer files
containing items such as standardized letters of response to general enquiries.

Conference planning

The central administration department can play a key role in room allocation for on-site
conferencing or meetings, including refreshment provision. Personnel can arrange for the
provision and duplication of any literature required, and also be available to organize off-
site conferences and guest speakers.

‘HRM is an additional cost that we can do without.’ Together with one or two other stu-
dents, discuss this statement.

You should be able to construct an argument in defence of the HR function along the fol-
lowing lines. Obviously there are costs to running an HRM department. However, the con-
tribution that HRM makes to the smooth and efficient running of an organization through
its involvement in activities from recruitment and selection to giving legal advice makes it
an invaluable asset. Without HR organizations would probably not have the consistency of
dealing with human resources that is possible with HR. This in turn might mean a less effi-
cient and effective organization.

In this section we have examined the different functional departments and the variety of
activities they are involved in, from research and development to administration. This has
given an insight into how different their specialist functions are. Now it should be possible
to recognize not only how they differ but also how they interrelate. We have looked at how
some of those functions have wide-ranging contacts and influence in the organization –
functions such as the finance department, felt to be at the heart of the organization, or the
information technology department, which has to provide all functions with information.

6.2 Organization structures

An organization is the rational co-ordination of the activities of a number of people for

the achievement of some explicit purpose or goal, through division of labour and

function, and through a hierarchy of authority and responsibility.

(E.H. Schein6)

In this section you will:

● Examine organization structure, culture, power, politics and conflict
● Look at the component parts of a structure and their relationship
● Study the different types of structure, bureaucracy and matrix
● Consider different types of culture
● Look at different sources of power and organization politics
● Examine views of conflict and conflict management.

Ask your HR department for a copy of your organization chart, making sure that it includes
your department, and study it. What can you read from it?Exercise

Section
objectives

Summary

Feedback

Exercise



An organization chart can provide you with a lot of information – for example, a career path
you might want to follow or how to locate certain individuals. It should be relatively clear
from the chart on what basis it has been drawn (functions, departments). You should be able
easily to follow the chain of command from your own position through that of your bosses
right to the top of the organization. You should also be able to see how many levels of man-
agement there are in the organization, and then determine whether or not it is a tall, narrow
organization with many levels or a short, flatter organization with few levels. This will give
you an additional opportunity to identify problems with these two types of structure, such
as slower communications and lack of promotion opportunities.

6.2.1 Introduction

We all spend time in our organizations without sometimes really appreciating what goes on
or how complex they really are. It is with this in mind that the study of organization struc-
tures can begin to give us an idea of the rational coordination that is referred to by Schein.
We know from our own experience that there is a hierarchy in organizations, but we may
not be aware of other issues, such as organizational politics or power distribution, with
which it interrelates. By looking more closely at organizations we can obtain a critical per-
spective of some of these activities.

6.2.2 Structuring organizations

Before we begin to examine the structure of organizations, we need to think about what
organizations are, what they do and how they do it.

Organizations come in many different forms and sizes. Some are charities in the volun-
tary sector, some exist to make profits, and some to provide services. Some organizations
are privately owned by families, others by their shareholders, and some are controlled by
the government.

So what are they? Organizations can be viewed as merely collections of people who have
to work together in order successfully to achieve some goal that has been set for them. How
do they achieve this? The answer is by using all the resources available to them – plant,
machinery, money, people and time – and converting them into a product or service that
customers want. This means that there has to be some way of organizing what is being done
in order to achieve the outcomes required, namely goods or service production. We can fur-
ther add that someone needs to be directing the efforts of those who are working in the
organization, who need to have power and authority in order to get others to obey them and
hence get things done. With this in mind we can see that organizations include not only the
way we organize efforts but also how we apportion authority and power and, furthermore,
how we might delegate.

Formal and informal organizations

Chester Barnard7 believed that people need to have a group purpose to coordinate what they
do, and that a formal organization will appear when:

● People are willing to work to a common purpose
● People communicate with one another.

The informal organization depends more on what the people ‘want’ rather than what the
formal organization ‘says’. It is important to recognize that there is an informal organiza-
tion. The informal organization can exist as a network, or number of networks within the

Feedback
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formal organization structure. As a long-term investment or survival strategy, it is worth
learning who the important players are in the informal organization and what are the most
important of their rules and ways of doing things. These informal organizations can get
things done without going through the normal channels, and at times this can be useful.
Informal organizations have their own channels of communication and can, if not carefully
monitored, work against the best interests of the organization. However, if they are directed
positively and valued for the way they can unite people, they can be very hard working in
the interests of the organization. An example of a formal structure is the bureaucracy, which
we will discuss later.

Now that we know that organizations exist to provide a product or a service, this idea
that it has a purpose needs to be put into action and organized. As we have already men-
tioned, it is necessary for some people to have more power and authority than others so
that they can get things done. However, this is not the only aspect that will affect struc-
ture. The key driver of structure will be the organization’s strategy – i.e. what does the
organization exist to do? From understanding the strategy, then the structure will be devel-
oped to deliver that strategy. Other things, such as what it does, where it operates, its size,
its customers, its complexity and its technology, are all examples of influences on its
structure. For example, you can imagine a multinational petrochemical organization being
structured differently from that of a firm comprising a father and daughter operating as
market traders.

The idea that some people have more power than others within an organization leads us
to the view that within organizations there need to be different levels of power and author-
ity. Since people look to their leader to give them permission, and if we accept that organ-
izations are made up of groups of people with different skills and power, it then follows that
the different group leaders will look to their leaders and so on. This brings us to the ideal
that there is a logic to having a number of levels, or a hierarchy of power and authority,
within an organization. As decisions become more important there are fewer people who
can take those decisions, and effectively a pyramid of authority develops (Figure 6.4).

The staff at level 1 look to their leader from level 2 to give them ‘permission’ to act. At
level 2, all the team leaders could together decide on a course of action. However, without
the ‘permission’ from their leader at level 3 this cannot happen, and so we realize that the
organization has a pyramid-like structure with the greatest authority vested at the top.

This authority and how it is delegated helps to create the relationships that exist between
groups of people. Remembering, of course, that management gets things done through peo-
ple, it is important to know who should be given responsibility and how to coordinate the
different groups of specialists who do the work. In organizations, three types of relation-
ship exist: line, staff and functional. However, before describing these it is worth mention-
ing the term ‘span of control’. This refers to the number of staff who report directly to a
particular manager, who is in turn responsible for the work they do. The more staff a man-
ager controls, the broader his or her span of control; the fewer staff controlled, the narrower
the manager’s span of control.

Staff level 4 – Senior manager

Staff level 3 – Administrative manager

Staff level 2 – Junior manager (team leader)

Staff level 1 – Supervisor

Figure 6.4. The pyramid of authority.
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6.2.3 Relationships

Line relationships

In a line relationship there is a direct line of authority between the most senior person (the
finance director) and the most junior (the accounts clerk) (see Figure 6.5).

Staff relationships

Staff relationships involve other groups who provide support to a department. For instance,
the IT department can give advice to the Administration department, but the Administration
department does not have to accept the advice because although they may not be special-
ists in information technology they are specialists in administration, and may not see any
sense in accepting the advice from the IT department.

Functional relationships

A functional relationship is one where a department does have the right to determine how
another department operates in certain circumstances. For example, a Finance department
can insist that all departments accept a standardized approach to accounting or budgeting
practice.

6.2.4 Designing an organization structure

When it comes to the design of an organization structure, Handy8 suggests that an appro-
priate structure is determined by a number of forces – the technology, the market, the size
and the staff.

6.2.5 Departments

We can further divide an organization into departments, and these departments can be cho-
sen based on a variety of criteria. Organizations can be divided according to the following.

Function

This is where there is a concentration on specialization. For instance, the organization can
subdivide the Finance department into areas such as financial accounting, management
accounts and audit. This can result in a very narrow view of the organization, and it is not
unusual for departments to be inward looking and suspicious of other departments and so

Finance director

Financial accountant

Senior accountant

Accounts supervisor

Accounts clerk

Figure 6.5. Line relationships.
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fail to work together. The coordination of their efforts is not an easy task, and breaking
down barriers and obstacles such as departmental self-interest can be a difficult task (see
Figure 6.6).

Product

In this situation each departmental manager has the responsibility for a particular product,
such as cat food, dog biscuits or any other type of product. Product-specific departments
may also have functional departments within them, such as finance or production. This can
allow greater integration of the various functions into the activities of producing a particu-
lar product, and staff and management can be judged by the performance of the product.
Concentration on one particular product can focus the development of expertise in that
area, and can be used to differentiate the organization from the competition. However, the
coordination of all these efforts and the potential for duplication of functional overheads
can result in cost escalation (see Figure 6.7).

Geography

Some organizations choose to subdivide based on which particular part of the country or
world they are operating in. This can move the organization closer to local markets and
move decision-making to the regions. This autonomy can be beneficial because it means
decisions are made by the people who are going to carry them out closer to the market. It
can also raise the issue of control, as local efforts or ideas may not fit in with those of head
office.

Customers

Where a customer is important enough or large enough to dictate it, departments can be cre-
ated to deal with them and them alone. For example, in the gas supply industry a sales
department may be divided along the lines of industrial and domestic customers.

Process

Where products pass through a variety of processes before completion, it is possible to
form departments based on those processes. For example, during manufacture a car might

HRMFinanceProductionMarketing

AuditFinancial
Accounts

Management
Accounts

Figure 6.6. Function division.

Dog basketsCat litterDog foodCat food

Figure 6.7. Product division.
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go through an assembly department, a painting department and a finishing department
before it is completed, and so might a tractor. This allows us to bring together in those
departments plant and machinery, and people with the necessary expertise to work on both.
This can be advantageous in terms of efficient use of machinery and labour.

It is worth noting that although a number of criteria – function, product, geography, cus-
tomers and process – have been used, this is not necessarily a definitive list. What is impor-
tant to remember is not to be too rigid in terms of structure, because each method has its
advantages and disadvantages. Some departments are combinations of approaches.

6.2.6 Bureaucracy

Max Weber9 is the writer most often associated with the term ‘bureaucracy’. Weber stud-
ied power and authority, and concluded that power was the ability to get things done by
threats of force. Authority, on the other hand, was managing to get things done because the
manager’s orders were seen by others as justified or legitimate. This led Weber to identify
three types of authority, which can be described as traditional (by right of birth), charis-
matic (from some perceived special quality), and legal–rational (which comes by way of
the laws of the land or an organization’s rules).

Weber stressed that administration needed to be founded on the rules of experts and offi-
cials, and bureaucracy had the following characteristics, based on his work:

● Specialization: each job requires its own particular expertise
● Hierarchy: the bureaucracy has a structure with a clear demarcation between those who

rule and those who are ruled
● Rules: there has to be a set of rules that are virtually unchanging and can be learned by

staff; the rules cover virtually everything and management must follow the rules
● Impersonality: in a bureaucracy everyone is treated fairly and objectively
● Appointed officials: staff are appointed based on their technical qualifications
● Full-time officials: officials should occupy the one job in the bureaucracy that will

occupy them full time
● Career officials: the jobs should be based on a system of progression that is determined

by seniority or achievement
● Private/public division: any official duties/money/property must not be mixed with per-

sonal/private duties/money/property.

6.2.7 Matrix organizations

An alternative to structuring an organization by specialist department is the matrix struc-
ture, which is used when there is a need to deal with complex projects. The principle behind
the idea of matrix structures is that while retaining an element of functional specialization,
the staff of each function, and indeed the function itself, must be flexible in order to work
on a range of projects or even products.

In a typical matrix structure (see Figure 6.8), the three functions – finance, production
and marketing – would be expected to supply resources, including people, to the three proj-
ects A, B and C. The people would be under the control of the functional head as well as
the project leader. Although this can cause some confusion, the matrix structure has its
advantages in terms of the following:

● Flexibility: people have the opportunity to work on a number of projects with new chal-
lenges

● Communications: project working will mean greater opportunities to network with
other individuals and departments and improve formal and informal communications
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● Responsibility: responsibilities for results are allocated to individual project managers
who then know what is expected of them

● Skills development: by bringing together people from different functional disciplines
skills can be transferred between individuals and best practice can be exported to func-
tional departments

● Motivation: employees can take control over some of the decision-making, and this in
turn can give them ownership of their project with a vested interest in its success.

There are, however, disadvantages associated with matrix organizations, and these can
include:

● Conflict: conflict can arise between functional and project managers. It is necessary
when using this approach to clearly define who has authority and in what areas of the
project.

● Role conflict: the traditional approach to management is that each person should only
have one boss. In matrix management an individual can have two, and this can result in
the individual having divided loyalties and being confused about to whom they are
answerable.

● Managerial costs: management costs can increase because a functional as well as a
project manager is required to carry out the management of the project and the functional
department.

● Management resistance: the self-interest of either the functional or the project manager
can create resistance if either or both feel that their authority or position is threatened.

6.2.8 Centralization and decentralization

This refers to the degree to which authority is delegated in an organization – in other words,
where and at what level in the organization decisions are made. It is impossible to have an
organization that is totally centralized or decentralized. There must come a point where
individuals have some decision-making capability. Similarly, with decentralization there
must come a point where there must be some centralized control.

There is an emphasis toward centralization where managers want to:

● Exercise a greater degree of control over the organization’s activities
● Enforce standard practices and procedures throughout the organization
● Try to guarantee improved or greater coordination of subunits.

There is an emphasis toward decentralization when managers need to delegate authority:

Board

ProductionFinance Marketing

Project A

Project B

Project C

Figure 6.8. A typical matrix structure.
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● To fully utilize local knowledge and expertise
● To keep spans of control narrow enough to be practical
● To reduce centralized structures that are costly and duplicated
● To empower staff through involvement and consequently motivate them.

Why does decentralization happen?

● As an organization grows and develops, specialization is also likely to increase, as will
the number of levels in the hierarchy. The chain linking the very top with the bottom will
also lengthen. This means that in order to deal with the more remote parts of the organ-
ization, delegation and hence decentralization is more likely to take place.

● The advent of cheaper technology has meant that it is possible to decentralize more but
still retain strong central control. This is via a linked technology system that ensures that
managers have easy access to control information, and is achieved through management
information systems and executive information systems that can allow senior managers
access to performance data.

● Decentralization can also occur where organizations want to set up individual cost cen-
tres to make units responsible for their own costs and revenue generation.

6.2.9 Organization design and structure

The following article10 by Keith Rodgers outlines how organization design can improve
performance.

What is it?

The concept of ‘organizational design’ is pretty much self-explanatory, although the word

‘design’ gives it a far more creative feel than it often merits. Most companies have evolved

along traditional departmental lines, driven from the top down in a classic management

hierarchy with little novel thought applied to the way that employees interact with each other,

or with the outside world. Not surprisingly, this approach rarely proves to be the best way

to meet customer demand, and it is certainly not the best way to leverage human capital.

Organizational design addresses these issues – it is all about shaping the company to max-

imize its effectiveness.

The story so far

Organizational design has occupied the minds of the great and the good for decades. In

1937, for example, British economist Ronald Coase published The Theory of the Firm,

arguing that organizations should stick with rigid hierarchical structures even in agile mar-

kets, because that was the most cost-effective way of carrying out transactions.

Coase’s work, which won him a somewhat belated Nobel Prize in 1991, shot back into

prominence in the late 1990s. That, you’ll recall, was when the internet was supposed to

change everything. Cyber-gurus such as Don Tapscott, whose long list of admirers included

Bill Clinton, argued that the internet finally provided a platform for cheap transactions

between organizations, freeing companies to experiment with new, more fluid structures.
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Suddenly, rigid hierarchies were out and flexibility was everything. The concept of collabo-

ration moved into mainstream business thinking, describing the way in which highly-agile

organizations come together at will to form mutually beneficial relationships – sometimes

long-term, sometimes to tackle one-off projects.

This approach turns organizational design theory on its head. When Henry Ford’s motor-

car business came to dominance, he owned his supply chain. Everything from the rubber

plantations that supplied material for his tyres, to the mahogany forest that supplied the

wood. By contrast, when Cisco became the most valuable company in the world at the

height of the dot.com boom, it only owned a handful of the different plants that make its

products. They were primarily built and assembled by others, and in some instances were

shipped directly to customers without even going through Cisco itself. The reason? The

internet made this kind of approach cost-effective.

The advent of the internet also accelerated another trend – towards empowering the cus-

tomer. Historically, organizations have been structured from a supply perspective – what

they sold was primarily driven by what their manufacturing plants were geared up to make.

Today, globalization and internet-based communications give the customer far more flexi-

bility to shop around, and the emphasis is now on supplying what the customer wants,

when they want it. This too has enormous implications for organizational structure. To

understand all the facets of customer need and provide comprehensive customer service,

all the different units within companies need to work together far more coherently. That

means departmental ‘silos’ are history.

The promise

One of the great things about flexible and agile business environments is that they contin-

ually challenge the status quo. In practice, that means the largest, most established organ-

izations dominating today won’t automatically dominate tomorrow – in fact, in many cases

their sheer size and traditional structures will play against them. Theoretically, therefore,

organizations designed for maximum flexibility can make their mark with a speed that his-

torically hasn’t been possible. But the flipside, of course, is that they can also lose it all even

faster.

Effective organizational design holds out the promise for companies to transform their

ability to do business. By breaking down the barriers between internal departments, they

can maximize their human capital through better team-work, improving customer manage-

ment and retention, and maximizing their supply efficiencies by building truly collaborative

relationships.

One thing to bear in mind about organizational design, however, is that the promise doesn’t

always match the reality. Take Cisco – for all its organizational flexibility, it hardly proved

immune to the high-tech collapse. And look at the whole business process re-engineering

movement, started off in the late 1980s by Dr Michael Hammer, and responsible in the 1990s

for some hugely regrettable corporate cock-ups.

Pros and cons

The good news is that the renewed corporate focus on organizational design reflects busi-

ness reality. Agility and collaborative capability are essential, and the only question is the

degree of change required in different sectors and the speed with which it has to happen.

Continued
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From HR’s perspective, a further upside is that today’s organizational design theory places

a high emphasis on unleashing employee value, and as such, it is a key plank of Human

Capital Management strategy.

The cons, however, are both cultural and practical. Quite simply, building an agile busi-

ness is a momentous task. An organization structured around product sets, for example, will

need to be fundamentally reorganized to become truly customer-centric – instead of busi-

ness processes designed to build and supply individual products, it will require processes

designed to fulfil individual customer need from any combination of product. This kind of

change management programme is extensive.

Likewise, for all their faults, hierarchical structures are comfortable for employees, partic-

ularly in terms of management reporting, career structure and perceived status. Agile struc-

tures that encourage cross-departmental activity, team-working and project-based

assignments present a whole host of new challenges, which are likely to encounter resist-

ance.

In addition, new ways of working require new infrastructures. Business agility has much

to do with the way that information flows across an organization, so information technology

plays a critical role. While vendors have been re-architecting their product sets for years to

meet the challenge of business agility, in practice users will still face challenges, particularly

in terms of integration between systems.

Who is on board?

Pretty much everyone, from management theorists to the technology vendors that provide

much of the supporting infrastructure. Bear in mind that the key players may not be visible

under the guise of organizational design per se, but proponents of business philosophies

such as customer relationship management view organizational design as a key plank of

their thinking.

Dissenting voices are most likely to be found within the ranks of organizations.They won’t

just be those of trade unionists anxious about the implications of increased flexibility and

fluidity in job roles. They will also include line managers jealous of their power bases, and

even senior executives.

Verdict

There is huge momentum behind organizational design change to create agile, collabora-

tive enterprises, but the practical hurdles are significant. Ultimately, organizations will be

well advised to take a pragmatic approach, seeking to gain benefits from a series of small

change projects which improve their business responsiveness while building towards a

longer-term collaborative goal.

The HR contribution

Absolutely crucial. Organization design is an area where HR can exert great influence,

demonstrating both its strategic vision and its tactical prowess. Fundamentally, organiza-

tional design is about processes and people – that’s HR’s game.
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6.2.10 Culture

If we think about our own organization and what happens each day when we arrive at work,
we are expected to behave in a particular way. Some of the norms or unwritten rules for
behaviour are that we say ‘good morning’ and are usually polite to people. This behaviour
is part of the socialization process of work and life generally, and it is behaviour like this
that contributes to organizational culture. We are also aware of what is and is not accept-
able practice. We know that we must attend work for a certain number of hours, we know
that we will be consulted in certain situations. These also contribute to culture, and when
we change jobs and work for another organization we know that its culture may well be dif-
ferent. It may have some similarities, but it will also have some pronounced differences.

An organization’s buildings can also make a statement about its culture. Walk around the
City of London and the power, wealth and stability of the financial sector becomes obvi-
ous, and this reflects in the behaviour, hopes and attitudes of the employees. Contrast this
with a small advertising agency in the West End where accommodation is limited and the
approach to work is frenetic, and you can begin to appreciate the differences in culture. In
other words, organizational culture is the collective set of values that informs individual and
collective behaviour – it is the way things are done.

Handy8 developed the idea of four different types of culture – power, role, task and person.

Examine two different departments in your organization. What do you notice?

Each department should exhibit signs of its own culture. This may be recognized through
the actions of those who work in each department. One department might appear to be
casual, sociable and flexible, with a democratic approach to work. The other might appear
serious, quiet, structured and less flexible. Each of these departments has its own culture
(or subculture), and there should be a dominant overriding organizational culture that bonds
the whole organization together. From the dominant culture we can get an idea about how
the organization wants us to behave, but within this there is scope for individual depart-
ments to develop their own codes of behaviour (as in the examples above) as long as they
don’t conflict with the organization’s norms. The ability to recognize the culture of an
organization or department is very important, because the culture tells you how it operates
and if you don’t like the way it operates you can avoid working in that organization or
department. Likewise, if you recognize the culture and like it then you may want to join the
organization or department because it operates in a way you find attractive.

The influences on culture

Handy8 goes on to discuss various influences on the choice of culture for an organization.
The following are based on Handy’s choice of six influences: history and ownership, size,
technology, goals and objectives, the environment, and the people.

Other views on culture

Tom Peters and Robert Waterman11 noted that ‘in an organizational sense, these stories,
myths and legends appear to be very important, because they convey the organization’s
shared values or culture’ and that ‘If companies do not have strong notions of themselves
as reflected in their values, stories, myths and legends, people’s only security comes from
where they live on the organization chart’.

Feedback

Exercise
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Edgar Schein12 suggests that all organizations have three levels of culture, and these are
described as artifacts, values and basic underlying assumptions:

● Level 1 Artifacts and creations: the visible level is what Schein called visible artifacts,
which includes the technology an organization uses, its buildings, dress codes, and
behaviour patterns between managers and their staff.

● Level 2 Values: at this level, Schein identified values that led to a greater awareness of
culture which can be used by the organization and its staff to condition the basic under-
lying assumptions. These include ideas such as company mottos, and stories and myths
about past events and people that might have been successful or even failures, but in
some way united people. Organizations could encourage this by rewarding those who
support the official culture.

● Level 3 Basic assumptions: the basic underlying assumptions are invisible and taken for
granted. They vary very little within the culture and between members, and if people
were to act differently than in ways governed by the assumptions, others would find it
strange. Basic assumptions cover areas such as the nature of human relationships and
human nature. Examples of this might be how people viewed others’ attitude to work, or
manager/staff relationships.

What do cultures do?

Robbins13 argues that culture has a number of functions:

● It ensures differences between organizations by defining what is acceptable and what is
not. What is acceptable in one organization may not be in another, and so the limits of
acceptable behaviour are set.

● Culture makes a statement about the individuals who work in a particular organization
and gives them something of which they can feel proud.

● Culture encourages the subordination of an individual’s goals to those of the organiza-
tion.

● The culture is a framework of behaviour that unites all members of staff.
● Culture is a method of control whereby the values and attitudes of staff are moulded.

Robbins13 suggests that once owner-founders have decided upon what they want to do with
the organization, those values live on. From the values of the founder, organizations then
reinforce the culture by only selecting individuals to join the company who will fit in with
the culture. This means that human resource management can contribute to cultural rein-
forcement.

Human resource management is party to the recruitment of the individual who must fit
in with the values of the organization. This is done by careful attention to the selection
process and how the person specification is written. Once in the organization, HRM can
monitor the employee’s progress through the appraisal system, where adoption of the cul-
ture can be rewarded. Senior management have their part to play by leading by example.
Staff take their lead from role models such as their managers, and will copy their
approaches, good or bad.

Finally, because staff must fit into the culture they have to learn the company’s way of
doing things. For example, when we went to our first infants’ school we had to adapt to
a set of rules that were more rigid perhaps than those of our parents at home. As we grew
older and changed schools, we had to learn ways of doing things at our new school. We
already knew some ways we had learned at our infants’ school, and we took those with
us. We learned some new things when we arrived, but after a short period of time we



began to do things automatically according to the new rules, and so we entered into its
culture.

6.2.11 Power

Power allows us to get things done, so power is what we have to influence others. It is
also worth mentioning the idea of authority at this point. To have authority means that
the individual is allowed to make certain decisions because of where he or she is posi-
tioned in the hierarchy. The higher the person is, the greater his or her authority
and power. The relationship between power and authority within the structure will
detail what each individual is meant to do and what that individual’s relationship is with
others.

Authority and power move from the top of the organization to the bottom, and give man-
agers the right to make certain decisions, to allocate work to staff and to expect their legit-
imate orders to be carried out.

Power can be used to influence people, and those who may not have the authority can
still have power to make people act. This is how informal leaders are able to operate. They
may not have the position of authority, but if they have the power then they can influence
their followers.

The way people use influence will vary depending on the power used. For example, if
physical power is used then this will usually mean the method of influence is force.
People’s behaviour will also be influenced by the implementation of rules by those with
position and resource power. The use of bargaining and negotiation will depend on the
strength or weakness of each party and whether alternatives are available. In this case,
expert or resource power can be used. Referent or personal power can be used to persuade
people to change.

French and Raven14 suggested five bases of power: coercive, reward, expert, legitimate
and referent power.

● Coercive power depends on fear; the idea behind the use of coercive power is that we
fear something unfavourable will happen to us if we do not do as we are told

● Reward power depends upon whether or not an individual can give or withhold some-
thing that is held to be valuable by others

● Expert power exists if people believe an individual has some superior intelligence and
expertise that will help to complete particular types of work

● Legitimate power is usually conferred by the position that an individual occupies within
an organization’s hierarchy; their legitimacy is based on the formal role that an individ-
ual has within the organization

● Referent power is sometimes referred to as charisma, and is the belief that the leader
has traits and qualities that people like and will admire.

Use of power by managers

A manager may be called upon to use any of these bases of power depending on the situa-
tion. The bases can be complementary, and are useful when a manager needs to use them
to influence staff. For instance, a manager may use expert power that impresses employees.
This, in turn, may enhance the manager’s referent power.

It should be remembered that managers need to use power carefully because it is part of
a dependency relationship. Dependency relies very much on how much more power one
person has over the other, and how much the second person desires whatever it is the first
can offer. If this dependency relationship is compromised, then problems can occur.
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Power distribution

Power is not distributed evenly in an organization’s hierarchy, and it may be that senior
managers have a great deal of position power but they depend upon their staff to support
them by inputting into their decision-making.

6.2.12 The political dimension

Organizations are made up of people who have their own personal agendas. Organizational
politics will involve individual petty jealousies, they will consist of those who wish to win
at the expense of the organization and dominate either through coalitions with others or by
the force of their own personalities.

Mintzberg15 has identified the political ‘games’ that are played in organizations, and how
they can be both stimulating for the organization and also detrimental to it. He has high-
lighted what he called the ‘games people play’, namely:

● Games to resist authority
● Games to deal with this resistance
● Games to build power bases
● Games to defeat rivals
● Games to change the organization.

It is obvious from the list that some of these are going to be detrimental. For example, if
people are having personal vendettas within the organization, then their efforts are not
being directed to the aims of the organization.

How can managers operate in difficult political circumstances?

One way is for managers to develop their own power base so that others are dependent on
them. It can also be advisable to improve network peer support and develop social and
informal contacts to pre-empt problems.

6.2.13 Conflict

Conflict can come in many forms and from many sources, and can be between individu-
als, between groups, or between management and organized labour. These types of con-
flict may seem to be about dividing loyalties between a trade union and the organization,
but it is possible to reconcile the goals of the organization and the goals of the trade
union.

The sources of conflict are many and varied, and they include employment relationships,
competition for resources, ambiguity over responsibility, interdependence and differentia-
tion, to name a few.

Conflict can manifest itself in many forms

The Marxist view is that conflict is about a struggle between classes: those who own and
control the means of production, and the workforce who provide labour. As a result of their
differences in power, conflict occurs. The only way is to balance the power of the owners
with that of organized labour. Organizations are therefore seen as places where conflict is
inevitable because of the imbalance of power.

288 Leadership and Management for HR Professionals



Organizations and Change 289

A traditional view of conflict sees it as a failure of management, because it is manage-
ment’s job to get everyone working towards the common goal of the organization. If this is
not happening, as in conflict situations, it must be the fault of management. This is some-
times referred to as a unitary perspective of organizations. By accepting that organizations
are made up of many and varied individuals, all of whom have self-interest as well as an
interest in the organization, a pluralist view develops that conflict is natural due to compe-
tition between individuals and groups. The parties in the conflict can vary. Conflict can
involve a large number of people with a rational plan with clearly defined objectives, or
individuals who feel aggrieved.

Tactics used in conflict

Handy8 identifies a number of tactics used in conflict situations, including information con-
trol and distortion. When using these tactics, the parties must be aware that they can have
a negative effect on the conflict including:

● An escalation of the conflict
● An increase in mistrust brought about because of suspicion about available information
● A lot of wasted time and effort
● The total breakdown of a once cooperative situation.

Management strategies for dealing with conflict

The strategies managers can use for dealing with conflict can also vary. Thomas16 has
shown that managers can adopt five differing styles or approaches to deal with conflict:
competition, collaboration, avoidance, accommodation and compromise. These approaches
depend upon the degree of assertiveness each party to the conflict displays and the amount
of cooperation each party feels is necessary to placate the other. They can be briefly
described as follows.

● Competition (one party assertive and uncooperative): in the language of the negotiator
this is an ‘I win, you lose’ situation. This is not necessarily good in the long run, because
the parties may still have to work together in the future.

● Collaboration (both parties assertive and cooperative): a negotiator would see this as an
‘I win, you win’ situation, with a good chance that cooperation will continue into the future.

● Avoidance (one party unassertive and uncooperative): this is an approach taken by one
of the parties which is very much like burying one’s head in the sand and pretending the
problem does not exist. The conflict is, in fact, suppressed but not necessarily dealt with.

● Accommodation (one party unassertive and cooperative): in this situation one party
allows the other’s concerns to take precedence and so maintains a working relationship.

● Compromise (both parties are mid-range on both dimensions): here both sides have
moved some way to compromise and give and take. This is usually described as an
‘I win, you win’ situation.

It is said that ‘fight or flight are the only two choices when it comes to conflict’. Discuss
this statement with one or two of your fellow students. Do you think it is true?

In extreme survival situations, this may be true. However, we know that conflict comes in
differing degrees. We do not need to resort to war to deal with minor conflicts. An approach
we might want to take is to ask ourselves, how did we get into this situation in the first

Feedback

Exercise



290 Leadership and Management for HR Professionals

place? The causes of conflict are many and varied. There is also a number of different ways
in which we can deal with conflict. We have to find a way of dealing with conflict that is
acceptable to all parties involved; therefore we should try to avoid behaviour that inflames
the situation. By finding a mutually acceptable solution we avoid the situation where one
party feels he or she has lost and goes away only to seek revenge at some time in the future,
resulting in ongoing disruption to the efficient and effective operation of our organization.

In this section we have examined organizational structure, culture, power, politics and con-
flict. We have looked at the component parts of a structure, and different types of structure
such as bureaucracy and matrix.

We have spent some time comparing different theories of culture and types of culture.
We have briefly looked at sources of power and organizational politics as well as a range
of views of conflict and conflict management.

Pine Construction

Pine Construction is a large, privately owned French company that has been acquiring
more small building-related firms in the UK over the last two years to help them expand.

These acquisitions seem to have been happening rather too quickly, and the manag-
ing director has decided that they need to take stock of the whole of their portfolio. In
order to do this he has decided to ask a number of people to look at different parts of the
portfolio and to suggest a way forward. One of these people is his youngest son, Jean
Michel, aged 28, who despite his youth has 10 years of experience in the construction
industry. He is often described as a natural communicator. As well as being a qualified
construction engineer he speaks four European languages, and those who have worked
with him are said to be impressed by his professionalism.

The task his father has given him is not an easy one. The company relies upon eight
rather small joinery workshops to provide all their timber requirements for UK projects.
This includes doors, window frames and flooring.

Four of the workshops were acquired from the same parent company two years ago,
and are now causing some concern because of their low productivity, high accident rates
and increased absenteeism. These four workshops are managed by an autocratic general
manager, Norman Oaks (known by his staff as ‘Nasty Norman’). Each workshop has a
manager who Norman appointed, and these managers are referred to as ‘Norman’s
Gnomes’. The workshops serve particular geographic areas and do not really cooperate
with the other four individual workshops, whose work areas often overlap. Within the
workshops work is carried out on a production line basis, with strict demarcation
between workers. This is at the insistence of the managers and is a constant source of
irritation to the employees, who would like a greater variety of work.
Task:

What sort of problems do you think Jean Michel will face? What sort of solutions do you
think he might suggest?

From the case study it should be possible to identify some areas that are likely to cause con-
cern. The four workshops that are managed by Norman Oaks no doubt have their own indi-
vidual cultures, as well as a collective culture from their previous parent company. It is
possible that there is a clash of cultures which could lead to conflict situations arising that
will need immediate attention.
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It is obvious that another area that will need to be addressed is health and safety. High
accident rates cannot be tolerated, and Jean Michel will have to investigate very carefully.

A further area worthy of investigation is that of organization structure. It would appear
that there are four workshops operating as a group and four others operating on an indi-
vidual basis.

Possible solutions that Jean Michel might suggest are:

● To create a new structure and merge some of the workshops
● To try to develop a new culture in the merged workshops
● To involve the staff more in the operation of the workshops by working in a matrix struc-

ture within the workshops in order to allow more varied project-type work
● To ask the staff to take ownership of the high accident rate and use them to solve the

problem, and at the same time use that to develop a culture of safe working as part of a
new workshop culture

● To carry out an analysis of leadership styles in use, and train and retrain managers and
staff to encourage closer team working.

Jean Michel will have to use all the power available to him, whether it is his charismatic
power or expertise. He will also have to have systems in place to deal with the inevitable
conflict situations that arise in times of change like this.

6.3 Introducing change

In this section you will:

● Identify the pressures for change
● Examine why people resist change and how to deal with it
● Study the causes of conflict and conflict handling
● Determine how to make successful change
● Investigate what is meant by organization development.

6.3.1 Introduction

As stated earlier, organizations do not exist in splendid isolation; they are expected to inter-
act with the wider environment. The wider environment in turn experiences a multitude of
pressures that affect it. With this in mind we can begin to understand that, for organizations,
change in some form or other is inevitable and ongoing. Some of the pressures to change
can be listed as below. This is not a definitive list, but it should give an idea of the diver-
sity of pressures that can cause change:

6.3.2 Pressures for change

These can include:

● Economic conditions
● Competition
● Government intervention
● Technology
● Resource availability
● People.

Section
objectives
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Economic conditions

Following the bursting of the dot.com bubble in 2001, when many investors lost their sav-
ings together with the collapse of global operators like Enron and WorldCom, many organ-
izations were forced to examine their businesses. Organizations began to look at how they
were operating, and some began to divest parts of their businesses and concentrate on their
core activities. Economic conditions like these, either on a global scale or on a regional
scale, put pressure on organizations to change or take the risk that they might fail.

Competition

All organizations face competition and as markets have globalized, organizations have found
they are competing with competitors in all parts of the world. Dyson vacuum cleaners
announced in 2002 that they were moving their production facilities from the UK to a low-
labour cost area simply because they felt they would no longer be able to compete otherwise.

Government intervention

The impact that politics has on organizations by way of local or European legislation is well
known. The introduction of the Working Time Directive in 2003 is affecting organizations
and their employees, for example.

Technology

Technological change, and especially the rate at which technology has changed, has greatly
affected organizations over recent years. Technology has affected the way in which organ-
izations operate and communicate. The developments that have ensued from this, such as
working from home and the virtual office, have meant that organizations have had to
change their structure, the way they employ people and the work they are expected to carry
out. Contracts for people are sometimes based on attendance on a full-time basis at an
office, but can vary from part-time work to self-employment at home.

Resource availability

As resources become more scarce, organizations have to change and adapt to business with-
out them. If financial resources are not available to organizations or even governments, they
need to be innovative and seek finance elsewhere. An example of this is the government
and the private sector cooperating through the Private Finance Initiative to build hospitals
and infrastructure such as railways.

As skilled human resources have also become scarce, organizations have changed their
policies to recruit, train and retain them. This has even meant organizations employing peo-
ple throughout the world, using advanced telecommunications to link them and allowing
them to operate in areas of customer service such as call centres. Some of these are located
in places like Scotland and Northern Ireland, but actually deal with people throughout the
whole of the UK. Recent changes have seen call centres moving to India but still dealing
with UK customers.



People

As people are improving their education and becoming more aware of their power, they are
influencing governments to introduce more legislation to protect them at work. This aware-
ness of not only employment legislation but also the greater choice offered through adver-
tising and other information channels, including the Internet, has meant that consumers are
altering their buying habits. The change is potentially so important that organizations are
having to become increasingly customer focused in order to survive.

6.3.3 Strategic thinking

One of the goals of strategic thinking is to look ahead and try to determine the way forward
for the organization. This can be based on a number of apparently simple questions such
as, where are we now? Where do we want to be? How do we get there? Despite the appar-
ent simplicity of these questions, this is in fact a very complex problem that usually means
a significant amount of change throughout the organization.

Organizations increasingly need to be proactive in their attitude to change. Rather than
waiting for the need to change to be thrust upon them by external factors, successful organ-
izations scan the environment to anticipate appropriate change action.

Major transformations of organizations do not happen very often, but organizations
change regularly on an incremental basis. Incremental change gives an organization time to
be more adaptive, and allows it to be managed more easily on an ongoing basis. However,
when the environment does change rapidly, organizations need to be able to deal with the
changes. This transformational change is often precipitated by a crisis, such as the need to
introduce new technology and become more competitive.

Think of your own employment. Is your job safe? Do you have a long-term future with the
company?

Organizations face a number of pressures that force them to change. How well or badly
they react to those pressures will impact on job/career prospects for employees. It is impor-
tant that you are aware of how your company and indeed how you yourself are planning
ahead and evaluating the possible success or failure of changes the company may make.
Proper planning will help prevent poor performance or, in the case of your own employ-
ment, having a contingency plan in place will help you deal with the financial and emo-
tional shock that will occur if you are made redundant.

6.3.4 Planning for change

It is possible to use a similar approach to that of problem solving when planning for change,
as follows:

● Decide whether a change is required
● Make the business case for change by analysing the opportunities and the risks
● Prepare an outline plan for change, maybe outlining some short-term wins as well as

longer-term deliverables
● Determine possible support/opposition to the change
● Decide on which option you want to accept
● Decide on a timeframe for implementation
● Communicate the plan
● Put the change into practice.
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6.3.5 Resistance to change

Individual resistance

Robbins13 identified five reasons why individuals resist change: habit, security, economic
factors, fear of the unknown, and selective information processing. The following are based
on those headings. The individual and organizations, which after all are collections of indi-
viduals, both resist change. Some elements of this resistance are similar and some are quite
different.

If we begin by looking at the individual and change it may be easy for us to relate to
them.

Routine

Each and everyone of us is a creature of habit. Despite having a wide variety of choice,
invariably we confine ourselves to a narrow band of options. Whether it is which train to
catch to work in the morning or which sandwich filling to have for lunch, we will mostly
limit our selection.

Our work patterns are ordered in a very similar way. These routines give us order in our
lives, and that order helps us to deal with day-to-day living.

This is all well and good until something happens that requires us to change our routines,
then we resist.

Safety

Our habits give us order in life, and changing them can threaten our security too. We like
to believe we will have a job for life, we will not be the person made redundant, after all
there are plenty of other people in the organization. The thought of lost security and the
subsequent vulnerability makes us resistant to change.

Loss of income

Loss of income is a very emotive issue in the workplace because of its link to status,
lifestyle and the provision of support for family. When people think that change is going to
mean a fall in income because of their inability, for example, to keep up with the new tech-
nology, then this will encourage them to resist change.

Attitudes to new experiences

Travelling to work should run like clockwork. For example, we know how long it takes us
to get to the station, what time the train leaves, how long the train journey takes and how
long it takes us to walk to the office. This is a routine we can grow comfortable with
because it is a structured timetable of events and is predictable. However, once we hear
rumours of station closures or timetable changes, then our first reaction is one of anxiety.
How will I get to work? What other forms of transport are there? Will I have to drive? All
these potential changes create resistance in us and resentment toward those who have
changed the timetable or are thinking of closing the station.
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Perception

Many parents talking to their teenage son or daughter about what is an acceptable time
for coming home at night will say one thing while their son or daughter will hear
another. Teenagers will hear only what they want to hear. In the same way, when
changes are being suggested we are very selective about what we take on board.
Sometimes we only remember the negative side of things and completely ignore the
positive.

Think of an instance at work over the last year where you have been asked to do something
different but you refused. How many of the above headings were involved in your decision
to refuse?

Often we think we are supportive of change, but when we look objectively at our response
to a change very often we can find some of the factors listed affecting us.

Organizational resistance

Katz and Kahn17 identified a number of reasons for organizational resistance to change:
structural inertia, limited focus of change, group pressure and loss of power. The following
is a brief description of each.

Structural inertia

Organizations have processes that encourage stability, rules and regulations about behav-
iour, incremental pay scales to encourage long-term loyalty and internalization of organi-
zation culture. All these militate against any change that faces the organization – for
example, ‘we have always done it this way and it works so why change it?’

Limited focus of change

As a result of the complexity and interdependence of the various processes and systems
within organizations, when we try to change part of a smaller system this will have an
impact on the workings of the whole system. For example, we may change the way people
work in one area, and this means that we need fewer people in that area. If we do not change
the work of other people who do similar or the same jobs in other parts of the organization,
then we have limited the amount of change, and people may perceive those changes only
by the fact that they had a limited impact.

Group pressure

As we have seen from the studies of motivation and the Hawthorne experiments, groups
can exert pressure on individuals within them. Some individuals may want to accept the
change, but know the rest of the group will ostracize them or punish them in some way if
they do. This pressure is likely to make sure that the individual goes along with the group
view of opposition.
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Loss of power/expertise/resources

This can take a number of forms, from the greater availability of knowledge to the loss of
contacts or importance to more senior managers. For example, as change is introduced in
the education system, individuals have greater access to knowledge. This can change power
relationships in several ways. In the education system teachers have to be more aware of
the fact that they are not the only source of information for students and can be challenged
about their knowledge. Similarly, when these students join organizations they are just as
likely to challenge the power of managers with their more up-to-date knowledge.

Probably one of the most important sources of power, and the one that provokes the most
resistance when we try to change it, is that of the control of resources, whether they be peo-
ple, finance or machinery. Anyone who has attended a budget allocation meeting will have
witnessed how managers are prepared to fight very aggressively to protect their budgets.

6.3.6 Dealing with resistance to change

Kotter and Schlesinger18 suggest there is a number of ways that we can use to deal with the
resistance to change: education and communication, participation and involvement, facili-
tation and support, negotiation and agreement, manipulation and co-optation, and explicit
and implicit coercion. The following is a brief description of these.

Education and communication

If we assume that the people affected by the change have not been fully informed about it
because of poor communications, then by arranging to meet them and discuss or explain
the changes in any way possible, we can go some way to overcoming resistance.

The way we communicate with people in the organization, and indeed outside it, needs
to be carefully considered. With whom do we want to communicate? What information do
they need? How will we get it to them? What media will we use to the world outside the
organization, for example; direct communication to customers by means of written infor-
mation, or by the sales force talking to key customers face-to-face? Perhaps there is the use
of press releases to get information into the news media, or on TV and radio.

Effective managers think carefully about how communication is handled, and, for exam-
ple, take great care to ensure that the employees of the organization are first to hear
about proposed changes. The communication comes through the management chain, so
as to avoid a situation where the first news employees have of changes is through the press
or TV.

Participation and involvement

When people are involved in decisions that concern them from the earliest possible oppor-
tunity, they are likely to be more supportive of those decisions.

Facilitation and support

By offering training and guidance during the change process, we can overcome some of the
worries that people may have about not being able to cope with change.
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Negotiation and agreement

Negotiation can be used where the resistance to change needs to be overcome by offering
a reward to individuals in return for their support. This may mean having to deal with the
key figures in the area under change, for example the offering of lucrative redundancy
packages to key workers or golden handshakes to departing chief executives.

Manipulation and co-optation

This occurs where influence is achieved by presenting information in such a way that it
appears to be attractive but it is not in reality.

Explicit and implicit coercion

In this situation managers essentially force people to change by threatening them, either
explicitly or implicitly. This may be a risky approach, because people inevitably strongly
resist forced change.

It is suggested that organizations should use a range of these approaches to introduce
change successfully, often by combining them and recognizing their strengths and limita-
tions.

6.3.7 Conflict

There are many opportunities for conflict to occur during times of change. Conflict can be
over anything, from resources to status, and can be between individuals, individuals and
groups, or groups. What we do know is that we have to learn how to deal with conflict and
prevent it from becoming destructive.

How can we tell if we have a conflict situation?

Conflict is not always that obvious, but if you notice individuals or departments are not
cooperating, or problems are being passed from one department to another without anyone
taking responsibility, then these can be indications of potential conflict situations.

Handy19 identified the following causes of conflict: formal objectives diverge, role defi-
nitions diverge, the contractual relationship is unclear, roles are simultaneous, and there are
concealed objectives.

Although conflict may seem to be negative, this is not always the case. Conflict does
have some positive aspects that are worth noting:

● Conflict can reveal problems that have been hidden, which means that managers get the
opportunity to deal with them.

● Conflict can unite a group of workers against an outsider, which can mean longer-term
consolidation of group identity.

● Conflict can bring out the best in people too. Many people are united in adversity and by
necessity can become very inventive and creative. An example of this is how civilian
populations are drawn together in wartime and can survive despite the harshest of cir-
cumstances.

● Conflict can improve communications because people find themselves in position where
they feel they have to voice their opinions. This can result in the setting up of formal



communication channels to deal with future conflict before it escalates. In the 1960s,
the Cuban missile crisis resulted in improved communications between the USA and the
former Soviet Union.

Dealing with conflict

Robbins13 suggests a number of approaches for dealing with conflict and the following are
based on them.

Conflict-resolution techniques

● Problem solving. Face-to-face meeting of conflicting parties take place for the purpose
of identifying the problem and resolving it through open discussion. This can be done
with the aid of a third-party arbitrator if necessary.

● Super-ordinate. This involves creating a shared goal that cannot be attained without the
cooperation of each of the conflicting parties.

● Expansion of resources. When a conflict is caused by the scarcity of a resource (for
example, financial promotion opportunity), office space expansion of the resource can
create a win–win solution.

● Avoidance. This occurs when there is withdrawal from or suppression of the conflict,
and where conflict is avoided at all costs. This has the disadvantage of appearing to
sweep the problem under the carpet.

● Smoothing. Here, the differences are played down but the areas of common interest are
stressed.

● Compromise. In this case, each party to the conflict has to give up something of value.
● Authoritative command. Management uses its formal authority to resolve the conflict,

then communicates its desires to the parties involved.
● Altering the human variable. This involves using behavioural change techniques, such

as human relations training, to alter attitudes and behaviour that cause conflict.
● Altering the structural variables. This involves changing the formal organizational

structure and the interaction patterns of conflicting parties through job redesign, trans-
fers, creation of coordinating positions and the like.

Robbins also suggests the following conflict-stimulation techniques:

● Communication. Ambiguous or threatening messages can be used to increase conflict
levels.

● Bringing in outsiders. Adding employees to a group whose backgrounds, values, atti-
tudes or management styles differ from those of present members can stimulate conflict.

● Restructuring the organization. Realigning work groups, altering rules and regula-
tions, increasing interdependence and making similar structural changes can disrupt the
status quo.

● Appointing a devil’s advocate. Designating a critic to purposely argue against the
majority positions held by the group can cause conflict.*

ACAS

At this point in our discussions on conflict resolution, it is worth mentioning the work of
the Advisory, Conciliation and Arbitration Service (ACAS). ACAS was formed in 1974,
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and since then it has been instrumental in strengthening and at times repairing the
employer/employee relationship. ACAS employs experts who deal with employment rela-
tions to help foster good working practices. This includes not only the major strikes, but
also the encouragement of preventative measures such as the introduction of codes of
practice.

ACAS will advise on a range of issues surrounding an individual’s working life by giv-
ing objective information – for example, the rights of employees and employers. This helps
prevent disputes from escalating.

ACAS, by informing employers and employees alike, can encourage both parties to work
more harmoniously for their mutual benefit. As ACAS’s full title states, the service is there
to advise (give information), conciliate (bring the different factions together with a view to
developing a consensual solution) and arbitrate (make a decision that sometimes may be
legally binding about the result of a conflict situation).

ACAS plays a very positive role in the field of conflict resolution, and is an invaluable
source of help that both employers and employees should be encouraged to seek.

6.3.8 Lewin’s force field analysis

Lewin20 devised the technique of force field analysis which can be used to deal with poten-
tial change situations. His idea is based on the thinking that within any organization there
are forces both for and against any changes. These forces work against each other to main-
tain an equilibrium or status quo. The argument is that there are forces for change to a new
situation (the driving forces), and forces that want to keep things as they are (the restrain-
ing forces). He suggested that change went through three stages: unfreezing, movement and
refreezing. The forces can be shown as in Figure 6.9.

Equilibrium of the relationship between people and their environment is an important
part of force field analysis. People like to have a known and accepted way of dealing with
their jobs and their colleagues. They feel at ease when their working behaviour and that of
others has been internalized and things are in equilibrium. When this equilibrium is dis-
turbed, people move to restore the balance. The driving forces for change could include fear
of job loss, and of loss of monetary rewards and company perks.

The restraining forces for change could include personal dislike of those attempting to
introduce the change, personal dislike of the organization, and fear that once output has
been increased on one occasion it will be increased again and again.

Driving forces
trying to change

Current
situation Restraining forces

New situation
(where we wish to be)

Technology

Management
efficiency drive

Need for better
quality

Staff fear of job loss

Fear of learning new skills

Costs of technology

Figure 6.9. The force field.
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Think of any change that has happened at your company or in your life over the last five
years. Compile a force field analysis showing who or what started it, and what resistance
was offered. Did the change happen? If not, why not?

This gives an opportunity to identify the forces for change in a situation, which you may or
may not have recognized. It also helps to show the resistance that may have developed and
that resistance may have come from a variety of sources.

When analysing the force field diagram, it should be noted that the number of forces on
either side of the equilibrium does not have to be the same, but their total strength on each
side does in order for us to have equilibrium.

The force field can also be shown graphically (see Figure 6.10) against a time scale
which helps to illustrate Lewin’s three-stage change model, namely unfreezing, movement
and refreezing.

We can see from Figure 6.10 that what we are trying to do is to move from our current
situation to a required situation over a period of time. We can relate this to the three-stage
model.

Unfreezing

We can see that when the driving forces and the restraining forces are equal and opposite
we are in a state of equilibrium. It is this stage that we have to unfreeze. We have to over-
come or reduce the restraining forces if we are going to move to our required situation. This
means we have to gain acceptance for the need to change by, among other things, explain-
ing the benefits of the change and allaying people’s fears. Practically, we can offer the
resisting staff financial inducements to change or redundancy packages if they want to
leave. We can guarantee employment if staff are fearful of job losses. We can offer retrain-
ing or staff development if there are fears of skill deficiencies. These approaches are based
on the idea of either reducing the restraining forces or increasing the driving forces, or a
combination of the two.

Feedback

Exercise

Required
situation

Current
situation

(equilibrium)

Driving forces

Restraining
forces

Unfreezing Movement Refreezing

Time

Figure 6.10. The stages of change (adapted from the Lewin model).
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Movement

Movement is when behaviour is changed. We can see that this change of forces results in
movement toward our required situation. It is important that during this stage we actively
encourage communication, participation and education to help change behaviour. We can
use external change agents to help with this.

Refreezing

In this final stage it is important for management to reinforce the new behaviour and get
people to internalize it. Managers should ensure that activities become standard company
practice. This can be achieved through the establishment of joint agreements, training,
quality controls, and absorbing the activities into the organization’s culture. It should be
noted that it is not always possible to reach the required situation in one go. The reason for
this is that as the change begins to happen, resistance may decrease in some areas but
increase or appear in others. It is not always worth it to the organization, in terms of lost
flexibility, goodwill or financial cost, to continue.

6.3.9 Change agents

Before going any further we need to discuss the role of change agents. It is argued that any-
one can be a change agent – a manager, a production worker or an outside consultant. The
change agent should be at the centre of any change process, and one of the most important
jobs for him or her to do is to develop a good relationship between all the parties involved
in the change process. This is vital to ensure that commitment, trust and mutual respect
develop.

Change agents must also be able to carry out a number of roles during the process. At
times they need to direct and tell people what to do. At other times they will need to be less
directive and merely reflect on the options available and let the other people involved
decide. The range of skills, abilities and talents required of the change agent is also wide,
from interviewing and listening skills to rational problem solving and intellectual skills.

6.3.10 Successful change

Greiner21 found two key factors that distinguished between successful and unsuccessful
change:

● Successful change was accompanied by the redistribution of power within the organiza-
tion so that traditional decision-making practices moved towards greater use of shared
power.

● Such a power redistribution occurred in one organization through a developmental
change process. Successful changes did not take place in one dramatic step, but involved
a series of momentum-building phases.

6.3.11 Organizational development

Organizational development is about trying to make the organization more effective by
changing its structure and the people within it. This is often attempted by a combined
approach from internal management and external advisers.

Managers are interested in organizational development because of its relationship with
change. Organization development is concerned with the process of change rather than
change itself, as well as with change that affects the whole organization.
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For example, a college has a number of inputs to it and a number of outputs from it.
Those inputs go through a series of processes within the college and then emerge as out-
puts. However, the college does not exist in a vacuum; it is surrounded by a general envi-
ronment that affects its way of operating. There are pressures from this environment that
we can describe under the headings of political, economic, social, technological, legal and
environmental. If we consider Figure 6.11, we can see how it is possible for these pressures
to impact on the organization’s processes, thus precipitating the need for change. The
changes will obviously have an impact on people, and organization development tries to
show individuals and groups who are part of those processes how to develop personally in
their work and cope with change.

Organization development consists of a number of aspects. These are shown in Figure 6.12.

The stages in an organizational development programme

1. Establish the need for organization-wide change, this usually comes from senior man-
agement, who should select a change agent

2. Analysis and diagnosis is carried out to determine the current situation within the organ-
ization

3. Draft a set of aims for the programme; these can vary from the introduction of new tech-
nology to the total change of the organization’s structure in order to streamline commu-
nications.

Organizational development must be planned carefully.

Organizational
processes

Environment

Feedback

Political Economic

Social Technological

Inputs Outputs

Students
Staff

Finance
Information

Research
Graduates
Publications

Environmental

Figure 6.11. The organization as a system.
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Figure 6.12. The various aspects of organizational development.
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6.3.12 What to change

Usually changes can be targeted at individual behaviour, organizational structures, problem
solving, organizational culture and technology.

Changing behaviour

Changing behaviour can be attempted in a number of ways, including:

● Sensitivity training, where interpersonal feelings, attitudes and relationships are exam-
ined

● Coaching and counselling, where subordinates can look at the particular aspects of their
working relationships with their boss

● Team-building activities, where groups are shown how to operate more cohesively
● Leadership training, where managers can be shown how to develop their leadership skills.

Changing structures

Changing structures can also be approached in a number of ways:

● Redesigning jobs to take into account job enrichment (reducing control) and job enlarge-
ment (increasing duties) can result in the need to change structures

● Role analysis looks at the role people perform to see if they have changed
● Organizational analysis can involve managers in the whole structure of the organization.

In this way they can focus on the way they organize people, plant and machinery.

Problem solving

This can be dealt with in a number of ways:

● We can develop questionnaires to assist people to identify areas of concern to them
● We can use quality circles to identify the problems
● We can use people from outside the organization to advise us about which behaviour to

use when dealing with different situations such as conflict.

Training in the prioritization of work and decision-making is discussed further in section 5.2.

Culture change

Change in an organization can often be caused by a crisis of some kind that disturbs the
equilibrium. Changes in culture can happen at the same time.

Hampden-Turner22 suggests that managers must first know about the culture before they
can try to change it, and states that there are a number of ways in which a manager can dis-
cover how culture works. These are: find the dangers, bring conflict into the open, play out
corporate dramas, reinterpret the corporate myths, look at symbols, and create a new learn-
ing system.



On an individual basis, consider your own organization and ask yourself what sort of cul-
ture you think it has.

● Are you encouraged to speak out?
● Do you have separate dining facilities for managers and other staff?

Now compare your answers with those of the person sitting next to you. What do you think
any differences tell you about your organization’s culture?

Obvious signs include how an organization’s employees and its managers interrelate. This
is not always obvious at first, but things such as separate dining facilities speak volumes
about the relationships. Other indicators of culture should appear as you compare your own
organization with someone else’s. Then you can ask why it was that one organization has
adopted its particular culture.

Approaching culture change

Robbins13 suggests that a change of culture is most likely to happen when there is a dra-
matic crisis, a turnover of leadership, a young and small organization and a weak culture.
He goes on to identify a number of aspects to consider during change, including the
following:

● The positive use of senior managers is essential
● Challenge existing ideas – for example, was school the best time of your life?
● Only employ people who have the right values
● Ensure that the socialization processes are compatible with the beliefs and ideas you are

seeking to introduce
● Use financial incentives to promote support of your desired approach
● Enforce rules and regulations in place of informal approaches
● Use job rotation to make people think and act differently through different work experi-

ences
● Encourage a high degree of staff participation to build trust and achieve agreement by

consensus.

Changing technology

Technology is used to describe computers, word processors, production machinery and
armaments such as missiles. This gives an idea of the range of technology available.

The advent of the microchip and smaller, more powerful personal computers, together
with cheaper and faster telecommunications, has begun to influence the ways organizations
use their technology and human resources. The talk now is of homeworkers, virtual offices,
automated production systems and video conferencing, among other impacts of new tech-
nology. What the result of these will be for organizations is not fully understood, but some
things that they may have to take into consideration are as follows:

● How do we organize our technology and our human resources?
● Do we centralize or decentralize?
● How do we motivate our employees?
● How do we reward our employees?
● On what basis do we employ our employees?

Feedback

Exercise
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● What control do we have over our employees?
● How much training or development should we give to our employees?

Some of these issues have begun to be addressed through ideas about flexible working,
zero-hours based contracts, short-term contracts and the contracting out of some work, and
are dealt with in more detail in section 1.4.

Steps to successful home working

When the concept of home working is introduced into an organization, it is often said that

the least suitable people instantly volunteer. To overcome any potential problems, you need

to outline from the start not only the type and level of the role that may be suitable, but also

deal with each application on its own merits, in accordance with pre-specified criteria.

Not everyone wants to work from home. Those who are most suitable tend to be:

● Self-motivated

● Responsible and reliable

● Results-orientated

● Goal setters

● Effective time managers

● Effective communicators

● Highly skilled.

Home working is often offered by organizations on an informal basis, with a handful of peo-

ple working one day a week out of the office, perhaps when they feel they have a need for

some quiet time away from interruptions.

But one financial organization is now actively encouraging more formalized home work-

ing. Rapid expansion has meant that the company is running out of office and car parking

space.

It believes it is important to recognize teams have very different requirements and that

some are growing out of space faster than others. Keen not to introduce a ‘one hat fits all’

solution, it has chosen to look at each case on its own merit. Through a series of practical

workshops, line managers have been helped to identify from the offset some of the pros

and cons of home working.

When considering home working, roles need to be considered on an individual basis

through a structured process. It should be the responsibility of the individual to approach

his or her line manager with a request to work from home.

Reviewing the home working is also important. Both sides need to have a way back if the

arrangement isn’t working. It has to be remembered that it is the job that is given the home-

working label and not the employee. If the person takes on a new position it doesn’t nec-

essarily follow that his/her new role can be undertaken from home.

Many home workers may feel guilty when using their ‘prescribed’ work time to hang out

the washing or put the dinner on. Whether or not it is acceptable depends entirely on the

role and the contract that has been agreed. If the job is more project-based, such rigidity

probably isn’t required. In no circumstances should home working be used as an alterna-

tive method of childcare.

(by Carol Savage, Managing Director, Flexecutive, in Personnel Today, July 2001)
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6.3.13 Leadership and change

In change situations the leadership of senior management is vital. During change, senior
managers will find that they may have to draw deeply on the force of their own personal-
ity in order to get things done. They may also find themselves having to adopt the role of
the transformational leader. Leaders have to develop a clear sense of direction and keep the
organization on track towards the agreed goal, and must use their interpersonal skills to
motivate people with their own enthusiasm for change. They have to take on-board the
organization’s values, whether it be trust in people, respecting others, or customer care.
Leaders need to be able to get things done through people. This can be achieved through
encouraging teamwork, empowerment, and accepting that on occasions people will get
things wrong.

Use of managerial power and influence during change situations

Again we can use French and Raven’s23 five bases of power – coercive, reward, expert,
legitimate and referent – to discuss its use during change.

During times of change a manager may be called upon to use any of these bases of
power, depending on the situation. The bases can be complementary, and are useful during
change. For instance, a manager may use expert power that impresses employees. This in
turn may enhance the manager’s referent power, because staff see the manager as self-
confident and knowledgeable.

Power is used to influence behaviour, and during change it is important to note that
those whom managers are seeking to change may also have power and can resist what
they are trying to do. Managers also need to realize that they as leaders are dependent
on others for their power, hence the need for change agents to have the full support of
senior management. Managers can increase their ability to influence people by increas-
ing their power base. If they can use referent power to influence a number of employ-
ees and get them ‘on side’, then these employees may well bring the rest along with
them. By using referent power they have widened their ability to influence more people.
Managers should remember that they need to use power carefully, because it is part of
a dependency relationship. For example, the change agent is dependent on the power of
senior management, and the employees are dependent on the referent power of the
change agent. However, the employees have the power to influence their friends, whom
the agent may also seek to influence. Dependency particularly relies on how much more
power one person has over the other, and how much the second person desires whatever
it is the first can offer.

Leaders and managers need to take, and demonstrate, their own personal responsibil-
ity for making change happen. They should show their own commitment to the change
process, recognize that others may feel fear and show resistance, and take active steps
to reassure them by emphasizing the benefits of the change.

6.3.14 Strategy

The following article24 appeared in Personnel Today as part of a series on developing HR
Strategy.
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Developing HR strategy: building up resources

In the sixth part of our series on developing HR strategy, Keith Rodgers examines the key

issues HR will encounter when dealing with organizational development.

A much-loved subject among academics and management consultants alike, organiza-

tional development spans a huge range of HR skills and activities. From the theory of lead-

ership and the concept of the Learning Organization at one end of the scale, to the

mechanics of electronic training infrastructures at the other, it is a subject that can rapidly

spiral out of control.

But, as with other aspects of HR strategy, the overriding priority in building organizational

development initiatives is to define the business impact. Most of the components are intu-

itively beneficial in terms of good management practice – but that alone is not enough. If

HR wants organizational development to be taken seriously in the boardroom, it must be

able to show how it leads to tangible improvements to the bottom line.

In our sixth article examining the central planks of HR strategy, Personnel Today exam-

ines the key issues HR practitioners face.

1. Defining the boundaries

Although there are significant areas of crossover between organizational design and orga-

nizational development, the two are distinct areas of HR strategy. Design is primarily about

building a structure that meets business needs, particularly in terms of effective cross-

departmental working practices and flexibility. Development is about building the resource

to take the organization forward.

The crossover occurs because both management philosophies require organizations to

understand where they are starting from – what skills and knowledge they have – and

where they want the business to go.

There are numerous ways that organizational development can be defined, but at an indi-

vidual employee level, it can be usefully broken down into four constituent parts: experi-

ence, knowledge, competencies and behaviour.

Competencies are the hardest to define as the terminology is applied to a wide range of

components including skills, abilities and characteristics, such as ‘openness’ or ‘flexibility’.

Although much development theory has been focused on behaviour, an effective pro-

gramme will address all four of these areas at both an individual and departmental level.

Ultimately, development is also about the kind of company values that an organization

strives to adhere to. Turning value statements from lip service to reality is a major endeav-

our because it frequently requires a shift in corporate mindset. That will only occur when it

is driven from the top down.

2. Leadership development

The age-old argument about whether leaders are born or nurtured is great for the theorists

– but pretty much academic for the HR function. While it is possible to buy in leadership

qualities for specific strategic roles, the issue can’t be tackled by recruitment alone. In real-

ity, leadership is a quality that needs to permeate the entire organization, from CEO down

to shop-floor supervisors. That means most of the individuals filling leadership positions will

require training.

Developing leadership skills requires a blended approach combining business theory and

practice. To begin with, the difference between leadership and management must be under-

stood. In a seminal article published by Harvard Business Review in 1990, John P Kotter

Continued
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argued that management is about coping with complexity, while leadership is about coping

with change. To put it another way, management is essentially a control process that uses

tools such as budgeting to tackle complexity; leadership is about having a vision and the

strategies to turn it into reality.

Once putative leaders have grasped this distinction, pragmatism becomes the watchword

in leadership development. That means focusing individuals on leadership challenges

where they can easily understand which qualities are required, and have faith that those

qualities are within reach.

Most organizations start leadership development at the top, which can be the hardest

area to tackle – senior executives tend to assume they are already effective leaders, and

often find it hard to acknowledge that they are lacking in an area so fundamental to their

role.

These barriers can sometimes be tackled with change management programmes, where

the emphasis is not on tackling leadership qualities per se, but on building specific skills for

new business environments.

Executive coaching, or mentoring, is also an increasingly popular route. Ultimately, how-

ever, corporate culture is the critical factor – if the CEO and the board encourage openness

in tackling the perceived ‘weaknesses’ of individuals, then half the battle is won.

It is less common for companies to make a concerted effort to tackle leadership devel-

opment further down in the organization, but those that do tend to focus on frontline staff

first. While this is a logical approach, it can lead to problems if the leadership development

requirements of middle managers are bypassed.

3. Succession planning

Another area where lip service is more prevalent than practical results, succession planning

is a perennial irritant for HR. However carefully a strategy is mapped out to nurture the next

generation of leaders and key employees, it is inevitable that people will leave and business

needs will change before the plans come to fruition. That is not, however, any reason to

avoid doing it. As well as providing a framework for continuity (however flawed it may be),

succession planning also helps to identify key employees and is a central plank of staff

retention.

It is important to bear in mind that succession planning isn’t a tool just for senior roles. In

highly-specialist areas, it can take years to build skills and knowledge for specific roles and

the loss of key individuals can have a significant impact on business performance.

Demonstrating that knock-on impact on the business is one way of justifying the need to

invest in effective retention strategies.

4. Training and learning

It is a truism that in tough times, training budgets are one of the first items to be cut. But as

Cheryl Fields Tyler, vice-president of consulting at the Concours Group, points out, in many

cases, it is actually the training strategy that gets hit the hardest. In other words, companies

will continue to spend, but they invest less in training planning and management and as a

result, have less effective programmes.

There has been some progress on this front. As the concept of the Learning Organization

evolved in the 1990s, corporate education began to be seen as a strategic tool rather than



Organizations and Change 309

Kendle International

When Sherry Gevedon, director of global training and development at clinical research
firm Kendle International, was approached with a training request at 8 pm on a Monday
evening, she could have been forgiven for dismissing it out of hand. Her IT director for
global business systems had an urgent requirement to train 120 people in three different
time zones by noon on Wednesday. That gave her just 40 hours.

In the event, the company was able to get 110 people up to speed by the deadline –
and the remaining 10 received the information that evening.

The delivery tool was a learning management system within the group’s corporate
university, which offers both structured and unstructured educational facilities over the
web 24 hours a day.

For Kendle, which provides project-based clinical research services for the pharma-
ceutical and biotechnology industries, the ability to react in this way is an essential com-
ponent of business flexibility. Its e-learning applications, based on Saba’s Learning
Management System, provide cost savings in terms of reduced travel expenses, lower
presenter costs and opportunity cost. But in a business that needs to respond quickly to

an interruption to day-to-day activities. At an operational level, companies began experi-

menting with new types of educational processes, such as computer-based training. At a

strategic level, there was also a shift in corporate mindset which manifested itself in a grow-

ing willingness to learn for the future, rather than to apportion blame for the past.

Yet, despite those changes, few organizations today take a co-ordinated approach to

learning. In fact, many would struggle simply to put a figure on how much they spend on

training and development. As Tom Raftery, a senior consultant at Watson Wyatt points out,

training is typically seen as a one-off event, not a process that is integrated with the busi-

ness. To be effective, all learning programmes – from on-the-job ad hoc training to class-

room-based courses – need to be structured as part of an overall development strategy.

6. E-learning and the broader business case

E-learning systems provide some answers to this problem. Designed to provide the plat-

form for new training techniques, these systems allow organizations to supplement tradi-

tional classroom-based training with a range of internet-based learning options, from live

instructor-led sessions to self-paced training courses.

The core infrastructure, a Learning Management System, co-ordinates the process and

helps organizations to keep track of which courses participants have taken, a major bene-

fit for both budgetary control and employee assessment.

Although e-learning is often lauded primarily for the cost-savings it generates, it is most

effective when integrated into a broader HR picture. Linking training information to

appraisal, competency management and other HR systems is fundamental to building a

long-term organizational development strategy. By putting development in the context of

performance management, expenditure can be justified to senior management on a basis

they really understand – business impact.

Case 
study
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changing market and customer demand, the just-in-time training capability is just as
important to Gevedon.

Kendle’s technology platforms are a core part of its organizational development strat-
egy, which embraces a wide range of HR activities. The basic framework is a series of
competency profiles, which were initially developed on the basis of job type and then
personalized by line managers for individual employees. These form part of an
employee’s personal workbook, which features a job description, skill requirements, rel-
evant courses (such as project-specific training), standard operating procedures for the
clinical environments in which that person operates, and external training.

Gevedon acknowledges that building this information database was ‘a long, arduous
process’, but one that has been adopted by the executive leadership as a way of deliver-
ing quality to customers. The next phase of the programme is linking employee devel-
opment to performance management, primarily through the performance appraisal
system.

The company’s organizational development strategy primarily covers three areas:
leadership development, succession planning, and training in the context of recruitment
and employee retention.

The first component, leadership development, is the focus of a programme that will
kick off during the first quarter of 2003 using a series of web-based courses aimed at
entry-level managers, middle managers and the senior executive leadership. When each
module is completed, managers will be assigned a mentor from their business unit to
help them build case-specific scenarios. This mixture of people led and technology led
training is specifically designed to stimulate learners’ interest.

Succession planning will also be a core focus for 2003. As Gevedon points out, e-
learning is a critical component here – not just because it provides the infrastructure for
training programmes to help develop the next generation of managers, but also because
Learning Management Systems provides an archive of the training that has been carried
out by their predecessors.

‘We have the opportunity for people to come in and bring themselves up to speed on
things that would no longer be available with live training,’ she says.

This learning infrastructure also underpins Kendle’s retention and recruitment strate-
gies.

‘When we’re recruiting, we can say “we invest a significant amount of money in your
career”. For example, we have 300 courses for professional development – such as proj-
ect management and leadership development – and they help prepare people for promo-
tion within Kendle. From a retention perspective, it’s the same thing. We’re a learning
organization, and we’re in a position to support people’s careers.’

Take-home points . . .

1. Always define the business impact when building organizational developments
2. Corporate culture is critical
3. Invest in effective retention strategies
4. Coordinate learning in line with organizational goals
5. Link training to appraisal, competency and other HR systems.



In this section we have examined the pressures for change and why people resist it. We have
also looked at ways of making change successful by identifying people’s resistance and
learning how to overcome it. We have considered organization development in detail and
the role it has to play in organizational change.

St Cuthbert’s

St Cuthbert’s is a lively, reasonably successful secondary school that operates a selective
recruitment policy for their pupils. Gwen Ardmore was recently appointed head teacher
at St Cuthberts. Gwen has extensive experience both as teacher and manager in second-
ary education. Most recently she worked as deputy head teacher at a similar school and
this promotion she sees as a natural career progression. St Cuthbert’s isn’t by any means
a failing school, but its governors wanted it to improve and the imminent retirement of
the old head teacher was an opportunity to recruit a new one. It is hoped the new head
will take the school forward in its quest to be a school with a reputation for the excel-
lence of its staff, pupils and examination results. The school has a number of staff who
are within five years of retiring, and others who only have two years’ experience, with
no real career path for them to follow.
Task:

If Gwen came to you for advice, what would you suggest?

Responding in general terms, it is important for Gwen to think strategically and ask,
‘Where do we want to be in ten years’ time?’ This then becomes the strategic focus for
everyone. Since the governors have a vision of the school having excellent staff, pupils and
examination results, these will be the areas she needs to focus on.

She will need to think about planning the various changes and the resistance she will
meet. She will have to get to know who shares her vision (other than the governors) and try
to work with as many of the different groups who will be affected by the changes as possi-
ble. This will involve those who may be on the point of retiring and may not see the point
of changing. However, their experience may be invaluable.

Gwen will also have to be aware of the other stakeholders in the school (pupils,
parents, governors, staff) who also have an interest. These groups will have to be con-
vinced of the viability of her plans, because it is these people she will have to recruit
and retain. For example, the less experienced teachers will have to be reassured that
there is a future for them at the school and they will need to see a clear career path and
evidence of succession planning. Gwen’s plans will take her into many different areas
of HR activity, but she must not forget the issue of the quality of education provided and
the need constantly to improve this. She will need to be aware of the importance parents
and pupils put on quality, and how they monitor it through league tables of examination
results.

In this chapter we have examined the structure and functional departments of the organiza-
tion. Various organizational structures have been reviewed and the relationship between
structure and context considered. All organizations face change and the issues relating to
change have been explored. Change and adaptation is a process that is essential to all orga-
nizational life, and the successful implementation of change key to success. To effect
change successfully requires care and skill from leaders and managers.

In brief
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7 Customer relations

It is a policy which, once introduced, can never be allowed to lapse. It has to be prac-

tised every day that the company continues in business.

(Andrew Brown1)

In this chapter you will:

● Look at the fundamental importance of customer relations to every organization across
all industries and services in both the private and public sectors

● Address the issues that need to be taken into account when planning to improve the serv-
ice provided to customers to meet, and exceed, their expectations

● Look at ways of understanding customer needs, ensuring they are met
● Consider both the external and the internal customer.

Who are our customers? This is perhaps the most important question an organization has
to answer. One thing organizations know is that it is often only after a number of years of
effort that they are able to build up a consistent number of customers. Their next problem
is to keep them, and this is where customer relations plays a major part. Organizations do
not have an automatic right to customers, who are free to do business with whoever serves
them best. Managers know from their reading on quality that they need to try to satisfy cus-
tomers’ expectations. This can only be done by working closely with customers, both inter-
nal and external, in order to determine what exactly their requirements are. Working to
develop these relationships is done for sound business reasons.

If managers ask what are they trying to get from their customers, the answers include:

● Repeat orders and therefore keeping the organization in business
● Their recommendations to other customers and the enlargement of the customer base
● Their knowledge and expertise so that it can be used to improve products and services.

The effectiveness of its relationship with its customers is of key importance to any organi-
zation. The customer might be someone purchasing goods or services, or someone receiv-
ing a service through, say, a hospital. Customers may be individuals or organizations.
Customers include those who are paying for something directly and those who pay indi-
rectly. Perhaps the difference between healthcare provided by the National Health Service
and that provided privately might be used as an example. For private healthcare the cus-
tomer pays the supplier (the private healthcare firm) directly, whilst that provided by the
NHS is funded out of taxation and is available to everyone free of charge.

The relationship between a customer and a supplier is one built up from the experience
of many separate customer service transactions. The customer will have opinions about
the nature of the relationship, based on how customer service has been experienced. For
example, if you experience good customer service regularly in a particular shop, you are
more likely to return there and buy again, and a positive relationship develops between
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you and the shop. Conversely, the experience of poor customer service makes it less likely
that you will return, and you will possibly seek an alternative shop in which to make your
purchases. From the suppliers’ perspective, it is far easier to retain a satisfied customer
than to have to go out and seek new customers to replace those dissatisfied with the serv-
ice provided.

Think of those places where you feel you have experienced poor customer service. What
are the factors that made it poor?

There are likely to be several factors involved in poor service, including disinterested staff,
staff who do not have the necessary knowledge, lack of choice in what is available, the
goods you want not being currently available.

It is sometimes possible that lack of choice or the current non-availability of goods can be
overcome by really good customer service. Appropriate apologies for the non-availability, a
willingness to tell you when it can be stocked, and a promise that it will be available by
a particular date can overcome the problem and retrieve the situation.

7.1 Customer communications

It is absolutely vital, for good customer relations, to be able to communicate well with cus-
tomers. For example, by examining organizational communication managers soon realize
that there are many varied ways to communicate, from notice boards to e-mail.

Think of organizations and the how they communicate with you as a customer.

One of the main sources of communication is advertising, and it is used not only to attract
but also to retain customers. Customers need to be reassured that they have chosen the right
company to provide a product or service. Companies use advertising to reassure us that we
have chosen correctly by using terms in their communications like ‘privileged customer’,
‘special discount’, ‘priority application’. These terms are used to make us feel special and
help to develop a loyalty between us and the company, so that we will return to the com-
pany for any future purchases.

7.1.1 Listening to the customer

The healthcare example above then raises the question of what factors are important
in the development and maintenance of customer service. Customer expectations will
vary according to a range of factors, and the organization needs to understand what
they are and how they need to be addressed. Issues for the organization include the
following:

● How aware is the organization of its customers’ needs?
● What choices are available to customers?
● How well does the organization understand how customers perceive its products or

services?
● Does it actually have contact with its customers?
● Does it listen to what customers say they want?
● How well are customer needs understood by all departments?
● How responsive is the organization to changing customer requirements?
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The successful organization needs to ensure that it has the infrastructure in place to listen
to and respond to the needs of its customers. Information needs to be collected systemati-
cally, analysed, and circulated to all parts of the organization.

Customers are becoming more demanding. They expect standards of product and serv-
ice to improve year on year. Think about current models of cars and how some of those
items that now come as standard were, a few years ago, ‘luxury’ extras. Radios and CD
players are probably found in all production cars. Electric windows and anti-lock brakes are
now found in a wide range of production cars. Expectations about customer service have
increased too. Customers expect helplines to be available when they buy PCs and software,
which will help resolve any problems they may have. The organization that does not
respond to its customers’ changing needs has a hard time.

Those organizations that are successful aim for customer satisfaction – indeed, they actu-
ally look beyond satisfying the customer – they aim to exceed the customers’ expectations.
Tom Peters (1988)2 was even then suggesting that there are limitless possibilities for serv-
ing the customer and adding intangible benefits to products, in order to exceed customer
expectations.

7.2 Meeting customer needs

For any organization to be effective it needs to be able to respond to the changing needs of
customers. This means that those organizations in the public and the not-for-profit sectors
as well as the private sector need to respond to their customers. Whilst sometimes customer
choice may be limited, often it is not and customers will choose to relate to the organiza-
tion that provides what they perceive to be the best value for money.

Customer expectations of goods and services vary from, for example, looking for the
cheapest PC in the marketplace to looking for one that is custom-built to the highest stan-
dards – and the customer expects to pay a price relative to the standard demanded. That’s
not to say, of course, that the customer paying the lowest price expects to buy a poor qual-
ity product!

7.2.1 Who are the customers?

Whilst so far we have considered customers to be a fairly homogeneous body, but with dif-
fering individual needs, they can be viewed as a number of separate groups:

● Customers who pay directly for the goods and services they use. When we buy a mobile
phone we pay the supplier directly for the actual handset and, maybe, a different supplier
for the airtime.

● Users who use the goods or service but may not personally pay for them. In organiza-
tional terms, and using the mobile phone example again, some organizations provide
some employees with mobile phones as a tool to help them carry out their work. The cus-
tomer is the employer rather than the user.

● Payers who may not be the user. To use the earlier medical example again, the payer
may be a healthcare insurance company that pays for someone else to receive medical
treatment.

7.2.2 Customer expectations

Understanding customer service is about understanding what the customer wants. Hence,
to be effective the customer service process will set out to meet customer expectations.
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These need to be thought through carefully to understand what it is the customer really
wants. For example, the customer who wants to purchase a vacuum cleaner is not looking
for a bit of electrical equipment to take home but is actually looking for something that will
help to keep the home clean. So how important might the colour of the machine be to the
customer, if it doesn’t actually vacuum up dust very well?

Smith (1997)3 suggests that we need to understand the image the customer has in mind
when looking for goods or services.

Think of some of the everyday items you use (e.g. a mobile phone, a washing machine, a
coffeemaker). As a customer, what do you actually want from them?

This is about identifying the reason you purchased those items. What image did you have
in your mind? The mobile phone might be for talking to friends, arranging parties, being
able to be contacted by your family. For someone else it might be for the ability to send text
messages about the progress of a favourite football team to a friend who is at a different
match.

You have a washing machine because it enables you to maintain your appearance, to look
neat and tidy and maybe to impress others, and the coffeemaker because it provides you
with a source of relaxation after dinner, or the necessary buzz to get you going in the morn-
ing. The machine is the means to the end.

7.2.3 Approaches to customer service

For the organization, the approach to customer service will depend on understanding what
the customer’s real expectations are.

First, there is a need to understand why the customer is obtaining the goods or service.
Then getting the design of the product or service right is important. Marketing and selling
play their part in getting the product to the customer.

Customer service might be about how the product is sold. Purchasers of luxury and
costly items may expect a high level of service by the sales person, who spends a lot of time
with them helping them to make their choice. Cheap goods may be piled high in a shop and
the customer left to make a decision alone.

In order to be able to deliver the highest standards of customer service, an organization
requires an approach to its way of operating that shows that it is totally customer focused.
Johnson and Scholes (2002)4 point out that customers’ concept of value changes over time
as expectations change, competitors offer new products or services. The organization that
does not keep in touch with its customers’ changing needs will lose out to competitors.

To be successful, therefore, the organization needs constantly to review what it is offer-
ing its customers, making changes and alterations as needed – perhaps even dropping some
products from its range of offerings. Equally, though, it needs the creative and innovative
skills to develop new products and services. The organization needs to identify the compe-
tence it needs, both in individuals and as an organization, to retain the creative and innova-
tive edge for meeting customer needs.

The notion of competence which stems from the work of Boyatzis (1982)5 relates to the
individual’s ability to undertake a particular task, and organizations need to identify the
competences they need their people to demonstrate in order to be able to deliver the prod-
uct or services required.

It follows, therefore, that organizations need to identify those competences and ensure
that they employ people who have them or are able to develop them. This requires the
organization to take positive steps to identify the competences needed to meet customer
needs, and actively to recruit or internally develop people with those skills.
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Some of the issues around this idea include recognizing that skills that were useful to the
organization yesterday may not be appropriate in making the changes, creating the new
products or improving the services needed for tomorrow.

This implies changes in behaviour for some individuals, and the learning of new skills to
meet new demands. Structurally, an organization cannot remain static, and the roles of
departments and functions change over time to meet changed requirements. The effective
management of change is a key competence both at individual and organizational levels.

A lot of customer service may take place after the sale or delivery of the service. For
example, after having a new central heating system installed, elements of customer service
could include a follow-up call or visit from the supplier to ensure that everything is work-
ing correctly. In the event of the system breaking down, the customer may expect to be able
to make a phone call, and for a service engineer to arrive to effect a repair, within 24 hours.
For the customer, the problem with a broken central heating system is not that something
is not working but that the customer has no heat or hot water.

The arrangements for the level of service to be provided can be established in a number
of ways.

When a product or service is provided, there may be a warranty to the effect that the
product supplied will be free of defects for a year from the date of purchase. Should there
be a problem within that year, then, as part of its customer service arrangements, the man-
ufacturer or supplier will either provide a replacement item or will repair the current one
free of charge. There may be after sales service as a part of the deal, with a service agent
checking that all is well and initiating action if it is not.

7.2.4 Service level agreements

When one organization is providing a service to another organization, for example if the
catering arrangements for the employees at a factory are outsourced, the customer and the
supplier may enter into what is known as a service level agreement.

The service level agreement will specify the customer expectations of the supplier. In
this example, the service level agreement may detail the hours at which food will be
available, the type of food and meals to be provided, the expected waiting time for staff
queuing to get their meal, the standards of the food, the standards of hygiene and so on.
The specifications should be very tight and well defined to ensure that the customer gets
what is required. Of course, the supplier will agree what can be supplied for a particular
price, and there may be negotiation before the agreement is signed as to what can be sup-
plied for what price. Once agreed, though, the supplier will be expected to provide the
required service level, and will be measured by the customer on how well the specifica-
tion is met.

Service level agreements (SLAs) are often made between customer and supplier to run
for a number of years, and therefore it is important that the agreement is structured cor-
rectly at the outset.

7.2.5 Preferred suppliers

In looking to develop a customer/supplier relationship, organizations often invite a number
of suppliers to put forward bids for the supply of goods or services.

When it comes to purchasing, an organization has some choices. For example, an organ-
ization wanting a supplier of PCs for all its offices will specify what it wants in terms of
product specification, number of units, after sales service and so on. It can then invite a
number of suppliers to make an offer to supply the equipment against the specification, and
to indicate the price they would expect to receive in return.
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When all the quotations have been received by the customer, the decision to purchase
may be made on grounds of the lowest price, the service levels, or the nature of the prod-
uct the supplier intends to deliver.

Sometimes an organization will identify a supplier for whom it has a preference. That
preference may have been developed by a long and successful working relationship. It
might be that the service levels provided are those that meet or even exceed the needs of
the organization. The other potential suppliers may be benchmarked against the preferred
supplier, and might have to demonstrate something very special in terms of price or serv-
ice to beat the preferred supplier.

7.2.6 Some other models of customer service

There are other ways of providing services and goods to customers that do not involve face-
to-face interaction. These rely primarily on telephone (and sometimes e-mail) contact.

● Telesales is used where the customer can phone the supplier and simply order goods or
services from a catalogue. It may be a repeat order or a new order. Details are taken over
the phone and the goods despatched to the customer. Telesales can work the other way
round, with the supplier making contact by phone with potential customers and trying to
sell their products or services. Sales staff target potential customers and then make their
sales pitch in the hope of winning new business. From the perspective of both the sup-
plier and the customer, the phone is quite a cost-effective way of providing and receiv-
ing customer service.

● Helplines are used to help customers resolve problems that occur with products. Perhaps
one of the best-known uses of the helpline is for solving problems with PCs and soft-
ware. The telephone helpline is staffed by technicians who understand the product, or
have access to the technical details, and are able to talk the customer through a process
that should resolve the problem.

Telesales and helplines are often run from call centres. The call centre is a place where staff
who are either responding to customer queries, or who may be trying to sell a product or
service to a new customer, are based. Usually staff in call centres sit in front of a PC from
which they can access the technical information needed to help customers to solve prob-
lems, or they have data relating to potential customers and a sales script to use to try to
make a new sale.

Given that PCs and telephone access are the prime requirements for the operation of call
centres, they can be geographically footloose – that is, they can be located virtually any-
where. There is no need for a call centre to be physically close to its customers. Recent
years have seen a rise in the number of call centres servicing UK customers but located far
away – for example in India, where employment costs are lower.

7.2.7 Account management

Sometimes suppliers operate the process of account management with their customers. In
this situation of business-to-business relationships, a nominated person in the supplier orga-
nization’s sales team builds a relationship with the customer. The account manager seeks
to understand the customer’s needs and to ensure they are met. Account management is
about building a relationship between supplier and customer for the long-term. The account
manager acts as the focal point for any problems that may arise in the supply of product or
services, keeps the customer advised of product or service enhancements, and seeks to
ensure that the supplier remains the preferred supplier to the customer.
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7.2.8 Communication plans

Communication plans should be considered very carefully, and organizations need to be as
honest and open as possible if they are going to develop long-term, mutually advanta-
geous relationships. The following is some outline guidance for making communications
effective:

● Managers need to know from customers how often and how much contact they want
● Specifications should be written in a clear, unambiguous way in order to avoid mis-

understandings
● If problems occur, then by contacting the customer immediately it is possible to find an

interim way to deal with the problem before it escalates
● Always check that things have happened as agreed
● Always respond to enquiries
● Learn about the customer’s business and discuss regularly your business relationship,

hopes, expectations and the future.

7.2.9 Ways to communicate with customers

Offer privileged status

Certain customers can be given privileged status, allowing them first options on products
or services. This obviously will depend upon their relative importance, but if the organiza-
tion is getting the majority of its business from a few customers then they need the most
attention.

Feedback visits

There are many ways we can communicate with customers, for instance through sales vis-
its and presentations.

Telephone contact

The initial contact with a customer may be by telephone, and it is important that staff
remember to be polite and speak clearly. Eyre6 notes ‘an unhelpful telephone operator can
mar the organization’s public image’. It is also worth planning calls by making a list of
questions to be asked, and then tick them off as they are answered.

Meetings

Meetings are dealt with in Chapter 5.4, but because meetings with customers can also
involve having to negotiate, they are a good way of building customer relations. The idea
of negotiations is that both parties benefit from them. The aim of negotiations is to pave the
way and set out the ground rules of business relations with the customer.

‘Parents are in charge, they tell their children what to do and children obey.’ In a group of
three or four students, think about this statement and the topic of negotiation. Is the state-
ment true, or is it more complex than it first appears to be?

Exercise
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We are involved in negotiation sometimes without thinking about it. Children do not nec-
essarily blindly do what their parents tell them, and nor do employees. Most parents find
themselves negotiating with their children, especially as they get older and become more
independent. For example, parents may say ‘I want you home by 9 o’clock’ and their chil-
dren may well reply, ‘All my friends stay out until midnight’. Then a period of negotiation
will ensue and an agreement will be reached whereby the children agree to be home by
10.30 pm or face some sort of penalty. Both parties get something out of the negotiation
(for the parents it is the child returning before midnight, and for the child it is an extra one
and a half hours with their friends), and as long as both parties stick to the agreement all
goes well. However, if the child doesn’t return home at 10.30 then there is likely to be some
penalty incurred. If the parents do not stick to the agreement, they may face an even more
rebellious child. In business life similar types of negotiation take place, and it is better to
have both parties feeling they have gained something from the negotiations rather than hav-
ing one who appears to have won and the other to have lost. The party who loses may seek
revenge at some later date, or just decide never to do business with ‘the winner’ ever again.

7.3 Customer relations

The successful management of customer relations involves developing and maintaining an
effective relationship with customers and potential customers. The relationship between the
customer and the supplier can be viewed in a number of ways. It might be one where
the customer supports the supplier by regular purchases of the product or service. Do you,
for example, regularly buy a daily newspaper? If you do buy the same daily newspaper reg-
ularly, then there is a relationship between you and the newspaper producer. Does the news-
paper meet your needs? Is it good value for money? What might it take to induce you to
read a different newspaper each day?

The relationship in this example is relatively remote, and your satisfaction as a customer
is expressed by your continued purchase of the product. If for any reason it fails to give you
the satisfaction you need as a customer, you will take your purchasing ability elsewhere.

At a different level, the customer may be an organization that has commissioned a new
building. The decision to use a particular construction company may be based on the ability
to look at previous work undertaken and talk to other customers of the construction com-
pany. Were those customers satisfied with what they got for their money? Was the working
relationship satisfactory? Was the building completed on time to the agreed specification and
price? What after-sales service did the company provide to sort out any problems that might
have arisen after construction was completed?

The kind of responses that a potential customer would get to these questions would be
likely to influence the decision of whether or not to buy from a supplier.

7.3.1 Customer service standards

The idea of customer service is made up of a number of components. We have already iden-
tified that customers have many and varied needs, so how might these be met through cus-
tomer service standards?

A customer expects reliability in the product or service offered. Reliability is crucial to
the customers of transport operators – the customer expects the bus to turn up at the adver-
tised time. Consistency of product is essential too – the customer expects each packet of
cornflakes to taste the same.

Responsiveness is another aspect of customer service. The organization needs to be
responsive to the needs of its customers. If customers are telling the supplier that something
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is wrong with the product or service, or phoning a helpline with similar complaints, then
the supplier needs to take action. The supplier needs to demonstrate to customers that it is
listening to what they are saying and taking appropriate action.

It should go without saying that the customer expects the supplier to be competent in the
service or product it is delivering. There is an expectation that car mechanics have had rel-
evant training and understand the operation of particular vehicles before they service your
car. Likewise, a customer should be able to expect a window cleaner to be competent to do
a good job, and a chef to prepare edible meals. Should the supplier prove to be incompe-
tent in delivering the service or product, then levels of customer satisfaction will decline
and customers will seek alternative suppliers.

Customer service should be accessible to customers and potential customers. A product
that is not on the supermarket shelves is not accessible. A service that is not advertised in
some way is not accessible. The organization needs to consider factors such as marketing
and merchandising to ensure accessibility to the widest range of potential customers.

Another way of looking at the idea of accessibility to customer services is to consider
how customers and potential customers can communicate with the supplier. Are helpline
phone numbers readily available? Is the helpline manned 24 hours a day, or only at certain
specific times? Has the organization thought about the needs of people who, for example,
may be visually impaired?

7.3.2 Customer relations problems and complaints

If business relations ran smoothly all the time, the world would be a perfect place. Sadly
they do not, and so we need to think about relations when times are tough as well as when
they are good.

Many complaints never reach the ears of managers for a variety of reasons:

● Often people do not complain but merely stop doing business with an organization
● Complaining customers are dealt with by the public-facing staff who, to their credit,

often do an outstanding job. However, they often do not feel the need or are afraid to
report complaints because of the fear of criticism from senior managers. This can be a
major cause for concern, because the underlying cause for customer complaint may not
have been dealt with.

It is not only complaints that fail to get through to staff. Often customers who communi-
cate their gratitude fail to get that message to the right person, and a chance of motivating
or rewarding an individual is lost.

Overcoming obstacles to complaining

The obstacles to customers voicing their concerns need to be overcome, and the value of
customer input needs to be stressed. We can do this in a number of ways:

● We can set up a system by which all comments, both positive and negative, are recorded
and forwarded to managers. We need to make it easy and convenient for customers to take
part in feedback. They can be invited to face-to-face sessions such as focus groups by
using questionnaires or by telephone surveys. Whatever the method we use, by making it
more convenient for customers we have a greater chance of getting them to take part.

● We also need to emphasize to managers and staff that they will not be disciplined for
mistakes unless they continue to happen. We need to reassure them that they can learn
from their mistakes and training can prevent them from happening again.
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7.3.3 Customer relations staff

Good customer relations are only developed through people, and it is important to recog-
nize the contribution they make. We should always try to ensure that the people who are
critical to customer relations have the necessary social, interpersonal and technical skills.
These staff should have the characteristics that are most helpful in a given situation. For
example, if we know we have a customer who is prone to outbursts of aggressive behav-
iour, it may well be better to have someone who is diplomatic to deal with them rather than
an equally aggressive person who might further inflame the situation.

The relationship that develops between the organization and the customer may take
many years to develop. In that time people get used to dealing with particular individuals.
It is therefore important that if individuals are to be moved from their role, customers are
given plenty of notice. We should, whenever possible, ensure that the person taking over
does so before the existing incumbent leaves.

Training

It important to note that good customer-facing employees do not suddenly just appear out
of the blue. There has to be a conscious effort on the part of the managers involved (human
resources, sales and marketing, operations) to commit themselves to the recruitment, train-
ing and retention of suitably qualified and trained customer services staff. It is essential that
the staff dealing with customers get good quality training.

Company knowledge

Staff should know about as much of the company as possible. Too often they become iso-
lated in their departments and know little of the rest of the company. With the right effort,
managers can train these staff so that customers who are trying to contact the organization
get a positive impression of the company. This can be as simple as ensuring that everyone
has a copy of the organization structure and an up-to-date internal telephone directory.

Empowerment

People who deal directly with the customer need to be able to take action. Customers want
to know that their problem or request is being dealt with, and who is dealing with it. They
do not want to be passed from one person to another within the organization because no
one has the authority to take action. It is therefore important for customer-facing staff to
have the authority to take action. British Airways, for example, has empowered its staff
who deal with customer complaints to use a range of solutions at their discretion.

7.3.4 Dialogue with customers

We have already referred to suppliers listening to their customers and potential customers.
Sometimes it is practical for direct communication to take place. In small businesses, for
example, it may be quite feasible for the people in the business to talk directly with cus-
tomers.

With larger organizations, it may be more difficult. We have already mentioned the idea
of account management, where someone in the supplier’s organization develops and main-
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tains a relationship with specific customers. A railway operating company or department
store, for example, would find it impossible to communicate with and understand the needs
of all its customers. There is a number of ways organizations can address the need for com-
munication with customers.

● Surveys are one way of establishing customer opinion on product or service perform-
ance. The survey is a structured approach in which customers are spoken to by trained
interviewers who follow a pre-arranged interview script in order to gather views on par-
ticular aspects of the product or service. Customers may, for example, be approached
directly by interviewers who might have watched them purchase a particular product.
They may be contacted because they have used a particular service. Feedback may be
sought on the level of satisfaction the customer feels, how the service compares with
others, opinion on price, comments about the design and so on. Using these structured
data, the supplier is then in a position to undertake some evaluation and make any nec-
essary changes to ensure that customer needs are met and, sometimes, exceeded.

● Some of the data that can be used by suppliers in understanding potential markets are
gathered by research organizations who make these general data available. Banks and
other agencies produce data relating to particular industrial sectors or sections of the
community which, whilst more general in nature, can be useful in helping to define the
size and shape of potential markets.

● Questionnaires can be designed to gather information from customers. Sometimes when
you buy a product there is a questionnaire enclosed in the packaging which may ask
questions about where and why you purchased the product, and some personal questions
about you as a consumer, your age, whether you are a home owner etc. These kinds of
data help the supplier to build up a profile of the customers who are purchasing the prod-
uct. Questionnaires may be sent to known customers from the organization’s database.
Banks may, for example, send their customers questionnaires seeking information and
views on the level of satisfaction with the service provided. Questionnaires could also be
sent to potential customers – providing the organization has access to a suitable database.

● Focus groups can be used to gather information on customer service, a product or a
potential new product or service. The focus group is another structured approach in
which a group of customers or potential customers are brought together with a
researcher. The group meet together for one to two hours and a pre-arranged set of dis-
cussion questions is posed to the group, with the responses being carefully noted. The
focus group differs from the questionnaire or survey approach in that the interaction
between and differing views of the participants add richness to the data gathered.

7.3.5 The internal customer

All that has been said so far about customer service in relation to an external customer or
supplier applies equally to the internal customer.

The idea of the internal customer is that everyone in an organization is the customer of,
and a supplier to, the other members, departments and functions of the organization.

For example, take an organization producing products for personal health and hygiene.
It may produce toothpaste, shampoo, mouthwash, hair conditioner and so on. Within the
organization decisions will have to be taken about resourcing to meet production needs.
What premises, machinery, plant, materials and people will be allocated to each element of
the business, and how will the elements work together to deliver cost effective products to
meet customer needs?

If we look at, say, the toothpaste-making department, how would the concept of the inter-
nal customer work?
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The production manager first of all needs to know what formulation of toothpaste to
make: mint-flavoured, plain etc., and in what quantity. The supplier of this information will
be the marketing department – so the production manager will be its customer. If the mar-
keting department views the production manager as its customer, then it will consider the
production manager’s need for information and will present it in a way that meets the pro-
duction manager’s need to use that information to run the department.

The data provided by the marketing department, therefore, need to reflect the require-
ments of its customer – in this case, the production department.

The production manager is also the customer of the purchasing department which, using
similar information, will have purchased all the raw materials needed to create the tooth-
paste mixture. The purchasing department will have bought the right quantities at the right
price and had it delivered at the right time.

It is now up to the production manager to bring all the elements together – the materials,
machinery and people – and to produce toothpaste to an agreed specification in the right
mix and quantities.

The production manager is then the supplier to the packaging manager, who has the
responsibility for putting the toothpaste mix into tubes and then into packaging. Thus the pro-
duction manager, in seeing the packaging manager as a customer, needs to understand how
the toothpaste should be delivered for packaging, at what speeds and in what quantities.

This example could go on, but the point is that customers and suppliers are internal to
the organization too, and need to be treated in exactly the same way as external customers
and suppliers.

7.3.6 In the public sector

When thinking about customer service it is sometimes difficult to put it into a public serv-
ice context, as the customer of public services may have little or no choice regarding the
supplier. In local government, for example, the householders’ choice of who collects
domestic waste is limited to the service provided by the local council.

So how can the public service also deliver customer service? In this example, there are
several options. The local council may actually operate the domestic waste collection sys-
tem, or it may have outsourced it to a contractor.

In either event, it can do the same as any other organization and find out what its cus-
tomers – the residents – expect from a waste collection service. They may have expecta-
tions about dustbins or black plastic sacks, about recycling, days and times of collections
and so on. The council will have its own views, too, as national government has expecta-
tions about the amounts of waste to be recycled.

By analysing the data collected and working out how much money it can afford to spend
on waste collection, the council can devise service standards which it can communicate
to the residents. Having set its service standards, the council then needs to measure its
own performance, get feedback from its customers, and adjust or improve the service it
provides.

In the event that the council has decided to outsource its refuse collection service to a
contractor, then it will set out the standards of performance required in a service level
agreement with the contractor. In fact, the customer service behaviour of a public sector
organization in delivering services need be no different from that of a private sector organ-
ization.

There are not many monopolies in the UK these days – indeed, probably the only area
where the customer has little or no choice is the public sector. For example, if you want a
driving licence there is only one provider. There is a potential risk that a supplier who has
no competition might ignore the voice of the customer.
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However, in listening to the customer’s needs about the service delivered, an organiza-
tion can improve the quality of its performance, spend less time resolving complaints and
queries, and deliver better value for money. Such customers are often in a position to com-
pare the service levels they have received from one government department with another –
the standard of customer service received from the Inland Revenue, for example, with that
of the Driver and Vehicle Licensing Agency.

The argument for applying a similar approach to customer service and customer rela-
tionships therefore applies across all sectors of the economy.

7.3.7 Customer retention

The retaining of customers should now be a key part of an organization’s activity because
the costs of retaining a customer are much lower than the costs of acquiring a new one. HR
can make a contribution to customer retention by looking at how customers are dealt with
by employees. If employees are unhappy and not committed to the customers, then this
will no doubt reflect on the customer relationship. The organization must ensure that
all employees are well trained and motivated, and are dedicated to providing a long-term
service to customers and so encouraging their satisfaction.

7.3.8 World class service

Organizations strive continually to improve their levels of customer service as part of an
approach that embraces continuous improvement. The goal for which many aim is that of
‘world class’ service. The concept of world class service is excellence of service standards
which always meet customer expectations and seek to exceed those expectations.

The underpinning theme is to be the best in customer service in the organization’s par-
ticular area of operation – the best consultancy, the best airline, the best construction com-
pany. Organizations may benchmark themselves against others in their field of operation,
perhaps using tools such the European Foundation For Quality Management’s ‘Excellence
Model’ (which is discussed further in Chapter 8.2).

By benchmarking themselves against other organizations and by engendering within
themselves a culture of customer service and continuous improvement, organizations seek
to sustain and grow their customer base and, certainly for private sector organizations,
enhance their profitability.

Browns Manufacturing

Browns Ltd is a small to medium-sized enterprise (SME) manufacturing plastic com-
ponents for the motor industry. It has two manufacturing plants, one making large
components such as dashboards and wrap-around bumpers, the other making
smaller components such as radio and speaker surrounds and armrests. Their customers
include 4 motor manufacturers and around 50 companies working in the after-sales and
repair markets. The company was set up some 20 years ago by Henry Brown who, with
his family, owns the business.

There are now some 950 employees, of whom 825 are in manufacturing and the rest
in sales and marketing, or other functions such as finance, IT and HR. Many of the
employees are long serving, especially in the manufacturing department and in sales and
marketing.
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The customer base is mixed. The motor manufacturers provide most work and most
of the sales, accounting for some 75 per cent of turnover. The other 25 per cent of sales
is spread around the companies in the after-sales and repair markets. Many of these are
quite small businesses, and were some of the early customers when the business was first
set up.

Relationships with the customers in the motor manufacturing sector are becoming
strained, as Henry now gets complaints from the manufacturers that deliveries are some-
times late and there is no one they can talk to at Browns when there’s a problem. Of
course, there is always someone they can talk to, it’s just that whoever answers the phone
has to search around for someone who knows enough about the issue to be able to
discuss it with the customer.

The production staff are busy in the factory and the managers tend to be hands-on
managers who are out of their offices and on the factory floor for most of the time, sort-
ing out problems, so they don’t hear the phone ringing in the office.

The sales staff spend most of their time out of the office visiting the after-market and
repair customers who need a lot of help in managing the ordering of the components
they need as they tend not to hold large stocks because of the uncertain nature of the flow
of business. If the sales staff are not with existing customers then they are out looking
for potential new customers, although they have not been particularly successful in the
last couple of years.

Henry Brown has a problem. The customers who represent the largest part of his busi-
ness are becoming dissatisfied and could possibly take their business to another supplier.
Task:
What advice would you give Henry to resolve these issues and improve customer
service?

There are several issues here:

● How strongly customer-focused is the organization?
● Who is showing concern for the level of customer service provided?
● What choices are being made about where to put customer service effort?

It would seem that there is not a strong culture of putting the customer at the forefront of
thinking:

● The production managers are hands-on and not readily available when needed to answer
customer relations issues

● The sales staff appear to be spending a lot of time dealing with ordering issues with rel-
atively small customers, and also do not currently seem to be very successful at gaining
new business.

Some of the possible solutions might be as follows:

● In the short term, the production managers could be given pagers or mobile phones so
that they can be contacted more readily, and the sales staff could be advised to spend less
time with the smaller customers and to spend more time looking for new customers.

Feedback
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● In the longer term, the organization (starting with Henry) needs to develop a culture that
puts the customer at the centre of all its activities. Customer relations should become the
focus of everyone. A small call centre could be set up to act as a helpline for customers.
The same call centre could act as a telesales unit for the after-sales and repair customers
to address their problems with ordering. They could then simply phone in to order the
parts they need. Some market research could be undertaken to identify potential new
customers. Using these data, the call centre could ‘cold call’ potential new customers to
try and arrange visits for the sales staff.

In this chapter we have assessed the need to put the customer as the focal point of the organ-
ization. Meeting, and if possible exceeding, customer expectations is key to the continuing
success of the organization. We have looked at approaches to customer service and at estab-
lishing relationships with customers, how to meet their needs and ensure that the organiza-
tion has the competence to deliver excellent customer service both to its external customers
and to internal customers.

From the HR perspective, the importance of meeting the needs of internal customers can-
not be overemphasized.
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8 Quality

and continuous

improvement

Quality management is a systematic way of guaranteeing that organized activities

happen the way they are planned. It is a management discipline concerned with

preventing problems from occurring by creating the attitudes and controls that make

prevention possible.

(Philip Crosby1)

In this chapter you will:

● Learn what is meant by quality, and how to achieve it
● Consider what is meant by total quality management and come to understand the tools

available to manage quality, including quality circles
● Look at the implications of quality for management, and the costs associated with it
● Learn about the meaning of quality assurance
● Consider the ways organizations can look at how they can continuously improve
● Look at the processes of production and service to see where enhancements can be made

in order for continuous improvement
● Review quality systems such as ISO 9000 and the Excellence Model of the European

Foundation for Quality Management.

Food for thought

Bob and Betty enjoyed visiting historic towns, and this weekend was going to be espe-
cially important because the visit coincided with their birthdays. The day passed pleas-
antly, and they set out in the evening for a local restaurant.

The restaurant had been recommended and booked by the receptionist at their hotel.
The meal started well enough; the waiting staff were attentive and their starter arrived
promptly. It was then that things started to deteriorate. There was a long delay before the
main course arrived, the waiter realized the delay was occurring and apologized, mak-
ing polite conversation to help keep them happy.

Chapter
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However, when the food arrived Bob cut into a piece of chicken only to find that the
centre was still frozen. Bob angrily confronted the waiter, who again apologized and
offered to change the meal. Reluctantly Bob agreed to this, especially when the waiter
told him that the sweets and coffees would be free of charge.

When the bill was delivered (by a different waiter), it was apparent that they had been
charged for the sweets and coffees. Bob confronted the manager, who angrily told him
that ‘The waiter had no right to do this and there is nothing wrong with the food in this
restaurant’. The waiter was called and the confrontation continued, with the waiter argu-
ing with the manager and the manager arguing with Bob. This seemed to cause both
amusement and consternation to the other diners. Eventually the manager agreed that
Bob and Betty they could have one sweet and one coffee free. They reluctantly agreed
and left, promising the manager they would take further action.

On their return to the hotel Bob recounted their story to the hotel receptionist, who
apologized and said he wouldn’t recommend the restaurant in the future. This conversa-
tion was heard by a number of other guests in the hotel lobby. On arriving home Bob
wrote a letter of complaint to the Environmental Health Department responsible for the
restaurants in the town. Some months later he discovered that the restaurant had been
fined for a number of infringements of hygiene regulations.
Task:
Why do you think this situation occurred? What could the restaurant have done to
avoid it?

This case shows the importance of quality issues and attention to customer relations. When
customers enter a restaurant, they expect a particular level of quality (quality of design). It
is for the restaurant to have in place the systems that can deliver that quality (quality of con-
formance). There needs to be a system in place to deal with this. There also needs to be a
system to deal with customers when things go wrong. In this example, the waiter and man-
ager were sending conflicting messages to the customer. The dissatisfied customer then told
many others (the hotel receptionist, the other hotel guests, the other diners) and no doubt
friends and colleagues about his experience, which reflects on the restaurant’s reputation,
and other potential customers consequently stop visiting.

A simple, relatively cheap gesture (free sweets and coffees as part of a complaints pro-
cedure all staff know about) on the manager’s part might have avoided the more expensive
visit from the Environmental Officer, together with its accompanying bad publicity.

Like any discerning customer, we all look for value for money. However, we are often
unsure what we mean by the term. This chapter draws our attention to the importance of
quality management processes that are so important in ensuring that customers get the
product or service for which they are paying.

8.1 Quality assurance and other quality issues

All organizations have a reputation, and this reputation can be built on a number of factors
including quality, reliability, delivery and price. These are competitive factors, and if we
can learn to use them well, we can enhance our reputation. Quality is perhaps the most
important of these factors, and so its management needs to be learned and used well
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because if we develop a reputation for poor quality it can take a long time to lose it. So how
do we define quality? A description of quality might include ideas about the standards of
excellence a product or service enjoys. Other ideas can include quality as a way of satisfy-
ing the needs of the customer.

Quality obviously means different things to different people. Someone at an opera might
refer to the music as being of the highest quality. The same person may also consider pop
music to be of an inferior quality. However, if we were to ask a teenager what they consid-
ered to be quality music we might get an answer that makes pop music superior and opera
inferior. For both, the view of quality is based on the idea that one particular type of music
is somehow superior to the other.

From a provider’s point of view, we need to think of what exactly the customer requires.
This is just as true for an internal customer as for an external one.

8.1.1 Views on quality

Two features of quality highlighted by Juran2 are those of quality of design, and quality of
conformance to design.

Quality of design

Quality of design tells us to what extent the product or service has been designed to the
requirements of the customer. If the quality of design is poor, the customer will not be sat-
isfied. Good design and quality can only be achieved by having a very good specification
that includes quality of materials input into production as well as the processes through
which those materials go.

In terms of service sector industries, an example of this could be the recruitment of
the right people, who then have to go through a standardized training programme. This,
together with ongoing career development, contributes to what the customer needs in
terms of customer-focused service providers with the requisite social and technical
skills.

Quality of conformance to design

Here, managers are comparing how closely the organization is getting to providing cus-
tomers with what has been agreed in the quality of design. By checking conformance they
are attempting to build in quality and make sure that things go according to what was
planned in the quality of design. Managers cannot expect to achieve this by constantly
inspecting at various stages of production, because this can become prohibitively expen-
sive. What they must seek to do is be concerned with the processes that convert raw mate-
rials into the products or services customers require. Due to the complexity of organizations
and the number of functional departments that exist there are a multitude of processes being
carried out, and these processes are often interlinked. In the earlier example of people
being recruited and then trained, those people may be recruited by one department, to be
trained by another and to work in a third. Managers must be aware that each of these
processes, whether it be recruitment or training, must have a clearly defined system of
management, and these will need to be controlled, monitored and analysed. Managers will
need to ask questions such as, ‘how do we carry out our recruitment and selection?’ ‘What
sort of training do we give our staff?’
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8.1.2 How do we achieve quality?

In the past quality control often consisted of a number of individuals whose only job was
to inspect work at different points during the work process. The problem with this approach
is that it passes responsibility for quality from the worker who is actually doing the job to
someone else. This means that even those who carried out the inspections could allow
errors to continue, in the belief that they would be discovered in final inspection and then
rectified before being forwarded to the customer. Once the idea of total quality manage-
ment (TQM) was conceived this changed, and the idea of making everyone responsible for
quality began.

TQM is principally about the careful design of the product or service, and then ensuring
that the organization’s systems can consistently produce the design. It is clear that TQM
relates not only to products but to services too – to every situation in which there is a
customer.

8.1.3 Quality and the internal customer

In all organizations there are those who provide goods and services to other departments and
those who use those goods and services. This relationship between those who provide and
those who use the goods and services can eventually have an impact on customers from out-
side the organization. For example, if managers ignore the quality of product or service pro-
vided internally, then this will reflect in the quality or service provided to external customers.
It is therefore critical for managers to emphasize to all staff that they are in some way the
customers of and providers to other departments. This can be described as a provider–cus-
tomer chain of quality and, like any chain, it is only as strong as its weakest link. The HR or
finance departments may, for example, see all the other departments of the organization as
their ‘customers’. This mindset requires some rethinking of the relationship between depart-
ments. If one individual employee or piece of machinery fails to meet the requirements of
customers, it results in the breakdown of the chain. The results of this breakdown invariably
impact on the external customer and those who have to deal with them on a personal basis.
Managers need to encourage staff to realize that what they are required to do is to think
holistically and add value to the product or service whenever possible.

8.1.4 Adding value

An example of adding value can be illustrated by the production of potato crisps. Once
organizations know what the customer wants in terms of potato crisps, a specification is
written in order to achieve it. The potatoes must pass through a number of processes before
they reach the customer as crisps. Finally, the organization needs some way of knowing
whether it has satisfied the customer’s needs in terms of specification. In a simplified ver-
sion of what might happen, we might find that the potatoes are purchased unwashed from
the farmer. They are then washed, peeled, sliced thinly, deep fried, flavoured and finally
packaged. Through each process in their transformation – purchasing, washing, peeling,
slicing, frying, flavouring and packaging – value is added, because at each stage the prod-
uct is worth more.

To take a non-manufacturing example, a college might recruit its students and then
educate and train them academically as well as vocationally, with the end result being indi-
viduals who are valued more by society, the employment market and, perhaps most impor-
tantly, by themselves.

Examine the ‘situations vacant’ in any newspaper and compare salaries/wages for unskilled,
semi-skilled, skilled and professional jobs.Exercise



From this comparison you should notice that the greater the skills and qualifications peo-
ple have, the greater their chances of employment at a reasonable salary. This will give you
an idea of how the college has added value to people by enhancing their skills and knowl-
edge through the various academic and vocational education processes.

8.1.5 Defining total quality

In order to achieve total quality, managers have to understand that the whole organization
needs to be involved. In order for them to achieve quality they need to look at the manage-
ment of people, planning, customer relationships, communications, team work, strategy
and costs.

8.1.6 Managing people and quality

It is through people that organizations get things done, and without their full cooperation it
is almost impossible to achieve quality output. People help organizations to compete in ever
more demanding markets. Organizations can lose their competitive edge because they
ignore their human resources, adopting a ‘top-down’ approach of ‘we know what is best for
you’ rather than involving more junior staff. Other areas can include problems with
research and development (e.g. not exploiting discoveries and turning them into viable
products).

It is generally accepted that a modern workforce needs to be multi-skilled and flexible.
It is necessary therefore to understand that those workers need to be managed in a differ-
ent way if we are going to maximize their potential. In order to understand which manage-
ment approach is needed to achieve quality goals, we need to look at the work of the writers
on Total Quality Management such as Deming (1986),3 Crosby (1980)1 and Juran (1989).2

Deming3 has been a major influence in raising the awareness of organizations to the issue
of quality. After the Second World War, Deming advised the Japanese about statistical qual-
ity control and the need to reduce uncertainty and variability in the design and manufac-
turing process. Deming’s view emphasizes that quality improvement must be driven by
senior management, and that with improved quality we get higher productivity, which in
turn provides long-term competitiveness.

8.1.7 Management approaches to quality

Deming3 suggested a fourteen-point plan for managers who wanted to adopt a quality
approach that is briefly summarized below:

1. Organizations need a clear mission and management should be committed to it.
2. The organization needs to focus on the customer, and this can only be done by remov-

ing the ‘them and us’ attitude that often exists.
3. If we think someone else is going to inspect our work then we often let them do just that;

this passes the responsibility onto someone else.
4. We need to avoid basing purchasing decisions on price alone and to look at quality as

well.
5. Constant incremental improvement, even though those improvements may be small,

should be made based on what the customer feeds back to us.
6. Constant training is required so that all employees have skills and knowledge that are

not limited to their own job.
7. Managers should encourage employees in how to do the job, rather than spend time con-

stantly supervising them.

Feedback
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8. If some form of punishment happens because workers fail to meet targets, then the fear
this engenders will make those same workers focus only on short-term targets and not
on long-term results.

9. Interdepartmental feuding needs to be reduced and the efforts of all focused on the cus-
tomer.

10. Workers are not fooled by the use of ‘buzz-words’ to persuade them to improve qual-
ity.

11. If targets seem difficult to achieve, then workers may cut corners and quality may suf-
fer; however, if targets are easily achieved then workers may take it easy. By setting
quotas managers can encourage short-term thinking whereas they really want long-
term continuous improvements.

12. Managers and the workforce need to cooperate.
13. People need to be educated in the fullest meaning of the word, not just in a job-specific

sense.
14. Total quality management must be fully supported by senior management, who should

make the greatest efforts possible to include all the workforce in it.

Crosby1 developed what he called the ‘absolutes of quality management’; these are quality
through conformance to requirements, quality through prevention, zero defects, and meas-
uring quality through the price of non-conformance. It is worth making some comment on
each of the four absolutes in order to aid understanding.

● It is necessary clearly to define what is required. Once something is done we can test to
see whether it conforms to requirements. If it does not, then it means that some quality
is missing.

● Problems with quality occur in the functional departments, and the departments should
be made aware of them and then learn how to deal with them.

● Zero defects should mean doing things right first time and not accepting the view that it
is acceptable to make mistakes.

● If we do not conform to our requirements, then it will cost us in some way (reworking).
This cost needs to be made public to highlight the problem, which can then be addressed.

Crosby also produced a fourteen-point quality improvement programme to assist the intro-
duction of total quality management. This, like Deming’s approach, included the need for
management commitment, team working, quality awareness, quality measurement, quality
evaluation, education, goal setting, costing, and error cause removal. The others related to
training, use of committees and celebration of success.

8.1.8 Planning and quality

By careful analysis of the costs of poor quality (reworking, visiting customers’ premises for
repair and investigation) we can identify areas of costs and their interrelationships. By
using methods such as process charts, we can identify those areas and plan what needs to
be done before certain events take place. These can enable managers to avoid some of the
pitfalls that may lead to poor quality, as well as to plan alternative courses of action where
necessary.

8.1.9 Organization structure and quality

Traditionally organizations have been arranged on a functional basis, allowing a logical
division of work into specialist areas – for example, finance, marketing and administration.
These are usually arranged in a hierarchical format as in Figure 8.1.
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The functional structure has its problems, namely those linked to coordination because
work is organized by specialization and not because of customer requirements. This can
lead to increased managerial complexity, without really focusing on the needs of the cus-
tomer because the people within those specialist functions have become insular and
parochial.

In order to encourage the idea of quality, organizations have to make their employees
understand that potentially everyone is a customer or provider of goods and services, espe-
cially in the sense of internal customers. This means making people realize that if someone
in the organization needs them to do or make something before a piece of work can be pro-
gressed further, then that person is an internal customer and they are providing him or her
with a product or service. This encourages staff to think about the whole process of what
they do and its impact on external customers.

Recent years have seen many organizations reduce the number of levels in their hierar-
chies. The delayering of organizations has led to a different focus in terms of what is
required of the more junior levels. They have been given an increased amount of power to
investigate problems and provide the solutions to them. This new focus on problem solv-
ing in turn has had implications for quality, since the junior levels are more likely to have
contact with customers and have day-to-day experience of the problems. They are in a bet-
ter position to deal with them because of that experience.

Delayering means improved communications, and this too can contribute to improved
quality by making it easier for people to get access to key decision-makers and deal with
problems while they are still in the development stage.

Some organizations (for example, education establishments) form committees of senior
managers to plan for academic quality. These committees are intended to highlight an orga-
nizational commitment to quality. Part of their task is regularly to set quality objectives for
the organization and draw together the work and quality approaches of the different depart-
ments/faculties. This may include the incorporation of best practice that might exist in one
department to the whole organization.

8.1.10 Team work and quality

Teamwork and quality are closely linked through issues such as empowerment, communi-
cations and leadership, which are dealt with in other sections of this book. However, at this
point it is worth mentioning a particular type of teamwork and its contribution to quality –
the quality circle.

Quality circles

Quality circles have long been used by Japanese companies as part of their focus on on-
going quality improvement. They consist of a number of employees who volunteer to meet
on a regular basis and discuss any problems concerning the work they are doing. Their day-
to-day knowledge of the work is considered to be of paramount importance. This allows
them to identify the problems and their causes, and ultimately to suggest a solution that
may or may not be accepted by management.

Marketing HRM Finance Production

Figure 8.1. A simple functional structure.



Being part of a quality circle can be a great motivator, because people are allowed to take
some control over the decision-making process and influence their day-to-day working
lives. Some people gain personally through being part of a quality circle because it gives
them the opportunity to develop skills in communication and problem solving. If group
members are weak in some of the skills required, then management will often provide train-
ing to deal with this.

The skills development should also include how to understand the potential company-
wide implications of their ideas, suggestions and problems. This can be especially impor-
tant if management has to reject a suggestion, because the group will then have a better
understanding of the reasoning behind that rejection.

Everyone who wants to be involved in a quality circle should be encouraged to do so, but,
like any group, there are problems with this in terms of personality clashes and limitations
on group size. Full participation in idea generation should be encouraged, no matter how
obscure those ideas might seem. The success or failure of a quality circle is closely linked
to management attitude. If management is fully committed to the ideas, then teams will be
encouraged. However, lack of commitment from management may be demoralizing.

Quality circles and problem solving

Problems can be solved by the use of a number of different techniques, and teams need to
be trained in their use.

Brainstorming

Brainstorming is probably the best known of the techniques associated with problem solv-
ing. It is used to produce as many ideas as possible, in the knowledge that one person’s idea
may act as a catalyst and produce an idea from another. All ideas are recorded and then
analysed at a later date by the whole team.

Pareto analysis

Pareto analysis, or the 80/20 rule, can help a team to prioritize its problems. If 80 per cent
of complaints are coming from 20 per cent of customers, then we need to deal with their
complaints first.

Cause and effect or Ishikawa diagrams

These diagrams (see Figure 8.2) are used to link problems with their causes and help to
identify where action needs to be taken in other processes. It should be obvious that we can
trace back along the figure and identify all the contributing factors to the poor paint finish
we have on the door. This allows management to take action to make sure the same things
do not happen again.

Critical examination

After the team has all the information it needs to analyse problems, critical examination
allows it to use the basic questions: what, why, when, how and who? These in turn help
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make the following links to purpose (what is achieved?), means (how is it achieved?),
sequence (when is it achieved?), place (where is it achieved?) and finally person (who
achieves it?). We can now create a matrix as in Table 8.1 to aid problem solving.

In groups of three or four, choose a problem that you have faced or have experience of at
work. Use the critical examination matrix and apply it to the problem, and then report on
your results.

● Did they surprise you?
● Did the use of the chart make you think differently?

Using the matrix should help to develop a systematic approach to dealing with problems,
and avoid situations where possible solutions are missed.

8.2 Continuous improvement

Continuous improvement has been successfully used by the Japanese for a number of years,
and the Japanese word kaizen is used to describe it. The idea of kaizen is not to sit back
once improvements have been made to a product, but to be almost like bees working

Feedback

Exercise

Door prepared
poorly

Undercoat applied
too soon

Applied in damp
weather

Rub down door – Prime door – Undercoat door – First coat – Second coat – Effect: poor finish

Applied before
undercoat

rubbed down

Door primed
using wrong

primer

Figure 8.2. An example of a cause and effect diagram.

Table 8.1 Critical examination matrix.

Present method Questions Alternatives Choices

What is achieved? Why is it necessary? What else could What should we do?

we do?

How is it achieved? Why do we do it How else can it be How should it be 

that way? done? done?

When is it achieved? Why do we do When else could it When should it be 

it then? be done? done?

Where is it achieved? Why do we do Where else could Where should it be 

it there? it be done? done?

Who achieves it? Why do they do it? Who else might Who should do it?

do it?
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away at a hive. Each does a little at a time, but by adding on an incremental basis they can
eventually produce something that is much larger and better. The issue of quality can be
approached in the same way, so that very minor changes over time can result in a consid-
erable improvement in performance. For example, the levels of fuel efficiency in the aver-
age saloon car have improved dramatically over recent years. This has been made possible
due to the cumulative effects of continual minor changes in car body shape, fuel delivery
systems and engine design.

This idea of continuous improvement can be linked to Deming’s3 idea of Plan, Do, Study
and Act, where a problem is examined, information is gathered and a plan to improve it is
suggested. The ‘Do’ part is when the plan is tested on a small scale, followed by the ‘Study’
stage, where evaluation of the trial takes place to see if any other issues have arisen. The
‘Act’ stage is where the plan becomes standard and is carried out continuously. This leads
back into the ‘Plan’ stage for further analysis.

8.2.1 Strategy and quality

Organization strategy is discussed at length in Part Three, but it is worth briefly mention-
ing here how strategy and a quality approach are linked. Porter4 suggests that there is a
number of strategies for competitive advantage that organizations pursue – cost leadership,
differentiation and focus.

Cost leadership

If an organization adopts the idea of cost leadership, then it is saying that it wants to be the
lowest-cost producer. A quality approach can impact on this because as part of that
approach it focuses on getting things done right the first time, therefore avoiding rework
costs. This example very simply links the idea of how, by concentrating on quality, organ-
izations can reduce costs.

Differentiation

If an organization adopts differentiation as a strategy, then it recognizes the need to focus
on a particular characteristic of the product or service. Here, a quality approach can con-
tribute by focusing on the quality of the design of the product or service and positioning the
product at the luxury end of the market.

Focus

By adopting a focus strategy the organization concentrates on certain niche markets within
a wider market and focuses on particular customers. In this type of niche, organizations find
that the customer is prepared to pay premium prices for goods or services. However, in
return they expect, among other things, high levels of quality. An example of this might be
the Morgan Car Company, whose customers are prepared to wait several years for a car but
they know that Morgan focus on quality craftsmanship and they obviously feel this is some-
thing for which it is worth waiting.
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8.2.2 Costs associated with quality

These costs include:

● Costs incurred in the prevention of rejected work, including the maintenance of equip-
ment used in inspection or quality control

● The costs of administering a system of quality control and any training required
● The costs incurred finding out whether something is of the correct quality (these can

include costs incurred when the quality of inputs such as raw materials are checked)
● The cost of having someone check quality during the production process as well as the

costs of final inspection checks
● Costs incurred when there is failure to achieve the required quality – including finding

what has caused the failure, the costs of rechecking the reworked product and also the
cost of waste in the form of effort, time and materials

● Costs caused by customer reaction to poor quality, including the repair or replacement
of products and administration costs associated with the need for a customer complaints
department. Perhaps the most underestimated cost is the loss of goodwill, where cus-
tomers take their business elsewhere and at the same time speak poorly of the organiza-
tion that has treated them badly.

It is possible that by adopting a Total Quality Management approach organizations can
address many of these costs and take action to reduce them.

8.2.3 Quality assurance

Quality assurance means having in place a quality management system that will allow a
more standardized approach. The system uses a variety of statistical quality control tools,
such as cause and effect diagrams and statistical process control. Organizations are
expected to record and analyse quality costs.

The organization that adopts this approach would be moving from a situation where it reacts
to non-conformance to quality to one where it actively tries to prevent non-conformance. This
means that it has to involve people more, and spend more time on the design and planning
of products and services.

Quality assurance can be extended to where the organization guarantees the quality of
the goods and services supplied to a customer.

This allows customers to be involved in any problem solving or adjustments to the prod-
uct before it is introduced into their production process. It also allows them to eliminate
pre-delivery inspections because the products are made to their standards when they leave
the factory.

8.2.4 Quality standards

This type of quality assurance scheme is often certified under the relevant British Standards
or internationally accepted standard. Organizations are awarded the standard only after an
independent assessor has verified, through an audit and inspection process, that its quality
systems meet the required standard. This does not ensure the quality of a particular good
or service, but it does mean that quality management systems of a suitable standard are in
place at the organization.

It is beyond the remit of this book to detail the contents of the relevant British Standards,
but they do include the necessity for management responsibility and document control.

Organizations can prepare quality systems and processes to suit their particular type of
operation. Some may be related to manufacturing processes and some to services, such as
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hotel management. Whilst these may appear quite different, there are models and
approaches to total quality management that can be applied to almost any type of organi-
zation. Some of these are described below.

ISO 90005

This is the quality management standard of the International Organization for
Standardization (ISO). It is produced as a document that senior management in organiza-
tions can use as a template to develop and implement quality management processes.

There are eight principles that need to be addressed:

1. Customer focus. All organizations depend on customers, and so understanding cus-
tomer needs and meeting them, and indeed trying to exceed them, is important. Meeting
the needs of customers is fundamental to the continued success of the organization.

2. Leadership. In the organization, the leadership provides the direction and focus of the
activity of all members. Leadership will play a key part in developing a culture in which
employees feel empowered and committed to achieving the organization’s goals. If
employees do not understand the organization’s goals, and the part they contribute in
achieving those goals, then the less likely it is they will be motivated to deliver a qual-
ity product or service.

3. Involvement of people. Involvement implies more than a feeling of somehow being
included in organizational activity. It means being accountable for achieving agreed lev-
els and standards of performance against goals. Employees will also be encouraged to
do more than ‘just do the job’, and to look at ways of improving the product, service and
ways of doing their job.

4. Process approach. This entails looking at how best use can be made of the resources
necessary to complete a process – reviewing the materials, methods and activities
needed to deliver.

5. Systems approach to management. The systems approach involves looking at the
whole organization and reviewing how processes integrate to deliver the organization’s
outputs in the most effective and consistent way.

6. Continual improvement. An organization needs to look at how it can improve its
products, processes and standards on a continual basis. The improvement in quality
standards is not something that is undertaken on an irregular basis. The notion of con-
tinuous improvement is that everyone in the organization is continuously looking for
ways to improve. It is a day-to-day activity.

7. Factual approach to decision-making. Decisions should be based on data and infor-
mation. Decisions not based on factual evidence may be poorly thought through. The
approach will include looking through previous records and collecting new data to
gather the requisite evidence on which to make an informed decision.

8. Mutually beneficial supplier relationships. The relationship between an organization
and those who supply it is important. There is a need for both parties to balance short-
term gains with the longer-term relationship they may have so that both parties benefit
from the value-adding process. It is sensible for the working relationship that both par-
ties share relevant information about the partnership and its operation.

(Adapted from ISO 9000 Quality Management Principles)5

Organizations who follow these principles and are assessed against them by accredited
ISO assessors can be awarded recognition of the ISO 9000 standard.

Looking at the Principles behind the Standard, it can be seen that they are specific to
every type of organization, and they can be applied to organizations in any sector and of
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any size. The purpose of the process is the provision of a framework for managers to struc-
ture how their organization operates in order to ensure that the principles of quality are
embedded.

In order to gain recognition by the Standard, the organization is audited by assessors who
look in detail at the processes of the organization against the eight principles. For example,
how does the organization measure customer satisfaction? What systems does it have in
place to demonstrate that it does measure satisfaction, and how does it respond to com-
plaints from customers? How are complaints handled? What action is taken, and how are
customer complaints recorded within the organization – including the action taken?

In the spirit of continuous improvement, the solving of a customer complaint should
address the question of why the complaint occurred in the first place. In addressing the
complaint rather than simply looking at the solution, managers should look at the source of
the complaint, what caused it to occur, and then seek to eliminate the possibility of it hap-
pening again. Using the approach in the Ishikawa diagram (Figure 8.2) could be one way
of problem solving.

The EFQM Excellence Model

This is the model of the European Foundation for Quality Management, and it is a model
that helps an organization assess its progress towards the concept of excellence (see Figure
8.3). The assumption is that organizations wish to go beyond delivery of products to a con-
sistent standard of quality, and strive to be ‘excellent’ in all that they do.

The model is based around nine criteria that are used to assess the organization’s
progress towards the goal of excellence:

1. Leadership. This concerns the skill and effectiveness of the leadership of the organiza-
tion in setting its purpose out clearly so that everyone knows what is required of them
and the organization. It also looks at the ability of the leadership to help the organiza-
tion cope with change. Leadership impacts on the next three criteria.

2. Policy and strategy. The strategy and vision of the organization are clearly set out, as
are the ways of delivering it.

3. People. This covers the whole range of the ways in which people are managed and
motivated by the organization – how employees are communicated with, rewarded
and involved, and how their skills, knowledge and experience are deployed by the
organization.

Leadership

People

Policy and

Strategy

Partnership

and Resources

Processes

Key 

Performance

Results

People Results

Customer

Results

Society Results

INNOVATION AND LEARNING

ENABLERS RESULTS

Figure 8.3. The EFQM Excellence Model. © EFQM. The EFQM Excellence Model is a registered

trademark.
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4. Partnerships and resources. This covers how the organization manages its relation-
ships with external stakeholders, alongside its internal resources to support the strategy
and processes.

5. Processes. Processes should be designed so as fully to satisfy the needs of customers
and stakeholders.

6. Customer results. The service or product should meet all customer expectations.
7. People results. Achieving results with employees is seen as an indicator of the excel-

lent organization. This covers the whole range of HR activity, including reward, per-
formance measurement, job design etc.

8. Society results. This involves looking at the organization’s impact on society at large.
It includes issues to do with environmental impact, relationships with neighbours, and
active involvement in the community.

9. Key performance results. This looks at the performance of the organization, and how
it measures its results in terms of financial and non-financial measures.

Criteria (1) to (5) are described as ‘enablers’, in that they determine how the organization
goes about setting out to deliver the remaining criteria, which are described as ‘results’.

Both these models of quality management aim to provide the management of an organ-
ization with the frameworks to design, monitor and continually assess its performance and
processes.

An example of an organization that has the concept of total quality management embed-
ded in its culture is Toyota, one of the world’s most successful car manufacturers. Toyota
is committed to continuous improvement as part of the way it does business. The organi-
zation operates what is known as ‘The Toyota Way’, which consists of the key principles
around how it operates. Liker (2004)7 identifies the fourteen Toyota Way Principles, which
are based on four key elements – the long-term philosophy, the right process to produce the
right results, added value to the organization by developing people and partners, and con-
tinuously solving root problems to drive organizational learning.

The similarities between the ISO 9000 and EFQM models and the approach of a suc-
cessful motor manufacturer can be seen in the Toyota example.

Inevitably, it is not simple to reconcile the demands of total quality management and the
need for day-to-day production or delivery of services. Sometimes there is a strong demand
to get the product delivered ‘at any cost’, which might mean cutting corners to ensure deliv-
ery on time. There is, of course, the risk that a product delivered on time but not of the right
quality could disenchant the customer, be returned, or be the subject of many calls to a serv-
ice department to rectify defects.

It can be argued, then, that total quality management is not so much a process as a state
of mind, and a value to be embedded in the organization. To be committed to TQM means
delivering the right product or service to the customer, first time, every time. It’s a demand-
ing regime. It means that problems have to be resolved and the root causes identified and
eliminated. Solving today’s problem quickly without taking time to find out what caused it
is not the recipe for long-term success.

8.2.5 The quality manual

The quality manual is a written record of current good practice to show an assessor the exis-
tence of a quality system. It gives an opportunity to examine current practices and improve
on them, as well as using them to develop consistent practice throughout the organization.
The manual should include items such as an explanation of any changes that have taken
place, details of the mission statement and policy on quality, company details and organi-
zation chart, together with the responsibilities of senior managers. Details of paperwork



used as part of company procedures, such as order forms, training records and customer
questionnaires, should also be included.

8.2.6 Quality monitoring

A basic feedback system is required for an organization to determine whether it is reach-
ing its own targets for quality. One method of doing this is through feedback from cus-
tomers and complaints, although these responses can be misleading.

Feedback from internal sources helps as well, especially from those who are involved in
quality circles. They and other forums, such as team meetings, should be used to highlight
problems of quality in production or service provision. 

8.2.7 Identifying the approach

There can be a number of approaches to the development of quality processes, depending
on the type of organization and the sector in which it operates. It is not appropriate to view
it as a ‘one size fits all’ process. The drivers for continuous improvement in the finance
department of a local council will be different to those of a high street retailer, and differ-
ent again to those of the manufacturer of electronic products.

Consider the drivers for continuous improvement in the three types of organizations men-
tioned in the previous paragraph – the finance department of a local council, a high street
retailer, and a manufacture of electronics products.

Looking at the three organizations, they clearly operate in very different environments.
The local council has customers who are the residents in its geographical area, and have

little choice about some of the services – and are payers of council tax. Thus continuous
improvement might mean trying to make the process of paying council taxes easier –
providing more ways of paying, perhaps through the Internet. It may involve looking at
the documents sent out to members of the public and making them easier to understand.
As a finance department, it may also look at internal customers – other local council
departments – and see how it can help them by, maybe, providing financial analysis in a
different format to meet an internal customer’s specific requirements.

For the high street retailer it may be about how to make it easier for customers to move
around the store – better signs, moving display stands around to make more space for dis-
abled customers.

For the manufacturer, it may be using quality circles to investigate particular problems
in the production process. It may be about encouraging employees to look for opportuni-
ties to continuously improve what they do and how they do it. They might, for example,
look at just-in-time production processes to lower the amount of inventory held.

The drivers for continuous improvement may be to improve quality, to speed delivery
times or to reduce costs – and these examples are not necessarily incompatible. If you con-
sider the approaches to quality outlined above, to get the right product of the right quality
to the customer when the customer wants it, and avoid re-work in the process, then all those
objectives may be achieved.

In this chapter we have looked at the issue of quality, and now know what is meant by qual-
ity and total quality management (TQM) and how it can be achieved. There are costs asso-
ciated with quality, and there are tensions associated with sometimes adding to the cost
base in the short term to achieve longer-term gains.

In brief

Feedback

Exercise
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Standards need to identified and implemented, and performance measured. The effec-
tiveness of the quality system and processes needs regular auditing.

Quality is an issue of importance to leaders and managers in all organizations. There are
tools available (for example ISO 9000 and the EFQM Model) to help implement and ensure
conformance to processes. From a management perspective, one of the key points is that
quality is ultimately delivered through people. The skills and commitment of every indi-
vidual in the organization to work to identified quality standards and to seek continuous
improvement are crucial to success.

Employees need to be engaged, consulted and actively involved with the quality process.
Those actually doing the job usually know it best, and know where improvements can be
made. It is the responsibility of the management of the organization to provide the
processes by which employees can engage in continuous improvement.
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Part Three
Managing in a Strategic
Business Context





Learning outcomes

To understand and explain:

● The main features of the market economy
● How organizations gain and maintain competitive advantage
● Developments in labour markets and their significance for organizations
● The nature of corporate strategy and the different views of strategy formation
● The role of HR professionals in forming strategy
● Globalization and its impact on employment markets
● The European Union and its implications for UK employers
● Government policy and its impact on HR activities
● Demographic trends and their implications for the supply of labour
● Social trends and their implications for organizations
● The central features of employment regulation and the major ways in which it is

enforced
● The major technological developments affecting organizations
● The major theories and debates in business ethics, corporate social responsibility and

professionalism



Introduction to Part Three

Choice and competition have made Tesco a better business. As a Chief Executive you

feel intense pressure from customers, competitors, owners, staff, Government, media

and other stakeholders. I don’t pretend these forces are always aligned. Sometimes

they are negative. But they are all powerful judgements that tell you how you are

doing and how you must change. If you listen and respond they reshape your business

around you, as has happened to Tesco – a happy evolution. If you don’t listen and

respond there’s revolution – you’re ejected and the business is re-shaped anyway,

although the outcome is much less predictable.

(Sir Terry Leahy, Chief Executive of Tesco plc, addressing the Guardian’s public services

summit on 2 February 2005)

The adage ‘change is the only constant’ is now firmly established in the management lex-
icon. However, continuous change has always been a feature of organizational life,
although many commentators would argue that today’s organizations are subject to
unprecedented levels of turbulence and uncertainty. Whatever the pace and nature of
change, organizational survival depends on managing its consequences. Therefore, in for-
mulating and implementing strategy, managers need to understand, anticipate and respond
to the changing demands of the business environment.

The theme of this part of the book is the way in which the external environment impacts
on corporate strategy. The intention is to enable HR practitioners first to identify and
analyse the contexts within which organizations operate, and secondly to contribute to the
formulation of strategic responses.

The strategic business context – an
organizing framework

Figure I.1 helps us to place organizations within their wider business context (we shall use
the terms ‘business context’, ‘external environment’ and ‘business environment’ inter-
changeably). Parts One and Two of this book focused primarily on the internal environ-
ment with particular reference to managing people and activities. In Part Three, we are
concerned with the many forces operating outside the organization and how they affect
business strategy.

To aid our understanding of these forces and their strategic impact, it is possible to divide
the external environment into two parts:

1. The macroenvironment, or the wider environment over which the organization may
have little or no control but which impacts on its activities. It is conventional to refer to
the forces at work in the wider environment as the PESTLE factors, PESTLE being an
acronym for political, economic, social, technological, legal (what we have referred to
as ‘regulatory’) and environmental. It is this model that informs the structure of the third
part of the book. We shall also return to these ideas in Chapter 10, as PESTLE analysis
is one of the best known and most useful analytical management techniques.



2. The microenvironment, which is an organization’s immediate operating or competitive
environment, involving its own customers, suppliers and competitors. Organizations are
more likely to be able to exert some control over the factors operating at this level, as
we shall see in Chapter 9.

At both levels, managers and HR practitioners are confronted with the following questions:

● How is the business context changing?
● What impact will these changes have on the organization, its customers and markets?
● How should both business strategy and HR strategy be adjusted to take account of the

opportunities and threats posed by the changing context?

The following chapters are intended to provide some answers to these questions.
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9 The competitive

environment

The essence of strategy formulation is coping with competition.

(Michael Porter)

In this chapter you will:

● Examine the operation of the market
● Consider sources of competitive advantage
● Review the operation of labour markets
● Consider strategic choice in employment.

This chapter is divided into three sections. In the first, a general discussion of the nature of
economics and economic systems leads us to consider how producers of goods and serv-
ices respond to and interact with their competitors, suppliers and customers. Here we exam-
ine the essence of competition and demonstrate how, along with the ‘invisible hand’ of self
interest, it lies at the very heart of the market system.

In the second section, we see how the principles of market economics can be applied to
the analysis of an organization’s competitive environment to inform the strategy-making
process.

The third section again draws on economic analysis, this time in respect of factor mar-
kets. Beginning with the proposition that labour and product markets are interdependent,
we go on to argue that, while influenced by market forces, organizations are able to make
a strategic choice about the type of employment system they adopt to achieve competitive
advantage.

Many of the key concepts under discussion are introduced in the following case study.

Too good to be true?

Thameslink was offering tickets from London to Brighton and back for only £1 on a
Bank Holiday weekend, donating the fares to charity. Many people took up this offer,
and on the Sunday night there was a queue 10 deep and 200 yards long for trains back
to London.

Train travellers in the south-east of England are used to overcrowding. There is stand-
ing room only on peak-hour journeys to and from London’s mainline stations and on the
Underground. However, growth in commuter travel is largely a by-product of economic
activity, and overcrowding is a sign that the economy is doing well.

Chapter
introduction

Chapter
objectives

Case study

Continued



The annual growth rate of the number of rail commuters into central London during
the morning rush-hour is closely correlated with the growth rate of the Gross Domestic
Product. Commuting boomed with the economy in the mid-1980s, plunged as recession
took hold in the early-1990s, and is now surging again.

This is generating income for the rail operators. However, the strength of the economy
is also pushing up their costs. Some companies have to pay wage increases above the
inflation rate in order to keep fare-collecting staff. This suggests that the obvious solu-
tion to the problem of overcrowding – running more trains – might not be as profitable
as it looks. More people would have to be hired to operate them, but workers may be
hard to come by – especially in the South-East, where unemployment is low compared
with the national average.

(Reported in The Economist, 1998)
When the Swedish furniture giant Ikea opened its biggest British store in North

London more than 6000 people arrived, lured by the promise of furniture at huge dis-
counts. When the store opened, the surging crowd caused a crush in which four people
were injured and others suffered heat exhaustion. Once inside, shoppers jostled with
each other to claim bargains and fights broke out over a leather sofa, priced at £45.

(Reported in The Guardian, 11 February 2005)
Task:
● How do you account for the behaviour of the firms and their customers in the above

cases?
● What factors must Thameslink and Ikea managers take into account when making

pricing decisions?
● Why should commuters have to pay peak fares for the privilege of travelling on over-

crowded trains, when those who travel off-peak pay considerably less and have a
more comfortable journey?

● What are the issues facing both companies when deciding whether to invest in extra
capacity (new stores in the case of Ikea, new trains in the case of Thameslink)?

● Increasing capacity usually means employing more people. Why could this be a prob-
lem for Thameslink?

● Both the £1 return fare and the £45 sofa were publicity stunts. They created massive
excess demand because prices were set far below the market clearing price at which sup-
ply is brought in line with demand. This demonstrates the role played by prices in
rationing scarce resources.

● Costs of production are one factor that needs to be considered, but managers of
both Ikea and Thameslink also need to be aware of the competition. Ikea obviously
competes with other furniture stores, and decisions will need to take into account
how responsive demand for its products will be to any changes in prices (price
elasticity of demand). This in turn is dependent on the availability of substitutes
(among other things); can a similar leather sofa be bought elsewhere at a compa-
rable price, for example? In contrast, rail operators do not face competition from
other operators (they are local monopolies). However, they do compete with other
forms of transport, such as cars and buses. Therefore, they must consider the
effects that their pricing decisions will have on the demand for alternative forms
of transport and, similarly, how changes in the prices of alternative forms of trans-
port will affect demand for rail travel (for example, what would happen to the
demand for rail travel if the price of petrol fell?). This phenomenon is known as
cross-elasticity of demand.

Feedback
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● Prices must reflect the costs of production. Production costs include capital investment
in trains, track, stations, etc. The size of the system is determined by the extra capacity
required to cope with peak demand; therefore those who use the railways at peak times
should bear the additional cost. The same principle applies to peak pricing for electri-
city, telephone calls, air flights, etc.

● Ikea, when deciding on whether to invest in new stores, needs to take into account fac-
tors such as the level of demand for its products, the local market, people’s incomes, eco-
nomic growth and tastes and fashions. For Thameslink, until the point at which the
system reaches capacity, the cost of an extra passenger is zero. However, once capacity
has been reached, the cost of an extra passenger is a new train (and possibly new track,
signalling equipment, etc.)! This, coupled with the fact that demand for rail travel fol-
lows the economic cycle, complicates investment decisions.

● There is a relationship between the market for goods and services and the labour mar-
ket; investment in new productive capacity usually means employing more people.
However, in economic terms people are a cost of production and high labour costs could
affect the viability of any investment decision. In the case of Thameslink, a tight labour
market in the South-East (characterized by low unemployment and labour shortages as
the economy grows) may mean that high labour costs are an important factor in decid-
ing whether to invest in more trains.

Having introduced these key concepts, we now go on to show how they interact in a mar-
ket system. We begin by explaining the nature of the ‘economic problem’ and then explain
how it is solved by the market. We then introduce the idea of market imperfections and
argue that all markets are to a greater or lesser extent imperfect. The key point for us, in
examining the competitive environment, is that firms contrive market imperfections with
the object of maximizing their profits.

9.1 What is ‘economics’?

Essentially, economics is concerned with the production and consumption of goods and
services. It involves examining the following issues.
Regarding production:

● How much the economy produces
● What combination of goods and services is produced
● How much each firm produces
● What methods of production firms use
● How many people firms employ.

Regarding consumption:

● How much people spend and save
● The pattern of consumption
● How much people buy of any particular good or service
● What specific individuals choose to buy
● How consumption is affected by prices and other factors, such as advertising.

While it is true to say that economics is about the production and consumption of goods
and services, this does not really answer the question: what, exactly, makes a problem an
economic one?
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9.1.1 The economic problem

The central problem faced by all individuals and societies, regardless of wealth, is that of
scarcity. This term has a very specific meaning for economists, who assume that human
wants for goods and services are unlimited – that is, people, whether rich or poor, have an
almost infinite capacity for desiring material things. However, the means of meeting these
wants are limited. It is therefore impossible to meet everyone’s wants, because the world
only has a limited amount of resources with which to produce goods and services. These
resources, or factors of production as economists call them, fall into the following cate-
gories:

● Labour – the human resource. The labour force is limited not only in numbers but also
in terms of skills. This explains why labour shortages can exist during periods of unem-
ployment.

● Land – the natural resource. This refers to ‘land’ in the literal sense of the word, and all
raw materials.

● Capital – the manufactured resource. This consists of all the inputs (factories, machines
and other equipment) that themselves had to be made in the first place.

The reason for scarcity is that human wants are unlimited, but the resources available to
meet those wants are limited. The fact that people, whether rich or poor, want more than
they can have will cause them to behave in certain ways in their roles as producers and con-
sumers. It is this behaviour that is the subject matter of economics.

Demand and supply

Another way of looking at consumption and production is in terms of demand and supply.

Consumption ↔ Demand

Production ↔ Supply

Supply and demand are central to economics, and the subject is sometimes characterized
as being wholly about studying the interaction of these two ‘forces’. It is therefore impor-
tant to understand these terms and their relationship to scarcity.

Demand is related to wants. If goods and services were free, wants would be unlimited.
Supply, on the other hand, is limited by scarce resources. Potential demand will always,
therefore, exceed potential supply. The problem for society is how to match demand and
supply. This applies at the level of individual goods and services; it also applies to the econ-
omy as a whole, where total spending will need to match total production.

If potential demand exceeds potential supply, how are actual demand and actual supply
to be made equal? Either demand needs to be stemmed, or supply increased, or there needs
to be a combination of the two. It is this process, the interaction of the forces of supply and
demand, which is the subject matter of economics. It studies how demand adjusts to avail-
able supplies, and how supply adjusts to consumer demand.

9.1.2 Two branches of economics

Economics naturally divides into two branches of study. Macroeconomics is concerned
with the study of the economy as a whole (‘macro’ means ‘big’). Microeconomics is con-
cerned with the individual parts of the economy. It focuses on the demand and supply for:
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● Particular goods and services (e.g. for cars, clothes or holidays)
● Resources (e.g. oil, computers and managers).

Scarce resources mean that choices have to be made. Thus society has to answer the fol-
lowing questions:

● What to produce? What goods and services are going to be produced with the scarce
resources available, and in what quantity?

● How to produce? How are goods and services going to be produced? What resources
are going to be used in production? What technology is going to be used?

● For whom to produce? How is the nation’s output going to be distributed? What will
be the incomes of the various occupational groups?

All societies have to make these choices, although they can be made by different groups –
essentially, individuals or the government. These are microeconomic choices, as they are
concerned about individual products.

9.1.3 Opportunity cost

All choices involve sacrifice. At an individual level, if you choose to buy one particular
product, the less money you will have to buy others. At a national level, if a society chooses
to produce more of one particular good, it will be able to produce less of others. This is
brought into sharp focus if we consider some of the actual choices facing society: a deci-
sion to produce more arms means fewer hospitals; a policy of building more homes means
fewer schools . . . and so on. So the production or consumption of one thing involves
the sacrifice of alternatives. This is the concept of opportunity cost, which is defined as
follows:

Opportunity cost is the cost of any activity measured in terms of the best alternative

forgone.

Rational choices

Another important concept in economics is that of rational choices. Economists assume
that the economic actors – consumers and firms – will make rational choices when deciding
what to buy or produce, i.e. they will weigh up the costs and benefits. Rational decision-
making for consumers involves choosing items that give the best value for money, i.e. the
greatest benefit relative to cost.

For firms, managers will weigh up the benefits of an investment – in a new production
line, for example – against its cost. The benefits of such an investment would be the rev-
enues that the firm received as a result of the extra production, and the costs would be the
extra labour, raw materials, etc. required. The investment will only be justified if benefits
(in terms of revenues) exceed the costs; that is, if it earns a profit.

9.1.4 Defining economic systems

An economic system is the way in which society organizes itself in order to answer
the ‘economic problem’. Although in reality each country appears to have a unique
economic system, they are all essentially just different versions of the following three
basic types:
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1. Market economies – also commonly referred to as ‘free enterprise’, ‘laissez-faire’ or
‘capitalist’ systems. In a market system, the basic economic problem is solved by mar-
ket forces. There are five essential features of such a system:
● Private property. Individuals have the right to own land, buildings, machinery etc.,

and to accumulate private wealth.
● Freedom of choice. Thus consumers are free to decide what to buy with their

incomes; workers are free to choose where and how much to work; and firms are free
to decide what to sell and what production methods to use.

● Self-interest. Supporters of ‘market economies’ argue that the pursuit of individual
self-interest leads to the benefit of all. Thus the following assumptions are made: (a)
Firms seek to maximize profits; (b) consumers seek to get the best value for money
from their purchases; and (c) workers seek to maximize their wages relative to the
human cost of working in a particular job.

● Competition. All consumers and firms are relatively small and cannot exploit the
market, so that competition improves efficiency.

● Markets and prices. The most basic feature of market economies is their use of the
‘price mechanism’ in allocating scarce resources to various uses; in other words, the
way prices (determined by the forces of supply and demand) act as indicators to pro-
ducers (firms), thereby ensuring that what is produced is what consumers have
demanded.

2. Command economies – often referred to as planned economies. Problems of ‘what’,
‘how’ and ‘for whom’ to produce are worked out by state or government planners who
produce economic plans for the whole country. In order to do this, however, the state
must own and control the country’s economic resources. For example, in communist
countries all land, houses, factories etc. are owned by the state and labour is ‘directed’
to work in the occupation and geographical location decided by the state. The absence
of an efficient method (such as the market mechanism) of matching supply to demand
presents state planners with a number of problems:
● Production. In a modern industrial society each product normally involves many

stages of production and so the production of one thing depends on the production of
other things. This makes the task of planning extremely complicated; it is impossible
to plan the production of each individual factory, farm, etc., so planners usually have
to set targets for each whole industry. This can result in the under- or overproduction
of certain goods, leading to shortages or surpluses.

● Distribution. If production is planned, the pattern and volume of consumption is only
likely to match it if distribution (‘who gets what’) is also planned. However, this is
not feasible, since even in communist countries consumers expect to have some
choice about how they spend their incomes. In the absence of the price mechanism to
indicate consumer preferences, planners have to use movements in the level of stock
as an indicator of consumer demand.

● Labour. If it is considered unacceptable for planners to dictate to people what work
they do, they may have to use ‘prices’, in the form of wage differentials.

3. Mixed economies. Most economies of the Western world fall into this category.
Although basically ‘market economies’, they incorporate a significant state sector and
some regulation of market forces. In practice, all economies are a mixture of planned
and free-market systems. It is therefore the degree of government intervention that dis-
tinguishes different economic systems. The communist regimes of Eastern Europe were
centrally planned economies, but many goods and services were allocated through
the market. For example, the produce of collective farms was sold in street markets,
where prices were determined by supply and demand rather than by the state. Workers
were free to purchase what they wanted, even though production was planned and
choice severely limited. People also had considerable choice about where they worked.
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Such economies could therefore be described as mixed planned economies. In mixed
market economies, the government may control the following:
● The relative prices of goods and factors of production, by taxing them or by subsi-

dies, or through direct price controls.
● Relative incomes, through income taxes and welfare payments.
● The pattern of production and consumption by outlawing some products (e.g. unsafe

goods, recreational drugs) and itself providing some goods and services (e.g. educa-
tion), by taxes and subsidies, and by nationalization.

● Macroeconomic problems such as unemployment and inflation, as well as exchange
rates, etc.

The worth (or otherwise) of the various combinations of market and government provision
depend on the nation’s economic objectives (such as economic growth, efficiency in pro-
duction and full employment) and political goals (liberty, equality, etc.).

Perfect competition

It is important to realize that in this context the word ‘perfect’ does not mean ‘best’. It refers to
the idea of ‘total’ competition, in that there is a total absence of market power, entry barriers
and product differentiation, plus total information for producers and consumers in the market.

Economists study highly competitive markets because the model provides an approxi-
mation of how the real world works and gives a useful insight into the workings of the mar-
ket economy. Both producers and consumers are price takers. This means that they have to
accept the prices set by market forces. This is very close to reality for consumers, because
there are few occasions on which we can haggle about the prices of products. For produc-
ers, perfect competition means that firms are too small and have to compete with too many
other firms to be able to raise prices. This is the case for some producers in some markets,
but in many cases firms do have the power to determine prices (although they do have to
take into account consumer demand in doing this).

A problem of trying to classify economic systems is that countries also differ in the type
of government intervention as well as the level (see Figure 9.1). For example, governments
intervene in the following ways:

● Through planning
● Through nationalization
● Through regulation
● Through taxes and subsidies
● Through partnership schemes with private industry.

There has been a general movement towards the free-market end of the continuum since the
late 1970s. In Western economies, this has been the result of the deregulation of markets and
large-scale privatization (the selling of nationalized industries to the private sector and, in the
UK, the compulsory competitive tendering of state-run services, thus opening them up to
private sector provision). In East European economies, central planning has been abandoned
and a large measure of private enterprise adopted, especially since the late 1980s.
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9.1.5 Markets and firms – a closer look at the free-market economy

Demand

When the price of a good rises, the quantity demanded will fall. We know this intuitively,
just as we know that when the price of a good falls, the quantity demanded will rise.
Demand is also affected by other factors, such as tastes and fashion, the price and avail-
ability of substitute goods (for example, the demand for coffee depends on the price of tea),
complementary goods (those goods which are consumed together, such as cars and petrol),
and income (as people’s incomes rise, their demand for most goods will rise but they will
tend to buy more better-quality products).

Consider the following:

● What will happen to the demand for coffee if it is heavily advertised?
● What will happen to the demand for coffee if it is seen to be drunk by the stars of popular

American TV situation comedy programmes?
● What will happen to the demand for coffee if the price of tea falls?
● What will happen to the demand for coffee if incomes rise?

Remember that there are different types of coffee (instant, filter and cafetière, ‘designer
coffees’ sold in fashionable cafés etc.).

If coffee is heavily advertised Demand will rise
If coffee is seen to be drunk by Demand for designer coffee will rise
the stars of popular American TV 
situation comedy programmes
If the price of tea falls Demand for coffee will fall
If incomes rise Demand for the more upmarket brands will rise

Supply

When the price of a good rises, the quantity supplied will also rise. This is because the
higher the price of the good, the more profitable it becomes to produce. As with demand,
there are determinants of supply other than price, such as costs of production (as costs rise,
firms cut back on production and supply falls), and the profitability of producing other
alternative products.

Supply and demand decisions of firms and households are transmitted to each other
through the price mechanism. Prices play a crucial role in a market economy, as they act as
signals and incentives to producers and consumers. Prices respond to shortages (which
cause prices to rise) and surpluses (which cause prices to fall). If consumers decide they
want more of a particular good or service, or if producers cut supply, demand will exceed
supply. The resulting shortage will cause the price of the good to rise. This provides an
incentive for firms to shift resources into producing goods and services whose relative price
has risen. At the same time, higher prices will discourage consumers from buying so much
– the price will continue rising until the shortage has been eliminated.

If consumers decide they want less of a good (or if producers decide to produce more),
supply will exceed demand. The resulting surplus will cause the price of the good to fall.
This will act as a disincentive to producers, who will shift resources out of the production
of the good, since it will now be less profitable to make it. At the same time, lower prices
will encourage consumers to buy more. Price will continue falling until the surplus has
been eliminated. The same analysis can be applied to factor markets. If the demand for a
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particular type of labour exceeds its supply, the resulting shortage will drive up the wage
rate (i.e. the price of labour), thus reducing the firm’s demand for that type of labour and
encouraging more workers to take up that type of job. Wages will continue rising until
demand equals supply and the shortage is eliminated. Similarly, a surplus of a particular
type of labour will lead to a fall in wages until demand equals supply.

The effect of changes in demand and supply

The pattern of consumer demand changes in response to changes in taste – particularly
changing fashions. Similarly, the pattern of supply changes, for example as a result of tech-
nological developments.

Changes in demand

A rise in demand is signalled by a rise in price, which in turn acts as an incentive for sup-
ply to rise. Firms looking to maximize their profits are diverting resources from goods with
lower prices relative to costs of production (and hence lower profits) to those goods that are
more profitable. A fall in demand is signalled by a fall in price, which in turn acts as an
incentive for supply to fall as the goods are now less profitable to produce.

Changes in supply

A rise in supply is signalled by a fall in price, which represents an incentive for demand to
rise. Conversely, a fall in supply will cause prices to rise and will be signalled as such,
resulting in falling demand.

9.1.6 Elasticity

It is possible to measure the responsiveness of the demand and supply of a particular
good in relation to changes in price. This concept is known as elasticity of demand and
supply.

Elasticity of demand

We have already noted that the quantity of a good or service demanded depends on price;
but, from a practical point of view, it is useful to know by exactly how much quantity
demanded will fall if prices rise. A moment’s thought will show that this is vital informa-
tion for firms making marketing decisions, for example. The factors affecting the elasticity
of demand are as follows:

● The availability of substitutes. If no substitute for a product is available, consumers
will be obliged to keep buying it even after a price rise. In this case, demand is said to
be inelastic. However, products for which there are plenty of substitutes available can be
expected to have a high elasticity of demand, i.e. demand is relatively responsive to
changes in price.

● Price of a product relative to total expenditure. A doubling of the price of, say, a box
of matches is unlikely to affect the quantity demanded very much, as this product repre-
sents too small a proportion of an individual’s spending for households to react.
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● Income. The demand for high quality or luxury goods tends to be responsive to changes
in income.

A knowledge of the value of elasticity of demand is important to managers for a number of
reasons:

● Businesses wish to know the effects that changes in price will have upon their sales.
Raising price when demand is inelastic will increase the firm’s revenues; but doing so
when demand is price elastic may be disastrous.

● Governments wish to estimate the yield of indirect taxes, such as VAT and petrol tax.
● Elasticity of demand matters when assessing the effect of a fall in the international value

of the pound sterling. Such a drop may be good for exporters, as it reduces the price of
UK exports; but will this fall in the price of exports persuade foreigners to buy enough
British exports to pay for imports from abroad?

Elasticity of supply

It is useful to know how much supply will increase in response to higher prices, or by how
much it will decline if prices fall. The supply of most goods and services tends to be more
price-elastic (responsive to changes in price) in the long run because the scale of produc-
tion can be stepped up in response to what would be perceived by producers as a sustained
increase in demand. (‘The long run’ here is defined as the time it takes to invest in new pro-
duction capacity – plant, machinery and factories.) In the short term, however, supply is
limited by the existing scale of production – i.e. once full capacity is reached, output can-
not be increased.

9.1.7 The interdependence of goods and factor markets

A rise in the demand for a good will raise its price and therefore its profitability, and
firms will respond by supplying more. Consequently, there will be an increase in demand
for the inputs required to produce that good – i.e. for the necessary factors of production.
The demand for the inputs will rise, causing a rise in the price of those inputs. This will
result in the owners of those inputs (resources) supplying more. The market for goods
and services therefore affects factor markets. This process can be illustrated through
a consideration of the labour market. The price of labour (wages) will rise in response
to an increase in demand for particular occupational skills, which is in turn a result
of higher demand for certain products. As wages rise, more workers will join the
market – i.e. the supply of labour increases. This process is discussed in more detail in
section 9.3.

9.1.8 The advantages of a free-market economy

One of the major advantages of a free market economy is that it functions automatically
without the government or any other body having to coordinate economic decisions. The
market is able to respond quickly to changes in the conditions of supply and demand.

Highly competitive markets mean that no one producer or consumer has any great power.
Competition between profit-maximizing firms keeps prices and costs of production down.
Each firm has to use the most efficient combination of resources to stay in business, other-
wise its costs would be above those of its competitors and wipe out any profits – and it
would go out of business as a result. On the demand side, customers are looking to get the
best value for money from products.
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Thus the agents operating in a free market are pursuing their own self-interest but, para-
doxically, in doing so they are encouraging the efficient use of a nation’s resources in line
with consumer wishes, therefore addressing the economic problem of scarcity.

If this is true, then it is a very persuasive argument in favour of the free market. The prob-
lem is that markets do not, in reality, achieve the optimum allocation of scarce resources,
and governments to a greater or lesser extent intervene to solve the practical problems of
the free market. These problems take the following forms:

● It is often the case that competition between firms is limited and that markets are domi-
nated by a few large firms. These firms can charge high prices and therefore make large
profits. Far from responding to consumer wishes, they may wish to try and create
demand for a product through advertising.

● High profits and lack of competition may lead firms to become inefficient.
● Power and property may become unequally distributed.
● The practices of some firms may become socially undesirable (see the discussion in

Chapter 16 on corporate social responsibility).
● Some socially desirable goods and services would not be produced by private enterprise.
● A free-market economy may lead to macroeconomic instability.
● The self-interest ethos associated with a market economy may encourage selfishness,

greed and materialism.

9.1.9 Monopoly

A monopoly exists when there is only one firm in the industry. However, whether an indus-
try can be classed as a monopoly is not always clear. For example, a pharmaceutical com-
pany may have a monopoly on a certain type of drug, but there are usually alternative drugs
to treat a particular condition – Viagra and Cialis being a case in point.

The boundaries of an industry are often ill-defined. More important for a firm is the
degree of its monopoly power, and that depends on the closeness of the substitutes pro-
duced by its competitors. For example, the Post Office has a monopoly over the delivery of
letters, but it faces competition from faxes and e-mail.

Because there is only one firm in the industry, the monopolist can raise its price and con-
sumers have no alternative but to pay the higher price or go without the product. The demand
for the product will depend on whether there are any reasonably close substitutes available.

An effective monopoly must be able to exclude competitors from the market through bar-
riers to entry. These barriers take various forms:

1. Economies of scale. There are many industries where larger firms can operate at lower
costs than smaller ones. The main categories of economies of scale are:
● Technical economies. These occur when costs fall for technical and engineering rea-

sons. Large firms can use large, efficient machines and utilize the division of labour
(the specialization of workers in particular parts or operations of the production
process) more fully.

● Managerial economies. These result from the way in which large firms can deploy
specialized managers.

● Financial economies. Large enterprises find it easier to raise funds than do smaller
ones.

● Marketing economies. These arise from the lower costs of buying inputs (e.g. through
bulk buying) and selling outputs.

● Risk-spreading economies. A larger firm can produce a broad spread of products and
supply a wide range of markets, thereby avoiding the risk associated with having to
rely on one or a few products.
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Economies of scale form a barrier to the entry of new firms because companies wishing
to enter the industry would be unable to start up on a very large scale. Thus it would be
difficult for any firm to start up from scratch the production of cars for the mass vehicle
market, on account of the enormous investment costs of doing so.

2. Natural monopolies. ‘Utilities’ such as the water, gas, electricity and telephone
industries produce a service which is delivered through a distribution grid or network
of pipes and cables into millions of separate homes and businesses. It is often argued
that these businesses are natural monopolies; competition would be wasteful because
it requires the duplication of these highly costly distribution grids. Given the likeli-
hood of monopoly in these industries, a public policy choice exists between the
option of private monopoly subject to public regulation and the public ownership of
monopoly.

3. Product differentiation and brand loyalty. If a firm produces a clearly differentiated
product, where the consumer associates the product with the brand, firms will find it
very difficult to break into that market. Note that Michael Porter1 identifies product dif-
ferentiation as one of the sources of competitive advantage, along with price competi-
tion (see section 9.2).

4. Control of raw materials and market outlets. Firms may try to establish exclusive
control over the source of raw materials for their products in order to deny access
to competitors (for example, the South African diamond company De Beers’ owner-
ship of the Kimberley diamond mine). In a similar way, British breweries have
bought up public houses in order to establish exclusive market outlets for the beer
they produce.

5. Legal protection. One way to maintain a monopoly is to hold the patent or copyright to
it, which prevents other people legally making the same product. Another is through tar-
iffs (i.e. customs duties) and other trade restrictions to keep out foreign competitors.

6. Mergers and takeovers. Where economies of scale exist, large firms can be more effi-
cient than smaller ones. These efficient large units can emerge in two ways: through
internal growth, as the firm expands its share of the market; or through takeover and
merger, as the firm joins with rivals to form a single unit. The threat of takeovers may
discourage new entrants.

7. Aggressive tactics. An established monopolist is able to bear losses for longer than a
new entrant. Thus it can undercut its competitors (start a ‘price war’), mount large-scale
advertising campaigns, introduce new brands to compete with new entrants, and so on.
The monopolist may also resort to illegal means to force a new entrant out of business.

The disadvantages of monopoly

Monopolies may be against the public interest for a number of reasons:

● Prices and costs. These will be higher than under perfect competition. Under perfect
competition, firms are forced to produce at the lowest cost possible, taking into account
the current state of technology and available resources, which keeps prices down while
allowing them to make a reasonable profit. However, barriers to entry allow the monop-
olist to charge higher prices and make large profits, even if it is not producing in the most
efficient way. While there is less incentive to be efficient, if it can lower its costs by
developing more efficient methods, it can gain large profits which will not be competed
away.

● Power and wealth. The high profits, wealth and power of monopolists may seem unfair
and socially undesirable. Large monopolies (often multinational corporations – see sec-
tion 11.1.3) are often able to exert pressure on national governments.
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The advantages of monopoly

Despite these drawbacks, monopolies have some distinct advantages:

● Economies of scale. Monopolies can produce at lower costs, for the reasons discussed
above. Thus in producing some products, they are more efficient than smaller firms
could ever be. For example, it is argued that there are potentially almost unlimited
economies of scale available in the production of aircraft; no small company could hope
to produce such a product efficiently, bearing in mind the vast research and development
and other investment costs.

● Competition for corporate control. Monopolists are subject to the discipline of the
financial markets. If a monopoly, with potentially low costs, fails to perform, then it may
be subject to a takeover bid.

9.1.10 Imperfect competition

Very few markets are either perfectly competitive or a pure monopoly; nearly all firms com-
pete with other firms, but have a degree of market power. Therefore most markets lie
between the two extremes of monopoly and perfect competition, in the sphere of imperfect
competition.

There are two types of imperfect competition: monopolistic and oligopoly.

Monopolistic competition

This is a situation in which there are many firms competing, but each firm has a degree of
market power in that it has some discretion over what price to charge for its product. The
assumptions of monopolistic competition are as follows:

● There is a large number of firms in the market
● No firm has a big enough share of the market to influence the behaviour of its rivals
● There is freedom of entry into the industry, where any new firm is able to set up business
● Each firm produces a product which is in some way different from those of its rivals, and

consequently can raise prices without losing its customers.

This assumption of product differentiation distinguishes imperfect from perfect competition.
Some examples of imperfect competition are restaurants and petrol stations. Retailers are
typical examples of firms operating under conditions of monopolistic competition in that
although there are many firms in the industry, there is only one in a particular location. In
this sense, they are local monopolies. A firm facing little competition whose product is suf-
ficiently differentiated from its rivals may be able to earn relatively high profits. An exam-
ple might be an Indian restaurant which sets up in an area where there is only a fish and chip
shop. In the longer term, however, new firms will enter the industry, attracted by the poten-
tial profits. Thus the following year may see the establishment of a Thai restaurant, followed
by a kebab shop. The relatively high profits of the Indian restaurant will fall as some of their
customers take advantage of the choices of cuisine now available.

Monopolistic competition also involves non-price competition. Non-price competition
has two major elements: product development and advertising. Product development
involves providing a product or service which is better than, or different from, its rivals.
Thus in the case of the Indian restaurant this may involve a free home-delivery service. The
aim of advertising is to sell the product by informing the consumer of the product’s exis-
tence and persuading them to buy the good. Thus the restaurant may deliver flyers around
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the locality to advertise its products. The effects of product development and advertising
are to increase the demand for the product, at the same time raising its cost.

Oligopoly

Oligopoly occurs when just a few firms share a large part of the industry. Oligopolies have
two key features: barriers to entry, similar to those under monopoly but which vary in size
from industry to industry; and interdependence in the sense that, because there are only a
few firms in the industry, each will be affected by the other’s actions. Rivals are likely to
respond to actions such as increases in advertising or price changes. Therefore no firm can
ignore the actions of other firms in the industry. Oligopolists have therefore to predict the
actions and reactions of their rivals.

Oligopolists are subject to two opposing forces: on the one hand they are drawn to
collude with each other to act collectively as a monopoly and maximize industry prof-
its; but on the other, they are tempted to compete to gain for themselves a bigger share
of the available profits. The problem for oligopolists is that, if they compete on the
basis of price or advertising, their profits are bound to fall as industry prices drop and
costs rise.

Sometimes firms will collude by agreeing on prices, market share or advertising expen-
diture. This collusion reduces the uncertainty faced by these firms. Formal collusive agree-
ments are known as cartels, which are prohibited in Britain under restrictive trade practices
legislation, unless the firms involved can prove to the Restrictive Practices Court that their
agreement is in the public interest.

9.1.11 Alternative theories of the firm

One of the basic tenets of the economic theory of the firm is the assumption that businesses
will always try to maximize profits. This assumption has been called into question by those
who argue that firms have aims other than profit maximization.2 The issue here is the
motives of those who control the enterprise. The traditional theory of the firm assumes that
it is the owners of the firm who will make the pricing and output decisions that determine
profit levels. It is reasonable to assume that owners will wish to maximize profits; however,
what is open to question is whether, in reality, the owners make such decisions.

In public limited companies, the shareholders are the owners and it is reasonable to
assume that they will want the firm to maximize its profits. However, shareholders elect
directors, who in turn employ professional managers who are given a good deal of latitude
in making decisions. There is therefore a separation of ownership from control of the firm,
as discussed in Chapter 16. This begs the question: what are the objectives of managers?
Do they have aims other than to maximize profits?

Managers are assumed to maximize their own interests, which in essence entails pur-
suing a range of discretionary policies that would bolster their salary, job security, status
and power. This behaviour may well involve pursuing goals that do not necessarily result
in profit maximization. Once sufficient profits have been made to keep shareholders
happy, managers may seek higher salaries, greater power or better working conditions.
Thus alternative theories of the firm tend to assume that large companies are profit satis-
fiers, with managers aiming for a minimum level of profits but not attempting to maxi-
mize them.

Compare and contrast the following quotations. What do they tell us about the ability of the
free market to solve society’s problems?Exercise
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Every individual endeavours to employ his capital so that its produce may be of the

greatest value. He generally neither intends to promote the public interest, nor knows

how much he is promoting it. He intends only his own gain. And he is in this led by an

invisible hand to promote an end which was no part of his intention. By pursuing his

own interest he frequently promotes the interests of society more effectually than

when he really intends to promote it.3

I know of no example in time or place of a society that has been marked by a large

measure of political freedom, and that has not used something comparable to a free

market to organize the bulk of economic activity.4

[Advocates of the free market] never faced up to the fact that, whereas their idea

of political democracy rested on the principle of ‘one man, one vote’ and was thus

very equalitarian in its foundations, their so-called economic liberalism rested on a very

different and most unequal weighting of men according to their business drive, their

efficiency as producers, their possession of property as a starting advantage, their

unscrupulousness, or ruthlessness, or sheer luck.5

The famous ‘invisible hand’ quotation from Adam Smith’s Wealth of Nations3 suggests that
the free market is the most effective way of organizing economic activity: the economic
agents (producers, consumers, investors, workers) try to maximize their returns (profit,
interest and wages) with the result that consumer needs and wants are met at the lowest cost
(in terms of resources used for production). The suggestion is that when the government
intervenes in the economy, the efficiency of the market is undermined.

In the second quotation, Milton Friedman argues that alternatives to a market economy,
such as command economies, militate against political and personal freedom because they
entail a high degree of control over people’s lives.

Lastly, Cole argues that the market system is fundamentally unfair because the economic
actors all start from different points in terms of skills, intelligence, wealth, etc.

9.2 Linking economics and management
strategy – the work of Michael Porter

We now draw on the concepts and perspectives introduced in our discussion of microeco-
nomics to look at how businesses gain and retain competitive advantage in a contemporary
business environment. Our analysis is based on the highly influential work of Michael
Porter, who is credited with ‘building intellectual bridges’ between the fields of corporate
strategy and economics after studying at doctoral level at Harvard’s economics department.6

Porter holds that business strategy is essentially about a company differentiating itself
from its competitors. This viewpoint is illustrated by the following case study.

Ikea

The Swedish furniture-retailing phenomenon Ikea had by the turn of the century grown
from a tiny mail order business to a $5.8 billion multinational concern.6 The effect
that Ikea’s 1986 UK arrival had on the furniture market is illustrated by the following
anecdote. A Habitat employee, interviewed by the BBC, described how, before Ikea’s 
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appearance, Habitat employees were ushered into a darkened training room. Suddenly,
the slide projector clicked on and the sales manager described in solemn tones how ‘this
blue and yellow monster’ was going to arrive from Sweden and take their business.7 Ikea
subsequently acquired Habitat, probably its closest UK competitor.

How can we account for Ikea’s success? Consider the typical furniture store. It has
showrooms that display samples of merchandise (sofas, dining tables, etc.), but those
items represent only a fraction of the choices available to customers. Salespeople often
escort customers through the store, answering questions and helping them choose from
the thousands of product varieties available. Once the customer makes a selection, the
order is relayed to a third-party manufacturer and the furniture will be delivered to the
customer’s home in around six to eight weeks.

In contrast, Ikea uses a self-service model based on clear in-store displays. Rather
than relying solely on third-party manufacturers, Ikea designs its own low-cost, modu-
lar, ready-to-use furniture. In huge stores, Ikea displays every product it sells in room-
like settings, so customers don’t need a decorator to advise them on how to put the
pieces together. Adjacent to the furnished showrooms is a warehouse with the products
in boxes on pallets. Customers are expected to do their own pick-up and delivery.

Although much of its low-cost position comes from having customers ‘do it them-
selves’, Ikea offers some extra services that its competitors do not (e.g. in-store child-
care and extended hours). Those services are uniquely aligned with the needs of its
customers, who are young, not wealthy, likely to have children and, because they work
for a living, need to shop at odd hours.

So Ikea targets young people who want stylish design at affordable prices. The brand
is driven by the philosophies of its founder, Ingvar Kamprad. The ‘Ikea way’ enshrines
a set of values that govern the company’s relationship with its customers. Its mission
statement is:
To contribute to a better everyday working life for the majority of people, by offering

a wide range of home furnishing items of good design and function, at prices so low

that the majority of people can afford to buy them.

Ikea values include ‘innovation’, ‘simplicity’ and ‘democratizing design’.
Ikea permits no status symbols and refers to all employees as co-workers. The phi-

losophy is reinforced by the company’s president, who is famous for flying economy
class and refuses to take taxis when public transport is available. In 2000, Ikea shared
one day’s takings from a sale at Ikea stores with its entire staff.
Task:
What appear to be the key features of Ikea’s competitive strategy? To what extent is the
company’s strategy reflected in its approach to people management?

According to Michael Porter,8 ‘Ikea . . . has a clear strategic positioning. [It] targets young
furniture buyers who want style at low cost. What turns this marketing concept into a
strategic positioning is the tailored set of activities that make it work . . . Ikea has chosen to
perform activities differently from its rivals.’ Not only has Ikea positioned itself very dif-
ferently from the more traditional furniture retailers, but also the activities of the company,
centred on the ideas of limited customer service, self-selection by customers, modular
design and low manufacturing cost, are key to its strategic position.

Thus in Porter’s terms, business strategy is about a company differentiating itself from
its competitors and ‘deliberately choosing a different set of activities to deliver a unique
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mix of value’. This idea of ‘positioning strategy’ to achieve competitive advantage is
referred to in Chapter 10 when we discuss strategic choice.

Ikea’s idea of ‘democratizing’ design appears to be reflected in its approach to people man-
agement. ‘Single status’ is actively promoted, with the most senior managers living by these
‘democratic’ principles. The suggestion is that this non-hierarchical approach to management
reinforces a culture that is closely aligned with, and therefore supports, business strategy.

9.2.1 Analysing the competitive environment

An examination of the forces at work in the competitive environment – the microenviron-
ment – forms a basis for the development of an organization’s competitive strategy.

The definitive aim of competitive strategy is to increase profitability which, according to
Porter,1 depends on the following:

● The structure of the industry in which the organization operates
● The organization’s own position, or relative performance, within that industry.

By analysing these variables, a firm will be able to identify areas where it enjoys, or has
the scope to create, competitive advantage relative to its competitors. Porter himself devel-
oped a series of techniques for analysing the competitive environment. The first of these,
the five forces model, provides a useful starting point for the analysis of industry structure.
The five forces are:

1. The threat of potential new entrants. New entrants pose a threat when they are easily
able to enter a market in pursuit of profits. The strategic issue here is that of barriers to
market entry. One of the main barriers to entry is economies of scale, discussed earlier.
The lower unit costs afforded by large-scale production mean that new entrants to the
industry have themselves to come in and produce on a large scale; the risk associated
with such a strategy is a major deterrent to firms entering the industry. Other barriers
include strong product or service differentiation; branding, special levels of service and
customer knowledge create barriers by forcing firms to spend extra funds or take longer
to become established in the market.

2. The bargaining power of buyers. Buyers (or customers) are strong when:
● They have substantial bargaining power. For example, national governments can (in

theory) drive a hard bargain on defence contracts because they are the only buyers.
● The product is undifferentiated and the buyer can switch from one to another without

any problems.
● Backward integration is impossible (in other words, the organization cannot produce

the product or service itself – see section 10.3.3).
● The selling price from the organization is unimportant to the total costs of the buyer.

3. The bargaining power of suppliers. All organizations have suppliers of raw materials
or services that are used to produce the final goods or services. Suppliers are particularly
strong where they can command a price premium for their products, as is the case when
there are only a few suppliers or if there are no substitutes for the supplies they offer.

4. The threat of substitute products or services. Substitutes usually pose a threat as a
result of a technological or low-cost breakthrough. For example, product developments
in the pharmaceutical industry have rendered certain drugs largely redundant – e.g.
Zantac (produced by Glaxo-Wellcome) largely replaced Tagamet (produced by
SmithKline Beecham) as the major treatment for ulcers. The two companies in question
subsequently merged to form Glaxo SmithKline.
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5. The degree of rivalry between existing firms in the market. Some markets are more
competitive than others. In highly competitive markets companies engage in extensive
monitoring of key competitor companies, whereas in other markets companies compete
but not with the same degree of intensity. There are some conditions in the industry that
may lead specifically to higher competitive rivalry. In some markets (the European steel
market, for example) competitors are of roughly equal size and no one company domi-
nates the market. Under these circumstances, when one competitor decides to gain share
over the others, rivalry will intensify as profits fall.

Porter’s five forces model has been criticized on a number of counts:

● It assumes that an organization’s own interests come first; this is not the case for
many public sector and non-profit organizations.

● It assumes that buyers have no greater importance than any other aspect of the
microenvironment. Commentators such as Harvey-Jones,9 who proclaim the primacy
of the customer, would fundamentally disagree with this proposition.

● The model’s starting point is that the environment poses a threat to the organization,
leading to the consideration of suppliers and buyers as ‘threats’ that have to be tack-
led. In some industries, firms have found it useful to engage in cooperation with sup-
pliers.

● Porter’s analysis ignores the human resources aspect of strategy; for example, it does
not take into account the management skills or cultural aspect of corporate strategy.

● It assumes that, once the analysis has been conducted, a corporate strategy can be for-
mulated to handle the results. Those who subscribe to the emergent view of strategy
discussed in section 10.5.1 would question the predictive nature of this assumption.

These critical comments do not detract from the fact that Porter’s model provides a very
useful starting point in the analysis of the business environment. By identifying the
nature and direction of key forces in the competitive environment, organizations will be
able to develop strategies that are appropriate to the environment in which they are oper-
ating. For instance, can the organization do anything to increase its power over suppliers
and buyers? Industry analysis will also enable strategists and managers to judge the prof-
itability of different industries, considered by Porter to be a key determinant of company
profitability. Analysis will therefore influence strategic choice, including the possibilities
of withdrawal from some markets or development of new markets. The application of
PESTLE (see Chapter 10 section 2.2) and five forces analysis will allow organizations
to identify the major influences in the external environment and to gauge their impact on
strategy.

Before taking any decisions about strategy, organizations must also review their own
competitive position relative to others within the industry.

9.2.2 Analysis of consumer needs and demands

We mentioned earlier that it could be argued, with Harvey-Jones, Sir Terry Leahy and oth-
ers, that buyers (i.e. customers) are the most important force in the competitive environment.
It is therefore crucial to recognize the role of external analysis in identifying consumer needs
and demands. Organizations need to know what factors determine demand for their products
or services, as well as understand how individual consumers value their products or services.
Since demand is a function of several factors (see above), this means that organizations have
to consider, among other things, demographic trends, changes in incomes, tastes and prefer-
ences, and the role of price in determining appropriate future strategy.
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Many of these factors will have been identified in the course of the PESTLE analysis,
but much more detailed market research is necessary. This might highlight individual
shopping patterns, attitudes towards particular firms or brand names, or satisfaction with
existing products or services. In addition, there are several valuable sources of information
held internally, including rates of customer enquiries and sales, which can be used to deter-
mine changing patterns of demand.

Porter is also known for a number of other concepts, in particular generic strategies,
which we discuss in Chapter 10.

9.3 Strategic choice in employment

We now turn to a key issue for HR practitioners: how to align employment systems with
business strategy. Earlier we suggested that the market leaves businesses with little scope
for choice in employing factors of production (people, materials, technology and money).
The drive to minimize costs means that all firms must adopt the most efficient way to pro-
duce, or they will go out of business. This implies that companies operating in the same
industry will employ the same types of labour, at identical rates of pay, using similar
employment (HRM) policies.

However, in recent years it has come to be accepted that employers can exercise strate-
gic choice over employment matters. As Claydon10 notes:

. . . employers’ decisions are not just determined by external market forces. Instead,

employers have a certain amount of freedom to interpret their external environment

and choose from a range of possible responses in search of competitive advantage.

In this section, we examine how the competitive environment affects the scope for strate-
gic choice in HRM.

9.3.1 How do labour markets work?

In our discussion of factor markets (section 9.1.7) we argued that the price of labour
(wages) is determined in the same way that prices of goods and services are set in the
product market – i.e. by the interaction of the forces of supply and demand. Employers
compete for workers and workers compete for jobs, resulting in a ‘market wage’. No
individual firm can ‘buck’ the market: if they set a wage below the market rate no one
will work for them; and if they set a wage above the market rate they will go out of busi-
ness because their costs will be higher than their competitors’. Similarly, workers who
demand a wage above the market rate will price themselves out of jobs, as no one will
hire them.

Experience tells us that competitive forces do operate in the labour market (consider the
effects of labour shortages on wages in particular occupations, such as plumbing).
However, in reality pay rates vary between firms operating in the same industry; wages do
not rise and fall instantly in response to labour demand; and employment policies vary
between firms in the same industry (some will offer substantial training while others will
offer none, for example). This leads to the recognition that not all firms are equally influ-
enced by competitive labour market forces, but instead develop employment systems
which, to varying degrees, insulate them from these forces.
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9.3.2 Employment systems

Hoteliers told to increase HR budgets
to tackle staff turnover

Hotels must increase HR budgets to prevent high turnover of staff, industry experts have
warned.

Research from hospitality recruitment firm Indago International shows that the hotel
sector paid an average salary of £11,900 in 2003/4, compared to £26,000 in the airline
business and £37,000 in other areas of travel and tourism.

Hotels have had huge issues with staff turnover for many years – the Chartered Institute
of Personnel Development puts the industry figure at 45.7%, some three times the UK
national average.

To address the problem, Indago said central HR strategies must be updated to provide
remuneration in tandem with a modern benefits package – not just free meals and uniforms.

While salary levels are a key decider when choosing an employer, the emphasis is now
more often on corporate or brand reputation being just as important to the potential
employee, it said.

Dominic Armstrong, managing director of Indago International, said: ‘Hoteliers must
recognize that their employees have realized that toiling 70 hours a week doesn’t bring
more money, more promotion or any guarantee of job security. Hence such appalling
staff turnover.

‘If hotel companies focused as much time and effort on their rewards philosophy as
they do on brand marketing, perhaps the industry would not constantly be trying to solve
the conundrum of such high staff turnover.’

(Personnel Today, 24 February 2005)
Task:
How do you account for the relatively low salaries and high staff turnover in the hotel
sector?

The hotel sector is a classic example of an ‘external labour market’ (see below). Much
of the work is unskilled, and there is a plentiful supply of labour (from amongst migrant
workers and students, for example). Employers are willing to tolerate the costs of staff
turnover rather than bear the (higher) costs of offering better salaries and benefits to
retain workers.

Essentially there are three types of employment system (or labour market):

1. The external labour market. This corresponds most closely to the competitive model
described earlier. Employers hire people from an external pool. There is no employment
security for workers, who are fired when no longer needed. Jobs require no prior train-
ing or qualifications, and therefore workers are interchangeable. Employment protection
is negligible and trades unions (if they exist) are weak. In this situation, workers effec-
tively compete with each other for jobs.

2. The occupational labour market. Some occupational groups, such as professional
workers (doctors, teachers, accountants, etc.), have skills that can be transferred from
one employer to another. Firms can therefore draw on an external pool of trained and
qualified workers. The cost of entry to the occupation in terms of time and money
needed to train means that there is less competition from those outside it, and workers
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can act to influence employers through trades unions and professional associations.
These bodies effectively control entry to the occupation by making it conditional on
qualifications. In this way, they protect their members from competition for jobs and
exercise a degree of control over pay and conditions.

3. The internal labour market. As the term suggests, internal labour markets are man-
aged and regulated by the organization, not by market forces. People are recruited to
junior positions and all other posts are filled through promotion and internal transfers.
Skills are organization-specific, which limits the ability of people to move to other
employers. This type of labour market is characterized by employment security, and
redundancies are achieved through ‘natural wastage’(not replacing people as they
leave). Job hierarchies, incremental pay scales and ‘career ladders’, each reflecting dif-
ferent levels of skill and responsibility, are also features of internal labour markets.

Which of the above three employment systems most accurately reflects your own organi-
zation’s employment practices?

You probably found it difficult to fit your organization into one of the three categories.
There are a number of reasons for this, including the fact that, in reality, firms will often
avoid casualized employment associated with the external labour market because of the
negative effect the accompanying ‘hire and fire’ culture will have on employee morale.
Also, there is a tendency to vary employment practices according to different categories of
employee within the same firm (for example, a salaried internal labour market for mana-
gerial and administrative staff, and external labour markets for unskilled workers).

9.3.3 Labour markets and strategic choice

From a strategic perspective, an organization’s employment system should provide the
most efficient (i.e. least cost) way of meeting its staffing requirements. The costs of
employment include the following:

● Labour turnover costs (loss of production, recruitment and selection, training)
● Costs of developing firm-specific skills
● The costs of management control (securing productive effort from workers).

Where the costs of labour turnover are high there is a greater incentive to internalize
labour markets; but where they are low there is little incentive (see the Case study above).
Possible scenarios linking employment systems to business strategy, based on Porter’s
generic strategies (see Chapter 10 p. 395) are outlined in Figure 9.2.

As Boxall and Purcell (2003: 126)11 note:

one can hypothesize that the internal labour market . . . will be used when there is a

need for trust, open-ended contracts, and the building of a relationship between the

firm and the employees seen in high levels of organizational commitment.

These authors go on to argue that trust is vital in what they describe as ‘high-performance
working systems and lean processes’ (see Chapter 1), since managers have to trust workers
without continuous supervision.

In reality, attempts to link an organization’s employment system with its business strat-
egy will be problematic, for the following reasons:

● The size of the organization. Larger organizations are better able to offer attractive
terms and conditions of employment and to invest in training their staff. They are there-
fore more likely than smaller organizations to develop internal labour markets.
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● Trade union influence. In some trades and professions, trades unions have been able to
exert control over occupational labour markets and thereby protect the incomes and
terms and conditions of their members.

● ‘Insider’ power. ‘Insiders’, or employed workers, are over time able to establish norms
and conventions that limit management’s ability to hire, fire and change the reward
structure at will. In employment, insiders also acquire the skills that firms need. Thus
insiders have market power in that they can command a higher wage and better terms
and conditions than ‘outsiders’ can. Outsiders would be prepared to work for less than
insiders do, but firms do not want to hire them because of pressure from employees and
the cost of training them. The insiders prefer to secure higher wages for themselves,
rather than have a higher number of people employed but with everyone on lower
wages.

● The ‘tightness’ or ‘looseness’ of the labour market. Sometimes employers’ choice of
employment system is the result of the state of the labour market. When labour markets
are ‘tight’, i.e. there are low levels of unemployment, it will more difficult to ‘buy in’
skills, and these conditions may lead to more firm-specific training and internal promo-
tion. This movement towards an internal labour market is driven by labour market con-
ditions, and is not the result of strategic choice. To evidence this point, Boxall and
Purcell (2003: 128)11 note that during the recession of the early 1990s, when people’s
choice of alternative employment was limited, nearly all the jobs being created were
part-time and/or temporary. However, since 1997 most jobs created have been full-time
and ‘permanent’, indicating that employers need to make jobs more attractive in tight
labour markets.
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Competitive strategy Labour requirements Employment system

Example  1
Mass produced, low value-
added products. Competition on 
the basis of price. 

Example  2
An electrical subcontracting
firm in the construction
industry. Competition on the
basis of quality.

Example 3
Larger firms producing high
value-added goods or services;
staffed by 'knowledge workers'.
Competition on the basis of 
innovation.

Low labour
turnover costs
Low skills
Limited worker
autonomy

Low labour
turnover costs
Transferable skills
Worker autonomy
based on
commitment to a 
profession/occupation

High labour
turnover costs
Firm-specific skills
Worker autonomy
based on
commitment to
employer 

External labour market

Occupational labour
market

Internal labour market

Figure 9.2. Aligning choice of employment system with business strategy (based on Claydon9).



● The vocational education and training (VET) system. Occupational labour markets
depend on a supply of well-trained workers. It is the role of the VET system to supply
such workers, who have the necessary transferable skills. For the reasons outlined in the
following Case study, the UK VET  system does not produce such an adequate supply.

VET and economic performance
in the UK

It is common to place at least part of the blame for the UK’s relatively poor post-war
economic performance on the comparatively low skill levels of the country’s workforce.
The implication here is that if skill levels can be raised through vocational education and
training, this will lead to an improvement in economic performance.

It is worth considering the evidence underpinning the contention that economic per-
formance can be improved by upgrading the skill base. In the case of the UK, compar-
ative research into the relationship between training and productivity in Britain, France
and Germany was carried out by the National Institute for Social and Economic
Research (NIESR) during the 1980s.12 Part of the research programme involved a study
of manufacturing plants in Britain and Germany, which were compared on the basis of
‘matched samples’ (i.e. similar samples in terms of type of industry and size of firm) in
an attempt to hold constant other variables which may affect productivity. The research
found significantly higher levels of productivity in the German plants than in their
British equivalents, and suggested that the variations in training provision were the main
causal factor. Their conclusion was that:

in today’s world of international competition, efficient production even of techni-

cally unsophisticated products, benefits from technically advanced machinery

operated by a workforce with a high level of skills. Moreover, high levels of skills were

in fact a pre-condition for the successful selection of appropriate machinery and its

efficient utilization.

These results, then, appeared to provide convincing evidence that it was national systems
of training that accounted for differing levels of labour productivity; indeed, the results
of the NIESR programme have taken on a doctrinal status in that they are frequently
quoted by those who wish to blame the UK’s training system for its relative economic
under-performance.

A discussion of the relationship between economic performance and training is
informed by reference to the concept of a ‘skills equilibrium’. Ashton et al.13 note that
it is possible to identify two types of skills shortages facing industry: disequilibrium and
equilibrium.

Disequilibrium skills shortages – the pro-cyclical nature of training

Figure 9.3 shows that disequilibrium skills shortages depend on the economic cycle:

Point A Training spend/volume peaks at the height of the economic cycle
Point B The economy moves into recession; training spend/volume falls steeply
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Point C The level of economic activity is at its lowest point; training spend/volume 
falls further; training departments are disbanded

Point D The economy is recovering, but the volume of training is much slower to 
recover; skills shortages appear, driving up wages

Point E The economy begins to overheat as inflationary pressures build up, fed by 
higher wages

Training in the UK is said to be ‘pro-cyclical’. Disequilibrium skills shortages are asso-
ciated with an upturn in the economic cycle, where firms compete to attract skills in
short supply, usually by offering higher wages. As can be seen in Figure 9.3, when the
economy moves into recession, organizations cut back on training spend and the volume
of training falls.

Equilibrium skills shortages

It is argued that the UK economy is stuck in a ‘low-skills equilibrium’.14 The process of
de-industrialization has resulted in a restructuring of the labour market, where firms spe-
cialize in lines of production which are relatively low-skilled when viewed in relation to
international competitors. Much of industry perceives training needs in terms of immedi-
ate shortages – an attitude that tends to preclude the adoption of a systematic, long-term
strategy towards training. Finegold argues that there are factors militating against training:

1. Short-termism. A short-termist perspective results in the UK being locked in a low-
skills equilibrium. Organizations who are under pressure to achieve short-term prof-
itability are unlikely to invest in human capital because of the long payback period
associated with investments in training. Shareholders expect immediate returns on
investment.

2. The returns to training. Earlier we spoke of investing in human capital as being
analogous to investing in physical capital (i.e. plant and machinery). However, there
are two essential differences between these types of investment:
● The ‘free rider’ problem. Plant and machinery are fixed – ‘bolted to the floor’

– whereas people are mobile. It is possible, therefore, for a firm to invest in
human capital but be unable to realize the returns on that investment. This mani-
fests itself in the problem of poaching – trained workers are employed by
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competitor firms who offer a higher wage. These competitor firms do not them-
selves train and therefore do not incur the costs of training – they are ‘free rid-
ers’. This means that many firms in the industry, acting rationally in their own
self-interest, will decide not to train because they are unable to internalize the
benefits of that training. In economic terms, this is a case of market failure (see
Chapter 12). It is argued that without government intervention, the labour mar-
ket will fail to generate enough training to meet the skills needs of the nation.
This is a justification for policies such as a training levy (or tax) to force firms
to contribute to the cost of training in their industries and to alleviate the free
rider problem.

● Measuring the payback to training. It is notoriously difficult to capture the returns
to training, and even harder to quantify them. When firms invest in fixed capital,
e.g. a machine producing a particular product, they can apply accounting tech-
niques that will calculate, relatively accurately, the financial return on that invest-
ment throughout the lifetime of that machine. Not so for investing in people – the
returns to training, particularly of the ‘hearts and minds’ rather than the job skills
variety, tend to accrue into the future, and consequently the benefits of training are
difficult to extricate from other organizational variables which may have impacted
on performance, e.g. rewards.

If there are such strong disincentives for organizations to train, why do you think that
many do?

We have already seen that investment in training is a feature of internal labour markets.
Many organizations like to ‘grow their own timber’, and see training as a tool for transmit-
ting organizational culture as well as for teaching work-related skills. Nevertheless, it is
true that a number of organizations have a problem with training which involves generic (or
transferable) skills which are marketable outside the organization. In countries with a
strong pro-training culture, such as Germany, companies like Volkswagen tend to train
more apprentices than they are likely to need. The rationale for this is that they can then
take on the best performers and the rest can join the labour market armed with their expe-
rience and qualifications. Thus, in Germany, occupational labour markets dominate.
Generally speaking, the more short-termist the attitude of the organization, the less train-
ing it is likely to undertake.

Recent labour market trends

Internal labour markets became more widespread in the UK in the 1960s and 1970s. This
development also impacted on groups formerly characterized by occupational labour mar-
kets, such as professional engineers, in addition to skilled and semi-skilled workers in engi-
neering. These workers now enjoyed greater employment security and the benefits of an
internal ‘promotion ladder’, like their banking, local government and civil service counter-
parts, whose employers had for some time been establishing internal labour market struc-
tures. As Claydon (2004: 134)9 notes:

Increasingly, internalisation of employment came to be seen as best practice . . .
corporations such as IBM, with highly developed salaried internal labour markets, were

held up as examples of sophisticated personnel management and pioneers of human

resource management.
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How did this situation come about? There are a number of reasons:

● There was full employment, so it was easy for workers to move between jobs. As we
have noted, internal labour markets mean that firms can minimize labour turnover costs.

● Organizations were growing in size, operating in stable conditions and had more finan-
cial resources. This resulted in the establishment of internal salary structures and sys-
tems of training, more levels of management and the creation of career paths.

● Powerful trades unions were able to restrict employers’ ability to hire and fire.
What has changed?

● Relatively high levels of unemployment became the norm in the 1980s and 1990s, result-
ing in less incentive for organizations to establish internal labour market structures to
reduce labour turnover.

● The onset of globalization (see Chapter 11) and the accompanying intensification of
competition in the latter part of the twentieth century undermined the economic stabil-
ity of the previous era.

● From 1980 in the UK, trade union power has been weakened both by falling member-
ship resulting from high unemployment and by anti-union legislation.

The period since 1980 has witnessed a restructuring of employment in response to these
more competitive and unpredictable market conditions. Internal labour market structures
have been weakened as a result of the following developments in employment practices:

● Greater use of part-time and temporary contracts.
● The ‘new’ psychological contract (see Chapter 1). Employee expectation of and

employer commitment to employment security (a ‘job for life’) was replaced by organ-
izations supporting employees in taking responsibility for their own careers and devel-
opment (employability).15

● Flatter organizations. ‘Delayering’ has reduced the number of levels of management,
thereby limiting promotion opportunities.

● The trend in outsourcing of non-core tasks (such as cleaning, site maintenance and secu-
rity) to contractors.

● Linking pay to performance, thereby undermining incremental pay scales.16

This restructuring has been accompanied by employers (and governments) demanding
greater labour flexibility in response to more competitive market conditions. The four cat-
egories of flexibility (numerical, temporal, functional and financial) are explained in
Chapter 1. Essentially, internal labour markets have the following ‘negative’ consequences
for an organization’s competitiveness: the rigidly-defined job structures associated with
them operate against functional flexibility, resulting in firms’ finding it difficult to capital-
ize on new technology and working methods, such as team working; incremental pay scales
make it difficult to achieve financial flexibility; and employment security makes it difficult
to achieve numerical flexibility – i.e. to vary the size of the workforce in response to chang-
ing market conditions.

As we have seen in Chapter 1, the flexible firm model has been held up as a strategic
response to increased competition.17 By establishing different employment systems for dif-
ferent sections of the workforce, firms minimize their employment costs. However, while
there has been a move towards greater numerical flexibility in the UK, the rationale has
been cost-minimization rather than the strategic approach implied by the Atkinson model
(see section 1.4).
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In this chapter we have argued that the analysis of an organization’s competitive environ-
ment lies at the core of the strategy-making process, and that those involved in the devel-
opment of corporate strategy must understand how competition shapes this immediate
operating environment (what we have called the ‘microenvironment’). We have duly seen
how the forces of supply and demand interact through the market to bring about an efficient
allocation of resources (natural and human). It was also noted that for various reasons (e.g.
barriers to entry arising from economies of scale), in many instances markets tend towards
domination by a few large firms.

We then applied the concepts and perspectives derived from our study of the market sys-
tem to the analysis of the competitive environment. We saw how important it is for organ-
izations both to be aware of and respond to the competitive ‘forces’ at work when
developing strategy – a theme we shall return to in the next chapter.

Finally, we argued that although market forces impose certain limitations, by analysing
their competitive environments organizations are able to make strategic choices about
which type of employment system (labour market) is most likely to help them achieve com-
petitive advantage.
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10 Corporate strategy

In this chapter you will:

● Evaluate different approaches to strategy-making
● Analyse the external business environment using SWOT and PESTLE analyses
● Consider the major stages in strategy-making
● Review the internal and external constraints on strategy
● Assess different competitive strategies.

This chapter picks up the theme that we began to develop in Chapter 9 by asking the ques-
tion: how can organizations achieve sustainable competitive advantage? As Michael Porter1

argues, ‘The essence of strategy formulation is coping with competition’ and the focus will
be on how organizations can achieve competitive advantage through their people. The
chapter itself is divided into five sections. The first attempts to define both corporate and
HR strategy and examines the relationship between them and provides an overview of the
strategy process and examines how organizations define their purpose. The second section
sets the scene for the following chapters, in that it considers environmental analysis as a
key aspect of strategy formulation and implementation. It is here that a number of impor-
tant analytical management techniques, such as PESTLE and SWOT analyses, are intro-
duced. The third section deals with choice of strategy; it is here that we revisit the ideas of
Michael Porter and consider how competitive advantage through people might be achieved.
We then consider strategy implementation and how organizations can be ‘shaped’ to deliver
business strategy. The fifth section considers alternative views of how strategy is formu-
lated, focusing on the idea of ‘emergent’ strategy.

10.1 What is strategy?

At its most basic, strategy is the long-term direction of an organization. In defining strat-
egy, some writers stress its planning and integrating functions. For example:

A strategy is the pattern or plan that integrates the organization’s major goals, policies

and action sequences (or operational activities) into a cohesive whole.1

Strategy is a unified, comprehensive and integrated plan . . . designed to ensure that

the basic objectives of the enterprise are achieved.2

These definitions portray strategy as a kind of master plan that both directs and coordi-
nates the activities of an organization. They therefore go some way to helping us under-
stand why some organizations produce strategic plans.

Other commentators emphasize the business planning aspects of strategy. Thus for Kay:3

‘[corporate strategy] is concerned with the organization’s choice of business, markets and
activities’. Still others focus on the processes and issues involved in strategy formulation
and implementation:

Chapter
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Strategy is the direction and scope of an organization over the long-term: which

achieves advantage for the organization through its configuration of resources within

a changing environment, to meet the needs of markets and to fulfil stakeholder

expectations.4

10.1.1 What is human resource strategy?

An HR strategy is an expression of how the organization intends to manage its human
resources to achieve its objectives, as indicated by the following definitions:

A human resource strategy is a critical component of the firm’s corporate and busi-

ness strategies comprising a set of well-coordinated objectives and action plans

aimed at securing a long-term competitive advantage over the firm’s competitors.5

[an HR strategy is] a plan of action which includes both means and ends. HR goals

can, for example, include quality of performance (productivity goals), quantity of

employees (HR quantity goals) and cost goals. On the other hand, the means can

include, for example, HR practices and HR policies.6

Thus the HR practitioner participating in the strategy process would be asking the fol-
lowing sorts of questions:

● What sort of people (in terms of skills and experience) do we need in the organization to
achieve our business strategy?

● How can the required changes to our culture be achieved?
● What are the implications of strategic plans for the structure of the organization?
● What are the implications of strategic plans for HR systems?

The following case studies will help provide an insight into how these ideas about strategy
relate to business.

1. Tesco

Tesco’s profits from its international operation were up by one-fifth in 2005. It is the
only UK retailer well placed to play a part in the transformation of the retailing indus-
try from a local to a global sector, a development being led by Wal-Mart (owners of
Asda) and Carrefour. The company has a six-point strategy for international growth:

1. Tailoring products to local markets
2. Being flexible about the requirements of each market
3. Focusing and being prepared to make a long-term effort
4. Having a multi-format approach that runs from convenience stores to hypermarkets
5. Sharing skills and capabilities within the group
6. Taking time to build the brand.

Several UK retailers (notably Marks & Spencer) were involved in failed overseas expan-
sions, reinforcing the conventional wisdom that retailing is essentially local. Tesco
argues that retailers expanding abroad have made three general errors:

Case study
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1. Simply transplanting what worked very well in the domestic market
2. Opening a few stores in the capital city instead of being prepared for a long-term,

large-scale commitment
3. Being distracted by the weakness or instability of the home business.

This last point is crucial, as it is the consistent growth in its main market (in 2005 Tesco
became the first UK retailer to break through the £2 billion profit barrier) that enables it
to pursue its strategy of overseas expansion.

(Reported in the Financial Times, 13 April 2005)
The Tesco Chief Executive, Sir Terry Leahy,7 puts the company’s success down to a

number of factors:

● Being close to the customer through its Clubcard database management, market
research, focus groups, panels and surveys

● Giving people an interesting job, good training and career opportunities, and treat-
ing them with respect

● Few demarcation lines – jobs are interchangeable
● A flat organizational structure with six levels from the Chief Executive to the

checkout operators
● Strong values which provide the framework within which everyone works
● Giving people the authority and support to do what’s necessary to serve a customer

or solve a problem
● Building confidence and motivation through constructive feedback.

2. Ryanair’s latest cut on costs: staff banned from charging phones

To most office workers, recharging a mobile phone barely registers among the perks of
nine-to-five life. But the Irish low-cost airline Ryanair has sealed its reputation for par-
simony by banning its staff from using chargers on the grounds that they amount to theft
of its electricity.

The edict, which has infuriated employees and trades unions, will save the airline an
estimated 1.4 p for each charge. But even if all its 2600 staff plugged in their phones at
once, the bill of £28.60 would scarcely dent the company’s annual profits of €226m
(£154m).

Cheap, brash and no-fuss, Ryanair has transformed Europe’s aviation industry since
it was founded with a single 15-seat plane operating from Waterford to Gatwick in 1985.
The Dublin-based carrier now carries 24 million passengers annually to destinations as
far afield as Finland and Poland, using a fleet of 86 mainly brand-new Boeing 737s.

Its success has been masterminded by a belligerent, rugby-loving chief executive,
Michael O’Leary, who has a taste for profanity and a mission to make air travel avail-
able to the masses, rather than merely to ‘rich xxxxxxxs’. He once summed up his busi-
ness philosophy by claiming that with air fares as low as 99 p, passengers had little right
to complain.

Ryanair’s growth has been built on a ‘no-frills’ culture taken to such extremes that
unions have dubbed it the world’s stingiest company.

The ban on mobile phone chargers, which was communicated to staff in a memo, is
just the latest in a string of controversial cutbacks. Staff are also expected to pay for their
own uniforms, crew meals and training courses.

A Ryanair spokesman said: ‘It’s all just general cost control, which is very important
to us. It’s the same as taking out reclinable seats and head covers on our planes.’

Continued
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Using the internet at Ryanair’s head office is strongly discouraged, which is not sur-
prising because a rash of Ryanair websites has spread across the internet for staff to
write anonymously about their discontent.

The bitterness and vitriol expressed by staff online has concerned the company so
much that it has applied for a high court injunction to unmask the identities of employ-
ees posting messages on one such site.

Shay Cody, the deputy general secretary of the Irish trade union Impact, said:
‘Ryanair are absolutely on their own – they’re unique. They are extremely hostile to the
workforce and to any attempt to organise the workforce. It’s a very, very oppressive
regime there and they have extremely high staff turnover, particularly among junior
pilots and cabin crew.’

Such is the concern about working conditions that the International Transport
Workers’ Federation has urged air travellers to think hard about Ryanair’s employment
policies before booking tickets.

A source at one pilots’ association said: ‘Essentially, when you look at Ryanair you’ve
got to forget about conventional business models and think about the nature of what a
“cost” is. You’ve got to stop thinking about employees as people who have rights –
they’re a resource which flows through the organisation and when you’re done with
them, you get rid of them.’

Top of the list of concerns is the way Ryanair recruits. It encourages young cabin
crew with offers of hefty wages, but requires them to pay as much as £2700 upfront for
training.

The pool of willing Irish workers is drying up, so the company is recruiting contract
labour from agencies as far away as the Baltic states and Poland.

Pilots were recently told that in order to graduate from older planes to newer aircraft,
they would have to stump up for their own retraining, leaving some complaining of ‘con-
structive dismissal’, pointing out that ageing aircraft were rapidly being phased out.

Ryanair’s spokesman, Peter Sherrard, dismissed staff complaints as sour grapes: ‘If
I decide I want to be a barrister or a solicitor, I can’t just walk up to the bar and say,
“Can I have a law degree please?” ’

Ryanair’s supporters point out that an airline which has made such successful inroads
against established players such as British Airways, Air France and Lufthansa is bound
to have enemies who are keen to stress its faults.

(Andrew Clark, The Guardian, Saturday 23 April 2005)
Task:
Compare the Tesco and Ryanair case studies in the light of the definitions of strategy
outlined earlier. Focus in particular on the relationship between the business and HR
strategies.

You will have noticed the striking contrast between the two companies’ HR strategies:
Tesco sees ‘high commitment management’ (see Chapter 1) as instrumental in realizing its
business objectives, whereas Ryanair’s policy of competition on the basis of cost is very
directly reflected in its approach to HRM. Both companies are highly profitable and have
been successful in gaining sustainable competitive advantage in their respective industries.
You might like to consider the possible longer-term consequences of Ryanair’s people man-
agement and development policies.

We now go on to consider the process of strategy-making. Note that this is a complex
subject, characterized by contrasting perspectives, the most prominent of which are the
planning, emergent and resource-based views.

Feedback
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10.1.2 The prescriptive (or ‘planning’) view of strategy

This view seeks to explain how management should make strategy. Based on rational deci-
sion-making models developed by writers such as Herbert Simon,8 this perspective is par-
ticularly associated with Ansoff.9 In the middle part of the twentieth century, strategy was
seen as a highly systematized process which involved prescribed sequences of steps and
made extensive use of analytical tools and techniques.

Following this method of strategy, development would, it was believed, greatly increase
an organization’s chances of corporate success. Although these approaches are now criti-
cized as being too rigid, strategy is still represented in the same broad sequence by con-
temporary writers. However, these models of the strategy process are now intended to
provide a framework for analysing real processes, rather than as policy prescriptions.

10.1.3 The elements of strategy

Table 10.1 identifies six key stages in the strategy process. Each stage links to one of a
series of basic questions that are crucial to strategic decision-making. The process begins
with an expression of the organization’s purpose; management often articulates this as a
mission or aim. The next stage is to analyse the business environment, which covers a range
of internal and external factors. Environmental analysis allows management to develop its
broad aim into more detailed objectives, which specify more clearly what they want the
organization to achieve.

The production of clear objectives is followed by the formulation of strategies which
specify how the organization will achieve the objectives. Options must be analysed, as it is
often necessary to make a choice between different strategies. Management then puts the
chosen strategies into action (the implementation stage). Finally, to ensure that the organi-
zation remains on target, management needs to put systems in place to monitor and control
performance and progress.

Table 10.1 The strategy process

Stage of the strategy process Description

STRATEGY FORMULATION

Mission/vision statement A definition of the business that the organization is 

Statement of aims in or should be in, i.e. the organization’s purpose

Statement of values

Environmental analysis Monitoring and analysing the forces at work in the 

organization’s business environment

Objectives A precise statement of what is to be achieved and 

when the results are to be accomplished. They rep-

resent a more detailed expressions of aims

Strategic choice Deciding, from a range of strategic options, how 

objectives are going to be achieved

STRATEGY IMPLEMENTATION

Plans The specific actions, in terms of operational 

activities and tasks, that follow from strategies

Monitoring and control The process of monitoring the proposed plans as 

they proceed and adjusting where necessary.

Strategies may well be modified as a result
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As Table 10.1 suggests, in its broadest sense the process can be viewed as just two
phases: strategy formulation and strategy implementation. Each stage in the process may
result in the production of a written document. Many organizations produce separate mis-
sion statements and statements of aims, objectives and strategies. Sometimes a single doc-
ument, the strategic plan, will contain all of these. Furthermore, there may be a set of
complementary plans for different parts of the organization, in line with the cascading
principle.

Why do you think organizations produce strategic plans?

Strategic plans are produced:

● To give a sense of direction. In order to be successful, an organization must have a clear
and well-understood purpose, supported by clear objectives.

● To secure a united approach. A well-designed and effectively communicated corporate
strategy will ensure that individuals, teams, departments and divisions work towards the
same objectives.

● To provide a context for operational (i.e. day-to-day) decisions. Strategies must pro-
vide a guide to action and form a basis for monitoring progress.

10.1.4 Defining organizational purpose

The initial stages of strategy development involve defining organizational purpose or
choice of business. This is likely to be a more significant component of the strategy process
for private sector organizations – as a rule, private companies have freedom to choose
which business they want to be in, whereas public sector organizations such as local author-
ities and government agencies are obliged by law to perform certain functions.

Missions, visions, aims and objectives

An expression of an organization’s overall purpose may take the form of:

● A mission statement
● A vision statement
● A short statement setting out a single overall aim
● A set of strategic (or corporate) objectives.

Mission and vision statements usually express organizational purpose in very general
terms, and it is management’s task to develop them into more specific objectives. Vision
statements tend to set out the desired end states. They then describe what the management
of the organization would wish the future to be like and are sometimes characterized as ‘an
aspiration towards something which does not yet exist’. The following are some of the
ways in which organizations express their purpose:

Ikea To contribute to a better everyday working life for the majority 
of people, by offering a wide range of home furnishing items of
good design and function, at prices so low that the majority of
people can afford to buy them.
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Barclays Bank plc Barclays’ objective is to be one of the best financial services 
groups in the eyes of customers, staff and shareholders.

Springboard Housing Springboard is a customer focused, substantial provider of 
Association quality housing and support services. We aim to be progres-

sive, open and dynamic, enabling individuals and their local
communities to realize their full potential.

Organizational values

An organization’s values are often expressed through their statements of purpose. A key
goal of planning is the creation of clarity and unity of purpose within an organization. One
way of achieving this is to identify a set of values to which organizational stakeholders
(those involved with the organization) can subscribe, and which defines what the organiza-
tion represents. Values often relate to promoting success in businesses, but many also seek
to convey the organization’s image and its reputation as an employer. Public service organ-
izations often stress values relating to fairness and community involvement. Here are some
examples of organizational values:

Springboard Housing Association Being a sound social business 
values Offering value for money

Treating people as individuals and with respect
Embracing diversity

Ikea values Include ‘innovation’, ‘simplicity’ and ‘democratiz-
ing design’.

Stakeholder expectations

Statements of organizational purpose and values will reflect the expectations of stake-
holders, both internal and external to the organization. The degree to which those outside
the organization (individuals, groups or society at large) can actually influence its actions
will depend on their relative power (see section 10.2.1).

Many organizations have mission statements; however, it is possible to question their
value. Kay3 holds that visions or missions are symptoms of a ‘wish-driven strategy’ which
fails to recognize the limits to what might be possible given finite organizational resources.
He refers to the case of Groupe Bull.

Groupe Bull

Groupe Bull, the government-backed French computer company, tried for many years to
challenge the global market supremacy of IBM. After a period of success in the 1960s,
the company’s performance began to falter and it became apparent that it would never
alone be able to tackle the technical supremacy of IBM; consequently, it would be
unable to make significant inroads into the world’s largest market, the USA.

The company formed alliances with GEC and Honeywell in the USA in an attempt to
penetrate the market, but this strategy was unsuccessful. In 1989, Bull reformulated its
objectives, shifting the emphasis from the USA to Europe (‘to become the major
European supplier of global information systems’). By this time the computer market

Case study
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had moved away from mainframes towards personal computers. In 1992, Groupe Bull
announced an alliance with IBM.

Throughout the period described, the company was driven by an unrealistic vision
which it did not have the resources to realize. According to Kay, Bull ‘epitomises a wish-
driven strategy, based on aspiration, not capability’.

(Source: adapted from Kay3)

Having defined organizational purpose, management must translate this into specific
objectives that specify what the organization wishes to achieve. This involves ‘cascading’
the corporate-level objectives down to the levels of business units or departments and,
often, to individuals (see section 4.3 for a discussion of performance management sys-
tems). Corporate objectives often include targets which quantify what an organization
seeks to achieve within a time frame. Before management can establish these detailed
objectives, however, it needs to undertake the next stage in the strategy process –
environmental analysis.

Organizations operate within the context of a business environment that creates both
opportunities and constraints. Management must take these into account in formulating
objectives and strategies. Knowledge of the business environment will inform the specifi-
cation of corporate (sometimes called ‘core’) objectives that flow from the broad statement
of organizational purpose. It will also help to identify objectives that reflect what manage-
ment wants to do differently or better (i.e. those objectives related to ‘change’).

10.2 Analysing the business environment

This section has three main themes:

1. The nature of the environmental factors that impact on organizations
2. How managers cope with changes in the business environment
3. The way in which strategies are adjusted in response to environmental change.

Organizations are part of an open system in which they are constantly interacting with other
organizations and individuals – including their customers, suppliers, financiers and com-
petitors. Furthermore, they are exposed to continuous change and uncertainty in the wider
external environment.

Environmental analysis, or developing an understanding of the business environment, is
a critical early stage in the strategy process. The analysis stage can be broken down
into three main elements, and management has to decide how each of the following affects
strategy:

1. What stakeholders expect of the organization
2. The forces at work outside the organization
3. The organization’s internal resource capabilities.

10.2.1 Stakeholder analysis

Lynch10 defines stakeholders as ‘the individuals and groups who have an interest in the
organization and, therefore, may wish to influence aspects of its mission, objectives and
strategies’. He notes that, in relation to strategy, there are two sets of interests:



1. Those who have to formulate and implement strategy – the managers and employees, or
internal stakeholders

2. Those who will be interested in its outcome – shareholders, customers, suppliers, cred-
itors, the community and the government, or external stakeholders.

All organizations have a range of internal and external stakeholders, whose interests can
often conflict. This is because stakeholders are themselves subject to a wide range of influ-
ences that will affect their views and expectations of organizations. The expectations of
internal stakeholders will to a significant extent be shaped by the dominant culture of the
organization.

External stakeholders – including suppliers, financiers, central and local government,
shareholders and customers – also have expectations of organizations and will seek to influ-
ence strategy in various ways. They may be able to influence staff or board members
directly through personal contact, or they may seek to exert influence indirectly, for
instance by the use of the press and other media.

Different stakeholders will have different expectations, some of which are outlined
below:

● Shareholders – growth in dividend payments
● Customers – competitive prices
● Suppliers – timely payment of debt
● Employees – fair remuneration
● Government – adherence to the country’s laws
● Lenders – timely payment of debt.

Can you identify any other stakeholder expectations?

Other stakeholder expectations include:

● Shareholders – growth in share price
● Customers – quality, reliability, return and replacement policies
● Suppliers – liquidity
● Employees – good terms and conditions, job security, job satisfaction, opportunities for

career/personal development
● Government – efficient use of energy and natural resources, paying taxes, provision of

employment, value for money in the use of public funds
● Lenders – assets available for security, potential to pay interest and capital.

Stakeholder power

An analysis of the business environment must include an assessment of the strategic impor-
tance of these expectations. This can be achieved through stakeholder mapping, which aims
to assess:

● The likelihood of each stakeholder group seeking to impress its expectations on the
organization

● Whether each group has the capability or means to do so
● The likely effect of these expectations on future strategies.

Feedback

Exercise

Corporate Strategy 389
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Stakeholder mapping attempts to identify the relative power of each stakeholder group, as
this will determine its ability to influence organizational strategy.

Stakeholder mapping

Once a list of stakeholders has been identified, the company needs to be able to establish
which groups have priority. A framework helps determine the levels of power and influence
of various stakeholders (see Figure 10.1).

● Stakeholders with a low level of both interest and power require ‘minimal effort’ from
the company.

● Groups that have a high level of both power and interest are known as ‘key players’; it
is vital that the organization takes this group into account when making decisions.

● Those groups that have a high level of power but low interest levels need to be ‘kept sat-
isfied’. Institutional shareholders may fall into this category, although under some cir-
cumstances they can join the ‘key players’ group if those who represent them (e.g.
pension fund managers) feel that the company is not acting in their best interests.

● Those stakeholders with a low level of power but a high level of interest need to be ‘kept
informed’, as they can influence the attitudes of more powerful stakeholders – for exam-
ple through lobbying.

Stakeholder mapping is of value for the following reasons:

● To ensure that the interests of significant stakeholders are taken into account when strat-
egy and decisions are being made.

● To determine whether the organization needs to pursue strategies to ‘reposition’ certain
groups of stakeholders. This might be a desirable course of action if it were necessary to
lessen the influence of a key player or to create more key players to champion a course
of action. This latter option is crucial in the public sector.

High
power

Low
power

High
interest

Low
interest

PRIORITIZE

COMMUNICATE

SATISFY

BE AWARE

Figure 10.1. A framework for identifying stakeholder expectations (adapted from Johnson and

Scholes4).
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● To identify who are the ‘blockers’ and ‘facilitators’ of change.
● To determine which stakeholders will need to be helped to maintain their level of inter-

est or power.

Produce a stakeholder map for a primary school and analyse it using the principles dis-
cussed in the previous section.

The stakeholders would be:

● Parents
● Pupils
● Staff
● The community
● The local education authority
● The governing body
● Ofsted (The Office of Standards in Education)
● Other bodies (e.g. churches).

The levels of power and interest of these groups will vary over time and depending on the
circumstances. For example, the power of parents (formally expressed through the govern-
ing body) has increased greatly in the last 20 or so years, as has their interest. Therefore
schools now tend to ‘prioritize’ this group, whereas at one time they may have thought it
sufficient to ‘communicate’ with them. To take another example, the local community may
for most of the time be classed as having low power and low interest, but this may well
change dramatically if the school wishes to expand its premises and needs the agreement
of its neighbours to obtain planning permission.

Should companies aim to achieve a balance of stakeholder interests or should they give
priority to the interests of certain groups? Some argue that the ‘success’ of a company
depends on certain key stakeholders – shareholders, customers, employees and suppliers –
who should receive equal priority because companies compete in each of the relevant mar-
kets, for labour, capital and goods.

Other writers observe that firms typically put the interests of their customers before those
of employees because profits depend on the former. They would argue that, since it is
impossible to satisfy all stakeholders, in a capitalist economy shareholders should come
first.

Overall, it is probably true to say that in the long run the success of organizations
depends on taking stakeholder expectations into account, although the relative importance
of each group’s interests will change over time and from situation to situation. The ethical
issues associated with stakeholder interests are discussed in Chapter 16.

10.2.2 Analysing the external environment

As we demonstrated in the introduction to this part of the book, there are many other forces
at work outside the organization in addition to external stakeholders. These forces interact
with each other, producing complex cause and effect relationships where the direction of
causation is often unclear (see Figure I.1). Consequently, it is difficult to pinpoint precisely
how these forces affect the organization and its markets, and almost impossible to make
predictions about how they will continue to do so in the future. Strategists charged with
analysing the external environment are therefore confronted with the twin problems
of complexity and uncertainty. Nevertheless, efforts must be made to develop an

Feedback

Exercise
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understanding of the external environment, in order that strategy can be adjusted to reflect
changes and developments in the outside world.

The task involves the collection, analysis and interpretation of information from a wide
range of sources, which will include published statistics and various forms of externally or
internally commissioned surveys or market research studies. As we explained in the intro-
duction, there are two levels of information (see Figure I.1):

1. Information relating to the ‘macroenvironment’, that is, the wider environmental factors
over which the organization may have little or no control but which impact on the orga-
nization’s activities

2. Information relating to the organization’s ‘microenvironment’, that is, the immediate
operating environment involving its own customers, suppliers and competitors.

Organizations are more likely to be able to exert some control over the factors operating at
this level.

At both levels, the aim is to use the information to answer the following questions:

● How is the external environment changing?
● What impact will these changes have on the organization, its customers and markets?
● How should strategy be adjusted to take account of the opportunities and threats posed

by the changing environment?

Analysing the macroenvironment – PESTLE analysis

A common approach to trying to make sense of what is happening in the macroenviron-
ment is to undertake a PESTLE (political, economic, socio-cultural, technological, legal
and environmental) analysis. We mentioned in the introduction to Part Three that this is an
analytical management technique that aims to identify the main external sources of influ-
ence on organizations.

The effects that these macroenvironmental factors will have on the strategy of the busi-
ness will change over time, depending on the size, structure and growth stage of the organ-
ization. It is important to ask the question, ‘what is the impact of these changes on the
competitive positioning of the organization?’ The aim of PESTLE analysis is not just to
produce a list of environmental influences, although, as a checklist, it does help to ensure
that important factors are not overlooked. Management also uses the framework to:

● Identify changes or trends in environmental factors
● Focus on those forces or trends which seem to be most relevant and critical to the orga-

nization’s business
● Think through the implications of these changes for the future direction and strategies of

the organization.

PESTLE analysis has the following important functions:

● It emphasizes the importance of the environmental influences on strategy
● It underlines the constantly changing nature of the business environment
● It demonstrates the need for strategy to be revised over time
● It highlights the fact that changes in the external environment will affect and alter the

pattern of stakeholder power and influence over time.



Corporate Strategy 393

For public sector organizations, PESTLE analysis serves to identify the problems that soci-
ety may wish to solve and the way in which such problems or needs are changing.
Strategists must then consider the strategic implications of such change. An obvious exam-
ple is the changing age structure of the population (see Chapter 13).

Conduct a PESTLE analysis for your organization.

Forecasting scenarios

It is important to recognize the dynamic nature of environmental forces. Strategists can
apply statistical techniques to identify rates of change that might help in predicting future
courses of action. However, it must be recognized that past trends cannot be assumed to
continue, and that analysis must extend to some consideration of the future. The planning
model of strategy has been criticized for over-emphasizing the value of forecasting,
which can often result in highly inaccurate (and therefore misleading) predictions of the
future.

Another possible approach is to build up a number of possible scenarios of what the
future may look like. Scenarios will typically be developed for:

● Best-case outcomes
● Worst-case outcomes
● Intermediate outcomes.

Strategists and managers would evaluate these alternative scenarios with the intention of
identifying the most likely outcome. The main benefits of scenario-building are that it dis-
courages reliance on a single view of the future, and alerts the organization to the impor-
tance of adapting strategy to an ever-changing environment.

Analysing the microenvironment

Those factors that shape the competitive environment were discussed in Chapter 9. An
examination of the forces at work there forms a basis for the development of an organiza-
tion’s competitive strategy, a process discussed in section 9.2.1.

10.2.3 Internal analysis

Environmental analysis also requires an examination of the organization’s internal envi-
ronment. Internal analysis is concerned with the resources and capabilities that an organi-
zation must seek to understand before it can pursue any form of strategy. Assessment of
capability must, therefore, take account of the following:

● The overall balance of resources in the organization
● Its mix of activities
● The quantity or quality of the different resource inputs (e.g. buildings, machines, people)
● The way in which the separate activities involved in designing, producing, marketing,

delivering and supporting the organization’s products or services are performed, and the
linkages between them.

Exercise
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In order to develop an understanding of its capabilities, an organization needs to:

● Assess its resource base
● Examine the way in which resources are used and linked together in the different activ-

ities which create each output or service
● Assess whether its range of products or services are appropriately balanced.

The principle of competitive advantage then dictates that some form of comparative analy-
sis be undertaken. Hamel and Prahalad13 note that although organizations may have many
attributes, which distinguish them from their competitors, management needs to focus on
those which are critical for long-term success. Such distinguishing factors that create com-
petitive advantage are often referred to as core competencies. Indeed writers such as
Hamel and Prahalad (1994), Kay (1996) and Barney (1991) hold that too much emphasis
has been placed on the influence of external environmental factors on strategy, arguing that
strategies based on an organization’s internal resources or capabilities form a stronger foun-
dation for future success. This is known as the resource-based view of strategy.

Internal analysis is therefore concerned with identifying the organization’s core compe-
tencies, with a focus on performance relative to competitors. A number of tools have been
developed to help organizations assess organizational capability; some of these will now be
discussed.

Assessing the resource base

An understanding of core competencies could be achieved by conducting a resource audit,
which ‘identifies and classifies the resources that an organization owns or can access to
support its strategies’. The audit covers the organization’s physical, human, financial and
other resources. This should include resources that are not owned by the organization, but
to which it has access. The audit addresses the following types of questions:

● Is the organization’s plant, machinery and other equipment up to date?
● Do staff have the necessary skills and qualifications?
● Does the organization have an appropriate financial structure (debt/equity mix)?
● Are financial control systems (such as credit and debt control) effective?
● Does the organization have important intangible resources (such as goodwill)?
● Are there important resources outside the organization (such as good relationships with

key customers or suppliers)?
● Can any unique resources be identified? (An example would be a patented product.)

Analysis must then proceed to develop a deeper understanding of the way in which these
resources are deployed in the various activities of the organization. A widely adopted
method is value chain analysis.

Value chain analysis

Value chain analysis is a technique that is designed to provide an in-depth understanding of
the way in which resources are deployed to achieve competitive advantage. Porter1 applied
the established accounting practice of calculating the value added of a product by individ-
ual stages in a manufacturing process to the activities of an organization as a whole.
The rationale for this approach is that activities must be examined separately in order to
identify sources of competitive advantage.
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As shown in Figure 10.2, activities are divided into two categories.
Primary activities relate directly to service delivery or production. These include:

● Inbound logistics (activities such as materials handling, warehousing and inventory control)
● Operations (activities which create the product, such as machining and packaging)
● Outbound logistics (such as storing finished products, order processing and distribution)
● Marketing and sales (the activities that create consumer awareness of the product)
● Service (including activities such as installation, training support and repairs service).

Each of these activities will add value to the organization in its own way. They may under-
take this task better or worse than competitors (for example, lower production costs, higher
standards of service, etc.). In this way they provide the areas of competitive advantage of
the organization.

Support activities include:

● Procurement (the processes for acquiring the various inputs to the primary activities)
● Technology development (research and development, process development)
● Human resource management (recruiting, managing, training, developing and rewarding

people in the organization)
● Infrastructure (systems of planning, finance, quality control, information management,

and the structures which sustain the culture of the organization).

These support activities also add value, but in a way that it is more difficult to link with one
particular part of the organization.

Value chain analysis is usually undertaken without detailed quantification of the value
added, and makes broad comparisons with competitors. Its significance is that it recognizes
that individual activities in the overall production process play a part in determining the
cost, quality, image and so on of the end product or service. That is, ‘each can contribute
to a firm’s relative cost position and create a basis for differentiation’.12 These are the two
main sources for competitive advantage identified by Porter. Analysing the separate activ-
ities in the value chain helps organizations to identify what underpins competitive advan-
tage by addressing the following issues:

● Which activities are the most critical in reducing cost and adding value?
● What are the key cost or value drivers in the value chain?
● What are the most important linkages in the value chain, which either reduce cost or

enhance value, and which discourage imitation, and how do these linkages relate to the
cost and value drivers?

Firm
infrastructure

Human resource
management

Technology
development

Procurement

Value
added

ServiceOperations
Outbound
logistics

Marketing
and sales

Inbound
logistics

Support activities

Primary activities

Figure 10.2. The components of the value chain (adapted from Porter1).
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The importance of value chain analysis is its role in understanding competitive advantage,
which cannot be understood by looking at an organization as a whole. According to Porter,
competitive advantage can be gained by:

● Controlling costs (e.g. through economies of scale or efficient capacity utilization)
● Enhancing value (e.g. through improved customer care)
● Reconfiguring the value chain, that is, finding a more efficient or different way of

designing, producing, distributing or marketing a product or service.

Lynch10 argues that the problem with the value chain in strategic management is that it is
designed to explore existing value-added areas of the business; it works within the existing
structure. Real competitive strategy may require a ‘revolution’ that moves outside the exist-
ing structure. This view is shared by Hamel and Prahalad.11 They argue that in the quest for
competitiveness much management effort in the 1980s and 1990s was devoted to the
restructuring (especially downsizing) and re-engineering of business processes, but that
these processes are focused on preserving the past rather than on creating the future:

It is entirely possible for a company to downsize and reengineer without ever confronting

the need to regenerate its core strategy, without ever being forced to rethink the bound-

aries of its industry, without ever having to imagine what customers might want in ten

years’ time and without ever having to fundamentally redefine its ‘served market’.11

10.2.4 Portfolio models

The majority of companies offer more than one product or service, and many serve more
than one customer. Decisions on strategy usually involve a range of products in a range of
markets, and this is the subject of portfolio analysis. A useful model, developed by the
Boston Consulting Group (BCG), is the growth/share matrix, which examines the market
share of individual products or services in relation to the growth rate in their particular
markets (Figure 10.3).

When an organization has a number of products in its portfolio, they are likely to be in
different stages of development; some will be relatively new and some much older. Many
organizations will not wish to risk having all their products in the same markets at the same
stages of development. It is useful to have some products with limited growth but produc-
ing profits steadily, as well as having others with great potential but in the early stages of
growth. Indeed, the products that are growing steadily may be used to fund the develop-
ment of those that will provide growth in the future. The strategy implications of this model
are that organizations should produce a balanced portfolio of products.

High Low
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Stars
(develop)

Cash cows
(milk)

Question marks
(investigate)

Dogs
(divest)

Market
growth

Competitive position (market share)

Figure 10.3. The growth/share matrix.
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The model’s assumptions are that higher profitability and competitive advantage are
associated with high market share, and that growing markets are more attractive than static
or declining markets.

The matrix categories are explained as follows:

Cash cows Characterized by high market share in a mature market; probably 
‘stars’ of the past now in maturity. They occupy a leading posi-
tion, and have little need for investment in production capacity.
They are likely to be cash generators which can be ‘milked’,
contributing to the development of future stars

Stars Have a high market share within a growing market but expendi-
ture on capacity and marketing may be high so that the product or
service both generates and uses cash. They are likely to be the
cash cows of the future

Question marks Also found in growing markets, but have a low market share.
They are typically products or services that are at an early stage
in life, requiring substantial amounts of cash to be spent in an
effort to increase market share; however, the payback from high
spending is uncertain

Dogs Experience low market share in low-growth markets and are
likely to be draining the organization of amounts of cash and
using a disproportionate amount of management time.

10.2.5 Analysing organizational performance

Assessing whether strategies designed to meet particular objectives are proving effective is
an important part of the strategy process. It is also necessary to establish how these per-
formance levels compare with others within the industry, and perhaps also beyond; as men-
tioned in the above examination of value chain analysis, competitive advantage can be
defined only in these relative terms.

A term now often used to describe performance assessment is ‘benchmarking’, which,
according to Johnson and Scholes,4 ‘seeks to assess the competences of an organization
against “best in class” wherever that is to be found’. Often this is taken to mean only meas-
ures of output performance that can be defined in quantitative terms (e.g. comparisons of
financial performance, key financial ratios and other measures of output such as market
share, production throughput). However, there are also more qualitative, less tangible fea-
tures of performance that result in quality or satisfaction, such as attitudes towards cus-
tomers, which are particularly important in service sector organizations. Assessment of
these features is more difficult, and it can often only be done by direct observation or by
surveying users. Benchmarking should include quantitative and qualitative measures of
performance, and its emphasis should be on continuous quality improvement.

Internal benchmarking

Most organizations monitor their own performance in order to identify changes in key busi-
ness activities over time. This may mean looking at the performance of the organization as
a whole, or comparing the performance of different individuals, teams or business units
with each other. Performance monitoring is a continual process. Those with an interest in
an organization’s business (e.g. shareholders, analysts, management etc.) will wish to com-
pare results over time in order to reveal trends in business performance. This is the only
way to discern whether performance is in line with expectations. Management will be
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interested in far more than overall organizational performance. In line with the concept of
value chain, managers will assess the performance of the individual activities involved, and
not just business units. Part of this process will involve regular analysis of performance
against targets, e.g. financial performance against budget, sales and production achieve-
ments against target.

Performance assessment is also a common feature of public sector management. This is
a result of central government’s desire to increase competition and/or value for money in
the provision of public services.

External benchmarking

This involves comparing performance with that of other organizations. Organizations need
to decide:

● What activities or other dimensions of the organization should be compared with others
● Who the other organizations should be
● How information on other organizations can be obtained.

In reality, external benchmarking can be time consuming and be hampered by the difficulty
of obtaining relevant information. There are also problems of finding comparable organi-
zations to benchmark against, especially in the public sector – one of the criticisms of the
publication of school league tables is that they do not compare ‘like with like’.

Nevertheless, most organizations will wish to assess their own performance relative to
industry norms. They could do this with reference to industry averages or to the perform-
ance of the best-performing organizations. However, a danger in relying solely on industry
norm analysis is that the industry may itself be performing badly. Obviously the scope for
cross-industry comparison will be more limited, but could relate, for example, to employee
costs or to research and development expenditure.

10.2.6 Matching the internal organization to external demands

Once an analysis of environmental influences (including the nature of the competitive envi-
ronment and of internal resources and competences) has been conducted, a framework is
required to bring the results together and identify the implications for strategy. This is often
described as a process in which the ‘fit’ between the organization’s internal capabilities and
its external environment is assessed (the concept of ‘strategic fit’ was mentioned at the
beginning of this chapter). A technique often used to assist managers in this process is
SWOT analysis.

SWOT analysis

SWOT stands for strengths, weaknesses, opportunities and threats, and is perhaps the most
well known of all analytical management techniques. Strengths and weaknesses are usually
pinpointed in the course of internal analysis, so the results of the value chain and portfolio
analyses would be pertinent. Opportunities and threats relate to trends and the likely devel-
opments in the external environment, and would be identified in the PESTLE and five
forces exercise. Thus a strength may be a highly skilled workforce and a weakness out-of-
date plant and machinery; while a new product line might constitute an opportunity, but
competition from cheaper imports could pose a threat.
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Lynch10 identifies several factors that will enhance the quality of a SWOT analysis (see
Table 10.2):

● Keep it brief; long lists suggest a lack of strategic judgement
● Wherever possible, relate strengths and weaknesses to key factors for success
● Strengths and weaknesses should be stated in competitive terms
● Statements should be specific; avoid ‘motherhood and apple pie’ statements
● Be realistic about strengths and weaknesses
● Be able to back each point up with argument and evidence.

10.3 Strategic choice

Strategic choice refers to making decisions about the organization’s future response to fac-
tors identified in the environmental analysis. Choice exists at two main levels:

1. Level 1 – choice of objectives. As discussed earlier, this involves answering the basic
question: what business are we or should we be in? Should the organization, for exam-
ple, provide a wider range of goods or services or concentrate on a narrower range?
These first-order choices, concerned primarily with the organization’s scope, will be
reflected in its statements of organizational purpose. Decisions on organizational scope,
in turn, define organizational boundaries and shape decisions on organizational structure
and ownership. These are typically corporate-level choices.

2. Level 2 – choices between strategies or means to achieve organizational objectives.
Alternative strategies will require detailed analysis and appraisal before a choice can be
made. The final selection should reflect whatever the organization believes is necessary

Table 10.2 Checklist of some possible headings for a SWOT analysis

Strengths Weaknesses

● Market dominance ● Share weakness

● Core strengths ● Old plant

● Economies of scale ● Poor record of innovation

● Low-cost position ● Weak organization

● Leadership and management skills ● Poor reputation

● Strong financial position ● Dependent on a few products

● Differentiated products

● Product quality

Opportunities Threats

● New markets and segments ● New market entrants

● New products ● Increased competition

● Diversification opportunities ● Substitutes

● Market growth ● Low market growth

● Competitor weakness ● Economic downturn

● Demographic and social change ● Technological developments

● Change in political environment ● New international barriers to trade

● Change in economic environment
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to create and sustain competitive advantage in its chosen markets. Organizations that
operate in more than one market will typically conduct the identification and evaluation
of options at the level of individual business units or departments.

10.3.1 Identifying strategic options

In considering possible strategies to achieve its objectives, management faces a further
three choices:

1. On what basis do they wish to compete with or differentiate themselves from their com-
petitors? This is sometimes referred to as deciding a positioning or generic strategy.

2. Should they develop new products or services, new markets, or a combination of the
two? Should they drop certain activities? This concerns choosing strategic direction.

3. Having made the first two sets of decisions, how should they develop the new services,
products or markets? This concerns choosing the means of developing strategy.

10.3.2 Generic strategies

We discussed Michael Porter’s five forces model as a framework for analysing an organi-
zation’s competitive environment in Chapter 9. He is also known for a number of other con-
cepts, in particular generic strategies.

Porter12 claims that what really matters in the marketplace is sustainable competitive advan-
tage in relation to competitors; this, he argues, is the only basis for a successful strategy.
Applying the analytical techniques common to industrial economics, Porter said that a firm’s
primary task is to find market niches it can defend from competitors; it should do this by way
of the two basic types of competitive advantage that a firm can possess – low cost or differen-
tiation. From this he developed the idea that there are three generic strategies or means by
which companies could position themselves to develop and maintain competitive advantage:

1. First, cost leadership is a strategy whereby a firm aims to produce its product or service at
a lower cost than its competitors can. This could mean developing a large market share to
bring economies of scale in production costs, so that cost leadership does not necessarily
mean low price. Of course, a low-cost base will not in itself bring competitive advantage.
What matters is the value perceived by the customers or users of the product or service.

2. The second generic strategy is differentiation, whereby a company aims to offer a product
or service that is distinctive – and valued as such by customers – from those of its
competitors. Porter claimed that differentiation is ‘something unique beyond simply offer-
ing a low price’ that allows firms to command a premium price or to retain buyer loyalty
during cyclical or seasonal downturns in the market. Firms that develop a reputation for
quality and reliability, for example, may be able to enhance their market share or to achieve
higher margins by charging slightly higher prices that consumers are willing to pay.

3. The third variant, focus strategy, occurs when management applies either cost leader-
ship or differentiation to a narrow market segment rather than to a whole market. Porter
refers to two variants, cost focus and differentiation focus.

A firm has to choose between the two basic strategies of cost leadership and differentiation,
although many commentators argue that companies follow both policies simultaneously. For
example, by controlling costs better than competitors do, companies can reinvest the savings
in unique features that will differentiate their products or services. Choice as the basis for
competitive advantage is complex, and requires that environmental analysis provides a clear
understanding of who the competitors are and of consumer demands, needs and values.
Ultimately, user value (the worth placed on the good or service by the consumer) will deter-



Corporate Strategy 401

mine the organization’s ability to sustain competitive advantage. In the public and not-for-
profit sectors, however, the idea of user value is more complicated. Often it is not the ulti-
mate service users but the government that pays for the goods or services. This means that
public and non-profit organizations may pay as much attention to the interests of their spon-
sors (i.e. those who provide the funding) as to those of their end-users. A common problem
is that the main interests of government or its agents is in the concept of value for money,
which tends to emphasize cost efficiency over product or service effectiveness.

Kay3 notes that ‘there can be no greater competitive advantage than the absence of com-
petitors’. By this, he means that competitive advantage derives not just from the capabili-
ties of firms themselves but also from the structure of the industry. In a very competitive
market, even where firms have obvious competitive advantage this may not yield substan-
tial profit. Yet mediocre, or even poor service can bring large profits where the competition
is weak or absent – as in many of Europe’s remaining public utilities. Competition provides
the incentive to control costs or to provide a better service to gain custom, and this is one
of the basic tenets of market economics (see Chapter 9). For example, in the run-up to the
deregulation of the market for domestic gas supply in the UK, British Gas was forced to
review its strategy. Other companies are now competing for business largely by offering
lower prices, and British Gas has had to respond to these new market conditions.

The implications of competitive strategies for people management
and development

We now turn to consider how HR strategy can be linked to competitive strategy (see Table
10.3). Schuler and Jackson14 used Porter’s generic strategies as the basis for their model of
strategic human resource management. They identified the specific HR policies and prac-
tices to fit the generic strategies of cost reduction, quality enhancement and innovation.
Their basic argument was that HR strategies should reinforce the organization’s choice of
competitive strategy if business performance is to improve.

Lifecycle models

Another way of linking HR policies and practices to competitive strategy is through the
application of business and product lifecycle models of business strategy (see section 6.1.7;
Table 10.4).15

Contrary to the impression given by the above analysis (and as we argued in section
1.1.3), integrating HR strategy with business strategy is by no means straightforward. The
reader will recall that there are a number of reasons for this: the HR function may not be
represented at board level; the organization may not have a discernable business strategy;
or business strategy may be ‘emergent’ (see section 10.5.1), making alignment difficult.
These drawbacks lead some to argue that taking a resource-based view of strategy and
focusing on developing ‘core competencies’ is more likely to create a sustainable compet-
itive advantage through people (see section 10.2.3).11,13

Refer back to the case study (Tesco and Ryanair) at the beginning of this chapter and relate
the Schuler and Jackson model of competitive strategies and HR policies to the two com-
panies discussed.

10.3.3 Strategic directions

The second set of choices facing organizations concerns the direction of strategy develop-
ment. Options can be set out in a product/market matrix as shown in Table 10.5. This type
of matrix, originally developed by Ansoff,9 tends to assume the existence of growth

Exercise
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Table 10.3 Competitive strategies and associated HR policies

Strategy How competitive advantage is gained HR policies

Cost reduction Goods and services produced cheaper Low-discretion jobs

than the competition, with an emphasis Ad hoc recruitment

on minimizing costs at all stages in the Minimal training and 

process (including people management) development

Little employee involvement

Low levels of pay

Non-unionism

HR function insubstantial, 

with little influence

Quality Goods and services are produced at the Relatively fixed and explicit 

enhancement highest quality possible to differentiate job descriptions

the employer from the rest of the Highly controlled recruitment

market and selection

Extensive induction 

programmes

High discretion jobs

‘Empowerment’

High levels of employee 

involvement

Extensive training and 

development

Harmonization

Competitive pay and benefits

Performance appraisal plays a 

key role

Well-developed, proactive HR 

function

Close cooperation between 

HR and line managers

Innovation Highly-trained specialists work closely Commitment to broad goals

together to produce complex and Problem-solving groups

adaptable products and services Learning and development a 

personal responsibility

Performance appraisals to 

reflect long-term achievement

Jobs that allow employees to 

develop skills across other

positions (flexibility)

Lower pay rates but employee 

shareholding and some

choice of pay and benefits

Broad career paths to develop 

broad range of skills

Emphasis on individualism, 

rather than collectivism, in

employee relations

Based on Schuler and Jackson (1987)
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opportunities, which may not always be available. Instead, decisions may be about altering
the service mix to use existing resources more efficiently and effectively.

Existing markets, same product/service

An organization’s choice of whether to focus on its current product/service and markets
will depend, among other things, on whether the market is growing, in decline or has
reached maturity. The options are:

● Consolidation. This choice would aim to increase business in a growing market in order to
retain market share. In mature markets, firms might focus on improving cost efficiency and
customer service. In declining markets, one option is to acquire companies. Alternatively,
managers may decide to withdraw from the market or to streamline operations.

● Market penetration. Market penetration is designed to increase market share, which is
more likely to be a successful strategy in a growing than in a mature market. Strategies may
involve price competition, increasing advertising expenditure, or improving productivity.

● Withdrawal. Under certain circumstances, complete or partial withdrawal from a mar-
ket is a legitimate strategy option.

Existing market, new product – product development

The advantage of product (or service) development as a strategy is that it allows a com-
pany to retain the security of its present markets while developing new products
or altering existing ones. The shift by several retail supermarkets into petrol and

Table 10.4 Life-cycle phase strategies and associated HR policies

Life-cycle phase and 

strategic requirement HR policies

Start up Support flexible working patterns

Need for flexibility of operation and Recruit and retain staff who are highly motivated 

response so the organization can grow. self-starters

Emphasis on fostering entrepreneurialism Foster high commitment

Few formalized structures and systems

No specialist HR personnel

Growth Introduction of more progressive systems for:

The organization establishes itself in the ● recruitment and selection

market and builds on its earlier success. ● succession planning

Need to retain expertise and maintain ● learning and development

commitment ● performance management

● reward

Maturity Formalized HR procedures

The business needs to consolidate Measures to control labour costs:

as markets mature ● keep wage bill under control

● pressure to justify training and development

Decline Redundancy

The business is struggling to survive Pay cuts

Training budget cut

HR function wound up (outsourced?)
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clothing sales in the 1990s is an example of product development. Similarly, privatized
utilities in the UK are seeking to develop new product lines on the basis of the strength
of their existing customer base; for example, we now see electricity companies selling
gas. New product development as a strategy can be risky; furthermore, it is likely to
require the development of new organizational skills, which was certainly the case
when retailers such as Tesco, along with several supermarket chains, developed into
financial services.

New markets, present product/service – market development

Here, the company is seeking new markets for existing products or services. This could
mean new groups of customers or new purchasing markets, for example selling over the
Internet. Business can also extend geographically.

Diversification

Diversification takes three basic forms:

1. Vertical integration – occurs when a firm expands backwards towards its sources of
supply or forwards towards its markets. For example, an oil company that bought oil
wells would be practising backwards integration, while if it purchased filling stations
this would be forwards integration. The advantage for the company would be assured
supplies of the product and control over its outlets.

2. Horizontal integration – occurs when a company takes over firms at a similar stage of
production. An example would be an oil company that already owned a string of petrol
stations taking over a competing chain.

3. Unrelated diversification – involves developing into new products or markets outside
the industry. This strategy is illustrated by the operations of conglomerate companies,
which have interests in many different industries. Unrelated diversification may be
undertaken as a means of spreading risk or to achieve further growth where existing
markets have reached saturation.

10.3.4 Alternative means of developing strategy

This relates to how organizations can pursue chosen strategies.

Table 10.5 Strategic directions – the product/market matrix

Existing products/services New products/services

Existing markets Consolidation Product/service development

Market penetration

Withdrawal

New markets Market development Diversification:

● Horizontal

● Vertical

● Unrelated

Source: Adapted from Ansoff 9
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Internal development

The advantage of this method is that all aspects of the development of new products or serv-
ices are totally within the organization’s control. Where the product involves a highly tech-
nical design and manufacturing process, the organization’s internal management and
production expertise can be utilized.

Acquisition and merger

Acquisition allows rapid entry into new product and/or market areas. It may also be
adopted as a strategy to take advantage of new market opportunities where the acquiring
company lacks the necessary resources. Mergers give companies the opportunity to tap
into new markets and to save costs; indeed, this was the motivation behind the merger of
many banks and building societies in Britain.

Joint developments and alliances

Organizations may turn to partners to cooperate in developing products or services, often
in order to minimize risk. Examples of joint developments or joint ventures are common in
large construction or civil engineering projects, such as the Channel Tunnel. Forms of joint
development include franchising, licensing and subcontracting. Franchising is a common
form of development in many retailing activities.

Screening and appraising options

Management is likely to identify or generate alternative options in the process of develop-
ing strategy. Since most options will be mutually exclusive, they must be evaluated in terms
of their suitability, feasibility and acceptability. There are several techniques available to
assist these decisions, such as decision trees and cost–benefit analysis.

10.4 Strategy implementation

Formulating and implementing strategy are closely related. The implementation stage
relates to moving from strategy to action. It is a mistake to assume that plans will be imple-
mented once they have been developed. Indeed, some writers refer to an ‘implementation
deficit’, which relates to the fact that strategies are sometimes only partially implemented,
or are not implemented at all. There could be several reasons for this, including lack of
resources, or resistance to the strategy from within the organization.

Managing implementation is complex. Johnson and Scholes4 consider there are three
main tasks:

1. Planning and allocating resources. This involves asking the following questions:
● What resources (physical, financial, human, etc.) are required to implement the strategy?
● How will these resources be allocated among different divisions or departments?
● How are new production facilities to be financed?

2. Organization structure and design. This involves asking the following questions:
● What are the responsibilities of different departments?
● What operational and control systems need to be put in place?
● What are staff training and development needs?



3. Managing strategic change. This involves asking the following questions:
● What will the existing culture bear?
● Will it need to be changed?
● Is there likely to be resistance to change?
● How can resistance be overcome?

10.4.1 Aligning the organization to the business direction – the role of HR

There is an ongoing debate about the role of the HR function in the strategy process.
Ulrich16 argues that it is not for HR practitioners to formulate strategy; rather, HR should
‘impel and guide serious discussion about how the company should be organized to carry
out its strategy’. One framework that can be used to assess the extent to which all parts of
the organization are working in unison to achieve business objectives is the McKinsey
‘Seven S’ model (Figure 10.4). The argument is that all the seven Ss need to be addressed;
for example, creating new organizational structures is not enough, people need to acquire
the skills and motivation to work in the new structures and, typically, managers need to
adopt new styles of operating. A distinction is sometimes made between the ‘hard triangle’
of strategy, structure and systems and the ‘soft square’ of staff, style, skills and shared val-
ues. The tendency is for managers to focus on the former and neglect the latter, which may
explain why change programmes so often falter.17

10.4.2 The relationship between strategic planning and strategic
management

As we have seen, strategic planning is the process of formulating objectives, priorities and
strategies. Strategic management includes the further development of strategy, and manag-
ing its implementation.
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Strategy

Structure ‘Hard triangle’

‘Soft square’

Systems

Staff

Style

Skills

Shared values

Figure 10.4. The McKinsey ‘Seven S’ model.
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10.4.3 Monitoring progress

Monitoring the implementation of the strategy is the last stage in the strategy process.
Information systems that allow management to monitor progress must be in place.

Organizations will normally assess achievements in relation to their own objectives and tar-
gets, using measures such as turnover, operating costs and other financial information against
budget. They will also compare their performance with their competitors. Performance can
be judged in both quantitative and qualitative terms, perhaps by using quality measures.
Monitoring progress is the last stage in the strategy model, but not of the strategy process;
strategy is a continuous process, with organizations constantly adapting and adjusting to the
changes in the business environment. Monitoring and review is just one element in the
process providing new information that feeds back into the reformulation of strategy.

10.5 Alternative approaches to strategy –
‘descriptive’ views

The planning view of strategy assumes that human beings always behave rationally and that
the world can be viewed and interpreted in purely objective terms. Two alternative perspectives
highlight the weaknesses of the traditional planning view and illustrate further the ‘formula-
tion/implementation dichotomy’, i.e. difficulty in separating formulation and implementation.

10.5.1 Emergent strategy

When I was younger I always conceived of a room where all these strategic concepts

were worked out for the whole company. Later, I didn’t find such a room . . . The strat-

egy of the company may not even exist in the mind of one man [sic]. I certainly don’t

know where it is written down. It is simply transmitted in the series of decisions made.

(Financial Times, 16 February 1996)

Writers such as Mintzberg18 view strategy as an emergent or adaptive process rather than
as a planned, top-down one. Mintzberg’s critique of the formalized approach to strategy
discussed up to now highlights the shortcomings of the planning model. In his opinion,
strategic planning suffers from what he describes as three ‘fundamental fallacies’:

1. The fallacy of predetermination. Mintzberg disputes the assumption that the strategy
process develops in a predictable way: ‘the prediction of the environment through fore-
casting . . . the unfolding of the strategy process on schedule . . . and the imposition of
the resulting strategies on an acquiescent environment, again on schedule’.

2. The fallacy of detachment. Mintzberg criticizes one of the basic tenets of strategic
planning, that of separating formulation from implementation. He also questions the
tendency on the part of some organizations to employ centralized teams of strategic
thinkers isolated from operational activities. Effective strategy-making requires that
implementation and formulation should be viewed as part of the same process.

3. The fallacy of formulation. Mintzberg argues that structured planning tends to inhibit
innovation by introducing ‘a bias in favour of incremental change, of generic strategies
and of goals that can be quantified’.

The conclusion of Mintzberg’s critique of the planning model is that there is no one best
way to develop strategy. He regards the structured analytical approach advanced by writers
such as Ansoff9 as wholly unsuitable for many (although not all) of today’s organizations,
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especially those operating in turbulent environments. This style of planning, he argues, may
be appropriate for certain types of organization, but not for others. Mintzberg therefore
advocates a flexible approach to strategy.

Other writers are in broad agreement with Mintzberg; Kay3 writes that there are ‘no
recipes and generic strategies for corporate success . . . there cannot be, because if there
were, their general adoption would eliminate any competitive advantage . . . the founda-
tions of corporate success are unique to each successful company’.

The Honda story

Honda’s takeover of the US motorcycle market in the 1960s is an illustration of suc-
cessful strategy.

In 1975, an analysis of strategy alternatives for the UK motorcycle industry focused
on what consultants assumed was Honda’s deliberate strategy to dominate the world
market.

According to this view, later echoed by strategy academics, Honda deliberately built
a cost advantage and targeted the bottom end of the US market to exploit this advantage
and outmanoeuvre established competition.

On the face of it, this is a classic example of the successful application of textbook
‘planning’ view of strategy using analytical techniques. But subsequent research in 1982
by Richard Pascale, a professor from Stanford, uncovered a quite different account of
events.

According to Pascale, Honda executives said that the low price of the Honda 50 cc in
1959 derived from its engine design, not from production economies of scale. At that
stage production was relatively inefficient and the company only invested in a large,
modern plant in response to events rather than as part of a prior deliberate strategy.

The Honda executives’ account of what happened when they went to the USA in 1959
differs even more dramatically from the earlier version in that they claimed to have actu-
ally played down their smaller bikes. In reality ‘the dramatic success of the Honda 50 cc
came about through accident, good luck and Honda US executives’ willingness to
respond to events and learn from the market. They did not even try to sell their small
bikes until their larger ones started breaking down badly as a result of being driven
longer and harder than in Japan.’

Originally, Honda had felt that the 50 cc bikes were wholly unsuitable for the US mar-
ket, where large bikes dominated. However, Honda executives used the Honda 50s them-
selves to ride around Los Angeles. They attracted a lot of attention and, according to the
Honda executives they had a call from a Sears buyer . . . ‘but we still hesitated to push
the 50 cc bikes out of fear that they might harm our image in the heavier, more macho
market. But when the larger bikes started breaking, we had no choice. We let the 50 cc
bikes move.’

The strategy that gradually moved Honda towards a market dominance began from
this muddled start, but the actual strategy process that led to this success was contrary to
the textbook model.

(Source: Reported in the Financial Times, 16 February 1996)

Case study



Corporate Strategy 409

Kay3 argues that ‘we shall never know the extent to which Honda’s success was truly the
result of chance or rational calculation [but] like all successful strategies, it was based on a
mixture of calculation and opportunism, of vision and experiment’. The key point is that
managers should see departure from ‘the plan’ as an inevitable response to unforeseen
circumstances and as necessary to take advantage of new opportunities.

Mintzberg emphasizes this point by making a distinction between underlying and emer-
gent strategies (see Figure 10.5).

He accepts that planning is a necessary part of the strategy process, and recognizes that
elements of the plan (deliberate strategy) may in fact be realized. However, he argues
that realized strategies often bear little resemblance to the original plan. Indeed, it is likely
that some plans failed to be implemented at all (unrealized strategies) and that others,
which he describes as ‘emergent strategies’, were not expressly intended. Lynch10 notes
that emergent corporate strategy ‘can best be considered as a process whereby the organi-
zation’s strategy is derived as a result of trial, repeated experimentation and small steps for-
ward: in this sense, corporate strategy is emergent rather than planned’. The process moves
forward as economic conditions change, the market develops, individuals and teams in the
organization change, etc. Clearly, the process is difficult to predict in a clear and structured
way. According to Mintzberg, a flexible approach to strategy is one which recognizes that
the ‘real world inevitably involves some thinking ahead of time as well as some adaptation
en route’. Writers such as Senge19 have emphasized this learning approach to strategy,
which encourages managers to undertake a process of trial and error to devise the optimal
strategy (see section 4.5.7).

10.5.2 Strategy as logical incrementalism

The essence of this view of strategy is that, far from being an objective and value-free
process, strategy formulation and implementation are pervaded by value judgements.
Furthermore, there is a distinct political dimension at work in that the conflicting interests
of various stakeholders must be taken into account. Strategy is therefore an incremental
process characterized not by objective analysis, but rather by bargaining between stake-
holders. The outcome is marginal adjustments to existing strategy. Johnson and Scholes4

describe this view of strategy as logical incrementalism which ‘can be thought of as the
deliberate development of strategy by “learning by doing”’.

Public sector organizations are restricted in their choice of strategy, which is
often largely imposed upon them from outside and is heavily influenced by political
bargaining.

Intended
strategy

Realized
strategy

Emergent
strategy

Unrealized
strategy

Figure 10.5. Types of strategies.
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There are three important points to note about these different views of strategy:

1. Both the emergent and the incrementalist models oppose the rigid planning view of
strategy, but nevertheless accept that a structured approach to strategy has its place: ‘Too
much planning may lead us to chaos, but so would too little, more directly.’18

2. Approaches to strategy adapt to the changing environment and are influenced by chang-
ing socio-economic conditions. Thus the planning model better fitted the stable condi-
tions of the 1960s, whereas the adaptive, learning approach associated with the
emergent strategy model is better suited to the twenty-first century. Similarly, different
planning styles emerge in response to different social and economic conditions.
The planning style of the 1960s seemed to suit the relative stability that characterized
the period. Today’s highly competitive, increasingly global and fast-moving markets
may be better matched by a learning, adaptive strategy.

3. These different approaches can be combined, and this is the reality of the strategy-
making process today. As Lynch10 observes, the perceived drawbacks of the planning
view are ‘limitations on the prescriptive approach rather than issue which cannot be
overcome’.

In the first part of this chapter we appraised various definitions of both corporate strat-
egy and HR strategy. A consideration of ‘planned strategy’ followed, and we introduced a
six-stage model of the strategy process.

We then went on to examine each of these six stages in turn, beginning with decisions
about organizational purpose. The next section, on environmental analysis, introduced
some important analytical management techniques, each of which is designed to assess
either the internal or external environments of organizations. The framework provided by
one of these techniques – PESTLE analysis – is used as the basis for our examination of
the business context of management in this part of the book.

The following section covers strategic choice, and we discussed how organizations make
choices between possible strategies, based on the results of an environmental analysis. Here
we considered the implications of different competitive strategies for people management
and development activity. The penultimate section examines the implementation of strat-
egy, focusing in particular on how the organization and people management interventions
can be aligned to business strategy.

Finally, we saw that there are alternative views of corporate strategy, which suggest that
the rigid planning view does not accord with reality. However, we can conclude that organ-
izations nevertheless need to take a structured approach to strategy, and in this sense, the
stages of the planning model provide a set of guidelines for managers.

Examination questions for this chapter are given in Appendix 2.
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11 Globalization

In this chapter you will:

● Assess the role of the major international institutions in shaping the business environment
● Review major contemporary debates about globalization and its consequences
● Consider the current role and future evolution of the European Union.

In this chapter we discuss two of the most controversial issues of the early twenty-first
century – globalization and the European Union.

Globalization is arguably the most significant of the external environmental forces. It is
the process in which the world seems to be converging economically, politically and cul-
turally, with far-reaching consequences for organizations.1

European integration – the ever-closer union of European member states – epitomizes
this process of convergence, and should therefore be seen in the context of globalization.

We begin with an examination of globalization.

11.1 Globalization

An understanding of the complexities of the global economy is possible only if we have an
appreciation of the principles of international trade and a familiarity with the framework of
associated international institutions, so it is with an analysis of these that we begin this
chapter.

11.1.1 International trade and protectionism

The principle of free international trade has, over time and to varying degrees, been under
threat from protectionist measures. Protectionism can be defined as any departure from free
trade designed to give some protection to domestic industries from foreign competition.2

As long ago as the sixteenth century, English foreign policy was dominated by the debate
over trade and protectionism; the Anglo-Dutch wars of the late seventeenth century and the
eighteenth century wars with France were fought over these very issues.

It was against the background of protectionist measures that Adam Smith3 wrote The

Wealth of Nations in 1776, mentioned in Chapter 9 in the context of free markets. Here he
argued that a nation’s wealth was determined by the annual output of goods and services
available to its citizens; and that this wealth can be increased by countries specializing in
forms of production to which they are most suited. By then trading with other nations,
world output would increase to the benefit of all.

Chapter
introduction

Chapter
objectives
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Comparative advantage

The advantages of trade are best understood by reference to the principle of comparative
advantage, which states that a country should specialize in what it is relatively best at. Thus
although country A might produce most products more efficiently than country B, country
A should still specialize, allow country B to produce the products which it produces most
efficiently and thus engage in trade. In this way, both countries will be better off.

To take an example: it is sometimes argued that buying goods from countries that pay
low wages amounts to exploitation. However, if countries like India export textiles to the
West, this will help increase the wages of Indian workers. If India has a comparative advan-
tage in labour-intensive goods (such as textiles), these goods will earn a better price than
being sold entirely in the domestic Indian market. Providing some of the extra revenues go
to the workers, they will gain from trade.

The years following the publication of The Wealth of Nations3 saw the gradual disman-
tling of protectionist structures until, by 1860, free trade could proceed more or less unfet-
tered. This coincided with a period of expansion and economic growth, which led the
Victorians to associate free trade with prosperity.

The UK has adhered to the principle of free trade ever since, with the notable exception
of the 1930s, when the world slump led to the adoption by the government of a protection-
ist policy. As a trading nation, Britain consequently suffered.

What form does protectionism take?

We can distinguish between traditional and new protectionism. Traditional protectionism
includes:

● Tariffs, which are taxes on imports. These do not prohibit imports, but discourage them
by raising their price. The effect of import duties will depend on how responsive demand
for the imported product is to changes in its price.

● Subsidies, which are given to home producers to enable them to compete in both home
and overseas markets. Subsidies artificially reduce the price of exports below cost price,
a practice known as ‘dumping’. This measure was used by some governments in the
1930s as a way of ridding the country of surplus goods. Dumping is seen to be particu-
larly harmful because it results in the export of unemployment.

● Quotas, which are quantitative limits placed on the import of specified products. Ex-
change controls can be used to deny residents access to foreign currencies. Governments
can thereby control the quantity of imports.

New protectionism – or non-tariff barriers – is a feature of the late twentieth century and
has been used as a way of imposing import controls while adhering to the letter of interna-
tional obligations such as GATT (see below). It tends to be used to discriminate against par-
ticular countries and specific commodities and includes:

● Administrative restrictions, such as product safety laws and other bureaucratic measures.
An example is France famously processing all imports of Japanese video recorders at a
small customs post at Poitiers.

● Voluntary export restraints, such as those imposed by EU countries on Japanese car
imports. In fact this example was not a ‘voluntary’ agreement at all as failure to agree
would have resulted in even more damaging non-tariff action to limit imports. In 1991 it
was agreed to phase out this arrangement by the year 2000. The passages below provide
an account of the US experience with voluntary restraint arrangements.



Globalization 415

● Agricultural protection, achieved by the farming industry in developed countries and
taking the form of state intervention in markets. The EU’s Common Agricultural Policy
is the prime example.

● Government contracts, which exist because there is an incentive for governments to dis-
criminate against foreign producers in the awarding of such contracts, which tend to be
extremely lucrative and account for a high proportion of public expenditure.

The case against protection

This is based on the case for free trade and the costs of protection. Many of these issues
will be discussed in more detail below in section 11.1.3 on globalization. The benefits of
free trade include:

● Specialization by countries in forms of production to which they are best suited
● Efficient production – firms that compete in world markets need to keep their production

costs to a minimum
● Access to the cheapest source of supply of factors of production – raw materials, capital

and labour
● Greater choice for consumers
● A global market
● Economies of scale by firms operating in global markets
● Gains from increased competition.

The harmful effects of import controls are:

● Acting as export controls as other countries retaliate
● Protecting inefficient producers
● Reducing specialization
● Raising prices to consumers
● Protecting monopolists, who are free, in the absence of competition, to use their monop-

oly power to exploit the consumer
● Reducing living standards as inhabitants are unable to benefit from the advantages

of specialization and competition and must therefore tolerate slower economic growth

The USA and ‘voluntary restraint arrangements’

The early 1980s saw the US economy experiencing severe structural problems. The

strength of the dollar made competition in overseas markets difficult; and fierce competition

from Europe, Japan and Korea was eroding US companies’ share of the home market. The

resulting massive balance of trade deficit prompted Presidents Reagan and Bush (who,

ironically, were strong advocates of free trade) to take action to limit foreign imports, par-

ticularly in key industries such as automobiles, steel and silicon chips. One of the most

widely used instruments to limit imports was the voluntary restraint arrangement (VRA),

where an importing country agrees to limit its exports to a set amount, or quota.

In the case of the US automobile industry, VRAs were first ‘negotiated’ with Japan in

1981 and imports were subsequently cut. This measure allowed the automobile industry

to survive a difficult period of restructuring and to emerge in the 1990s as a more effi-

cient producer of higher-quality products. However, a high price was paid by the US con-

sumer. Studies have estimated that VRAs have increased the price of Japanese cars

by up to $3000 per car, and US cars by up to $1000 per car as a result of reduced

competition.
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● It encourages resistance to structural change – for example, firms have less incentive to
adopt up-to-date management and working practices, or the latest, most technologically
advanced production methods.

The case for protectionism

This is based on the contention that, in the real world, free trade is subject to market imper-
fections. It does not, therefore, operate to the benefit of all, as suggested by the economic
principles discussed above. The arguments for protection include the following:

● To retain foreign currency reserves and thereby improve the balance of payments
● To prevent dumping
● To promote the development of infant industries
● To cushion the decline of major industries
● To retaliate against import controls imposed against the country
● To combat so-called ‘unfair’ competition.

11.1.2 The institutional architecture of international trade

The fragility of international trade has persuaded the international community to put in
place a framework of institutions to oversee the effective working of the system.

The General Agreement on Tariffs and Trade (GATT)

GATT was a result of the desire to avoid a return to the protectionist environment of the
1930s, which precipitated the world slump. Twenty-three countries signed a tariff reduction
agreement in 1947, which became the General Agreement on Tariffs and Trade.

GATT states that members enter into ‘reciprocal and mutually advantageous arrange-
ments directed to the substantial reduction of tariffs and barriers to trade and to the elimi-
nation of discriminatory treatment in international commerce’. This statement implies a
number of principles for the conduct of trading relations:

● Non-discrimination. Each member state is required to grant ‘most favoured nation’ treat-
ment to all other members. The European Union contradicts this principle, as EU mem-
ber states do practise discrimination in favour of fellow members and against
non-members. However, GATT allows for regional groupings such as the EU.

● National treatment. Imports must receive equal treatment with domestically produced
goods once they have entered the country.

● Import quotas or quantitative controls. These are prohibited, with the following excep-
tions: to alleviate a balance of payments crisis, or if a competing domestic industry is
injured by a sudden surge in imports.

● Export subsidies. These are generally prohibited as they result in ‘dumping’, as men-
tioned above. The exception is agricultural products.

The World Trade Organization

As well as being a treaty, GATT is also an international organization. In 1995, it became
the World Trade Organization (WTO). Based in Geneva with a staff of around 400, the
WTO performs the following tasks:
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● Monitoring trade arrangements
● Watching out for policies that conflict with GATT agreements
● Arbitrating in trade disputes between members
● Providing the secretariat for meetings/talks on trade liberalization.

By the late 1990s membership had risen to 120 states, accounting for over 90 per cent of
world trade. There have been eight ‘rounds’ of negotiations since GATT’s inception in
1947, the three major ones being the Kennedy round (1964–1967), the Tokyo round
(1973–1979) and the Uruguay round (1986–1993). The Uruguay round took place against
the backdrop of increased protectionism, particularly of the non-tariff variety (as discussed
above). The main concerns of the Uruguay round were:

● To bring trade in agriculture and textiles fully within the GATT system
● To achieve further reductions in tariff and non-tariff barriers
● To extend GATT to new areas such as intellectual property, investment and services
● To strengthen the GATT system so that it can deal more effectively with trade distortions

and disputes.

At more than one time during these talks it seemed that agreement would never be reached,
but negotiations were eventually completed in 1994. The Uruguay round was a qualified
success, with the above concerns being either fully or partly addressed.

How did the UK benefit from the Uruguay round?

One outcome, the liberalization of trade in services, was of particular concern to the
UK. Rules were adopted to limit the power of countries to restrict the provision of serv-
ices (e.g. banking and insurance) by foreign companies, and to restrict multinational
investment (e.g. by forcing them to use a proportion of local inputs). Also, voluntary
codes were to be adopted by member states to limit the practice of government pro-
curement favouring domestic suppliers. This means that UK banks and insurance com-
panies can operate freely across national boundaries, national telecommunications
monopolies will be dismantled, shipping and civil aviation will be liberalized, and UK
multinationals will have greater freedom of operation. These are all areas in which the
UK is strong, so an agreement including such provisions is particularly beneficial to
Britain.

The Organization for Economic Cooperation and Development (OECD)

The OECD came into being in 1961. Its aims are:

● To encourage economic growth and high employment with financial stability among
member countries

● To contribute to the economic development of less advanced member and non-member
countries and the expansion of world trade.

The OECD publishes regular statistical bulletins covering the main economic statistics
of member countries and regular reviews of the economic prospects of individual mem-
bers, as well as ad hoc reports of special studies covering a wide range of subjects –
e.g. world population growth. It has been particularly important as a forum for the
industrial countries to discuss international monetary problems, and in promoting aid



and technical assistance for developing countries. The term ‘the OECD countries’ is
often used as shorthand for ‘the countries of the developed world’ or ‘the industrialized
countries’.

The International Monetary Fund (IMF)

The objectives of the IMF are to achieve the free convertibilty of all currencies and to pro-
mote the stability of international money markets. Each of the members of the IMF is
required to contribute a quota to the fund, with the size of the quota depending on the
national income of the country and upon its share in world trade. In this way it is hoped that
there will be enough of any currency in the pool for any member to draw on should they
get into balance of payments difficulties.

The IMF consists of around 150 member countries, including all the industrialized and
developing nations of the world. The former socialist bloc countries joined in the early
1990s.

The role of the IMF declined significantly during the 1980s. Many developing nations
were thought uncreditworthy by the IMF, and in addition some countries were unwilling to
borrow from the IMF because of the strict austerity programme which it imposed when
making loans. The UK suffered a bout of deflation in the mid-1970s as a result of its
borrowing from the IMF to stave off a severe balance of payments problem.

The World Bank

The World Bank, otherwise known as the International Bank for Reconstruction and
Development, was set up as a sister organization to the IMF. Its original purpose was to
make loans for the economic redevelopment of post-war Europe. The membership of the
World Bank is the same as that of the IMF; it is also financed on the same basis – i.e.
through quotas. As it developed the World Bank began to focus on the poorer countries of
the world, and today it is almost wholly concerned with helping these nations.

Although there is a great need for the services of the IMF and the World Bank, their roles
are limited by a lack of funds and political disagreements.

The North American Free Trade Association (NAFTA)

NAFTA is an example of a free trade area, where member countries remove tariffs and quo-
tas between themselves, but retain whatever restriction each member chooses with non-
member countries. A free trade area is similar to a customs union, such as the European
Union, the difference being that members of a customs union must adopt common external
tariffs and quotas with non-member countries.

NAFTA was formed in 1993, and consists of the USA, Canada and Mexico. These coun-
tries have agreed to abolish tariffs between themselves in the hope that increased trade and
cooperation will follow. While new non-tariff restrictions will not be permitted, many exist-
ing ones can remain in force, thereby preventing the development of true free trade between
the members. The NAFTA countries hope that, with a market similar in size to the EU, they
will be able to rival the EU’s economic power in world trade.

Having examined the principles and structure of international trade, we can now turn to
examine the major issue in this field: globalization.
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11.1.3 Globalization

As mentioned in the chapter introduction, globalization is the process in which the world
seems to be converging economically, politically and culturally. We buy the same branded
goods (e.g. footwear), but, more fundamentally, values have converged. For example, the
market system is now much more widely accepted as the best way to organize economic
activity, and at a political level there has been a shift from collectivism to individualism.

The global economy

The growing integration of national economies, evidenced by an increase in cross-border
flows of trade, investment and financial capital, is the central feature of globalization. What
this means in practical terms is that:

● Consumers are buying more foreign goods
● More firms operate across national borders
● People are investing more abroad.

There is a debate regarding whether globalization really represents a ‘new paradigm’. Castells1

argues that ‘a global economy is something different: it is an economy with the capacity to
work as a unit in real time on a planetary scale’ (p. 92). He claims that information and com-
munications technology allow people to interact and work together as never before.

However, there are number of writers, such as Hirst and Thompson,4 who hold that glob-
alization represents nothing new and is part of a long-term trend in world economics. To
evidence this claim they point out that changes are not global at all, but focus on the major
industrial nations.

What are the origins of globalization?

The increasing international economic integration we are witnessing today is by no means
unprecedented. As we saw earlier, the years between the mid-nineteenth century and the
First World War witnessed a period of globalization which was driven by reductions in
trade barriers and falls in transport costs made possible by technological developments
associated with steam power. This phase ended with the First World War, after which the
world moved into a period of trade protectionism and restrictions on capital flows, which
precipitated the Great Depression of the 1930s.

Capital controls were maintained after the Second World War, but the reduction of trade
barriers was seen as vital to economic recovery. This led to the establishment of the General
Agreement on Tariffs and Trade (GATT), discussed earlier. Then, from the mid-1970s,
restrictions on the international flow of capital were gradually abolished, thus preparing the
ground for a resumption of the process of globalization.

What is driving globalization today?

Globalization occurs when managers in certain companies make decisions that lead to an
increase in these cross-border flows. It has become more attractive for managers to make
such decisions for the following reasons:
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● More and more countries are embracing the free market. The global trend away
from economic planning and towards a free-market ideology on the part of economic
policy makers was discussed in Chapter 9.

● The growing economic importance of developing countries. The adoption of free-
market principles by developing countries has promoted new capital investment and
faster economic growth, with the consequence that the focus of economic activity is
shifting away from the developed world.

● Technological advances have resulted in improving communications. Costs of trans-
portation, telecommunications and computers have fallen sharply in the last 40 years
(see the discussion of the knowledge economy in Chapter 15).

These declining costs have had two main effects:

1. The cost of shipping goods has fallen
2. More effective and reliable management of geographically distant operations has

become possible via technologies such as electronic mail, video conferencing and the
Internet.

What form does globalization take?

Globalization has a number of dimensions:

● The globalization of markets for goods and services. We are seeing the emergence
of global products as tastes become universal. An example is designer footwear in
the form of Adidas or Nike trainers, which are seen in every major city across the
world.

● The globalization of firms. The growth of multinational corporations is one of the most
distinctive features of the age, and will be discussed below.

● The globalization of labour markets as technological advances allow product compo-
nents to be manufactured and services to be provided all over the world. 

● The globalization of investment. This is occurring as corporations seek a physical pres-
ence in many countries. In the 1950s and 1960s, the great majority of foreign investment
was made by American firms. Now most developed countries, including America, see
significant flows of both outward and inward investment. As a consequence, many US
citizens work for Japanese, French, German or British companies, just as many citizens
of these other countries work for US firms.

What does the future hold?

If the rate of globalization is increasing, companies must adapt quickly in order to gain a
competitive advantage. The following changes in the global economy look extremely
likely:

● The economic importance of the developing countries will increase to the point where,
within 20 years, they will be pre-eminent. Thus China is predicted to become the new
economic superpower.

● Global competition will intensify as rapidly growing companies from emerging
economies such as China, India, Brazil and Mexico begin to dominate the corporate
landscape.
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● The costs of computing, telecommunications and transportation are likely to continue falling.
This will intensify the search for the most cost-effective production locations.

Multinational enterprises (MNEs) as vehicles for globalization

Multinational enterprises, sometimes called transnational corporations, are firms that pro-
duce or distribute in two or more countries. These organizations are often extremely large,
and dominate production in major industries such as automobiles, electronics, petroleum
and pharmaceuticals. Today, the largest 500 MNEs conduct over 80 per cent of the world’s
stock of foreign direct investment (FDI) and more than half its trade.2 Foreign direct
investment has been the primary means for MNEs to develop foreign operations. (FDI is
the acquisition of the controlling interest in foreign production facilities either by purchas-
ing existing facilities or building new ones.)

Why would a company wish to transfer some of its production abroad?

There are several answers to this question:

● In response to local market conditions. Today’s advanced and differentiated products
require flexible responses to local needs; these cannot be achieved by centralized pro-
duction at the organization’s home base.

● To overcome non-tariff barriers. Location of production in large foreign markets avoids
the risk of exports from the home base being disadvantaged by ‘protectionist’ measures.
For example, it is argued that a major reason for Asian MNEs investing in the UK is to
overcome trade barriers erected by the European Union.

● Many MNEs are in service industries. In the rapidly expanding global market for
accounting, management consultancy, marketing and financial services, a physical pres-
ence is needed to produce a service in a particular country.

● Advances in technology have allowed production to be organized on a global basis.
● Product components are typically manufactured in many locations, with production

being directed to the lowest cost locations.

This last point introduces a key issue in the debate surrounding globalization: the New
International Division of Labour (NIDL).

The New International Division of Labour

Since the 1970s it has for the first time become possible to manufacture products not only
in the industrialized countries but also in the developing ones. Production is being increas-
ingly subdivided into parts that can be assigned to whichever area of the world can provide
the most profitable combination of capital and labour. The NIDL came about because of
technological developments which revolutionized manufacturing processes, as well as the
transport and communications techniques mentioned above. These developments meant
that MNEs were able to take advantage of the huge reserve of labour in developing coun-
tries, which could be employed at low wages and under poor terms of employment.
Although the NIDL concept was originally only applied to manufacturing, with further
advances in communications technology, services (such as telemarketing and functions
provided by call centres) can now be assigned to low-cost locations around the globe. This
process is sometimes described as ‘offshoring’.
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How will globalization impact on managers?

Global competition will have the effect of depressing prices of goods and services. To com-
pete in the global economy, it is argued, will require greater flexibility and innovation,
which implies new organizational forms. These entail the breakdown of job demarcation
and pyramidal bureaucracies. Multi-skilled, flexible workers are seen as the key to these
changes wherein, as demands change, workers are able to drop old tasks and take up new
ones. There is a premium on knowledge, and organizations need to ensure the continuous
learning of their workforce. The role of the manager in this type of organization is not to
supervise subordinates, but to coach associates; the manager is an enabler, rather than a
controller.

An alternative view of globalization

For many commentators, globalization is a far from positive development.5 They point to
the following issues:

● Globalization is likely to lead to lower wages and widespread unemployment in the
developed world as industrial capitalism, in its drive to maximize profits and minimize
costs, searches out the cheapest labour it can find.

● Cheap labour means lower production costs, which result in more being produced; how-
ever, ironically, lower wages and unemployment in the developed world means that we
are less likely to be able to afford them.

● Transnational corporations are, logically, the main advocates of free trade, market forces
and globalization. However, TNCs rely very heavily on the state. When a TNC wishes
to set up a plant, it holds an auction with competitive bids from nation states offering tax
breaks, grants, power supplies and a compliant ‘flexible’ labour force. They are, there-
fore, very heavily subsidized.

● Unregulated world financial markets are inherently unstable and the world financial sys-
tem subject to regular crashes – witness the ‘Asian crisis’. These crashes result in great
suffering for the people of those countries affected.

● The threat that jobs will go abroad is a major cause of the job insecurity, erosion of non-
wage benefits and the weakening of trades unions that characterize developed economies
today.

● With globalization, workers and businesses become more mobile and therefore more dif-
ficult to tax. It will therefore become harder for governments to raise the taxes to finance
the public spending which has offset the worst effects of free trade, such as unemployment.

From this perspective, globalization is a malevolent force wherein unregulated market
forces destabilize and diminish the lives of millions.

11.2 The European context of management

Alongside the ‘war on terror,’ Europe is arguably the major issue facing the UK at the
beginning of the century. The controversy over European integration shows no signs of
abating and there can be no doubt that European integration has had, and will continue to
have, far-reaching implications for UK organizations.

We begin this section with an overview of the origins of Britain’s membership of the
European Union. This is followed by an examination of the various dimensions of European
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integration and their significance for business and management. We then proceed to consider
the institutional framework of EU decision-making.

The following case study highlights some of the problems organizations face in employ-
ing people from other EU member states. Note that some of the economic concepts dis-
cussed in this piece are examined in Chapters 9 and 12.

Managers on the move

Senior management have to be able to work and manage teams across European borders
if they are to succeed in an open market, writes Leah Larkin.

Long gone are the days when you went to college, came home, got a job at a local
company and worked there until retirement. Now you are likely to work for several com-
panies, in different cities, different countries, and on different continents.

Mobility is the name of the game. ‘It’s very important with the development of the
European market,’ notes Patrice André, vice-president of HR at UPS Europe. ‘We see
the European market quickly developing into a single market. We need to develop sen-
ior management that has the ability to work and manage teams and be successful across
European borders.’

A British citizen is in charge of the engineering and technical aspects of UPS’s oper-
ation in France, a German manages the company’s Spanish unit, and the company’s
country manager in Italy has German and US citizenship. The ball really got rolling
within Europe when borders started to come down in the early 1990s, says Maury
Peiperl, a professor at the London Business School (LBS), who studies the career paths
of European executives. Researchers at LBS did a study of more than 200 chief execu-
tives in 15 countries. They found that international experience among the group was sub-
stantial, with the average CEO, who speaks 2.8 languages, having worked in four
countries, half of these outside of Europe.

Peiperl spoke of a European zeitgeist ‘of actually needing to spend time in a foreign
country as part of one’s development as a human being’. Individuals want to be global
citizens who can successfully move in different cultures and spheres, he said, ‘as if that
is something that is essential to function in our age’.

It seems essential if one wants to move up the corporate ladder. ‘People who have
international experience make more effective managers. They have a better feeling for
the organization,’ says Elaine Hughes, head of international assignment services for
UBS, a financial services company . . .

In addition to the difficulties posed by a lack of language skills and keeping the fam-
ily content, there are other significant barriers to global mobility. Diploma recognition
is one. Firms in the UK, for example, may find it difficult to evaluate the skills and cre-
dentials of a candidate from another European country, and vice versa. Although the EU
has pledged to create more flexible labour markets within Europe, progress has been
slow. Numerous obstacles still exist, including differential tax burdens, a lack of pension
portability, differences in social security systems, differences in employment law and
inconsistent immigration policies.

UPS’s André sees the development of a common pension system among European
countries as the major challenge of the future. ‘We need a pension that will work across
borders. We are still relying on country-specific pension systems,’ he says.

The EU has developed a ‘European CV’ to help mobility:

Case study

Continued
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The European CV

What is it?

A two-page standardized format for the presentation of information. The EU CV can be
downloaded from Cedefop’s website www.cedefop.eu.int/transparency/CV.asp
What is included:

A work experience, education and training section, and a language section. Also sections
on social, organizational, technical and artistic skills and competencies.
The CV is to be used voluntarily – so how useful is it?

globalhr put the CV to two HR professionals: Marco Campiglia, director of HR at
BMW, and Roberto Ferrata, head of HR at Kellogg. Both liked it, although neither
gave a firm commitment to use it. No businesses were involved in the drawing up of the
CV – although a spokesman from the EU assures globalhr that businesses had been con-
sulted. It still leaves room for cultural misunderstanding. For example, in Italy, students
may study law at university because it is a qualification prized by businesses, not nec-
essarily because they wish to become lawyers. But a business seeing a law degree on a
CV might see it as a sign of failure and ask: What stopped you from becoming a lawyer?
Kellogg’s Ferrata says that effectively Microsoft has done the job before the EU. The
most common CV he receives is in a standard Microsoft format. This format has the
potential to become a world-standard, not just an EU-standard CV.
What is left out?

The form is politically correct, with no mention of marital status, disability or ethnic ori-
gin. There is also no section for free time.

The Certificate Supplement: can be downloaded from Cedefop’s European Training
Village’s website at www. trainingvillage.gr/etv/transparency/index.asp. To be used with
the CV, explaining qualifications in detail. This should make it easier to compare non-
formal qualifications.
What remains to be done?

Language is still a major barrier. HR is hindered by bureaucracy when taking on work-
ers from other European countries. There are major issues on the transferability of pen-
sions and social security contributions, which mean that without careful management,
workers may miss out. Campiglia says the complicated administration is a dissuasive
factor in taking on European workers. Ferrata says that workers coming from other
countries still have to offer something extra.
Why the European CV will be an effective recruitment tool

If a graduate with a three-year degree from the UK applies for a job in Italy, the chances are
that degree will not be recognized because it is too short. On the other hand, a UK employer
probably will not recognize that a first degree in Italy, which may take six or seven years to
complete, is the equivalent of a UK Masters. Clearly, a classic lose–lose situation.

A promise to workers from the European Union is the possibility of movement in the
member states, and a key promise to business is the prospect of the free movement of
capital and resources. Europe already has a single currency, and most Europeans believe
in an eventual convergence in taxes and welfare – whatever the politicians may say.
Laws have been enacted to protect the European workforce from discrimination.

But in practice, the enormous variance between education systems and professional
qualifications throughout states is a major hindrance to workforce mobility in the EU.
How can HR departments compare the worth of a degree from another country, and the
value of professional qualifications? It is difficult choosing the right person for the job
if you don’t know what their diploma or degree means. To understand all the ins and
outs, European-based multinationals need an exhaustive knowledge of European
training and educational systems.
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‘The European policy of mutual recognition of qualifications was not a great success
in the 1980s,’ says Philippe Tissot, who is in charge of co-ordinating transparency at
Cedefop, the EU’s centre for professional training and development. ‘Much time was
spent but we only got recognition on some diplomas in the medical sectors and nursing.
We needed a way of explaining differences in a clear manner.’

The more the CV is used, Brussels thinks, the more transparent job applications will
become. Tissot says the Union is encouraging individuals to use the CV, both in their
mother tongue and in other languages if applying abroad. But it is also going to be up to
big companies. If they start asking for the European CV it will soon become the stan-
dard model. ‘While European citizens are, in theory, entitled to undertake training and
to work anywhere in the Union, there are still a large number of obstacles. The CV,
which presents skills and experience clearly and comparably, is a step in the right direc-
tion,’ says Viviane Reding, member of the European Commission responsible for
education and culture.

(Personnel Today, 1 July 2002)
Task:
What are the main obstacles faced by organizations when employing people from other
EU member states?

There are still significant barriers to labour mobility in the EU, arguably the greatest of which
is qualifications. Recognition of other states’ qualifications tends to be on an ad hoc, bilateral
(i.e. between two member states) basis, and is easier in technical subjects like engineering
than in culturally shaped professions like the law. Another major difficulty is, of course, lan-
guage, but there are also other serious obstacles in the form of differential tax, pension and
social security arrangements. In addition, there are differences in employment law across the
Community and HR departments need to be aware of measures such as the Posting of
Workers Directive, which forces employers to respect local agreed collective agreements.
Clearly, the European CV is an attempt to help organizations (and potential employees) come
to terms with the complexities of employing staff from other member states.

11.3 The European Union

What we now know as the European Union has its origins in the end of the Second World
War in 1945. The twentieth century had already seen two catastrophic global conflicts orig-
inating in Europe, and the post-war governments of the founder states were committed to
take action to ensure that war would never again break out in Western Europe. They real-
ized that the only way of securing peace, security and prosperity was by uniting many of
the countries of that region. Furthermore, they felt that by acting together these countries
could be an effective political and economic force in a world dominated by the USA and
the USSR.

The first substantive moves towards European union came with the signing of the Treaty
of Paris in 1951, the aim of which was to ensure that the economic reconstruction of the
signatory states (France, Germany, Italy, Belgium, Holland and Luxembourg) could pro-
ceed in harmony. France and Germany produced a plan for a coal and steel ‘pool’, which
was the basis of the European Coal and Steel Community (ECSC).

The European Economic Community (EEC) came into being on 1 January 1958, the
original six member countries having signed the Treaty of Rome in 1957. Although the
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emphasis at this time was on economic unity, the longer-term vision of the founders was a
politically united Europe, and it is this aspect of European union that is now so contro-
versial in the UK.

Britain declined involvement with these early bodies. The economic and political argu-
ments for joining did not carry great weight with British politicians for the following rea-
sons: Britain was still seen as a world power and was enjoying a period of prosperity; it had
strong trading links with the Commonwealth; it had a ‘special relationship’ with the USA;
and it had stood alone successfully in the Second World War. Furthermore, Britain had not
had the experience of German occupation and was politically stable, so the psychological
appeal of a united Europe was not as strong as it was on the continental mainland.

However, in the 1960s the attitude of the British government to the EEC underwent a sig-
nificant change. Britain’s economic performance was faltering, and compared poorly with
the six EEC member states. The Commonwealth was not proving to be the source of trade
and materials that had been expected, and even the special relationship with the USA had
proved not to be as ‘special’ as the British had thought, with the American administration
paying more attention to the EEC.

The British political establishment began to see the EEC as a vehicle through which the
UK could once again play a leading role on the world stage. Economically, it would pro-
vide a tariff-free market of 180 million people. British companies would be able to take
advantage of the consequent economies of scale, and industry would become more efficient
through more vigorous competition. The political benefits were tied up with the economic
advantages: a united and economically strong Europe would be better able to resist the
USSR (remember that this was at the height of the Cold War). In 1972, the Treaty of
Accession was signed and the UK, along with Ireland and Denmark, joined the EEC.
Greece joined in 1981, and Spain and Portugal in 1986. In 1995, Sweden, Austria and
Finland joined.

Another flurry of measures to tighten the bonds of European union came in the period
1985–1991. In 1985 the Commission proposed that 1992 should achieve full economic
union. This was embodied in the Single European Act (SEA), which came into force in
1987. The SEA was designed to add fresh impetus to the creation of a Single European
Market (SEM), a process that had become bogged down in bureaucracy during the 1970s
and early 1980s. The prime function of the Act is to provide the legal framework for com-
mon economic procedures and regulation, and complete freedom of movement of people,
goods and money throughout the Community.

Before the terms of the SEA were finally implemented, two further sets of agreements
were reached at a summit meeting in the Dutch border town of Maastricht. This occurred
in 1991 in order to make progress on both European Monetary Union (EMU) and European
Political Union (EPU). Following the collapse of communism in Eastern Europe and the
reunification of Germany, the governments of the EC member states (especially of France
and Germany) thought it essential to accelerate the process of economic and political inte-
gration. The UK government was a dissenting voice at the Maastricht summit, disagreeing
on a number of issues, notably monetary union. Nevertheless, a number of momentous
decisions were made:

● The introduction of a single currency by 1999 at the latest was agreed. The currency
would be managed by the European Central Bank. An opt-out clause was devised espe-
cially for Britain (technically, the UK was given the right to join the single currency
when the economic conditions were ‘right’, i.e. the prime minister, John Major, did not
agree a complete opt-out).

● Closer coordination of members’ foreign and defence policies.
● The development of a common security policy (to encourage greater cooperation

between the police).
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● A common social policy. Note that, in the language of European integration, the term
‘social’, in the sense of ‘social policy’ and ‘social regulation’, refers to employment
matters.

● All EU nationals became ‘citizens of the Union’, granting them freedom to live and work
wherever they choose in the EU.

The Maastricht Treaty (officially the Treaty on European Union) was therefore a major step
towards full economic, political and social union. However, on the matter of the ‘deepen-
ing’ of the Union (i.e. further integration), the word ‘federalism’ was dropped (on Britain’s
insistence) as the community’s objective, in favour of the phrase ‘ever closer union’. Even
so, decision-making by majority voting was extended to education, public health, the envi-
ronment and energy.

The Copenhagen Summit of 2002 saw the existing member states agreeing to a large-
scale expansion of the EU. The following ten countries duly joined in 2004: Estonia,
Latvia, Lithuania, Poland, Czech Republic, Slovakia, Hungary, Slovenia, Cyprus and
Malta.

The overall effect of this enlargement will be to bring Europe’s Cold War divisions to an
end and close the gap in living standards between the existing and the new member states.
However, it also creates a number of problems for the EU, not least of which is how the
existing decision-making machinery will cope with the expansion. The controversial
European Constitution was intended to address these issues. Also, there are other countries,
namely Romania, Bulgaria and Turkey, whose applications to join, originally rejected at
Copenhagen, are due to be reconsidered.

11.4 European integration

The process of creating a unified Europe is known as European integration, which essen-
tially means an ever-closer union of member states. There are several dimensions to
European integration: economic, political and social. We shall be looking at each in turn.

11.4.1 The economic dimension

The remit of the EEC was to harmonize the economic and social regulations of the mem-
ber states, with a wider objective of laying ‘the foundations of an ever closer union amongst
the peoples of Europe’ (Preamble to the Treaty of Rome). In the first nine years of mem-
bership British exports to EEC countries increased by 27 per cent a year, compared with a
19 per cent average annual growth in exports with the rest of the world. In 1973, 36 per cent
of British exports went to EEC countries; twenty years later it was 57 per cent, with exports
to Germany alone equalling the total of exports to the USA and Japan combined. Britain
also attracts significant EEC inward investment from countries such as South Korea, as well
as the USA and Japan.

Britain also receives money from the Union’s ‘structural funds’ – the European Social
Fund (ESF), the European Regional Development Fund, and the European Agricultural
Guidance and Guarantee Fund. The ESF was established to assist with the training and
retraining of workers and, between 1983 and 1993, Britain received either the highest or
the second highest allocation from the fund. The Regional Development Fund came into
being in 1975 to promote economic activity and the development of the infrastructure of
the poorer regions of the Union. The UK receives a substantial part of the fund, particularly
for building the infrastructure in the north of England, Scotland, Wales and Northern
Ireland.
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The Agricultural Fund has caused much controversy in the UK. The guarantee part of
the fund supports the Common Agricultural Policy (CAP), which was designed to create a
guaranteed food supply for the people of the Community. However, the payment of guar-
anteed prices to farmers has been extremely costly, inefficient, and the cause of much
complaint from producers outside the EU.

The EU also administers a number of other funds and programmes, such as one to pro-
vide assistance with energy research and development. It also operates the European
Investment Bank, which grants loans and guarantees that support the financing of new
investment projects concerned with modernization.

The SEA involved a commitment to a barrier-free Europe by the end of 1992, removing
the remaining non-tariff barriers to trade. Despite clear terms set out in the Treaty of Rome,
many of the original barriers remained obstacles to the free movement of people, goods and
capital; member states had consistently failed to agree on a common overall approach for
the removal of these barriers. Under the terms of the SEA, by 1992 the following barriers
were to be removed.

1. Physical barriers:
● Free movement of people. All controls for travellers were to be removed by 1992,

including complete removal of all controls at the internal frontiers of the Union
involving the introduction of the European passport. Individuals also have the right to
live and work in any other member states, and vocational qualifications obtained in
one member state must be recognized by other member states. This means that engi-
neers, accountants, medical practitioners, teachers and other professionals are able to
practise throughout Europe. However, in reality mobility of labour has been difficult
to achieve.

● Free movement of goods. Cross-border documentation was a real barrier to trade – at
one time, as many as 70 different forms were used in the Community. These have now
been replaced by a single form called the Single Administrative Document, a devel-
opment which has rationalized the paperwork involved, saving time and money for
companies.

2. Technical barriers:
● Free movement of goods. Different product standards and regulations operate from

one member state to another. In itself, the development of national standards and reg-
ulations has been valuable in guaranteeing that products provide a minimum level of
safety for the consumer and that they protect the environment. However, they could
be used as a disguised form of national protection against similar goods imported
from other states. For many years, the community attempted to remove these barriers
by harmonization – the adjustment of national regulations to an agreed standard.
Harmonization proved difficult and complex, and years were spent trying to reach
agreement on the technical nature of products. However, the EU has now adopted the
principle of mutual recognition – by which any goods legally manufactured and
marketed in one state should be able to be sold in another. Nevertheless, seven years
on from the 1992 deadline technical barriers remained, as the following Case study
illustrates.

3. Fiscal barriers:
● Goods moving from one country to another are documented so that VAT and excise

duties can be collected. The Community has always intended to harmonize indirect
taxes, as they distort competition and create artificial price differences between
member states.

4. Other barriers to free trade:
● State procurement. Governments (national and local) tend to buy from their

own national industries. Public contracts to supply equipment and services to state
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organizations are now open to tenders across the EU. In view of the fact that member
state governments spend on average 20 per cent of the countries’ GDP, this represents
significant opportunities for companies.

● Financial barriers. There were barriers to financial dealing in other member states,
such as exchange controls, limited entry to stock markets, licensing of financial deal-
ers, restrictions on the right to sell financial services across EC borders, restrictions
on cross-country mergers and takeovers.

Cadbury kept sweet in EU chocolate war

One of the most ludicrous of European battles is over – with victory for Britain and a
seven-nation alliance of chocolate soldiers.

After a quarter-century of hostilities, peace will break out tomorrow when warring
members of the European Union sign up to the new ‘chocolate directive’.

The deal, to be agreed in Luxembourg by ministers responsible for the internal mar-
ket, will be good news for Cadbury Schweppes.

Since 1973 several EU countries, led by Belgium and egged on by the Swiss, have
objected to Whole Nut, Milk Tray and Cadbury’s Creme Eggs being called chocolate.

Brussels joined the chocopurists in trying to outlaw Britain’s use of vegetable fat and
high milk content instead of cocoa butter, pure and simple. Austria, Denmark, Finland,
Ireland, Portugal and Sweden have joined Britain in the dock – forced to resort to an opt-
out from a 1973 directive banning cocoa-butter substitutes.

After years of wrangling, however, a sweet compromise has now been reached. Six
fats can now be officially added: palm oil, mango kernel, kokum gurgi, sal, shea and
ilipe.

Woe betide anyone stooping to coconut oil, though: it can be used only in ice cream
choco-coatings.

And as for Cadbury’s Dairy Milk – in Europe it now becomes ‘family milk chocolate’
to keep the Belgians happy.

‘It looks as though they’ll finally reach agreement on Monday,’ one top chocolate
source said. ‘The bureaucrats are fruit and nuts, but it’ll be a very satisfying outcome for
Cadbury and other rebels.’

The Observer, 20 June 1999

The benefits and costs of the SEM

When the SEM was created, it was difficult to estimate the costs and benefits. This is
because removing barriers merely creates an opportunity, and it was therefore impossible
to predict how the firms of the various member states would exploit the opportunities of an
open market. However, several studies that have been undertaken since then have identified
the following benefits:

● Costs and prices are likely to fall as a result of greater specialization. Member states can
specialize further in those goods and services that they produce most efficiently (in terms
of comparative advantage – see section 11.1.1).

Case study
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● There has been a saving arising from fewer border delays, lower administrative costs and
a reduction in technical regulations.

● Greater economies of scale can be exploited by Europe-wide countries.
● Greater competition will bring prices down and, in the long run, stimulate greater

innovation.

The costs of the SEM are:

● Unemployment, resulting from the economic change necessary to achieve the full
economies of scale.

● The development of monopoly power with the establishment of giant ‘Euro-firms’. This
could lead to higher prices and less choice for the consumer.

● Governments are less able to intervene at a microeconomic level.

The main economic advantage of EU membership is in relation to trade. The free
flow of goods and services associated with the SEM is providing major benefits: there has
been a narrowing of price differentials for manufactured products between member states,
especially for cars; the elimination of border controls for goods has reduced costs
and shortened delivery times; several national government contracts have been won by
firms from other member states; and many of Europe’s larger retailers, such as Tesco
and Carrefour, are expanding across Europe and looking to take advantage of economies of
scale. The financial services sector is also facing greater competition from other member
states.

The biggest barrier to the future development of the SEM was the existence of national
currencies and the costs of changing money, coupled with the uncertainties associated with
currency fluctuations. Some argued that the SEM would never be complete without a sin-
gle European currency.

European Monetary Union (EMU)

The initials ‘EMU’ are sometimes used to refer to Economic and Monetary Union. It was
mentioned earlier that the Maastricht Treaty set in train the move towards full economic
and monetary union, laying out a detailed programme to achieve this goal. Economic and
monetary union involves the complete economic and financial integration of the EU coun-
tries. This entails not only a single market, but also a single currency, a single monetary
policy and a single bank.

It was to be accomplished in three stages, the first of which required the achievement of
certain ‘convergence’ criteria. Convergence of economies is where countries achieve simi-
lar levels of growth, inflation, balance of payments, government borrowing as a percentage
of GDP, etc. At the second stage, a European Monetary Institute (EMI – to become the
European Central Bank) would be set up, and the third stage would involve complete mon-
etary union and a single currency by 1999 at the latest. There are certain costs and benefits
associated with EMU.

The advantages of EMU

● The elimination of the costs of converting currencies.

● Increased competition and efficiency. More transparency in pricing would put pressure
on high-cost firms and countries to reduce their costs and prices.
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● The elimination of exchange rate uncertainty (between members). Removal of this
uncertainty would help to encourage trade between member countries.

● Increased inward investment. Countries outside the EU would see the attractions
of investing in a single market where there would be no fears about internal currency
fluctuations.

● Low inflation and interest rates. An independent central bank will give priority to sta-
ble prices and ‘sound money’, resulting in less need to manipulate short-term interest
rates to defend the currency and lower long-term interest rates.

The disadvantages of EMU

● The surrender of national economic and political sovereignty. National governments
would lose control over a major lever of power, monetary and exchange rate policy. The
UK, with higher rates of inflation, would be unable to make its goods competitive with the
rest of the Union because it would be unable to devalue or run a deflationary monetary pol-
icy. Britain may then become a depressed ‘region’ of Europe, with rising unemployment.

● Different economic cycles. The UK’s economic cycle is out of line with those of the
majority of the other member states. This could mean that a monetary policy which is
appropriate for the rest of Europe at any one time may be positively harmful to the UK
economy.

Because EMU is such an emotive political issue, it is difficult to conduct an objective
assessment of these arguments – the economic and the political are inextricably linked.

EMU was achieved and the Euro came into existence in January 1999, replacing the
national currencies of the twelve ‘Eurozone’ countries in January 2002. All in all, mone-
tary union has been problematic. The Euro’s first appearance in 1999 was followed by a
collapse in its international value, and the arrival of notes and coins in 2002 coincided with
a sharp reduction in economic growth and rising unemployment (growth in Germany, tra-
ditionally seen as the economic locomotive of Europe, slowed sharply in 2002).
Furthermore, polls show that many EU citizens remain sceptical about the project, fearing
that the overall effect has been to cause price inflation.6 These developments have served
to undermine the Euro’s reputation.

But what of the UK’s position? By 2005, both popular and governmental support for the
Euro had fallen and plans for a referendum on Britain’s membership had been postponed.
The UK’s reluctance to join is partly explained by the following extract from ‘Blair rules
out joining the Euro until at least 2010’, published in The Guardian, 29 April 2005:

Britain has enjoyed faster growth than the eurozone in every year since 1992, accord-

ing to the Treasury’s figures, and has an unemployment rate of 4.6% compared with an

average of 8.9% for those countries belonging to the single currency.

Moreover, the Treasury’s five economic tests that the UK has to pass before the government
will consider membership of the single currency had yet to be met. These ‘five tests’ are as
follows:

1. Would joining economic and monetary union create better conditions for firms

making long-term decisions to invest in the United Kingdom? Pro-Europeans argue
that staying out of the Euro will deter foreign companies from investing in the UK.
Sceptics claim that investors want well-trained employees and free-markets, not a single
currency.



2. How would adopting the single currency affect our financial services? Pro-
Europeans say that staying out of the Euro will undermine the pre-eminent position of
the City of London. Sceptics argue the opposite, claiming that the financial markets
value the dollar more than the Euro.

3. Are business cycles and economic structures compatible so that member states

could live comfortably with Euro interest rates on a permanent basis? Economists
say the merging of economic cycles is the key test of Britain’s readiness. Sceptics argue
that the UK economy follows the US economic cycle, not the European one, and that
consequently this condition will never be met.

4. Is there sufficient flexibility within the Eurozone’s economic structures to

cope with economic change? For example, the Stability and Growth Pact determines
member states’ levels of government borrowing. Sceptics argue that this arrangement
is not flexible enough to allow them to use deficit financing to counter downturns in
economic activity and therefore that joining the Euro will unnecessarily prolong
recessions.

5. Will joining the Euro help to promote higher growth, stability and a lasting

increase in jobs? Pro-Europeans argue that joining will remove the final barrier to trade
within the SEM and consequently promote growth. Sceptics counter that since its launch
in 2001, the Euro has exacerbated the economic downturn in the Eurozone.

11.4.2 The political dimension

The debate over political integration revolves around the concept of federation. The UK is
a unitary state in the sense that sovereignty (or the right to self-determination) is concen-
trated in Parliament and not shared with other centres of power. This principle has been
weakened by the creation in 1999 of a Scottish Parliament and a Welsh assembly, although
the UK Parliament still remains the sovereign body.

In a federal system, sovereignty is shared between the central (or federal) parliament and
government and those of the constituent states. Examples of federal states are the USA,
Germany, Australia and India. Economic, defence and foreign policy are normally deter-
mined at the centre, while law and order, health care and education are dealt with at a state
level. One of the main problems faced by federal countries is the division of power between
the centre and the states, and this is the issue that concerns those who are against further
integration. In federal states there is a tendency for the centre to acquire more power – as
was the case in the USA, which started in 1776 as a loose confederation but gradually
became more centralized. The ‘Eurosceptics’ fear that this will happen in Europe.

Those in favour of a deepening of ties with Europe – the ‘Europhiles’, ‘Euro-enthusiasts’
or ‘Euro-fanatics’, depending on one’s viewpoint – envisage the creation of a federal
Europe. The term ‘United States of Europe’ is sometimes used to highlight the similarities
such an entity would have with the USA. This might be seen as an inevitable outcome of
the Maastricht Treaty and EMU. There are a number of arguments against further political
integration:

● Maastricht and EMU are moving Europe inexorably towards a federal Europe. Pro-
Europeans would argue that federalism does not necessarily mean centralization. The
principle of ‘subsidiarity’ (that decisions should be made at a national level wherever
possible) is enshrined in the Maastricht Treaty.

● With the end of the Cold War, the old tensions in Europe have disappeared, making a
political union unnecessary. The counter-argument is that American withdrawal from
Europe, coupled with instability in Eastern Europe and in the Balkans, makes a political
union necessary.
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● The deepening of European ties should not be at the expense of widening (i.e. the
enlargement of the Union). The opposing stance is that deepening is necessary to create
the stability that makes enlargement possible.

● There is a ‘democratic deficit’ in the EU. This refers to the fact that the democratically
elected body has relatively little power in comparison to the Commission.

11.4.3 The social dimension

Articles 117–28 of the Treaty of Rome refer to social policy and call for collaboration between
member states on laws relating to employment, health and safety at work, and collective bar-
gaining rights, and equal pay for men and women doing the same work. Very little was done
in the 1970s and 1980s to harmonize Community social policy, but in 1989 the European
Commission produced a Social Charter to address the social dimension of the single market.
The aim of the Social Charter was to create a floor of employment rights across the commu-
nity, thereby ensuring a ‘level playing field’ where no member state could distort the market
by offering different conditions of employment – a practice known as ‘social dumping’.
However, the Charter was only a recommendation and therefore had no force in law.

The Conservative government of the day found the Social Charter abhorrent, referring to
it as ‘socialism through the back door’. The feeling was that the measures would add to the
costs of UK producers; and that they had not spent the last ten years trying to liberalize the
UK labour market only to have an even greater degree of regulation imposed on it by
Europe. However, the Social Charter emerged again in 1991 with the Maastricht Treaty,
which included a social chapter designed to commit the community to implementing the
details of the Social Charter. The UK government refused to sign this part of the Treaty; the
Social Chapter was therefore removed and signed by the other member states as a separate
agreement (or ‘protocol’). The new Labour government in 1997 eventually signed the Social
Chapter, and the UK is now subject to any directives based on that part of the Treaty (see the
web-site for a detailed account of the provisions of the Social Charter).

Since the signing of the Maastricht Treaty, there has been slow progress in putting the
principles of the Social Charter into practice. Some of the principles are rather vague (what
is ‘fair’ remuneration?). This is to be expected, as wage rates and terms and conditions of
employment vary greatly across the EU. However, progress has been made with the fol-
lowing measures:

● The right for EU citizens to live and work in another EU country for the same wages and
under the same terms and conditions as workers for that country

● The passing of various categories of equal opportunities legislation
● The working-time directive – a maximum 48-hour working week; a minimum daily rest

period of 11 hours; at least 1 day per week off; 4 weeks’ minimum annual holiday
● The establishment of works councils
● Employment rights for part-time workers
● The requirement for employers to inform workers of their conditions of employment
● Enhanced maternity rights
● The right to parental leave.

How have the single market and the social dimension of Europe affected people management?

Clearly, issues for particular companies will depend on their current or future involvement
in Europe. However, all companies will be affected in some way, as follows:Feedback

Exercise



● The opportunities for expansion and the threats posed by greater competition have meant
large-scale reorganization for some companies. Mergers and takeovers have greatly
increased, resulting in significant job losses. Other countries have changed the location
of their manufacturing sites to low-cost regions, or have established a central manufac-
turing plant to serve the whole of the EU market.

● Employers may recruit throughout the EU area and employees may work in any EU
state. Free movement means employers can look further afield to fill their vacancies,
resulting in increased competition for staff. Employers wishing to recruit from other
member states have had to learn new techniques – e.g. familiarization with other mem-
ber states’ labour markets, assessing qualifications and experience gained in other
member states, how to approach induction training to overcome cultural differences.

● The social dimension has had major implications for HR practitioners. The various
social policy directives emanating from Europe and being passed into UK law have to
be implemented, and their administration is often a complex process (e.g. the maximum
48-hour working week).

11.5 The EU institutions

The EU has five key institutions:

1. The European Commission
2. The Council of Ministers
3. The European Council
4. The European Parliament
5. The European Court of Justice.

The European Commission

The Commission acts as the civil service of the EU. It is headed by nineteen commission-
ers (two from each of the large states and one from each small one) and a president. It pro-
poses legislation, ensures that EU treaties are respected and is responsible for policy
implementation. It is the ‘conscience of the EU’, and is supposed to develop ideas that tran-
scend national interests. Since 1995, commissioners appointed have been subject to
approval by the European Parliament.

The Council of Ministers

This is the legislature of the EU, and comprises ministers from the fifteen states who are
accountable to their own assemblies and governments. The presidency of the Council of
Ministers rotates around the member states every six months. Decisions are made by unan-
imous agreement, and others are reached through qualified majority voting or by a simple
majority. Qualified majority voting means that the British government may be overruled,
but it still has to implement the legislation agreed by the majority. Thus the importance of
majority voting is that it is a way in which national sovereignty may be lost.

The European Council

This is the forum in which heads of government, accompanied by foreign ministers and two
commissioners, meet to discuss the overall direction of the Union’s work. The council usu-
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ally meets twice a year. It has initiated some of the key EU developments, such as the SEA
and the Maastricht Treaty.

The European Parliament

The European Parliament is composed of 626 Members of the European Parliament
(MEPs), who are directly elected every five years. The EP has been a scrutinizing assem-
bly rather than a legislature. Its major powers, to reject the EU’s budget and dismiss the
European Commission, were thought to be too far-reaching to exercise. However, it flexed
its collective muscles in 1999 by playing a key role in the resignation of the Commission
after a damning report into the mismanagement of EU funds.

It has also secured legislative powers in nearly all fields of policy: the Amsterdam Treaty
has given MEPs the role of co-legislators with the Council of Ministers in fifteen policy
fields, including transport, consumer protection, employment, social policy and the free
movement of citizens. Furthermore, MEPs have gained rights to monitor appointments to
the Commission and the European Central Bank. However, the European Parliament is still
a remote body to most Europeans, a fact brought home by the very low turnout at the 1999
elections to the Parliament.

Figure 11.1. The EU decision-making process (adapted from The Guardian Education, 28

February 1995).
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The European Court of Justice

The ECJ interprets, and adjudicates on, European Union law. There are fifteen judges, one
from each member state, and six advocates general who advise the court. As EU law has
primacy over the law of the EU member states, the court can ‘disapply’ domestic laws. This
demonstrates that the UK Parliament is no longer sovereign (see Figure 11.1).

Proposals normally originate from the Commission, which will usually have consulted
with interested parties beforehand. The proposals are then sent to the Council of Ministers,
and simultaneously to the EP and the Economic and Social Committee. The EP scrutinizes
proposals and has the right to put forward amendments. The final stage of the process is
when the Council reaches its decision, taking into account the advice received. As noted
above, the EP now has a role as joint legislators with the Council of Ministers.

It should also be noted that there is a vast array of interest groups lobbying the EU insti-
tutions. There are over 500 such groups, which bring together interest groups from the
member states. It is not usually effective or feasible to lobby the Commission as a UK inter-
est group. The Commission has limited staffing resources, and prefers only to consult with
groups representative of the EU as a whole.

In the first section of this chapter we focused on the challenges facing managers and
organizations arising from the formation of a global economy. At the outset we traced
the origins of international trade and discussed the rationale for free trade. We then went
on to examine the framework of international institutions that oversee trade. This led us
to an analysis of the phenomenon of globalization. What has become clear from our
study is that globalization offers opportunities for organizations, but also poses significant
threats. Operating in global markets could well lead to a redefinition of the role of the
manager.

In the second section, we considered a range of issues around the UK’s membership of
the European Union. We noted the highly controversial nature of European integration,
particularly in relation to monetary union and the creation of a federal Europe. The focus
of our discussion has been the implications of economic and social integration for busi-
ness strategy and people management. The conclusion is that the effects have been, and will
be, profound.

Examination questions for this chapter are given in Appendix 2.
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12 Government policy

In this chapter you will:

● Review major policy developments and debates in economic, industrial and education
policy

● Consider the implications of developments in these fields for markets for goods and
services, and for employment and labour markets

● Assess the major ways in which organizations seek to influence the development of
government policy.

In this chapter, we examine those areas of government activity that impact directly on
organizations and the activities of HR professionals in particular. We begin our review of
economic policy by focusing on competition policy and then proceed to consider employ-
ment policy. The focus then shifts to industrial policy, followed by educational policy. We
conclude with an examination of how the direction of government can be influenced by
lobbying activities.

12.1 Government policy to regulate
the competitive environment

Sometimes firms will collude by agreeing on prices, market share or advertising expendi-
ture. This collusion reduces the uncertainty faced by these firms. Formal collusive agree-
ments are known as cartels, which are prohibited in Britain under restrictive trade practices
legislation, unless the firms involved can prove to the Restrictive Practices Court that their
agreement is in the public interest.

12.1.1 The ‘public interest’ and competition policies

The real world is characterized by imperfect markets, with firms having different degrees
of market power. Governments consider the extent to which this market power will be in
the public interest when they develop legislation to deal with monopolies and oligopolies.
Market power, from the consumer’s point of view, seems inevitably to be undesirable,
because firms are able to exploit the powerless consumer. The greater the firm’s power, the
higher will be its prices relative to its costs of production. However, this is not necessarily
the case as firms may still charge a relatively low price because of their economies of scale;
furthermore, they may use their profits for investment and research and development, with
the consumer benefiting from better products at lower prices.

Consequently, competition policy does not ban potentially anticompetitive behaviour
such as mergers or price fixing arrangements between oligopolists. Rather, governments
tend to adopt an approach whereby each case is examined on its merits.

Chapter
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There are three categories of competition policy:

1. Monopoly policy targets the existing power of monopolies and oligopolies and aims to
prevent firms from abusing their monopoly power. The problem for the government is
to calculate whether, if it insisted on the firm reducing its price, it would cut investment
and research and development, with the consumer losing out in the long run.

2. Merger policy aims to monitor mergers and prevent those considered to be against the
public interest (see Chapter 10 for an explanation of different types of merger). The costs
and benefits of the merger for the public must be evaluated before the government can
make a decision on whether the merger can proceed. One of the main advantages of
mergers is that the merged firms may be able to rationalize. With any merger, savings can
be made as head offices are closed down and combined profits allow for greater invest-
ment in research and development. Horizontal mergers may result in economies of scale
as production is concentrated on fewer sites and labour and capital used more intensively.
Other savings may arise from more efficient distribution and warehousing. Vertical merg-
ers may result in the stages of the production process being concentrated on one site.

The disadvantages of mergers are that they result in a greater concentration of eco-
nomic power, which can be used against the interests of consumers. Horizontal merg-
ers, in particular, lead to fewer firms for the consumer to choose from. Even in
conglomerate mergers, profits gained in one market where the company has market
power can be used to cross-subsidize prices in competitive markets, to the detriment of
competitors. Furthermore, rationalization is likely to lead to redundancies.

In framing its policies on mergers, governments must consider the effects that a threat
of a merger will have on firms’ behaviour. Competition for corporate control may lead
to the consumer benefiting through lower costs. Thus managers can prevent the threat
of a takeover if they secure the economic strength of the business and ensure that share-
holders see them as better able to make profits than alternative ownership or control.
However, competition for corporate control could result in the firm exploiting its
monopoly power in takeover battles against the interests of the consumer. Government
policy towards mergers and the threat of mergers will need to ensure that they encour-
age, rather than reduce competition.

3. Restrictive practice policy. Normally governments legislate to restrict oligopolistic
collusion because it involves using their combined power to make bigger profits and
exploit the consumer. However, it is very difficult to prevent tacit collusion, or informal
agreements made in secret.

The legislation relating to competition policy is discussed in detail in Chapter 14. The
Department of Trade and Industry is responsible for monopoly and mergers policy. The two
main bodies involved with operating the policy are:

1. The Office of Fair Trading (OFT), which, under its Director General (DGFT), is
responsible for monitoring firms that appear to be behaving uncompetitively or against
consumers’ interests. The DGFT is also responsible for advising the government on the
operation of monopolies and mergers policy and for recommending cases to be referred
to the Competition Commission.

2. The Competition Commission (CC – formerly the Monopolies and Mergers
Commission). The CC is an advisory body whose role is to investigate possible abuses
of monopoly power and proposed mergers. The CC makes recommendations to the min-
ister, who then decides what action should be taken. The following cases could be
referred to the CC:
● any firm whose market share is 25 per cent or more of the national or local market,

or any two or more firms whose joint share is 25 per cent or more, if it is suspected
that they are informally colluding to restrict competition
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● any proposed merger that would result in a firm with assets of over £30 million or in
a firm with a market share of 25 per cent or more.

The CC and the OFT are concerned with how market power is used by firms rather than
with the fact of its possession. Some commentators argue that because each case is judged
on its own merits, this can make decisions seem arbitrary.1 Furthermore, the government
can reject the CC’s recommendations, and has done so on numerous occasions. Others, par-
ticularly those on the right of politics, argue that there is little need for any intervention as
even the largest and most powerful firms face competition, particularly in a global market.
Regarding mergers, the great majority – 97 per cent – have not been referred to the CC, and
most cases that have been referred have been abandoned or ruled against by the CC.2 This
suggests that policy is too weak; studies have shown that mergers have resulted in a greater
degree of market concentration in the UK, yet the benefits to the consumer have been few.

Policy towards restrictive practices

A restrictive practice is ‘where two or more firms agree to adopt common practices to
restrict competition’.2 The UK government bans all open collusion unless it can be proved
to be in the public interest. All agreements between firm over prices, quantity and other
aspects that limit competition must be registered with the OFT. If the OFT considers that
there has been collusion, the firms will be required to appear before the Restrictive
Practices Court to justify the agreement. This agreement will automatically be terminated
if the firms cannot prove that they are serving the public interest.

European Union competition policy

Article 85 of the Treaty of Rome covers restrictive practices, and Article 86 is concerned
with monopolies and mergers. These articles focus on the specific practices that are against
the public interest, and firms can be banned from committing such anticompetitive prac-
tices. In effect, the European Union has much greater powers to ban collusive behaviour.

12.2 Government economic policy

12.2.1 Why does the government intervene in the economy?

In Chapter 9 we suggested that the market system is the best way of organizing economic
activity. However, in the real world governments intervene in the economy because mar-
kets fail to achieve an efficient allocation of resources. This is because, as we noted, very
few markets are perfectly competitive. Also there are the side-effects of economic activity,
which we call externalities. Whenever the actions of producers or consumers affect people
other than themselves in a beneficial way, we speak of external benefits. When people are
affected adversely, there are said to be external costs.

Externalities

● External costs of production. Whenever there are external costs, the market will lead
to a level of production and consumption above the socially desirable level. When a
company pollutes the environment, the community bears the cost – people are forced to
‘consume’ the side-effects of production. This is because no one has legal ownership of
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the environment (the air, rivers, etc.) and can prevent or charge for their use as a waste
dump. The control of pollution therefore falls to the government.

● External benefits of production. Company A may spend money training its employees,
a number of whom are subsequently ‘poached’ by company B, a competitor who does
not train (see section 9.3.3). The result is that company B’s costs are reduced. Company
A has no incentive to train, because it is not able to internalize all the benefits of its
investment. However, society loses out because the result is a lower level of training than
is socially desirable. This is an argument for government intervention in the labour mar-
ket to ensure that companies undertake the training required by the economy.

● External costs of consumption. When people consume goods and services, others suf-
fer from the side-effects of that consumption. Examples are driving (the side-effects of
which are fumes and congestion), noise from hi-fis and radios, cigarette smoke and lit-
ter. In many cases the government will intervene to limit external costs of consumption.

● External benefits of consumption. When people are vaccinated, it is society as well as
the individual who benefits. In such cases, there is a strong argument for the government
to intervene to maximize the external benefits.

Public goods

The free market will not produce certain socially desirable goods. These are known as
‘public goods’, and represent another argument for government intervention. Public goods
have two key characteristics: non-rivalry and non-excludability:

● Non-rivalry. This is where the consumption of a good by one person will not affect
another’s enjoyment of it. If an individual eats a sandwich, it cannot be consumed by
someone else. However, if that same individual drives safely along the street at night with
the benefit of street lighting, it does not prevent anyone else doing the same. However,
there is no incentive for private individuals to provide street lighting because it would be
difficult to charge consumers for its use. Such a good is therefore socially desirable, but
privately unprofitable – an argument for government provision of goods such as light-
houses, pavements, and public services such as law and order and even national defence.

● Non-excludability. This is where it is not possible to provide a good or service to one
person without it being available for others to enjoy. Imagine a situation where people
living in a private road jointly decide to have it resurfaced and divide up the cost equally
between them. However, one household refuses to pay its share. What would the other
residents do? They would probably be reluctant to go ahead with the project because one
of their number would be enjoying the benefits of the newly surfaced road without hav-
ing to bear the cost. This is known as the free-rider problem.

When goods have both these features, i.e. non-rivalry and non-excludability, the market
will not provide them. Thus these public goods can be provided either by the government,
or by private firms subsidized by the government. Examples of the former are law and order
(the police, courts, etc.); examples of the latter are private prisons.

Merit goods

Sometimes people make poor economic decisions in a free market and the government may
feel that they need to be ‘protected from themselves’. This is the justification for outlawing
certain goods and services, such as prostitution and recreational drugs, but also for
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discouraging the consumption of other goods (such as alcohol and tobacco) by imposing
taxes on them. These products are known as ‘demerit goods’.

By the same token, the government may feel that people consume too little of products
that are good for them, such as education and health care. These products could be provided
by the market, and indeed are. However, the government takes a paternalistic view and pro-
vides them free or subsidizes their production to avoid their underconsumption. This cate-
gory of good is known as a ‘merit good’.

Other reasons for government intervention

As discussed in Chapter 9, monopolies and forms of imperfect competition can result in
firms abusing their market power and exploiting the consumer. This is seen to be socially
undesirable, and governments intervene to regulate the activities of such firms.

Another criticism of the free market is that it is not able to achieve certain social goals
which society sets itself. Take the problem of inequality: those on the political right see
inequality as the inevitable price to be paid for an efficient, growing economy. High
incomes act as an incentive for people to work, invest (including investing in themselves
through education and training) and take risks. While many in favour of the free market
would wish to see some action to alleviate poverty, they would object to the large-scale
redistribution of income on the grounds that it is likely to remove incentives and thereby
reduce growth.

Those on the left would argue that the distribution of income should be based on need
rather than on the workings of the market. A truly socialist society would be a much more
equal society, although many socialists accept that a minimum level of inequality has to be
tolerated to provide the incentives for the functioning of the economy. Thus if one of the
goals of society is greater equality, this will not be achieved by the free market.

The free market is unlikely to achieve simultaneously the macroeconomic objectives
society sets for itself, namely sustainable economic growth, full employment, stable prices
and a balance of international payments.

12.2.2 Forms of government intervention

The government has a number of policy instruments available to correct the failings of the
free market.

Taxes and subsidies

These can be used for two purposes: to alter the composition of consumption and produc-
tion; and to redistribute incomes. If taxes are to be used as a means of achieving greater
equality, the rich must be taxed proportionately more than the poor. The extent of distribu-
tion will depend on the degree of ‘progressiveness’ of the tax. With progressive taxes, as
people’s incomes rise, the percentage of their income paid in tax also rises. The more pro-
gressive the tax, the more equal will be the population’s post-tax income.

Taxes and subsidies can also be used to correct market imperfections where these occur:

● Taxes to correct externalities. If a factory emits smoke and pollutes the atmosphere,
thus imposing costs on society, then the government could impose a tax on that company
equal to the cost imposed on society as a result of the pollution for which it is responsi-
ble. Similarly, if a firm produced an external benefit, then it should receive a subsidy

Government Policy 443



equal to the value of that benefit to society. For example, if a firm trains labour and that
represents a benefit to society, the firm should receive a subsidy for each person trained.

● Taxes to correct monopoly. The government can impose a tax on monopolies and oligo-
polies to tackle excessive monopoly profits.

The advantage of taxes and subsidies is that they force firms to internalize the full costs and
benefits of their actions while allowing the market to operate. Furthermore, if firms are
taxed for polluting, they are encouraged to find cleaner ways of producing; and if firms are
subsidized for following good practices, then they will be likely to adopt more good prac-
tices. The main disadvantage is that this is very difficult to administer, given that each firm
produces a different type of pollution at different levels.

Laws regulating undesirable structures or behaviour

Market imperfections are frequently corrected by laws, such as the following:

● Laws to prevent or regulate monopolies or oligopolies. These are examined in section
12.1.1.

● Laws to prevent firms from making false or misleading claims. Firms could some-
times take advantage of the fact that consumers have imperfect information by making
false claims for their products or by producing poor-quality goods. Consumer protection
laws (discussed in detail in Chapter 14) make it illegal for firms to do this. However, it
is difficult to make legislation watertight, and firms can often get around it.

Regulatory bodies

Regulatory bodies have the following functions:

● To identify potential cases for investigation (e.g. potential cases of pollution or abuse of
monopoly power)

● To conduct investigations and make decisions, against predetermined criteria, about
whether certain activities should be permitted or modified

● To take action to enforce decisions, or report to another body that will do so.

Examples of such bodies are the Competition Commission (see section 12.1.1) and the vari-
ous bodies set up to regulate the privatized utilities, e.g. OFWAT, the Office of Water Supply.

The advantage of this approach is that the bodies use a case-by-case approach, resulting
in the most appropriate solution being adopted. However, investigations tend to be costly
and time-consuming, with only a few cases being examined. Also, the bodies sometimes
neglect to follow up cases, allowing firms to continue with the offending behaviour.

Price controls

Price controls can be used to prevent abuses of market power by oligopolies and monopo-
lies. Thus the privatized utilities are not allowed to raise their prices by more than a certain
percentage below the rate of inflation.

Price controls can also be used as a vehicle for redistributing income. In the case of pro-
duction, minimum farm prices can be used to protect the income of farmers (as with the
EU’s Common Agricultural Policy) and minimum wage legislation can help people on low
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incomes. In the case of consumption, low rents can help those on low incomes to afford
housing, and price ceilings on food and other items during a national emergency can allow
poor people to afford the basic essentials. The problem with price controls is that they cause
surpluses in the case of high prices (e.g. the CAP) and shortages in the case of low prices.

The direct provision of goods and services

In the case of pure public goods (e.g. defence, street lighting, law and order) the market
fails to provide and the government must therefore take over this role. However, this does
not necessarily entail direct government provision – the government can pay private firms
to do this.

The government can also provide the goods which are not public goods directly for the
following reasons:

● Merit goods – services such as health and education should be provided free of charge
as a matter of social justice.

● External benefits – people other than the consumer may benefit substantially from pro-
vision, as in the case of health care (everyone benefits from measures to halt the spread
of disease).

● Dependants – the government may choose to provide education and health care free to
protect children from ‘uncaring’ parents. If parents had to buy their children’s education
through the market, they may choose not to do so.

● Ignorance – consumers may not know how much they benefit from services such as
health care; if they have to pay, they may choose to go without, against their own best
interests.

12.3 The macroeconomy

As we saw earlier, microeconomics focuses on the interaction of the forces of demand and
supply in individual markets; whereas macroeconomics is concerned with the total level of
spending in the economy, and the total level of production. Thus macroeconomics involves
the examination of aggregate demand and aggregate supply.

12.3.1 The major macroeconomic issues

Economic growth

If the economy is growing, this means that there are more goods and services to consume.
Until the late 1990s, the UK economy for many years experienced relatively poor rates of
economic growth compared to other competitor nations. This raises the question of why
countries grow at different rates. There is also a problem with short-term growth rates,
which fluctuate considerably. Output may grow by as much as 3 per cent in some years,
whereas in other years the economy may slide into recession with negative economic
growth. (‘Negative economic growth’ refers to a fall in output. In the UK the official defi-
nition of a recession is where output falls for more than two quarters consecutively.)
Governments would ideally like to achieve both high long-run rates of growth and stable
growth to avoid recessions.

In practice, growth tends to fluctuate: in some years economies experience high rates of
growth and the country experiences a boom; in other years economic growth will be low,

Government Policy 445



or possibly negative, and the country experiences a recession. This cycle of changes in the
level of economic activity over time is known as the economic cycle, trade cycle or busi-

ness cycle. There are four phases in the economic cycle, as illustrated in Figure 12.1:

1. The recovery phase. During this phase there is rapid economic growth and fuller use is
made of resources (raw materials, labour and capital).

2. The boom phase. During this phase, growth slows down as output peaks.
3. The recession phase. During this phase there is little or no growth, or there may even

be a decline in output.
4. The upturn phase. During this phase, growth rates begin to rise after output reaches a

low point.

The economic cycle illustrated in Figure 12.1 is a stylized version that allows us to distin-
guish between the various phases. In reality, however, the cycle is very irregular as the
length of the phases vary (sometimes recessions and booms are short, and sometimes they
are long), as do rates of economic growth. This irregularity can be seen in Figure 12.2,
although note that cycles are still clearly discernible (especially if growth rates, rather than
the level of output, are plotted on the vertical axis).

The causes of growth

In the short run, growth rates are determined by variations in aggregate demand. Aggregate
demand, or total spending, comprises four elements:

1. Consumer spending
2. Investment spending (by firms)
3. Government spending
4. Spending by foreign nationals on UK exports (the spending of UK citizens on imports

from abroad must be subtracted from this figure, as this expenditure ‘leaks’ out of the
UK economy).

A sharp rise in aggregate demand will create shortages, stimulating firms to increase out-
put. A fall in aggregate demand will result in stocks building up and remaining unsold; pro-
ducers will therefore cut output. A boom is associated with a sharp rise in aggregate
demand, while a recession is associated with a fall in aggregate demand.
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A rapid rise in aggregate demand is not enough to ensure high growth rates over a num-
ber of years. There must be an expansion in potential output, or actual rises in output will
cease. Once there is full employment of labour and capital and the economy reaches capac-
ity, the rate of growth will be restricted.

Causes of potential growth

This involves an examination of the supply side of the equation and what determines the
productive capacity of the economy. The two determinants of potential capacity are the
amount of resources available, and their productivity.

Increases in the quantity of resources

● Capital. The output of the nation depends on its stock of capital. Therefore, investment
will increase output, and hence it is important to consider what determines investment: fac-
tors such as business confidence about the future demand for their products, the profitabil-
ity of businesses, the tax regime and the rate of interest. In the long term, investment is
dependent on savings – people must be willing to forgo some of their consumption to pro-
vide the resources to invest in productive capacity.

● Labour. An increase in the working population will result in a potential increase in out-
put. If this results in a higher participation rate, the productive capacity of the economy
will increase. However, an increase in the working population can be offset by a pro-
portionately greater increase in the number of dependants (as in the case of economies
with an ageing population). In this situation, potential output per head will fall (see
Chapter 13).

● Land and raw materials. Essentially, land is fixed in quantity. Occasionally nations dis-
cover new sources of raw materials, as was the case with North Sea oil for the UK.
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However, these windfalls are usually one-off benefits, providing short-term growth until
the source is exhausted.

Increases in the productivity of resources

One of the prime concerns of classical economists, exemplified by Thomas Malthus
(1766–1834), was that an increase in one factor of production while others remain fixed
would represent a serious limitation on growth. Malthus famously postulated that economic
growth would have positively harmful effects on society, as the resulting population growth
would be unsustainable: land is fixed in supply and the rate of growth of the population
would outstrip the supply of food. The population would be brought back into line with the
available food supply through famine and disease. This pessimistic scenario for the human
race led to economics being dubbed ‘the dismal science’.

However, it is clear today that the productivity of factors can be increased in various
ways, for example by technological improvements making capital more productive.
Modern computer-numerically controlled machines can do the work of many people and
have replaced their less efficient forerunners. Before that, more productive electronic
equipment had replaced steam-powered machines. Improved methods of transportation and
communications have had similar effects on the productivity of capital. Similarly, the pro-
ductivity of labour has increased over time with new skills and improved education and
training.

Policies to achieve growth

Governments are naturally keen to implement policies that will bring about growth. These
may focus on managing the level of aggregate demand to ensure that firms wish to invest
for production; or they may give priority to increasing aggregate supply through encourag-
ing research and development, and education and training.

Alternatively, policies may focus on encouraging enterprise by allowing free markets to
flourish, or concentrate on active intervention, possibly advocating a degree of state plan-
ning to ensure that the levels of investment necessary for high growth are achieved and
maintained.

12.3.2 Unemployment

What is ‘unemployment’?

Unemployment can be expressed as a number (e.g. 1.9 million) or as a percentage (e.g. 2
per cent). The economist’s definition of the number unemployed is: those of working age
who are without work, but who are available for work at current wage rates. The figure is
often expressed as a percentage of the total labour force. The labour force is defined as:
those in employment plus those unemployed. If 23 million people were employed and 2
million were unemployed, the unemployment rate would be:

2
× 100 = 8%

23 + 2

However, official measures of unemployment are more problematic because politicians dis-
agree as to who should be classified as unemployed. The two most common official mea-
sures of unemployment are claimant unemployment, which is a measure of all those in
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receipt of unemployment benefit, and standardized unemployment rates, which are meas-
ures used by the International Labour Organization and the Organization for Economic
Cooperation and Development. These bodies define the unemployed as persons of working
age who are without work, are available for work and are actively seeking employment.
Using a ‘standardized’ definition for all countries makes international comparisons possi-
ble. The figures are compiled from surveys of the labour force.

The standardized rate tends to be higher than the claimant rate, as it includes people
seeking work yet not entitled to claim benefits (e.g. those seeking part-time work).
However, there will also be those who are claiming benefits but not seeking work; econo-
mists would not regard these people as being genuinely unemployed, but they will have the
effect of lowering the standardized rate in comparison to the claimant rate. The tougher the
eligibility conditions for benefits, the lower will be the rate of claimant unemployment
compared to the standardized rate.

The most obvious costs of unemployment are borne by the unemployed themselves.
These consist of financial costs in terms of loss of earnings, and personal costs, consisting
of low self-esteem, stress and the consequent strain on personal relationships. There are
also costs to the economy and to society:

● Loss of output
● Loss of tax revenues (the unemployed pay no income tax and spend less, thereby paying

less VAT and excise duties)
● Firms lose the profit they could have made if there had been full employment
● The long-term unemployed become deskilled
● Higher levels of crime.

The causes of unemployment

1. Excessive wages. The ‘classical’ economists of the 1920s and 1930s blamed the mass
unemployment of the age on wages being too high. Excessive wages were also blamed
for unemployment by the Conservative governments of 1979–1997. According to this
theory, the solution to unemployment is, of course, lower average wages. However, what
the economists of the 1920s and 1930s did not recognize was that even if the govern-
ment does succeed in cutting average wages, the result will be a fall in consumer spend-
ing and a consequent drop in aggregate demand.

2. Cyclical unemployment. This type of unemployment is associated with economic
recessions. Demand falls as the economy moves into recession. Finding that they are
unable to sell their output as stocks build up, firms cut back on production. This involves
cutting the amount of labour they employ, with the consequent effect of further falls in
demand as people who lose their jobs also lose their spending power. The recession
therefore deepens.

As the economy begins to recover unemployment will start to fall again, and it is
these fluctuations in unemployment in line with the business cycle that account for the
label ‘cyclical unemployment’. Cyclical unemployment is also referred to as ‘Keynesian
unemployment’ after John Maynard Keynes, who saw a deficiency in aggregate demand
as being responsible for the high unemployment of the interwar years. Many economists
are known as ‘Keynesian’ because they see aggregate demand as the key determinant of
a nation’s output and employment.3

The low level of aggregate demand causes the goods market to settle at a point where
output is too low to generate full employment. Firms’ output (supply) is low because
aggregate demand is low. There is no incentive for firms to produce more and take on
more workers, because business confidence is low and firms believe the recession will

Government Policy 449



continue. The difference between aggregate demand and aggregate supply is known as
a deflationary gap (see Figure 12.3). In this situation, a fall in average wages would
exacerbate rather than cure unemployment. This is because the incomes of those in work
would fall, leading to a further drop in output and a consequent increase in unemploy-
ment. In an attempt to reduce cyclical unemployment, governments have tried to man-
age the level of aggregate demand to ensure that it is high enough to ensure full
employment.

3. Natural unemployment. Even when there are as many job vacancies as there are peo-
ple unemployed, there will still be some unemployment. The problem is one of mis-
matching, and is due to problems such as skills shortages in certain occupations. There
are various categories of ‘natural’ unemployment:
● Frictional unemployment, which occurs when people leave their jobs, either com-

pulsorily or voluntarily, and are unemployed for a time while they are looking for a
job. The problem arising here is one of imperfect information. Workers do not know
what work is available, and employers are not fully informed about what labour is
available. Therefore, both employers and employees have to search for workers and
jobs respectively. There are two ways of alleviating frictional unemployment: by
improving job market information (e.g. through job centres and newspapers), and,
more controversially, by reducing unemployment benefit to make the unemployed
more desperate to get a job.

● Structural unemployment, which is where there is a change in the structure of the
economy as some industries contract and others expand. This may be a result of the
pattern of demand – for example, a shift of consumer demand away from coal to other
fuels will lead to structural unemployment in mining areas. Another type of structural
unemployment is technological unemployment, where technological advances allow
the same amount of production with fewer workers. Structural unemployment also
occurs in particular regions of a country. This is known as regional unemployment,
and is a result of certain industries being concentrated in particular areas. One of the
main factors affecting the level of structural unemployment is the mobility of labour.
A distinction can be made between geographical and occupational mobility: geo-
graphical mobility is the ability or willingness of people to move to jobs in other parts
of the country; whereas occupational mobility is the ability or willingness of people
to move to other jobs, regardless of location. Thus unemployment occurs when labour
is unable or unwilling to move to new jobs – i.e. it is immobile. It is possible to tackle
structural unemployment by encouraging people to search more actively for work, if
necessary in other parts of the country. (Norman Tebbit, employment minister under
Margaret Thatcher in the early 1980s, famously exhorted the unemployed to ‘get on
their bikes’ and look for work.) Another possible solution is government-funded
training schemes to help workers acquire new skills.
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● Seasonal unemployment, which occurs where the demand for particular types of
labour fluctuates according to the seasons of the year. In some parts of the West
Country, for example, unemployment can reach high levels in the winter (i.e. out of
the holiday season).

12.3.3 Inflation

The rate of inflation is measured by the annual percentage increase in prices. It is usually
measured by reference to retail prices, and the government publishes an index of these each
month (the Retail Price Index (RPI)).

Although it is possible to see why both a lack of economic growth and unemployment
are undesirable, it is less clear why inflation is a problem; provided wages keep pace with
inflation, there will be no fall in living standards. The problem with inflation arises from
the difficulties that both individuals and firms have in predicting its rate and adjusting to its
effects. Specifically, the costs of inflation are as follows:

● Redistribution. Inflation redistributes income away from those on fixed incomes (such
as pensioners and the unemployed) to those with assets (e.g. property) that rise in value
over time, but particularly during periods of inflation.

● Uncertainty. Inflation tends to cause uncertainty among the business community
because it makes it difficult for them to predict their costs and revenues; consequently,
they may be reluctant to invest.

● Danger of ‘hyperinflation’. Relatively low (single figure) levels of inflation are rela-
tively harmless to the economy. However, if this develops into ‘hyperinflation’, with
prices rising by hundreds or perhaps thousands of percentage points per year, it can
destabilize the economy and, in the worst cases, lead to economic collapse. Here firms
constantly raise prices in order to cover their rapidly rising costs, and workers respond
by demanding massive pay increases to maintain their standards of living. The wage
increases feed into firms’ costs, resulting in firms’ raising prices again. Thus prices spi-
ral out of control. There were a number of cases of hyperinflation in the last century, the
most notable being in Germany between 1921 and 1923.

There are two categories of inflation: demand-pull and cost-push.

Demand-pull inflation

Also known as ‘demand-side’ inflation, this is caused by rises in aggregate demand. These
rises in total spending may be a result of an increase in any one component, or a combina-
tion of all the components, of aggregate demand (consumer demand, investment, govern-
ment spending or foreign demand for UK exports).

What causes aggregate demand to rise? This is a highly controversial question in eco-
nomics: some commentators, known as monetarists, argue that an increase in aggregate
demand is entirely due to increases in the money supply, whereas others argue that total
spending can rise with no increase in the money supply.

Whatever the cause of rising aggregate demand, where it exceeds the value of aggregate
supply (i.e. the total output of the economy), inflation will occur. This is because the excess
demand for goods and services cannot be met by the economy (which is operating at full
production capacity) and is therefore met by rises in the price of goods. This is illustrated
in Figure 12.4. This figure depicts total spending in the economy exceeding total output.
‘UK plc’, working at full capacity, is unable to meet the extra demand, and there is an infla-
tionary gap. As with markets for goods and services, if supply is fixed, an increase in
demand will be translated into price increases as excess demand ‘pulls’ up price levels.
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Demand-pull inflation is associated with a booming economy. During a recession,
demand-pull inflation will be low; in fact, there will be a deficiency of demand, resulting
in unemployment.

Cost-push inflation

Also known as ‘supply-side inflation’, this arises when costs of production rise independ-
ently of aggregate demand. The response of firms to rising costs will be a desire to pass
them on to the consumer in the form of higher prices. Just how much prices can be passed
on to the consumer will depend on the elasticity of demand for products: the less elastic this
demand is, the less sales will fall. If demand is relatively elastic, then output will be cut.

The rise in costs may have a number of different origins:

● Wage increases. Under some circumstances, depending on their industrial power, trades
unions are able to push up wages independently of the demand for labour.

● Import prices. This is where rises in the prices of imports add to firms’ costs, e.g. the
oil price increases of 1973–1974.

● Profits. Firms can use their monopoly power to make bigger profits by pushing up prices
independently of consumer demand.

Demand-pull and cost-push inflation can interact, since wage and price rises can be caused
by increases in aggregate demand and by these other causes independently pushing up
costs. This is illustrated by the wage–price spiral: unions demand increasing wages to cover
higher costs of living; firms raise their prices to cover higher and higher costs of produc-
tion; the government prints more and more money; and wages and prices accelerate in a
vicious circle.

12.3.4 The balance of payments

A country’s balance of payments account records the flows of money between residents of
that country and the rest of the world. The balance of payments accounts are divided into
two parts: the current account, which records transactions arising from trade in goods and
services; and the capital account, which records international transactions in company
shares, government securities or bank loans. The accounts show the total receipts and
payments of foreign exchange resulting from trade. A balance of payments surplus means
that the demand for sterling has been greater than the supply; and a deficit means that the
supply of sterling has been greater than the demand. Demand and supply are brought into
balance by means of changes in the exchange rate.

452 Leadership and Management for HR Professionals

Inflationary
gap

Aggregate
demand

Aggregate
supply

Figure 12.4. An inflationary gap.



Exchange rates

An exchange rate is the rate at which one currency trades for another on the foreign
exchange market. People are familiar with the notion of exchange rates from travelling
abroad: if we wish to holiday in France, we have to exchange our pounds for euros.
Similarly, if a UK firm wants to import goods from France, it will need to purchase euros
to pay the French supplier. Likewise, if Americans wish to come on holiday to the UK, they
will need to buy pounds for dollars at a particular rate of exchange, say £1 = $1.60. By the
same token, if US nationals want to import products from the UK, they will need to
exchange their dollars for pounds to pay UK suppliers.

Exchange rates are quoted between each of the major currencies of the world, and they
are constantly changing as a result of supply and demand. When UK importers wish to buy
goods from abroad, they will use pounds to buy foreign currency on the exchange markets,
thus supplying pounds. The higher the exchange rate for the pound, the more foreign cur-
rency they will be able to buy. If foreign nationals wish to buy goods from the UK, they
must buy pounds to do so; the lower the price of the pound, the more sterling will be
demanded, because the cheaper it will be for them to purchase UK products.

What are the implications for the economy?

It is useful to consider an example: during a boom period, aggregate demand is expanding
rapidly and consumers are buying more goods and services, including more imports. The
supply of sterling on the foreign exchange market will increase, and the exchange rate will
fall. The lower exchange rate will make UK exports cheaper for foreigners; demand for
sterling will consequently increase. The lower exchange rate will also make imports into
the UK more expensive and therefore less will be bought. If the government does not inter-
vene in the foreign exchange market, the exchange rate will rise or fall according to demand
and supply. This is known as a system of floating exchange rates.

However, frequent changes in the demand and supply of sterling will cause the
exchange rates to fluctuate. This leads to uncertainty for businesses, as those that import
and export products are unable to predict their future costs and revenues accurately.
Therefore the government may not be willing to let the pound float freely. A consequence
may be government intervention in the foreign exchange market, involving the Bank of
England: either buying or selling sterling with its foreign currency reserves; borrowing
foreign currency from abroad to buy sterling; or raising interest rates to encourage for-
eigners to deposit money in the UK and UK residents to keep their money in the country.

The relationship between growth, unemployment, inflation and the balance 
of payments

During the recovery period of the economic cycle, aggregate demand grows rapidly and the
‘slack’ in the economy will be taken up. There will be a faster growth in output, and unem-
ployment will fall. However, the growing shortages lead to inflation, and balance of
payments problems arise as the UK ‘sucks in’ imports from abroad. The result is that the
exchange rate falls, which raises the price of imports – thus stoking up inflation.

At the peak of the boom unemployment is low and output high, but growth has already
slowed down or ceased; inflation and balance of payments problems are acute. In short, the
economy is overheating.

As the economy moves into recession, falling aggregate demand will make growth neg-
ative and unemployment higher, but inflation slows down and the balance of payments
problem is alleviated, although there may be a time lag before this happens.
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This sequence of events has for many years characterized the UK economy. The dilemma
facing the government is that if they reflate the economy, this will have a positive impact on
unemployment and growth but make inflation and the balance of payments worse; however,
if they deflate the economy it will have the opposite effect. This sequence of events has come
to be known as the ‘boom–bust cycle’. Another dimension to this problem has been described
as the political business cycle. Here, governments engineer booms to coincide with elections.

By careful economic management, the government can get all four objectives to look
good at the same time. Once they have regained power on the back of the ‘feel-good fac-
tor’ generated by the favourable economic conditions, they can deflate the economy to
remove inflationary pressures and improve the balance of payments. Although an unpopu-
lar recession is likely to follow, the government can reflate the economy in time for the next
election. However, the responsibility for setting interest rates in the UK has now (since
1997) passed to the Bank of England, giving the government less scope to manipulate eco-
nomic events in this way.

12.3.5 The national income

The four macroeconomic objectives, as we have seen, are interrelated. The foremost of
these objectives is sustainable economic growth, for it is growth in output that results in
increased standards of living for individuals – after all, the very reason for economic activ-
ity is to produce goods and services to meet unlimited human wants. Therefore, the more
the economy produces, the better! However, if this growth is to be sustainable, it must take
place in an economic climate where prices are stable, unemployment is low and the balance
of payments is under control. Because growth is such a key economic indicator, govern-
ments go to significant lengths to measure national income and output, as a measure of the
economy’s performance. The questions we are interested in are as follows:

● How does the UK national income compare with that of other countries?
● How much has the economy grown over the last so many years?
● Which countries in the world have the highest standards of living?

The measure used to assess the value of the nation’s output is known as the gross domes-
tic product (GDP). The GDP is the value of the output of the economy over a twelve-month
period. There are three different ways of measuring the GDP:

1. The product method. This involves adding up the value of all the goods and services
produced in the country. The government measures the ‘value added’ in each part of the
economy – thus for a manufactured product such as a car it will calculate the value
added at each stage of the production process (raw materials, components, assembly,
etc.) right up to the point where the completed good is sold to the consumer. If it does
this calculation for all goods and services that the economy produces, then it will have
a measure of its total output.

2. The income method. This involves adding up all the incomes in the country. Another way
of looking at this is to consider a barter economy. In the absence of money, what individu-
als produce is also their income, which they then exchange for (spend on) the goods and
services produced by others. So output, income and expenditure are the same thing from
different angles. Value added is distributed as factor incomes (wages, rent, interest and prof-
its) to reward the owners of the factors of production for their part in the productive process.

3. The expenditure method. The expenditure method involves estimating the total spend-
ing on the output of the economy. This involves adding up total expenditure, which, as
we have seen, comprises consumer expenditure, government expenditure, investment
and the balance of spending on imports and exports.
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Because of the way the GDP is calculated, national product, national income and national
expenditure calculations will all give the same result. One of the problems of measuring the
national income is that the government has to use money values. However, as we have seen,
the value of money can change independently of the real value of output. Thus the money

value of national income could double in a year; does this mean that the economy has dou-
bled its production of goods and services over that period? No, the real economy may even
have contracted. If, in this imaginary scenario, the growth rate of the real economy was 0
per cent, then the doubling of money national income would be accounted for by a doubling
of prices. Therefore real national income is measured using a base year (say, 1990) and
calculating national income in that year’s prices in order to iron out the effects of inflation.

The government collects data on the national income every year through surveys and
other methods, and the resulting statistics are included in the government publication UK

National Income and Expenditure (Office for National Statistics).

12.3.6 Keynesian economics

John Maynard Keynes has been described as the most influential economist since Adam
Smith. Certainly, it is common to hear the term ‘the Keynesian revolution’ used to describe
the changes ushered in by the ideas contained in his most influential work, The General

Theory of Employment, Interest and Money.3 The theme of The General Theory was a
rejection of a key tenet of so-called ‘classical’ economics, that unemployment is a short-
term problem and the economy will recover if markets are allowed to operate freely. The
economic orthodoxy of the day was that the mass unemployment that characterized much
of the 1920s and 1930s was caused by what we now call inflexible labour markets – i.e.
workers pricing themselves out of jobs. The classical argument was that if workers could
be persuaded to accept wage cuts, producers’ costs would fall, resulting in a corresponding
decrease in the prices of goods and services. This in turn would stimulate domestic demand
and demand for the country’s exports. The economy would recover, and unemployment
would fall.

The government of the day, in pursuing this policy, did in fact impose pay cuts on its own
employees (e.g. civil servants) in an attempt to reduce the general level of wages in the
economy. However, the economy stubbornly remained in recession, even though wages and
the general level of prices were falling. Keynes argued that, far from solving the problem
of unemployment, this policy would exacerbate it, as it would result in further falls in con-
sumer spending. Aggregate demand would fall, followed by output, and the economy
would move further into recession.

Keynes also rejected the classical idea that increased savings, and a consequent fall
in interest rates as the supply of loanable funds increases, would stimulate investment
and growth. ‘Savings’ and ‘investment’ are two sides of the same coin: the money that
individuals save in financial institutions such as banks is loaned to the business sector at a
‘price’, i.e. a rate of interest. The more people save, the greater the supply of loanable funds
and the lower the rate of interest. Keynes showed that investment depends more on busi-
ness confidence than it does on the rate of interest. Even if interest rates were low, a slide
into recession could destroy such confidence.

Classical economists had also argued that an increase in the money supply would merely
lead to an increase in prices. Keynes said that if there is a lot of slack in the economy, with
high unemployment, idle machines and idle resources, increased spending (and therefore
higher aggregate demand) could result in substantial increases in output and leave prices
unaffected.

Keynes argued that if aggregate demand rose, firms would respond by producing more
and employing more people. Conversely, if aggregate demand fell, the result would be less
output and rising unemployment. The crux of Keynes’ analysis was that an unregulated
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market economy could not ensure sufficient demand to avoid lengthy recessions. It was true
that, in the long run, the economy would recover in the absence of government interven-
tion, but, as Keynes famously observed, ‘in the long run we are all dead’. In other words,
unemployment causes human misery and destabilizes society; the government can do
something about it and should not be deterred from intervening in the economy by a doc-
trinaire adherence to the principles of laissez-faire.

12.4 Economic management

12.4.1 Keynesian demand management

Here it is necessary to consider withdrawals from and injections into the circular flow of
income, which is explained in Figure 12.5.

Only part of the incomes received by households will be spent on the goods and services
produced by domestic firms. Similarly, only part of the incomes generated by firms will be
paid to UK households. The remainder will be withdrawn from the circular flow. These
withdrawals (W) take three forms:

● Savings (S). As mentioned above, households choose not to spend all their income; they
put some aside for the future, which will be deposited in financial institutions.

● Taxes (T). Taxes also represent a withdrawal from the circular flow, but in this case peo-
ple have no choice.

● Imports (M). Not all consumer expenditure is on domestically produced goods. Some
household incomes are spent on imported goods and services.

Total withdrawals are the sum of savings, taxes and expenditure on imports:

W = S + T + M

Only part of the demand for firm’s output is accounted for by consumer expenditure. The
remainder comes from other sources, known as injections (J). Injections into the circular
flow take the following forms:
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● Investment (I). This is the money firms obtain from financial institutions which they
spend on new plant and equipment or on building up stocks.

● Government expenditure (G). Government spending on goods and services produced
by firms counts as an injection into the circular flow.

● Export expenditure (X). When foreign residents buy our exports, money flows into the
circular flow.

Total injections are the sum of investment, government expenditure and exports:

J = I + G + X

When withdrawals are greater than injections, aggregate demand will fall; and when injec-
tions exceed withdrawals, aggregate demand will rise (remember, I, G and X are compo-
nents of aggregate demand) (see Figure 12.6).

Keynes’ analysis of employment and inflation

A rise in injections – possibly from firms investing more – will result in an increase in aggre-
gate demand. Firms will respond by using more labour and other resources, thus paying more
incomes to households. Household consumption will rise and firms will sell more. Firms will
respond by producing more, and using more labour to do so. Household incomes rise again,
and consumption and production will follow suit. Thus there will be a ‘ripple effect’ of mul-
tiplied rises in incomes and production. This is called the multiplier effect. However, at each
stage the ‘ripples’ get smaller – each time household incomes rise, households save more, pay
more taxes and buy more imports. In other words, withdrawals rise. When withdrawals have
risen to match increased injections, national income will stop rising. In the same way, a fall
in injections, or a rise in withdrawals, will result in a multiplied fall in national income and
employment. The principle here is that one household’s spending represents another’s
income.

If aggregate demand is too low, there will be a recession and unemployment will rise.
Keynes argued that governments should, under these circumstances, intervene to boost
aggregate demand by the use of two policy levers:

● Fiscal policy, which involves using taxation, government borrowing and public
spending to manage the level of demand in the economy. In a recession, a government
should raise G and lower T. This will involve running a budget deficit, which was anath-
ema to pre-war governments who put great store by a ‘balanced budget’ (government
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revenues matching government expenditure). The government borrows from the pub-
lic by issuing government stock. Public debt was seen as a ‘bad thing’ because it
accumulates over the years (the ‘national debt’) and the interest payments on the debt
are a drain on the nation’s reserves. Keynes argued that borrowing to finance public
expenditure was justified because savings were lying idle as a result of the lack of
business confidence; the government was putting these savings to productive use.

● Monetary policy, which is where the government uses interest rates to alter the supply
of money in the economy. Increasing the money supply would mean that there is more
available for spending, interest rates would fall and aggregate demand would rise.

If aggregate demand rises too much, inflation begins to set in as the economy reaches full
capacity. Keynes argued that under these circumstances, governments should use contrac-

tionary fiscal and monetary policies to reduce demand: by raising taxes and/or reducing
government expenditure, and raising interest rates.

After 1945, the UK government adopted Keynesian demand management policies to
counter fluctuations in the economic cycle. When the economy began to grow too fast the
government adopted deflationary fiscal and monetary policies; and when a recession
appeared imminent it adopted expansionary fiscal and monetary policies.

Across the post-war industrialized world, Keynesian demand management policies were
followed. Until the mid-1960s, inflation and unemployment remained low (averaging 3.8
per cent and 1.7 per cent respectively in the UK). However, from this point on there was
growing criticism of what came to be known as stop–go policies. In the UK, this criticism
took the following forms:

● ‘Hitting a moving target’. Policy makers are faced with the problem of time lags. It is
impossible to know how the economy is performing at the present moment; the eco-
nomic statistics are always several months out of date. Therefore, the policy levers may
be thrown at the wrong phase of the economic cycle. So, for example, a reflationary
policy may start to impact on the economy when inflationary pressures had already set
in, further fuelling inflation. Governments often had to pursue deflationary policies
to cope with persistent balance of payments problems, even though unemployment
was rising.

● The UK growth rate was running well below that of its competitors. Some attributed
this to an overemphasis on demand management and a failure to deal with the underlying
structural problems of the country. The economy was experiencing stagflation (a
combination of low growth and inflation), with inflation and unemployment rising
simultaneously.

12.4.2 Supply-side policies

Powerful criticisms of Keynesian demand management were emanating from Monetarists,
the most influential and best known of whom is Milton Friedman.4 The policy implications
of Keynesian demand management were that governments could lower the rate of un-
employment if they were prepared to accept more inflation; in other words, there is a ‘trade-
off’ between inflation and unemployment. Monetarists, on the other hand, argue that a
policy of increasing aggregate demand would in the long run merely lead to inflation.
Unemployment would be dip only briefly in the short run, and would then return to its ‘nat-
ural’ rate – a rate determined not by the amount of demand in the economy, but by the struc-
ture of the labour market. According to Friedman, the way to reduce unemployment is
through the unfettered operation of market forces. The labour market must be freed up – in
other words, flexible labour markets are advocated.
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Flexible labour markets – the ‘supply-side’ solution to unemployment

The different types of labour market (internal, external and occupational) were discussed in
section 9.3.1. If labour markets worked in the same way as markets for goods and services,
all those workers who wanted jobs would be able to find employment because they would
offer to work for wages below those of people already in work. Employers, striving to min-
imize their costs of production and therefore preferring a cheaper labour force, would hire
them; those in work would have to accept lower wages or lose their jobs. Under these con-
ditions, everybody who wanted to work would be able to do so and the only unemployment
would be of a temporary nature. However, in the real world full employment is difficult to
achieve because the wage rate (price of labour) can get stuck above the level at which sup-
ply equals demand. Indeed, many economists and politicians argue that the cause of unem-
ployment in the UK and in other industrialized countries is inflexible (over-rigid,
over-regulated and overpriced) labour markets – in other words, workers have priced them-
selves out of jobs. The term ‘labour market flexibility’ invariably refers to downward wage
flexibility, or the ease with which wages fall in response to changes in demand. This should
not be confused with the notion of the ‘flexible firm’ (see Chapter 1).

Labour markets tend to be inflexible for the following reasons:

● Trades unions. Unions, it is argued, are monopoly suppliers of labour who, through col-
lective bargaining, raise wages above the competitive level discussed above. At the higher
wage rate, firms want to hire fewer workers. They are prevented from hiring non-union
labour, and thereby cutting their wage costs, by closed-shop deals and strike threats.

● Insiders against outsiders. The labour force can be divided up into two groups: ‘insid-
ers’, or employed workers, and ‘outsiders’, the unemployed. In employment, insiders
acquire the skills that firms need. This makes it costly for firms to replace insiders with
outsiders, who would need expensive training. Thus insiders have market power in that
they can command a higher wage than outsiders can. Outsiders would be prepared to
work for less than insiders do, but firms do not want to hire them because training them
would add to their costs. The insiders prefer to secure higher wages for themselves,
rather than have a higher number of people employed but with everyone on lower wages.

● Minimum wages. Many countries set minimum wages in order to protect low-paid work-
ers’ living standards. Some would argue that minimum wages eliminate the jobs of those
that they are supposed to help. There is some evidence to suggest that this may indeed be
the case with the worst effects being felt by the young, who start in low-paid jobs.

● Taxation. Governments raise most of their revenues from taxes (income tax and national
insurance contributions in the UK), which results in the labour costs that firms pay being
higher than the cash that workers take home. These taxes may make people less eager to
work and firms less willing to hire them.

● Welfare benefits. This argument states that the level of welfare benefits has a major
effect on unemployment. If the unemployed can get as much ‘on the dole’ as they can in
employment, then the incentive to work disappears.

Alongside labour market reforms, other ‘supply-side’ measures were advocated:

● Market deregulation (of the transport and finance markets, for example)
● Privatization (of nationalized industries and public utilities, as well as the contracting

out of state-run services)
● Lowering taxes (to provide incentives for businesses to invest and individuals to work)
● Promoting enterprise

● Cutting public spending to reduce the size of the public sector and free up funds for
private investment
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● Reforming the public sector by introducing market reforms, for example the ‘internal
market’ in the National Health Service.

Keynesian demand management was rejected and monetary policy was to be used to con-
trol the money supply and inflation. This range of policies came to be associated with
‘Thatcherism’ (or its American equivalent, ‘Reaganomics’).

How have supply-side policies affected organizations and their managers?

Supply-side policies have had a profound impact on organizations; indeed, it could be
argued that they have made possible a ‘revolution’ in management. Certainly the balance
of power has shifted in management’s favour with the changing role of the trades unions.
However, some of the most far-reaching changes have occurred in the public sector as a
result of privatization: managers are now expected to behave commercially and respond to
market forces, in the same way as their private sector equivalents.

12.4.3 Changes in the structure of the economy

The last twenty years of the twentieth century saw a number of structural changes:

● An acceleration in the process of ‘de-industrialization’, with the further decline of man-
ufacturing and staple industries (such as coal and steel)

● The corresponding growth of the service sector
● The automation of manufacturing
● A highly competitive global economy (see Chapter 11) and organizations in both the pri-

vate and public sectors responding to competitive pressures by cutting back staff numbers.

The late 1990s witnessed a period of relative economic stability in the UK, with the econ-
omy growing steadily, falling unemployment, and relatively low interest and inflation rates.
However, the trends mentioned above continued, particularly the decline of manufacturing
and the corresponding growth of the service sector.

12.4.4 Industrial policy

As can be seen from the following extract, alongside its broader economic policy the gov-
ernment also has an industrial strategy that is designed to put in place an institutional
framework that will foster economic success. At present the focus is on ensuring the UK’s
success in the ‘knowledge economy’ by, among other things, raising levels of skills and
educational attainment, attracting foreign talent and promoting enterprise.

DTI launches programme to make UK
scientific centre of excellence

The Department of Trade and Industry (DTI) will today launch its five-year programme
putting science, innovation and technology at the centre of the UK’s future industrial
success.

The programme maps out ‘a new industrial policy’, with the ambition of making the
UK the most attractive place in the world for scientific research.

Feedback
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Creating Wealth from Knowledge states that the UK is winning in the global knowl-
edge economy, but needs to do more to meet the challenge of rising economies such as
China and India.

Secretary of state for trade and Industry Patricia Hewitt said: ‘The global economic
map is being redrawn. China is becoming one of the world’s largest economies, India is
producing three million highly skilled graduates a year, and countries from Central and
Eastern Europe – with wages a fraction of [those in the UK] – are joining the EU.

‘But the UK is extremely well placed to benefit from this transformation,’ she said.
‘Building on our strong economic foundations, we propose a new industrial policy built
around the knowledge-based economy – high in skills and embracing innovation, sci-
ence and technology.’

Key aims of the Creating Wealth from Knowledge programme:
● To work with employers and unions to raise significantly the proportion of UK young

people under 30 achieving skill Level 3 (A levels or the vocational equivalent).
● To develop new proposals to attract global entrepreneurial talent and academic expert-

ise to the UK and establish a comprehensive policy towards the recognition of foreign
credentials, while continuing to monitor all our migration schemes to ensure they are
robust against abuse.

● To develop new policies to attract and retain foreign students who successfully com-
plete a PhD in a shortage subject at an accredited UK university.

● To ensure that the enterprise society is open to all, by raising the self-employment rate
of ethnic minorities and taking action to tackle racial and age discrimination by
employers.

● To encourage best practice to produce more high-performance workplaces by imple-
menting new information and consultation rights from Spring 2005 through the Union
Modernization Fund.

● To work through the Women and Work Commission to improve the labour market
position of women and reduce the gender pay gap.

● To build on successful flexible working policies to help parents and carers combine
their work and caring roles more easily – with the Government looking at the length
and remuneration of maternity, paternity, adoptive and parental leave, and the possi-
bility of extending the right to request flexible working to carers of adults.

● To establish a new website, Employee Direct, in 2005, to provide employees with
comprehensive, tailored information on the full range of employment rights.
(Michael Millar, Personnel Today, 17 November 2004)

What effect do you think the achievement of these ‘aims’ will have on labour market
flexibility?

12.5 Education policy

12.5.1 Education and economic performance

It is a widely held belief that educational achievement and economic success are closely
linked. In recent years, the intensity of global competition has highlighted the importance of
education as a means of improving economic performance. Among the emerging economies
of Asia, Latin America and Eastern Europe, the most successful are the ones that have edu-
cated most of their workers up to, and typically beyond, levels achieved in the West.

Exercise
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In the developed countries, de-industrialization has resulted in an expanding service sec-
tor. The jobs being created, in both the manufacturing and the service sectors, are to an
increasing extent based on information, and will require literate, numerate and adaptable –
in other words, educated – workers. But is there a demonstrable link between education and
economic performance?

Human capital theory – investing in people

For over 200 years, economists have assumed a link between education and economic per-
formance. It was Adam Smith, writing in 1776, who first suggested that education consti-
tutes an investment in individuals that is comparable to investment in machinery. He argued
that the higher wages commanded by educated individuals reflected the rewards necessary
to compensate those individuals for the costs of acquiring skills.

Human capital theory assumes that there is a direct link between education systems and
economic productivity, and that some countries are more successful than others in organiz-
ing and delivering education in a way that enhances productivity.

In human capital theory, human capital is an accumulation of capabilities that can be
acquired by individuals through education. Individuals and organizations benefit from edu-
cation: individuals in the form of higher wages, and organizations in the form of higher rev-
enues. However, there are costs (time, resources and loss of income for individuals and
organizations), as well as benefits, associated with education. If the benefits realized out-
weigh the costs, then it is possible to say that a worker has become more productive through
education (in accounting terms, that there has been a positive return on the investment in
human capital). Increased productivity leads to improved competitiveness, which in turn
leads to economic growth.

In human capital theory, the relationship between education and technological change
has two dimensions: first, as discussed above, technological change requires the increased
use of more highly educated labour; and second, education leads to the development of new
technology.

Calls by governments to improve education systems are based on the idea that education
leads to economic growth but that, in the absence of state provision, the market will fail to
produce enough education to meet the needs of the economy.

Alternative views of the role of education

● The screening hypothesis. Critics of human capital theory question whether the
enhanced productivity of an educated worker is a result of education that he or she has
received.5 They would say, rather, that higher levels of productivity are in fact a result of
innate ability and that certain individuals would be more productive regardless of any
additional education and training they may undertake; higher education, in particular,
contributes very little in the way of economic ‘value added’. However, this theory does
acknowledge a useful role for education in ‘screening’ potential employees by identify-
ing levels of ability, if not in contributing to economic performance. However, if ‘screen-
ing’ is the only role achieved by higher education, should governments subsidize it?

● Correspondence theory. From a Marxist perspective, education reflects and supports
the existing economic and social order.5 The role of education is to transmit the attitudes
and values required to maintain the capitalist system. For example, in an economy char-
acterized by Fordist production methods and Taylorist scientific management, submis-
siveness, passivity and loyalty will be rewarded by the education system, while
creativity, aggressiveness and independence will be penalized.
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Education policy

‘Education, education, education.’ The Labour government was elected in 1997 partly on
the basis of a commitment to reform education in the UK. Education is a highly contentious
issue, and different groups have strongly held opinions about the direction that education
policy should take. Ball6 has identified a number of perspectives on educational provision
in the UK that have influenced educational policy development:

● Modernizers. This group sees educational provision as being too academic and anti-
industrial. As a consequence, national economic performance is under threat. Education
should cater for the needs of industry and the economy, emphasizing applied knowledge,
flexible skills and ‘correct’ attitudes. The consumers of education (employers and
parents) should have control and influence over education, to ensure that education is
responsive to the market. In terms of delivery, there should be a shift of emphasis from
teaching to learning. Cooperation, group work and social skills should be promoted.

● Traditionalists. This group sees educational provision as being too permissive, result-
ing in a threat to national culture and academic standards. Education should focus on the
academic, emphasizing the reproduction of culture. There should be stronger state con-
trol over the curriculum and institutions. Delivery should be characterized by formal
relationships between tutors and students. Formal examinations and selection should
predominate. Competitive individualism should be encouraged, and there should be an
emphasis on cognitive skills.

● Progressives. Educational provision is too staid, reinforcing the dominant interests in
society and threatening rights and equity. The focus should be the needs of citizens, who
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What are the benefits of higher education?

In developed countries, the average proportion of those aged 18–21 in higher education

rose from 14.4 per cent in 1985 to 22.4 per cent in 1995. It is clear that individuals benefit

from higher education – OECD research shows that British graduates earn 80 per cent

more than people with only secondary education and are far less likely to be unemployed

– but it is much more difficult to measure the benefits that accrue to society.

There is some evidence to support the screening hypothesis: a cursory glance at job

advertisements tells us that there is strong demand for graduates in the labour market; and

many countries have rigid academic requirements for particular professions.

If screening is the only purpose performed by higher education, there are persuasive argu-

ments against its public funding, namely:

● The wage premium associated with higher education means that many people would be

willing to pay to study

● There are cheaper ways to screen than through universities and

● As more people enter higher education, its efficiency as a system of screening is under-

mined.

The difficulty of demonstrating that an investment in education, particularly higher educa-

tion, results in economic growth has certain policy implications, the most important of which

is that more of the cost of higher education should be borne by individual students.The gov-

ernment has been persuaded by this argument, forcing students to contribute £1000 per

annum to the cost of their education from 1998.

(Reported in The Economist, 13 December 1997)



should be helped to acquire critical skills and the knowledge and understanding to func-
tion in society. Learners should control what is learnt, and educational provision should
be responsive to the needs of the local community. Provision should be learner-centred
and the curriculum negotiated. Cooperation and group work are advocated, with an
emphasis on ‘empowerment’.

Which of the above groups (the ‘modernizers’, the ‘traditionalists’ or the ‘progres-
sives’) do you think has had the most influence on education policy since the Second
World War?

1945–1960: The post-war period saw the establishment of grammar, secondary modern and
technical schools. This was known as the tripartite system, and was firmly rooted in ‘tradi-
tionalist’ principles. By the 1960s this system was coming under severe criticism from
those who saw it as failing the majority of the population. The critics’ argument was that it
was élitist, with very few children from working-class backgrounds achieving places at
grammar schools. Moreover, the standards at the secondary modern schools were very low
and few emerged from these with any qualifications at all. Only a very small number of
technical schools were established.

1960–1980: By the late 1960s, most local authorities had established comprehensive sys-
tems of education in their areas of jurisdiction. Comprehensive schooling was based on
principles of equality of educational opportunity and equal treatment of individuals, regard-
less of ability. At this time, ‘progressive’ views about education were in the ascendancy, a
reflection of the prevailing ‘radical’ culture of the time. Progressive methods were also
practised in primary schools.

1980 to the present day: The comprehensive system was in turn criticized by the tradi-
tionalists for not allowing the intellectually more able pupils to achieve their potential and
for tolerating low standards. By the 1980s, the modernizers were in control. The modern-
izers’ main argument was that schooling in the UK was overly academic and was not pro-
ducing enough young people with the skills and attitudes required to meet the needs of a
rapidly changing economy.

One of the main problems was seen to be the influence of the teaching profession and
educationalists over education policy. The modernizers saw these as responsible for pro-
moting progressive practices and philosophy and, in an attempt to place education under
the control of ‘consumers’ (i.e. parents), allowed schools to opt out of local authority
control and gave more power to parent governors. In addition, a new National Curriculum
was established and tighter systems of quality control were put in place. Modernizers
argued for a curriculum that contained a greater vocational element and for ‘parity of
esteem’ between vocational and academic qualifications.

The influence of the ‘modernizers’ has also been felt in post-compulsory education, with
the establishment of the competency-based National Vocational Qualifications (NVQs) and
the creation of the Training and Enterprise Councils, which were employer-led bodies
delivering the government’s vocational education and training programmes (replaced in
2001 by the Learning and Skills Councils).

The Labour government has continued on this ‘modernizing’ track, and in 2000 intro-
duced performance-related pay for teachers in an attempt to raise classroom standards and
attract well-qualified graduates into teaching.

The government’s rejection of the 2005 Tomlinson report recommendations to replace
‘A’ levels with a broader British Baccalaureate was described by many commentators as a
‘missed opportunity’ to close the academic/vocational divide that still persists in the UK
(Hutton, 2005).9

Feedback

Exercise

464 Leadership and Management for HR Professionals



12.6 Influencing government policy – interest
groups

An interest group (or pressure group) is an organized association, with shared interests or
common concerns, which aims to influence the policies or action of government. Interest
groups differ from political parties in that they seek to exert influence from outside gov-
ernment, rather than to form a government. They are usually concerned with a specific
cause or the interests of a particular group, and are distinguished from broader social move-
ments by their greater degree of formal organization. The two most common classifications
of interest groups are sectional and promotional groups.

Sectional groups

Sectional groups exist to advance or protect the (usually economic) interests of their mem-
bers. They have existed for many years, in one form or another. Norton7 observes that the
growth of government activity after the Second World War resulted in the development of
a large body of well-organized sectional groups to ensure that their members could influ-
ence the distribution of public spending. Government, on the other hand, benefited from the
advice and information gained from these groups, and from their cooperation.

The principal examples are trades unions, business corporations and professional bodies.
Their ‘sectional’ nature reflects the fact that they represent a section of society: employees,
businesses, consumers, and so on.

Business

Business is, of course, profoundly affected by government economic policies, and its rep-
resentatives naturally wish to exert influence. Many firms depend on government subsidies
and contracts; others will be interested in broader issues of economic policy such as inter-
est and exchange rates.

Large organizations can act as ‘pressure groups’ in their own right. Multinational corpo-
rations can and often do influence the economic policies of countries. For example, BMW
threatened to relocate its Rover subsidiary to Hungary unless the UK government agreed to
contribute to the development of new production facilities. Particular industries often form
federations, like the Society of Motor Manufacturers or the Engineering Employers’
Federation, to present a united front for the industry. The Confederation of British Industry
(CBI) was formed in 1965, and provides a ‘peak’ organization to represent the views of its
members to the government and provide a forum for discussion (it holds an annual confer-
ence). The CBI has around 15 000 members and is dominated by big companies. The CBI
famously confronted the Conservative government in the early 1980s over its interest rate
policy and campaigned against the European Social Charter (see Chapter 11). More
recently, however, it has been keen to open a dialogue with the TUC.

The Institute of Directors is a more right-wing and political campaigning body. It vigor-
ously supported the free market policies of the Conservative government between 1979 and
1997. Other organizations, such as Aims of Industry, are used to raise support and, indi-
rectly, revenue for the Conservative Party.

See the CBI web-site for a further discussion of the various groups representing UK
businesses.

Government Policy 465



Trades unions

Traditionally, trades unions have had two distinct roles: to fund the Labour Party and help
formulate its policies; and to represent the interests of their members on pay and working
conditions negotiations with employers. Some three-quarters of unions are affiliated to the
Trades Union Congress (TUC), which speaks for the trades union movement as a whole.

The 1970s probably saw the height of trade union power: they successfully opposed the
1971 Industrial Relations Act, which sought to control union activities such as unofficial
strikes, and played a key role in bringing down Edward Heath’s Conservative government
in 1974. Under Margaret Thatcher, however, the economic and political influence of trades
unions declined. There were a number of reasons for this: membership fell (see passages
below), industrial action was defeated (notably the print workers at Wapping and the min-
ers’ strike of 1984–1985), legislation hostile to trades unions was effective; the government
refused to consult with the trades unions, and the trade union movement was itself divided
over issues such as single-union agreements.

Promotional groups

Sometimes called cause or attitude groups, promotional groups are set up to advance shared
values or principles. They have no exclusive membership – anyone who is sympathetic to
their cause is free to join them. Their causes are many and varied, including pro- and anti-
abortion, smoking, censorship, and so on.

The arguments for interest groups centre on the view that they strengthen representation
by voicing interests that are ignored by the political parties. Against this, it is argued that
they are divisive in that they advance minority interests against those of society as a whole.

How do interest groups exert influence?

The methods that groups use vary according to the issue with which the group is concerned,
how policy in that area is shaped, and the resources at its disposal. These resources include:
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Trade union membership

When Mrs Thatcher came to power in 1979, 53 per cent of workers belonged to trade

unions. By 1993 the proportion was 38 per cent, and in 1999 it stood at 30 per cent. This

fall has been a consequence of the decline in manufacturing employment and an expan-

sion in employment of part-timers and women, two groups that are weakly organized.

However, trade union membership rose in 1998 for the first time in nineteen years, accord-

ing to the 1999 Labour Force Survey (LFS). Also, union membership among women had

risen by 60 000 since the 1997 LFS.

The TUC general secretary, John Monks, said the figures showed that the unions’ recruit-

ment efforts were starting to pay off. There is also an expectation that legislation, which cre-

ates the legal right to union recognition where more than half the workplace wants it, will

help create the conditions for union growth. In 1979, over two-thirds of the workforce were

employed in organizations where trade unions were recognized, whereas in 1999 the fig-

ure was 44 per cent.

(Reported in The Guardian, 7 May 1999)
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● Public sympathy for the group and its goals
● The size of its membership base
● Its financial strength
● Its organizational capabilities
● Its ability to use sanctions that impact on government
● Personal or institutional links it may have to political parties or government bodies.

For example, business groups are more likely to mount expensive public relations cam-
paigns or use professional lobbyists than are trades unions, simply because they can afford
to do so. The main points of access are:

● The Civil Service
● Parliament
● The mass media
● The European Union.

Interest group activity tends to centre on government officials, as the Civil Service is seen
as the focus of policy formulation. Access via this channel is limited to the major sectional
groups, such as employers’ associations, trades unions, farming interests and the key pro-
fessions (particularly law and medicine). The consultative process is informal, taking place
through meetings and regular contacts that tend not to be publicized. Business groups tend
to have ready access to government officials:

The crucial relationship here is usually between senior bureaucrats and leading busi-

ness or industrial interests. The advantage that business groups enjoy in this respect

include the role they play in the economy as producers, investors and employers, the

overlap in social background and political outlets between business leaders and minis-

ters and senior officials, and the widely-held belief that business interests coincide with

the national interest (‘what is good for General Motors is good for America’). The rela-

tionship is often consolidated by a ‘revolving door’ through which bureaucrats, on

retirement, move to well-paid jobs in private business.8

Influence exerted through parliament is often called lobbying. The US Congress is subject
to intense and extensive lobbying, whereas lobbying activities are less important in the UK,
where party discipline is strong and Parliament is subject to executive control. A lobbyist
is a person hired to represent the arguments of interest group clients. Professional lobbying
has been criticized as effectively ‘buying political influence’. A lobbying industry devel-
oped in the UK in the 1980s, when there was a trebling of the amount of money spent on
professional lobbying.

Interest group pressure is also exerted through political parties, the main method of
influencing parties being through donations to fund campaigns. The Conservative Party
is funded by business contributions and, as we have already mentioned, trades unions
are closely tied to the Labour Party. However, their influence has diminished as the
Labour Party has tried (and succeeded) to shed the image of being ‘controlled’ by the
unions.

Very different methods are used to influence the government indirectly, through the mass
media and public opinion campaigns. Here, methods could include petitions, protests,
demonstrations, civil disobedience and violence. Some of these tactics may reflect the
group’s outsider status and its inability to obtain access to government decision-makers. A
new form of activist politics emerged in the last 30 years of the twentieth century, with
groups such as Friends of the Earth attracting media attention (and thereby public support)
for various causes.



Sectional interest groups have also come to terms with the fact that ranges of policy deci-
sions are now made at a European level. This is particularly true of agriculture, trade,
competition and workers’ rights. Business groups operating at an EU level exert influence
in various ways: through direct lobbying by large corporations and trade bodies; and
through a range of associations such as the European Round Table of Industrialists and the
Union of Industrial and Employers’ Confederations of Europe (UNICE). To some extent,
the TUC has compensated for its marginalization by the UK government by conducting its
campaign for workers’ rights through the EU.

In what ways can business organizations influence the political process?

You probably identified some of the following methods:

● Donations to party funds. There is no doubt that some organizations and individuals con-
tribute to political party funds in the expectation that their respective causes will be
looked upon favourably in the future. This is a controversial area, and there have been
several cases where governments have been accused of allowing political donations to
influence policy.

● Through employers’ bodies such as the various employers’ federations, the CBI and, at
a local level, chambers of commerce.

● Through the mass media. Large organizations tend to have their own public relations
machinery, and will sometimes use the media to influence government policy. Local
traders’ associations can do a similar thing – an example might be persuading a local
paper to report an unpopular decision by the local authority, such as placing parking
restrictions in a busy shopping area.

● Direct campaigning. Organizations will sometimes conduct their own campaigns, as
some DIY stores did in the case of Sunday trading, when they asked customers to sign
a petition in favour of the measure.

● Appointing former ministers or retired senior civil servants to the board of a company.
Large companies who are vital to the success of ‘UK plc’ will often have direct access
to government decision-makers through professional bodies such as the Law Society,
the British Medical Association and the Chartered Institute of Personnel and
Development.
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13 Demographic

and social trends

In this chapter you will:

● Evaluate the impact of demographic trends for markets for goods and services and for
the labour market

● Consider the implications of demographic trends for government
● Review major social trends
● Consider changing social attitudes and the evolving social structure
● Assess the role played by organizations in shaping social tends and attitudes.

In this chapter we review a range of external environmental factors associated with social
and cultural change. The issues and developments highlighted have major implications for
corporate strategy. We begin by discussing the crucial importance of demographic change
and continue with an assessment of the debate concerning social class. We then examine
how changing attitudes impact on organizations.

Population

UK population grows to 59.6 million

In 2003 the UK was home to 59.5 million people. This was an 18 per cent increase from
50.3 million in 1951, and a 3.2 per cent increase over the last decade (1993 to 2003).

Until the mid-1990s, this growth was mainly due to natural increase as the number of
births exceeded the number of deaths. Since the late 1990s, there has still been natural
increase but net international migration into the UK from abroad has been an increas-
ingly important factor in population growth (see Figure 13.1).

In 2003, 84 per cent of the UK population were living in England, 8 per cent in Scotland,
5 per cent in Wales and 3 per cent in Northern Ireland (Table 13.1). Between mid-1993 and
mid-2003, population growth was greatest in Northern Ireland (4.1 per cent). England’s
population grew by 3.6 per cent and the population of Wales grew by 1.9 per cent over the
decade. In contrast, Scotland’s population decreased by 0.7 per cent.
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Northern Ireland’s population grew faster than the rest of the UK because the number
of births far outweighed the number of deaths each year. In contrast, in both Wales and
Scotland there were fewer births than deaths towards the end of the 1990s, a factor that
contributes to population decrease.

The UK population is projected to continue to grow, increasing gradually to reach
65.7 million by 2031. Longer-term projections suggest the population will peak around
2050 at nearly 67 million and then gradually start to fall.

Projected trends differ for the four countries of the UK. The decline in the popula-
tion of Scotland is projected to continue, while the populations of Wales and
Northern Ireland are projected to peak around 2030 and then start to fall. The popu-
lation of England is still projected to be rising in 40 years’ time, but at a low rate of
growth.

Scotland is the least densely populated of the four countries of the UK. There were
65 people resident per square kilometre in Scotland in 2003. In comparison, the pop-
ulation density was 125 people per square kilometre in Northern Ireland, 142 people
in Wales and 383 people in England. London had a far higher population density than

472 Leadership and Management for HR Professionals

Natural increase

Thousands

Net migration & other changes

Natural increase and net migration as components of population change, UK

1991-92 1994-95 1997-98 2000-01 2002-03

−50

0

50

100

150

200

Figure 13.1. Natural increase and net migration as components of population change, UK.

Table 13.1 Resident population, mid-2003, UK

Thousands Percentages

England 49,855.7 84

Wales 2,938.0 5

Scotland 5,057.4 8

Northern Ireland 1,702.6 3

United Kingdom 59,553.8 100



any of the English regions, with 4700 people living in each square kilometre on
average.

(Sources: Population estimates, components of population change and population
density: Office for National Statistics, General Register Office for Scotland, Northern
Ireland Statistics and Research Agency

Population projections: Government Actuary’s Department.)
Task:
Assess the implications of these demographic trends both for individual organizations
and for the UK as a whole.

Population growth has major implications for any society. These range from increased
pressure on services such as education and health care to changes in the structure of the
labour market and different patterns of demand for products. It can be seen that although
the population has been growing for the last 50 years, since the mid-1990s net migration
has been a major contributor to this trend. Migration can have a very positive impact, espe-
cially during periods of full or near-full employment. At these times, labour shortages can
be alleviated through migration, facilitating non-inflationary economic growth and directly
benefiting organizations such as the NHS and firms in the construction industry. Migration
can also offset the effects of an ageing population, as migrants tend to be younger than aver-
age and therefore bring down the dependency ratio. It can also add to cultural diversity,
making a country a more vibrant and interesting place to live while providing a challenge
to organizations in managing a more diverse workforce. However, migration can put a
strain on the economic infrastructure (housing, water, power, transport, etc.), especially if
concentrated in one particular region, such a London and the South East where it can be
seen that population densities are much higher than in the rest of the country. Migration can
also cause social tension during an economic recession, when unemployment rises.

13.1 Demographic change

13.1.1 What is ‘demography’?

Demography is the study of the characteristics of populations, in terms of their size and
structure. As the above case study suggests, when the size and the structure of the popula-
tion shifts, entire societies can be transformed.

The UK is currently experiencing a whole series of major demographic changes, which
will have far-reaching implications for organizations as employers and as producers of
goods and services. It is important that managers come to terms with the effects of these
changes in the opening years of the new millennium, as it is then that the full impact of
these demographic trends will be felt.

13.1.2 The size and structure of the population

The size of the population

Changes in the size of the population are caused by:

● Changes in the relationship between birth and death rates
● Migration (i.e. population movement into and out of the country).
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The birth rate

The birth rate is the number of live births per thousand of the population in a given period,
usually a year. It is calculated as follows:

Total births × 1000

Total population

The death rate

The death rate is the number of deaths per thousand of the population in a given period, and
is calculated in a similar way:

Total deaths × 1000

Total population

The birth rate in Western Europe is about 12 at the moment; the death rate is about 11,
which represents a rough balance between births and deaths (see Figure 13.2).

The UK population was 59.6 million in 2003, compared with 38.2 million in 1901. In 1801, the
population was less than 12 million. Why do you think the population trebled during the assess-
ment course of the nineteenth century, but grew by less than half in the twentieth century?

Demographic transition

The UK has undergone a process known as demographic transition, which began with the
onset of the Industrial Revolution. During the first stages of economic development,
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Figure 13.2. Births and deaths in the UK (from Social Trends, 2002, 32).



the balance between births and deaths is very different from that witnessed today in the
industrialized world. In developing countries birth and death rates are high and, although
the infant mortality rate (the number of deaths of infants under the age of one, expressed as
a ratio of 1000 live births) is high, the population remains stable.

One of the first effects of economic advance is a decline in the death rate, which is attri-
butable to:

● Higher incomes, leading to better nutrition and housing
● Improved public health services, especially water and sewage
● Scientific and medical advances.

There follows a period when the sharp fall in the death rate is not matched by any fall in
the birth rate, resulting in a fast growth in the size of the population. Next, birth rates fall,
due to:

● The spread of contraceptive knowledge
● The realization that children will survive into adulthood
● The changing role of women
● The increasing cost of raising children in a society where years of education are expected

(i.e. children can no longer be viewed as economic assets).

Ultimately, society arrives at a point where both birth and death rates are low and the pop-
ulation size is once again stable. However, as is borne out by the UK example, the popula-
tion is now far larger than at the start of the process.

Demographic transition is the long-term hope for world population size, which is pro-
jected to reach 8.5 billion by the year 2025 (compared with 3 billion in 1962). Population
growth has significant environmental effects, because if the population is growing very fast
the economy has to grow quickly if income per head is not to fall. The resultant increased
output will cause raw materials to be consumed more quickly, greater pressure on food sup-
plies, and more pollution as production expands.

The structure of the population

The structure of the population refers to how the population is distributed in terms of age,
sex and occupation.

What kinds of demographic data are most likely to be of use to your organization? What
do you need to know about the characteristics of your staff and your customers in terms of
their age, sex and occupational background?

13.1.3 Demographic data about customers

It is important to be aware of the demographic characteristics of your customers, as these
will affect the pattern of demand for products and services. For example, in recent years
there has been an increase in the number of women in the workforce. This has resulted in
the growth of the childcare industry (nannies, nurseries, etc.) and an expansion in the mar-
ket for convenience foods.

The following case studies illustrate the impact of changes in the age structure of the
population on organizations’ customer bases.
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Trainers

Nike, the leading sports wear manufacturer, experienced rapid growth in the 1990s,
largely on the back of sales of its fashionable sports shoes. However, by 1997 this growth
began to slow, allowing rivals such as Adidas and Reebok to take a bigger share of the
multi-billion dollar market. Smaller brands, such as Airwalk and Vans, have also bene-
fited.

One of the marketing problems facing Nike was that the brand was in danger of los-
ing its credibility as a teenage fashion item when older people began wearing Nike
sports clothes. The demographics show that the number of teenagers in America is pro-
jected to grow from 25 million in 1997 to 31 million in 2010 and, alongside this, their
purchasing power is growing. Rather than advertise the product through sports stars as
did Nike, Vans has used the Californian teenager as its marketing role model. Vans
believes that the teenage style leaders are no longer the inner-city youngsters targeted by
Nike, but Californian teenagers. Whereas Nike focused on the established team sports
such as basketball, Vans aims at individual sports such as skateboarding and mountain
biking. Vans goes to great lengths to stay close to its customers, to the extent of hiring
teenagers to work for them and test designs.

(Reported in The Economist, 7 June 1997)

Care homes

A practice rather cruelly known as ‘granny farming’ is on the increase. The UK’s age-
ing population means that the care homes market will grow rapidly in the early part of
the next century. Private healthcare providers such as BUPA are looking to consolidate
their positions in the market to take advantage of this growth.

(Reported in The Economist, 29 November 1997)

It can be seen from these case studies that firms base a whole range of business decisions,
such as production planning and marketing, on demographic factors.

Effects of an ageing population on the demand for public services – the
‘demographic timebomb’

The UK population is approximately 59 million, but only some 26 million are in the work-
force. The relation between the number of workers in a country and the total number of
people is the dependency ratio. Its main use is to show the number of children and old peo-
ple supported by the workforce. In the UK and in other developed countries, an ageing pop-
ulation is creating:

● A higher dependency ratio (i.e. a rise in the dependent population)
● An increased call on welfare services.

These two factors combine to increase the tax burden on the population; whether this will
markedly affect their living standards depends on the growth of incomes and productivity.
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What would be the effects of a fall in the average age of the population?

The effects are associated with more children and young people in the population. They
would include: a need for more school places and maternity wards; changing patterns of
consumption (an increase in the demand for toys and family homes); and the growth of the
working population.

13.1.4 Demographic data about staff

Labour market information

Demographic data can be used for workforce planning, where it is important to know:

● Levels of skills and knowledge in the labour market
● The sex, age and ethnic make-up of the labour market
● Unemployment rates.

The impact on recruitment – the demographic dip

In the early 1990s, fewer young people were coming onto the labour market. Between 1979
and 1983, an average of 900 000 16-year-olds were joining the labour market per year. By
1993, the number had fallen to 620 000. This came to be known as the ‘demographic dip’,
and it meant that organizations had to consider recruiting individuals from other groups that
were often under-represented in the workplace, such as:

● Women
● Older workers
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The cost of an ageing population

A report by the personal social services research unit at Kent University has claimed that

spending on the long-term care of the elderly must rise by more than 150 per cent over the

next 30 years. The resulting increase in the bill – £14 billion – is considered ‘not unafford-

able’ (even though it outstrips economic growth), although it could climb steeply if there is

a fall in the contribution now made by informal carers.

The researchers assessed the demand for long-term care and its likely costs from

1995–2031, when the number of over-65s is projected to rise by 57 per cent, and over-85s

by 79 per cent. The result was an estimated 61 per cent expansion of care provision.

The study predicted a 153 per cent overall increase in care spending by 2031, made up

of a 174 per cent increase in health expenditure, a 124 per cent rise in social services

spending and a 173 per cent jump in private payments. This is compared to a forecast rise

of 123 per cent in gross domestic product.

The research team emphasize that these are projections which could fluctuate with cer-

tain variables. However, on the basis of these projections, the number of elderly people in

residential or nursing care will rise from 407 000 to 666 000; numbers receiving domiciliary

or home care services will go up from 517 000 to 804 000; and those receiving community

nursing will increase from 444 000 to 717 000.

(Reported in The Economist, 19 December 1998)



● People from ethnic minorities
● The disabled.

In the event, the fall in the number of young people entering the workforce in the early
1990s was offset by rising unemployment and a looser labour market than had been
expected. However, organizations still need to take account of demographic changes, such
as more women in the workforce and changes in the ethnic make-up of the population.

Recruiting and retaining women

Until recently, many organizations had done very little to encourage women to join them.
Indeed, the way work was organized often positively discouraged women from working.
Women with childcare responsibilities found it difficult to respond to the inflexible full-
time, nine-to-five working regime expected by most employers.

However, with many more women than men entering the workforce, organizations have
been left with little choice but to make work more attractive to women by introducing what
are sometimes termed ‘family-friendly’ employment policies, such as:

● Introducing more flexible working hours
● Providing support for childcare (e.g. nursery vouchers or childcare facilities)
● Offering career breaks, often combined with ‘keep-in-touch’ measures such as refresher

courses and training during the break period
● ‘Home working’ (employing home-based staff)
● Increasing the number of part-time and temporary posts
● Offering contracts which are more attractive to some women (e.g. school term-time only

working and job sharing)
● Enhanced maternity leave arrangements.

How family-friendly is your organization? Does it have a policy to attract and retain women
staff? Does your organization offer any of the above incentives to attract and retain
women staff?

Recruiting and attracting older people

Some organizations, particularly in the retail sector (e.g. Sainsbury’s supermarket), have a
policy of recruiting older workers to offset the effects of the demographic dip and to bene-
fit from the advantages of employing older people. However, many organizations discrim-
inate against older people in employment.

What are the advantages and disadvantages of employing older workers?

The costs and benefits of an older workforce include:

● Greater commitment and reliability. Employers often perceive older workers to be
more committed. This greater commitment is sometimes attributed to insecurity (older
workers tend to be targeted in redundancy programmes) and the absence of childcare
responsibilities.

● Customer care. In some industries, for example the DIY segment of the retail sector,
customers prefer to deal with older, more experienced workers.
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● Pay and benefits. In most firms, pay, holidays and pension contributions rise with age
and seniority.

● Workplace safety. People over 65 have half as many accidents at work as their
younger colleagues, but take longer to recover and are more likely to die from job-
related injuries. Some jobs may therefore have to be redesigned if they are to be done
by older people.

● Employee mobility. As workers get older, they put down firmer roots and are less will-
ing to move to other locations.

● Career paths. As employees from the ‘baby boom’ generation age they will create
increasingly top-heavy structures in organizations, blocking the career paths of younger
workers. Some organizations, such as Hewlett-Packard in the USA, have persuaded
older workers to take on roles that do not involve managing others in order to address
this problem.

Recruiting and attracting people from minority ethnic groups

Minority ethnic groups are under-represented in the workplace, particularly in managerial
positions. Not only does this imply discrimination, it also represents a waste of resources.

What measures can organizations adopt to recruit and retain people from minority ethnic
groups?

Measures include the following:

● Priority hiring from ethnic groups
● Advertising jobs in publications read by members of minority ethnic groups
● Auditing the ethnic mix of the local community and trying to ensure that the ethnic

make-up of the organization more closely matches its ethnic mix
● Equal opportunities training for recruitment staff.

Many companies formally recognize the implications of these changes, as the following
extract from the City of Bradford Metropolitan Council’s statement on equal opportunities
indicates:

For all local authorities it should be important that the organization broadly reflects at

all levels and in all occupations, the community it serves. Thus in Bradford, the Council

should aim to reflect in its workforce profile the make-up of the district we serve, parti-

cularly bearing in mind our specific labour market demographics.

(Source: The IPD Statement on Managing Diversity)

Recruiting and retaining people with disabilities

People with disabilities are also discriminated against in employment. This is often a result
of organizations equating ‘disability’ with ‘inability’. Again, this represents a waste of
resources.

What measures can organizations adopt to recruit and retain people with disabilities?
Exercise
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Measures include the following:

● Make it easier for disabled people to enter and move around inside buildings
● Modify equipment for use by disabled people
● Review communications within the organization and adapt these to the needs of disabled

people.

13.2 Social structure and social stratification

13.2.1 Social structure

‘Social structure’ can be explained in terms of the various institutions in society, their rela-
tionship, and how the individual fits in to the general framework (see Figure 13.3).

What connections can you make between the various institutions that make up society?

Family, class, education and work are very closely linked. The family background of indi-
viduals will dictate their social class, which will determine the form of their education,
which in turn will have a very significant influence on the sort of work they obtain and how
they are viewed in the community.

In certain societies (Northern Ireland or the former Yugoslavia, for example) individu-
als’ religion will be a reflection of their race and will determine their relationship with both
legal and governmental institutions.

Institutions regulate human behaviour in the same way as instincts channel animal
behaviour. Indeed, society can be said to control individuals in a number of ways as
follows:

● Political and legal control involving the (tacit) threat of violence
● Economic pressures
● The desire on the part of individuals to conform to group norms
● Persuasion, i.e. trying to convince us that what society wants us to do is actually in our

best interests
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● Fear of ridicule, ostracism and gossip if we do not conform
● Morality, customs and manners.

Margaret Thatcher once famously said that ‘there is no such thing as society. There are indi-
vidual men and women, and there are families.’ What do you think she meant by this?

It is difficult to believe that Mrs Thatcher actually meant that society does not exist as we
are all, to a greater or lesser extent, aware of belonging to some form of collective entity
which is known by that name. However, society, and indeed the institutions that make up
society, does not have a material form but exists only in our minds – that is, it is a social
construct that has been invented by humans for the purpose of social control. In this sense,
there is indeed ‘no such thing as society’ (however, note that the family is also a social con-
struct!).

We can get a clearer picture of what the former prime minister actually meant if we put
the above extract from one of her speeches into its wider context:

Too many people have been given to understand that if they have a problem it’s the

government’s job to cope with it . . . They’re casting their problem on society. And you

know, there is no such thing as society. There are individual men and women, and there

are families. And no government can do anything except through people, and people

must look to themselves first. It’s our duty to look to ourselves and then, also, to look

after our neighbour. People have got the entitlements too much in mind, without the

obligations. There is no such thing as entitlement, unless someone has first met an

obligation.

The message here seems to be not that people are isolated economic actors; rather, it
appears as a call for individual responsibility and a warning against a ‘dependency culture’.
Indeed, talk of ‘entitlements’ and ‘obligations’ corresponds closely with the principle of
‘rights and responsibilities’ promulgated by ‘New Labour’.

13.2.2 Social stratification

Every society has a system of ranking, relating to superordination, subordination, privilege,
power and prestige. The criteria by which individuals are assigned to their different levels
vary from society to society. They range from social class through to caste, the latter of
which is a formal system based on heredity and occupation; status is set at birth and is
almost impossible to change. The system of social stratification in the UK is based on class.

What is ‘social class’?

Britain is often described as ‘a class-ridden society’ and British people as ‘obsessed by
class’, but what exactly is social class? The following definitions give us an insight into the
notion:

Classes – for example, professional people or factory workers – are formed socially out

of the division of labour. They make up more or less cohesive and socially conscious

groups from those occupational groups and their families which share similar work and

market situations.1

[class is] a force that unites into groups people who differ from one another, by over-

riding the differences between them.2
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These definitions suggest that class has the following characteristics:

● It has an economic basis
● It is related to people’s occupations
● It reflects social cohesion
● It involves social consciousness
● It is about having certain things in common with others.

Karl Marx has had by far the greatest influence on our conception of class. Indeed, the work
of Marx had a profound effect on the history of the twentieth century, as it was Marxist
ideology that inspired the establishment of Communist regimes around the world, as well
as the creation of socialist political parties such as the UK Labour Party.

Marx and social class

Marx was writing in the middle of the nineteenth century at the height of the Industrial
Revolution. He saw how British society was changing with a mass movement of people
from the land to the cities and towns, to take up jobs in the factories, mills and mines. He
also observed how the old ruling elite, the aristocracy, was being usurped by a new group,
the capitalists or the ‘bourgeoisie’. The capitalists were the owners of factories, mills and
offices (what he called ‘the means of production’) who had become ‘newly rich’ as a result
of the country’s rapid industrialization. The capitalists, who were often owner–managers of
their enterprises, ruthlessly exploited their workers by driving down their wages in the
relentless pursuit of profit.

Marx argued that social institutions such as religion and education were all designed to
suppress the working classes, or the ‘proletariat’ as he called them, and maintain the dom-
inance of the capitalists. Marx predicted that the working class would eventually overthrow
the capitalist class – the people who were oppressing them and forcing them to live such
miserable lives.

So, for Marx, class reflected ownership – the ‘haves’ and the ‘have nots’ – and was the
dominant characteristic of society. Conflict between classes was endemic, and would even-
tually result in the establishment of a society where property would no longer exist (i.e.
everything would be owned by the state on behalf of the people) and production would be
equally distributed. However, not only has capitalism survived; it is now the dominant force
in a global economic system. So was Marx wrong?

Social class in modern industrial societies

In the early part of the twentieth century, UK society clearly exhibited the characteristics
of a ‘class society’; there were substantial differences in wealth and power that had some
degree of intergenerational stability. Furthermore, there were feelings of solidarity promot-
ing economic and political action that reflected class interests. However, this situation has
been altered by the social and economic changes of the post-war period:

● Ownership is now more widely spread, with very few businesses now owned by just
one person. In the 1980s and 1990s we saw the growth of ‘popular capitalism’ as public
utilities were privatized and building societies demutualized (see Chapter 9).

● Changes in occupational structure resulting from de-industrialization, i.e. the
decline of the manufacturing sector and the growth of services. This has resulted in

482 Leadership and Management for HR Professionals



the expansion of non-manual occupations relative to manual occupations, which
gives rise to upward social mobility as the number of white-collar and managerial
jobs grows.

● An overall increase in living standards resulting from sustained economic growth.
● Changing patterns of residence, as many more people have become owner–occupiers.

Fifty years ago, it was unheard of for members of the working classes to own their own
home.

● The expansion of education. In particular, the huge growth of higher education since
the 1960s has opened the way for social mobility (see section 12.5).

Class and occupation

Another way of ranking people is by their occupation, which was first claimed as the basis
for class by Max Weber. The government now uses an occupational model, called the
Registrar General’s Social Class Groups classification, to categorize people into classes.
A version of this, the ABC classification, is used by market research companies and pub-
lic opinion pollsters (Table 13.2).

A middle class revolution?

In 1999, Tony Blair heralded a radical shift of power in Britain away from the ‘old estab-
lishment’ towards a new middle-class majority who have achieved their status on merit
rather than by birth. Similar aspirations had already been voiced by the former Prime
Minister, John Major, who talked of a ‘classless society’. But is there any evidence for an
expanding, meritocratic middle class?

According to a study by the market research company, National Readership Survey,
between 1975 and 1998 the middle class grew in size while the working class shrank.
However, when we consider people’s own perception of class, between 1966 and 1997 the
number of people categorizing themselves as middle class rose by only 5.5 per cent, and
the majority (60 per cent) still saw themselves as working class.

Whatever the real picture, the government’s Office of National Statistics produced a new
classification of social class to reflect what it sees as fundamental changes in modern
British society. It can be seen that ‘middle-class’ occupations dominate, while the unem-
ployed ‘underclass’ is recognized for the first time (see Table 13.3).
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Table 13.2 The ABC classification of social class

A Upper middle class: Higher managerial

administrative or professional

B Middle class: Intermediate managerial,

administrative or professional

C1 Lower middle class: Supervisory or

clerical and junior managerial, 

administrative or professional

C2 Skilled working class: Skilled manual workers

D Working class: Semi and unskilled manual

workers 

E Lowest subsistence level: State pensioners or

widows (no other earner), casual or lowest grade

workers



Class in organizations

There is a strong case for arguing that, in some industries and occupations, people are dis-
criminated against on the basis of their social origins. However, class is an issue for UK
organizations in other ways:

● The blue collar–white collar divide. Traditionally, managers and administrators (white-
collar or office workers) enjoyed better pay and terms and conditions than did shop-floor
(blue-collar) workers. An example would be that office workers were able to join the
organization’s occupational pension scheme, whereas shop-floor workers were
excluded. This was clearly divisive and a recipe for poor industrial relations, so many
organizations are now moving towards ‘single status’, where all employees have access
to similar terms and conditions.

● Trade unionism. Trade unionism has its roots in the class conflict of the nineteenth cen-
tury, and this was reflected in the militancy of the 1960s and 1970s. After being side-
lined in the 1980s by the Conservative government, a number of trades unions tried to
lose the militant reputation and adopt a more cooperative (some would say diluted)
approach to industrial relations.

13.3 Social attitudes, values and beliefs

Changes in people’s attitudes, values and beliefs are important because managers need to
know:

● What concerns the organization’s customers
● How staff think
● How the organization is viewed by the wider society.

As we saw in Chapter 2, values, attitudes and beliefs are interrelated:
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Table 13.3 The new classification of social class

Class 1: The new elite of professionals, for example: doctors, lawyers, teachers, professors, 

editors and employers, administrators and managers in large organizations with 25

or more staff

Class 2: ‘Associate professionals’: nurses, laboratory technicians, estate agents, journalists, 

actors, social workers and employers, administrators and managers in small organi-

zations and supervisors of intermediate staff

Class 3: Intermediate occupations in administrative, clerical, sales and service work: 

secretaries, nursery nurses and computer operators

Class 4: Self-employed non-professionals: driving instructors and builders

Class 5: Other supervisors and craft related workers: plumbers and telephone fitters

Class 6: Workers employed in routine occupations in manufacturing and services: lorry 

drivers and assembly line workers

Class 7: Workers in elementary occupations in manufacturing and services: labourers, 

waiters and cleaners

Class 8: The underclass of the long-term unemployed and those who have never worked



13.3.1 Measuring attitudes

The government attempts to measure people’s attitudes, and the results are reproduced in
publications such as Social Trends.

13.3.2 Attitudes and behaviour

The important issue here is how attitudes influence behaviour, and vice versa. To take two
examples:

● Attitudes, behaviour and customers. People are now more aware and less tolerant of
unethical business practices. This has led to some financial institutions making a mar-
keting virtue of the fact that they follow ‘ethical investment’ policies (see Chapter 16).

● Attitudes, behaviour and employees. Organizations positively promoting equal oppor-
tunities make it clear that they will not tolerate, and indeed will punish, discriminatory
behaviour. Such a policy will influence attitudes, albeit not immediately and not for all
employees.

13.3.3 Social trends

Social trends are changes in people’s attitudes and behaviour. The main social trends are
related to economic, cultural and demographic factors. We have examined the last of these
influences on social trends in section 13.1; for example, we considered changing attitudes
towards women and work. It is important to realize that each of the above factors that influ-
ences social trends is related to the others – for example, economic factors influence cul-
tural factors.

Economic factors, attitudes and behaviour

Economic change has a profound effect on people’s attitudes and behaviour. For example,
increased wealth affects people’s attitudes to social class. Increased wealth will also affect
people’s attitudes towards consuming certain goods and services, such as housing and edu-
cation.

Can you think of any other ways in which economic factors influence people’s attitudes and
behaviour?

Cultural factors, attitudes and behaviour

The post-industrial societies of the West are characterized by individualism, increased
wealth and more leisure time. In many countries the notion of ‘lifestyle’ has become cen-
tral, and we see the development of what has been described as a ‘consumer society’. Thus
the ‘cultural industries’, such as entertainment and the media, have become more influen-
tial in contemporary society, bringing with them the ‘cult of celebrity’. Choices about the
food we eat, the clothes we wear and how we decorate our homes – i.e. lifestyle choices –
are profoundly influenced by the media and the advertising industry. Those who lack the
economic and cultural means to make such lifestyle choices increasingly find themselves a
marginalized group in society (an ‘underclass’).

Cultural change in this sense results in an acute emphasis on the individual as a consumer
of products and services. People as consumers now have a great deal more choice than they
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did 50 years ago. Spending patterns have reflected that growing discretion over how they
spend their income, and that part spent on basic physiological necessities has correspond-
ingly fallen.

What are the implications for organizations of these cultural changes?

● More discerning customers who expect more choice and higher-quality products and
service

● An increase in the importance of leisure, and the accompanying growth of the leisure
industry.

Other social trends relate to people’s growing concern for:

● The environment
● Ethical business practices.

In this chapter we have looked at how changes in the size and structure of the population
impact on organizations as employers and producers of goods and services. These factors
must be taken into account by managers, both when developing business strategy and in
human resource planning.

Next, we depicted society as a framework of interconnected social institutions. We have
examined one of these institutions, social class, in some detail and concluded that UK soci-
ety is still divided along class lines. We note that social class manifests itself in the work-
place in ways that can have a negative effect on the management of human resources.

Finally, we have examined the relationship between social attitudes, values and beliefs,
focusing on how attitudes influence behaviour in organizations. We have considered social
and cultural trends and their implications for managers, particularly in relation to socially
responsible business practices.
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14 Regulation
Peter Winfield

The flowing tide of (European) Community law is coming in fast. It has not stopped at

high water mark. It has broken the dykes and the banks. It has submerged the sur-

rounding land. So much so that we have to learn to become amphibious if we wish to

keep our heads above water.

(Lord Denning, MR in Coomes (Holdings) Ltd v Shields [1978] IRLR 263)

In this chapter you will:

● Examine the evolution and principles of governmental and European regulation of busi-
ness activity

● Review the application of law relevant to employment organizations
● Examine the desirability of regulating organizational activity.

Today, the law has an unprecedented influence on work organizations and the employment
relationship. Indeed, the regulatory impact on employers is a complex one that shows no
signs of abatement. There are increasing arguments that the pace of regulatory influence on
organizational and individual activity is excessive, or at least should be slowed or frozen.
Bodies representing employers, such as the CBI and the Institute of Directors argue that
excessive law is restraining economic growth and making the UK (and the EU) uncompe-
titive in global markets. Others such as the TUC say that there remain important gaps in
individual and group protection that should be filled in order to create a fair society and a
motivated, well-protected national workforce.

Certainly, there is a balance to be struck. In Chapter 11 you will have seen how the
European Union’s Social Policy has influenced the protective nature of Community legis-
lation. Since 1975 the EU has issued 60 principal employment directives affecting rights
and duties in the workplace. Critics of UK government policy argue that the UK ‘gold-
plates’ the implementation of these directives into UK law to a greater degree than most
other EU Member States. Many of these critics argue that greater freedom of behaviour and
minimal interference from the State will provide economic benefits that cannot be deliv-
ered through over-regulatory rules of organizational activity.

You will see for yourself these different preferences reflected in the Chapters 9, 12 and
13 on the competitive environment, government policy, and demographic and social trends
respectively.

Suppose an employee suffers continued racial and sexual discrimination at work. The dis-
crimination makes the employee unwell. As a result of this she suffers an accident at work,
which she believes was caused by the employer failing to apply proper health and
safety protection. Eventually, the employee walks out of the job without giving notice and
claims constructive dismissal. Within a very short time she begins to suffer from clinical
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depression caused by the discrimination she suffered. She subsequently takes legal action
against the employer and is told by the HR Manager that ‘if you’re taking us to tribunal you
can forget having a reference from us!’

What legal action could the former employee take against the employer? What branches
of the law are likely to be involved?

Unfortunately, this type of case is not uncommon; it also shows that the remarks of Lord
Denning are now more relevant than when he spoke them almost 30 years ago. The legal
action that the former employee could take under different legal headings is extensive:

● The Sex Discrimination Act 1975 (amended in 2005) and the Race Relations Act 1976
(amended in 2005 and 2003 respectively to accord with European Community (EC)
directives) prohibit discrimination at work. Both statutes are subject to EC directives and
the overarching principles of Community law. The ‘damage’ suffered by the employee
would entitle her to claim compensation in the employment tribunal. The ‘damages’ for
unlawful discrimination are uncapped, so this means that if successful she will receive
financial compensation in accordance with the ‘damage’ she suffered. Separate claims
of discrimination would be taken under both statutes (i.e. legislation).

● If there is some proof that the employer was not going to provide a reference she could
bring a second type of discrimination claim known as ‘victimization’ under both statutes.

● A claim of constructive dismissal would be taken under the Employment Rights Act
1996, which is largely a domestic piece of law, not subject to EC law. If successful, she
would receive a basic award equivalent to the pay she would normally have received had
she given notice. Although the right to bring a constructive dismissal claim is based in
legislation, the actions of the employer in bringing about the situation in the first place
would have been a breach of contract and of a breach of his common law obligations.
These claims are all under civil law, but specifically under employment law legislation,
four of which are subject to EC law.

● The common law basis for the constructive dismissal claim would probably be that the
employer had breached the mutually implied term of trust and confidence. This is dis-
cussed in section 14.5.4.

● The accident might show that the employer had breached his statutory duties under the
Health & Safety at Work Act 1974. Although the employee cannot take a claim in the
employment tribunal, the Health and Safety Executive could prosecute the employer in
the criminal courts (magistrate’s court or crown court). Furthermore, another implied
term of the contract – the implied duty of care on the employer to look after the
employee’s health and safety – could be used as a further ‘head’ of claim for construc-
tive dismissal. It is possible that if the employee had actually suffered injury she could
sue the employer for damages in the civil courts for the tort of negligence.

● Finally, what of the employee’s psychiatric illness? If she could show that she had indeed
suffered psychiatric injury, she could bring a claim for damages in the civil courts for the
employer’s tort of negligence. In both cases of negligence the court would have to accept
that the damage caused to the employee was ‘reasonably foreseeable’ and the employer had
failed to act on this presumption. However, there is a final factor to be considered: Bringing
a claim under the anti-discrimination statutes allows the claimant also to claim compensa-
tion for psychiatric damages, not just hurt feelings. Under this type of claim heard in the
employment tribunal ‘reasonable foreseeability’ is not necessary, making it easier for the
claimant. However, she cannot make a double claim in the tribunal and in the civil courts.

This scenario informs us that there are a number of complex but interlocking legal rights,
duties and means of redress using parts of the legal system. Some of the main ones will now
be examined.
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14.1 What is ‘law’?

Law is a society’s regulation of human behaviour by providing rules that show what behav-
iours are permissible, and those behaviours that will result in penalties. These rules pre-
scribe behaviour of citizens, rather than describing behaviour as in the laws of science. In
other words, the law is ‘normative’ so that it lays down a required pattern of behaviour.

14.2 The rule of law

The set of standards that should ‘fix’ the application of the law irrespective of the desire
of government is known as the ‘rule of law’. According to F.A. Hayek1 it provides ‘that
government in all its actions is bound by the rules fixed and announced beforehand, rules
which make it possible to foresee with fair certainty how the authority will use its coercive
powers in given circumstances, and to plan one’s individual affairs on the basis of this
knowledge’.

The degree of certainty encapsulated and enforced by the law permits employers and
government to plan for economic growth in an environment of social stability. The rule of
law can be a buttress against authoritarianism. This can be equated with the ‘fair and just’
rules that we see exercised in employee relations, such as disciplinary procedures, and the
principle of ‘reasonableness’ enshrined in both common law and statutory rules, such as the
law of unfair dismissal.

14.3 Sources of English law

What is known as English law applies to Wales, Northern Ireland and to some extent to
Scotland, which has its own legal history and system, although employment legislation
applies equally to all parts of the British ‘mainland’.

14.3.1 Common law

The English common law remains at the heart of the English legal system, notably in
the law of the employment contract. It can be traced back to the Norman Conquest and
was developed during the Middle Ages. Unlike many EU member states which have a
codified system of law, the common law has developed through the years based on legal
principles laid down by the judges in deciding cases. This has given rise to the princi-
ple of judicial precedent, which effectively is where judges in inferior courts (such as
the Employment Appeal Tribunal) must follow the decisions of the higher courts (such
as the Court of Appeal) on the same point of law. One senior judge summed up the com-
mon law as ‘the common sense of the community . . . crystallised and formulated by our
forefathers’. This system depends on a hierarchy of courts, summarized in Figure 14.1.
The core of the judgement which lays down a binding precedent is called the ratio deci-

dendi. In some cases where there is no binding precedent, lower courts look for guid-
ance by examining similar cases decided by the higher courts; even though something
said may not form part of the ratio it may, however, be a persuasive precedent. Where
judges make statements not forming part of the ratio, but which may be relevant for
cases in the future, these statements are known as obiter dicta (literally ‘something said
by the way’).
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Certain common law principles have become so well-accepted that they are now an
integral part of employment contracts; a key example are the duties and obligations
‘implied’ on both parties as well as the mutual obligation of trust and confidence, dis-
cussed in our exercise above. However, it would be wrong to suppose that the relevance
of the common law lies in the past. It is, in fact, a dynamic, changing process where new
law is developing all the time. Take two more examples of implied terms of the employ-
ment contract:

1. In particular circumstances the employer may have to bring a contract term to the atten-
tion of the employee where to do so otherwise would deprive him or her of a benefit
(e.g. additional pension benefits) – Scally v Southern Health & Social Services Board

[1991] 4 All ER 563.
2. The employer should provide a working environment that enables the employee to carry

out his or her contractual duties (e.g. free from excessive cigarette smoke) – Waltons &

Morse v Dorrington [1997] IRLR 488, EAT.

At times, Parliament will enact legislation to over-rule a common law principle, as when
the Employment Act 2002 (Dispute Resolution) Regulations 2004 provided that if an
employer follows the statutory disciplinary and dismissal procedures a failure to follow
their own internal procedures will not make a dismissal unfair, overturning the House of
Lord’s decision in Polkey v AE Dayton Services [1988] AC 344, HL.
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14.3.2 Equity

It is important to recognize that the sources of law include equity. This developed in early
years because the common law had become too concerned with the formalities of the way
a case was presented, rather than with justice. Equity, therefore, developed as a separate
body of legal rules concerned with the fairness of a case until it was systematized in the
nineteenth century when it had its own court – the court of Chancery, but which was even-
tually incorporated into the High Court of Justice. Equity supplements the common law and
does not supplant it, but its incorporation into English law has meant that it has influenced
some areas more than others, notably the law of trusts and the law of property as well as of
contract. Notions of equity can be seen in the judgements of the courts in most civil mat-
ters, including employment law. Injunctions granted by the High Court are one example of
a ‘remedy’ under the law of Equity.

14.3.3 Legislation

Today, statute is the most important source of law. Legislation passed by the UK Parliament
takes precedent over all other sources of law except relevant EC law. This is explained in
section 14.3.7. Since the 1960s there has been a significant movement away from the lais-

sez-faire market principles to a significantly strong interventionist and regulatory regime.
However, as we will see, common law continues to exercise influence in employment mat-
ters. Before the 1960s, the employment relationship was based firmly in common law under
the notion that there was equality between employer and employee. This was rooted in mar-
ket capitalist ideas that both parties were free to enter into as well as terminate the contract
of employment on terms agreed by them. This fiction meant that the only significant bar-
gaining protection non-professional workers possessed was to organize collectively and
place pressure on employers through trades unions to improve terms and conditions.

Until 1963 state intervention in the employment relationship had been limited (with
some exceptions) to health and safety, the employment of children and young persons, and
through collective law. However, in the years after the Second World War governments
were influenced by unprecedented technological, economic, social, domestic and global
pressures to intervene in the employment relationship. At a collective level they did so by
prescribing the legality of actions taken by trades unions, for example to prevent disputes
and industrial action, or to curb the ‘closed shop’ which obliged all employees to become
a member of the union. At an individual level it became progressively accepted that a sta-
ble, motivated, trained and committed workforce was more likely to deliver industrial peace
and quality products and services if individuals were given a sound level of basic employ-
ment rights enshrined in statute, rather than the slowly evolving common law.

Indeed, the aims of the EU’s Social Policy agenda are to improve the working lives of
the citizens of the Community at a time of volatile labour markets and transnational flows
of capital. Increasingly, EC legislation has been aimed at building on established legisla-
tive rules for regulating and defining the activities of commercial enterprises to apply to
EU-wide multinational corporations with diverse financial interests that are not always
easily identifiable. Legislation may be necessary to lift the ‘corporate veil’ that can
often disguise the affairs of commercial corporations. The reason, therefore for such leg-
islation is to provide a counterbalance to the financial power and market position of these
organizations, with benefits for consumers, shareholders, suppliers and competitors (see
section 14.3.7.)

Parliamentary sovereignty means that all legislative-making power is vested in
Parliament, and in theory there are no legal limits to its powers. However, there are various
checks and balances, where the devolved powers to the Scottish and Welsh Assemblies are
concerned. With the growth of delegated legislation to bodies such as local government and
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agencies, the courts have an important role in ensuring that the government as well as those
other bodies have not acted ultra vires – that is, beyond the limits of its powers defined by
the rule of law.

14.3.4 Custom and practice

Although of far less importance than it once was, custom and practice continues to influ-
ence both employment and commercial law. In essence, it fills the gaps left by statute, con-
tract and common law, but to be valid, custom and practice must be reasonable, notorious
(well known), certain (firmly established without ambiguity) and have a history (be estab-
lished over a significant period of time). Examples include:
● Employment law – the establishment of the employee’s right to receive an annual bonus
● Commercial law – the payment of a fee becomes customary when particular services

are rendered by one party to another.

14.3.5 Codes of Practice

These have become increasingly important, and will normally derive from the Secretary of
State or from bodies charged by the government to issue them under relevant legislation. In
the employment field, four sources are of importance:

1. Advisory, Conciliation and Arbitration Service (ACAS): Codes on disciplinary and
grievance procedures (no. 1); also, time off from work (no. 2) and information for col-
lective bargaining (no. 3).

2. Commission for Racial Equality (CRE): Code for the elimination of racial discrimi-
nation and the promotion of equality of opportunity in employment. Issued under the
Race Relations Act 1976.

3. Equal Opportunities Commission (EOC): Code for the elimination of discrimination
on the grounds of sex and marriage and the promotion of equal opportunities in employ-
ment. Issued under the Sex Discrimination Act 1975.

4. Disability Rights Commission (DRC): Code for the elimination of discrimination in
the field of employment against disabled persons or persons who have had disability.
This should be read in conjunction with the DTI’s Guidance. Issued under the Disability
Discrimination Act 1995.

The Codes, although not binding in law, will be taken into account by tribunals/courts when
reaching a decision. All four bodies publish a wide range of guidance.

14.3.6 Books of authority

Written by eminent jurists and academics, these have received relatively little attention in
the UK compared to continental Europe. These sources will be referred to by tribunals and
courts as an authoritative view of the law. Modern English examples include Salmond’s

Law of Torts, Croner’s Employment Law, and Harvey on Industrial Relations and

Employment Law.

14.3.7 The European Union

In 1972 the UK joined the European Economic Community (from 1992, the European
Union). We have already discussed the aims of EU Social Policy legislation; its legal basis
is the founding Treaty of Rome 1957, as amended by subsequent treaties (e.g. the 1997
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Treaty of Amsterdam, ratified in 1999). The European Commission brings forward
proposals for legislation and is subject to the ratification of the EU Parliament and
the agreement of the Council of Ministers. This process is discussed in more depth in
Chapter 11.

The most important type of EC law is in the form of directives, which are binding on the
member states to which they are addressed. Some of the Social Policy directives issued
with the concomitant British legislation are:

● Equal Pay directive 1975 – Equal Pay Act 1970
● Equal Treatment directive 1976 (amended 2002) – Sex Discrimination Act 1975
● Collective Redundancies directive 1976 – Trade Union and Labour Relations

(Consolidation) Act 1992
● Acquired Rights directive 1977 – Transfer of Undertakings (Protection of Employment)

Regulations 1981 (amended 2006)
● Several health and safety directives since 1992 – for example, Management of Health &

Safety at Work Regulations 1992 and 1999
● Working Time directive 1993 (a health and safety directive) – Working Time

Regulations 1998
● Pregnant Workers directive 1992 – part of Employment Rights Act 1996
● Part-time Workers directive 1996 – Part Workers (Prevention of Less Favourable

Treatment) Regulations 2000
● Fixed-term Work directive 1999 – Fixed-term Workers Regulations 2002.

First, you will notice that some of the domestic legislation pre-dates the directive. This is
because in those cases the UK had introduced its own law before the directive came into
force. Also, most of the above UK legislation has been amended since it originally came
into force, in some cases several times, and sometimes to incorporate changes to EC law.
These changes may been because the originating directive had been amended, or because
the European Court of Justice had declared that existing UK law failed properly to imple-
ment EC law.

14.3.8 The European Convention on Human Rights and Fundamental
Freedoms

The Convention is an international treaty of the Council of Europe adopted in 1950 and
brought into force in 1953. Although the UK was the first to ratify the Convention, it failed
fully to incorporate it into domestic law until 2000 by the Human Rights Act 1998. The Act
specifically applies to the State and to public bodies, and individual rights can be directly
enforceable in the UK courts and tribunals, which themselves must apply the law of Great
Britain in a way that conforms with the Convention. The supreme appellate court is the
European Court of Human Rights in Luxembourg.

The Convention has a number of Articles, including those to prohibit torture, degrading
treatment, slavery, forced labour and unlawful imprisonment, which also provide for a right
to liberty, security, freedom of thought, conscience and religion; freedom of expression;
freedom of assembly and association; freedom from discrimination; and privacy in the indi-
vidual’s own and family life. Many have misinterpreted the extent of the Convention, not
least because the government can over-ride articles of the convention on certain grounds –
compromising the human rights of others, and that national security and the
prevention/detection of crime can merit overriding someone’s human rights. Although there
has been a clear impact on individual privacy, in other areas (such as picketing, freedom of
expression at work and discrimination) the effect of human rights law has been minimal.
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14.3.9 The legislative process

The process whereby a Bill becomes an Act of Parliament (primary legislation), shown in
Figure 14.2, can be lengthy, and will depend on the degree of government support and/or
the urgency of the proposals. It is not always possible or desirable for primary legislation
to contain detailed or practical provisions. The Act may be drafted so as to provide a broad
framework allowing ministers to lay-down the details by means of regulatory secondary
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legislation. Such legislation is known as a parent Act or an enabling Act, a fine example
being the Health and Safety at Work Act 1974.

An enabling Act ‘enables’ the government minister to introduce regulations (statutory
instruments) under the auspices of the original legislation when further periods of consul-
tation or research have been completed. Another example will involve the enabling Act pro-
viding an opportunity to introduce regulations that have a single source. For example, the
European Communities Act 1972, which legitimized the UK’s entry into the EEC, is an
enabling Act under which a number of employment law regulations have been introduced,
such as the Transfer of Undertakings (Protection of Employment) Regulations 1981 and the
Employment Equality (Sexual Orientation) Regulations 2004. A further example is the
Equal Pay Act 1970, under which several amendment regulations have been introduced to
develop the field of equal pay law, particularly in response to EC directives and decisions
of the European Court of Justice.

The minister who is given the power to make delegated legislation may only make reg-
ulations within the limits defined by Parliament in the parent Act, otherwise the govern-
ment will be acting ultra vires and subsequently may be challenged in the courts.2

New primary legislation may start as a ‘Green Paper’, which is a statement of the issues
that the government intends to address and is for consultation purposes. Subsequently the
government may issue a ‘White Paper’, which is a statement of how the government
intends to draft the legislation. Where regulations are to be issued, draft regulations will be
published for consultation purposes. This is an opportunity for interested groups and indi-
viduals to make submissions to government. The CIPD regularly submits its views on pro-
posed legislation in this way; interested parties can influence forthcoming legislation by
more informal methods such as lobbying and through consultative bodies established for
that purpose.

14.4 Administration of the law: the system
of courts

Although the system of courts in England and Wales dates back to mediaeval days, they
have undergone reform over time – particularly in the 1870s and 1970s. The systems of
courts and tribunals in Scotland and Northern Ireland have a high degree of similarity to the
rest of the UK, and are subject to the decisions of the House of Lords and the ECJ, but there
are distinct differences based on history and geography. The system of courts can be
divided into three categories (see Figure 14.1):

● Inferior courts (e.g. county court)
● Courts of special jurisdiction (e.g., employment tribunal)
● Superior courts (e.g. Court of Appeal), including the European Court of Justice.

14.4.1 Inferior courts

The role of the inferior courts is two-fold: to act as courts of first instance (i.e. where cases
will first be heard), and to settle minor cases that need not be referred to superior courts.

The county courts, of which there are about 300, hear cases under civil law. These are
based on ‘districts’ divided into judges’ circuits, but do not coincide with any geograph-
ical areas. The County Courts Act 1984 gave these courts wide jurisdiction to hear
actions in contract, tort, recovery of land, equity, probate and monies recoverable under
statute. Legal procedure is simpler and litigation costs less in the county court, where
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solicitors and barristers have right of audience. There are no jury trials, the case being
heard by one judge.

The financial limitation on the value of damages sought in the county court is generally
£50 000. Small claims, that is those not exceeding £1000 (at the time of writing), will be
heard by a district judge, who is a solicitor (previously known as a Registrar). The losing
party does not pay legal costs. There is also a small claims arbitration procedure for claims
not exceeding £8000 (at the time of writing). This is an informal method of dealing with
claims that are too large to go to the small claims court.

The key role of the magistrates’ courts is to hear criminal cases; there are special juve-
nile courts to hear cases involving children under seventeen years of age.

At the time of writing, further reforms for the whole judicial system are planned.

14.4.2 Courts of special jurisdiction

There are several tribunals and minor courts that exercise power over specialized jurisdic-
tions. Of particular interest to the HR practitioner is the employment tribunal.

Employment tribunal

Following the recommendations of the Donovan Commission Report on Industrial
Relations in 1968, industrial tribunals were empowered in 1971 to offer speedy, accessible,
cheap justice that could be administered in a non-legalistic way. Tribunals, which already
had powers to hear appeals under the now defunct Industrial Tribunals Act, were given
increased jurisdiction to hear complaints of unfair dismissal. With the growth of statutory
employment protection after 1971 the workloads of the tribunals increased dramatically. In
2003–2004, 126 793 claims were lodged with the employment tribunals.

Today, employment tribunals (re-named in 1998) are the principal judicial means of
hearing claims arising out of statutory obligations and rights. There is some minor juris-
diction to hear breach of contract claims, but these must arise out of the termination of con-
tract. Claims must be made by the claimant on a form ET1. The respondent who wishes to
defend a claim must complete form ET3. In most cases the claimant must make their claim
within three months of the date of the unlawful act complained of, e.g. unfair dismissal or
sex discrimination, but the effect of the Employment Act 2002 (Dispute Resolution)
Regulations 2004 means that in effect this time-scale has been extended to six months.

Employment tribunals are normally chaired by a qualified lawyer (solicitor or barrister)
who is accompanied by two lay members, one traditionally drawn from the workers’ side
(e.g. a trade union) and the other from the employers’ side (e.g. from an employer’s organ-
ization such as the CBI), although in recent years lay members have been selected from
independent sources. Despite the enormous growth in complexity of the law, proceedings
remain relatively informal. There is no need for either party to be represented by a lawyer
(although most employers are represented in this way, and success rates can depend on
whether or not there is representation). There is normally no legal aid available. Costs can
be awarded where one party was shown to have acted abusively, disruptively, vexatiously
or otherwise unreasonably, or where the representative was shown to have ‘wasted time’,
but the incidence of such cases is low.

The Employment Rights (Dispute Resolution) Act 1998 reformed the workings of the
tribunals, allowing more cases to be heard by a tribunal chairman sitting alone without lay
members. Further amendments were made in 2001 and 2004. The Act also provided for a
voluntary arbitration scheme to be administered by ACAS. This permits an arbitration offi-
cer to hear and decide a case of unfair dismissal should both parties agree to give up their

496 Leadership and Management for HR Professionals



right for the case to be heard by the tribunal. However, there is no appeal from an arbitra-
tion officer to the EAT, and this may be one reason why, to date, the scheme has had a very
poor take-up.

The Employment Appeal Tribunal (EAT)

Appeals from the tribunal are allowed on a point of law only to the EAT. The chairman is
usually a judge or lawyer, who normally sits with two or four lay members. Where the tri-
bunal judgement is made by a chairman sitting alone, the EAT chairman may also hear the
case sitting alone. Appeals must be made within 42 days of the date when the tribunal gave
judgement.

Besides some special courts, there are also some domestic tribunals that govern the con-
duct of certain professions:

● Solicitors’ Disciplinary Tribunal
● Disciplinary Tribunals of the Bar
● Professional Conduct and Health Committees of the General Medical Council.

14.4.3 Superior Courts

The Supreme Court of Judicature comprises the Crown Court (Criminal) and the High
Court of Justice (Civil) and the Court of Appeal (Civil and Criminal).

The Crown Court

This is the principal court to hear criminal cases, although the magistrates’ court is a court
of first instance. In England and Wales the court’s jurisdiction is divided into 94 ‘circuits’
like those for county courts, with a permanent administration. The Crown Court circuits are
presided over by a High Court judge or a presiding judge, specially appointed by the Lord
Chancellor.

The High Court of Justice

Any legal matter may be heard in any division of the High Court throughout the country,
although the three divisions of the Court will usually hear matters relevant to their own spe-
cial jurisdictions:

● Chancery Division. This is headed by the Lord Chancellor and the Vice-Chancellor. It
will hear cases on appeal or at first instance concerning trusts, the administration of
estates, company law, partnership, patents and non-contentious probate matters.

● Queen’s Bench Division. This has mainly a first-instance jurisdiction in respect of
breaches of contract, tort, land and property claims and breaches of statutory duty. There
is no theoretical ceiling on the value of claims that can be heard or on damages awarded.
A duty exercised by this Division of the Court is to hear cases of judicial review, for
example writs of a public body acting ultra vires. It will also hear applications for injunc-
tions. There are also special courts for hearing commercial and admiralty matters.

● Family Division. This hears cases of first instance and on appeal family, matrimonial
and probate cases.

Regulation 497



Court of Appeal

Twenty-nine Lords Justices of Appeal sit in the Court of Appeal; they should not be con-
fused with the Lords of Appeal in Ordinary sitting in the House of Lords. The Court is
divided into two divisions:

1. Civil Division. The Master of the Rolls is the President of the Court. It may hear appeals
on a question of law from all three divisions of the High Court and the county courts.
Appeals are heard by rehearing the case, and ‘leave of appeal’ must be granted by the
Court before a case can be heard. This does not mean that all witnesses are recalled, but
the Court will examine all the written evidence and records, will hear legal argument
from the parties’ barristers, but not accept new evidence.

2. Criminal Division. The Lord Chief Justice is the President of the Court. Appeals on a
question of law is by right, but those that are a mixture of law and fact must be given
leave of appeal unless the trial judge recommends otherwise. Appeals can be heard on
sentence, but the Court can increase a sentence as well as reduce or ‘quash’ it.

The House of Lords

More properly called the Appeal Committee of the House of Lords, this was created in
1876 and comprises a number of Lords of Appeal in Ordinary who are past and present sen-
ior judges who are also members of the House of Lords. The Committee may hear civil and
criminal appeals. In matters of purely UK law (i.e. not emanating from the EU) the
Committee is the highest court in the land, including Scotland and Northern Ireland. Its
decisions are absolutely binding on all lower courts, although it may now depart from its
own previous decisions.

The European Court of Justice (ECJ)

The ECJ is one of the EU’s four institutions; its role is to interpret and enforce EC law. The
judgements of the Court have had significant impact in the field of employment rights and
commercial law. Since the enlargement of the EU in 2004 the Court consists of twenty-five
judges, one appointed by each of the Member States and a twenty-sixth appointed by the
larger Member States in rotation. They are assisted by currently six Advocate-Generals (sen-
ior legal officers), who investigate cases and give reasoned opinions to the court on the issues
of EC law raised in each case. The judges do not have to accept the opinion of the Advocate-
General, but usually do so. Because of the number of cases, it normally takes eighteen
months for a full case to be heard. One difficulty is that the Court is not bound by its own
decisions, so this has given rise to some ambiguity, e.g. in respect of the Acquired Rights
Directive 1977 (UK: Transfer of Undertakings (Protection of Employment) Regulations
1981).

Under different articles of the 1957 founding Treaty of Rome, the jurisdiction of the ECJ
varies:

● Article 226 – Legal enforcement action can be taken against a Member State for failing
to comply with EC legislation

● Article 230 – Legal action against EU institutions for failure to comply with EC
legislation

● Article 234 – Preliminary rulings on matters referred to the Court by a court or tribunal
of a Member State for interpretation or meaning of some aspect of EC law. For example,
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in the UK, in 1997 the House of Lords referred the case of R v. Secretary of State for

Employment, ex-parte Seymour-Smith & Perez [1999] ICR 497 to the Court, which
decided that the UK’s two-year qualifying period for claiming unfair dismissal was con-
trary to the EC Equal Treatment Directive and amounted to indirect sex discrimination
against women.

14.5 Branches of the law

14.5.1 Criminal civil

This branch of the law has developed under both the common law and statute, but the
growth of legislation now means that most criminal law and the administration of justice
are subject to statute. There are a number of terms that distinguish criminal law from
civil law:

● In criminal law there is always a presumption that mens rea is required before a person
will be held guilty of an offence. Mens rea is Latin for ‘guilty mind’, of which there are
three main states: intention (or motivation) to commit the crime, and two types of reck-
lessness. However, there is a small number of crimes known as strict liability crimes
which require no mens rea; these have been created by statute, although the legislation
is notoriously unclear when such a rule applies. This type of crime has been established
to protect the public interest, or of social concern.

● There must be the actus reus, which is one or more criminal acts, including the cir-
cumstances in which was committed and possibly the consequences. For example, a
physical assault on another will be a criminal act, but the circumstances will include
whether the assault took place in the course of a voluntary wrestling match as well as
the severity of the harm caused to the victim. The accused’s behaviour must be vol-
untary, and a defence may be that the person was not in control of his or her actions
– such as insanity or where there is diminished responsibility. Some crimes can be
committed by omission, e.g. by failing to take reasonable care to protect someone’s
life.3

● Criminal offences other than minor offences will be ‘arrestable offences’.
● Criminal proceedings will be brought by the State against the individual by the Crown

Prosecution Service. The task of the prosecution in a criminal case is to prove beyond
reasonable doubt that the accused carried out the act in question (actus reus) with the
mens rea being present. This is quite different from civil cases, where the burden of
proof may shift depending on which legislation or common law rule is relevant and the
decision as to blameworthiness will rest on the ‘balance of probabilities’ – which is a far
less onerous test to apply.

14.5.2 Criminal law in the workplace

The most likely impact will be in the management of health and safety, where certain
breaches of the Health & Safety at Work Act 1974 and the numerous regulations made
under it can be taken up by the Health and Safety Executive (HSE), whose inspectors can
instigate investigations, prosecutions and enforcement provisions under the Act. Statutory
duties range from ‘absolute’ to ‘practicable’ and those which are ‘reasonable practicable’.
For example, the Control of Substances Hazardous to Health Regulations 2002 place an
absolute duty on the employer to assess all substances hazardous to health. Local authori-
ties also have a statutory enforcement role under the Act.
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An HSE inspector may issue improvement notices and prohibition notices; appeals
against notices are to the employment tribunal. Failure to comply and conviction in court
may lead to a fine (on a range £5000–£20 000) or imprisonment.

In more serious cases where there is workplace death, manslaughter charges may be
brought against the employer or individual managers. Employers cannot avoid liability for
breach of general duties under the Act by arguing that senior management (the ‘directing
mind’) of the organization had taken all reasonable precautions and the fault lay with jun-
ior staff. In R v Gateway Foodmarkets Ltd [1977] IRLR 189 the Court of Appeal held the
company to be liable although the local management of the incident had rested with the
store manager.

Where an offence is committed by a body corporate, senior managers may be individu-
ally liable under ‘corporate manslaughter’ law announced by the government in 2004, but
there is doubt whether a new offence of ‘corporate killing’ will be introduced.

Other important examples where the criminal law will impact include:

● Protection from Harassment Act 1997 (which also includes civil provisions) where a
person is put in fear of violence

● Asylum and Immigration Act 1996/1999
● Data Protection Act 1998 (the Information Commissioner can bring a prosecution for

serious breaches)
● National Minimum Wage Act 1998 (inspectors can bring prosecutions)
● Working Time Regulations 1998 (relevant requirements are a statutory duty that can be

enforced by the local authority)
● Children and Young Persons Act 1933 (local authorities can bring prosecutions against

employers).

The government is currently considering codifying the criminal law to establish a much
clearer set of rules and standards.

14.5.3 Civil law

(i) Law of contract

Contract is based in common law rather than in legislation, although legislation, notably the
Employment Rights Act 1996, has granted employees a number of important contractual
rights. The simple definition of a contract is: ‘An agreement enforceable in law made by
two or more persons (the offeror and the offeree) for one or both parties to perform some
(lawful) act(s).’

However, there are a number of requirements to be lawful. First, there must be an offer

and acceptance of the offer. A contract is more than an exchange of mutual promises; there
must be some consideration, i.e. something of value for the performance of the contract,
such as a salary or wage in return for valuable work, sometimes known as the ‘price of the
bargain’. Privacy of contract means the contract and no others will bind the identified par-
ties to the contract, even though others may be affected by it. Finally, there must be the
intention of the parties to the contract to be legally binding upon them.

A further factor is the legal capacity of the parties to contract. Two special categories
exist: if one party is a minor (i.e. under eighteen years of age); or where one party is of
unsound mind or was intoxicated by alcohol.

There are several essential rules of the law of contract laid down in cases. Some of these
are as follows:

● Once an offer has been made and unequivocally accepted it cannot be unilaterally with-
drawn or varied, even if the offeror realizes he has made a mistake (unless the offeree
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ought to have known there was a mistake). Centrovincial Estates plc v. Merchant

Investors Assurance Co. Ltd [1983] Com LR 158.
● Job advertisements do not normally form part of a contract offer. In commercial terms

advertisements are ‘an invitation to treat’, although there will be exceptional circum-
stances where the advertisement is addressed to the ‘whole world’. Where there is scant
evidence of the terms of the contract, the advertisement may be taken into account by a
tribunal or court.

● A letter of acceptance takes effect whenever it is posted, provided that it was reasonable
for the offeree to have used the postal system. Generally, acceptance of an offer to con-
tract must be properly communicated and be absolute and unconditional. A counter-offer
is a rejection of the original offer. In most cases, the acceptance of an offer must be
accompanied by some overt sign of acceptance. For example, in Felthouse v. Brindley

[1862] 11 CB (NS) 869, the uncle of the owner of a horse wrote to his nephew saying:
‘If I hear no more about him I consider the horse is mine at £30.00’. The nephew
intended to sell the horse to his uncle, but an auctioneer inadvertently sold the horse at
auction. The uncle sued the auctioneer, but the court said there was no contract between
him and his nephew because the latter had failed to communicate his acceptance of his
uncle’s offer, and so the latter had not suffered any damage.

● In Hyde v. Wrench [1840] 3 Beav., the defendant offered his farm for sale at the price of
£1000 to the plaintiff, who responded by offering only £950. When this was rejected the
plaintiff subsequently offered the original asking price of £1000. There was no contract
between the parties. The original offer of £950 had been rejected. The new offer of
£1000 was a new offer which had extinguished the original offer.

This principle is enshrined in law today. Any alteration to the terms of the offer will render
the acceptance invalid.

Example of contract law applied to employment law

Suppose that an employer decides to make unilateral changes to the contracts of employ-
ment of his staff. The employer offers the new terms to the employees on a take it or leave
it basis. The staff do nothing. The employer cannot assume that silence means they have
accepted the new terms. In the absence of a good business reason for changing the contract
terms any subsequent changes made will constitute a breach of contract, and a dismissal for
refusing to accept the new terms will be unfair. Should the employer have a good business
reason and follow a reasonable contract variation procedure, the dismissals may be fair.

Contracts in writing

In common law, contracts do not have to be in writing and can be made verbally in the pres-
ence of witnesses. However, the Employment Rights Act 1996 (section 1) provides that an
employer must give to a new employee a statement of his or her principal contractual terms
and conditions within two months of beginning employment. Section 4 of the same statute
requires an employer to give to an existing employee a revised statement where certain
terms and conditions have been changed. However, this ‘statement’ does not constitute the
contract of employment and will not be treated by the courts as one, although it will be evi-
dence of contractual terms.

There are number of statutes that do require contracts to be made in writing, for example
consumer credit agreements (Consumer Credit Act 1974) and the sale of land or property
(Law of Property(Miscellaneous Provisions) Act 1989).
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Illegality of contracts

Generally, no contract can be enforced if it is based on or contains something illegal and is
known to one of the parties. Examples include criminal activities, contracts contrary to pub-
lic policy (such as those in restraint of trade) and those that offend accepted morality. This
may be the case even where one party is entirely innocent and ignorant of the illegality.

Other factors that affect the validity of the contract

1. Frustration of contract: this occurs when, without fault of either party, the contract
becomes impossible or unlawful to perform, or commercially not viable, or where there
has been such a change in the significance of the obligation that the performance of it
would be fundamentally different from what the parties originally intended. If the con-
tract is frustrated it comes to an end automatically. In employment law, frustration may
arise through the long-term illness or imprisonment of the employee. However, the
courts will be unwilling to apply the rules of frustration unless the matter is clear
because the employee will be left without any remedy and there may be statutory rights
that will cover him or her – for example, an employee on long-term absence could be
covered by the Disability Discrimination Act 1995.

2. Discharge by breach and remedies: where one party fails to perform his or her obli-
gations under the contract the other party may repudiate the contract and potentially
seek damages for the loss suffered. Damages are a common law remedy to provide
financial redress for the injured party. The objective is to place the injured party in the
position he or she would have been had the contract not been breached. Damages are
awarded in compliance with legal rules. In recent years a number of cases brought by
employees because of the ‘stress’ they have suffered at work have been subject to evolv-
ing rules so that damages will only be awarded in particular circumstances. Examples
of some cases are shown below in our discussion of the Law of Torts.

(ii) Law of Tort

The word ‘tort’ derives from the Norman French meaning ‘wrong’. A tort is a civil wrong
that does not arise from a breach of contract or of criminal law but, like contract law, the
plaintiff may seek damages and/or an injunction. The general duty to refrain from com-
mitting a tort is imposed by the law of the land. There are many examples of torts, but the
following are illustrative of the range:

● Negligence – claims arise where the plaintiff claims the defendant had a duty of care,
but the scope of a claim is broad and not always clear. However, it appears that this
means that wherever one person is in a position reasonably to foresee that his or her act
or omission may injure another, the duty of care arises. This definition arose out of the
famous case of Donoghue v. Stephenson [1932] AC 562, where the House of Lords
upheld the decision of that the manufacturer of a bottle of ginger beer should have
ensured that a snail did not get into the bottle where it was reasonably foreseeable that a
consumer might drink the contents of the bottle and become unwell as a result.

● Careless misstatement and negligent misstatement, of which the latter may occur in
writing a job reference for a former employee. In addition, the employer must take care
not to commit the tort of defamation in respect of the individual’s character.

● An occupier’s liability to exercise reasonable care, although this duty is now aug-
mented by statutory obligations.
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● Trespass to both land and of the person; the latter may constitute assault and battery
where the employer searches an employee without prior permission.

● False imprisonment – unlawfully restricting the freedom of another.
● Conversion of goods, so that the defendant deals with the plaintiff’s goods in such a way

that he or she calls the title of the goods into question.
● Trespass to goods – interference with the plaintiff’s goods.
● Nuisance – this is governed by the rule of ‘give and take’ so that we must all bear cer-

tain inconveniences by virtue of living when and where we do.

Of key interest to employers is their liability in tort for employees’ stress at work. A num-
ber of cases have now laid down a fairly clear set of rules on how these claims should be
dealt with by the courts. In Barber v Somerset County Council [2004] UKHL 13, IDS Brief

756, the House of Lords said that an employer is entitled to believe that an employee is
capable of withstanding the normal pressures of a job, unless something specific about the
job, or some particular vulnerability in the employee of which the employer knows, causes
the employer to reconsider the matter. Reasonable enquiries may need to be made by the
employer. The overall test is still ‘the conduct of the reasonable and prudent employer, tak-
ing positive thought for the safety of his workers in the light of what he knows or ought to
know’. Ultimately, the question must be asked, ‘could the employee’s ill-health be reason-
ably foreseen?’ In cases of bullying leading to personal injury, the burden on the employer
to disprove reasonable foreseeability will be harder.

Two torts are of particular interest for employers and trades unions:

1. Conspiracy to put unlawful pressure on the plaintiff. This tort has been used by
employers in industrial disputes where the trade union has conspired to act in restraint
of trade outside the statutory immunities for common law torts laid down in the Trade
Union and Labour Relations (Consolidation) Act 1992 (TULR( C )A).

2. Interference with the performance of a contract. This can include using lawful means
to execute an awful act; or where both means and act are unlawful, such as striking
workers through their union threatening to block supplies or services reaching an
employer; also, the tort of Intimidation.

(iii) Employment law

Although the common law continues to exercise significant influence in employment law,
the predominate influence nowadays is statute which places numerous obligations on the
parties, particularly employers, in this special branch of civil law. Employment law com-
prises both ‘individual law’ concerned with the rights and obligations arising out of the
contractual relationship between worker and employer, and also ‘collective law’, which is
concerned with labour relations and trades unions. The differences and connections
between the two are explained in Figure 14.3.

In Figure 14.3:

A The individual employment relationship is based on the contract of employment. This
relationship has been significantly strengthened for the employee by the introduction
since 1963 of a broad ‘floor of rights’ provided by statute.4

B This is the relationship between trades unions and the collective rights of its members
vis-à-vis their employer. In order for this part of the relationship to be triggered, the
employer must ‘recognize’ the union for the purposes of collective bargaining. The
Employment Relations Act 1999 (amended by the Employment Relations Act 2004)
considerably strengthened the rights of trades unions to gain recognition by employers
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by use of the statutory recognition process which is supported by Central Arbitration
Committee (CAC). Even if the employer does not recognize the union concerned, it may
still attempt to represent its members’ concerns to the employer, although there is no
guarantee of success.
The collective relationship will be enshrined in a collective agreement drawn up as a

result of collective bargaining. This is legally a non-binding agreement which, as well
as determining the way the two parties will deal with each other, will deal with the
outcome of the negotiations. For the individual, this will be crucial, because the key out-
come will be such matters as pay, hours of work, health and safety, equal opportunities,
pensions and job security. In law the process of ‘incorporation’ permits the relevant
terms to be incorporated into individual contracts of employment; but for this to happen
in the first place the contract must contain a clause that permits it to be changed from
time to time as a result of collective agreements. Of course, the employment contract is
legally binding on the parties, whereas there is a presumption in law that the collective
agreement is not legally binding.

C Finally, there is the individual trade union membership relationship based on the per-
son’s contract of membership with his or her union. Obviously, this part of the relation-
ship does not exist unless the individual is a union member. Despite the decline in union
membership from 13.3 million in 1979 to 7.5 million in 2003, over 1 million UK work-
ers who are not union members do have their terms and conditions determined by col-
lective agreements. In most cases the union Rule Book is the contract of membership,
and like all contracts it can be enforced in the courts. Historically, it was interpreted in
accordance with the common law, but since 1984 it has been subject to substantial statu-
tory regulation.

Collective law

This specialist branch of employment law has already been discussed in several places ear-
lier in this chapter. Historically, trades unions won immunity from legal liability under a
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number of common law torts by the introduction of statutes beginning at the end of the
nineteenth century. This legislation was substantially curtailed by the Conservative gov-
ernments of 1979–1997. However, the basic premise of the immunities remains – that is,
provided the union concerned acts within the definition of a trade dispute laid-out in the
TULR(C) Act it will not be liable for damages. Amongst the matters provided for in the
statute are organizing industrial action, including ballots, the type of industrial action that
can be undertaken, picketing, secondary or sympathy action (unofficial action); union
membership agreements (closed shop), and the rights of trades unions to be informed and
consulted in collective bargaining and arising out of collective redundancies and (in the
TU(PE) Regulations 1981) a transfer of undertakings.

The Conservative governments of Margaret Thatcher and John Major were opposed to
trade union intervention in the running of the economy. They saw it, both ideologically and
economically, as an impediment to the UK’s ability to compete globally and to grow as a
democratic society within a free market system. Several pieces of legislation were enacted
to curtail the operation of unions at a macro-level in the economy.

Since 1997, changes to the law have mitigated the worst effects of the previous legisla-
tion for trades unions without substantially reducing the restricted definition of a trade dis-
pute or affecting the basis on which the immunities apply. Two key developments legislated
for in the Employment Relations 1999 Act were the opportunity for an independent union
to seek compulsory recognition for the purposes of collective bargaining, and the introduc-
tion of ‘protected industrial action’. The latter arises where the individual takes part in offi-
cial industrial action (i.e. within the statutory immunities) for a period lasting no longer
than twelve weeks. For an employer fairly to dismiss a striking employee after twelve
weeks he must show he has reasonably exhausted any collective disputes procedure. The
period of ‘protective’ action was extended by the Employment Relations Act 2004.

Most collective law in the UK, except for information/consultation rules indicated above,
has evolved without the influence of the EU. The EU’s Social and Employment Policies
have collaboration and partnership between employers and employee representative bodies
as a central part of progressing workplace rights and duties. As you will see from Chapter
11, the social partners have an important role in developing EU policy and legislation.
Furthermore, the EU has introduced two directives that lay down a universal model for infor-
mation and consultation between employers and employee representatives in the workplace:

1. European Works Council directive 1994, which in the UK has been implemented as the
Transnational Information & Consultation of Employees Regulations 1999

2. Information & Consultation in the Workplace directive 2002, which in the UK has been
implemented as the Information and Consultation Regulations 2004. Currently this is as
close as the UK has come to having ‘works councils’, which are, however, a common
feature of continental European employee relations.

The information and consultation arrangements do not offer automatic rights to trades
unions to be involved, but in practice many unions ensure they are represented throughout
the process.

14.5.4 The contract of employment

Employment status

Traditionally, in the employment relationship the law has provided rights especially for
employees who are engaged on an employment contract. This is still referred to as a ‘con-
tract of service’, which reflects its origins in the days of ‘master and servant’. With the
expansion of different types of flexible working, the numbers of certain types of the self-
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employed (e.g. consultants) and agency staff have grown (see Part One of this book). These
are termed ‘workers’ in law, and will be engaged on a ‘contract of services’; traditionally they
have enjoyed very minimal rights, the main exception being under discrimination law.
However, in the past decade the common law tests to determine who is an employee have
taken on a new dimension because a number of statutory rights now extend to workers, such
as the Part-time Workers’ (Less Favourable Treatment) Regulations 2000, National Minimum
Wage Act 1998, the Working Time Regulations 1998, the Data Protection Act 1998, and the
Conduct of Employment Agencies and Employment Business Regulations 2003.

Controversially, the EU has attempted to introduce a directive that provides extensive
protection to temporary agency workers, but currently the proposals are deadlocked. One
of the proposals is to give ‘temps’ the same terms and conditions as ‘permanent’ employ-
ees after several weeks of engagement at the client’s premises.

At a selection interview Josh was verbally offered a job based on certain terms and condi-
tions, including pay of £500 per week and six weeks’ annual holiday. Josh verbally
accepted the offer, and the following day gave notice to his then employer. Ten days after-
wards Josh received a letter from his new employer detailing his contractual terms and con-
ditions, including pay of £450 and five weeks’ holiday. The employer explained that there
had been a mistake at the interview, and this now reflected the true position.

Was Josh in the position where he had to either take it or leave it?

No. The terms offered at the interview and which Josh accepted are the contractual terms
that should prevail. The employer’s revised terms are in effect a new offer, which Josh
could accept or reject, but the original terms stand. This is very similar to what happened
in Sarker v. South Tees Acute Hospitals NHS Trust [1997] ICR 673. The EAT upheld the
claimant’s claim for breach of contract on termination saying: ‘the mere fact that the duties
under [the] contract would not be performed until a later date (i.e. when Sarker eventually
started work) cannot take it outside the concept of a contract of employment’.

This case illustrates the importance of agreed ‘express’ terms, whether they are in writ-
ing or not. Obviously, a sensible employer and employee will want to confirm the contrac-
tual terms in writing as soon as possible; this is often done in an ‘offer’ letter.
The sources of the contract are shown in Figure 14.4.

Implied terms of the contract

The importance of certain universal implied terms have already been discussed earlier in
this section. In addition, there is a number of implied contract terms specific to the
employer’s and employee’s role in the employment relationship, such as:

● The employer’s obligations: to pay wages. Where the employee is ‘ready and willing’
to work the employer must pay the contractually agreed level of wages, even though
there is no work to be done. The exception to this is where the contract expressly says
otherwise.

● The employee’s obligations: to exercise the duty of skill and care. This involves under-
taking any skill or knowledge in a way that is fully beneficial to the employer. To act
negligently would be a breach of this duty. Moreover, the employee must not act in a way
that could cause a health and safety risk to others.

Finally, there is the mutual obligation of trust and confidence – arguably, the most impor-
tant of all the terms. Both parties must act in a courteous way that upholds a certain degree
of respect for each other. In Courtaulds Northern Textiles Ltd v.Andrew [1979] IRLR 84,
the court said that this term could be expressed so that the employer should not ‘without
reasonable or proper cause, conduct themselves in a manner calculated or likely to destroy
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or seriously damage the relationship of mutual confidence and trust between employer and
employee’.

A breach of this duty by the employer may lead to the employee claiming that there has
been a repudiatory breach entitling him or her to exercise the statutory right to claim con-
structive dismissal. On the employee’s part, it could represent gross misconduct leading to
summary (instant) dismissal. Examples of this breach by the employer would include:

● Swearing at and insulting the employee
● Failing to deal with a complaint properly
● Sexual or racial harassment
● Forcibly searching an employee.

Obviously, these behaviours could also breach a number of statutory rights.
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Variation of contract

Without the consent of the other party, variation of contract could also be a breach of
mutual trust and confidence as well as a substantive breach by itself. The former would
entitle the employee to resign without giving notice and claim constructive dismissal.

14.5.5 The employee’s right to wages

Any failure by the employer to pay the employee the agreed level of wages is likely to be
a breach of the express and implied terms. In addition it may be a breach of the
Employment Rights Act 1996, which makes it unlawful for the employer not to make pay-
ments due to the employee by making deductions not permissible under the contract of
employment.

14.5.6 National Minimum Wage (NMW) Act 1998 (amended 1999)

Every employee and worker has the right not to be remunerated by his or her employer at
a rate less than that specified in the NMW Regulations accompanying the Act, depending
on age and whether in training or employment. A claim can be made to the employment
tribunal for a failure to pay the NMW, and where the individual has received some detri-
ment for attempting to enforce his or her rights under the Act (e.g. dismissal). Inspectors
appointed by the government have powers to enter premises, inspect employers’ records
and instigate criminal action against those in breach of the statute. Although a direct com-
parison is inappropriate, there are similarities with the powers exercised by inspectors
appointed by the Health & Safety Executive or the local authority under the Health &
Safety at Work Act 1974.

14.5.7 Termination of contract

The contract of employment can be brought to an end for a number of reasons.
Reasons for termination of contract by the employer include:

1. Dismissal of the employee for one of the potentially five statutory fair reasons
(Employment Rights Act 1996):
● misconduct
● redundancy
● some other substantial reason (SOSR – e.g. reorganization of the employer’s busi-

ness)
● incapability (e.g. ill-health absence)
● statutory bar (where law prevents the employee from carrying out the work for which

he or she was employed, e.g. a lorry driver loses his driving licence as a result of
motoring offences).

2. Compulsory retirement of the employee. In 2006 the introduction of the Employment
Equality (Age) Regulations will apply a statutory default retirement age, probably
65 years; under these and other laws (e.g. Sex Discrimination Act 1975) the employee
may bring a claim for discrimination based on retirement age.

3. A contract based on the completion of a task is completed by the performance of that
task (and if found fair will be for SOSR).

4. A contract for a fixed term expires on the given date (and if found fair this will be for
SOSR). A termination will be subject to the Fixed-term Employees (Prevention of Less
Favourable Treatment) Regulations 2002.
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5. Insolvency or by virtue of a transfer of undertakings under the Transfer of Undertakings
(Protection of Employment) Regulations 1981.

6. Frustration – this was discussed in section 14.5.3.

Reasons for termination of contract by the employee include:

1. Resignation
2. Voluntary retirement (subject to the employer’s consent)
3. Voluntary agreement.

The importance of giving notice

Not only should either party give full contractual notice, but the employer must also ensure
that he or she gives the minimum statutory notice period laid down in the Employment
Rights Act 1996. After one month’s service and up to two years’ service, the employee is
entitled to one week’s notice. Thereafter, the employee is entitled to one additional week
for every year of service up to a maximum of twelve weeks.

14.5.8 Types of dismissal

Common law

1. Wrongful dismissal. This is where the employer terminates the employment contract
and in so doing breaches one or more terms, normally the required notice provisions.
Since 1994 the employee has the right to sue for damages in the employment tribunal of
up to £25 000 (see the Sarker case discussed in section 14.5.4).

2. Summary dismissal. This is where the employer is entitled to dismiss instantly without
notice because the employee has committed gross misconduct. However, case law shows
that an investigation may need to be undertaken before the dismissal. Also, this type of
dismissal is now subject to rules under statutory unfair dismissal discussed below.

Unfair dismissal

This crucial employment right was introduced in 1971 to give employees a new statutory
right of complaint. The Employment Rights Act 1996 lays out five potentially fair reasons
for dismissal (already listed above). There are no qualifying hours to make a claim of unfair
dismissal, but the employee must have worked continuously for the employer for twelve
months at the effective date of termination. Examples of where no qualifying period is
required are dismissal on grounds of pregnancy, trade union membership, or health and
safety. An employee bringing a constructive dismissal claim may also argue that his or her
dismissal was unfair.

Since October 2004, the dismissal of any employee (other than for specific reasons, e.g.
collective redundancies) will be subject to the statutory disciplinary and dismissal proce-
dure introduced under the Employment Act 2002 (Dispute Resolution) Regulations 2004.
These lay down a regime of stages and steps to be followed by the employer, which include
holding a proper hearing and allowing the employee to appeal. The effect of the procedure
is to extend in practice the time period for bringing a claim of unfair dismissal from three
months to six months. There is also a statutory grievance procedure.

Damages for unfair dismissal comprise a basic award based on length of service and
compensation (currently £56 800), both of which are uprated every year.
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14.5.9 Family friendly rights

The Labour government of 1996 to the present has particularly developed the regulatory
framework for granting working parents with rights to paid time off for family reasons. The
Employment Relations Act 1999 and the Employment Act 2002 strengthened/introduced
the following:

● Maternity leave – Ordinary Maternity leave (paid 26 weeks) and Additional Maternity
leave (unpaid 26 weeks) with rights to return to work

● Adoption leave – Ordinary and Additional Adoption leave as for OML/AML
● Paternity leave – one or two weeks’ consecutive paid leave with rights to return to work
● Parental leave – thirteen week’s unpaid leave, introduced as a result of the EC Parental

Leave Directive 1996
● Dependancy leave – reasonable time-off to care for a dependant who is ill or injured, or

where care arrangements are unexpectedly disrupted.

Although this regime does not present a cohesive set of rules, current government policy is
both to strengthen and to make more consistent the law applying to these rights.

14.6 Anti-discrimination law

This is a particularly important and growing area of law, based on several EC directives.
Although anti-discrimination statutes were established in the UK before the first EC direc-
tives were implemented (i.e. Equal Pay Act 1970, Sex Discrimination Act 1975 and Race
Relations Act 1976), since 1975 existing and new law has been subject to or derived from
EC directives.

There is a developing cohesive framework of common definitions and rights/obligations
under the legislation. Discrimination may take different forms:

● Direct discrimination. A person is treated less favourably because of their sex, race,
disability, religion or sexual orientation, and this causes a disadvantage to be suffered by
them, which may be physical, economic or psychological. This type of discrimination
cannot be justified.

● Indirect discrimination. A ‘provision, criterion or practice’ is applied equally; how-
ever, it not only disproportionately affects the sex, race, etc., of which the individual is
a member, but also disadvantages him or her as a member of that group. Crucially, the
employer may justify the treatment by showing it was a proportionate means of apply-
ing a legitimate reason.

● Harassment. This is unwanted conduct by another person which violates the individ-
ual’s dignity or creates an intimidating, hostile, degrading, humiliating and/or offensive
environment. Bullying may constitute harassment under this area of law, and is treated
seriously by the tribunals. As with all types of discrimination, the intention of the per-
petrator is immaterial to liability, which may rest upon both the employer and his or her
employee(s) who carried-out the unlawful act.

● Victimization. This is where the individual is subject to further disadvantage after hav-
ing raised a claim of discrimination.

12.6.1 The Disability Discrimination Act 1995

This was amended in 2004 as a result of the EC Framework directive 2000, and has provided
a powerful influence on how disabled people are treated in the workplace. A disability can
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be physical or mental, but must have already existed or be likely to exist for twelve months
continuously. An employer will be under a duty to make reasonable adjustments to accom-
modate a disabled person at work. The House of Lords’ decision in Archibald’s case shows
that the statute, unlike other anti-discrimination law, provides for a measure of positive dis-
crimination in assisting disabled persons, which does not apply to other persons.

In 2003, two new laws introduced to implement the Framework directive extended
the ambit of protection: Employment Equality (Sexual Orientation) and Employment
Equality (Religion or Belief) Regulations. In addition, in 2006 the Employment Equality
(Age) Regulations will be introduced. In 2003–2004, 51 per cent of sex discrimination
claims were linked to pregnancy/childcare and 33 per cent of race/sex cases were related to
harassment.

Jay is a British Muslim who strictly follows the teachings of her religion. She has been told
by her employer that she cannot wear the hijab (headscarf) in the course of her work as an
office administrator. At the end of the same week that she is given this decision, she
becomes aware that at the other end of the large open-plan office in which she works three
male colleagues are downloading pornographic images. She is not shown these images and
neither does she look at them, but from the language and behaviour used by the men she is
fully aware of what is happening. Does Jay have a claim in law?

Yes. Guidance on the legislation from ACAS and case law shows that in the first instance
Jay could have a strong claim of indirect discrimination on the ground of her religion (and
possibly on the ground of race). Secondly, case law shows that Jay will have strong grounds
for bringing a successful claim of sexual harassment because of the way in which the envi-
ronment where she worked was affected.

14.7 Data Protection

This area of law applies to consumers and private citizens as well as to employees/work-
ers, although our discussion is restricted to the latter. The Data Protection Act 1998 derives
from the EC Data Protection directive, and provides rights for ‘data subjects’ (e.g. employ-
ees) by placing obligations on data controllers and processors (e.g. employers). These obli-
gations are founded on the eight data protection principles in the Act – for example, First
Principle: that information on the data subject shall be processed fairly and lawfully. Data
can be ‘personal’, such as age or address, and ‘sensitive’, such as ethnic origin, but to fall
under the statute must be located in a ‘relevant filing system’ processed in either paper form
or electronically. Subject to the rules in the Act, data subjects will have rights of access,
blocking or erasure of data.

The Freedom of Information Act 2000 altered the title of the Data Protection Registrar
to the Information Commissioner, who has powers of enforcement and may institute legal
proceedings as a result of any legal infringement. In 2002, the Commissioner began intro-
duction of his four-part Employment Code of Practice.

14.8 The regulation of the employment
relationship

During the Conservative administration of 1979–1997, inroads made by EC legislation into
the employment relationship were firmly resisted. Instead, relying on a minimum ‘floor of
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employment rights’, the employee was free to enter into a contractual relationship with the
employer which the government wished to see as being strongly influenced by free market
principles. Indeed, some employment laws were weakened or liberalized. The steps to
undermine the strength of trades unions in this period were an integral part of the attempt
to subject the employment relationship to market forces. However, this attempt could not
fully prevent EC social policy legislation having an impact, and after 1997, when the UK
signed the Amsterdam Treaty (1999), directives that had hitherto been opted-out from or
resisted were embraced, such as the Parental Leave directive and that introducing informa-
tion and consultation arrangements for small and large enterprises.

Nevertheless, we should not accept Labour government policy as being the reverse of
that of the Conservatives. Although it is true more than ever that an increasing amount of
UK employment law falls within the competence of EC legislation, the UK government has
attempted to generate a ‘third way’ in its regulation of law affecting employees and busi-
nesses. This seeks to balance regulating for individual and collective fairness in the work-
place (and citizens’ rights as consumers) against the need to compete globally. The
historically divisive nature of industrial relations is now premised on ideas of ‘partnership’.
Moreover, government policy has the stated aim of regulating the labour market in such a
way as to reduce barriers to employment. A prime example is the ongoing family-friendly
legislation, which is partly designed to facilitate working mothers (and fathers) remaining
in or returning to work. This policy, as well as improving paid rights to leave etc., should
also have the effect of reducing the numbers on social security benefits or simply those
inactive in the labour market.5

It is not possible to say at this stage whether this policy will work. The government has
resisted the removal of the ‘opt-out’ from the average 48-hour working week provisions,
and continues to block such EC draft directives as that which would give extensive rights
to temporary agency workers, arguing that these measures will undermine EU global com-
petitiveness. Indeed, whilst many employers will argue that employment and corporate reg-
ulation has gone as far as it should for now, others will point to the lacuna in parts of
employment law – for example, the inability of an employee with under twelve months’
service to claim unfair dismissal, or the lack of any effective remedy for an employee who
has to resign because of bullying which is not related to an area of discrimination law, other
than claiming constructive dismissal. Whether more employee-centred regulation follows
will depend not only on the political party in power, but also on the prevailing social and
economic context at the time.

14.9 Other types of law

14.9.1 Competition law

Contract law

A general principle is that clauses that seek to restrict trade are generally void, although
those that are reasonable may be legal (taking account of trade custom), no wider than to
protect the legitimate interests of the party, and not contrary to public interest. Restraint
clauses can be inserted into employment contracts to prevent employees disclosing trade
secrets, setting up in competition or taking customers away to another employer.

Statutory prohibition and public policy

There is an enormous range of legislation. The Enterprise Act 2002 strengthens competi-
tion law to prevent restrictive practices between private and public sector organizations,
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particularly through the work of the Competition Commission and the Office of Fair
Trading.

● The Office of Fair Trading (OFT). The Director-General of the OFT has wide powers
to investigate any medium-sized or large enterprise to decide whether it is engaging in
anti-competitive practices. According to the Department of Trade and Industry this will
include all mergers in the first instance, and with the exception of public interest cases,
and decide whether or not they should be referred to the Competition Commission (CC)
for further investigation. The test is whether the OFT believes a merger has resulted, or
could be expected to result, in a substantial lessening of competition. The OFT can refer
cases to the Restrictive Practices Court. In public interest cases, the Secretary of State
decides whether to clear a merger or otherwise refer it to the CC. The only public inter-
est considerations defined under the 2002 Act relate to national security and the news-
papers/media industry. The previous statutory regime was the Fair Trading Act 1973,
under which a number of high-profile mergers were being considered – such as the four
Safeway supermarkets mergers, Carlton and Granada, and Sainsbury’s/Somerfield
supermarkets.

● The Competition Commission. The main areas of competence of the Competition
Commission are price-fixing, the forming of cartels and the reduction of services or sup-
ply of goods contrary to the public interest by private or public sector organizations. It
was set up by the Competition Act 1988. The work of the CC, the OFT and the
Enterprise Act also affects consumer law. In early 2005, and following allegations of
corporate bullying, the OFT reported on its audit into a code of conduct governing how
supermarkets work with their suppliers.

14.9.2 Consumer protection law

This area of law has a long pedigree reaching back to the nineteenth century. The Supply
of Goods and Services Act 1982 requires a supplier of a service acting in the course of busi-
ness to carry out that service with reasonable care and skill and, unless agreed to the con-
trary, within a reasonable time, and to make no more than a reasonable charge. There are
strict limitations placed on exclusions under the statute. Common law in Scotland has a
similar effect to the 1982 Act. A consumer who is subject to a breach of the work ordered
(e.g. the supplier fails to fulfil the contract) has a choice of either affirming the contract and
claiming compensation from the trader for his failure, or cancelling (rescinding) the con-
tract. Generally, the onus of proof is on the consumer to show a purchase did not conform
to contract (e.g. is inherently faulty). Redress in law will normally be repair, replacement
or money-back ‘within a reasonable time’, subject to the expected life of the product.
A claim can be pursued through the small claims court.

Further important secondary legislation is the Sale and Supply of Goods to Consumers
Regulations 2002. Under the Unfair Terms in Consumer Contracts 1999, a consumer is not
bound by a standard contract term with a seller/supplier if that term is unfair.

14.9.3 Company law

In March 2005 the government published a White Paper into Company Law Reform, with
a view to reforming the law in a Company Law Reform Bill that will affect UK businesses
of all sizes. This follows the EU’s action plan on Company Law and Corporate Governance.
Until then the Companies Act 1985 will continue to determine the basic framework of com-
pany law, which can be complex and technical in nature.

● Public companies are limited by shares or limited guarantee with a share capital stated
in the memorandum of the company. At least two persons must become shareholders to
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form a public limited company, as well as at least two directors. The name of the com-
pany will end with the letters ‘plc’. The authorized capital must be at least £50 000 and
must be registered with Companies House.

● Private companies can be formed by two or more and up to fifty persons under the Act,
although EC legislation does permit the number to be one person in limited circum-
stances. Shareholders will be the private owners of the company. All companies must
hold an annual general meeting and elect directors once a year.

ABC plc

In May 2005, ABC plc decided to transfer part of its business to Winfield Enterprises
Ltd (WEL). When this was discovered, the recognized trade union, GMB, called an all-
out strike of all the employees of ABC, citing the failure of the company to hold any con-
sultation with employee representatives about the transfer decision. The strike was
decided upon through the local GMB branch on a show of hands in a mass meeting of
the workforce. GMB subsequently discovered that ABC had provided personal details
of a number of staff before the transfer, particularly so-called ‘union troublemakers’.
The details included name, address, age, grade/position and ethnic origin.

In the week before the transfer decision was announced, the HR Manager had to deal
with two difficult situations. First, she received a complaint from an Asian employee
who alleged that he had been bullied because of his race and religion; because there were
no witnesses the HR Manager informed the employee that there were no grounds to
investigate the complaint. Secondly, a report was received that another employee had
been electrocuted using a computer because the wiring had been faulty and the system
short-circuited, sending an electrical charge through the machine. Fortunately, although
the employee had collapsed and been taken to hospital, she had now recovered and was
due back at work the following week. The HR Manager gave instructions for the plug to
be changed on the machine.

Finally, on the day the all-out strike started, ABC dismissed those employees it
believed were ‘union troublemakers’. As a result, the following day a large picket of 300
employees formed-up outside the main entrance to ABC’s premises, preventing anybody
from entering. The police were called, scuffles broke out and someone threw a brick,
breaking an office window.
Task:
Identify the various sources of law involved, and isolate those incidents where the law
was arguably breached by both the employer and the union. Which courts or tribunals
would hear the subsequent cases?

1. Civil law – Collective law. The union should have organized a proper ballot of the
workforce before organizing industrial action. It is most likely that it has now stepped
outside the statutory immunities (against common law torts) laid down in the Trade
Union and Labour Relations (Consolidation) Act 1992 (TULR (C) A), and as a result
exposed itself to an employer’s injunction issued by the High Court. Moreover, should
the employer suffer damage if the strike goes ahead, ABC could sue the GMB for dam-
ages in tort in the county court or High Court.

2. Transfer of Undertakings – Civil law. ABC has failed properly to consult in accor-
dance with the TU(PE) Regulations 1981. Moreover, if redundancies were to arise as a
result of the transfer, the consultation would be subject to consultation rules under the

Feedback
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TULR(C)A 1992. The GMB could submit a claim, on behalf of all the ‘affected’
employees, with the employment tribunal for a ‘protective award’ to be made against
ABC to punish them for non-consultation.

3. Data transfer. By passing personal and sensitive personal data to WEL, the company
has breached the Data Protection Act 1998. If ABC refuses to stop the data processing
a complaint could be made to the Information Commissioner, who could investigate and
order ABC to conform with data protection principles. If ABC fails to do this criminal

action could be taken against them in the crown court. Any appeal from the Information
Commissioner’s decision to stop processing would be submitted to the Information
Tribunal under civil law.

4. Bullying – Civil law. The lack of witnesses to alleged bullying is no reason not to inves-
tigate the case swiftly and fully, and to discipline any employee responsible. The
employer would otherwise clearly be vicariously liable for the act of unlawful harass-
ment under the Race Relations Act 1976 and the Employment Equality (Religion or
Belief) Regulations 2003. The Asian employee concerned could bring his claim to the
employment tribunal if an internal grievance fails to resolve the matter. If the bullying
was serious, it could also be a criminal act under the Protection from Harassment Act
1997.

5. Electrocuted employee. The case of the electrocuted employee is a clear breach of the
Health & Safety at Work Act 1974 and a number of regulations made under it. A com-
plaint to the Health & Safety Executive could mean they will inspect the premises and
issue one or more orders that might even involve the entire closure of the premises. Any
serious breach of the law, or ABC’s failure to comply, could lead to a criminal prose-
cution in the crown court. ABC should have carried out a risk assessment in accordance
with the Management of Health & Safety at Work Regulations 1992/1999 and other reg-
ulations.

6. Personal liability – Civil law. In cases (4) and (5), should the employees suffer any per-
sonal damage they could sue the employer in the county court or High Court for dam-
ages for the tort of negligence.

7. Selective dismissal of strikers. This is unlawful under the Employment Rights Act
1996. Because the strike is unlawful the employees are not protected, but if ABC wishes
to dismiss them it cannot do so selectively; it must dismiss all of them. However,
because the strikers in question have been dismissed for trade union reasons this is an
automatically unfair reason.

8. Picketing. This is contrary to the Picketing Code of Practice issued under the TULR(C)
A, and could be used as part of ABC’s case under (1) above. However, the violence and
obstruction of the highway are criminal acts, which means the perpetrators could be
arrested and prosecuted for assault, affray and other criminal behaviours.

In this chapter we have examined the important legal and regulatory context for organ-
izations. As we have seen, particularly in the case study, a number of areas of law can
interlink so that civil and criminal, individual and collective law will form part of man-
aging employment disputes and corporate affairs. The case study also shows how com-
plex the law is for managers of organizations. Indeed, complexity and interlinking rights
and duties will continue to grow over the years to come, placing particular pressures on
HR managers. The UK government has responded by having April and October each
year as dates on which law will come into force, and by promising to reduce the range
of regulatory burden on business. However, laws emanating from the EU or emergency
legislation do not form part of this, and so there is no reason to expect the overall exist-
ing body of employment and corporate law significantly to diminish in the foreseeable
future.

In brief
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15 The technological

context

In this chapter you will:
● Trace the evolution of the knowledge economy and consider its implications for organi-

zations
● Review the development and applications of information technology
● Assess the implications of Internet-related technology for organizations
● Consider the management of new technology at work
● Evaluate the impact of new technology on markets for goods and services and on

employment.

It is argued that knowledge, mediated by information technology and embodied in new
products and services, is the primary source of wealth creation, and that we now operate in
a ‘knowledge economy’ (OECD).1 But how have we arrived at this point, and what are the
implications of technological developments for organizations?

Technological change has been an integral part of the process of industrialization
since the eighteenth century. From the 1970s onwards, however, commentators have
viewed developments in computing and information technologies (IT) to be sufficiently
different to justify the title ‘the new technology’. There is little doubt that we are in the
midst of a ‘technological revolution’, which is bringing about profound changes in the
way we live and work. Indeed, it can be argued that Internet-related technology has
‘emerged as perhaps one of the key technological developments of the twentieth cen-
tury’ in terms of its radical effect on the way we work and organize economic activity.2

For example, new technology is seen to be one of the forces driving globalization (see
Chapter 11):

What is new about the modern global system is the spread of globalization in and

through new dimensions of activity – technological, organizational, administrative and

legal, among others – and the chronic intensification of patterns of interconnectedness

mediated by the modern communications industry and the new information technol-

ogy. Distant localities are now interlinked as never before. Globalization has reordered

both time and space and has shrunk the globe.3

We begin our discussion of the technological context by considering the nature and impli-
cations of the knowledge economy.

Chapter
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Chapter
objectives



15.1 The knowledge economy

A knowledge economy is based on the production, distribution and use of knowledge and
information (Clarke, 2001).4 The emergence of the knowledge economy was charted by the
OECD in their report The Knowledge-Based Economy:1

The knowledge-based economy places great importance on the diffusion and use of

information and knowledge as well as its creation. The determinants of success of

enterprises, and of national economies as a whole, is ever more reliant upon their

effectiveness in gathering and utilizing knowledge. Strategic know-how and compe-

tence are being developed interactively and shared within sub-groups and networks,

where know-who is significant. The economy becomes a hierarchy of networks driven

by acceleration in the rate of change and the rate of learning. What is created is a

network society, where the opportunity and capability to access and join knowledge

and learning intensive relations determines the socio-economic position of individuals

and firms.

In such an economy, then, national, corporate and individual economic ‘success’ is depend-
ent on both access to and the sharing of knowledge.

What is driving the knowledge economy? In the 1990s, a new ‘digital infrastructure’
emerged as a result of the following technological advances:

● Dramatic increases in computing power. Since the 1960s, the number of transistors
per microprocessor chip has been doubling roughly every 18 to 24 months, resulting in
a massive increase in processing capability and sharply declining costs5

● Radical improvements in ‘connectivity’, primarily a result of the networking potential
of the Internet

● Increasingly powerful new software.

From a business perspective, the main advantage of information technology is the efficien-
cies achieved as a result of standardizing and automating routine transactions. However,
until the advent of the Internet, only large organizations could afford the hardware, software
and communications services necessary to achieve this. The Internet has had the effect of
making the connection of computers easier and cheaper, so that even the smallest organi-
zation can enjoy these efficiencies.

As stated in the introduction to this chapter, it has been argued that knowledge
embodied in new products and services has become the primary source of both wealth
creation and, by implication, competitive advantage. The Internet, organizational
intranets and advanced telephone systems provide access to vast amounts of data and
information, as anyone who has used these digital networks can confirm. However, such
data and information are useless unless they can be ‘managed’ – i.e. translated in a
meaningful way.

How to manage knowledge for competitive advantage is the central problem faced by
organizations operating in a knowledge economy. Knowledge management was discussed
in Chapter 4, but from a strategic perspective, the focus must be on the research and devel-
opment of new knowledge (knowledge production), the education, training and develop-
ment of people (knowledge transmission), and the diffusion of knowledge and innovation
(knowledge transfer).1

We now go on to consider how technological developments have impacted on
organizations.
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15.2 Developments in technology

Technological change in the banking
industry

Until relatively recently, the only way to deal with a bank was by visiting the local
branch where people’s accounts were held. The accounting side of banking was main-
tained through handwritten ledgers, the reconciliation of accounts being dependent on
the arithmetic and handwriting skills of the banking staff. The advent of commercially
available technology in the 1960s began a process of transformation in the banking
industry – a process that continues today.

Over the last 40 or so years, it is possible to identify six distinct phases of change in
the industry as follows.
Phase 1 – the early 1960s

This era witnessed a period of mechanization – using mechanical tools to perform man-
ual tasks. For example, hand-held adding machines (the forerunner of the electric cal-
culator) became widely available. These machines became critical to the processing of
the work of the bank.
Phase 2 – the 1960s–1970s

This phase represents arguably the biggest single advance in the use of technology. Until
this point, the accounts of the banks were calculated and handwritten in large books
known as ledgers. The sheer effort and time involved in doing this meant that many
accounts were reconciled only on a weekly basis. With the development of mainframe
computers, accounts could now be calculated in a fraction of the time. Customer
accounts were updated daily with a much greater degree of accuracy. Also, the minia-
turization of electronics meant that modern calculators now became commercially
viable.
Phase 3 – the early 1980s

Up until this time, technology had replaced the ‘arms and legs’ of the staff. Now there
was the potential for it to start to replace some of the ‘intelligence’. A good example of
this is the way in which the information about a customer could be analysed by a com-
puter and a score calculated that would indicate the likelihood that a customer would
default on the repayment of a loan. The computer could help the decision-making of the
managers who were responsible for giving loans to customers. The computer could also
‘learn’ by being updated with historical data, and over time become more and more
accurate in predicting the likelihood of default.
Phase 4 – the mid-1990s

As computer technology became ever more advanced, it increasingly supplemented the
intelligence of the banking staff. Instead of just supporting the lending decisions, banks
used this technology to automate the lending process for certain types of loans and cus-
tomer groups. Effectively, the computers were deciding whether to lend the bank’s
money. As they were fed with more and data about default rates, their decision-making
capabilities became better and better, thereby improving the lending profitability of the
banks.
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Phase 5 – the late 1990s

Having automated many of the traditional tasks involved in banking and applied the
improved technology to replace the capability of the staff, the banking industry now
started to apply technology to change the way in which banking was undertaken. Leisure
time had become a priority, and growing numbers of people did not want to visit their
local branch of the bank. Many felt increasingly comfortable with the new technology
and wanted to take advantage of the opportunities for managing their finances from
home via computers or over the telephone. Banks therefore looked to technology to
change the way in which they delivered their products and the way in which customers
were able to transact with them. During this stage there was a massive increase in the
use of telephone banking, which relied upon intelligent telephone call-handling systems
and the ability immediately to access all the relevant information on a customer. The
widespread availability of the Internet provided another opportunity for banks to offer
their products and services. The face of banking had changed forever. No longer was a
physical presence on the high street a necessity. There are some banks that only have an
Internet capability.
Phase 6 – the present and the future

So where does banking go from here? The fact that technology now plays a large part in
many of our lives presents a particular challenge to the banking industry. People are
increasingly discerning about the way in which they wish to deal with banks, and the
products that they require. This means that nowadays banks must use technology in a
much more focused fashion. They have to consider the influence of technology on
behaviour, market segmentation and product design. As an example, the use of mobile
telephones in particular age groups presents both a challenge and an opportunity to
banks as to how they deliver their products. We can envisage a significant growth in
mobile banking in such customer groups. Society’s attitude to Internet shopping will
similarly shape the extent of the future of Internet banking. One thing is certain; the
banking industry will continue to change in many new and different ways. And technol-
ogy will be at the heart of that change.
(With thanks to Paul Sinnott, formerly of Barclays Bank plc.)

How do you think technological change has impacted on people management and devel-
opment in the banking sector?

The impact of technology has been far-reaching. Technological change has had a de-
skilling effect in that computers now make decisions that were once made by bank employ-
ees (about the creditworthiness of customers, for example). Many roles have become
obsolete during this period – the ‘traditional’ bank manager being a case in point – while
certain uses of technology have created job opportunities (in the case of call-centres and the
industry of systems development itself, for example). Existing employees have had to re-
skill – for instance, bank staff learning sales and marketing techniques and being required
to sell the banks’ products rather than manage people’s accounts – with major learning and
development implications.

The net result of technological change has been large reductions in the numbers
employed in the banking industry, and consequently banks have needed to formulate plans
to manage this change. As we saw in Chapter 9, the banking industry is a classic example
of where the dominant employment system (the internal labour market) and the employ-
ment security that went with it, came under threat.

Feedback
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The significance of IT can best be appreciated if it is placed in the context of long-term
developments in automation. Gill6 identifies three phases in the development of manufac-
turing automation since the Industrial Revolution:

1. Primary mechanization (up to the end of the nineteenth century) – the use of machin-
ery driven by water or steam power to replace human manual labour in production

2. Secondary mechanization (up to the middle of the twentieth century) – the use of
power by electricity to run assembly lines

3. Tertiary mechanization (since the Second World War) – the use of computing and IT
to coordinate and control production.

In the service sector, according to Friedman and Cornford,7 three phases of computeriza-
tion can be discerned (note the distinct parallels with the phases of technological develop-
ments outlined in the case study):

1. Phase 1 (1940 to 1960s). During this period, the focus was on the development
of mainframe computers, mainly for defence and university research. The technol-
ogy was very costly and, by today’s standards, lacked both processing power and
reliability.

2. Phase 2 (mid-1960s to 1980s). In this period, the focus shifted to improvements in soft-
ware.

3. Phase 3 (1980s to date). The emphasis is now on matching the hardware and software
to the needs of the users.

McLoughlin and Clark8 note that the latest stages in the automation of work involve ‘the
convergence of four lines of technological development: telecommunications, computing,
electronics and broadcast’. The development of digital techniques and fibre-optic technol-
ogy means that telecommunications systems and broadcast can now be linked to computer
systems. Resulting advances, such as the Internet and interactive digital television, can
arguably be seen as a ‘fourth phase’ of computerization.

15.3 The applications of information technology

The main capabilities of computers and IT are information capture, storage, manipulation
and distribution. These features give computers the ability to:

1. Automate the control of service and production operations:
● the equipment can provide feedback to the operator
● the equipment or process can be controlled by the computer through a predetermined

sequence
● deviations from standards can be measured and corrected by the computer.

2. Promote organizational integration by:
● making information more accessible to different levels and areas
● increasing the speed of communications
● providing performance information
● increasing management control by providing faster and more precise management

information.
However, it is important to note that the control of work organizations is not completely
automated in the sense that there is no need for any human intervention. The real distin-
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guishing feature of the new technology is that it provides information about the underlying
administrative and production processes of the organization.

Some of the most revolutionary implications of new information and computing tech-
nologies have been in the areas shown in Table 15.1.

15.4 The information age

This section considers the place of new technology, and particularly Internet-related tech-
nology, in today’s commercial global environment. The term ‘information age’ has its ori-
gins in the 1980s, and refers to the role of computer-generated information in creating and
sustaining the global economy which emerged at the end of the twentieth century.
Information is seen as the major force driving economic growth, and as being instrumen-
tal in creating the post-industrial state, where it is the source of wealth and business
leadership.9 The precipitous fall in the cost of information is a key factor in these devel-
opments, exemplified by the use of the Internet for obtaining information services or soft-
ware applications.

In the past, the providers of the information/software would have to produce, in a

physical form of one sort or another, a copy of the required information/software for

each individual user. Nowadays the provider simply installs one copy of the

software/information on a particular Internet site. Users then wishing to access the infor-

mation/software simply dial up the site and read it accordingly. The point is, it does not

matter whether it is accessed by a single user or 10 million; the cost of production and

delivery to the provider remain the same. Such a change in the costs of supply is revo-

lutionary, to say the least . . .9

The growth of IT in both the business and the domestic environments is due to the
advances in microelectronics and complementary software applications. As a result, com-
puters and computer-controlled devices are tackling ever more complex tasks at increas-
ingly lower costs, allowing the spread of new technologies. This expansion of IT has been
facilitated by non-technical factors, such as the liberalization of the world’s telecommuni-
cations industries and markets. It is the increased competition stimulated by the latter
development that has brought prices down. Furthermore, organizations using significant
levels of IT need a well-educated, flexible workforce. This requirement has seen national
governments across the world prioritizing education and training.

15.4.1 The Internet

Commercial Internet working

Business technology at the turn of the century is dominated by the Internet, which has
emerged as a serious global trading/information system. The impact of Internet technology
on business is evidenced by the inclusion of proposed Internet development plans in many
company annual reports. In March 2005, 6 million people in the UK had broadband inter-
net access.10

Features of the Internet

● There is no one government or organization in control of the Internet; consequently, it
has no overall design strategy.
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Table 15.1 The applications of information technology in the workplace

Design and Manufacture

● Computer-aided design and drafting (CAD)

– interactive computer graphics

● Computer-aided manufacture (CAM)

– computer-numerical control (CNC)

– robotics

– flexible manufacturing systems

● Computer-integrated manufacturing (CIM)

– computer-aided design and manufacture (CAD/CAM)

– computer-aided production planning (CAPP)

– computer-aided measurement and test (CAMT)

– materials requirement planning (MRP)

– just-in-time production (JIT)

– quality management (QM)

Administration

● Computing

– on-line processing

– real-time management information systems (MIS)

– word processors, personal computers (PCs)

– knowledge management

● Telecommunications

– electronic mail

– viewdata and on-line databases

– private automatic branch networks (PABX)

– local area networks (LAN)

– broadcast

– Internet

– intranets

Finance and retailing

● Finance

– automated teller machines (ATMs)

– electronic funds transfer (EFT)

– Internet banking

● Retailing

– electronic point-of-sale machines (EPOS)

– electronic retailing (‘Internet shopping’)

● Finance and retailing

– electronic funds transfer at point of sale (EFTPOS)

– integrated circuit cards (‘smart cards’)

– electronic data interchange (EDI)

Electronic commerce

Adapted from McLoughlin and Clark8



● E-mail is currently the main application on the Internet. It is cheap, fast and secure.
● The World Wide Web (WWW, or ‘the web’) is the fastest developing sector on the

Internet. Its popularity is mainly due to its user-friendly navigation features (it is easy for
users to find their way around, or ‘surf’, the web). The information itself appears in a
structure known as a web page. The WWW is used by individuals and organizations as
a point of contact. Communication is not only cheap and efficient, because it is multi-
media based, it is also interesting. The web has been particularly advantageous for
smaller companies, which for a minimum capital outlay have been able to take advan-
tage of these benefits in trading over the Internet.

The economic and social impacts of the Internet

The Internet is seen by some as the embodiment of the global free market, with traders
making direct and instant contact in a system of ‘frictionless capitalism’.11 (We saw in
Chapter 9 that a lack of information is one of the barriers to the efficient operation of the
free market.) One key effect of Internet trading is to reduce the role of intermediaries –
retailers, for example, are faced with increasing competition as consumers place direct
orders with manufacturers and suppliers. The phenomenal success of auction sites such as
e-Bay is another aspect of this development. Other implications for business include the
following:

● Education and training (e-learning). Learners can access information and courses
without physical attendance, universities and colleges can deliver programmes through
cyberspace, and publicly funded research is becoming more accessible.

● Virtual business communities. E-mail, chat lines and the web have seen the emergence
of business virtual communities. An example of such a ‘community’ in operation is when
firms in particular sectors scan the Internet to identify contracts for which they can tender.

● Government. Traders can illegally bypass purchase taxes such as VAT by buying prod-
ucts from countries beyond the jurisdiction of their government. For example, a user can
dial up a foreign website, place an order for products such as software, videos and music,
and pay via credit card. The website is unlikely to charge or collect a foreign tax, and the
user’s government can do little about the delivery of the product down the telephone line.

15.4 2 Intranet technology

Corporate users have begun to employ web pages and web browsers to operate their own
in-house networks. These ‘intranets’ can connect users to existing corporate databases and
enable the pooling of information across the organization. Intranets are usually equipped
with an Internet ‘gateway’ (access to the WWW), but entry to the intranet by outside agents
is restricted by a ‘firewall’. Intranets were originally used for internal publishing, and as a
cost-effective communication link. However, increasingly organizations are recognizing
the potential of intranets as tools for managing and sharing knowledge. They are also being
used interactively as people management tools: at the University of Westminster staff are
able to amend their own personnel records, and in some companies employees can adjust
their benefits packages via the intranet.

15.4.3 Teleworking

‘Teleworkers’ are home-based office workers. The home is effectively their ‘virtual office’,
and they communicate with their customers and/or employers via techniques such as fax,
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phone, electronic mail and video conferencing. The sorts of tasks that lend themselves to
teleworking include clerical duties such as sales invoicing or payroll, processing insurance
claims, and document translation. Other ‘professional’ roles are also suitable for telework-
ing, for example journalism and various design/drafting occupations.

Teleworking represents significant savings for organizations, particularly in relation to
the on-costs of employment (office space, heating, lighting, etc.). It also appears to have a
positive effect on performance and productivity. Research suggests that this is due to the
absence of commuting and the ability of the teleworker to organize flexible work sched-
ules. Teleworking also has advantages for the workforce, as discussed in Chapter 3. There
are drawbacks, however, mainly associated with feelings of isolation due to lack of social
contact, and problems with management arising from lack of personal contact (see the fol-
lowing Case study).

Nomad workers

Sophisticated portable computers with full Internet connectivity mean that workers can be
an integral part of an organization without being physically based at a particular site. These
are skilled, mobile workers who follow the work, wherever it may be.

The following case study highlights the benefits and drawbacks of teleworking, and the
problems associated with managing a remote workforce.

Trust is not a four-letter word

‘We can’t afford to employ people to watch over each other,’ says Carsten Sorensen, of
the London School of Economics and Political Science. ‘Command-and-control man-
agement might give almost full employment in the UK, but managers spend too much
time making sure everyone else is working.’

Sorensen is the author of The Future Role of Trust in Work – The Key Success

Factor for Mobile Productivity, the first report from software giant Microsoft’s
ongoing research programme Tomorrow’s Work. His contention is that technology-
supported teleworking will help increase productivity for organizations across the
UK. And he is not alone in believing the remote workforce is the workforce of the
future.

Last year, research from IT services supplier Unisys found that 49% of workers
wanted to structure their working day outside the conventional nine to five. And a sur-
vey conducted by global telecoms giant AT&T and the Economist Intelligence Unit
found that two-thirds of executives in 2004 had some staff working from home regularly,
with 81% identifying the support of homeworking as a ‘critical’ or ‘important’ network
goal.

With employment legislation now giving parents with children under the age of six
the legal right to work flexibly, even the government is getting in on the act.

Technology – the Internet, message boards and instant messaging – enables employ-
ees to maintain contact with their colleagues and work where they want, whenever they
want. However, getting the best from flexible work requires a change in the way employ-
ees are managed.

According to Sorensen, employers and managers need to trust their employees to do
the work required without standing over them to make sure it is done. This level of trust
is not common among organizations in the UK.
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Peter Thomson, director of the Future Work Forum at Henley Management College,
agrees.

‘Some organizations think that if they allow people to manage their own time they’ll
go off to the shops and never get the work done,’ he says. ‘Experience shows it is the
reverse. People who are given freedom to work in their own time respect that and work
hard.’

Microsoft has been evolving its own flexible working practices, creating an ‘output-
managed’ approach to ensure that staff remain productive, according to the company’s
UK HR manager, Kay Winsper.

‘All employees have a one-to-one with their manager every month to check their
work is in line with the business objectives,’ she explains. ‘Everyone has between
five to seven commitments at any one time, which are aligned to the organization’s
objectives.’

Joseph Roitz, director of teleworking at AT&T, believes monitoring the performance
of remote workers is actually easier than checking that of workers in the office.

‘The idea that you know what your workers are doing in the office is a fallacy,’ he
says. ‘It’s easier to stay on top of employee activity online where you can see e-mails
and check message boards. By comparison, I can never find anyone in the AT&T offices
– they’re always in some meeting or other.’

Rather than taking a tentative approach to teleworking, AT&T has made it part of
everyday working life.

‘Our rule of thumb is that every job is capable of being carried out remotely until
proved otherwise,’ says Roitz. ‘Occasionally something doesn’t work out, but you have
to put the final decision on whether the job is done remotely in the hands of the manager
concerned.’

Some commentators believe the push towards networked remote working is nothing
short of a revolution – comparable to the change experienced at the beginning of the
industrial revolution. If so, managers really do face a radical change if they are to real-
ize the full benefits of the new workplace.

As Thompson says: ‘Management needs to get better at setting targets, but it also
needs to learn how to better communicate with people. The temptation is to say manag-
ing remote workers is too difficult, so keep everyone in the office. But the fact is that
more and more employees want flexible working and they are likely to vote with their
feet.’
Old work vs new work

Old:
● Work is a location where value is derived for the organization
● Performance measured through inputs (time worked, attendance, amount of visible

effort)
● Visually checking on employee work
● Casual socializing in the workplace
● Workplace-based training.
New:
● Work is a value-creating activity which can be carried out anywhere
● Performance measured through outputs (goals achieved, contribution to organiza-

tional targets)
● Virtually checking on employee work through technology networks
● Organized socializing, e.g. making sure employees attend an evening out together
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● Blended training delivered at a variety of locations including the home office via the
internet.

Getting flexible working right

● Culture first: no flexible work initiative will be successful if the company culture still
places maximum value on being in the office

● Ensure the technology works
● Do not expect a worker to work remotely if their technology isn’t up to the job
● Autonomous decision-making
● Employees and managers should determine how individual work is carried out

remotely
● Preserve face-to-face contact
● Make sure employees come to the office regularly for formal and informal meetings.

(Simon Kent, Personnel Toeay, 15 March 2005)

15.5 Making sense of technological change
in the workplace

We now turn to a more detailed examination of how technological change affects organi-
zations. There is a number of theoretical frameworks that can be used to analyse the impact
of technological change on the workplace. Here we consider contingency theory, labour
process theory, flexible specialization and the strategic choice approach.

15.5.1 Contingency theory

Contingency theory starts from the point that there is no one best way to organize and man-
age production; this is seen to depend upon (is ‘contingent’on) factors such as product mar-
kets, labour markets, organization size and technology. On the basis of her research in the
1950s and 1960s, Joan Woodward12 suggested that the form of organization (and the man-
agement control system adopted) is determined by the technology used in producing the
firm’s output. As McLoughlin and Clark8 observe, ‘she argued that advanced technological
change would lead to “mechanical” and integrated forms of management control which
were incorporated within the technology itself. This would relieve management of the need
to direct and personally supervise the workforce, whose performance would be subject to
control by machinery.’

In other words, where production is highly automated it is the functioning of the tech-
nology itself which controls the workforce, leaving supervisors to support and coordinate
the work groups under their control.

15.5.2 Labour process theory

This essentially Marxist perspective is associated with Braverman,13 who claims that tech-
nology is introduced by management in order to deskill the content of jobs, thereby increas-
ing management control over work. Management gains control over the labour process by
the application of ‘Taylorist’ techniques to production, namely the separation of conception
from the execution of work tasks. According to Braverman, it is the capitalist search for
increased profitability and management concern for increased control over work that drive
technological change.
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This is a very different view from that of Woodward, who saw management as a process
of trying to ‘fit’ systems of organization and control to the technology in use. She also
assumed that employers, managers and the workforce would have a common interest in this
process. Braverman, on the other hand, saw management control systems as an aspect of a
wider class conflict.

15.5.3 Flexible specialization

This perspective sees industry as undergoing a transition from Fordist mass production as
the dominant form of organization and a return to (skilled) craft production, or flexible spe-
cialization. In contrast to Fordism, flexible specialization is a strategy of permanent inno-
vation involving the accommodation to ceaseless change, rather than an effort to control it.
This strategy is based on flexible – multi-use – equipment; skilled workers; and the cre-
ation, through politics, of an industrial community that restricts the forms of competition
to those favouring innovation. In these conditions, work is upskilled rather than deskilled
and industrial relations are cooperative.14

This perspective has been criticized on a number of counts: first, that the changes taking
place are ‘no more than variations on a Fordist theme, that is “neo-Fordism”;8 second, the
flexible specialization model is based on perceived changes in a shrinking manufacturing
sector, and ignores the growing service sector; and third, that technological change has
involved the upskilling of ‘core’ workers jobs and the deskilling of those at the periphery,
resulting in a polarization between the two groups.

15.5.4 The strategic choice approach

This concept of technological change sees its outcomes as being determined by the organi-
zational actors themselves. Thus ‘the outcomes of technological change, rather than being
determined by the logic of capitalist development, or external technical and product mar-
ket imperatives, are in fact socially chosen and negotiated within organizations by organi-
zational actors’. This implies that organizations will respond in different ways to the
introduction of new technology, their particular responses depending on ‘the manner in
which managers, unions and workforce are able to intervene to influence outcomes’.11

The strategic choice approach is usually associated with Child,15 who argues that deci-
sion-making in organizations is a political process, and decisions about whether, when and
how to introduce new technology are made by a ‘power-holding group’ within the organi-
zation. Although these strategic choices are likely to be made by senior managers, they can
be modified by the workforce (through collective action) and by middle managers (who are
responsible for implementing strategy). The implications of this perspective are that
whether the outcome of introducing new technology is the deskilling or upskilling of work
is a result of choice and negotiation.

15.5.5 Managing technological change

Once the decision to introduce new technology has been taken and the required equipment
obtained, choices need to be made about how the new equipment will be implemented at
workplace level. In making choices, management can take either a participatory or a non-
participatory approach: at one extreme managers may decide to ‘impose’ the new technol-
ogy on the workforce and that a minimum of information should be made available to
employees; at the other they may decide to communicate and consult fully with their
employees.

Other decisions about introducing new technology centre around whether a ‘top-down’
or ‘bottom-up’ approach should be adopted. The advantage of a top-down approach, where
the change is managed centrally by a project team or a single manager, is that it enables a
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high degree of senior management control over change. However, a disadvantage is that the
‘end-users’ of the technology (the middle and junior managers) will have little say over its
introduction. The bottom-up approach involves delegating the responsibility for managing
the change to line managers, who will ultimately be responsible for using the new technol-
ogy. The drawback here is less control over the management of the change, and a lack of
continuity as managers give priority to operational responsibilities rather than to the man-
agement of change. McLoughlin and Clark8 argue that the strategy adopted for implement-
ing new technology is likely to emerge ‘as a result of choice and negotiation within the
organization’, rather than as a rational selection from alternatives.

Research indicates that UK managers tend to see the introduction of new technology as a
way of increasing managerial control. As we have seen, some commentators argue that this
is achieved by deskilling work, along Taylorist lines; others hold that control will be achieved
by upskilling through functional flexibility. However, as McLoughlin and Clark note:8

The empirical evidence . . . suggests that policies concerned with the management of

human resources do not flow unproblematically from overall business strategies. Such

decisions involve political processes of strategic choice within organizations, which

cannot be explained exclusively in terms of technical or product market imperatives or

the logic of the historical development of forms of capitalist control over labour. It is

apparent that managers pursue a diverse range of objectives when new technology

is introduced . . . Moreover, available evidence suggests that the introduction of new

technology has not been accompanied by significant innovations in human resource

policies, in particular those associated with increased flexibility.

15.6 The social implications of technological
change

We have seen that technological change tends to be viewed in relation to the competitive-
ness of the economy in a global marketplace. New technology is seen to initiate increased
productivity and economic competitiveness; advances in technology are perceived as inher-
ently beneficial, or at least essential to remain competitive.

However, the speed of technological change has not only affected the corporate sector. It has
also had an impact on individuals in the home, and as consumers of products and services.
People need to be able to understand and use new technology, and that involves learning. Once
they have learned to use, say, a video recorder or a personal computer, they can learn about
other things that may interest them. Thus, learning about and using new technology can help
to build confidence to go on to further learning. Here technology becomes a powerful tool for
self-directed learning, and provides grounds for the development of e-learning (see section
15.4.1). The use of technology in open and distance learning can facilitate the widening of
access to learning and allow the learner to become more autonomous. However, it should also
be noted that this type of learning can be isolating for the individual. Also, the ownership of
personal computers is still mainly concentrated in middle-class homes. This suggests a split in
society between the ‘information rich’ and the ‘information poor’.

New technology has also affected politics. Some commentators argue that it has the
effect of ‘empowering’ individuals:

Computers have transformed (political) campaigning but more fundamentally the

reason that democracy is healthy is that citizens are empowered by education,

information and communication which cannot be controlled from above. There can

be no turning back to rule by unchallenged elites in most advanced countries in part

because of the power of the computer.16
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We began this chapter by considering the emergence of the ‘knowledge economy’ and how
this process has been driven by developments in information technology. We saw that
knowledge is now seen by many to be the main source of competitive advantage. The stages
of technological change and the applications of information technology in the workplace
were then identified. We continued by examining the developments of the ‘information
age’, in particular the Internet, and their impact on business and management. The next sec-
tion dealt with the management of technological change in the workplace, and we con-
cluded by assessing the impact of IT on society.

In conclusion, information technology has had a profound effect on the way we live,
work and organize economic activity. Some commentators predict that the latest phase of
technological development, namely Internet-related technology, will be responsible for a
‘new industrial revolution’. This remains to be seen.

Examination questions for this chapter are given in Appendix 2.
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16 Social responsibility

and business ethics

In this chapter you will:

● Review major debates about corporate ethics and corporate social responsibility
● Consider ethical responses to developments in the competitive environment
● Examine relationships with customers, suppliers, employees and the public
● Evaluate practical guidelines for establishing ethical priorities
● Consider the concept of professionalism in relation to management behaviour.

The spectacular collapses in 2002 of Enron and WorldCom, two leading American Chapter
corporations, have fuelled the already lively UK debate about corporate social responsibil-
ity and business ethics. In Britain, people’s perceptions have been influenced by a number
of high-profile cases (including the BCCI failure, the Barings Bank ‘rogue trader’ fiasco,
directors’ pay and genetically modified food, for example) that have called into question
the ethical standards of some companies. However, these instances should not allow us to
lose sight of the fact that there is a long tradition of ethical behaviour in business. From the
Quakers (who believed that it was morally unacceptable to exploit their workers to make
money) to The Body Shop (with its championing of environmental causes), companies
have sought to ‘do the right thing’. This raises two questions for managers:

1. What is ‘the right thing’ to do in business?
2. How do we ensure that ‘the right thing’ is done?

As Nash1 argues, ‘business ethics is not a separate moral standard, but the study of how the
business context poses its own unique problems for the moral person who acts as an agent
for the system’. The issues, then, are:

● How do managers respond to the moral challenges of business?
● What are the ground rules for defining which actions are permissible and which are not?

According to Johnson and Scholes,2 business ethics are concerned with:

● Ethical standards and behaviour of individuals
● Corporate social responsibility to the various stakeholders (particularly those with little

power)
● Corporate governance, particularly in relation to accountability.

The following case study highlights a number of key ethical issues in business which, along
with other moral questions for managers, will be examined in this chapter.

Chapter
introduction

Chapter
objectives



Did HR fuel the demise of Enron?

Jane Lewis examines the risk-taking, entrepreneurial work culture of the energy giant
and shows how HR played a leading role.

Few companies have risen so quickly then burned down with such intensity as Enron.
The collapse of the Texan energy giant, once hailed as a model for all 21st century com-
panies, has shaken America to its roots – some commentators have even claimed its
long-term impact, at least in terms of how the country views itself, may be stronger than
that of 11 September.

This is not just because Enron, thought to owe a staggering $55bn, is the largest cor-
porate bankruptcy in history; nor because so many thousands of its employees now face
the misery of personal financial ruin. The real point about Enron is that it is a wound the
US inflicted on itself – and there is no telling where else the gangrene may be lurking.
If such a seemingly invincible powerhouse can be exposed as little more than a house
of cards, who will be next? As one corporate anatomist has remarked, much of the US
population is now suffering a mass epidemic of ‘Enronitis’: a nervous condition brought
on by implausible company accounts.

But as Enron’s leading managers brace themselves for a prolonged circus of
Congressional hearings and investigations, it is increasingly clear that the cause of the
company’s downfall goes much deeper than improper accounting or alleged corruption
at the top. The real problem that hastened Enron’s demise, claim the many management
experts now raking over its ashes, is the very same risk-taking, entrepreneurial culture
that first propelled its high-octane growth. And if you believe that, says Martin
Goodman, a consultant in Watson Wyatt’s strategic change practice, it is but a short step
to concluding that ‘ultimately the responsibility must lie with HR’. Who else, he argues,
was responsible for framing and policing Enron’s corporate values, its recruitment pol-
icy, and the cut-throat performance processes that did so much to shape a culture
in which the survival of the fittest, by any means necessary, came to be the paramount
consideration?

But, as Goodman is the first to point out, Enron’s HR department, while clearly
responsible, should not bear the full burden of blame. Faced with a management board
that not only condoned the subversion of accepted corporate ethics, but that often
appeared actively to encourage malpractice, the department’s hands were tied. ‘You
cannot expect people to act in an ethical manner, if those at the top of the business are
not doing so,’ he says.

What Enron represents, therefore, is the inherent conflict in the role of HR: a depart-
ment responsible for corporate ethics, yet seemingly powerless to enforce them at the
highest level. Above all, the scandal highlights one of the most fundamental questions
that every HR practitioner should examine. Is the department merely an agent of senior
management, or does it have a responsibility to act on behalf of the interests of the work-
force as a whole? In Enron’s case, as we will see, the path taken by HR was clear-cut.
Which way would you go?

Culture and ethics

During Enron’s glory period (circa 1995–August 2000, when shares hit a peak of $90),
it was often remarked that this was a company in love with itself. CEO Kenneth Lay was
only half joking when he suggested a fitting tribute to the ‘coolest’ corporation on the
planet would be to wrap a giant pair of shades around its Houston HQ.
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Enron employees were easily identifiable by their swagger. The rewards for those who
performed well were high: bonus day at Enron became known in the city as car day
because of the lines of shiny new sports cars cluttering up the streets; its most opulent
suburb, River Oaks, looked in danger of becoming an Enron dormitory town. Anyone
working for the company, in whatever capacity, was considered a person with prospects.

If the city of Houston was impressed by Enron’s freewheeling, sassy culture it was
nothing to the praise lavished by the armies of management experts who flocked to
Texas. As the new economy model took off, Enron seemed to be doing everything by the
book – indeed, from an HR perspective, the company was virtually writing the book.
Enron, said management guru Gary Hamel, had achieved the holy grail of modern
people management: it encouraged a ‘hotbed of entrepreneurial activity’ in which staff
were encouraged to take risks and become career builders. Retaining talent was never an
issue at Enron because the HR department modelled itself as a kind of internal employ-
ment agency and kept an up-to-date internal database of CVs that encouraged managers
to recruit internally. ‘If you make it easy for people to move inside the company, they
are less likely to look outside,’ said vice-president of HR, Cindy Olson, last year. It was
not unusual for high-flyers to change jobs two or three times in as many years. The
point, she said, was to enable entrepreneurs to ‘build something of their own within the
company’. ‘Everyone knew,’ says another executive, that if [CEO Jeff Skilling] liked
you ‘the leash was very long’. But with hindsight, the downside of this approach is obvi-
ous: inexperienced young MBAs were routinely handed extraordinary authority to make
multi-million dollar decisions without higher approval. And because they tended to
move between businesses, rather than within them, experience was not made to count.
‘If you move young people fast in senior-level positions without industry experience,
and then allow them to make large trading decisions, that is a risky strategy,’ says Jay
Conger, a management professor at London Business School.

In many ways the culture at Enron could not have been more straightforward: make
your numbers or else – and executives were particularly highly rewarded for originating
money-making ideas. Women did especially well in this environment: two of Enron’s
most profitable trading centres – its weather derivatives business and online trading
division – were begun by ambitious young female executives who were noisily pro-
claimed corporate heroines.

The counter-balance to this risk-centric culture was supposed to be a strong code of
corporate ethics, written up in a 61-page booklet and centring on Enron’s guiding prin-
ciples of RICE (Respect, Integrity, Communication, Excellence). These were promi-
nently displayed on wall-posters, key rings, mouse mats and T-shirts and all employees
had to sign a certificate of compliance. In practice, however, the unrelenting emphasis
on profit growth and individual initiative tipped the culture from one that awarded
aggressive strategy to one that increasingly relied on unethical corner-cutting. The cor-
porate ethics were in place, but they were rarely policed and frequently ignored if they
stood in the way of the more ‘important’ business.

The lead for this came from the top. In an interview two years ago, Skilling recalled
his impatience with the mundane business of approving expenses claims. ‘You’ve got to
be kidding me,’ he said. Here was a new world of opportunities to be tapped ‘and I’m
going to sit here and go through an expense statement line-item by line-item?’
Henceforth, he decreed, expense reports would be routinely approved without review.

The lesson to be gleaned from this is clear, says Goodman at Watson Wyatt: it is no
use having a corporate ethics policy ‘unless you have processes in place that ensure these
codes are enforced’. If you want to prevent people taking ‘expeditious routes’ you need
to ‘spell out the penalties’, even to those at the top.
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The decline of corporate ethics at Enron was no sudden event, but rather the ‘gradual
erosion of standards’. This made it very easy to turn a blind eye to malpractice because,
eventually, breaking the rules became the norm. As one employee points out: ‘Towards
the end everyone knew the company was a house of cards. But people thought if they
were getting away with it now, they would get away with it forever.’

Performance management and incentives

One of Skilling’s undoubted achievements at Enron was to put the notion of intellectual
capital firmly on the map. His belief that the main engine driving the company’s growth
was talent meant he was prepared to go to almost any ends to nurture his growing pool
of thrusting young MBAs – and discard anyone who failed to make the grade. Skilling
claimed that Enron’s ruthless system of performance evaluation – swiftly christened
‘rank and yank’ – was pivotal to forging a new strategy and culture, ‘It is the glue that
holds the company together,’ he said. At a senior level, he presided over a peer-review
process imported from management consultants McKinsey and Co. This was, in effect,
a star chamber, consisting of some 20 executives who regularly sat in judgement over
every vice-president in the company, ranking them numerically. The stakes were high:
the top 5 per cent of ‘superior’ managers were typically rewarded with bonuses some
66 per cent higher than the next grade down. The process was also laborious, because
the committee’s decision had to be unanimous.

Skilling claimed the system helped eliminate a ‘yes man’ culture because ‘it was
impossible to kiss 20 asses’. In practice, the reverse became true. The best way to get a
good rating, employees agreed, was to not ‘object to anything’. Further down the com-
pany chain, rank and yank became even more cut-throat. Skilling decreed that every six
months the bottom 10 per cent of the workforce was to be eliminated regardless of indi-
vidual performance. The upshot was a regular frenzy as employees jostled to make their
numbers by hook or by crook.

Although one of the criteria on which Enron staffers were supposed to be judged was
team-work, in practice this became the first casualty of a dog-eat-dog system in which
an individual’s ability to ‘add value’ to the bottom line was paramount. Far from oper-
ating as a collective entity, says one commentator, Enron began to resemble ‘a collection
of mercenaries’. It became common practice, when working on a project, to bring in as
few people as possible ‘so you wouldn’t have to split your bonus’.

This survival of the fittest system, while undoubtedly ruthless, may have had a certain
efficacy while times were good. But as the new economy soured there was much less
success to go around, and the process took on a new and highly corrosive viciousness.
As employee denounced employee in a desperate attempt to survive selection for the
chop, the system became more political and more crony-based. It also encouraged des-
perate pragmatism. Some managers lied, altering the records of colleagues they wanted
removed, others made use of Enron’s much-vaunted whistle-blowing system to submit
negative reviews against people they were competing against for rankings. One of the
first casualties of this system was corporate transparency, and a sinister use of euphe-
mism crept into the corporate vocabulary: employees scheduled for ‘redeployment’ were
told they had 45 days to find a new job within the company. In reality there were no such
jobs available: the HR department was instructed to deter managers from other divisions
from hiring them.

In common with many of its new economy peers, Enron made a point of reward-
ing successful executives with stock options. The logic was unassailable: by linking
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performance with shareholder value, executives aligned their actions with the wider
interests of company stakeholders. ‘If you have incentives that aren’t aligned, the risk
is that executives operate in a manner that doesn’t give the best return to sharehold-
ers,’ says Duncan Brown, principal of Towers Perrin.

But at Enron, where the vast bulk of executive remuneration comprised stock options –
senior chiefs cashed in some $1bn in stock in the years immediately preceding the
company’s crash – the environment was ripe for abuse. The personal interest that senior
managers had in keeping the share-price high at any cost encouraged corruption, greed
and financial impropriety and discouraged transparency. Far from promoting the best
behaviour, the incentive system at Enron frequently spawned the worst.

What lessons can be drawn from all this? It all depends, says Brown, on whether the
investigation into Enron shows that an abuse of the system was to blame, rather than the
system itself. But what happened at Enron should spell a clear warning to HR of the dan-
gers of monitoring and rewarding performance by numbers alone – there is now wide-
spread recognition that a more qualitative, well-rounded approach is needed. The
benefits of using a balanced scorecard approach are plain.

Finally, although executive bonuses in the UK have yet to reach the exorbitant level
of those routinely doled out in the US, HR needs to start asking tough questions now
about whether executive pay rises can actually be justified objectively.

Pensions

Progressive HR management thinkers have long been vocal advocates of employee com-
pany ownership because of the huge benefits it offers in terms of employee buy-in, com-
mitment and loyalty. But the miserable fate of the many thousands of Enron employees
who lost everything when their company stock collapsed exposes the inherent danger of
putting too many eggs in one basket.

Like many US companies, Enron had begun the process of shifting responsibility for
its employees’ retirement back on to the individual via the introduction of pension plans
known as 401(k), which offered a diverse array of investments. But thousands of
employees, still mired in their ‘I’ll be taken care of’ mentality, ignored every alternative
investment to plough 100 per cent of their pension plans into Enron stock, with disas-
trous results. In the UK, of course, the system is very different. But the already pro-
nounced shift from defined purchase plans to Money Purchase Plans and Share Incentive
Plans means employees are now more exposed to risk. The main lesson we must all learn
from Enron is the importance of diversification. If your company matches your retire-
ment savings with company shares, it makes sense not to invest in any additional stock,
however tempting.

It is commonly agreed, however, that the real scandal revealed by the collapse of Enron
was how the company’s pension scheme was managed. Far from acting in the interests of
plan participants, the fund’s trustees – including HR vice-president Cindy Olson – con-
sistently put the interests of the company first. This was most apparent in the decision to
ban employees from selling their stock in the weeks before the company filed for bank-
ruptcy. In the US, there is an active campaign to eliminate such abuse by insisting that
companies which have traditionally selected their own trustees must now be required to
appoint truly independent individuals. While the regulatory environment in the UK post
the Robert Maxwell affair is undoubtedly much tighter than its US equivalent, it is clear
that we can still draw some useful guidance from what happened at Enron, in particular,
the suggestion that employees should have a greater input in selecting trustees.
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Whistleblowing

Enron encouraged whistleblowers: its policy was to allow employees to complain anony-
mously about their co-workers. So why wasn’t the whistle blown earlier about what we
now know to be widespread malpractice in its accounting and financial departments?

In fact, financial executive Sherron Watkins was not the first voice to raise concerns
within the company. Two years ago Enron’s treasurer, Jeffery McMahon, questioned the
propriety of some of CFO Andrew Fastow’s ‘partnerships’ – and found himself swiftly
‘promoted’ out of the action to a post in London. It now emerges that Enron’s corporate
lawyer, Jordan Mintz, also questioned the partnerships and sought outside legal advice.

The answer, it is clear, lies in the autocratic system of hierarchy that (for all its boasts
to the contrary) continued to prevail at Enron. Since whistleblowers appealing to the
highest level of the company were discouraged, ignored and ultimately punished, what
hope was there of being listened to further down the ranks? In many respects the climate
prevailing at Enron was no different from that of most other companies: while catered
for on paper, whistleblowers run a real risk of becoming corporate pariahs and damag-
ing their careers for good. Frequently tarred as ‘disgruntled’, they continue to be seen as
a risky hire even if they leave a company.

But it is not just fear of reprisal that prevents people speaking out. At Enron, as we
have seen, the culture itself discouraged it. People became so identified with the organ-
ization and its practices that they stopped seeing that something was wrong.

As Goodman points out, it is the responsibility of HR to put in place a formal system –
independent of senior managers – in which complaints and doubts can be freely
expressed without fear. The failure of Enron’s HR department to achieve this was the
main reason why malpractice was allowed to flourish for so long. Employees knew the
system was crooked, but felt powerless to change it. They were right. All Enron’s
whistleblowers behaved in an exemplary fashion: they did not steal documents or go to
the newspapers, they took their concerns to the top guy. And nothing happened.

Could the Enron scandal signal a new movement in corporate challengers? One US
hot-line operator notes that calls to its centres have risen exponentially since the scandal
broke. Cynics may argue that this is transitory – deep down most employees know the
consequences for whistleblowers are usually grim. But what Enron has shown us above
all is that ignoring misconduct can have truly terrible consequences for everyone. The
most optimistic outcome of its fall from grace is that it may issue in a new era of
employee empowerment.

Cindy Olson Vice-president, HR

Olson, who became head of Enron’s HR department last year, was a newcomer to the
profession. Having spent 15 years as an accountant, she worked for three years in com-
munity relations before assuming the top HR job. Although privy to Sherron Watkins’
August 2001 memo, she took no action, in her capacity as an ‘independent’ fiduciary
and trustee of Enron’s 401(k) pension plan, to alert fellow employees. She later told a
congressional hearing she believed Watkins’ assessment to be untrue. Even more con-
troversially, she agreed to a moratorium last October, which banned employees from
selling the Enron stock in their plans while it still retained some value. ‘We didn’t have
a crystal ball,’ she said. ‘We didn’t know where the stock was going to go.’ Nonetheless,
on the advice of her own financial advisor, she admitted to cashing in some $6.5m in
Enron stock, most of it in the year before the company’s collapse.
(Personnel Today, 19 March 2002)
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Task:
What could the HR function have done to prevent the practices which contributed to
Enron’s downfall?

As the article makes clear, HR was responsible for creating and reinforcing Enron’s risk-
taking entrepreneurial culture through framing both the supporting people management
structures (in particular the performance management system and the recruitment policy)
and the company’s corporate values. HR was also responsible for ensuring that employees
adhered to an explicit code of ethics.

So it appears that the HR function should shoulder some of the blame for the company’s
failure. However, as the author points out, HR practitioners were not in a position to counter
the malpractice that was to all intents and purposes encouraged by senior management.
HR’s dilemma is summed up by Torrington et al.:3

The problem is that HR people do not have a separate professional existence from the

management of which they are part. Human resource management must be a man-

agement activity or it is nothing. Doctors, lawyers and accountants, even when

employed by a large organization, can maintain a non-managerial professional

detachment, giving advice that is highly regarded, even when it is unpopular.

Furthermore they advise; they do not decide. HR specialists are employed in no other

capacity than to participate closely in the management practice of a business. They

cannot, therefore, be expected to take up a full-fledged, independent professional

stance. Were they to retreat to an ivory tower and maintain a purist position on ethical

matters then theirs would be a voice in the management wilderness that nobody

wanted to hear . . .

This would suggest that HR professionals put themselves in an untenable position if they
simultaneously aspire to be ‘business partners’ with line managers and then look to claim
the moral high ground when tough decisions have to be made. As Torrington et al.
argue, the way forward for HR is ‘to make a strong business case for taking an ethical line
wherever it is credible to do so’.

16.1 Ethics and business decisions

Many business decisions have an ethical element, and managers need to be able to identify
when ethical issues are involved. There are various ethical standpoints, derived from moral
philosophy, which can be applied to ethical dilemmas in business. Thus, in making busi-
ness decisions, managers could ask questions such as:

● Is this decision in accordance with both the law and the accepted rules of society?
● Are most people going to benefit from this decision?
● Do the ends justify the means?
● What is in the best interests of the business?

However, managers are not philosophers and cannot be expected to apply the generalized
and sometimes conflicting principles implied by these questions to business decisions. The
situation is further complicated by what is known as ‘ethical relativism’, which refers to the
fact that morality is not a constant; it changes from society to society and from time to time,

Feedback
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so what is right in one place or time could be wrong in another. Some would argue that this
permits managers to work to different standards in different countries and cultures – a con-
venient principle for companies that operate internationally and compete against companies
with different moral codes. This could justify corporate gift-giving (otherwise known as
bribery).

There are definite business advantages of ethical behaviour. Companies such as Levi-
Strauss (whose suppliers must comply with a code of ethical conduct), Marks & Spencer
and the Cooperative bank (which has no involvement in tobacco companies, firms with
poor environmental records or those engaged in factory farming or chemical testing)
have an established ethical reputation and enjoy the business benefits that flow from
this. For example, the Cooperative bank has experienced an increase in the number of
new accounts, which it claims is directly attributable to its ethical stance.4 However,
there is a cost, in terms of time and resources, as they need to make substantial efforts
to maintain this reputation. For example, Marks & Spencer took legal action against
Granada TV when one of the latter’s programmes accused the company of exploiting
overseas suppliers.

The growing interest in business ethics, both as an area of concern for the business com-
munity and as a subject for academic enquiry, is evidenced by its higher profile in profes-
sional management programmes and on both undergraduate and postgraduate business and
management courses. This reflects the fact that managers are increasingly being confronted
with ethical challenges and need to be prepared to recognize and manage these as they
arise. To assist managers in this, it is useful to think of ethical issues as having a number of
dimensions (see Figure 16.1):

● The employee dimension – relations with employees. This relates to the way in which
individual employees are treated. The issues that can be considered here include dis-
crimination, confidentiality, loyalty and employee surveillance.

● The customer dimension – customer relations and marketing. Issues here include pric-
ing, product safety and advertising.

● The corporate dimension – relations with other companies. This includes the payment
of suppliers, the ethical standards of the suppliers themselves (e.g. do they mistreat their
workforce?), mergers and acquisitions, and insider trading.

● The community dimension – relations with the community. This includes cultural
diversity, self-regulation, bribery, the physical environment and community relations.

The use of such a framework to examine ethical issues helps managers to recognize the
broad context of business ethics, while allowing them to identify which issues are of par-
ticular concern at any one time.

The identification of an ethical context of business also highlights the fact that firms, as
well as individuals, can be viewed as ‘moral agents’.5 Ethical lapses in business can arise
at three levels:

1. Individual level – arising from need, greed or ‘sharp practice’
2. Organization level – arising from a corporate culture of excessive pressure for results,

or of inadequate supervision (the Barings Bank collapse falls into this category), or from
laziness or ignorance

3. Industry level – arising from a feature of the industry, such as the payment of commis-
sion in the insurance industry resulting in the mis-selling of policies.

It is important to note that ethical dilemmas tend not to be clear choices between good and
bad. A good example of this principle is trade with South Africa in the apartheid era:
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Looking back now on the controversy surrounding trade with South Africa can be salu-

tary in this respect. Who was right: the companies that pulled out and supported the

boycott and international disapproval of apartheid or the companies that stayed on

and used the Sullivan principles and other strategies to erode apartheid from the

inside, while also ensuring that there would be a viable economy after the revolution?

There is, of course, no answer to this question. But it remains a good question. It sug-

gests in this case that maybe both ethical approaches had right on their side and that

each was effective in its own way.5

People tend to be uneasy with the idea of drawing attention to business ethics and would
rather just get on with running a ‘decent’ business. Some feel that it is judgemental and
moralizing. Therefore the term ‘social responsibility’ is preferred, partly because it is seen
as less threatening when applied to business behaviour.

16.2 Corporate social responsibility

The starting point for an analysis of corporate responsibility is a consideration of the ques-
tion: to whom is a company responsible?

16.2.1 ‘The business of business is business’

Some commentators, such as Milton Friedman, believe that managers should be guided in
their actions by the economic imperative, i.e. profit maximization: ‘There is only one social
responsibility of business – to use its resources and engage in activities designed to increase
profits so long as it stays within the rules of the game, and engages in open and free com-
petition without deception or fraud.’6

Friedman stated that business should be conducted in conformity with the basic legal and
ethical rules of society. He was criticizing the practice of diverting business from its proper
role, as society’s wealth-producing organ, and applying its resources to tackle social prob-
lems. The trend in the UK at this time was for government to expect businesses to demon-
strate their credentials as ‘good citizens’ by encouraging them to become involved with

Social Responsibility and Business Ethics 541

Organization

Community Employees

Corporate Customers

Figure 16.1. The ethical dimensions of business.



various community projects. Friedman saw this as imposing unwarranted social obligations
on business, and substituting corporate philanthropy for government spending.

For Friedman, businesses provided sufficient social benefit by creating employment and
wealth (by producing goods and services). For businesses to donate to philanthropic causes
was effectively a self-imposed tax. Managers were employed to maximize shareholder
value.

A business can be socially responsible by the following.

1. Pursuing its economic objectives, involving:
● making a profit
● being a going concern
● providing goods and services
● creating employment
● paying taxes
● paying creditors

2. Respecting and operating within the laws of the land
3. Contributing to the solving of social problems and involvement in the community
4. Treating its stakeholders fairly.

It is the third element that Friedman objects to, on the grounds that it involves spending
shareholders’ and employees’ money on what managers arbitrarily decide to be ‘good
causes’.

Others argue that businesses should not have a completely free hand to operate as they
wish in pursuit of profit. Businesses operate within a framework of other social institu-
tions on whom they depend for human, financial and physical resources. Business there-
fore needs to respond to society’s own imperatives if it is to be accepted as part of that
society.

[social responsibility] requires of the manager that he assume responsibility for the pub-

lic good, that he subordinate his actions to an ethical standard of conduct, and that

he restrain his self-interest and his authority wherever their exercise would infringe upon

the common weal and upon the freedom of the individual.7

Those who subscribe to the idea of corporate social responsibility hold that the relationship
between business and society is therefore characterized by mutual dependency and obliga-
tions.

As business changes over time, so do the expectations of society. As discussed in
Chapter 13, people’s attitudes change – for example, in relation to environmental issues or
food standards.

16.2.2 ‘Enlightened self-interest’

To what extent does a desire by business to act in a socially responsible way originate
from genuine philanthropic intentions or from enlightened self-interest? In reality, organ-
izations with a reputation for taking an ethical stance attempt to combine business suc-
cess with a socially responsible attitude. Anita Roddick, of The Body Shop, sums this up
as follows:

I am no loony do-gooder, traipsing the world hugging trees and staring into crystals . . .

I am also not one of those people who is opposed to trade or change . . . [but] I would

rather be measured by how I treat weaker and frailer communities I trade with rather

than by how great are my profits.8
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To summarize, there are arguments for and against corporate social responsibility, as shown
in Table 16.1.
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Table 16.1 Arguments for and against companies acting in a socially responsible way

For: Against:

● Good for business ● Not management’s job

● Enhances the public image of the company ● Distracts from the pursuit of profit – risk of 

● May avoid government intervention reduced competitiveness

● In the company’s long-term interests ● Business lacks public accountability

● Business does not have the skills to pursue 

social goals

● Undermines the role of the state

16.3 Stakeholder theory

Friedman’s views on the role of business in society are an example of agency theory. Here,
managers are the ‘agents’ of the shareholders, responsible only to the board of directors.
Stakeholder theory, on the other hand, suggests that corporate decisions can be improved
by considering those who have a significant stake or interest in the organization. This def-
inition can be extended to include those who are in some way affected by corporate deci-
sions. An organization’s responsibilities to its stakeholders can be characterized as follows:

● Shareholders. Managers’ social responsibilities include safeguarding investments and
the opportunity for shareholders to participate in policy decisions and question manage-
ment on the affairs of the company. The prime objective of managers is to maximize prof-
its in response to what they rightly assume to be shareholder priorities. Shareholders’
attitudes to social responsibility will depend on their time horizons. If they adopt a short-
term perspective, then they are unlikely to be concerned about whether the company in
which they have invested is behaving in a socially responsible way. However, if they take
a long-term view, then they may be willing to consider the argument that social responsi-
bility pays off in terms of contributing to organizational performance. Also, the growth of
ethical unit trusts provides evidence that there are those who value corporate social
responsibility above maximizing their personal wealth.

● Customers. Research suggests that customers are now more aware of issues of corpo-
rate responsibility. They may boycott certain products if they feel that producers are
behaving unethically – for example, the consumer boycott on South African products
during the apartheid era. A more recent example is many people’s refusal to buy genet-
ically modified food, resulting in retailers removing such products from their shelves.

● Employees. Stakeholder theory requires organizations to adhere to ‘good employer’
principles in relation to fair treatment and remuneration, personal development, job
security, participation and consultation, and job design.

● Suppliers. Conditions of purchase or sale and settlement dates should be honoured.
● The community. The growth of the footloose multinational corporation means that the

link between producers and their community is not as strong as it once was. However,
customers and employees live in these communities, which are still important.

● Society. The corporate responsibility approach holds that society has the right to sanc-
tion business operations and will confront organizations that behave in a way which soci-
ety deems to be unacceptable. One of the features of the latter years of the twentieth



century saw growing concern for the environment. Some organizations are now taking
the interests of society and communities into account when formulating strategy, as
illustrated by the following cases.

Stakeholding BAA seeks neighbourly trust

BAA, the privatized airport operator, will this week launch a ‘contract with the commu-
nity’ programme designed to transform the business into a stakeholder corporation. It
will put environmental and community issues at the heart of business development with
the aim of avoiding the kind of lengthy and expensive battles which have continually
delayed the approval of a new terminal at Heathrow. Sir John Egan, BAA chief execu-
tive, will tell the group’s 150 senior managers at a conference on Thursday that they have
to change the way they work if they are to achieve business objectives – including fur-
ther expansion of airport capacity in the south-east of England. In future they will have
to adopt the sustainability agenda of the government and environmentalists who have
opposed Heathrow’s terminal five and new runways at Gatwick and Stansted.

BAA’s mission statement previously referred to customer needs, including safety, and
continuous improvement in financial performance and service quality. After lengthy
debate among management another was added, which commits the group to grow ‘with
the support and trust of our neighbours’. The chief executive will stress the importance
of the mission at this week’s conference. ‘This is not just a set of words, it commits us
to action’ Sir John says. The new programme will be led by Janis Kong, Managing
Director of Gatwick airport. The contract consists of ten commitments, including the
integration of green and community issues into airport expansion strategies, and contin-
uous improvement of environmental performance. The pledges include lobbying
through international bodies for wider environmental improvements, and pressing
suppliers and airlines to improve their performance.

Green reporting helps Tarmac profits grow

Green initiatives helped leading construction company Tarmac boost its profits, chief
executive Sir Neville Simms says today, writes Tom McGhie. For the last five years
Tarmac has been seeking to link reporting of its environmental performance with that of
its financial results. Commenting on the annual report from the firm’s environmental
panel, Sir Neville says: ‘The further improvement in our environmental performance in
1998 was particularly encouraging, with over 70 per cent of performance targets fully or
substantially achieved, and with each of the challenges set by the environmental panel
delivered in full.’ Last year profits rose by 14 per cent to £131.4 million, with improved
margins.
(Reported in The Guardian, 17 May 1999)

The principles of stakeholder analysis are that in formulating and implementing strategy,
managers must take into account both the interests and the relative power of stakeholder
groups (see Chapter 10). This raises a number of ethical issues for managers:

● Can managers be expected dispassionately to weigh the conflicting interests of stake-
holder groups?

● Are managers accountable only to certain stakeholders – e.g. shareholders – and there-
after merely responsible for ensuring that decisions are acceptable to other stakeholders?
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● Do managers make strategies to suit their own purposes and manage stakeholder expec-
tations to ensure acceptance of these strategies?

Issues for individuals and managers include:

● What is the responsibility of an individual who believes that his or her organization’s
strategy is unethical or is not representing the interests of legitimate stakeholders?
Should the individual leave the company or report the organization – a course of action
now commonly known as whistleblowing?

● Managers are in a powerful position in relation to other stakeholders. This is because
they have access to resources and information that are not available to other stakehold-
ers. Johnson and Scholes2 note that ‘with this power comes the obligation to behave with
integrity’.

The ethical challenge of stakeholder theory is to find a way of satisfying all the parties who
have an interest in, or whose interests are seriously affected by, a firm’s behaviour. The
Royal Society of Arts report Tomorrow’s Company identified that the UK’s economic suc-
cess was dependent on what it described as the ‘inclusive company’, that is, a company
which can build constructive relationships with its stakeholders.

There is now also a political dimension to the idea of ‘stakeholders’. This was popular-
ized by commentators such as Will Hutton,9 who talked of ‘stakeholder capitalism’. The
prime minister, Tony Blair, spoke of a ‘stakeholder economy’ as one in which there was
increased employee participation in corporate decisions.

The main advantage of the stakeholder idea is that it provides a wider perspective for
business by identifying all the groups in society who are affected by its actions. The disad-
vantages are that:

● Many stakeholders can be identified
● Stakeholder theory provides no way of arbitrating between conflicting stakeholder

claims
● Attempts to prioritize between different classes of stakeholders are often of little practi-

cal use.

16.4 Corporate governance

Corporate governance has been defined as ‘The system by which companies are directed
and controlled’.10 It relates to the process of supervising executive decisions and actions,
accountability and the regulatory framework within which organizations operate. There are
several groups (managers, directors, the board, shareholders and investment fund man-
agers) that form a ‘chain of governance’ and have a legitimate influence on the organiza-
tion’s purposes – that is, they have formal ‘rights’ through the corporate governance
framework. In all but the smallest of companies, ownership is now divorced from manage-
rial control so that the managers who are driving the company’s strategy may be very
remote from the beneficiaries of the organization’s performance, who will often have their
interests guarded by intermediaries such as asset managers for pension funds. The com-
plexity of corporate governance gives rise to conflicts of interest, which need to be
balanced by managers. A key issue here is whether managers are solely responsible to
shareholders or to a wider range of stakeholders.

A key ethical issue is to increase management accountability to owners and to encour-
age shareholders to bear the full cost of ownership, over and above the financial risk
involved. The problem here is that ownership is spread thinly and it is therefore difficult to
conceive of individual shareholders bearing ‘responsibility’ for the company they partly
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own. However, recent years have seen the emergence of ‘shareholder activism’ in both the
UK and the USA. For example, in the UK, institutional shareholders have moved to con-
trol perceived excesses in executive remuneration; in doing so, they are reflecting society’s
concerns and thereby taking note of and exercising their social responsibilities.

The Cadbury Report, set up in the wake of the Robert Maxwell scandal, called on share-
holders to ensure that companies follow best-practice guidelines on corporate governance.
This includes measures such as disclosing the details of directors’ remuneration packages
in the company’s annual report and the role of independent directors in overseeing corpo-
rate decisions. The Greenbury Report on executive pay made new recommendations on
how directors should be paid. However, executive reward continues to be an issue – a fact
highlighted by the controversy over the payments to the members of the Phoenix
Consortium when MG Rover collapsed in April 2005.

Corporate governance has come to the fore in recent years because some groups would
like to see shareholders become more active in the companies in which they invest.
Furthermore, it is felt that companies should themselves take more notice of their other
stakeholders whose interests need to be taken into account if the companies are to achieve
long-term improvements in shareholder value.

An independent committee, appointed by the former Secretary of State for Trade and
Industry, Margaret Beckett, to conduct a wide-ranging review of company law, produced its
interim report in February 1999. It recommended that companies face a requirement to
report on their social and environmental performance as part of a broader approach to com-
munications with stakeholders. The report stated that directors should be more ‘inclusive’
by considering the wider implications of a company’s actions, rather than focusing exclu-
sively on shareholder interests.

The ethical behaviour of employees can be influenced by specific organizational meas-
ures, some of which are outlined here.

16.5 Codes of ethics

A number of companies have developed codes of ethics, and we saw in the opening case
study how Enron’s attempt to control people’s behaviour in this way had signally failed.
However, according to McDonald and Zepp,11 the advantages of codes of ethics are:

● To clarify management’s thoughts of what constitutes unethical behaviour
● To help employees think about ethical issues before they are faced with the reality of the

situation
● To provide employees with the opportunity of refusing compliance with an unethical

action
● To define the limits of what constitutes acceptable or unacceptable behaviour
● To provide a mechanism for communicating the managerial philosophy in the realm of

ethical behaviour
● To assist the induction and training of employees.

The disadvantages are:

● Even a detailed list of guidelines cannot be expected to cover all the possible grey areas
of potentially unethical practices

● Codes of ethics are often too generalized to be of specific value
● Codes of ethics are rarely prioritized; for example, ‘loyalty to the company and to fel-

low employees’ does not resolve the potential conflict when a colleague is seen to be
acting contrary to company interest
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● As an individual phenomenon, ethical behaviour which has been guided by ethical codes
of conduct will only be effective if the codes have been internalized and are truly
believed by employees.

16.6 Other methods of promoting ethical
behaviour

Ethical policy statements

Ethical policy statements promote ethical behaviour, but tend to suffer from the same
defects as ethical codes.

Leadership

If employees do not perceive senior managers to be complying with ethical policy, they
may tend not to comply themselves. While top management can influence ethical behav-
iour, other employees may not operate to the same ethical standards unless the ethical value
system of the corporation is accepted by all members of the organization. Again, we saw
how senior managers at Enron failed to comply with the company’s own code of ethics.

Ethics committees

Organizations such as Motorola have used ethics committees to focus attention on business
ethics. The committee membership is rotated among all employees, thereby exposing them
to ethical problems submitted by managers and other employees. A decision by the com-
mittee provides clear guidelines for action.

Realistic performance and reward schemes

The pressure to perform can often override personal ethical standards. Measures such as
cost-saving plans, performance-related pay and setting unrealistic objectives may unknow-
ingly be rewarding unethical behaviour. This requires the organization to reassess its
approach to performance management. Once again, Enron is a case in point.

Establishment of ethical corporate cultures

As McDonald and Zepp11 note, ‘the corporate culture will naturally affect the ethical val-
ues of its personnel, and the more an employee feels him/herself a member of the company
team, the stronger will be the tendency to conform to the ethical standards of the company’.

16.7 A professional code of conduct
for managers

There is a potential conflict for managers regarding what courses of action are best for
their own career development and what strategies are in the longer-term interests of the
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organization. As Johnson and Scholes2 note, integrity is the key ingredient of professional
management and is included in the code of conduct of professional bodies such as the
Chartered Management Institute. The code of conduct is binding on all corporate members
of the Institute (see Table 16.2). Managers are expected to maintain certain standards of
conduct in relation to:

● The individual manager
● Other members of the organization
● The organization
● Others external to but in direct relationship with the organization
● The wider community
● The Chartered Management Institute.

Readers should also refer to the Chartered Institute of Personnel and Development Code of
Conduct.

We began this chapter by examining the ethical issues surrounding one of the most notori-
ous corporate failures in history and the extent to which HR was culpable for that episode.
We continued with a discussion of the moral dilemmas facing managers, and analysed
various conceptions of ‘corporate social responsibility’. Having discussed corporate gover-
nance, we then went on to evaluate the ways in which organizations try to influence the
moral behaviour of employees – for example, through producing codes of ethics.

Examination questions for this chapter are given in Appendix 2.

In brief
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Table 16.2 Extract from the Chartered Management Institute Code of Conduct10

As a Professional Manager you will:

● Pursue managerial activities with integrity, accountability and competence

● Disclose any personal interest which might be seen to influence managerial decisions

● Practise an open style of management so far as is consistent with business needs

● Keep up-to-date with developments in best management practice and continue to develop

personal competence

● Adopt an approach to the identification and resolution of conflicts of values, including ethical

values, which is reasonable and justifiable

● Safeguard confidential information and not seek personal advantage from it

● Exhaust all available internal remedies for dealing with matters perceived as improper, before

resorting to public disclosure

● Encourage the development and maintenance of quality and continuous improvement in all

management activities
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Appendix 1

Mapping the text

against the CIPD’s

Leadership and

Management

Standards

The new edition of this text book has been written to ensure coverage of the CIPD’s new
Leadership and Management Standards. The knowledge indicators from the new Standards
have been mapped against the book’s content below. It should be noted however that the
book contains much additional material which forms an underlying basis for the Standards.
Thus for example, the content of Chapter 2 in Part 1, on individual differences, is not
referred to directly in the Standards but underpins subsequent content that is.

Managing and Leading People Section

1.1 the principal factors in the external 1.1.1, 1.1.2

environment (both current and predicted) 

and their impact on the deployment of people 

across the world of work as a whole.

1.2 the elements which typically prevent or Ch 1

determine the design, instillation and delivery of 

strategies, leadership behaviours, processes and 

practices that lead to high performing people and 

organizations.

1.3 The principles behind, the logic and the Throughout Chs 1, 3 & 4

practical implications of the Performance 

Infrastructure and Performance Differentiators 

framework



2.1 the rationale for system/process efficiencies, Ch 4

including legal/ethical compliance, throughout 

the routines that support effective people leadership 

and management in organizations

3.1 the principal research evidence concerning 1.1.3, 1.1.4, 1.1.5, 1.1.6

the factors that promote organizational success 

through people.

3.2 the evidence concerning the effectiveness Evidence and examples 

of the Thinking Performer paradigm and its throughout, but particularly

related concepts. Ch 1

3.3 the people leadership values, behaviours, Ch 3

mechanisms and specific practices, which 

contribute to the development of successful 

organizations.

3.4 the strategies for encouraging, rewarding, Ch 4

recognising and celebrating employee 

attitudes and behaviours that contribute 

positively to desired organizational outcomes.

Managing for Results Section

1.1 the nature of management Ch 5, 6.1

1.2 the management contribution to 5.1, 5.2, 5.3.14, 5.3.15, 5.4, 5.5

organizational success

2.1 the ways in which organizations grow 6.1, 6.2, 5.3.15

and change

2.2 the elements that lead to the successful 6.3

implementation of change

3.1 the nature of customer service and its 7.1, 7.2

relative priority

3.2 how to assess customer needs, the importance 7.1.1, 7.3

of keeping customers and the means by which 

this may be assured

3.3 the importance of customer service in all 7.3

sectors and organizations

4.1 quality and continuous improvement techniques 8.1

4.2 the conditions and behaviours that promote 8.2

quality and continuous improvement.
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Managing in a Strategic Business Context Section

1.1 Major developments in employment and 9.3

the labour market. Their causes and consequences 

for organizations.

1.2 The concept of competitive advantage and Chs 9 & 10

ways in which it is gained and retained in the 

contemporary business environment.

1.3 Capital markets and the roles played by 12.3, 12.4

major financial institutions.

1.4 Contemporary trends and debates about 12.2, 12.3

the role of public sector organizations and their 

operating environments.

2.1 Technological developments and their 15.2, 15.3, 15.4, 15.5

potential impact on the business environment 

of organizations.

2.2 The evolution of a knowledge economy and 15.1

its implications for organizations.

2.3 Likely long-term applications of evolving 15.4

technologies.

2.4 Debates about the desirability of 15.6

technological developments in terms of their 

impact on people and the environment.

3.1 Major contemporary debates about 11.1.3

globalization and its consequences.

3.2 The current and likely future evolution of 11.2, 11.3, 11.4

the European Union.

3.3 The implications of EU membership for 11.2, 11.4

organizations.

4.1 Current and likely future demographic 13.1

trends in the UK and internationally.

4.2 The reasons for recent patterns of 13.1

population increases and falls.

4.3 The concept of population ageing and its 13.1

implications for organizations.
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5.1 Causes of key social trends and social 13.2, 13.3

problems in the UK and internationally.

5.2 Debates about ways of reducing social 13.2, 13.3

problems and / or their impact.

5.3 Patterns of change in social attitudes and 13.3

their significance for organizations.
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Appendix 2

Exam Questions

Part One – Managing and Leading People

Section A

Question

1. The Sunday Times produces an annual list of ‘best companies to work for’, with the
winner for 2005 in the large organisation category being Nationwide.
a. Drawing on wider research evidence, what factors are likely to differentiate such

‘great organisations to work for’ from the rest?
b. Again drawing on research evidence, plus published organisational case studies and

your own experience, suggest why simply copying the approach taken by such a
Sunday Times category winner might not be enough in itself to create a ‘great
place to work for’ in a different organisation.

Answer

Key to answering this question is the Infrastructure and Differentiator distinction. In terms
of the former, organizations will tend to be characterised by legal compliance and adher-
ence to correct procedures, which, whilst important in themselves, are unlikely to make
the organisation stand out in the labour market, or to deliver much in the way of compet-
itive advantage. In addition, reliance on ‘best practice’ applications is likely to merely
reproduce a standardised approach. Again, this is unlikely to lead to significant competi-
tive advantage.

Organizations that develop a reputation as being “great to work for” are characterised by
the presence of some significant Differentiators. Various studies and texts give us an insight
into what these might be. Thus Judith Leary-Joyce’s book for the CIPD Becoming an

Employer of Choice (2004) identifies examples from the Sunday times list, including
Richer Sounds, Claridges Hotel and Bromford Housing Association, and the importance
they place on such aspects as communication, leadership and building a sense of belong-
ing. Within these broad categories the book also highlights how the particular approach
taken by each organization is tailored to its needs and circumstances.

As another example, John Purcell’s research (Understanding the People and

Performance Link: Unlocking the Black Box 2003) points to the importance of a ‘Big Idea’
plus aspirational values and vertical and horizontal integration of strategies, policies and
practices. The role of front line management or leadership is identified as crucial. It is not
enough to have performance-enhancing HR policies and practices, how they are imple-
mented also matters. “Managers have discretion in the way they practise good people man-
agement in the sense of, for example, communicating, solving problems, listening to



employee suggestions, providing coaching and guidance, treating employees fairly, and
showing respect” (Ibid, p. x).

In answering this question, candidates should show familiarity with such studies and
make reference to ‘world-class’ enterprises quoted in the literature, such as Tesco,
Nationwide, First Direct, Pret-a-Manger, Liverpool City Council, Selfridges, Claridges,
ASDA and Singapore Airlines. They should also demonstrate familiarity with HR practices
in action within their own organisations.

Question

2. CIPD sponsored research investigating the link between ‘high commitment/high
performance’ HR practices on the one hand, and organisational performance on the
other show a relatively low take up of such practices by UK organisations. (For
example: Guest et al. 2000a, Employment Relations, HRM and Business

Performance: An analysis of the 1998 workplace employee relations survey

published by CIPD).

a. Evaluate the research and other evidence about the impact of such HR practices on

organisational performance.

b. Using where you can recent research and comparative organisational practice evi-

dence to inform your views, evaluate why the take up of such practices is relatively

low. If you were the HR manager in a service sector organization operating nationally,

how would you convince your MD that your organization should adopt such practices

more fully?

Answer

The research alluded to in the first part of the question is reviewed in Section 1.1.6 of this
text, and candidates should show a critical appreciation of these, and related, studies.
Despite making a strong case for the link between certain HR practices on the one hand,
and business performance on the other, the studies have not been without criticism, partic-
ularly those of a cross-sectional design. Marchington and Wilkinson (2005 p. 200) point out
that it is impossible to be certain whether or not such ‘good’ HRM has lead to improve-
ments in organisational performance or whether financial success has lead to the imple-
mentation of such HR practices, i.e. a reverse direction of causality. They also point to other
concerns:

● questions about which HR practices should be included
● variation between studies in the proxies used for HR practices and for the measures of

performance
● the dangers of relying on self-reported scores.

In terms of the second part of the question, David Guest and others have pointed out the
relatively low take-up of such practices despite the apparent positive findings of the
research. This may be due to a lack of awareness of the studies; an awareness but a lack of
belief in the findings or of their applicability to the particular circumstances faced; diffi-
culty in HR ‘selling’ such prescriptions, and more general resistance to change.
Persuading the MD to adopt such practices must depend a good deal on the specific cir-
cumstances of the organisation. Since it is in the service sector, a case needs to be con-
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structed around improved customer service. Evidence that such HR practices ‘work’ in
terms of improved performance needs to be outlined, but preferably acquired from other
organisations encountering similar competitive and performance scenarios. Thus a clear
business case needs to be made, with measurable outcomes.

Section B

Question

1. A senior manager of the retail organization you work for has e-mailed you to say that he
has heard of a study which shows large differences in employee engagement at different
locations of the same supermarket chain. He would like to know more, and what you
would suggest to increase the degree of employee engagement in your own organization.
How would you respond?

Answer

Purcell’s studies for the CIPD indicate that there can be large variations in employee
engagement between Tesco stores at different locations.

Based on studies such as Purcell’s, increasing the degree of employee engagement is
dependant on the implementation of certain HR practices, such as careful recruitment
and selection based on evidence and on appropriate attitudes; induction linked clearly
to corporate values; reward and recognition that, again, endorses the values and also the
strategic direction of the organisation, and clear two-way communication to employees.
The importance of front-line managers in successfully implementing such practices is
also crucial.

Question

2. A letter in your organization’s staff magazine contains the line that “Our organization
should have ‘servant leaders’ and our managers need a greater understanding of leader-
ship theories.” What is your response?

Answer

The reference to ‘servant leaders’ alludes to the argument that organisations should move
away from the old command-and-control approach to one characterised by facilitation,
enabling and empowerment. Command-and-control approaches are unlikely to engender
the sort of discretionary behaviour required of individuals in high performance organiza-
tions. Candidates should demonstrate their understanding of relevant leadership theories to
develop this argument.

Question

3. The lecturer on the evening business studies course you are attending has given you the
following as a seminar discussion topic: “Strong organizational cultures can be coun-
terproductive since they are unresponsive to change”. What will your response be?
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Answer

This question is covered in Section 1.3.2 of the text. Many high performing organisations
have strong cultures, yet a strong culture per se is not sufficient. As Ted Johns, CIPD
Examiner has pointed out, what constitutes the culture is what counts – a culture that pro-
motes organizational learning, continuous improvement, change and customer focus can be
both strong and lead to organizational performance. Authors quoted in the section of the
text detailed above point to the importance of a culture that is intrinsically open to chang-
ing circumstances

Question

4. In preparation for a meeting, you have been asked to be prepared to talk on the impor-
tance of employer branding and the steps which should be taken to ensure successful
branding. How will you respond at the meeting?

Answer

Employer branding, and its links to being an employer of choice, is outlined in Section
1.3.1, and there is a CIPD fact sheet of the same name. A case for the importance of
employee branding can be built around the proposition of becoming an employer of choice,
and the advantages this brings in a competitive labour market. This involves the develop-
ment of a corporate personality or identity that employees, as well as customers, can recog-
nise and relate to. By outlining the positive benefits of employment with the organization
for employees, this will aid in recruitment and retention. Examples of branding in practice,
such as at Abbey National, and the steps taken to achieve the brand, should be given.
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Part Two – Managing for Results

Section A

Question

1. There are many lists and rankings of companies published including, for example, the
Sunday Times ‘100 Best Companies to Work For’. A feature of all these kinds of rank-
ings is that that they are derived from measuring organizations by number of different
criteria. The criteria typically include factors such as how people in the organization feel
about the way they are managed, teamworking and the opportunities provided by the
employer for personal development.

Whilst some organizations come near the top in rankings year after year others appear
once or twice and then do not re-appear. Some of them vanish from the list on account of
merger or takeover, but others simply may not be able to sustain their performance in the
longer term.

What criteria would you recommend should be used to judge an organizations’ level of
achievement as a responsible employer? Look particularly at the ability of the organization
to sustain being a responsible employer in the long-term. Why do you recommend those
criteria?

Answer

Defining a responsible employer is the first point. Criteria that might be used include: the
style and approach of management, how involved people are in the organization, the effec-
tiveness of teams and team working, opportunities and support for personal development,
health and safety, quality management. Responsibility is directed towards employees and
customers.

These criteria are arguably important for any organization, and the point about this ques-
tion is maintaining sustainability in a changing environment. In behaving responsibly the
organization improves its performance towards all stakeholders. Therefore, consideration
of the underlying processes that lead to sustainable and continually improving performance
will need to be discussed.

The concept of continuous improvement is important as is of having processes in place
to support it. There should be a process for the regular review of levels of customer and
employee satisfaction.

Appraisal and development processes that are geared for the long-term, looking not just
at present needs, but at future requirements. Review the contribution that managers make
to organizational success.

The discussion might also cover issues related to the size if the organization and the sec-
tor it operates in.

Question

2. “One of the key issues that organizations face is the development of their people. To be
effective organizations need competent people. Everyone recognises that this is impor-
tant, everyone says the right things. But, the reality seems less clear. Some organizations
do it well, some try and don’t get to grips with it and others seem to do nothing at all.
Organizations are looking for improved performance from the workforce and for their
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customers to be increasingly satisfied with the goods or service they deliver. It some-
times seems that pressures to deliver on time defeats the need to develop people.”

Critically evaluate the issues raised here. What are the implications of failing to develop
people, and what can the manager do to ensure that people are developed?

Answer

This question raises the issue of dealing with conflicting demands. Managers are expected
to ensure that customer needs are satisfied in respect of quality, on time delivery, standards
of service.

The existence, or not, of appropriate systems in an organization for the development of
people may be a starting point. Is there a system for identifying development needs? Does
it identify needs only for the short-term or does it look long-term? What competencies have
people got now, and what do they need for the future. These can be assessed at both indi-
vidual and organizational levels.

What are the implications of a short-term perspective and how does that impact on the
organizations ability to deliver consistently? In the long-term if skills are not updated then
the capacity to manage change is more limited. Change requires a degree of flexibility and
ability to manage new demands and situations.

In managing people the manager has to balance the immediate needs for delivery, with
the need to ensure that delivery is sustainable, managing resources effectively to identify
the time and opportunity for development to take place.

Section B

Question

1. You are carrying out an appraisal with one of your direct reports. You have identified
that he has potential for further growth and will benefit from some development.
Training courses do not seem appropriate; suggest three other methods of development
might you recommend and why.

Answer

There are a number of possibilities:
– Conferences in order to update knowledge and provide an opportunity to participate with

other delegates. Maybe if the individual has specialist knowledge or experience then he
could attend as a contributor as well, and gain some development from the expereince of
contributing to the conference.

– Secondments provide an opportunity to see how other parts of the organization work and
how the individuals own role impacts on the work of others. Possibly the secondment
could be to a customer or supplier.

– Coaching by a colleague or someone else in the organization. The role of the coach is to
develop the performance of the individual in a one-to-one situation

– Undertaking some further education to study a particular subject. This could be at a uni-
versity or college. It could be full-time, part time or by distance learning.

– Making time for reading and research to follow up new and interesting ideas.
– Involvement in a specific project as a team member or team leader could provide oppor-

tunities for technical and inter-personal learning.
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– Become a member of an Action Learning Group, and share experience and ideas with
other in solving real problems.

Question

2. There are a number of approaches to quality standards including the EFQM Excellence
Model and ISO 9000. Your boss wants you to present your recommendations for the
adoption of one of these approaches to your colleagues. What are the key points you
would make and why?

Answer

They both focus on leadership, continuous improvement and outputs to customers.
Both provide frameworks for managing and monitoring performance and for identify-

ing when changes need to be made. They both emphasise the customer, both external and
internal.

Whilst there is a concern with the external customer, there also a focus on internal
processes and customers.

Key points from ISO 9000 include: customer relationships, leadership, involvement of
people, review of processes and their management, making decisions based on data and
mutually beneficial supplier relationships.

Key points of the EFQM Excellence model include: leadership, involvement of people,
partnership, and results for customers, people and society.

Both models can assist an organization in effective delivery and in corporate social
responsibility. Both models require that there are structured processes in place which are
capable of being monitored, measured and improved.

Question

3. You work for a profitable private sector company and are discussing customer service
with a friend who works in the public sector. “We don’t need to think about customers”
says your friend. What points might you make to persuade him that he should think of
customer service in the public sector?

Answer

A number of points here including, the changing expectation of the public at large who,
increasingly, expect to be treated as customers in all interactions.

By considering people as customers there develops the idea of understanding and meet-
ing their needs and of having processes and systems that are customer friendly.

Meeting the needs of customers actually makes life easier as they are less likely to return
to complain. Looking internally and treating each other as customers can improve internal
processes and the way people work with each other. Public sector bodies increasingly
benchmark themselves against each other, using surveys and other tools to assess customer
satisfaction. Finally the concept of quality management can be reviewed as a process that
will help deliver improved customer service.
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Question

4. Your organization is considering change so as to place greater emphasis on customer
service. What advice would you give to your boss on some of the resistance to change
that may be encountered, and how that resistance might be overcome?

Answer

Resistance to change is not uncommon. Employees often fear change because it removes
some of the certainty from their lives. The kind of issues that are often cited as resistances
to change are: changing existing habits, concerns for future security, economic, fear of the
unknown and the fact that individuals often are selective in the information they process.

Lewin’s model looks how the forces for and against change might be analysed.
The key bit of advice about managing change is to communicate effectively. Ensure that

everyone gets all the information they need and that they do understand it. Communication
about change starts at the top and must be effectively cascaded down the organization; it
can be verbal, or written or in other media. The worst thing to happen is for employees to
first find out about changes from external sources.

Question

5. You have been put in charge of a project to reduce the number of complaints received
about the standard of service delivered by call centres technical advisers. The call cen-
tre is located in the same building as you. You are about to put together a team to work
on the problem. What factors will you take into account in establishing your team and
why?

Answer

First note this question is about establishing a team not about what problems the call cen-
tre might have.

A number of points might be considered. The models of quality suggest that the involve-
ment of the people actually doing the job is important, so you would want the involvement
of some call centre staff. You might look at internal processes too, and at having some of
the internal customers and suppliers on the team. You might need a specialist IT input to
contribute to the teams work. What data is available about the complaints, and might it be
possible to contact a dissatisfied customer to join the team for a while?

You would want to optimise the contribution that people can make in a team, so some
awareness of the implications of Belbin’s team roles might be helpful. You may want to
consider process issues such as time management and delegation.
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Part Three – Managing in a Strategic
Business Context

Section A

Question

1. Read the following passage taken from ‘Human Resource Development in a Knowledge
Economy’ by Rosemary Harrison and Joseph Kessels (2004, p.12) and answer the ques-
tions which follow:

At macro level, the relationship between education and economic prosperity has

always been of great importance to governments and industry. One of the main tasks

of publicly funded education is to invest in the development of a high-level workforce.

Such expenditure is considered as a necessary investment in human capital. In studies

carried out, the coefficients on human capital suggested relatively high returns to edu-

cation. They calculated that one year of average education (corresponding to a rise

in human capital by about 10%) would lead to an average increase in steady state

output per capita by around 4-7%.

i. How far do you consider the claims made by Harrison and Kessler about the link

between investing in human capital through education and economic prosperity to be

accurate?

Answer

See section 12.5. Human capital theory states that education leads to greater productivity,
which results in economic growth and greater prosperity. However, there are alternative
views: the screening hypothesis holds that higher productivity is the result of higher innate
ability rather than education. Those who subscribe to this view would argue that higher
education in particular has a very limited effect on productivity; rather, its role is to
‘screen’ potential employees. Another perspective, correspondence theory, sees education
as a way of transmitting the values of a capitalist system, rather than as a route to eco-
nomic prosperity.

ii. Why is education seen to be so crucial in a knowledge economy?

Answer

See sections 15.1 and 12.5. The rhetoric surrounding the knowledge economy (that knowl-
edge is now the only source of sustainable competitive advantage, etc). should be explored
here. In such an economy, knowledge production (innovation) and knowledge transfer (the
diffusion of knowledge and innovation) are vital to economic success, but so is knowledge
transmission (through education and training). So a knowledge economy needs highly edu-
cated, highly-trained people to be effective innovators to sustain it. Reference could be
made to the government’s policy of encouraging ever greater participation in higher edu-
cation, and the effectiveness thereof.
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Question

2. Read the following passage paraphrased from ‘Labour Economics’ by Stephen Smith
(2003) and answer the questions which follow:

Many economists and policymakers argue that relatively high levels of unemployment

and stagnating levels of employment in many European countries are due to high and

inflexible wages and the inabilities of employers to adjust their workforce because of

institutional rigidities in the labour market. According to this argument, lower real wages

would reduce labour costs, thereby increasing the demand for labour. Profits may also

rise, leading to increased investment and a further rise in employment.

i. To what extent do you agree that relatively high levels of unemployment in Europe are

due to inflexible labour markets?

Answer

This statement is essentially a critique of the European social model (see Chapter 11) which
is characterised by relatively high levels of employment protection. The argument runs that
greater (downward) wage flexibility and numerical flexibility (varying the numbers of
employees) are essential to compete in a global economy. The flaw in this thesis is that the
wages of European workers could never fall low enough to compete with their counterparts
in developing countries. Thus the counter argument is that Europe should be pursuing the
high-value added, high skills, high wage route rather than trying to compete on the basis of
wage costs (see section 12.4.2, and 9.3)

ii. How can labour markets be made more responsive to market conditions?

Answer

Improve wage flexibility by abolishing minimum wages, weakening collective bargaining,
reducing welfare benefits, reducing taxes on employment.

Improve numerical flexibility by weakening employment protection legislation, encour-
aging temporary and part-time working.

Part B

Question

1. You are asked to give a fifteen-minute talk on globalization and its impact on UK organ-
izations. The organisers want you to explore the forces driving globalization. Draw up
a short plan indicating what you would say.

Answer

● Define ‘globalization’ – the integration of national economies, accompanied by political
and cultural convergence on a global scale.

● Identify the ‘forces’ – the global spread of free-market ideology; the increasing domi-
nance of multinational enterprises; the growing importance of developing countries;
technological advances.
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● Outline the ‘impact’ – a highly competitive commercial environment, resulting in a
downward pressure on prices and costs; the need for organizations to be flexible and
innovative; the need for employees to be functionally flexible; continuous improvement
requires continuous learning

Question

2. A visiting manager from Russia has asked you to explain the difference between busi-
ness ethics and corporate social responsibility. How would you answer his question?

Answer

● Define ‘business ethics’ – the moral standards and behaviour of individuals operating in
a business context.

● Identify the ethical dimensions of business – employee, customer, corporate and com-
munity.

● Discuss the levels at which ethical lapses can occur – individual, organization and indus-
try.

● Outline the problem with the concept of ‘business ethics’ – judgemental and moralizing,
‘moral relativism’.

● Define ‘corporate social responsibility’ – to whom is the organization responsible?
● Discuss the different perspectives (Friedman, Drucker).
● Summarize the arguments ‘for’ and ‘against’ corporate social responsibility.

Question

3. You work for a small, but fast growing firm. The managing director has been to a con-
ference about business strategy and heard the speaker talking about ‘planned’ and
‘emergent’ strategy. However, he did not really understand the difference between them.
How would you explain it?

Answer

● Define ‘strategy’ – the long-term direction of an organization; an integrated plan to
ensure the achievement of the organization’s objectives; gaining sustainable competitive
advantage

● Planning approach – strategy as a highly systematic process, involving the extensive use
of analytical tools and techniques and a rational sequence of steps.

● Emergent approach – describes how strategy is in fact formulated and implemented.
Strategy ‘emerges’ as a result of trial, experimentation and small steps forward.

● Explain the significance of the distinction -emergent approach a more accurate explana-
tion of how strategy is formulated in a turbulent environment characterized by rapid
change; however, this does not obviate the need for all organizations to provide strategic
direction.
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Question

4. The government has recently announced a change in interest rates and your boss wants
to know the implications for your organisation. Prepare some notes for her identifying
the likely impact of such a change.

Answer

● Define ‘interest rates’ – the price of borrowing money.

Relatively low interest rates

Stimulate demand.
Can be inflationary.
Lead to fall in the exchange rate, affecting international trade.
Stimulate investment.
Affect savings.

Relatively high interest rates

Limit demand.
Can be deflationary.
Lead to a rise in the exchange rate, affecting international trade.
Curb investment.
Affect savings.

Question

5. You work for a manufacturer employing 150 people. Two production line workers have
recently complained of discrimination and the senior management team wants to be
clear about the legal position. Prepare some notes for the SMT summarising and
explaining the different types of unlawful discrimination in the workplace, taking care
to provide examples of how discrimination could arise under different pieces of anti-
discrimination legislation.

Answer

There are four main types of unlawful discrimination found in the anti-discrimination leg-
islation:

(i) Direct discrimination – Where a person is treated less favourably because of their sex

or race, disability, religion/belief or sexual orientation, which causes a disadvantage to

the individual – physical, economic or psychological, e.g under the Race Relations Act

1976 (as amended) the employee is not offered promotion because of his race because

the employer is prejudiced against having black managers.

(ii) Indirect discrimination – Where an employer applies a ‘provision, criterion or practice’

equally, but its effect is to disproportionately affect a group, eg. under the Sex
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Discrimination Act 1975 a woman is refused to allow to return to work from mater-

nity leave in a part-time capacity. Such a decision will disproportionately affect

women who have the ‘lion’s share’ of child-minding and child-care and who still

make-up 80% of part-timers in the UK labour market, but also the individual.

Critically, the employer may be able to justify the decision on objective grounds if it

is proportionately applied in pursuit of a legitimate aim.

(iii) Harassment – Where the person has their dignity violated or their environment

becomes hostile, degrading, humiliating or offensive, e.g. an employee is verbally

abused because of her religion or belief and could bring a claim under the

Employment Equality (Religion or Belief) Regulations 2003.

(iv) Victimisation – Where the employee suffers a disadvantage for having already raised

a claim under the anti-discrimination legislation, e.g. the disabled employee suffers de-

motion for having raised a claim under the Disability Discrimination Act 1995 (as

amended). There is no defence for acts (i) (iii) and (iv).
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