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4 Introduction

Introduction

The progress and development of countries can be measured by their ability to 
invest in education and by the extent to which their educational system responds 
to the requirements and changes of the age. It is the responsibility of the Ministry 
of Education to sustain the development of its educational systems. In response 
to the concept of Saudi Arabia’s Vision 2030 policy, the Ministry has taken the 
initiative in adopting the Secondary Education Pathways system with the aim of 
bringing about effective and comprehensive reform at the secondary stage.

The Secondary Education Pathways system provides a distinguished and mod-
ern educational model for secondary education in Saudi Arabia, which efficiently 
contributes to:

•	 Strengthening the values associated with belonging to our homeland, 
the Kingdom of Saudi Arabia, and of loyalty to its wise leaders, may 
Allah protect them, based on pure belief founded on tolerant Islamic 
teachings.

•	 Strengthening the values of citizenship by focusing on them in the 
school curriculum and in class activities, in line with the demands of 
sustainable development and the development plans of Saudi Arabia, 
which emphasize the consolidation of the duality of values and identity, 
founded on the teachings of Islam and moderation.

•	 Offering qualifications to students that are in line with future special-
izations in universities and colleges or the required professions, and 
ensuring that educational outputs are consistent with the requirements 
of the labor market.

•	 Enabling students to pursue education along their preferred track at an 
early stage, according to their inclinations and abilities.

•	 Enabling students to enrol in specific scientific and administrative disci-
plines related to the labor market and future jobs.

•	 Integrating students into an enjoyable and stimulating learning environ-
ment within the school, based on a constructive philosophy and applied 
practices within an active learning environment.

•	 Guiding students on an integrated educational journey from the prima-
ry stage to the end of secondary stage, and facilitating the process of 
their transition to the post-general education stage.

•	 Providing students with the technical and personal skills which will help 
them to deal with life and to respond to the requirements of the stage 
they are at.

•	 Expanding opportunities for graduate secondary school students 
through various options in addition to universities, such as by obtaining 
professional certificates, joining applied colleges, and obtaining job 
diplomas.
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5Introduction

The Pathways system consists of six semesters taught over three years, including 
a common fi rst year in which students receive lessons in various scientifi c and 
human fi elds, followed by two specialized years during which students follow a 
general pathway, as well as four specialized pathways consistent with their incli-
nations and abilities. These are: the Legal Pathway, the Business Administration 
Pathway, the Computer Science and Engineering Pathway, and the Health and 
Life Pathway. This makes this system the best option for students in terms of:

• The existence of new study materials that comply with the require-
ments of the so-called Fourth Industrial Revolution and its associated 
development plans, as well as the Saudi Vision 2030 policy which aims 
to develop higher-order thinking, problem solving, and research skills.

• Elective fi eld programs which are consistent with the needs of the labor 
market and the students’ own preferences. This enables students to 
enrol in a specifi c elective fi eld according to a specifi c job skills matrix.

• An “inclination” scale that ensures the attainment of students’ effi -
ciency levels and effectiveness, and helps them to determine their own 
tendencies, predispositions, and strengths—all of which enhances their 
chances of success in the future.

• Volunteer work designed specifi cally for students in line with the 
philosophy of activities in schools, which is also one of the graduation 
requirement. This helps to promote humane values, build up society, 
and ensures its development and cohesion.

• A transfer procedure that enables students to move from one pathway 
to another according to specifi c mechanisms.

• Profi ciency classes in which skills are developed and achievement levels 
improved, by providing intensive and remedial lessons.

• Options for combining education with e-learning and blended learning/
teaching, which are built into the Pathways system for reasons of fl exi-
bility, convenience, interaction, and effectiveness.

• A graduation project that helps students to integrate theoretical experi-
ences with applied practices.

• Professional and skill-based certifi cates that are awarded to students 
after completing specifi c tasks and certain tests in partnership with 
specialized bodies.

The Business Administration Pathway is one of the paths developed at the second-
ary level. It contributes to achieving best practices by investing in human capital 
and providing students with the knowledge, experience, and skills that will allow 
them to keep pace with the Fourth Industrial Revolution and the challenges of 
the 21st century. This pathway also seeks to provide students with the necessary 
skills to deal with the administrative and fi nancial challenges in the era of the 
digital economy in order to ensure a stable economic future. This is driven and 
supported by: 1) the contents of the Saudi Vision 2030 policy, 2) the two associat-
ed programs for developing human capabilities and the quality of life, and 3) the 
labor market’s need for qualifi ed personnel to work in future jobs. The pathway 
is also intended to promote the values of hard work, discipline, determination, 
perseverance, positivity, fl exibility, national values, enhanced national identity, 
support for a culture of innovation and entrepreneurship, support for the value 
of volunteer work—all to prepare students for the labor market and to expand 
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educational opportunities for them. It may also contribute to preparing students 
to continue their studies at university level, or to obtain professional certificates in 
one of the related disciplines.

The subject “Principles of Management”, which is taught at the first level of 
the third stage of the Pathways system, familiarizes students with the principles 
of management, pitched at a level that is suitable for their target age. The subject 
achieves this by:

•	 Providing the requisite knowledge and skills set.
•	 Encouraging students to form a positive outlook towards work.
•	 Encouraging students to develop a culture of self-employment.
•	 Promoting work values and ethics by linking the course’s lessons to the 

students’ own lives.
•	 Providing a range of activities that give students teamwork skills, 

research skills, and self-learning abilities, in addition to case studies and 
real-world applications that enhance students’ management concepts 
and enable them to develop analytical, deductive, and critical-thinking 
skills.

The subject at this level will deal with the main aspects related to management 
under four chapter headings aimed at:

•	 Providing students with the basic concepts of management and leader-
ship, and the different management functions required to deliver Saudi 
Vision 2030.

•	 Providing an overview of management throughout history and its role 
in the 21st century.

•	 Introducing students to the concepts of planning, organizing, staffing, 
directing and controlling.

•	 Describing classical theories on motivation and change management.
•	 Helping students understand ways in which technology is used in 

business, by highlighting business applications of technology, and the 
Fourth Industrial Revolution.

•	 Helping students to understand the different types of innovation and 
why innovation matters in business.

•	 Preparing students for the challenges faced in contemporary 
management.

To ensure that students’ skills and knowledge are measured in tandem with the 
content of the book’s chapters, a set of assessment questions and activities has 
been prepared at the end of each chapter, taking into account the whole range 
and diversity of assessment strategies.

Finally, we ask Allah the Almighty to grant that this book may contribute to 
preparing and qualifying our sons and daughters as students for the world of 
work and business, and that it may act as an incentive to invest their energies 
wisely, to build their future, and to contribute to the development of their country.

It is Allah who grants success!
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8 About the Book

About the Book

This book aims to build a solid foundation of  
Principles of Management

Chapters

begin with a striking dou-
ble-page spread which 
introduces the chapter 
topic. The chapter’s les-
sons are listed here, pro-
viding an overview of 
the chapter content, and 
a large, impactful image, 
which is accompanied by 
a question, prompts stu-
dents to think critically 
about the topic.

Learning Objectives

offer a preview of each lesson.

Key Terms

are first introduced in 
the lesson openers. The 
terms are in bold in the 
lesson text, emphasizing 
their importance and al-
lowing students to find 
them easily.

Reality Check

uses a real-world example to 
introduce lesson concepts.
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Management Matters

provides interesting business 
scenarios for students to 
consider when they apply 
their higher-order thinking 
skills.

Special Features Enhance Learning

Net Knowledge

encourages students to use 
the Internet for business-
related research.
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Management Skills

encourages students practice of 
important skills that will help them 
to become strong managers.

Focus On...

features examine current 
events, technology topics, 
trends, innovation, change, 
and other important issues 
that impact the business 
environment to provide stu-
dents a larger view of the 
business community.
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Figures

visually organize information and show 
the links and associations between data 
and corresponding analysis.

Photos

enhance the chapter content 
with real world illustrations 
and questions that encourage 
critical thinking.
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Integrated Assessment...

Putting Students’ Knowledge to the Test

End of Chapter Assessment

provides a review of the main points. Questions 
and activities test students’ knowledge.

End of Lesson

assessments are found at the end of 
each lesson to reinforce the concepts 
that have been covered in it.
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Case in Point

in the chapter assessments, includes engaging 
in-depth scenarios related to the chapter content 
followed by high-level, critical-thinking questions.
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1.1	 The Role and Work of Managers

1.2	 The Historical Development of 
Management

1.3	 Managing in the Twenty-First Century

1.4	 Increasing Management Effectiveness

CHAP TE R LESSONS

What qualities do you 
think a successful manager 
possesses?

Management creates the funda-

mental framework for the activi-

ties within an organization. This opening 

chapter addresses the role of managing 

and managers. It begins with an over-

view of the development of management 

throughout history, before addressing 

management today and how to increase 

effectiveness.
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Link to digital lesson

Management

Planning

Organizing

Staffing

Directing

Controlling

Manager

Supervisor

Top Manager

Middle Manager

KEY TERMS

Once you have completed this lesson, you should be able to:

1.1.1	 Define the functions of managers.

1.1.2	 Differentiate the work of the different levels of management.

LEARNING OBJECTIVES

REALITY CHECK

Do I Want to Be a Manager?

Ali has worked for a Web technology company for five years since 

graduating with a degree in computer network systems. He enjoys 

his work as a network specialist, a position he has held for more 

than two years. He has progressed rapidly from his first job as net-

working assistant to his current position.

Ali is facing an important career decision: whether to apply for 

the supervisor’s position. The opportunity to move into a manage-

ment position is exciting. The job would provide a higher salary and 

an improved status. At the same time, it seems to Ali that supervi-

sors are constantly dealing with employee complaints or with the 

concerns of their own bosses. 

Ali really enjoys his current work in network systems, but he 

knows that he will do less of that work as a supervisor. He likes 

working with and helping to train new employees, and he’s not 

sure if he wants to do technical computer work for the rest of his 

career. Ali’s biggest concern is that he doesn’t know much about 

the supervisor’s job. The company does not provide any specific 

training for prospective supervisors, and Ali’s only preparation was 

a management course he completed while attending college.

What’s Your Reaction? How would you help Ali make a decision 
about applying for the position?

1.1
The Role and Work of Managers

Principles of Management reprint_1p.indb   16Principles of Management reprint_1p.indb   16 05/12/2024   17:4605/12/2024   17:46



17Lesson 1.1  The Role and Work of Managers

“I’m in charge. I make the decisions. No one can tell me what to do.”

Doesn’t that sound great? In a simplistic way, these words describe 

what many people believe is the role of a manager. Yet there is another 

way to view management.

“I’m responsible for the results of my team. When problems occur, 

I have to find a way to fix them. If things go wrong, I am responsible. 

Success or failure ultimately depends on achieving results from my 

team.”

While managers have control, they must also take responsibility for 

achieving results.

Many employees believe they would like to be managers. However, 

when presented with the decision of whether to move into manage-

ment, they may find the decision difficult to make. If they like the work 

they are currently doing, they must understand that moving into man-

agement will mean they can no longer spend much time doing that 

work. Will they enjoy management activities as much? Just because 

they have been successful in their current job does not mean they will 

be successful in management. What if they do not succeed in their new 

role as a manager? It is unlikely their company will allow them to return 

to their previous job, and indeed, they may even lose their management 

position.

The Changing Nature of Management

Managers are responsible for making things happen in business. They 

make decisions that determine what a company will do and how well 

it will perform. They choose the people and other resources needed to 

operate a business. Managers must ensure that ideas are turned into 

products and services.

LO 1.1.1 Moving into Management
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18 Chapter 1  Managers and Managing

Managers make up only a small percentage of all employees in a 

company. Managers typically work with the larger number of employ-

ees to plan how to perform the work. There are often several levels of 

managers in an organization. Some managers are directly responsible 

for the day-to-day operations of a part of the business and the work of 

employees who perform those operations.

Higher-level managers are not directly involved in day-to-day oper-

ations. Instead, they spend their time planning, problem solving, and 

making decisions about how to make the business more successful. 

Non-management employees often do not recognize the contributions 

that managers make to the business. In addition, these workers may 

not understand the challenges of being a manager.

The daily work of managers is quite different from the work of 

employees. Yet both types of work are necessary for a business to 

succeed. Mutual understanding and respect are important. Managers 

must understand and appreciate the work of employees. Employees 

who recognize what managers do and why management is important 

to business success tend to be motivated and cooperative.

The nature of management and the way managers interact with 

employees has changed in recent years. In the past, many managers 

exerted a great deal of authority and control, expected employees to 

follow orders without question, and provided little information about 

the company to workers. Employees and managers did not always 

share the same views and attitudes about the company and the work 

that needed to be done.

Today’s managers work more closely with employees. They keep 

employees informed about company performance and upcoming 

changes. They also involve employees in important decisions. Employees 

have greater responsibilities in many companies, and employee teams 

now carry out some work previously done by managers. Businesses 

in which managers and employees respect each other, communicate 

effectively, and cooperate are usually more successful than businesses 

that use traditional management techniques.
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19Lesson 1.1  The Role and Work of Managers

Management Functions

There are many different kinds of managers. The president of an inter-

national corporation with facilities around the world and thousands of 

employees is a manager. The owner of a small service business with 

one location and only a few employees is also a manager. Managers are 

in charge of many different aspects of business, including purchasing, 

sales, communication, and technology. People who supervise workers 

on an assembly line, in a warehouse, or in a customer service center are 

all managers.

Because there are so many types of managers, it is difficult to identify 

exactly what managers do. However, there are a number of activities 

that all managers must perform. The type of business, size of company, 

or department within the organization do not matter—all managers 

perform some of the same activities.

Employees may 
not be aware of 
the contribution 
managers make. 
Name some 
responsibilities of 
managers.
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20 Chapter 1  Managers and Managing

Management is the process of accomplishing the goals of an 

organization through the effective use of people and other resources. 

Those resources include money, facilities, equipment, and materials. 

The primary work of all managers falls within five functions: planning, 

organizing, staffing, directing, and controlling.

•	 Planning involves analyzing information and making decisions 

about what needs to be done.

•	 Organizing is concerned with determining how plans can 

be accomplished most effectively and arranging resources to 

perform the work.

•	 Staffing focuses on finding individuals with the right skills to 

do the work.

•	 Directing requires working with employees to ensure they are 

motivated and have the resources needed to help carry out 

plans and get the work done.

•	 Controlling involves evaluating results to determine if the 

company’s objectives have been accomplished as planned.

What are the five management functions that all  
managers perform?

C H E C K P O I N T
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21Lesson 1.1  The Role and Work of Managers

Operating any business is a complex process. Regardless of the size of 

the business, all managers make decisions about operations, marketing, 

personnel, and finances every day. If managers are not well prepared 

to operate the business, problems soon develop. The manager who 

knows how to plan, organize, staff, direct, and control is ready to make 

decisions that help ensure the business operates successfully.

All managers perform the same five broad functions as a part of 

their jobs, but the specific activities they perform and the amount of 

time they spend on each function varies. The functions of management 

may even seem to describe the work of some employees who are not 

classified as managers.

Managers and Employees

Many employees of a business perform tasks that could be considered 

management activities. They might develop plans to accomplish the 

work assigned to them. They may organize their workspace and the 

materials they use to perform their work efficiently. An experienced 

employee may direct a group project, and the group members may 

help evaluate the completed project. The increasing use of teams in 

organizations provides opportunities for employees to participate in 

activities that previously would have been done by managers.

In each of these examples, the employee gains valuable experience. 

New knowledge and skills help employees understand the work of 

managers and prepare them for possible promotion to a management 

position. Even though employees perform some work that is similar to 

the work performed by managers, the employees are not managers. 

There are important differences in the nature of managers’ work and 

that of nonmanagerial employees. A manager performs all five man-

agement functions on a regular basis and has authority over other jobs 

and people. In each of the situations above, where employees were 

completing what seemed to be management functions, they were 

doing those tasks infrequently, were not completing all of the manage-

ment functions, or were completing them for their job only. Seldom do 

LO 1.1.2 The Work of Managers
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22 Chapter 1  Managers and Managing

employees have authority over other employees for more than a short 

period. Final authority and responsibility remains with the manager.

Levels of Management

Most companies have more than one level of management. Small 

companies may have two or three levels. Large companies may have 

five or six management classifications. The levels of management in 

an organization can be described as a management pyramid. There 

are more managers at the lower levels and fewer at higher levels. The 

chief executive or owner who heads the business is at the top of the 

pyramid. Figure 1-1 illustrates the management pyramid. This has been 

introduced previously in the Business Decision Making class.

A supervisor is a manager whose main job is to direct the work 

of employees. Supervisors are the first, or 

beginning, level of management in a company. 

They often perform nonmanagerial activities 

in addition to overseeing the work of others. 

Supervisors are at the bottom of the manage-

ment pyramid.

A top manager is a high-level manager who 

spends almost all of his or her time on man-

agement functions and decisions that affect the 

entire company. Top managers have other man-

agers reporting to them. Top managers are at 

the highest level of the management pyramid.

Between top managers and supervisors in 

larger organizations, there will be one or more 

levels of middle managers. A middle manager 

performs all of the management functions, but 

spends most of the time completing special-

ized work in one management function or is 

responsible for a specific part of the company’s 

operations. A middle manager may carry out 

detailed planning activities, may manage a specific product line, or be 

responsible for a specialized division such as information security.

Management Pyramid

Supervisors

Top
Managers

Middle Managers

Figure 1-1  Management Pyramid

The management pyramid illustrates the levels of 
management within an organization.
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23Lesson 1.1  The Role and Work of Managers

The amount of time devoted to each function of management dif-

fers depending on the level of management. Supervisors work most 

directly with employees and are involved primarily in ensuring that the 

day-to-day work of the business is carried out. Therefore, they devote 

most of their management time to directing and monitoring results 

of their work team. Top management work with other managers and 

are responsible for the long-term direction and overall success of the 

business. They spend most of their time on planning and organizing.

Figure 1-2 shows how the time spent on management functions 

changes for different levels of managers in a business. You can see 

from the figure that as a manager moves up in the organization, their 

responsibilities change. These differences can be illustrated by imag-

ining a company that manufactures electronic household products. 

Managers at the top level will devote more time to the overall strategy 

of the company. This will include planning which new product ranges 

to develop in line with the company’s objectives, and organizing the 

processes to carry out this strategy. While middle managers will also 

have some planning, they will have a greater focus on the directing, 

that is, putting those plans into action. Supervisors, such as those who 

immediately oversee the manufacturing process of the electronic devic-

es, will be mostly concerned with controlling and directing production. 

They will probably also spend more time ensuring that the necessary 

staff are employed and sufficiently trained to carry out the work to 

meet the strategic targets set by higher management.

0% 20% 40% 60% 80% 100%

Supervisors

Middle Managers

Top Managers

Planning Organizing Staffing ControllingDirecting

Figure 1-2  How Managers Spend Their Time

The amount of time spent on each management function depends on the level 
of management.
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24 Chapter 1  Managers and Managing

UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 Which of the following is not one of the five functions of management?

a.	 planning

b.	 budgeting

c.	 staffing

d.	 controlling

2.	 The level of management that devotes the greatest amount of time to 

planning is 

a.	 supervisors

b.	 middle managers

c.	 top managers

d.	 All levels spend equal amounts of time on planning

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 What can employees do both on and off the job to prepare to be  

effective managers?

4.	 Why do you think that some businesses are reducing the number of 

management levels?

1.1  Assessment

How is the work of supervisors different from the 
work of middle managers and top managers?

C H E C K P O I N T
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25

Once you have completed this lesson, you should be able to:

1.1.1	 Define management and the functions all managers 
complete.

1.1.2	 Differentiate the work of several levels of management.

LEARNING OUTCOMES

www.ien.edu.sa

Link to digital lesson

Lesson 1.2  The Historical Development of Management

The Four Industrial 
Revolutions 

Classical 
Management 

Administrative 
Management 

Behavioral 
Management 

Scientific 
Management

Efficiency

Effectiveness

Quality 
Management 

KEY TERMS

1.2
The Historical Development of 
Management

Once you have completed this lesson, you should be able to:

1.2.1	 Describe historical changes in management that led to the 
beginning of scientific management.

1.2.2	 Describe four different philosophies that have been used to 
manage organizations.

LEARNING OBJECTIVES

Opposing Views on Effective Management

Abdullah and Omar are brothers who have two very different  

ideas about management of the workforce in their father’s factory 

in Jubail. In Abdullah’s view, effective management is all about set-

ting strict, instructive rules in order to increase productivity. “You 

must give workers clear, firm instructions, assigning each individual 

a specialized task that is repeated continuously until they reach per-

fection. Productive workers respond better to orders than personal 

choice.”

Omar, however, does not see it that way. “That might work in 

theory,” Omar contends. “But you’re forgetting to consider the 

views of the workers themselves. I think that a manager’s role is 

to ensure that staff are motivated and fulfilled in their roles. This 

is the only way to make the workforce more productive. Workers 

get bored endlessly doing repetitive tasks, without any autonomy 

or variation.”

What’s Your Reaction? Do you agree most with Abdullah or 
Omar? Do you think that adopting the same managerial approach 
is always appropriate for every work scenario?

REALITY CHECK
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26 Chapter 1  Managers and Managing

Every organized activity, or ‘work’, requires some form of management. 

This management is necessary in order to make decisions about how 

the work is performed. The type of questions asked by managers about 

the activity include:

•	 What resources are needed to perform the work?

•	 How and where will the resources be obtained?

•	 Who will be responsible for various tasks?

•	 How will it be determined if the work is satisfactory?

Today, the smallest part-time businesses, the newest entrepreneurial 

business ventures, and the largest global corporations require manage-

ment. Small business owners decide how much time to devote to their 

work, where to do the work, how much money must be invested, and 

how to price and market products and services. Entrepreneurs, with 

visions of creating the next revolutionary smartphone app or social 

media platform, develop business plans, secure investors, hire talented 

employees, and manage the growth of their businesses. Giant interna-

tional businesses require managers to be familiar with the cultures and 

laws of many countries. These same managers need to be able to utilize 

the skills of diverse work teams. They also need to be prepared to man-

age a large portfolio of products and compete with other businesses to 

satisfy the ever-changing demands of customers.

The Earliest Forms of Management

The first managers had to rely on their instincts, intuition, and expe-

rience to decide how to organize work and operate their businesses. 

Some of the earliest civilizations organized large numbers of people 

to accomplish seemingly impossible tasks. These remarkable societies 

accomplished great feats of engineering and construction. They organ-

ized vast agricultural enterprises and developed systems of commerce 

and finance. These efforts required planning and the management of 

people and other resources. Often the work involved large numbers of 

workers completing difficult tasks. In most cases the emphasis was on 

LO 1.2.1 Management Through the Ages
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27Lesson 1.2  The Historical Development of Management

getting the job done with little concern for the health and safety of the 

workers.

Until the development of modern technology and machines began 

near the end of the seventeenth century, most work was performed 

using manual labor. Large-scale public projects were organized by 

a country’s rulers and required massive numbers of laborers or vast 

amounts of resources to complete. On the other end of the spectrum, 

individuals and families worked to provide goods and services needed 

for everyday living. Small businesses developed in many societies as 

transportation and trade allowed people to specialize in their work. 

Whether working alone, in family groups, or operating large-scale pro-

jects, management was required to plan and perform the work with 

the available resources.

The Four Industrial Revolutions

There have been four major phases in modern history in which new 

innovations have radically transformed industry and business practices. 

These are known as the Four Industrial Revolutions, and each phase 

can be identified by specific characteristic traits, as illustrated by the 

timeline in Figure 1-3.

Third Industrial 
Revolution

Fourth Industrial 
Revolution

Second Industrial 
Revolution

Industrial Technological Digital Automated

First Industrial 
Revolution

• Steam power
• Machines
• Mass production

• Electrification
• Communications
• Railways

• Digitization 
• Microprocessors 
• Supercomputers

• Artificial intelligence
• Virtual reality
• Internet of Things

18th to 19th Century Turn of 20th Century Late 20th Century 21st Century

Figure 1-3  A Timeline of the Four Industrial Revolutions

Modern history has undergone four distinct phases in technological devel-
opments that have transformed people’s lives and the ways that businesses 
operate.
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28 Chapter 1  Managers and Managing

The First Industrial Revolution (Industrial)

During the eighteenth and nineteenth centuries, the invention of 

advanced machines allowed for the faster processing of raw materials. 

Machine power replaced human and animal power in the production 

process, leading to major business and social transformation. Factories 

began mass-producing goods using standardized processes. This era 

became known as the First Industrial Revolution.

The Second Industrial Revolution (Technological)

In the late nineteenth and early twentieth centuries, a Second Industrial 

Revolution occurred. This was characterized by electrification, and the 

rapid development of long-distance telecommunications and transport. 

In particular, the development of railways, the telegraph, and then 

the telephone made the world more interconnected. This significantly 

increased the speed and reliability of global logistics and communica-

tion. The use of machines continued to increase in production lines.

The Third Industrial Revolution (Digital)

In the second half of the twentieth century, computers became increas-

ingly more powerful. The invention and rapid development of microchips 

What benefits to 
business and society 
do you think factories 
have brought?
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29Lesson 1.2  The Historical Development of Management

and microprocessors made fast and powerful computation possible. 

The Third Industrial Revolution was characterized by the digitization of 

record keeping and the increased processing power of supercomputers 

for processing huge amounts of data at high speeds.

The Fourth Industrial Revolution (Automated)

Today, in the twenty-first century, the world is currently undergoing a 

Fourth Industrial Revolution (sometimes referred to as ‘Industry 4.0’). 

This latest phase is characterized by automated intelligent systems. 

Everyday devices are able to communicate with one another elec-

tronically, make decisions and adjustments based on analysis of data, 

and learn new processes without the input of humans (the Internet 

of Things). Some examples of the Fourth Industrial Revolution include 

cloud computing, self-driving cars and the development of immersive 

virtual reality systems.

How have the Four Industrial Revolutions changed 
the way work is done?

C H E C K P O I N T

NET KNOWLEDGE

A student who is considering a future in management will need 

information to help make a career decision. The General Authority 

for Statistics publishes a wide range of data on the labor market and 

industry-specific metrics. Go online and visit the General Authority 

for Statistics website: https://www.stats.gov.sa. Click or tap on the 

‘Data’ menu, then go to the ‘Industry and Business’ tab. What types 

of information are available that can help to inform a student’s career 

plans? Choose a sector from the options and write down three pieces 

of useful data provided about it on the website.
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30 Chapter 1  Managers and Managing

Managing is not easy. Determining the best ways to manage an organ-

ization has been an issue facing business leaders for nearly two cen-

turies. Business leaders and researchers began to study management 

practices shortly after the start of the First Industrial Revolution, and 

that study continues today. Several theories of management have been 

developed and tested. Among the most widely accepted are classical 

management, administrative management, behavioral management, 

and most recently, scientific management.

Classical Management 

Classical management was the first effort to apply scientific study 

to business activities. Classical management studies the way work 

is organized and the procedures used to perform a job in order to 

increase worker productivity. Work areas are arranged to make parts 

and materials readily accessible in order to speed up work. The most 

efficient employees are studied to identify the best assembly or work 

methods, which are then taught to other employees. Organizations 

using classical management may use experiments to try to develop 

ways to improve the organization of workspace and work procedures 

to increase efficiency.

LO 1.2.2 Changing Approaches to Management

Why have different theories 
of management developed?
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31Lesson 1.2  The Historical Development of Management

A classical management approach 

believes that most workers would not 

choose the most productive methods of 

working, and would need clear instruc-

tions and close supervision to work effi-

ciently. Using precise time and motion 

measurements, proponents of classical 

management worked to identify the least 

number of steps, the most efficient layout 

of work, and the fastest work procedures 

to perform a task. The idea was developed 

of compensating employees using a piece 

rate where employees are paid based on 

the amount of work they produce.

Classical management was widely 

accepted and implemented in businesses 

worldwide in the late 1800s and through the first two decades of the 

1900s.

Administrative Management 

While classical management experts focused on increasing worker pro-

ductivity, another group of experts was concentrating on improving the 

overall management of growing businesses. Their ideas became known 

as administrative management. Administrative management iden-

tifies the most effective practices for organizing and managing a busi-

ness. From administrative management came the concepts of having 

multiple levels of management, organizing businesses into specialized 

departments, and defining the type of work all managers must perform 

for an organization to operate effectively.

Many of the characteristics identified by administrative management 

are still recognized in organizations today, including:

•	 Authority and responsibility—managers have the authority 

to assign tasks. They can delegate responsibility to others but 

must give the needed authority as well.

•	 Unity of command—each employee must receive direction 

MANAGEMENT SKILLS

Creativity
Creativity is not limited to the arts. It is an impor-
tant skill for managers. New ideas, new processes, 
and new technology are all expressions of crea-
tivity. Successful managers work to develop their 
own creativity and encourage creativity in others. 
Managers use team brainstorming sessions to 
foster ideas. Creativity also requires the belief that 
failure is a learning experience.

Develop Your Skills  Explain how  a  
manager can foster creativity in a team to solve  
a management problem.
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32 Chapter 1  Managers and Managing

from only one manager to avoid conflicts and to maintain a 

clear line of authority.

•	 Unity of purpose—the goals and direction of an organization 

must be clear and supported by everyone.

•	 Adequate compensation—the wages and benefits for every 

employee should be fair and satisfactory to both the individual 

and the organization.

•	 Team spirit—organizations should work to build good interper-

sonal relationships, a sense of teamwork, and harmony.

Behavioral Management 

The earliest approaches to management were directed at organizing 

work and creating efficient procedures. They had little concern for the 

effects of changes on employees. A group of management experts 

then began to focus on the relationship between managers and 

employees and developed the principles of behavioral management. 

Behavioral management is directed at organizational improvement 

through understanding employee motivation and behavior. Behavioral 

management is sometimes called human relations management.

The focus of behavioral management is developing a work environ-

ment in which workers believe they are a valuable part of the organ-

ization so they are motivated to do their best. That is most likely to 

occur when there are positive relationships between managers and 

employees. This approach suggests that managers should find ways to 

improve working conditions and increase worker satisfaction, which will 

lead to better performance.

Researchers found that when employees felt managers were con-

cerned about them and were attempting to improve working condi-

tions, they were willing to work harder.

Another important contribution to behavioral management is the 

development of Theory X and Theory Y:

•	 Theory X managers think that employees will not work to their 

greatest potential without close supervision. 

•	 Theory Y managers believe that employees will work hard 

if they are involved in decisions about their work and are 

assigned meaningful tasks. 
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33Lesson 1.2  The Historical Development of Management

The concept holds that managers interact 

differently with their employees depending 

on which of the theories they accept. 

•	 Theory Z was developed from these 

ideas, and focuses on the employee’s 

well-being and loyalty to the com-

pany by providing a job for life. This 

promotes high productivity along 

with high employee morale and 

satisfaction.

Scientific Management 

As the economy expanded and as challenges 

emerged, some business leaders around the 

world recognized that their operating prac-

tices were not good for either employees or 

businesses. They were interested in learning 

how businesses could be run more effectively 

and efficiently. They began to examine ways 

to improve business practices, and to pass on 

that knowledge to the people who were run-

ning the business. Those efforts to improve 

business management led to the beginning 

of scientific management.

The concept of scientific management was introduced in the early 

twentieth century by Frederick Taylor, who asserted that data could be 

used to improve the efficiency and effectiveness of an organization. 

Scientific management is the careful, objective study of manage-

ment decisions and procedures in order to improve the operation of 

businesses and organizations. Efficiency is a measure of productivity 

in comparison to the effort put in. For example, an efficient assembly 

line in a factory will produce the maximum amount of goods with the 

minimum steps in the process or in the shortest timeframe. Efficiency 

is often linked to reducing costs. Effectiveness is a measure of how 

successful something is at achieving its outcome. However, efficiency 

Involvement Equals Profits

A study of Fortune 1000 companies found that 
the use of employee involvement has a greater 
return on investment than other management 
approaches. Involvement works because em- 
ployees are often in the best position to identify 
problems and offer solutions. They quickly spot 
quality issues and waste. Experienced employees 
find effective shortcuts and other ways to save 
time. Employee involvement is most effective 
when businesses follow three guidelines:

•	 Improvements should not lead to job loss 
for current employees.

•	 Employees should benefit from savings or 
increases in profits.

•	 Businesses should publicly recognize 
employees for the improvements they 
suggest.

What Do You Think? 

Why might some employees be reluctant to get involved 

when first asked by their manager?

Management Matters
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34 Chapter 1  Managers and Managing

and effectiveness are not the same thing. A process for settling insur-

ance claims might be very effective, but it may not be the most efficient 

in terms of time and cost. The practice of quality management, which 

relates to efficiency and effectiveness, is one element of modern busi-

ness to have developed out of scientific management.

Quality management is a total commitment by everyone in an 

organization to improve the quality of procedures and products by 

reducing waste, errors, and defects. Quality management involves 

using facts and data to make decisions and continually looking for ways 

to make improvements. Training, participation, and commitment are 

hallmarks of quality management.

The four main components of the quality management process are 

quality planning, quality assurance, quality control, and quality improve-

ment, as described below:

•	 Step 1: Quality planning is the first stage of the process, when 

a commitment is made to setting a quality standard.

•	 Step 2: Quality assurance is the second stage in which desired 

standards of quality are set and a process of checks is put in 

place.

•	 Step 3: Quality control is the next stage in which the actual 

standards of quality are compared against the desired level  

set in step 2.

•	 Step 4: Quality improvement is the final stage of the process 

in which improvements are made in order to meet the desired 

quality.

Quality management is addressed in further detail in Chapter 3, with 

discussions on control standards and the control process.

What are the key differences among the four 
theories of management?

C H E C K P O I N T
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35Lesson 1.2  The Historical Development of Management

UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 The First Industrial Revolution began primarily because of 

a.	 large numbers of people unable to find work

b.	 the growth of corporations

c.	 the invention of machines allowing the faster processing of raw 

materials

d.	 managers using practices to improve productivity of employees

2.	 The first attempt to apply scientific study to the management of 

businesses was 

a.	 behavioral management

b.	 classical management

c.	 quality management

d.	 administrative management

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 Why did management become so important to businesses as a result of 

the Four Industrial Revolutions?

4.	 Why might employees not like to work in a business where managers 

use classical management?

1.2  Assessment
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Innovation

Putting Employees First
What kind of company would put employees first? Of course, the wel-

fare of employees is a fundamental duty and concern of any business. Yet 

many Saudi companies are going one step further, actively putting the em-

powerment of their staff at the forefront of their growth strategies. This 

approach follows the simple idea that effective teamwork and motivated 

employees build a great company.

One of the telecommunication companies, for example, introduced an 

“Employee First” initiative designed to empower staff. By granting em-

ployees greater responsibility and accountability, the initiative sought to in-

stall a productive culture based on shared values, that would ultimately be 

reflected in the company’s output. Likewise, Saudi Aramco is committed to 

investing in its people via a range of professional development programs, 

including Geoscience Train, Upstream Professional Development Center, 

and the Young Leaders Advisory Board. According to the Saudi Aramco 

website, “Our success is a result of facing challenges head-on with de-

termination, persistence, and innovative thinking, which is made possible 

through our unique training programs.”

These examples are reflective of a wider international effort to improve 

work environment empowerment. In one such example, the results of a 

company’s employee empowerment program have been outstanding. Em-

ployee retention rates doubled in an industry where highly skilled employ-

ees change jobs regularly to increase their pay. At the same time, sales, 

profits, and the company’s stock price climbed.

Think Critically
1.	 Do you agree or disagree with the management philosophy of 

putting employees first? Why or why not?

2.	 Would you like to work as a manager in that type of company? 

Why or why not?
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Link to digital lesson

Lesson 1.3  Managing in the Twenty-First Century

1.3
Managing in the Twenty-First Century

Management is Management?

Rashid has been a manager at a successful local independent  

supermarket for ten years, having worked his way up to the top 

from a supervisor position. He is looking for a new opportunity and 

has recently seen a manager vacancy advertised with a large inter-

national energy company with a branch based in Dammam. 

“I could do that job easily,” Rashid tells his friend, Khalid. “I have 

lots of experience in managing people, and I know how to get the 

best out of them.”

“That may be true,” says Khalid, “but won’t you find it challenging 

working in a completely different industry? A global energy compa-

ny is very different to a local supermarket. How can you be sure that 

your experience and know-how will be relevant?”

“Management is management,” replies Rashid. “The same skills 

and processes can be applied to the role no matter which industry 

you’re working in. What’s more, coming from a different sector ac-

tually gives me an advantage. I can bring other insights to the role.”

“I think you’ll be great for the role,” says Khalid, “but don’t under-

estimate the value of industry-specific knowledge or the differences  

in companies more generally. I’ve worked in several management  

positions, and each situation has been very different.”

What’s Your Reaction? Do you agree most with Rashid or Khalid?

REALITY CHECK

Once you have completed this lesson, you should be able to:

1.3.1	 Describe ways that the workforce and work are changing.

1.3.2	 Discuss important factors that influence the management 
strategy of an organization.

LEARNING OBJECTIVES

Business 
Competition 

Management 
Strategy 

KEY TERMS
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If anything characterizes business, it is change. While businesses have 

always faced change, the change facing business today has three char-

acteristics. The pace of change is extremely fast. The number of chang-

es that must be addressed at one time is challenging. Additionally, the 

impact of change is often dramatic. 

An example of this can be seen in the Saudi economy, which is cur-

rently undergoing a major transformation as part of its diversification 

strategy under Saudi Vision 2030. A range of opportunities are aris-

ing from the emergence of new industries outside of Saudi Arabia’s 

established presence in the energy sector. Equally, the private sector is 

growing, with government support designed to stimulate innovation 

from small and medium sized enterprises.

Change affects managers in many ways. The most significant chal-

lenges include the changing workforce, the nature of work itself, com-

petition, and technology.

Workers

The makeup of the Saudi workforce is becoming increasingly diverse 

based on a number of factors, including age, gender, and education. 

A significant recent development is the increasing number of Saudi 

women in employment, occupying a diverse array of roles in various 

sectors, including managerial positions. The Saudi labor market is also 

comprised of a combination of both Saudi nationals and non-Saudi 

workers. The Kingdom continues to attract the finest talent, from both 

inside and outside of Saudi Arabia to support the initiatives of Saudi 

Vision 2030.

Saudi Arabia has a notably young population, with around 40% 

under the age of 25, according to 2021 government statistics. This 

youthfulness presents the country with a great opportunity of an 

emerging generation entering the workforce. By equal token, it also 

presents a challenge in equipping them with the necessary skills to 

succeed in business. A wider worldwide trend is that businesses will 

LO 1.3.1 Changes and Challenges for Managers
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The increase in 
international tourism 
is one example of the 
recent change in Saudi 
Arabia. Can you think of 
any other examples?
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40 Chapter 1  Managers and Managing

employ a workforce that is much more educated. Young people con-

tinue to enroll in education beyond high school in greater numbers as 

they recognize the jobs of the future will require advanced education 

and training.

Work

Just as the workforce is changing, so is the way work is accomplished: 

•	 Fewer jobs today require individuals to work on specialized 

tasks in isolation from other employees. Instead, work is 

organized around processes or projects where teams of 

employees collaborate. 

•	 Technology is quickly reshaping organizations. More work 

tasks are performed by automated machines or by workers 

using technology. 

•	 While many production and service jobs still require physical 

labor, more jobs are less physically demanding and more intel-

lectually challenging. Jobs require workers to think  

critically, solve problems, and make decisions.

•	 Recent years have witnessed a rise in remote workers, who 

work from home, accessing company systems online and 

communicating with team members via video-conferencing 

software. 

•	 Increasingly, freelance work is carried out by independent, 

self-employed professionals who are not permanently em-

ployed by one specific company. Freelancers include marketing 

consultants and creators in the service sectors. In line with 

the objectives of Saudi Vision 2030, the freelance program 

has been introduced by the Ministry of Human Resources and 

Social Development. The program was established to pro-

vide flexible employment opportunities and empower Saudi 

residents to build their skills, contribute to the economy, and 

ensure financial security through an income (https://freelance.

sa/home).

•	 Jobs require effective communication and interpersonal skills. 

Communication often occurs virtually rather than face to face. 

Principles of Management reprint_1p.indb   40Principles of Management reprint_1p.indb   40 05/12/2024   17:4605/12/2024   17:46



41Lesson 1.3  Managing in the Twenty-First Century

This requires workers and managers to choose the appropriate 

technology, learn new procedures, and conduct themselves 

professionally.

•	 A small business in Saudi Arabia can partner with businesses 

in other countries to have an international presence. Managers 

and employees must be able to work effectively across time 

zones and country borders. They need to be able to respond 

to different economic and political systems as well as unique 

cultural and social needs.

Competition

Business competition is the rivalry among companies for customers. 

Two aspects of business competition are changing rapidly. One is the 

location and number of competitors. The other relates to production 

efficiency.

Today, business competition has no borders. Even the smallest busi-

nesses serving a local market can face competition from companies 

thousands of miles away as customers turn to the Internet to make 

purchases. As with many countries across the globe, E-commerce retail 

sales in Saudi Arabia are on the rise. Managers need to understand how 

competition is changing and how these changes affect their business.

Why are many 
businesses facing 
competition from 
around the globe?
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42 Chapter 1  Managers and Managing

Technology

Telecommunications technologies now allow smartphones to connect 

to websites and email. This is a great benefit for managers because they 

can stay in touch with their company at all times. But it can also be a 

burden because managers may feel the need to always be available, 

even on weekends or vacation.

Most companies today cannot compete without a website to promote 

their businesses, communicate with customers, and sell their products 

and services. As well as a website, companies are adding social media 

access and a variety of mobile applications for instant communication 

and interaction with customers. Companies also use intranets to allow 

managers and employees to access internal computer systems.

Access to all of these technologies makes it possible for employees 

to communicate with each other and with their managers in a virtual 

environment. Employees no longer need to work at the same physical 

location or even in a business environment. Internet technology has 

given rise to the virtual employee, who may work from home, or the 

local coffee shop.

New technologies also have led to major changes in accessing and 

using data. Specialized software tracks, analyzes, and reports informa-

tion to managers. Managers can access information about all aspects of 

the business. For example, they might want production schedules, sales 

figures, customer demographics, competitive analyses, or market data. 

Managers can also access information about individual employee work 

activities and performance. 

Saudi Arabia is investing in innovative technologies to become a 

world-leader in sectors including green and sustainable energy, robot-

ics, and machine learning.

What are the changes and challenges for Saudi 
managers?

C H E C K P O I N T
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Effective management cannot happen by chance. Managers cannot just 

do what they believe is best based on their own instincts and experi-

ence. An effective business has a management strategy that is planned, 

consistent, and understood. A management strategy is a carefully 

developed overall approach to leading an organization.

LO 1.3.2 Developing a Management Strategy

NET KNOWLEDGE

Saudi Arabia is one of the leading countries that provides government 

services online. Whether someone is a citizen, resident, business 

owner, or visitor, they can access the government services via Saudi 

Arabia’s National Unified Portal for Government Services. Visit https://

www.my.gov.sa and browse the wide range of services. Choose one 

service and write down how you think this service would be delivered 

if it wasn’t available online. 

DEVELOPING A
MANAGEMENT STRATEGY

The Business

• Management approach
• Levels of management
• Numbers of managers
• Management responsibilities

• Types of jobs
• Equipment and technology
• Work locations
• Characteristics and experience of
   workers

• Characteristics of the industry
• Characteristics of the competition
• Political and legal environment
• Social and cultural factors

• Type of business
• Size of business
• Resources

The Work

The Management The Business 
Environment

Figure 1-4  Major Factors That Determine the Management Strategy

All aspects of a business must be considered when developing a management 
strategy.
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Determining the best approach to manage an organization can be a 

complicated procedure. Every business has a unique set of characteris-

tics. It can be large or small, offer goods or services, and operate locally 

or globally. The management strategy must be appropriate for each 

business. Resources and the environment in which a business operates 

affect the way a business is managed. Given all of the characteristics 

and options, each organization must develop its own management 

strategy. Figure 1-4 shows the major factors a company considers when 

determining its management strategy.

The Business 

Management will be quite different if the business is small or large, new 

or old, or operating in one or multiple locations. Managing retail busi-

nesses is not the same as managing manufacturing or transportation 

companies. A service business may need large numbers of personnel, 

while a computer manufacturer relies more on technology.

The Work 

Managers must be prepared to manage the work and the employees 

doing the work. Different kinds of work require different kinds of man-

agement. Managing routine tasks is different from managing work in 

a stressful and ever-changing environment. For example, managing an 

assembly line is different from managing a hospital emergency room.

Today’s managers usually work with employees who have different 

backgrounds and different aspirations. They will manage experienced 

workers as well as new hires. Some workers are full-time employees, 

while others are part-time or temporary. Employees in a small company 

with one location will require different approaches to management 

than a multinational company with locations in ten countries where 

employees come from different cultures and speak multiple languages.

The Business Environment 

Some industries are highly regulated. Examples include pharmaceuticals, 

nuclear power, and airlines. Others have fewer restrictions and can operate 

more freely. Many companies face intense competition from businesses 

offering similar products or services. The environment for businesses that 
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45Lesson 1.3  Managing in the Twenty-First Century

offer unique products and services is much less competitive. An effective 

management strategy must recognize the nature of competition; be able 

to effectively respond to any political, legal, and regulatory issues; and 

demonstrate the level of social responsibility expected by customers and 

the communities in which the business operates.

The Management 

The fourth factor that affects a business’s management strategy 

involves the characteristics of its management. The management of 

an organization determines the overall approach and philosophy it will 

follow. Will it be more traditional, administrative, behavioral, or quali-

ty-focused? The levels of management and the numbers of managers 

in a business affect the approach to management. If the levels and 

numbers shift up or down, the strategy may need to change. Finally, 

the management strategy affects the responsibilities of managers. This 

includes their relationships with non-management employees and their 

approach to carrying out the five management functions.

Managers perform 
a wide variety 
of activities. 
What aspects of 
management do you 
think you would and 
would not like?
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Moving into Management

At the beginning of the chapter, Ali was trying to decide if he wanted to 

move into management as a supervisor. He knows he will spend most 

of his time on management activities—planning, organizing, staffing, 

directing, and controlling. As a supervisor, he will become a part of the 

company’s management team and will be the link between the employ-

ees he supervises and upper management. He and the other supervisors 

and managers will work as a team to plan the future and guide the 

business. They will be responsible for the wise use of resources, the jobs 

of employees, and—ultimately—the success or failure of the business.

Management is challenging and exciting, but it is also demanding 

and stressful work. Management is increasingly complex and requires 

people who are energetic, well prepared, and committed to their 

company and their career. Regardless of your career goals, you benefit 

from understanding how businesses manage production, marketing, 

finance, operations, and other important activities. This is true if you 

plan to operate a business of your own, move into a top management 

position in a large company, or work as a valuable and valued employee 

for a company.

A student who plans to be an entrepreneur or a top manager (such as 

a company executive) will need a complete understanding of all phases 

of business planning and operations. A supervisor or a top manager 

must fully grasp how the activities of all departments are coordinated in 

a smoothly operating business. This same knowledge will help employ-

ees in organizations that empower workers to take responsibility for 

managing their own work and participating in teams. Understanding 

management principles and practices will help the individual to contrib-

ute as an employee or as a manager in any organization.

What is a management strategy?

C H E C K P O I N T
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47Lesson 1.3  Managing in the Twenty-First Century

UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 Which of the following is not one of the key issues within the business 

environment that an effective management strategy must be able to 

effectively respond to?

a.	 regulatory issues

b.	 political issues

c.	 hypothetical issues

d.	 legal issues

2.	 The rivalry among companies for customers is known as 

a.	 management strategy

b.	 price strategy

c.	 business competition

d.	 business environment

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 What are several ways that managers’ jobs will be different as a result of 

the fast pace of change they will be facing in the future?

4.	 Why should an organization develop a management strategy rather 

than allow each manager to do what he or she chooses?

1.3  Assessment
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48 Chapter 1  Managers and Managing

1.4
Increasing Management Effectiveness

What Does It Take?

Nora recently applied for a management position at her company. 

She has asked her friend Sara to help her prepare for the interview.

“What is the most important contribution you could make to this 

organization as a manager?” asks Sara.

 “I would be effective at getting the employees I manage to work 

as a team,” replies Nora. “I get along well with all of my current 

co-workers, and I’m often chosen as the leader for special projects. 

I think companies want managers who can get their employees to 

work well and not create problems.”

“I agree that businesses count on employees doing a good job,” 

says Sara. “But today it seems that many businesses are really con-

cerned about ensuring profits. Don’t you think it might be more im-

portant to a business to have a manager who is good with budgets 

and who can control costs?”

“You might be right, Sara. Some managers only work with a few 

employees, but all of them must meet their budget and help the 

business make a profit.”

What’s Your Reaction? How would you answer the question Sara 
asked about the most important contribution?

REALITY CHECK

Once you have completed this lesson, you should be able to:

1.4.1	 Identify three important roles successful managers play in 
organizations.

1.4.2	 Explain how managers use resources to accomplish the work 
of an organization.

1.4.3	 List and explain accepted management principles.

LEARNING OBJECTIVES

Management Role 

Management 
Principles 

KEY TERMS

www.ien.edu.sa

Link to digital lesson
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49Lesson 1.4   Increasing Management Effectiveness

Managers are responsible for getting the work of an organization 

accomplished largely through the efforts of other people. Whether 

someone is a club president, the captain of an athletic team, a parent, 

or a business manager, it is not easy to get other people to do what 

is required from them.

Some managers use threats and punishment to control workers. 

Although these tactics work in some situations and with some work-

ers, they are not always effective. Even if the work is done, it might 

not be done properly or meet quality standards.

Students can think about their own experiences with chores, school 

assignments, and other activities. What motivates an individual to do 

their best? One of the main challenges an individual will face if they 

decide to become a manager is determining the best ways to work 

with employees so they will be prepared and motivated to do their 

jobs well.

Management scientists have studied successful managers to deter-

mine what makes them different from those who were not successful. 

By observing the daily work schedules of managers, the scientists 

were able to identify important activities of successful managers and 

group them within three management roles. A management role 

is a common set of activities that makes up an important part of a 

manager’s job. Successful managers are communicators, relationship 

builders, and decision makers.

Communicators 

As communicators, managers need to make sure important informa-

tion is gathered, used appropriately, and shared with those who need 

it. Managers identify important information sources and maintain 

many communication channels. As spokespersons, they communicate 

frequently and clearly with individuals both inside and outside their 

organization.

LO 1.4.1 Management Roles
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Communication is 
an important part 
of a manager’s job. 
What problems 
might occur if 
communication is 
ineffective?
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Relationship Builders 

As relationship builders, managers represent their organization and 

maintain effective relationships with others. Within the organization, 

they work to develop a positive, motivating environment. They interact 

effectively with their teams and with other managers, develop and sup-

port subordinates, and work to resolve conflicts.

Decision Makers 

In the role of decision maker, effective managers are constantly on 

the lookout for new opportunities and areas for improvement. They 

determine the best way to allocate resources to meet the needs of the 

organization. They solve problems and take corrective action but also 

promptly recognize and reward success.

What are the three roles of successful managers?

C H E C K P O I N T

Lesson 1.4  Increasing Management Effectiveness

NET KNOWLEDGE

Anyone hoping to be hired for a job should carry out some research 

on the company prior to an interview to show the interviewers that 

they have come prepared. Particularly when applying for a manage-

rial position, it’s important to understand the company’s values and 

approach to management. Visit the Saudi Aramco website: https://

www.aramco.com and write down five key points about the compa-

ny and its approach that you think would be important for a manager 

to be aware of.
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52 Chapter 1  Managers and Managing

The first step for managers is to develop a plan. The plan shows how 

each of the types of resources will be used to accomplish the goals of 

the company. Once the plan is in place, the next management decision 

is how to organize each type of resource to make sure the plan can be 

accomplished. Each resource must be available where and when it will 

Figure 1-5  Planning the Effective Use of Resources

Managers make decisions about how the company’s resources are used while 
performing each of the five functions of management.

Management Functions

People

Planning Organizing Staffing Directing Controlling

Money

Facilities

Equipment

Materials

R
es

o
u

rc
es

LO 1.4.2 Getting Work Accomplished

As highlighted at the beginning of this chapter, managers’ jobs are 

organized around five functions—planning, organizing, staffing, direct-

ing, and controlling. Every manager determines what needs to be done, 

who will do it, and what resources will be needed. Just as workers use 

tools and equipment to perform their jobs, managers have access to 

resources to get work accomplished. The resources of an organization 

include people, money, facilities, equipment, and materials.

The most important resource available to managers is the company’s 

employees. Managers determine the work that employees will do, and 

then ensure employees have the other resources they need to perform 

that work. Figure 1-5 shows that managers must carefully consider how 

each of the types of resources can be used most effectively as they 

plan, organize, staff, direct, and control the work of the organization.
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53Lesson 1.4  Increasing Management Effectiveness

be needed. Managers then effectively staff the organization and direct 

the staff in using the company’s other resources to implement the plans. 

The last step is controlling. Here, managers check to see whether each of 

the resources was used effectively or whether changes need to be made.

As an example, consider how an organization manages its resources. 

The goal of a large school is to offer the best educational programs and 

care possible for the students it serves. The work is performed by teach-

ers, assistants, co-ordinators, bus drivers, and maintenance workers, 

but the managers must make sure the right people are hired and that 

every employee has the resources they need to do their jobs. Managers 

are continually involved in planning, organizing, staffing, directing, and 

controlling activities:

•	 As a part of planning, managers determine the type and 

number of people needed to operate the school. A budget is 

established as well as plans for facilities, equipment, and mate-

rials required for all parts of the operation.

•	 In organizing, employees are divided into work teams based 

on the types of activities they will be completing. Indoor and 

outdoor space will be organized where students will study, 

play, eat, and rest. In addition, office space, an employee break 

room, and perhaps a parking lot will be needed. Money from 

the budget must be allocated for each of the major activities.

•	 Managers then direct staff in the implementation of plans. In 

staffing, managers identify the knowledge, skills, and abilities 

needed for each position and then hire and train those em-

ployees. Without the proper employees, the directing function 

would be less effective, making it more difficult to meet the 

school’s goals.

•	 As a part of the controlling function, managers monitor the 

work of employees and the use of all resources to make sure 

they are being used as planned. When necessary, changes and 

improvements will be made. Different menus may need to be 

developed to control costs while providing nutritious meals and 

snacks. The play area may need to be reorganized to reduce 

the chance of accidents.

Principles of Management reprint_1p.indb   53Principles of Management reprint_1p.indb   53 05/12/2024   17:4605/12/2024   17:46



54 Chapter 1  Managers and Managing

Businesses today are quite different compared to those of one hundred, 

fifty, and even twenty years ago. As businesses change, what it takes to 

be an effective manager has changed as well. Along the way, scientists 

and businesspeople have studied the changes and effective manage-

ment practices. They have identified things effective managers do well 

and ways managers can develop and improve their management skills.

From the studies of effective organizations and managers, a num-

ber of management principles have been identified. Management  

principles are the fundamental guidelines for the decisions and actions 

of managers. The following principles of management are well accept-

ed as effective practices:

1.	 Effective managers demonstrate commitment to the continued 

success of the organization.

2.	 Effective managers take responsibility for developing and  

directing plans to achieve the organization’s goals.

3.	 Effective managers identify the resources the organization 

needs and ensure they are available when and where needed.

4.	 Effective managers organize and coordinate the work of the 

organization in a way that achieves efficient and effective 

operations.

LO 1.4.3 Principles of Effective Management

How can managers make effective decisions about 
how the work of an organization is accomplished?

C H E C K P O I N T

As can be seen, while other employees will perform most of the activ-

ities in the operation of the school, managers are responsible for their 

work and the success of the business. They must make sure the employ-

ees have the resources they need and that those resources are used as 

planned.
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55Lesson 1.4  Increasing Management Effectiveness

5.	 Effective managers recognize the importance of employees 

and balance employee needs with the goals and work process-

es of the organization.

6.	 Effective managers monitor activities and results to identify 

ways the organization can be improved.

7.	 Effective managers are consistent and objective in their work. 

They cannot rush to judgments, let biases affect their decisions, 

or act in their own self-interests rather than those of the organ-

ization and its employees.

8.	 Effective managers prepare carefully for their work. They spend 

time gathering and reviewing information before they act. They 

consider the possible effects of their decisions on other parts of 

the organization as well as the area they manage. They think 

about the possible long-term effects of their actions as well as 

the immediate results. They consult with other managers and 

their employees to get additional views and ideas.

Project plans help 
managers coordinate 
their work. What 
types of planning 
would a major 
construction project 
require?
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56 Chapter 1  Managers and Managing

Managers want the very best for their organization and the people 

they work with. They know that, as managers, the decisions they 

make and the work they do affect not only themselves but also many 

other people and resources. They take their work seriously and find 

ways to improve their own effectiveness as well as the effectiveness 

of their employees.

What are management principles?

C H E C K P O I N T
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UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 Which of the following is not one of the roles of successful managers?

a.	 rule enforcer

b.	 relationship builder

c.	 decision maker

d.	 communicator

2.	 People, money, facilities, equipment, and materials are the   

of an organization.

a.	 tools

b.	 resources

c.	 work

d.	 operations

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 Why is it difficult to get employees to do their best work using threats 

and punishment?

4.	 Why should managers be concerned about how the decisions they 

make affect others?

1.4  Assessment
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Assessment
C H A P T E R  O N E

CHAP TE R CONCE P TS

•	 The decisions of managers determine what a company will do and 

how well it will perform. The work of managers can be grouped with-

in five functions: planning, organizing, staffing, directing, and con-

trolling.

•	 There is typically more than one level of management in most com-

panies. There are more managers at the lower levels and fewer at 

higher levels.

•	 The Four Industrial Revolutions changed businesses and business 

practices. Each revolution has been characterized by a distinct set of 

innovations that has radically altered the way people live, work and 

communicate.

•	 Determining the best ways to manage an organization has been an 

issue facing business leaders throughout history. Four widely accept-

ed management theories are classical management, administrative 

management, behavioral management, and scientific management.

•	 Managers are affected by change in many ways. Technology, compe-

tition, the changing workforce, and the nature of work itself are all 

important factors that must be addressed.

•	 An effective business has a management strategy that is planned, 

consistent, and understood. Every business has a unique set of char-

acteristics that affect its management strategy. These characteristics 

relate to the type of business and work involved, the business envi-

ronment, and the management structure.

•	 Successful managers are skilled communicators, relationship builders, 

and decision makers.

•	 Managers must carefully consider how each of the types of resources 

can be most effectively used as they plan, organize, staff, direct, and 

control the work of the organization. Successful managers under-

stand, believe in, and follow a set of principles to guide their decisions 

and actions.
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DEVE LOP YOUR BUSI N ESS L ANGUAG E

Match the terms listed with the definitions.

Term Your Choice Definition

1. Administrative 

management

	a.	� The rivalry among companies for customers.

2. Behavioral 

management

	b.	�� A measure of productivity in comparison to the effort put 

in. 

3. Business 

competition

	 c.	� A series of distinct phases in modern history, characterized 

by technological innovations that have led to major busi-

ness and social changes.

4. Classical 

management

	d.	� Working with employees to ensure they are motivated and 

have the resources needed to help carry out plans and get 

the work done.

5. Controlling 	e.	� The process of accomplishing the goals of an organization 

through the effective use of people and other resources.

6. Directing 	 f.	� A common set of activities that make up an important part 

of a manager’s job.

7. Effectiveness 	g.	� A high-level manager who spends almost all of his or her 

time on management functions and decisions that affect 

the entire company.

8. Efficiency 	h.	� Management theory that studies the way work is organized 

and the procedures used to perform a job in order to 

increase worker productivity.

9. Management 	 i.	� Finding individuals with the right skills to do the work.

10. Management 

principles

	 j.	� A total commitment by everyone in an organization to 

improve the quality of procedures and products by reducing 

waste, errors, and defects.

11. Management role 	k.	 �The careful, objective study of management decisions and 

procedures in order to improve the operation of businesses 

and organizations.

12. Management 

strategy

	 l.	 �Analyzing information and making decisions about what 

needs to be done.

13. Manager 	m.	� A carefully developed overall approach to leading an 

organization.

14. Middle manager 	n.	 �Determining how plans can be accomplished most effec-

tively and arranging resources to carry out the work.
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15. Organizing 	o.	 �Management theory directed at organizational improve-

ment through understanding employee motivation and 

behavior—sometimes called human relations management.

16. Planning 	p.	 �A manager whose main job is to direct the work of 

employees.

17. Quality 

management

	q.	 �A manager who carries out all of the management func-

tions, but spends most of the time performing specialized 

work in one management function or is responsible for a 

specific part of the company’s operations.

18. Scientific 

management

	 r.	 �Person who performs all five management functions on a 

regular basis and has authority over other jobs and people.

19. Staffing 	 s.	 �Evaluating results to determine if the company’s objectives 

have been accomplished as planned.

20. Supervisor 	 t.	 �The fundamental guidelines for the decisions and actions of 

managers.

21. The Four Industrial 

Revolutions

	u.	 �A measure of how successful something is at achieving its 

outcome.

22. Top manager 	 v.	� Management theory that identifies the most effective 

practices for organizing and managing a business.

RE VIE W BUSINESS MANAGEMENT CONCEP TS

Determine the best answer.

23.	Which of the following statements about the role of managers is true?

a.	 Managers are responsible for the success or failure of the 

company.

b.	 Managers make up the greatest percentage of employees in a 

business.

c.	 Managers are responsible for carrying out the day-to-day work 

of a business.

d.	 Managers spend most of their time planning for the future.

24.	The first level of management in a company is typically 

a.	 top managers

b.	 supervisors

c.	 middle managers

d.	 work coaches
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25.	Top managers are likely to spend most of their time 

a.	 controlling

b.	 staffing

c.	 organizing

d.	 planning

26.	The management theory that is directed at organizational improve-

ment through understanding employee motivation and behavior is 

a.	 quality management

b.	 behavioral management

c.	 administrative management

d.	 classical management

27.	Which of the following factors should be considered by a company 

when developing its management strategy?

a.	 the type and characteristics of the business

b.	 the type of work and the workers in the company

c.	 the business environment

d.	 All of the factors should be considered.

APPLY WHAT YOU KNOW

Answer the following questions.

28.	Explain the following quote: “Managers are responsible for making 

things happen in business.”

29.	Which of the five management functions most directly affects the 

daily work of employees? Justify your choice.

30.	What is the major difference between the classical theory of manage-

ment and the administrative theory?
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31.	What are some ways to prepare for management careers of the 

future?

MAKE ACADEMIC CONNECTIONS

Complete the following activities.

32.	Math  During one month, three managers recorded the number  

of hours they spent on each of the five management functions. 

Salman spent 42 hours on planning activities, 26 on organizing ac-

tivities, 10 hours on staffing, 73 on directing activities, and 57 on 

controlling activities. Mohammed devoted 65 hours to planning, 24 

hours to organizing, 15 hours to staffing, 16 hours to directing, and 

59 hours to controlling. Reem spent 18 hours planning, 40 hours or-

ganizing, 5 hours on staffing, 55 hours directing, and 74 hours con-

trolling. For each manager, determine the total hours worked during 

the month and the percentage of time devoted to each manage-

ment function. Then determine the total percentage of time spent 

by the three managers on each of the functions. Develop a chart to 

illustrate the results. What conclusions can you draw from the chart?

Chapter 1  Managers and Managing
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33.	Technology  Use a computer program to create a table with four 

columns and four rows. Label each of the rows with one of the man-

agement theories discussed in Lesson 1.2. Then label the first column 

“Business Advantage,” the second column “Business Disadvantage,” 

the third “Employee Advantage,” and the fourth “Employee Disad-

vantage.” Think carefully about each approach to management, and 

complete the table by describing an advantage and disadvantage each 

theory offers to the business and to the employees of the business.

34.	Communication  As a human resources manager at the Web 

technology company described in the Reality Check scenario at the 

beginning of the chapter, you have developed a plan for preparing 

employees like Ali for the possibility of moving into management. De-

velop a short presentation that you can give to the company’s current 

supervisors,  identifying several things they can do to help their em-

ployees prepare for that possibility.
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CA SE IN POINT

What Makes an Effective Manager?

Safiya and Ahmed are considering careers in business and have hopes of 

becoming managers someday. Both hold part-time jobs and have seen a 

number of managers at their workplace. Safiya was even asked to work  

temporarily as the shift supervisor for her team when the full-time super-

visor was on vacation. That gave her a closer view of what some of the 

work managers do and how their job is different from that of employees. 

Safiya shared her experiences with Ahmed, which led to a discussion of 

their views on a manager’s work.

Ahmed:  A manager’s job is easy if the company hires good em- 
ployees. All a manager has to do is make sure the work gets 
done.

Safiya:  Do you really think it is that easy? First, I don’t think com-
panies can always find employees who can do the work well. 
Also, a manager’s job involves much more than working with 
employees.

Ahmed:  I think a manager just has to be a good communicator. 
If a manager can explain clearly what needs to be done, good 
employees will do a good job without your supervision.

Safiya:  But what about all of the things that can go wrong in a 
company that a manager can’t plan for? Equipment can break 
down, new employees may not be well trained, or a big order 
may require everyone to work overtime.

Ahmed:  I read that companies spend a large amount of their 
training budgets on management development. If you ask me, 
either you’re a good manager or you aren’t. I don’t think taking 
classes on how to manage will do much good if you aren’t the 
right type of person.

Safiya:  I might have agreed with you a few years ago, but today 
it seems that management is much more complicated. In fact, I 
believe that the problems each manager faces are so different, 
it would be difficult to develop training programs that would 
benefit all of the managers in a company.

Chapter 1  Managers and Managing
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Think Critically

1.	 Analyze Safiya and Ahmed’s views toward management. Which of 

their views do you agree or disagree with?

2.	 Do you believe that managers spend most of their time working with 

employees? Justify your answer.

3.	 What characteristics are common to all managers’ jobs? What are the 

types of things that would be quite different from one manager’s job 

to another?

4.	 If you were responsible for developing a training program for manag-

ers, what would you include?
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2.1	 The Planning Function

2.2	 Using Planning Tools

2.3	 The Organizing Function

2.4	 Developing Effective Organizations

CHAP TE R LESSONS

Good planning and organization are 

the underpinning of any venture, 

however large or small. This chapter fo-

cuses on these two fundamental aspects 

of management, and why they are piv-

otal to maintaining a successful business. 

The first two sections address the plan-

ning function and the tools that can aid 

planning. The final two sections turn to 

the organizing function and developing 

effective organizations, and looks at var-

ious organizational structures adopted 

by businesses.

Why do travel services such 
as railways and airports 
require lots of planning and 
organization to be successful?
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Business Plan

Competitive 
Advantage

Strategic Planning

Operational 
Planning

SWOT Analysis

Mission

Vision

KEY TERMS

Not So Fast!

Ibrahim has discovered a new idea for expanding his successful 

10-year-old catering business via online sales. The Internet provides 

an affordable way to get Ibrahim’s business name and menu to 

people all over the country.

Ibrahim estimates it would take about SAR 20,000 for website 

development and SAR 400,000 to expand his food preparation and 

shipping facilities. He believes the new business will quickly provide 

a nice profit, and has scheduled a meeting with his banker to re-

quest a loan.

The banker is not quite as excited. She explains, “I agree it has 

potential, but there are no guarantees you’ll be successful. I’ll need 

to see a business plan that demonstrates how you’ll repay the loan. 

Who will be your customers and competitors? How much will each 

customer buy and what will they be willing to pay? When do you 

expect to start making a profit?” Ibrahim knew that the answers 

were important, but he had not thought about preparing a written 

plan.

What’s Your Reaction? Do you believe Ibrahim’s banker is justi-
fied in her response? Why or why not?

REALITY CHECK

Once you have completed this lesson, you should be able to:

2.1.1	 Recognize the importance of planning to business success.

2.1.2	 Differentiate between strategic and operational planning.

LEARNING OBJECTIVES

2.1
The Planning Function
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69Lesson 2.1  The Planning Function

New businesses are started every day, and existing businesses regularly 

look for opportunities to expand. At the same time, many new and 

existing businesses fail. Lack of planning is often one of the reasons 

for business failures. Owners and managers who can effectively plan 

for a business’s future are much more likely to be successful than those 

who concentrate only on day-to-day operations. Planning is a specific 

management activity and needs to be done carefully. Managers need 

to know how to plan and how to use some specific planning tools and 

procedures.

The Value of a Business Plan

In the Reality Check scenario, Ibrahim’s bank-

er reminded him that he had to plan carefully 

in order to make the best decisions about 

developing and managing business expan-

sion through Internet sales. Poor planning 

could result in huge losses and the possible 

failure of his existing successful business. 

However, the correct decision could result in 

a much larger business, higher profits, and a 

great deal of personal satisfaction.

Ibrahim’s banker asked him to develop a business plan before she would 

consider approving the loan. A business plan is a written description 

of the nature of the business, its goals and objectives, and how they will 

be achieved. A business plan is an important tool for any business that 

is planning a major change. Planning how to achieve objectives includes 

analyzing the opportunities and risks the business faces. A business plan 

includes a detailed financial analysis showing the potential profitability 

that is expected to result from the planned operations.

Business plans may be brief and simple for a new small business. On 

the other hand, written plans for a large, existing business may be very 

long and complex. Large multinational businesses generally have more 

LO 2.1.1  Why Plan?

Why do you think it is 
important to have a 
business plan?
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70 Chapter 2  Planning and Organizing

than one business plan. Each part of the business develops its own plan 

to guide its operations. However, all of the plans must work toward 

the same overall objectives. The top corporate executives and planning 

specialists work with all parts of the business to coordinate planning 

and to approve each unit’s plans.

When Ibrahim develops a written business plan, he will have long-

range goals and direction for his new online ordering system, as well 

as specific plans for operations, marketing, financial management, 

and human resource decisions. The plan will address the new online 

business activities but also provide plans for the continuing operation 

of the existing business. As a result of completing the business plan, 

Ibrahim will have given much more thought to both the new and 

current business activities. He will have a greater understanding of 

what will be required to make both parts successful. His banker will 

have the information needed to determine if granting the requested 

loan is a wise business decision. The business plan will give the bank-

er greater confidence that Ibrahim has carefully considered the new 

opportunity and knows what needs to be done to add an Internet 

presence to the existing business. The banker is much more likely to 

make a positive decision about the loan when there is a carefully 

developed written plan.

The Importance of Planning

Not all managers are responsible for preparing a business plan. Howev-

er, all managers are involved in planning in some way. Some managers 

make complex, expensive decisions, such as whether to build a new 

SAR 20 million factory or expand operations into another country. 

Other managers develop very short-term plans, such as an employee 

work schedule for the upcoming week.

Planning is probably the most important management activity. It sets 

the direction for the business and establishes specific goals. Plans serve 

as guides for making decisions about business operations. Managers 

use plans to determine whether the business is making progress. Plan-

ning helps managers communicate with each other and with employ-

ees to coordinate activities. Careful planning encourages managers to 
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71Lesson 2.1  The Planning Function

be more precise and objective in their decisions.

As a result of planning, senior managers are able to determine the 

sources of competitive advantage that can benefit the company. Com-

petitive advantage refers to the special capabilities of a company that 

allow it to create a product or service that is measurably better than any 

competing company. For instance, designing a product in a way that 

cannot be copied by competitors would create a long-term competitive 

advantage. A competitive advantage allows the company to profit in a 

way the competition cannot.

Planning in a large, complex business is somewhat like assembling a 

jigsaw puzzle. Each piece must fit correctly into the other pieces around 

it in order to assemble the entire puzzle. One missing or broken piece 

affects the look of the entire puzzle. Since large businesses require a 

great deal of coordination, shared planning allows managers from var-

ious parts of the business to understand how their work affects other 

parts of the business so as to avoid potential problems, conflicts, and 

missed opportunities. They are also able to recognize when coordinat-

ed efforts are needed. Each part of the organization’s plan must “fit 

together” in order for the business to succeed.

Can you think of an 
example of a business 
scenario, in which the 
elements of planning 
would need to fit 
together like a jigsaw 
puzzle?
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72 Chapter 2  Planning and Organizing

Managers plan on two levels—strategic planning and operational plan-

ning. Strategic planning is long-term and provides broad goals and 

direction for the entire business. Operational planning is short-term 

and identifies specific goals and activities for each part of the business.

Strategic Planning

Many important changes in a business require planning over a long 

period of time. Developing and producing a new product line can take 

more than a year. Building a new factory may require several years for 

planning and construction.

Strategic plans are critical because all resources are limited. While a 

company or individual would like to undertake an unlimited number 

of tasks, there are limits to time, staffing, budgets, and other needed 

resources. A strategic plan for a company focuses on the highest-priori-

ty tasks for the next three or more years. Closely following the strategic 

plan allows all employees and managers of an organization to dedicate 

time to the most critical, highest-priority tasks.

When Ibrahim prepares his business plan, he will be involved in strate-

gic planning. The banker told him that he should not make the decision 

to expand his business quickly without carefully considering how to do 

it. Managers need a great deal of information to determine if a par-

ticular decision is expected to be profitable. Strategic planning provides 

the needed information and procedures for making effective decisions 

about the direction and goals of a business. Figure 2-1 describes the 

steps in strategic planning.

How is planning in a complex organization similar to 
assembling a jigsaw puzzle?

C H E C K P O I N T

LO 2.1.2  Levels of Planning
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73Lesson 2.1  The Planning Function

The external and internal analyses, steps 1 and 2 of Figure 2-1, are 

often referred to as SWOT analysis. SWOT analysis is the examination 

of the organization’s internal Strengths and Weaknesses as well as the 

external Opportunities and Threats (see Figure 2-2). 

Figure 2-1  Steps in Strategic Planning

Strategic planning sets the direction for a business.

Figure 2-2  SWOT Analysis

SWOT provides a useful framework for analysing internal and external factors 
that can affect an organization.

STRENGTHS WEAKNESSES

OPPORTUNITIES THREATS

S W

O T

LESSON 4.1 The Planning Function 81

LO 4.1.2  Levels of Planning

Managers plan on two levels—strategic planning and operational planning. 
Strategic planning is long-term and provides broad goals and direction for the 
entire business. Operational planning is short-term and identifies specific goals 
and activities for each part of the business.

STRATEGIC PLANNING
Many important changes in a business require planning over a long period of 
time. Developing and producing a new product line can take more than a year. 
Building a new factory may require several years for planning and construction.

Strategic plans are critical because all resources are limited. While a company 
or individual would like to undertake an unlimited number of tasks, there are 
limits to time, staffing, budgets, and other needed resources. A strategic plan for 
a company focuses on the highest-priority tasks for the next three or more years. 
Closely following the strategic plan allows all employees and managers of an 
organization to dedicate time to the most critical, highest-priority tasks.

When Eldron Huntley prepares his business plan, he will be involved in 
strategic planning. The banker told him that he should not make the decision to 
expand his business quickly without carefully considering how to do it. Man-
agers need a great deal of information to determine if a particular decision is 
expected to be profitable. Strategic planning provides the needed information 
and procedures for making effective decisions about the direction and goals of a 
business. Figure 4-2 describes the steps in strategic planning.

The external and internal analyses, steps 1 and 2 of Figure 4-2, are often 
referred to as SWOT analysis. SWOT analysis is the examination of the organi-
zation’s internal Strengths and Weaknesses as well as the external Opportuni-
ties and T hreats. Internal factors are all of those things within a business that 
managers can influence and control to help accomplish business plans. External 
factors are those things operating outside of the business that managers cannot 
control that may influence the success of business plans.

STEP 1:  EXTERNAL ANALYSIS

Managers study factors outside the business that may impact effective
operations: customers, competitors, the economy, government.

STEP 2:  INTERNAL ANALYSIS

Managers study factors inside the business that can affect success: operations,
�nances, personnel, other resources.

STEP 3:  MISSION

Managers agree on the most important purposes or direction for the business
based on the information collected.

STEP 4:  GOALS

Managers develop outcomes for the business to achieve that �t within the
mission.

STEP 5:  STRATEGIES

Managers identify the efforts expected from each area of the business to ensure
goals are achieved.

Steps in Strategic Planning

Figure 4-2 Strategic planning sets the direction for a business.
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74 Chapter 2  Planning and Organizing

Internal factors are all of those things within a business that managers 

can influence and control to help accomplish business plans. External 

factors are those things operating outside of the business that man-

agers cannot control that may influence the success of business plans.

•	 Step 1: Managers identify any opportunities for expanding 

and improving the business and any threats the company faces 

from competition, changes in the economy, new laws and reg-

ulations, technology improvements, and other factors outside 

the company. For example, Ibrahim identified an opportunity 

when he noticed that customers from outside his local area 

wanted to have meals shipped to them. A seminar he attended 

helped him recognize that technology provided a low-cost way 

to communicate with those customers. This technology could 

provide Ibrahim with the means to exploit the opportunity.

•	 Step 2: Managers evaluate the organization’s own capabilities 

to determine strengths and potential weaknesses. A compa-

ny has successful products, experienced employees, financial 

resources, and well-organized operations. On the other hand, 

it may be experiencing low sales or may have outdated facili-

ties and equipment. Each factor can contribute to the success 

or failure of business plans. Ibrahim identified his company’s 

strengths as the unique menu items along with dependable 

quality and taste. His banker questioned whether Ibrahim 

currently had the capability to distribute his products to a large 

number of customers across the country while maintaining the 

quality. Managers want to build on the company’s strengths 

and reduce its weaknesses whenever possible.

•	 Step 3: Managers describe and agree on the business’s mis-

sion. A mission (or mission statement) is a short, specific 

statement of the business’s purpose and direction. The mission 

flows out of a broad, long-term, and often inspirational vision, 

the company’s reason for existing. For example, Ibrahim’s 

vision statement for his company might be “to conveniently 

provide memorable meals to celebrate life’s special occasions.” 

His mission statement, then, might be “to prepare high-quality, 
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75Lesson 2.1  The Planning Function

memorable meals from unique recipes to satisfy the tastes of 

our customers no matter when or where they want them.” 

Once a clear mission and vision are created, these statements 

might exist for the entire lifetime of the company. 

•	 Steps 4 and 5: Use the planning information and the mission 

to set specific goals for the company and descriptions of 

activities and resources needed to achieve the goals.

The top managers in a business are responsible for strategic planning. A 

careful and objective process is followed to prepare the strategic plan. 

The top managers use information collected from lower-level managers, 

from the company’s employees and operations, and from other sources. 

Large companies may have a special planning and research department 

to collect and analyze information and to develop proposals for top 

managers to consider. Smaller companies may hire research firms or 

consultants to help with strategic planning. New and small businesses 

may be able to obtain planning assistance from government agencies 

such as Monsha’at, and local or regional economic development offic-

es. The business departments of area colleges and universities are also 

a useful resource for planning assistance.

Operational Planning

A strategic plan tells managers where the business is going. The man-

agers must then take action to move the business toward those goals. 

Operational planning determines how work will be done, who will do 

it, and what resources will be needed to get the work done in each area 

of the business.

Operational plans in a factory could include developing department 

budgets, planning inventory levels and purchases of raw materials, set-

ting production levels for each month, and preparing employee work 

schedules. Operational planning in a marketing department might 

include developing promotional plans, identifying training needed by 

salespeople, deciding how to support retailers who will handle the 

product, and selecting pricing methods. A great deal of the operational 

planning in a business is the responsibility of middle-level managers and 

supervisors, and even some experienced employees.
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76 Chapter 2  Planning and Organizing

Operational plans are based on the business’s strategic plan and 

are developed after the strategic plan is created. Operational plans 

determine what resources will be required and how they will be used. 

Therefore, operational planning influences the amount and type of 

equipment and supplies needed, the number of employees and the 

training they require, work schedules, payroll, operating budgets, and 

many other factors. Operational plans direct the day-to-day activities 

of a business and largely determine whether the strategic plan of the 

business will be successful.

Operational planning 
is essential in the 
work environment. 
Can you think of any 
examples from your 
own daily life?

What is the difference between strategic and  
operational planning? Which type of planning is  
most likely to be done by top managers? Which type 
of planning is most likely to be done by supervisors?

C H E C K P O I N T
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77Lesson 2.1  The Planning Function

UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 Planning provides all of the following benefits to a company except 

a.	 encouraging managers to be more specific and objective in their 

decisions

b.	 helping managers to determine whether the business is making 

progress

c.	 ensuring a business will be successful and profitable

d.	 providing a guide for managers when making important decisions

2.	 The internal and external analysis completed by businesses as a part of 

planning is often referred to as 

a.	 PERT

b.	 SWOT

c.	 ABCD

d.	 KISS

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 Why should top managers in a company be responsible for strategic 

planning but involve lower-level managers and employees in the oper-

ational planning process?

4.	 How can a clear and meaningful vision and mission help increase em-

ployee motivation and enthusiasm for a business?

2.1  Assessment
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78 Chapter 2  Planning and Organizing

www.ien.edu.sa

Link to digital lesson

Who Needs Goals?

Nasir and Khalid are two young business professionals who have 

just met at an annual management conference held by a regional 

university in Riyadh. One of the key topics discussed during the 

morning session was the setting of business goals.

“I’m a junior manager for an app development company,” says 

Nasir. “The top management is obsessed with setting goals! I have 

one goal and it’s very simple: be successful and make lots of mon-

ey.”

“Who doesn’t want to be successful?” laughs Khalid. “But that’s 

not really a goal in itself. What are the specific objectives you plan 

to achieve to make that happen?”

“Personally, I think too much planning and goal setting can hold 

you back,” replies Nasir, “particularly in the fast-paced app develop-

ment industry. The environment is constantly shifting and you have 

to be ready to act on the latest trend or seize a new opportunity.”

“I’m not sure I agree,” says Khalid. “I think specific, measurable 

goals are always important, regardless of the industry or environ-

ment. How can you effectively manage a team without them?”

What’s Your Reaction? Do you agree most with Nasir or Khalid? 
Are goals always really necessary in every business environment?

REALITY CHECK

Once you have completed this lesson, you should be able to:

2.2.1	 Identify the characteristics of effective goals.

2.2.2	 Describe several business planning tools and explain how 
they are used.

LEARNING OBJECTIVES

2.2
Using Planning Tools

Goal

Budget

Schedule

Standard

Policies

Procedure

KEY TERMS
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79Lesson 2.2  Using Planning Tools

It has been said that you will never know when you have arrived if 

you don’t know where you are going. Goals provide direction for a 

business. A goal is a specific statement of a result the business expects 

to achieve. All types and sizes of businesses and all parts of a business 

need to develop goals.

Goals keep the business focused on where it wants to be in the future 

and the results it expects to accomplish. Managers and employees may 

overreact to short-term problems or the actions of competitors if goals 

are not clearly stated and communicated. Managers in large companies 

may take actions that conflict with those of other managers if they are 

not aware of goals. Here are several characteristics of effective goals:

1.	 Goals must be specific and meaningful. The goal “make a prof-

it” is vague. However, the goal “increase sales to new customers 

by SAR 50,000 in the next six months” is much more specific. 

Goals should relate to the activities and operations of the busi-

ness so that employees see how their work relates to the goals.

Managers must be careful in setting goals and must consider 

such factors as (1) the general economic conditions facing the 

business, (2) past sales and profits, (3) the demand for prod-

ucts and services, (4) the reactions of current and prospective 

customers, (5) the resources of the business, (6) the actions of 

competitors, and (7) any other factors that can influence the 

achievement of the goals.

2.	 Goals must be achievable. It is important that goals move the 

company forward, but they must also be realistic. It is not useful 

to set a goal “to increase unit sales by 5%” if the company does 

not have the capability of manufacturing that many more units. 

If telemarketing salespeople are already making many more calls 

each day than the industry average, it may not be realistic to set 

a higher goal for making calls without increasing the number of 

salespeople.

LO 2.2.1 Establishing Direction
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80 Chapter 2  Planning and Organizing

3.	 Goals should be clearly communicated. Company and depart-

mental goals should be communicated to all employees, be-

cause they will be responsible for accomplishing those goals. 

Communicating the company’s goals will help employees un-

derstand that they are part of a team effort working together 

for a common purpose. Usually, they will work harder to achieve 

goals they understand.

4.	 Goals should be consistent with each other and with the goals 

of the entire company. Each department within a business has 

its own specific goals, but the goals must be coordinated with 

those of other departments. Assume, for example, that the sales 

manager sets a goal of increasing sales in a specific area of the 

country. The advertising manager, however, sets a goal of reduc-

ing expenditures in the same area to use the money to promote 

a new product in another part of the country. If advertising is 

needed to support the sales efforts, the managers have conflict-

ing goals. Department managers must work together so that 

their goals will complement each other and support the goals of 

the entire company.

Note that this list is a variation of the “SMART goals” frame-

work (introduced previously in Introduction to Business), which 

stands for: specific, meaningful (or measurable), achievable (or 

attainable), relevant, and time-bound.

Identify the four characteristics of effective goals.

C H E C K P O I N T
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81Lesson 2.2  Using Planning Tools

Managers must be skilled and efficient in planning. A number of plan-

ning tools are available to help them with their work. Using tools such 

as budgets, schedules, standards, policies, procedures, and research 

will improve the results of planning.

Budgets

The most widely used planning tool is the budget. A budget is a written 

financial plan for business operations developed for a specific period of 

time. Financial budgets assist managers in determining the best way 

to use available money to reach goals. As a part of Ibrahim’s business 

plan, his banker will require him to develop a budget for expanding his 

business through online sales. This budget will help both the banker 

and Ibrahim see how much money he will need, as well as if and when 

the new part of the business could be profitable. When department 

managers carry out operational planning, they prepare budgets for their 

departments. In addition to the operating budget, the managers often 

prepare specific budgets for personnel expenses, equipment, costs of 

materials and supplies, sales, and many others.

LO 2.2.2 Planning Tools

Why do you think it is important 
for businesses to have budgets? 
Do you use budgets in your 
personal life too?
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82 Chapter 2  Planning and Organizing

Standards

Another planning tool for managers is the use of standards. A stand-

ard is a specific measure against which something is judged. Businesses 

set quality standards for the products and services they produce. Com-

pleted products are examined using the standards to judge whether 

Schedules

Just as budgets help in financial planning, schedules are valuable in 

planning for the most effective use of time. For most business purpos-

es, a schedule is a time plan for reaching objectives. Schedules identify 

the tasks to be performed, the sequence of related tasks, and the time 

allotted to perform each task. A supervisor may develop a schedule to 

organize the work done by each employee for a day or a week (see 

Figure 2-3). Production managers use schedules to plan the completion 

and shipment of orders. Salespeople use schedules to plan their sales 

calls efficiently, and advertising people use schedules to make sure the 

ads appear at the correct time and in the proper media. Administrative 

managers need to schedule the preparation and printing of mailings 

and reports to make sure they are completed on time.

Department Special Order Department

Date July 27

Employee Orders

Name Number Order 532 Order 533 Order 534 Order 535 Order 536

Abdullah 50531 ✓

Faisal 50540 ✓

Saud 20896 ✓

Omar 10765 ✓

Mona 50592 ✓

Nora 10573 ✓

Amal 50243 ✓

Figure 2-3  Department Work Schedule

A work schedule is an important planning tool for supervisors and employees.
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83Lesson 2.2  Using Planning Tools

or not the quality is acceptable. Companies 

also set standards for the amount of time 

that tasks should take. For example, a fast-

food restaurant may set a standard that cus-

tomers will receive their food within three 

minutes of placing their orders. If managers 

see that customers are getting their food 

five minutes after ordering, then the service 

time is not meeting company standards and 

is therefore not acceptable. Companies may 

also set standards related to the number of 

defective products allowed on an assembly 

line or the number of calls a salesperson 

must make during a day.

Managers are responsible for setting real-

istic standards and for using those standards 

to judge performance. They also must know 

when to revise outdated standards.

Policies

As part of planning, managers frequently 

establish policies. Policies are guidelines 

used in making decisions regarding specific, 

recurring situations. A policy is often a gen-

eral rule to be followed by the entire business 

or by specific departments. Work rules are 

examples of business policies.

A broad policy may state that the performance of each employee 

must be evaluated at least twice a year using the company’s perfor-

mance review procedures. Because of that policy, even an employee 

who has been with the company for 10 years must be evaluated. Policies 

help to reduce misunderstandings and encourage consistent decisions 

in situations frequently encountered by managers and employees.

Trend Spotting

A trend is a current style of preference that may 
have a major impact on individual and business 
behavior. Trend spotting is a new business plan-
ning activity that analyzes a number of business 
sources to identify emerging trends. Businesses 
use information from trend spotting to plan 
new products, eliminate older products, and 
find ways to tie existing products to the latest 
trends in order to develop customer interest 
and excitement. Trend spotting researchers fre- 
quently monitor social media to identify exter-
nal trends that may provide opportunities for 
businesses. They are interested in what opin-
ion leaders are communicating through social 
media about what is new, hot, in, or out.

What Do You Think?

What are some advantages and possible problems 

for businesses that use trend spotting as a part of their 

planning? What are some current trends you believe busi-

nesses should be “spotting” today?

Management Matters
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84 Chapter 2  Planning and Organizing

Procedures

A procedure is a sequence of steps to be followed for performing a 

specific task. In order to implement the policy described in the previous 

paragraph, the company must develop a specific performance review 

procedure. Procedures for both routine and complex tasks that are 

performed by many employees improve business efficiency and are of 

special help to employees who are learning a new job. The procedure 

shown in Figure 2-4 would be helpful to a new employee assigned to 

monitor the secured entrance for a company headquarters. Experienced 

employees can help managers design new procedures and improve 

existing ones.

Yes Yes

Yes

No

Yes

No

Visitor

No

No

Employee

Employee scans ID Employee ID? 

Employee or
visitor?

HR approves?

Visitor
approved?

Contact security to
escort employee to HR

Scan accepted? 

Ask for photo ID
and contact HR for

approval

Ask visitor to sign log.
Prepare visitor badge

Contact visiting
department for

approval

Person approaches
security checkpoint

Employee is allowed
to enter

Employee is allowed
to enter

Release visitor or
employee to security escort

Ask visitor to leave
or release visitor to

security escort

Figure 2-4  Procedure for Admitting Employees and Visitors

A flowchart can be used to show the order of steps in a work procedure. In this 
example, the green box represents a scenario; the purple diamond-shaped box 
represent security checks that needs to be verified as a result of that scenario; and 
the blue rectangular box represents an action that must be performed as a result 
of those security checks.
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85Lesson 2.2  Using Planning Tools

What is the difference between a policy and a 
standard?

C H E C K P O I N T

Research

To do a good job of planning, managers need a great deal of informa-

tion. To develop budgets, they need to know how money was spent in 

past years, what certain tasks will cost, and how competitors are spend-

ing their money. Managers can improve schedules if they know how 

long certain jobs take to perform. They can establish better standards 

and procedures by analyzing carefully collected information on the way 

jobs are performed. Research is done to collect data for managers and 

to provide the information needed to improve their planning decisions.
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UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 The goal “to increase the average productivity of all work teams by 3% 

within six months” is an example of which characteristic of an effective 

goal?

a.	 specific and meaningful

b.	 achievable

c.	 clearly communicated

d.	 consistent with other departments

2.	 Guidelines used in making decisions regarding specific, recurring situa-

tions are called 

a.	 standards

b.	 policies

c.	 procedures

d.	 goals

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 How does the use of effective goals increase the probability that busi-

ness plans will be successful? Discuss the importance of each of the 

characteristics of an effective goal.

4.	 How can businesses use information from competitors and customers 

when establishing quality standards for their products and services?

2.2  Assessment
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Lesson 2.3 The Organizing Function

Organization Chart

Organization 
Structure

Responsibility

Authority

Empowerment

Accountability

Unity of Command

Chain of Command

Span of Control / 
Span of 
Management

KEY TERMS

Once you have completed this lesson, you should be able to:

2.3.1 Describe factors that managers should consider when 
organizing work.

2.3.2 Discuss how the characteristics of good organization 
contribute to a more effective work environment.

LEARNING OBJECTIVES

Time to Get Organized?

Norah is on the senior leadership team of an ethical clothing man-

ufacturer headquartered in Abha. The company began as a small 

family business, with no formal organization structure, which has 

gradually grown to a point where they are considering expanding 

operations into other cities across Saudi Arabia. Until now, various 

family members have contributed their expertise in areas including 

accounting, design, production and technical support, as and when 

needed. Nora believes the time has now come to establish an or-

ganization structure with designated roles. She discusses the idea 

with her sister, Maha.

“I don’t know,” replies Maha. “I’ve always liked the arrangement 

we have already. It’s much more fl exible around our lives. It also 

means everyone can make a contribution, without any arguments. 

Your idea sounds too formal!”

“A business of this size needs some kind of formalized organiza-

tion,” Nora responds. “I think it’s fundamental to growth. I think 

it will also lead to fewer arguments if everyone has ownership of a 

specifi c task and knows who is accountable for what.”

What’s Your Reaction? What is your perspective on Nora and 
Maha’s individual points of view? Is an organization chart necessary 
for every business?

REALITY CHECK

2.3
The Organizing Function
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Before a plan can be put into operation, the company must be organ-

ized to carry out the plan and perform work effectively. Organizing 

is concerned with determining how plans can be accomplished most 

effectively and arranging resources to perform work. More specifi cally, 

it involves arranging resources and relationships between departments 

and employees and defi ning the responsibility each has for accom-

plishing work. For example, when the plan is to start manufacturing 

a new product, specifi c activities will be determined and assigned to 

the appropriate departments. Making a new product involves several 

departments: research, manufacturing, human resources, marketing 

and sales, fi nance, and information management. Each department 

manager organizes the activities so the work will be accomplished on 

a schedule that fi ts in with the work of the other departments.

The Role of Organization Charts in Organization Structure
An organization structure is the formal framework linking individuals’ 

and units’ tasks in the organization to achieve its goals. It is expressed 

through the organization chart - a graphical diagram illustrating the 

organization’s structure, relationships between functions and employees, 

and each person’s level in the hierarchy. Its purposes include:  (1) show 

the major work units that make up the business, (2) allow employees to 

identify which unit they belong to, how it relates to other units, and who 

they are accountable to, and (3) identify lines of authority and formal 

communication within the organization. Figure 2-5 is an example of an 

organization chart for part of a retail business.

Large organizations usually provide new employees information 

through an employee handbook or on the company’s website that 

explains the organization of the business and shows an organization 

chart. By understanding an organization chart, employees have some 

idea of where and how they fi t into the company, how the organization 

works, and possible promotion opportunities. As changes occur in an 

organization through reorganization of work or when operating units 

are bought and sold, the company’s organization chart can become 

outdated. To be a useful management and communication tool, the 

chart should be revised when changes occur in the organizational 

structure.

LO 2.3.1 Organizing Work
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The Process of Organizing Work

Many new small businesses are being established in Saudi Arabia, as 

a result of the growing private sector and government stimulation of 

innovation. As a new small business grows, the owner has the com-

plicated task of organizing the entire structure of the business. Just 

because an established business is already organized, the managers 

cannot ignore the organization function. The organization may need 

to change when goals are revised or when the business expands. Using 

the Reality Check example from the beginning of the chapter, if Ibrahim 

is successful in developing an Internet sales department, he will have 

a very different organization than before the expansion. It is unlikely 

that the current organizational structure and employees will be able to 

accommodate all of the new activities and the extra workload. He will 

need to carefully organize the business so that it will be able to perform 

the new activities efficiently while still maintaining the existing business 

activities. If he does not pay attention to the organization of the work, 

the business may not be able to adjust to the changes.

Figure 2-5  Organization Chart for Part of a Retail Business

An organization chart provides a visual picture of how work is structured in a 
business.

Vice President of
Purchasing

Vice President of
Merchandising

Vice President of
Finance

General Manager

Advertising and
Promotion Manager

Customer
Service Manager Sales Manager

Delivery Manager
Service and Repair

Manager
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90 Chapter 2  Planning and Organizing

Whether the focus is on a new or existing department, division, or 

an entire business, the process of organizing involves three elements:

1.	 the division of work

2.	 the facilities and working conditions

3.	 the employees.

Division of Work 

In establishing an organization structure, the total work to be done 

must be divided into units, such as departments. The first consideration 

is the grouping of activities into broad, natural divisions, such as buy-

ing and selling or production, marketing, and administration. For small 

businesses, only two or three divisions may be needed to separate the 

work into manageable units. For large businesses with many employees 

and activities, the major divisions will need to be divided several times 

into departments or work units of reasonable size. Departments should 

be organized around meaningful and related work, work should flow 

smoothly within and among departments, and employees should be 

assigned to the units where they have expertise to perform that work.

Major divisions of work vary with the type of industry and business. 

A small retailer will usually organize the work around the major activities 

of purchasing and selling. Manufacturing businesses will be divided into 

purchasing, production, and marketing departments. Most businesses 

have departments or work units for administration, information technol-

ogy management, and human resources. For effective management and 

control, even small businesses benefit from organizing work into related 

and manageable units.

As a business grows, the number of major divisions will increase or 

existing divisions will be reorganized. When the small retailer expands, 

the basic selling division may be subdivided. A larger marketing division 

may be established and subdivided into advertising and promotion, 

personal selling, and customer service. Determining how to divide work 

into efficient units is based on:

1.	 the type of work to be done in each unit 

2.	 the amount of work to be done. 
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91Lesson 2.3  The Organizing Function

The organization charts shown in Figures 2-6, 2-7, and 2-8 point out 

how the organization of a business may change as the company grows, 

using two business people, Amir and Hassan, as examples.

Accounting
and Finance

InventoryPurchasing

Amir

Advertising

Pricing Sales

Credit and
Collections

Figure 2-6  Organization Chart for Amir’s Company

The owner of a small business might perform all of the work.

HassanAmir

Accounting
and Finance

InventoryPurchasing Advertising

Pricing Sales

Credit and
Collections

Figure 2-7  Organization Chart for Amir & Hassan’s Partnership

Two owners allow for a division of work.

HassanAmir

InventoryPurchasing

V.P. of Purchasing

Pricing Accounting
and Finance

V.P. of Marketing.

Advertising Credit and
Collections

V.P. of Sales

Sales

Sales
Director A

Sales
Director B

Figure 2-8  Organization Chart for Amir & Hassan’s Corporation

As the business expands, there can be a further division of work with a clear  
delegation of responsibility and authority.
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92 Chapter 2  Planning and Organizing

A small business needs good organization just as much as a large 

organization. Management problems often begin to occur in a small 

business when employees are added but work responsibilities and 

relationships are not clear. Making organizing decisions as a small 

business expands may not at first result in a formal organization chart. 

However, the business’s work should be carefully studied and assigned 

to specific employees. Even without an organization chart, the work 

responsibilities, the relationships among employees, and their author-

ity should be clearly communicated to everyone.

For example, the owner of a retail business that sells and services 

home appliances in Dammam hires two employees, A and B. The 

owner is responsible for management of the business and is involved 

in both selling and service as time permits. Employee A is given 

responsibility for appliance sales and is the contact with the suppliers 

from which the company purchases appliances. Employee A is also 

in charge of the business when the owner is absent. Employee B is 

responsible for appliance service and repair and has the authority to 

make decisions related to customer relationships after the customer 

has purchased a product from the business. These organizational 

decisions clearly identify who the work should be done by and the 

relationships among the people involved. The example illustrates how 

even very small organizations can develop an effective organizational 

structure and manage work.

Facilities and Working Conditions

While divisions of work are being established, the physical aspects 

of organizing must also be considered. The business must provide 

the necessary equipment and materials for employees to be able to 

perform their work. The layout of the facilities needs to be arranged 

so that all work flows smoothly with little waste while providing the 

best and safest working conditions possible.

Work should move through the business as efficiently as possible. 

Employees should not have to waste time, and the work of one group 

should not delay the work of others. A mechanic repairing an auto-

mobile, for example, should have ready access to the needed tools 
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93Lesson 2.3  The Organizing Function

and parts close to the work area. If special parts are needed, a system 

to order and obtain the parts quickly should be in place so the repairs 

are not delayed. Many auto repair companies have computer systems 

that can quickly locate auto parts from area suppliers and an express 

pickup and delivery service to immediately obtain the needed parts. 

When a customer comes in for a service, an auto service specialist 

will consult with the customer to identify problems and write a ser-

vice order that identifies the work needed, the time and personnel 

required to perform the repairs, and the parts and supplies required. 

If the items are not in stock in the repair facility, an emergency order 

will be placed to obtain the missing items as quickly as possible..

Physical working conditions also have an effect on the morale of 

workers. Job satisfaction is influenced by basic environmental factors 

such as lighting, temperature, ventilation, and cleanliness of the work 

areas, as well as the quality and maintenance of tools and equipment. 

Even facilities outside the work area should be carefully planned, such 

as convenient and safe parking facilities and easy access to cafeterias 

and break rooms.

Why do you think 
a smart office 
environment can 
improve employee 
morale and 
productivity?
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94 Chapter 2  Planning and Organizing

Employees

Dividing the work into manageable units and providing adequate 

equipment and facilities must be done with employees in mind. In 

fact, organizing involves establishing a balance among the employees, 

the work to be performed, and the facilities needed, so that produc-

tivity will be high. In part, organization is a successful matching of the 

employee and the employee’s materials and work. Employees should 

be matched to work that they are prepared to do. That means that 

they have the necessary preparation and skill to perform the assigned 

tasks. If employees are members of work teams, the total skills of the 

team should match the work requirements.

In addition, employees should be assigned to work that they enjoy. 

If employees are dissatisfied with their work assignment, problems 

with the quality and quantity of their work will result. Although not 

all work is enjoyable, managers should look for opportunities to make 

the best work assignments possible, to spread less desirable assign-

ments among employees so a few people do not have to spend all 

of their time doing that work, and to work closely with employees to 

establish a positive working environment.

LO 2.3.2 Characteristics of Good Organization

What are the three elements that should be consid-
ered when organizing work?

C H E C K P O I N T

When one person operates a business, there is little need for an organi-

zation chart—that person performs all the work. The need for organiza-

tion increases when two or more people work together. When people 

engage in any kind of cooperative activity, whether as members of an 

athletic team or as construction workers building a house, they can  
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95Lesson 2.3  The Organizing Function

accomplish better results if the overall task is planned and organized. 

In that way, each person knows what is expected and how they are 

expected to work together to accomplish the necessary work. Several 

characteristics of good organization apply to the management of work, 

such as responsibility and authority, accountability, unity of command, 

and span of control.

Responsibility and Authority

Responsibility is the obligation to do an assigned task. In a good or- 

ganization, the assigned tasks are clearly identified so all employees 

know exactly what work they are responsible for. Authority is the right 

to make decisions about work assignments and to direct other employ-

ees to perform assigned tasks. Authority is delegated from the top of 

the organization to others at lower levels.

One of the greatest mistakes in business is to assign responsibilities 

to employees without giving them sufficient authority to carry out 

those responsibilities. Consider the situation of an employee at a car 

rental company. The employee is responsible for providing a car to a 

customer standing at the counter who has a reservation, but the type 

of car requested is currently unavailable. The employee must have the 

authority to rent another car that will meet the customer’s needs, or 

the customer will be very upset. Each employee and each manager 

should know specifically:

1.	 the description and duties of each job

2.	 what authority accompanies the job

3.	 the manager in charge

4.	 who reports to the manager

5.	 what is considered satisfactory performance.

A common practice in many organizations today is employee empow-

erment. Empowerment is the authority given to individual employees 

to make decisions and solve problems they encounter on their jobs 

with the resources available to them. Empowered employees need to 

be well trained and be effective decision makers and problem solvers. 
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They need to understand the effects of their decisions on the business, 

other employees, and customers. Empowered employees have the con-

fidence that their managers will support the decisions they make. Some 

companies have been reluctant to empower their employees, believing 

that managers will lose control of the organization. However, experi-

ence has shown that empowerment improves employee morale, pro-

duces more satisfied customers, reduces work problems, and increases 

work efficiency.

Unless employees know their specific responsibilities, duties, and au- 

thority, they are likely to be unsure about the work they are to do. 

Furthermore, conflicts may arise due to misunderstandings about what 

needs to be done and who makes decisions about work assignments 

and satisfactory performance. When employees understand responsibil-

ity and authority, overlapping duties can be eliminated. Effective organ-

ization is helpful in eliminating conflicts between managers, employees, 

and departments and in increasing cooperation and collaboration.

Why is it important 
for employees to have 
the authority to make 
decisions when working 
with customers?
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97Lesson 2.3  The Organizing Function

Accountability

Accountability is the obligation to accept 

responsibility for the outcomes of assigned 

tasks. When a manager assigns responsibil-

ity and delegates authority to an employ-

ee, the manager does not give away the 

responsibility for ensuring that the work is 

carried out and for evaluating the quality 

of that employee’s performance. Although 

the manager is ultimately responsible for 

the work, the employee is accountable to 

the manager for performing the assigned 

work properly, including the quality, quan-

tity, and completion time. The manager, in 

turn, is accountable to his or her boss for 

the outcomes of all work done in that work unit. Figure 2-9 shows how 

the owner of a rental business might assign responsibilities and delegate 

authority to two employees. Use the figure to identify the accountability 

of each person for the work of the organization.

MANAGEMENT SKILLS

Accountability
In every business, people are accountable for the 
quality, quantity, and timeliness of their work. 
Being accountable requires you to understand 
what is expected of you and to work to achieve 
the standards that have been set. It also requires 
you to admit mistakes and seek help when you 
need it.

Develop Your Skills  As an employee, should 
you change your behavior based on your level of 
accountability in the workplace? Why or why not?

Figure 2-9  Accountability for Work

When a manager assigns work to an employee, authority and accountability 
must be given as well.

Owner of Car Rental Firm

Employee A

• Manage rentals

• Maintain store
 displays

• Monitor rental
 records

• Report and resolve  
 loss and damage

• Complete receiving
 activities

• Supervise buying,
 merchandising,
 advertising, selling,
 credit, delivery

• Maintain financial
 records

• Control expenses

• Plan for business
 growth

• Develop new business

• Manage rental
 deliveries

• Report and resolve  
 customer complaints

• Maintain and repair  
 delivery equipment

• Repair rental items

• Maintain rental item  
 and delivery 
 equipment inventory  
 records

Employee B
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Managers evaluate employees’ work by comparing the work to estab-

lished goals and work standards. For the assigned work, each employee 

is accountable for achieving the quality and quantity defined by the 

goals and standards. Managers need to communicate the goals and 

expected standards when assigning work, and then use those same 

goals and standards when evaluating the employee’s work.

Unity of Command

An important principle of good organization is unity of command. 

Unity of command means that each employee reports to one—and 

only one—supervisor at a time or for a particular task. Confusion and 

poor work relations result when a person has work assigned by and is 

accountable to more than one supervisor. The person may not know 

which assignment to perform first or may receive conflicting instructions 

regarding the same work assignment. 

Within teams, problems with unity of command are more likely 

to occur. Teams and their supervisors must practice the same careful 

organization of work as used in more traditional structures. Teams 

need clear assignments of responsibility and authority for their tasks, 

and all team members need to be aware of who is in charge of each 

activity. Ultimately the entire team and its supervisor are responsible 

and accountable for the results produced. A team member cannot shift 

the blame to someone else when something goes wrong or fail to take 

on a share of the workload if that organization structure is to work 

successfully.

Chain of command is a concept closely related to unity of command. 

The chain of command refers to the hierarchy of the organization, 

from the highest level to the lowest level. For instance, the president 

of the firm may have multiple vice presidents who report directly to 

him or her. Each vice president might have multiple directors as direct 

reports, and each director may have many supervisors as direct reports. 

Under the idea of chain of command, information flow is expected to 

move up and down this hierarchy. A supervisor would relay a concern 

about an existing procedure or an idea for a new procedure to his or 

her director, rather than to the president of the firm. When the chain of 
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command is not followed by team members, the managers who were 

placed in the hierarchy to act on the company’s behalf are not the ones 

making the decisions or solving problems, which is an ineffective use 

of resources that may result in poor decisions. Following the chain of 

command cannot work unless unity of command already exists within 

the company.

Span of Control (Span of Management)

Span of control and span of management are used interchangeably 

to describe the number of employees that any one manager supervises 

to effectively implement an organization’s goals. Organizations must 

establish a reasonable span of control for each manager. The manager 

who supervises too many people is overworked and unable to perform 

all duties effectively. Employees may not have access to the manager 

when help is needed. On the other hand, time and money are wasted if 

How can a business 
define what is a 
reasonable span 
of control for a 
manager?

Principles of Management reprint_1p.indb   99Principles of Management reprint_1p.indb   99 05/12/2024   17:4705/12/2024   17:47



100 Chapter 2  Planning and Organizing

a manager supervises too few people. That manager may supervise each 

person too closely or spend too much time in nonmanagement work. In 

general, the span of control is larger at the lower levels of an organiza-

tion than at the higher levels. For example, the head nurse in charge of 

a floor unit in a hospital may supervise 15 or more employees, whereas 

only three vice presidents report to the chief executive of the hospital.

Companies that use work teams and encourage employees to be 

more involved in planning and decision making have found that they 

can increase the span of control. Well-trained and motivated employees 

do not require as much direct supervision as those who must rely on 

managers for direction. These companies have been able to reduce the 

number of managers required or have been able to increase the size of 

their workforces without hiring additional managers.

What is likely to happen if employees are assigned 
responsibility for work tasks but are not given the 
needed authority?

C H E C K P O I N T
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101Lesson 2.3  The Organizing Function

UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 A well-designed organization chart shows all of the following except 

a.	 the major work units that make up the business

b.	 which unit each employee belongs to, how it relates to other units, 

and who employees are accountable to

c.	 lines of authority and formal communication within the organiza-

tion

d.	 the primary groups of customers to whom the business sells its 

products

2.	 The hierarchy of the organization, from the highest level to the lowest 

level, is called the 

a.	 chain of command

b.	 division of work

c.	 span of control

d.	 unity of command

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 Do you believe that a large business will operate more efficiently and 

effectively with more or fewer organizational units? Justify your answer.

4.	 If you were a supervisor, what would you do to make sure each  

employee is aware of his or her responsibilities and authority?  

What could you do to make your employees feel empowered to  

make decisions and solve problems associated with their work?

2.3  Assessment
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Innovation

Utilizing Employee Ideas
To remain competitive, businesses need to look for product improvements 

and new product ideas. Top company executives or a research and prod-

uct development department usually develop these ideas. That procedure 

often results in a few ideas that are good enough to develop into profita-

ble opportunities for the company.

However, increasingly more companies are taking the innovative ap-

proach of involving all employees in product development. For many busi-

nesses, success means having a regular supply of new products as well as 

responding quickly to new technology and changing customer expecta-

tions for challenging and exciting experiences.

Innovative companies develop a culture that attracts optimistic, ener-

getic people who have both technical skills and an interest in collaboration.  

Their employees are creative, want to be involved, and are willing to work 

hard to make the company successful. These companies encourage ideas 

that could save money or increase efficiency; ideas for new products or 

services; and ideas for new and improved technologies. 

Various company schemes have been introduced in the business world, 

providing an outlet for employees to suggest new ideas, whether for new 

products or simply a better way of doing things, in an open environment. 

Rewards are given if the idea is successfully instigated. The result has been 

a number of innovative products, often finding a new application for an 

existing technology that the company specializes in.

Think Critically
1.	 Do you think most company owners and top managers would sup-

port the idea of smart office environments? Why or why not?

2.	 What do you believe makes this collaborative approach a success-

ful way to develop new product ideas?
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S
 ON

Innovation
3.	 If you were an employee of a company that took this approach, 

would you volunteer to work on a product idea without a guaran-

tee of being paid for your time? Explain.
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www.ien.edu.sa

Link to digital lesson

Departmentalization

Line Organization

Line-and-Staff 
Organization

Matrix Organization

Team Organization

Self-Directed Work 
Teams

Centralized 
Organization

Decentralized 
Organization

Flattened 
Organization

KEY TERMS

Once you have completed this lesson, you should be able to:

2.4.1	 Describe the strengths and weaknesses of organizational 
structures.

2.4.2	 Make recommendations for improving business organization.

LEARNING OBJECTIVES

Now That’s Teamwork!

Faisal is very excited. Today, at work, he was appointed the new 

role of team leader. The company he works for, a large pharmaceu-

ticals producer in Jeddah, is trialing an innovative new organization-

al structure, centered on teams rather than a traditional hierarchy. 

Workers in his office will now be grouped into teams with the au-

tonomy to set their own targets and direction, instead of taking in-

struction from a line manager. Faisal will be responsible for guiding 

the team and moderating discussion.

“This is great!” Faisal exclaims to his wife, Fatimah. “We now 

have full control to do things the way we want to in the office, 

without a manager telling us what to do! As team leader, I will get 

to play a more active role in shaping decisions.”

“That is wonderful news for you,” replies Fatimah. “However, 

don’t underestimate the benefits of a traditional management struc-

ture, too. Managers must take responsibility for their decisions, and 

also many workers appreciate having clear instruction from above. 

The team will have to adjust to the new dynamic and take greater 

responsibility for the results.”

What’s Your Reaction? Would you share Faisal’s optimism about 
the company’s new structure? Can you think of any reasons why 
Faisal should also be cautious about this change of structure?

REALITY CHECK

2.4
Developing Effective Organizations
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A business’s organizational structure identifi es the relationships among 

departments and personnel and indicates the lines of communication 

and decision making. Two primary types of organization structures are:

• Line organizations

• Line-and-staff organizations. 

Newer departmental structures in companies are:

• Matrix organizations

• Team organizations.

As organizations grow, multiple employees might be grouped based 

on the type of activity where value is created for the company. This 

concept is referred to as departmentalization, where senior manag-

ers make conscious decisions on how to group employees that serve 

a similar need for the company. A manufacturer of food products, for 

instance, might decide to create departments 

based on one or more organizational needs.

Functional departmentalization is the type 

most commonly encountered in the work-

place and is refl ected in line or line-and-

staff organization models, where teams are 

grouped together according to the function 

of the department, and employees’ skills and 

experience. When you hear an employee 

speaking about working in human resourc-

es, information technology, or another area 

within a company, it is an example of functional departmentalization. 

Customer departmentalization, which also follows the line or line-and-

staff organization models, groups employees to serve particular types 

of customer or customer segments. A company that has a local sales 

division and an international sales division is one such example. A com-

pany that serves individual consumers and large corporations is also 

likely to have departments based on those customer segments.

LO 2.4.1 Types of Organization Structures

Having local and 
international sales 
teams is an example 
of functional 
departmentalization. 
Can you think of any 
others?
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Line Organization

In a line organization, all authority and responsibility can be traced in 

a direct line from the top executive down to the lowest employee level 

in the organization. A line organization is shown in Figure 2-10 (sales is 

the only area for which the complete organization is shown). This type 

of organization is commonly used within functional departmentaliza-

tion (where employees are grouped based on tasks performed, such 

as accounting or human resources) and customer departmentalization 

(where employees are grouped based on the type of customer served). 

The lines connecting the individual boxes indicate the lines of authority. 

The lines show, for example, that the president has authority over the 

sales manager, the sales manager has authority over the assistant sales 

manager, the assistant sales manager has authority over the branch 

managers, and the branch managers have authority over the sales rep-

resentatives. In addition, the lines describe how formal communications 

are expected to flow up and down the organization.

Figure 2-10  Line Organization

A line organization establishes direct lines of authority and responsibility from top 
to bottom.

Production
Manager

Sales Manager Controller

President

Assistant
Sales Manager

Branch B
Manager

Branch A
Manager

Sales
Representatives

Sales
Representatives
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In a line organization, the top executive has direct control over all units 

of the business, but responsibility, authority, and accountability are 

passed along from one person to another, down to the lowest level. 

Under this form of organization, each person is responsible to only one 

manager, who, in turn, is responsible to someone else. This type of 

organization can be very efficient, because new plans and ideas can 

be put into effect immediately in one area of the business without 

involvement from other areas. However, it often leads to many layers of 

management and isolation or lack of communication between depart-

ments and divisions. There is no direct way that managers of different 

departments not in the same line of authority can communicate and 

work together. This type of isolation and focus on only one part of the 

organization is known as the silo effect.

Line-and-Staff Organization

Large and complex businesses need a great deal of expertise to operate 

well. Managers have greater difficulty mastering all of the knowledge 

and skills they need in every area of responsibility. In the line-and-

staff organization, managers have direct control over the units and 

employees they supervise but have access to staff specialists for assis-

tance. Specifically, the line-and-staff organization adds staff specialists 

to a line organization. It is designed to solve the problem of complexity 

and still retain the advantages of direct and definite lines of authority. 

Staff specialists give advice and assistance when needed. They have no 

authority over line personnel to require them to perform any task. They 

are there to help with specialized expertise. Thus, line personnel are still 

responsible to only one manager.

The line-and-staff organization, shown in Figure 2-11, is like the line 

organization in Figure 2-10 except for the addition of the advertising 

specialist and the marketing research specialist. Their responsibility is 

to give specialized advice and assistance to the sales organization. This 

relationship is indicated in the organization chart by broken lines. Other 

examples of staff positions in some organizations are legal, technology 

planning, and human resources specialists.
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Matrix Organization

A newer, more flexible structure is the matrix organization, some-

times called a project organization. A matrix organization organizes 

employees into temporary work teams to carry out specific projects 

while working in the same functional area. For instance, a company 

engineer might be assigned to work as part of a team to lend his or her 

expertise to the team’s project while still reporting to the vice president 

of engineering. Employees report to a project manager with authority 

and responsibility for the project. When a new project must be done, 

employees with the needed skills are assigned to work on the project 

team. They work for that manager until the project is finished. Then 

they are assigned to a new project and another project manager. Work 

assignments and relationships for individual projects within a matrix 

organization are clear but temporary.

Figure 2-11  Line-and-Staff Organization

In a line-and-staff organization, staff specialists are available to provide needed 
advice and assistance to line managers.
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In the matrix organization, there is no permanent organizational 

structure in which an employee continues to report to the same man-

ager across a limited number of projects. It is difficult to develop an 

organizational chart for this type of organization because it changes 

regularly. Typically, the company prepares an organization chart for 

each project, so that employees know the current project structure and 

the management and employee relationships. The company prepares 

a new chart when that project ends and a new one begins. Figure 

2-12 illustrates a matrix organization in which an employee from each 

functional area is assigned to a product team.

The matrix organization is used successfully in research firms, advertis-

ing agencies, and construction companies, but it is being considered 

by other types of businesses because it provides flexibility and allows 

for rapid change. This structure uses the specific skills of managers and 

employees as effectively as possible by bringing together people with 

the right skills for each project. When employees are given new pro-

ject assignments, managers must be careful to define authority and 

responsibility so as not to violate unity of command. They also need to 

encourage good working relationships with new project members.

Figure 2-12  Matrix Organization 

An engineer might continue to work for the vice president of engineering but be 
assigned to assist with more than one project team in a matrix organization. In 
this case, a talented employee could have multiple—and sometimes competing—
reporting responsibilities.

Functional Area: Engineering Manufacturing

Product Team: Automotive Boat Lawn Equipment

Sales
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Team Organization

As highlighted in the example of Faisal in the Reality Check at the start of 

this lesson, the newest type of organization structure is known as team 

organization. A team organization divides employees into permanent 

work teams. The teams have responsibility and authority for important 

business activities with limited management control over their daily 

work. Teams often have team leaders who are likely to be experienced 

employees rather than managers. Team leaders replace the traditional 

position of supervisor and act as facilitators more than as traditional 

managers. Team leaders help their teams identify problems and work 

with them to solve the problems as a group. Team members report 

to the team leader, and the team leader makes some management 

decisions for the team. A full-time manager is responsible for several 

teams and meets with team leaders for planning, progress reports, and 

problem solving.

What are some 
advantages of 
team organization 
for employees and 
managers?
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Sometimes teams are organized without a permanently designated 

team leader. These are self-directed work teams, in which team 

members together are responsible for the work assigned to the team. 

Self-directed work teams have a manager who they can turn to with 

unusual or very difficult problems, but most of the time they work 

together to establish goals and to plan and organize their work. Often 

members take turns as team leader or facilitator. A self-directed team 

has full authority over planning, performing, and evaluating its work. 

For ideas and assistance, the team may talk to other teams or draw 

on the support of specialists available to work with all teams in the 

organization. In addition, the team is expected to talk to suppliers and 

customers from inside or outside the business to get their input and 

feedback.

In self-directed work teams, the team decides who will do which 

types of work and how they will do it. Each worker must be able to 

perform the tasks of other team members to cover for absent members 

or additional workloads. Teams can hire, train, and even remove team 

members; evaluate individual and team performance; and handle most 

of the traditional management tasks. The role of the manager is to 

serve as the team’s consultant and to concentrate on higher-level man-

agement tasks. Some differences between self-directed work teams 

and traditional work teams are shown in Figure 2-13.

Lesson 2.4  Developing Effective Organizations 111

Figure 2-13  A Comparison of Traditional and Self-Directed Work Teams

Self-directed work teams have more authority and responsibility for their work 
than traditional teams.

Traditional Work Team Self-Directed Work Team

Work Categories Many narrow tasks One or two broad tasks

Worker Authority Team leader controls all
routine tasks

Team controls tasks through
group decisions

Effectiveness Determined by manager and
team leader evaluations,
individual member 
performance

Based on team performance
plus breadth of skills of
individual team members
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Who is responsible for traditional management 
functions in a team organization?

C H E C K P O I N T

NET KNOWLEDGE

Employee satisfaction must be an important concern of every manager. Dis-

satisfied employees are likely to leave if another job becomes available. They 

will also be less productive than those who like their work. Search online 

for articles about employee engagement. If you were the top executive 

of a company, how would you use this information to improve employee 

satisfaction in your company? Develop three recommendations that you 

would make to the managers who report to you.

Effective work teams, whether self-directed or not, have been shown 

to increase productivity and improve quality. Individual team members 

work hard to support their team and make sure the team meets its 

goals. Companies that have developed effective team structures have 

a better record of keeping customers happy, reducing absenteeism, 

reducing staff turnover, and keeping motivation high.

Teams require certain ingredients for success. Managers must sup-

port the team concept and assist the teams as needed. Team members 

must become competent in three areas:

1.	 Technical job skills

2.	 Interpersonal skills, such as writing, speaking, discussing,  

and negotiating

3.	 Administrative skills, such as leading meetings, thinking analyti-

cally, and maintaining records

Teams need top management support as well as skills in these three 

areas to do well. New teams must have both time and support to be 

able to develop to their full potential.
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Traditionally, businesses have used centralized organization, in which 

a few top managers do all the major planning and decision making. 

Studies of the effect of business organization on quality and productiv-

ity have discovered that companies with centralized organizations often 

experience some common problems. Large companies often develop 

very complex centralized organizational structures. Those structures 

may cause communication problems and the need for many policies 

and rules to control the organization. Individual managers and employ-

ees then begin to feel like unimportant parts of the business. They 

get frustrated when rules keep them from doing things they consider 

important or when it takes a long time to get decisions made.

To overcome these types of problems, companies may decentralize. 

With decentralized organization, a large business is divided into 

smaller operating units, and managers who head the units have almost 

total responsibility and authority for operations. In many ways, the units 

operate as if they were independent companies. For example, a large 

computer manufacturer could be decentralized into operating units by 

categories of products (mainframes, personal computers, portables, 

and accessories) or by types of customers (business, government, and 

consumers).

LO 2.4.2 Improving Business Organization

Computer manufacturers are 
often decentralized organizations. 
Name some other examples.
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Another major type of reorganization occurring in businesses today 

is known as flattening. A flattened organization is one with fewer 

levels of management than traditional structures. To achieve a flattened 

organization, managers and employees must assume many of the 

responsibilities that other businesses might achieve with more levels of 

management. A flattened organization should have improved commu-

nication, because information has to flow through fewer levels. There 

should also be more coordination and cooperation because there is 

less specialization within the organization. In a flattened organization, 

managers tend to have a wider span of control to compensate for 

the fewer levels of hierarchy. As competition increases and customers 

expect businesses to improve quality and service, the organization of a 

business becomes very important. A complex organizational structure 

that requires a great deal of time for making decisions and for com-

municating information will not be as competitive as one that is more 

flexible and responsive.

How can business organization be made more 
effective?

C H E C K P O I N T
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UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 If managers in large organizations have difficulty mastering the knowl-

edge and skills they need in all of their areas of responsibility, which 

type of organizational structure would be most helpful?

a.	 line

b.	 line-and-staff

c.	 matrix

d.	 team

2.	 For work teams to be successful in an organization, team members 

must become competent in all of the following areas except 

a.	 technical job skills

b.	 interpersonal skills

c.	 administrative skills

d.	 financial skills

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 Why does the line organizational structure often create problems in 

sharing information and communicating among employees and man-

agers from different departments of the organization?

4.	 Why are many larger companies organized in a way that has individuals 

reporting to managers based on departmental specialization? What are 

the advantages and disadvantages of having all individuals with similar 

job roles work together?

2.4  Assessment
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Assessment
C H A P T E R  T WO

CHAP TER CONCEP TS

•	 Managers who can effectively plan for a business’s future will be more 

successful than those who focus on day-to-day operations. Planning 

sets the direction for the business and establishes specific goals. Plans 

are guides for making decisions. Strategic plans explain where the busi-

ness is going. Operational plans determine how work will be done, 

who will do it, and what resources will be needed to get the work 

done.

•	 Goals keep a business focused on the direction it wants to go and 

the results to be accomplished. Tools that can help develop effective 

plans include budgets, schedules, standards, policies, procedures, and 

research.

•	 Companies must be organized to carry out plans and carry out work 

effectively. The process of organizing involves three elements: division 

of work, facilities and working conditions, and employees. Characteris-

tics of good organization include responsibility and authority, account-

ability, unity of command, and span of control.

•	 The type of organizational structure identifies the relationships among 

departments and personnel as well as lines of communication and 

decision making. Types of organizational structures are line, line-and-

staff, matrix, and team organizations. Recently, traditional organiza-

tions have become flatter and more decentralized.

Chapter 2  Planning and Organizing
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DEVE LOP YOUR BUSI N ESS L ANGUAG E

Match the terms listed with the definitions.

Term Your Choice Definition

1. Accountability 	a.	� A written document that describes the nature of the 
business, its goals and objectives, and how they will be 
achieved.

2. Authority 	b.	� A specific measure by which something is judged.

3. Budget 	 c.	� The hierarchy of the organization, from the highest level to 
the lowest level.

4. Business plan 	d.	� A concept where senior managers make decisions on 
how to group employees that serve a similar need for the 
company.

5. Centralized 
organization

	e.	� The obligation to accept responsibility for the outcomes of 
assigned tasks.

6. Chain of 
command

	 f.	� The examination of an organization’s internal strengths and 
weaknesses as well as external opportunities and threats.

7. Competitive 
advantage

	g.	� Long-term planning that provides broad goals and direc-
tions for the entire business.

8. Decentralized 
organization

	h.	� A large business which is divided into smaller operating 
units, headed by managers who have almost total responsi-
bility and authority for operations.

9. Departmentaliza-
tion

	 i.	� The special capabilities of a company that allow it to create 
a product or service that is measurably better than any 
competing company.

10. Empowerment 	 j.	� A broad, long-term, and often inspirational view of a 
company’s reason for existing.

11. Flattened 
organization

	k.	� Guidelines used in making decisions regarding specific, 
recurring situations.

12. Goal 	 l.	� Business structure in which all authority and responsibility 
can be traced in a direct line from the top executive down 
to the lowest employee level.

13. Line organization 	m.	� A written financial plan for business operations developed 
for a specific period of time.

14. Line-and-staff 
organization

	n.	� Business structure in which a few top managers do all the 
major planning and decision making.
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Term Your Choice Defi nition

15. Matrix 
organization

 o.  The right to make decisions about work assignments and to 
require other employees to perform assigned tasks.

16. Mission  p.  Business structure that divides employees into permanent 
work teams.

17. Operational 
planning

 q.  An organization with fewer levels of management than 
traditional structures.

18. Organization 
chart

 r.  A short, specifi c statement of the business’s purpose and 
direction.

19. Policies  s.  Business structure where managers have direct control over 
units and employees they supervise but have access to staff 
specialists for assistance. 

20. Procedure  t. A time plan for reaching objectives.

21. Responsibility  u.  Principle which states that each employee reports to one–
and only one–supervisor at a time or for a particular task.

22. Schedule  v.  An illustration of the structure of an organization, major job 
classifi cations, and the reporting relationships among the 
organization’s personnel.

23. Self-directed work 
teams

 w.  A sequence of steps to be followed for performing specifi c 
task.

24. Span of control 
/ Span of 
management

 x.  An organization which combines employees into temporary 
work teams to carry out specifi c projects while working in 
the same functional area.

25. Standard  y.  The number of employees that any one manager supervises 
directly to effectively implement an organization’s goals.

26. Strategic planning  z.  Authority given to individual employees to make decisions 
and solve problems they encounter on their jobs with the 
resources available to them.

27. SWOT analysis  za.  Short-term planning that identifi es specifi c goals and 
activities for each part of the business.

28. Team organization  zb.  A specifi c statement of a result the business expects to 
achieve.

29. Unity of command zc. The obligation to do an assigned task.

30. Vision zd.  A team in which members together are responsible for the 
work assigned to the team.

31. Organization 
structure

ze. T he formal framework linking individuals’ and units’ tasks 
in the organization to achieve its goals.

Chapter 2 Planning and Organizing
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RE VIE W BUSINESS MANAGEMENT CONCEP TS

Determine the best answer.

31.	Strategic planning in an organization is followed by 

a.	 operational planning

b.	 organizational planning

c.	 hiring and training employees

d.	 management planning

32.	Which of the following is not a characteristic of an effective goal?

a.	 A goal must be specific and meaningful.

b.	 A goal must be achievable.

c.	 A goal must be clearly communicated.

d.	 A goal must focus on one company activity.

33.	Businesses measure the quality of products and services by comparing 

them against 

a.	 procedures

b.	 standards

c.	 policies

d.	 goals

34.	The span of control at the top of an organization is usually 

 at the lower levels.

a.	 larger than

b.	 about the same as

c.	 smaller than

d.	 There is no span of control at the top of an organization.

35.	The most efficient organizational structure is a 

a.	 line organization

b.	 line-and-staff organization

c.	 team organization

d.	 decentralized organization

Principles of Management reprint_1p.indb   119Principles of Management reprint_1p.indb   119 05/12/2024   17:4705/12/2024   17:47



120

APPLY WHAT YOU KNOW

Answer the following questions.

36.	Based on the Reality Check scenario at the beginning of Section 2.1, 

identify one example of strategic planning and one example of opera-

tional planning that you believe Ibrahim should perform.

37.	It is recommended that a new business develops a business plan. Do 

you believe large, well-established businesses need a business plan as 

well? Why or why not?

38.	What is the difference between a business strength and a business 

opportunity? For a business in your community, provide an example of 

a strength of the business and an opportunity for the business.

39.		Write a list of procedures that another person can follow to copy a 

computer file from a server or cloud to a removable storage device. 

The procedures should be complete and in the order they need to be 

performed.

40.		What is the difference between responsibility and authority? Provide 

examples of each from your role as a family member and your role as 

a student.

Chapter 2  Planning and Organizing
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MAKE ACADEMIC CONNECTIONS

Complete the following activities.

43.	Communication  Review the information from the beginning of  

Section 2.1 about Ibrahim’s idea to expand his catering business  

using the Internet. Write two goals that Ibrahim could set for the busi-

ness—one that should be achieved within three months and one that 

should be achieved by the end of the first year. Write the goals to 

include the four characteristics of an effective goal.

41.		Do you believe employees prefer to work in organizations where they 

have very specialized work that they perform over and over, or in 

organizations where they have a broader set of responsibilities and 

work changes regularly? Justify your answer.

42.		Compare the line organization with the matrix organization in terms 

of how it affects the work, relationships, and communication of man-

agers and employees.
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44.	Visual Arts  Your class decides to hold a student recognition and par-

ent appreciation event at the end of the school year. All students will 

participate in planning and managing the event. A matrix organization 

structure will be used. Identify the major divisions of work that need 

to be carried out for a successful event. Using a computer graphics 

program, design an organization chart you believe will be most effec-

tive for getting the work done. Assign each student in your class to a 

particular role in the organization chart. Be prepared to discuss your 

decisions with other students.

45.	Technology  Use the Internet to locate an example of a business  

use of each of the planning tools identified in the chapter: budget, 

schedule, standard, policy, procedure, and research. Construct a  

3 × 6 table. In the first column, identify the planning tool. In the  

second column, briefly describe its use. In the third column, explain 

how the use of the tool supports business planning.

Chapter 2  Planning and Organizing
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47.	Math  Research is an important tool businesses use for strategic plan-

ning. On average, businesses spend about 3.8% of sales on research 

activities each year. Imagine that the three top businesses world-

wide in terms of research expenditures were a car manufacturer, a 

healthcare company, and a software and technology developer. The 

car manufacturer invested SAR 9.9 billion on research with sales of 

SAR 226.1 billion. The healthcare company’s investment was SAR 

9.6 billion on research with SAR 58.6 billion in sales. The software 

developer’s research budget was SAR 9 billion and sales were SAR 

69.9 billion. Calculate the percentage of annual sales each company 

invested in research. Determine the percentage of sales invested in re-

search by all three companies combined. Compare it with the average 

of all businesses.

46.	Research  Use a library or the Internet to find three articles from 

business magazines or websites on the effects of flattening (reducing 

the levels of management) on businesses and their employees. Make 

notes on the articles as you read. Then prepare a one-page analysis 

of your research, presenting the advantages and disadvantages of the 

use of flattening by organizations.
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124 Chapter 2  Planning and Organizing

CA SE IN POINT

Solving Planning Conflicts

A large company based in Jeddah makes and sells a line of popular chil-

dren’s toys. Over the next few months, retail stores will begin buying the 

company’s products in large quantities in preparation for the Eid Al-Fitr 

shopping season. Every year, the company introduces one or two new toys 

designed to attract the attention and interest of children and their parents 

and get them into the stores at Eid Al-Fitr. Then they design in-store dis-

plays and promotions for the company’s new toys as well as those that 

have been popular for many years, bringing in a high volume of sales of 

both new and traditional toys.

Farah, the marketing manager, has recently reviewed the results of re-

search on this year’s newest toy. The toy received the most positive cus-

tomer response of any toy the company has introduced in the past five 

years. Based on that research, Farah and her staff have projected that sales 

will be 10% higher this year than last. As a result of these estimates, she 

has committed funds for a big advertising campaign to introduce the new 

toy. Several additional salespeople have been hired to begin early work 

with retailers to make sure all stores are prepared with enough stock of the 

toy for the upcoming holiday sales period.

While Farah has been working on the expanded marketing efforts, Ya-

sir, the production manager, has been running into problems. He has had 

difficulty getting an adequate supply of one of the key raw materials from 

the firm’s only supplier. Production levels for the new toy have been 10% 

below plans during the last two months. Yasir could have devoted addi-

tional production time to increase the stock of the company’s traditional 

products. However, he was not aware of the recent marketing research 

or marketing plans. The production plans, developed three months ago, 

were to keep stock levels of those toys just slightly above last year’s level. 

In discussions with the raw-materials supplier, it appears that the supply 

problem may be solved in two weeks. If so, he might be able to meet the 

production goals for the new toys but labor costs will have to increase and 

product deliveries will be delayed to retailers. He knows that retailers like 

to have the new toys early, but there is little he can do about it right now.
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Think Critically

1.	 What management problems are apparent in the toy company? Why 

have these problems occurred? Are the reasons related more to plan-

ning issues or to organizing issues in the company?

 

2.	 What is likely to happen to the company this year and in future years 

if the problem is not resolved quickly?

 

3.	 Using the management tools discussed in the chapter, give examples 

of how each could be used to help solve the company’s problems.

 

4.	 What would you recommend right now that can help resolve the 

problems being faced by the toy company? What should the company 

do to avoid the same type of problem in the future?

 

125Chapter 2  Assessment
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3.1	 The Staffing and Directing Functions

3.2	 Motivation and Change Management

3.3	 The Controlling Function

CHAP TE R LESSONS

Managers have to deal with a range 

of responsibilities and challenges 

in the day-to-day operational aspects of 

any business. This chapter addresses the 

key operational aspects of staffing, direct-

ing, and controlling. It considers some of 

the various theories behind motivation. It 

then addresses the issue of change. Final-

ly, the chapter takes a closer look at the 

controlling function, including the estab-

lishment of standards to measure and im-

prove performance.

What are the greatest 
challenges associated  
with directing?
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Work Team

Employee 
Motivation 

Operations 

Operations 
Management 

Process 
Improvement

KEY TERMS

Once you have completed this lesson, you should be able to:

3.1.1	 Recognize problems that can occur when plans are 
implemented.

3.1.2	 Identify important staffing activities performed by managers.

3.1.3	 Identify important directing activities performed by 
managers.

LEARNING OBJECTIVES

Losing Control

An office supply company sells to the local business market through 

Internet and telephone sales. Hessa has been hired as the manag-

er of a new telemarketing department that includes computerized 

telephone and order-processing systems. She has a large budget to 

retrain current employees and to hire and train new employees. A 

sales brochure highlighting the company’s online catalog has been 

delivered to all local businesses. The company guarantees that any 

order placed by 10 p.m. will be delivered by 10 a.m. the next day.

There was a real excitement among the employees when they 

made the sales calls to the new customers and soon orders began 

to come in. However, the rapidly expanding sales volume has been 

putting pressure on Hessa’s department. The workload has been in-

creasing rapidly as the telephone sales staff took orders, answered 

questions, and attempted to solve customer problems. Technical 

difficulties have resulted in unanswered calls and slow computers. 

Customers and sales staff are frustrated, leading to employee dis-

satisfaction and a high turnover rate. Experienced employees are 

quitting or asking for transfers because of the pressure they are 

facing.

REALITY CHECK

3.1
The Staffing and Directing Functions
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129Lesson 3.1  The Staffing and Directing Functions

Hessa knows her department is essential to the success of the 

company. If the department cannot maintain and increase the level 

of sales and process orders efficiently, the new business strategy 

will fail.

What’s Your Reaction? What are the primary reasons for prob-
lems in the new department? What might Hessa do to help em-
ployees?

LO 3.1.1 The Challenge of Staffing and Directing

The staffing and directing functions of management involve carrying out 

the organization’s plans by bringing together the right people to do the 

tasks, and guiding and supporting them so they can work effectively. 

The controlling function involves evaluating results to determine if the 

company’s objectives have been accomplished as planned. The majority 

of managers, especially supervisors and middle-level managers, spend a 

great deal of their time on staffing, directing, and controlling activities.

Staffing focuses on finding the right individuals who can perform the 

work. It involves hiring employees, finding talent within the company, 

and possibly bringing in outside temporary workers to support a pro-

ject. Staffing can also involve assembling a team of employees who will 

work together for the long term or a team who will work on a specific 

work project for only a short period of time.

Directing involves developing a plan that guides employees and 

ensuring they are motivated and have the resources needed to help 

achieve the company’s goals. For example, a manager may commu-

nicate important goals to a work team, provide leadership to help the 

team determine how to complete the necessary work, and ensure that 

rewards and recognition are provided to everyone involved when the 

goals are achieved.
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In the Reality Check scenario at the beginning of the lesson, Hessa 

had many activities for which she was responsible in the new depart-

ment. She was spending a great deal of time staffing her team and 

directing that team to support the company’s plans. Hessa discovered 

what many experienced managers have learned. Plans are not effective 

unless they are implemented well. Changing conditions in a business 

create problems in the way work is accomplished. Hessa learned that 

the staffing and directing functions play an important role in helping 

her solve the problems she faces as a manager.

At the beginning, Hessa was able to staff her team by hiring new 

employees. She had a generous training budget and three months 

to prepare employees for their new work. The team seemed to enjoy 

using the new computer equipment and making calls to customers. 

The preparation time and training made them comfortable with their 

new work. The careful planning to personally deliver the brochures 

to customers and make follow-up calls resulted in immediate orders. 

Employees were pleased with their initial success. Customers liked the 

rapid delivery guarantee and the service-oriented approach of the local 

business. But as Hessa looked back at what happened, she realized 

when the problems had started.

The first problem occurred when Hessa established sales quotas for 

each employee. With sales growing rapidly, she didn’t think it would 

be difficult for most employees to make their quotas. Hessa believed 

the quotas would motivate everyone to sell, rather than just wait for 

customers to call in orders. However, some people easily exceeded 

their sales quotas while others seldom reached theirs. Several employ-

ees complained that the quotas put too much emphasis on selling and 

didn’t allow them adequate time to answer customers’ questions and 

solve their problems.

The department began to experience some computer difficulties. 

When a high volume of calls came in, the computers would slow down. 

Employees would have to wait to get information on their screens, and 

occasionally all of the information entered would be lost before the 

order could be processed. Also, Hessa learned that when sales volume 

was high, the company was not always able to meet its goal of over-
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131Lesson 3.1  The Staffing and Directing Functions

night delivery. The higher sales volume was difficult for the delivery 

department to handle because it was still operating with the same 

number of employees as when the new wholesale business started. As 

a result, the telemarketing employees were starting to receive customer 

complaints that they were unable to handle.

While Hessa was struggling with the computer problems and the 

sales quota issue, she was also facing the growing employee turnover 

rate (a measure of replacing staff who have left the company). Even 

though she was hiring and training new employees, it seemed there 

were never enough employees to replace those who left and to handle 

the growing amount of business. To get new employees on the job 

faster, training time was reduced. That seemed to result in more errors 

in the orders processed. Veteran employees were being asked to work 

overtime to meet the demand and to help inexperienced telemarketers. 

That created even more employee dissatisfaction. Hessa couldn’t believe 

that a plan that seemed so good and had initially been successful could 

result in so many problems.

Managers often have to identify solutions to complex problems.  

Hessa’s original team was hired for sales talent and customer support. 

Some of these employees were likely to be motivated by success in 

selling, and others by supporting customers. Technical and delivery 

problems, lack of support, and unhappy customers could make it more 

difficult for the sales team to reach quotas.

Identify several types of changes that can occur in an 
organization that can create problems in accomplish-
ing plans.

C H E C K P O I N T

Principles of Management reprint_1p.indb   131Principles of Management reprint_1p.indb   131 05/12/2024   17:4705/12/2024   17:47



In the opening lesson scenario, Hessa staffed her team by retraining 

current employees and hiring new team members to work in telephone 

sales. Hessa needed to find the right individuals to do the work. Seldom 

do employees work alone. Managers must enable staff to reach goals 

by creating work teams. They must also ensure that staff have sufficient 

training to carry out the work.

Hiring

Managers may have direct hiring authority, or they may need to work 

through a company’s human resources department during the hiring 

process. This typically begins by defining the job requirements and the 

type of person who could be successful in that position. For Hessa, her 

sales team members need to enjoy selling and be outgoing, friendly, 

patient, and problem solvers.

While many people may have those personal characteristics, they still 

may not be a good fit for a sales job. Companies spend a great deal of 

effort to identify a strong fit before they hire. For example, a college 

LO 3.1.2 Staffing Activities

What do you think are the most important 
qualities to look for when recruiting new staff?
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133Lesson 3.1  The Staffing and Directing Functions

student applied for a sales position with a firm. The interviewing process 

included testing, listening and responding to real-world scenarios, and 

interviews with several people. After six meetings, the job candidate was 

asked to attend one last interview, where she was told she didn’t get 

the job. She expressed her belief that the business had made a mistake, 

because she thought she was the best candidate. She thanked the inter-

viewers for their time and said she would be happy to come to work for 

them if they changed their minds. They then responded, “When can 

you start?” The business was testing her capabilities as a salesperson, 

a position in which she would be visiting potential customers multiple 

times while trying to close a sale, but often hearing “no.” The company 

wanted to be sure that she could take rejections without spoiling future 

relationships.

Training

It is not sufficient for managers simply to hire the right people. It is also 

essential to ensure that their staff are provided with sufficient training 

to carry out the job. This begins with an induction into the business, 

and introduction to other staff and systems. However, training should 

be continuous throughout their employment, with periodical refresher 

courses to remain up-to-date with the latest industry standards and to 

encourage career progression. Good managers recognize that a well-

trained workforce is likely to be more motivated and productive.

Work Teams

Seldom do people carry out all of their work alone. Most people are 

part of a work team and rely on cooperation from others to reach 

goals. Well-organized teams can accomplish more than the same num-

ber of people working independently. Managers need to be able to 

staff effective work teams. A work team is a group of individuals who 

cooperate to achieve a common goal.

Effective work teams have several characteristics:

•	 First, the members of the work team understand and support  

its purpose. They clearly understand the activities to be  
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134 Chapter 3  Staffing, Directing, and Controlling

performed, know which activities they must perform, and  

have the knowledge and skills necessary to carry them out. 

•	 Second, work team members are committed to meeting  

the expectations of others in the team and helping the team 

succeed. 

•	 Third, work team members communicate well with each other 

and work to resolve problems within the team.

Managers can play an important role in developing team effectiveness. 

To develop effective teams, managers must understand the character-

istics that make teams effective, help to organize the team and develop 

the skills that are needed by the team, create a work environment that 

supports teamwork, and help the team resolve problems when they 

occur.

Identify characteristics of effective work teams.

C H E C K P O I N T

Team members must be able to work well 
together. How can an individual employee 
contribute to team effectiveness?
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135Lesson 3.1  The Staffing and Directing Functions

To direct successfully, managers must master a number of activities 

designed to channel employee efforts in the right direction to achieve 

goals. These activities include problem solving, consensus building, 

financial analysis, effective communications, employee motivation, and 

operations management as shown in Figure 3-1.

LO 3.1.3 Directing Activities

Figure 3-1  Directing Activities to Achieve Goals

A range of activities can be carried out by managers to channel employees’ 
efforts to achieve company goals.

AC T I V I T I E S

Employee Motivation

Effective  
Communications

Consensus  
Building

Problem  
Solving

Financial  
Analysis

Operations Management
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Problem Solving

In the Reality Check scenario at the beginning of this chapter, Hessa 

was facing a complex problem. Some of the issues were under her 

control, such as hiring and training. But other issues, such as technology 

problems, could not be solved solely by Hessa. Managers need to use 

critical-thinking skills for complex problems. This requires determining 

the cause of problems, identifying and evaluating alternative solutions, 

and then devising a plan to solve the problems.

Many of the causes of problems are outside of a manager’s control. 

These could be internal issues within the company, such as the techni-

cal and delivery problems in the Reality Check scenario, or they could 

be driven by factors external to the company, such as competition, 

the economy, changing regulations, and many other factors known 

and unknown to managers. Managers need to be both creative and 

resourceful to solve these problems.

Consensus Building

Even if a manager has identified a plan, he or she will still need support 

to move that plan forward. In Hessa’s case, she will need to collaborate 

with four major groups. She will need to work with the technology 

group to make it clear how the technical problems are impacting her 

team and the company’s sales. She will also need to work with the 

order fulfillment department to help ensure customers aren’t given 

delivery times that cannot be met. Hessa will also need to negotiate 

with her experienced sales team members to help ensure that they 

don’t leave and will continue to support the new workers. Finally, she 

will need to work with new employees to be sure they are trained and 

ready to do the job.

Financial Analysis

Businesses need to ensure that they are using resources wisely, and 

managers must understand the financial impact of decisions. For exam-

ple, the technology department may tell Hessa it needs SAR 200,000 to 

update the computer systems to fix the problem. Hessa will need to be 
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137Lesson 3.1  The Staffing and Directing Functions

able to justify this expense through an analysis showing a reduction in 

lost sales and the potential increase in new sales as a result of the new 

computer system.

Hessa will also need to develop sales forecasts and a budget for 

her operation. She must allocate her expenses over the year to ensure 

that she can maintain current business operations and support any new 

strategies she wants to put in place.

Effective Communications

Communication is an essential part of directing work in a business. 

Managers must be able to communicate plans and directions, gather 

feedback from employees, and identify and resolve communication 

problems. Both personal and organizational communications are impor-

tant. Because so many forms of communication that exist in organi-

zations today, managing communications technology is an important 

responsibility.
Communication 
comes in many 
forms. What types 
of communication 
exists within an 
organization?
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Communication is much more than telling employees what to do. In 

fact, if employees believe managers are being too directive, they will 

likely be dissatisfied and not work as hard or effectively as they could. 

An important communication skill for managers is to listen to employ-

ees and involve them in deciding how work should be done. A manag-

er should use both formal and informal communication. Encouraging 

employees to contribute their ideas and involving them in deciding the 

best way to do the work will help gain their commitment to achieving 

the goals. This is a good way to build consensus.

Employee Motivation

Employee motivation is the process of influencing the actions taken 

by an employee to accomplish a goal. Employees may be motivated 

to achieve company goals, or they may be motivated to pursue other 

goals that do not benefit the company. Managers can use rewards and 

punishments to encourage employees to motivate themselves toward 

pursuing company objectives. A reward is not motivating unless it is 

Why would 
employees be 
motivated by their 
manager’s actions, 
such as recognition, 
instead of money?
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something the employee values. The reward does not always have to 

be monetary. People also value things such as praise, respect, an inter-

esting job assignment, or extended breaks after hard work.

Motivation comes from influences both inside and outside the indi-

vidual. Intrinsic motivation stems from a person’s beliefs, feelings, and 

attitudes that influence the person’s actions. For example, many work-

ers are motivated to do a good job because they get a feeling of satis-

faction from a job well done. Extrinsic motivation comes from rewards 

and punishments supplied by other people. For example, performing 

well on a difficult task may result in bonus pay, praise from the boss, or 

promotion to a team leadership position.

For many people, intrinsic factors have the most influence on behav-

ior. If employees consider work boring, they will not be motivated to 

do a good job. In the Reality Check scenario, the sales employees’ 

intrinsic motivation for success could be negatively affected by feelings 

of frustration due to technology problems. For others, extrinsic factors 

have the strongest influence on performance. An employee who values 

recognition will likely be motivated by the challenge of a competition to 

obtain the highest customer service rating. Keeping work areas clean, 

clutter free, and repaired can motivate employees who value a pleasant 

work environment.

All people have their own needs and, whenever possible, will choose 

to do things that satisfy their needs and avoid doing things that don’t. 

Managers can influence employee performance by understanding 

individual needs and providing rewards that satisfy those needs when 

employees accomplish work goals. Motivation theories are discussed 

further in the following lesson.

Operations Management

Operations are the major ongoing activities of a business. Opera-

tions management involves effectively directing the major activities 

of a business to achieve its goals. Several activities are part of opera-

tions management. Facilities, equipment, materials, and supplies must 

be available and in good operating condition so employees can perform 

their work. Employees must have the knowledge and skills to do their 
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work. Managers must make sure that employees perform their tasks 

on schedule and work to resolve problems that could interfere with the 

successful completion of the job.

Effective planning and organizing are important parts of operations 

management. Planning helps employees know what to do. In the same 

way, well-organized work spaces and procedures for completing work 

tasks help operations run smoothly. If problems occur in the operations 

of a business, managers should examine the planning and organizing 

of the work.

Managers must be prepared to implement the activities assigned 

to their area of responsibility. Some activities are common to most 

management areas. For example, managers must hire new employees, 

monitor work schedules, and communicate policies and procedures. 

In addition, most departments are organized to perform specialized 

operations. The manager of the marketing department may be respon-

sible for advertising and sales. The information systems manager must 

ensure that computer systems are operational, the company’s Internet 

sites are up to date, and software is problem-free. Managers need to 

understand the unique work of their departments in order to help 

employees perform that work. Hessa will need to build consensus with 

the information systems managers in the technology department to 

ensure proper operations in her department.

In the past several years, organizations have paid a great deal of 

attention to improving the way work is done. Due to increasing compe-

tition, companies must operate efficiently to keep costs low so that they 

can compete successfully. Customers are demanding improved quality, 

so the company must produce products free of defects. The efforts to 

increase the effectiveness and efficiency of specific business operations 

(as defined in Lesson 1.2) are known as process improvement.

What are the primary activities managers must 
perform as part of the directing function?

C H E C K P O I N T
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UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 An example of an intrinsic motivation factor is 

a.	 praise from your supervisor

b.	 a pay increase

c.	 personal satisfaction

d.	 the admiration of co-workers

2.	 The efforts to increase the effectiveness and efficiency of specific  

business operations are known as 

a.	 organizational change

b.	 team effectiveness

c.	 consensus building

d.	 process improvement

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 What are some reasons that managers with well-developed plans may 

still have problems with when directing those plans?

4.	 Why do some employees work well in teams and others do not?

3.1  Assessment

Principles of Management reprint_1p.indb   141Principles of Management reprint_1p.indb   141 05/12/2024   17:4705/12/2024   17:47



142 Chapter 3  Staffing, Directing, and Controlling

www.ien.edu.sa

Link to digital lesson
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Motivation and Change Management

Physiological Needs 

Security Needs 

Social Needs

Self-esteem Needs 

Self-Actualization 

Achievement Need 

Affiliation Need 

Power Need

Hygiene Factors 

Motivators

KEY TERMS

Once you have completed this lesson, you should be able to:

3.2.1	 Describe the main points to the three theories of motivation.

3.2.2	 Identify the steps managers should follow when  
directing change.

LEARNING OBJECTIVES

Building a Motivated Team

Omar is the operations manager of a large construction company in 

Jeddah. The company has an excellent reputation in the industry and 

has recently won an important contract to build a brand-new hotel 

and business center. It is a state-of-the-art eco building and when 

completed it is expected to become one of the most prestigious and 

iconic new landmarks in the city. However, although his workforce 

are used to a stressful and dynamic environment, the complex build-

ing, green initiatives, and time pressures create many challenges for 

Omar’s team to overcome.

At first Omar assumes that the respect of being associated with 

such a prestigious project would be more than enough motivation 

for his workforce. He is also known for paying higher wages than 

rival companies. However, as the project continues, he begins to 

sense dissatisfaction among the team. One colleague suggests the 

team need greater financial rewards for meeting targets. Another 

colleague takes an opposing view, suggesting that wages should be 

docked if workers don’t meet their targets. “That’s the best way to 

motivate anyone!” he says. A third colleague says, “It’s not just about 

money. You need to satisfy their individual needs, whether that’s giv-

ing more autonomy, making them feel part of a team, or generating 

a genuine sense of achievement.”

REALITY CHECK
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What’s Your Reaction? What do you think is the best way for 
Omar to motivate his staff in a challenging work environment?

Most students can imagine days when they are excited to get up and go 

to school or take part in a particular club. On these occasions, the day 

is enjoyable and time seems to move faster than usual. In comparison, 

there may be some days which seem to go on forever, and work feels 

more tiring and laborious to complete. Equally, some teachers, coaches 

or club leaders seem to be able to encourage the best efforts from their 

students or team members. What causes the difference?

As highlighted earlier, intrinsic and extrinsic factors motivate people 

to act in certain ways. Psychologists have developed theories about 

what factors motivate people to behave as they do. Managers can 

infl uence employees to behave in ways that help achieve company 

goals by understanding and applying theories of motivation.

Maslow’s Hierarchy of Needs

Abraham Maslow described motivation in terms of a hierarchy of needs. 

The fi rst level is physiological needs, followed by security, social, self- 

esteem, and self-actualization needs. Physiological needs are things 

required to sustain life, such as food and shelter. Security needs are 

the things required to have a feeling of safety and protection from 

danger, anxiety, and threats. Social needs include the need to belong, 

to interact with others, to have friends, and to love and be loved. 

Self-esteem needs include the desire for recognition and respect 

from others. Finally, self-actualization is the need to grow emotionally 

and intellectually, to be creative, and to achieve your full potential (see 

Figure 3-2).

LO 3.2.1 Motivation Theories
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According to the theory, people seek to satisfy these needs in a par- 

ticular order, from lowest to highest. If a lower-level need is not sat-

isfied, a person will have little motivation related to higher levels. For 

example, starving people will be more motivated to find food than to be 

concerned about friendships. But once people have reasonably satisfied 

their physiological and security needs, the need for social interaction 

will have more influence on their behavior. When applying Maslow’s 

theory, managers can influence employee behavior by recognizing  

the levels of the hierarchy that are currently most important to an 

employee, and then using things such as job assignments, praise and 

support, and financial rewards that best meet those needs.

McClelland’s Theory of Needs

Whereas Maslow’s theory is based on a set of needs common to all 

people, David McClelland believed that people are influenced most by 

one of three specific needs: the need for achievement, the need for 

affiliation, and the need for power (see Figure 3-3).

Figure 3-2  Maslow’s Hierarchy of Needs

Abraham Maslow separated human needs into five categories of escalating 
importance.

Social needs

Security needs

Physiological needs

Self-esteem

Self-actualization
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McClelland suggested that people with a high achievement need 

take personal responsibility for their own work, set personal goals, 

and desire immediate feedback on their work. People with a strong 

affiliation need are concerned about their relationships with others 

and work to get along well and fit in with a group. Finally, those with 

a strong power need want to influence and control others and to be 

responsible for a group’s activities. When understood and channeled 

correctly, these can be valuable attributes to have in an organization.

Managers who follow McClelland’s theory of needs recognize that 

various jobs provide greater or fewer opportunities for achievement, affil-

iation, or power. Managers working with individuals who have a strong 

desire for  achievement should provide them with opportunities to make 

decisions and control their own work. When managers believe their 

employees have a strong affiliation need, they should assign them to 

group projects and teams. These employees will respond well if socializ-

ing opportunities are provided. Finally, people that have a great need for 

power will work best when given the opportunity to be project leaders 

or to be involved in planning and decision making. McClelland’s theory 

of needs suggests that the strength of the three needs can be changed 

over time with careful development.

Figure 3-3  McClelland’s Theory of Needs

David McClelland identified three core categories of needs.

Achievement

Affiliation

Power
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Herzberg’s Two-Factor Theory

A third important motivation theory was developed by Frederick Her-

zberg. He conducted studies of employees to identify what satisfied 

and dissatisfied them in their work. His research resulted in the identifi-

cation of two distinct groups of factors related to motivation. Therefore 

his theory is known as the two-factor theory (see Figure 3-4).

Herzberg called one group hygiene 

factors. Hygiene factors are job factors 

that result in employees feeling dissatis-

fied  with work when they are absent but 

do not contribute to job satisfaction when 

they are present. Examples of hygiene 

factors are the amount of pay and fringe 

benefits, working conditions, rules, and 

the amount and type of supervision. For 

example, a good company-sponsored 

health care plan will not motivate employ-

ees to do a better job. But the lack of a 

good health plan could cause employees 

to be dissatisfied with their jobs.

Herzberg called the second group motivators. Motivators are factors 

that increase job satisfaction. The people whom Herzberg studied were 

motivated by factors such as challenging work, recognition, achievement, 

accomplishment, increased responsibility, and personal development.

The interesting part of Herzberg’s theory is that the two types of 

factors and their results are separate from each other. In other words, 

hygiene factors can create dissatisfaction but cannot improve satisfac-

tion. For example, people can be dissatisfied with the level of their pay 

and fringe benefits, but pay increases will not increase satisfaction very 

much or for any length of time. So, providing hygiene factors, such as 

pay increases and better working conditions, will only prevent employ-

ees from being dissatisfied. It will not motivate employees to perform 

at a higher level for more than a short time.

On the other hand, motivators increase satisfaction. To help encour-

age employees so that they can feel a greater sense of achievement for 

Figure 3-4  Herzberg’s 
Two-Factor Theory

Frederick Herzberg iden-
tified two distinct groups 
of motivation factors: 
hygiene and motivators.
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The only thing that seems certain in business is change. Many organi-

zational changes affect workers and their jobs. Change can bring many 

positive outcomes, such as the thousands of new jobs and business 

opportunities instigated by Saudi Vision 2030.

While many people embrace change and the positive benefits it can 

bring, others are not always comfortable with change. When it appears 

that things will be different, there can naturally be some apprehension 

from those who are likely to be affected by the change.

When people’s jobs are threatened, or when they are uncertain about 

how a change will affect them, they might resist the change. They are 

likely to be more resistant when change occurs suddenly, when they are 

not prepared, or when they don’t understand the reasons for the change.

To implement organizational change, managers must work to reduce 

that resistance and to make change as comfortable as possible for the 

employees affected. Careful planning that involves the people affected 

Why should managers understand motivation 
theories?

C H E C K P O I N T

LO 3.2.2 Change Management

the work they do, managers should provide motivators such as oppor-

tunities for interesting work, greater individual control and responsibili-

ty, and recognition for good work.

Managers are often surprised by Herzberg’s studies. It is easy to 

believe that a pay increase will motivate employees to perform better. 

However, people are often dissatisfied when they compare their pay 

to that of others, or they believe they are worth more than they are 

currently being paid. Factors such as fair pay, flexible work hours, and 

good fringe benefits can keep people from being dissatisfied but sel-

dom are the major reason people are motivated to perform well.
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Figure 3-5  Implementing Change

Managers should follow these steps when making changes that affect employees.

will make the transition smoother, and employees will be more likely to 

support the change (see Figure 3-5).
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for interesting work, greater individual control and responsibility, and recogni-
tion for good work.

Managers are often surprised by Herzberg’s studies. It is easy to believe that 
a pay increase will motivate employees to perform better. However, people are 
often dissatisfied when they compare their pay to that of others, or they believe 
they are worth more than they are currently being paid. Factors such as fair pay, 
flexible work hours, and good fringe benefits can keep people from being dissat-
isfied but seldom are the major reason people are motivated to perform well.

LO 5.2.2  Change Management

The only thing that seems certain in business is change. Global competition, 
downsizing, mergers, and many other organizational changes affect workers and 
their jobs.

People are not always comfortable with change. Consider changes you 
have experienced. Examples could include moving, changing schools, meeting 
new people, or adapting to a new way of doing things. How did you react to 
the change? When it appears that things will be different, those affected by the 
change are likely to be very concerned.

When people’s jobs are threatened, when they are uncertain about how a 
change will affect them, or when they do not trust those responsible for plan-
ning the change, they will probably resist the change. They are likely to be more 
resistant when change occurs suddenly, when they are not prepared, or when 
they don’t understand the reasons for the change.

To implement organizational change, managers must work to reduce that 
resistance and to make change as comfortable as possible for the employees 
affected. Careful planning that involves the people affected will make the tran-
sition smoother, and employees will be more likely to support the change. The 
steps in an effective change appear in Figure 5-1.

CHECKPOINT

Why should managers understand motivation theories?

STEP 1:  PLANNING

Carefully plan for the change. 

STEP 2:  COMMUNICATING
Communicate with people, so that change does not surprise them.

STEP 3:  INVOLVING
Involve people, so they feel a part of the change.

STEP 4:  EDUCATING
Educate people, so they understand the change.

STEP 5:  SUPPORTING
Support people in their efforts to change.

Figure 5-1 Managers should follow these steps when making changes that affect 
employees.

.

Implementing Change

61813_ch05_ptg01_110-141.indd   120 1/2/16   6:07 PM

Change occurs 
regularly in business 
today, such as the 
development of 
a new company 
headquarters. What 
are some examples 
of recent changes 
that have occurred 
in businesses in your 
community?
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Step 1: Planning

Whenever possible, managers should not move too quickly to make 

changes. They must be certain that change is needed and that the 

organization will be better off as a result of the change. Then they 

should follow a careful procedure to gather information, identify and 

study alternatives, and determine the consequences of change. A 

well-considered plan will help to assure the best results and will give 

confidence to those most affected by the change. Taking a bit more 

time to plan will save time and reduce problems later.

Step 2: Communicating

Sometimes managers believe it is best not to say anything to employees 

about possible changes until they are ready to take action. They believe 

that early information will raise unnecessary concerns and misunder-

standing. People who study the change process recognize that it is 

almost impossible to conceal information about forthcoming changes. 

Based on informal communication and limited information, rumors 

and misinformation will spread. If people are surprised by a change or 

believe they have been misled, the result is usually more damaging to 

the organization than the result of early, direct communications.

NET KNOWLEDGE

One of the most highly respected awards in business is the King 

Abdulaziz Quality Award. Established in 1420H, it recognizes the 

achievements of companies that improve the quality of their goods 

and services and provide an example of high quality and productivity.

Access the website for the King Abdulaziz Quality Award: https://

kaqa.org.sa/. Look at the sections of the website on the award’s organ-

ization chart, objectives, vision and mission, and core values. Write 

a brief summary of what you have learned. Next go to the winner 

corporations section, identify the reasons organizations participate in 

this award program and the results they have achieved. Examine the 

classifications and criteria. How do companies benefit when manag-

ers and employees work to set and achieve quality goals?
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Managers who have previously established open communications 

with employees are in the best position to communicate with them 

about possible changes. Because change occurs frequently in business, 

employees who are used to regular communications with their manag-

ers will not be surprised by information about potential changes, even if 

the changes may appear to be negative. Regular, open, two-way com-

munications between managers and employees are part of an effective 

change process.

Step 3: Involving

People are more likely to support changes when they have been involved 

in planning. Managers must recognize that employees can be a good 

source of ideas for effective solutions and ways to make changes. Most 

effective change processes involve the people who will be affected in 

gathering information, considering alternatives, and testing solutions. 

It is usually not possible to involve everyone in all parts of the change 

process or to use a majority vote to decide on a change. However, 

employees will be more supportive when they know their voices will be 

heard and that they have input into plans that result in change.

Managers need to respect and seek the input of employees. If a 

manager asks for employees’ ideas but then ignores their input, this is 

likely to frustrate employees and make them reluctant to participate in 

the future. Managers must make it clear that not every idea contributed 

by an employee can be implemented but will be carefully considered in 

the planning process.

Step 4: Educating

Change in business does not just happen. New products, new tech-

nology, or redesigned jobs require people to prepare for the change. 

Usually, that means information and training. As plans for change 

develop, managers must determine who will be affected and what 

new knowledge and skills those employees will need. Then managers 

should implement informational meetings and training programs to 

prepare employees for the required changes.
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In some circumstances, companies have to reduce the number of em- 

ployees through downsizing. This type of change is very difficult for 

managers to implement and employees to accept. Some companies try 

to help the people who will no longer have jobs by offering training for 

other positions available in the company or to develop skills that will 

help them get jobs with another company.

Step 5: Supporting

How willing are you to make a change if you are uncertain of the result? 

When people believe they will receive support from their organization, 

they are more willing to accept changes. All changes involve some 

amount of risk, and organizations cannot guarantee success. However, 

managers need to assure employees that there is support available to 

help them adjust to the change.

The support can take many forms, such as allowing employees time 

to adjust to change. Managers may provide more feedback on employee 

performance and be less critical of mistakes early in the new process. 

Counseling, training, additional information, and advice from employees 

who have already experienced the change are other methods of support.

Sometimes changes have negative effects on employees that cannot 

be avoided. Jobs may be eliminated or restructured. Employees may 

have to deal with major job changes that can require reduction in pay, 

different working conditions, additional training, or a move to another 

location. Support is especially needed under these circumstances.

What steps should managers follow to help employ-
ees understand and adjust to a major change?

C H E C K P O I N T
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UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 The motivation theory that states people are influenced most strongly 

by one of three specific needs—achievement, affiliation, or power—

was developed by 

a.	 Maslow

b.	 McClelland

c.	 Pavlov

d.	 Herzberg

2.	 Which of the following is not an effective way for a manager to imple-

ment change?

a.	 Do not move too quickly to implement change.

b.	 Do not communicate with employees about the change until a 

final decision has been made.

c.	 Ask employees for ideas on effective solutions and procedures.

d.	 Be less critical of mistakes made by employees while changes are 

being made.

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 Do you agree or disagree that increases in pay and other financial  

benefits are not good long-term motivators for most employees?  

Explain your answer.

4.	 How do you believe a manager should involve employees in planning 

for a change that will result in some of them losing their jobs?

3.2  Assessment
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Lesson 3.3  The Controlling Function

Quantity Standard

Quality Standard

Time Standard

Profit

Cost Standard

Variance

KEY TERMS

Once you have completed this lesson, you should be able to:

3.3.1	 List the three basic steps in the controlling function.

3.3.2	 Identify and describe four types of control standards.

LEARNING OBJECTIVES

Quality and Quantity?

Nourah has been recruited to help turn around the fortunes of a 

manufacturing business in Medina. The once successful business 

has recently seen its profits decline notably. The company has re-

ceived feedback from the retailers it supplies that its products are 

not meeting the high standards that they have come to expect. It 

seems that the business has been a victim of its own success. It 

began as a small producer with a focus on quality and handmade 

products. As the company has grown and taken more orders, it has 

struggled to maintain the quality with the quantity now required by 

customers. Nourah also discovers that the company needs to ensure 

that the control of its manufacturing activities is clearly organized 

as it is currently inadequate. Nourah asks the production supervisor 

what standards are in place and how they are monitored.

“Originally, I made all the products myself by hand,” the produc-

tion supervisor explains. “I could be sure the quality met the high 

personal standards I expect, and deliver the products on time in a 

cost-effective way. Now most of my time is spent training others to 

carry out the work, and we’re constantly under pressure to fulfill 

orders. I’m frustrated because I feel I’m losing control of the pro-

duction process and either the quality suffers or we overspend on 

bringing in temporary skilled craftspeople to complete an order.”

“What you need is a designated system of control,” says Nourah.  

REALITY CHECK

3.3
The Controlling Function
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“I can help you formalize your standards, which should help in 

identifying issues and taking corrective action. Setting standards 

and monitoring production is essential for a business of this size. It 

will help us to allocate resources more effectively.”

What’s Your Reaction? What do you think Nourah means by this? 
Do you think she is right and how could they go about using stand-
ards to improve the production process?

“Employee absences have increased by 3% this year.”

“Maintenance costs are down an average of SAR 300 per vehicle.”

“Salespeople have increased new customer orders by 12.3% in a 

three-year period.”

“An average of 16 additional employees per month are enrolling in 

the company’s wellness program.”

“Adjustments to the product assembly computer program have re- 

duced defects by 30%”

These statements provide very valuable information to managers. 

With the proper information, managers can tell how well activities 

are being performed. Reviewing performance is one part of the fifth 

management function—controlling. Managers must be able to deter-

mine if performance meets expectations. When expectations are being 

met, the manager can recognize employees for their success and even 

reward them when possible. If performance problems are occurring, 

managers need problem-solving skills to develop good solutions.

Management as a Continuous Process

All managers perform five management functions. Planning involves 

setting goals and directions for the business. Organizing deals with 

obtaining and arranging resources so the goals can be met. Staffing 

involves bringing the right people to the task. Directing is guiding 

and supporting the team so they can work effectively. Controlling is 

LO 3.3.1 Understanding Controlling
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determining whether goals are being met and what actions to take if 

performance falls short of the goals.

Although each of the functions has a unique purpose and includes a 

specific set of activities, they are all related. Planning improves if there is 

an effective organization to provide information to managers. Without 

effective planning, it is difficult to decide how to organize a business 

and what resources are needed. Staffing and directing are impossible 

without plans and difficult with a poorly designed organization. Con-

trolling cannot be carried out unless the company has specific goals 

and plans. Figure 3-6 shows that management is a continuous process 

and that each function supports the others. Controlling provides the 

information needed to improve the management process and business 

operations.

Figure 3-6  The Management Functions 

The five functions of management are directly related. The way in which one is 
performed affects each of the others.
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The Steps in Controlling

Controlling involves three basic steps as illustrated in Figure 3-7:

1.	 setting standards to help meet each of the company’s goals

2.	 measuring and comparing performance against the established 

standards to see if performance met the goals

3.	 taking corrective action when performance falls short of the 

standards.

Figure 3-7  The Control Process 

The controlling process can be structured into a series of three distinct stages.

Consider the following example. A business has a goal to manufac-

ture and deliver to a customer 1,000 made-to-order rugs by a specific 

date. The standard is to produce 25 rugs each day for 40 consecutive 

days. During the first 10 days, only 200 rugs are produced, or an aver-

age of 20 rugs a day. Because production is 50 rugs below the stand-

ard—250 rugs in 10 days—the managers must take action to increase 

production during the remaining 30 days. The corrective action may 

include scheduling overtime work or assigning more workers to the 

task. Even as they take action, the managers should carefully study 

the manufacturing process to see why the standard that was originally 

set could not be met.

Principles of Management reprint_1p.indb   156Principles of Management reprint_1p.indb   156 05/12/2024   17:4705/12/2024   17:47



157Lesson 3.3  The Controlling Function

As another example, the manager of a clothing store wants to make 

sure that a new line of abayas sell rapidly. The standard is to sell 30% of 

all the abayas in the line within one month. If the store sells only 20%, 

the manager must take corrective action. The manager may choose 

to increase the advertising for the abayas, give salespeople a higher 

commission for selling that style, or mark down the price to sell more. 

The manager will also want to use this information when planning pur-

chases in the future.

In each example, the managers set a standard based on the work to 

be accomplished. Then they compared performance against the stand-

ard to see if the company’s goals could be met. Finally, if performance 

was not meeting the standard, the managers had to determine how to 

correct the problem. Note that in both examples the managers did not 

wait long to begin measuring performance. Controlling activities should 

be carried out before the problem is too big or too expensive to correct.

What are the three basic steps in controlling?

C H E C K P O I N T

Why would a 
manufacturer of rugs 
need a process of 
control?
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Managers can determine reasonable standards by studying the task, 

using their past experience, gathering industry information, and asking 

for input from experienced workers. The standards become the means 

for judging success and for applying controls.

Types of Control Standards

The standards used to control business operations depend on the type 

of business, its size, and the activities being controlled. The major types 

of standards are quantity, quality, time, and cost standards.

Quantity Standards

A quantity standard establishes the expected amount of work to 

be completed. Quantity standards take different forms, depending on 

the tasks. Production managers may specify the minimum number of 

units to be produced each hour, day, or month by individual workers 

or groups of workers. Sales managers may establish the number of 

prospective customers that sales representatives must contact daily or 

weekly. A manager of administrative services may establish a minimum 

number of forms to be completed or number of lines of information to 

be keyed in an hour by information-processing personnel. The quotas 

Hessa established for her employees in the telemarketing department 

described in Section 3.1 are examples of quantity standards.

Quality Standards

Quantity standards alone are often not enough to judge an employ-

ee, a product, or a service. A fast worker, for example, can be very 

careless, or a slow worker can be extremely careful. Thus, as highlight-

ed in the Reality Check at the start of this lesson, the quality of the 

work performed is often just as important as the quantity produced. 

A quality standard describes expected consistency in production or 

performance.

LO 3.3.2 Setting Control Standards
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Perfection—having no errors—may be the only acceptable standard 

for some products and services. An automobile battery that does not 

work cannot be sold. An invoice with pricing errors cannot be sent to a 

customer. Perfection is the standard, but it may not always be practical 

or cost-effective to develop procedures to check every finished product. 

On an assembly line where thousands of products are produced every 

hour, sampling a few products each hour may be enough to identify 

when quality problems occur so corrective action can be taken.

Time Standards

Time standards are closely related to quantity and quality standards. 

Most business activities can be measured by time. A time standard 

is the established amount of time needed to perform an activity. The 

amount of time it takes to perform an activity has an effect on costs, 

the quantity of work performed, and often on the quality of the work. 

Time standards are more important to some businesses than to others. 

Building contractors, such as the Reality Check example in Section 3.2, 

for example, normally have strict time schedules. If they do not meet the 

schedules, they suffer an immediate financial loss. If an office tower is 

not completed on time, the builder must usually pay a financial penalty. 

Similarly, a baker who does not have fresh bread ready for the morning 

rush will lose a major portion of the day’s sales. Other businesses may 

not see the immediate financial loss, but failure to maintain time stand-

ards will result in fewer products being produced, poor coordination of 

activities between departments, or other problems.

Cost Standards

An important measure of the success or failure of a firm is financial prof-

it or loss. Profit equals income minus costs. Therefore, managers can 

increase profits by either (1) increasing sales revenue or (2) decreasing 

costs. Not all managers or employees are directly connected with work 

that increases sales. However, most employees and managers do influ-

ence costs. Wasting material or taking more time than necessary to 

perform a task adds to the cost of doing business. Increased costs, 

without a proportionate increase in sales, decrease profit. Businesses 
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must be cost-conscious at all times. A cost 

standard, or the predetermined cost of per-

forming an operation or providing goods or 

services, is an effective way of helping busi-

nesses maintain profitability.

Generally, businesses pay more attention 

to cost controls than to any other type of 

control. The control devices used, as a result, 

are numerous. One of the main purposes 

of the accounting department is to provide 

detailed cost information. Most managers, 

however, act as cost controllers in some way. 

Increasingly, employee work teams and indi-

vidual employees are assigned responsibility 

for cost controls.

The most widely used tool for controlling 

costs is the budget. Like schedules and 

standards, budgets are also planning devices. 

When a budget is prepared, it is a planning 

device; after that, it is a controlling device. 

Actual cost information is collected and com-

pared with budgeted amounts. These com-

parisons permit judgments about the success 

of planning efforts and provide clues for 

making changes that will help the company 

reach its financial goals. Managers need to 

monitor costs regularly. When budget prob-

lems are identified early, managers have time to take corrective action.

Measuring and Comparing Performance

Once standards have been established, they are used to determine 

effective performance. Managers gather information on all parts of 

business operations for which they are responsible. They compare 

that information against the standards to determine if performance is 

meeting the standards. A variance is a difference between current per-

There’s an app for that too

On a large scale, computer applications can 
instantaneously track everything in a business, 
from the hourly production of oil wells to the 
sales of specific colors of fabric in each store of a 
worldwide retail business. At any time, managers 
can access that information to make production 
decisions and update sales forecasts.

In the same way, cell phone users can track 
minutes used, text messages sent, or amount of 
data downloaded by their phone. Some plans for 
internet use require users to pay for each service 
while others set limits and charge customers 
when they exceed their plan. Some plans allow 
users to check their usage online or directly on 
their phones. The information can be used in 
controlling expenses. Knowing the current status 
of your account can help you make better deci-
sions on whether to send a text message to all 
your friends or download a new song.

What Do You Think?

Does access to information help you make better deci-

sions? What types of information can help you stick to 

a budget, better schedule your time, or improve your 

physical health?

Management Matters
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161Lesson 3.3  The Controlling Function

formance and the standard. A variance can be positive (performance 

exceeds the standard) or negative (performance falls short of the stand-

ard). Whenever a variance exists, managers must identify the reasons 

for the difference.

If performance has exceeded the standard, it is valuable to under-

stand why this has occurred so that it can be repeated. Managers 

should review why they set the standard lower than the performance 

that could actually be achieved. In addition, managers should ensure 

that the positive performance in one area does not have a negative 

effect on another area. If the company is not performing at the expect-

ed level, this may indicate problems between planning and directing 

activities. Managers need to communicate the problem appropriately 

with employees, and take corrective action to improve performance. 

They must also review procedures carefully to avoid the same problem 

happening in the future.

Monitoring all activities for which managers are responsible can take 

a great deal of time. Managers can use information systems to reduce 

the amount of time spent on controlling. Computers can monitor per-

formance and compare it to the standard. When the computer identifies 

a variance, it generates a variance report for the manager. Through the 

use of computer monitoring and variance reports, managers can iden-

tify problems quickly and begin to take immediate corrective action.

Provide an example of each of the four types of 
control standards.

C H E C K P O I N T
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162 Chapter 3  Staffing, Directing, and Controlling

UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 The final step managers take in the controlling process is 

a.	 following performance standards set to help meet company goals

b.	 measuring performance using established standards

c.	 establishing new goals

d.	 taking corrective action when standards are not met

2.	 Consistency in products and performance is measured using a 

a.	 quantity standard

b.	 quality standard

c.	 time standard

d.	 cost standard

THINK CRITICALLY
Answer the following questions as completely as possible.

3.	 Do you believe managers should perform each of the management 

functions in order? Why or why not?

4.	 Which type of standard do you believe is the most important when 

trying to improve the overall effectiveness of a business? Justify your 

choice.

3.3  Assessment
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Changing the Face of Manufacturing
You can’t make a mistake when building airplane engines. Jet engines 

have more than 10,000 parts. When completely assembled, they weigh 

more than eight tons. Yet a bolt not tightened, a tool left inside the en-

gine, or a safety procedure not followed can cost hundreds of lives. 

One company has used a team approach for over 20 years to produce 

jet engines. Approximately 200 people assemble the huge engines. But 

there is only one boss, the plant manager, and one instruction to guide 

the work of the plant—the date each engine needs to be finished. Beyond 

that instruction, employees make every decision about how the work will 

be performed. They hold a record for delivering every engine ordered on 

schedule for over three years. During that time, they were able to reduce 

the cost of producing the engine by nearly one-third.

How was this plant able to achieve its amazing record with only one 

manager? Here are some unique characteristics of the organization:

•	 Employees are organized into work teams that make almost 

all decisions. Everyone is on a team, and team meetings are 

scheduled when all employees are available.

•	 Work schedules are flexible. Team members can easily adjust 

their work hours by trading weekday and weekend shifts as 

needed to meet production schedules, without adding over-

time hours.

•	 Everyone learns how to do many of the assembly tasks so they 

can help each other.

•	 Teams are responsible for hiring new team members. Team 

representatives do the interviewing, and they have to agree on 

the right person.

•	 Teams solve problems and often come up with unique but sim-

ple solutions. They use consensus building to make a decision, 

with all the team supporting that decision going forward.

•	 Teams are allowed to reorganized themselves as needed to 

meet changing conditions and requirements.

The team environment works. Its unique organization demonstrates that 

when employees are given the opportunity to work together to manage 

their work, they do it better than anyone could have imagined.
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Think Critically
1.	 How do you believe the flexible work schedules affect employee 

motivation? What are the advantages and disadvantages of that 

plan?

2.	 Discuss reasons why the team problem-solving process seems to 

result in unique but effective solutions. Are there reasons a solu-

tion developed by employees is likely to be more successful than if 

the same solution was developed by a manager without the input 

of employees?
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165Chapter 3  Assessment

Assessment
C H A P T E R  T H R E E

CHAP TER CONCEP TS

•	 Staffing focuses on finding the right individuals to do the work through 

hiring, finding talent within the company, and possibly bringing in out-

side workers to support a project.

•	 Directing involves guiding employees and ensuring they are motivated 

and have the resources needed to achieve goals.

•	 People choose to do things that will satisfy their needs and avoid things 

that don’t. Theories of motivation developed by Maslow, McClelland, 

and Herzberg describe factors that influence employee behavior.

•	 Change is common in organizations, and managers need to help em-

ployees accept change. The steps in an effective change process are 

planning, communicating, involving, educating, and supporting.

•	 Controlling steps ensure operations meet expectations by following es-

tablished standards to help meet goals, measuring and comparing per-

formance, and taking corrective action when performance falls short 

of standards. Common types of control standards are quantity, quality, 

time, and cost standards.

DEVE LOP YOUR BUSI N ESS L ANGUAG E

Match the terms listed with the definitions.

Term Your Choice Definition

1. Achievement 
need 

	a.	� Income minus costs.

2. Affiliation need 	b.	 The major ongoing activities of a business.

3. Cost standard 	 c.	� A team of individuals who cooperate to achieve a common 
goal.

4. Employee 
Motivation

	d.	� Job factors that result in employees feeling dissatisfied with 
work when they are absent but do not contribute to job 
satisfaction when they are present. 

5. Hygiene factors 	e.	� In Maslow’s hierarchy of needs, the things required to make 
sure you and those you care about are safe and free from 
harm.
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166 Chapter 3  Staffing, Directing, and Controlling

Term Your Choice Definition

6. Motivators 	 f.	� A difference between current performance and the 
standard.

7. Operations 	g.	� Effectively directing the major activities of a business to 
achieve its goals.

8. Operations 
management

	h.	� In McClelland’s theory of needs, the need to take personal 
responsibility for work, set personal goals, and want 
immediate feedback on work.

9. Physiological 
needs

	 i.	� In Maslow’s hierarchy of needs, the need to grow emotion-
ally and intellectually, to be creative, and to achieve your 
full potential.

10. Power need 	 j.	� The predetermined cost of performing an operation or 
providing goods or services.

11. Process 
improvement

	k.	� A specific measure that describes expected consistency in 
production or performance.

12. Profit 	 l.	� In Maslow’s hierarchy of needs, the need to belong, to 
interact with others, to have friends, and to love and be 
loved.

13. Quality standard 	m.	� In McClelland’s theory of needs, motivation related to 
people’s relationships with others, and to get along well 
and fit in with a group.

14. Quantity standard 	n.	� The efforts to increase the effectiveness and efficiency of 
specific business operations.

15. Security needs 	o.	� Factors that increase job satisfaction.

16. Self-actualization 	p.	� The process of influencing the actions taken by an  
employee to accomplish a goal.

17. Self-esteem needs 	q.	� A specific measure that establishes the expected amount of 
work to be performed.

18. Social needs 	 r.	� A specific measure that establishes the amount of time 
needed to perform an activity.

19. Time standard 	 s.	� In Maslow’s hierarchy of needs, the desire for recognition 
and respect from others.

20. Variance 	 t.	� In McClelland’s theory of needs, the desire to influence and 
control others and to be responsible for a group’s activities.

21. Work team 	u.	� In Maslow’s hierarchy of needs, the things required to 
sustain life, such as food and shelter.
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RE VIE W BUSINESS MANAGEMENT CONCEP TS

Determine the best answer.

22.	Effective work teams have all of the following characteristics except 

a.	 all members understand and support the group’s purpose

b.	 the team does not need to have a group leader

c.	 members work to resolve problems in the group

d.	 the team’s activities are clear

23.	  described motivation in terms of a hierarchy of needs 

a.	 Maslow

b.	 Herzberg

c.	 McClelland

d.	 Jacobs

24.	Employees are more likely to support what they 

a.	 find to be the easiest

b.	 are paid for

c.	 are involved in planning

d.	 have been told to support by their manager

25.	The first step in the controlling process is 

a.	 setting standards for each of the company’s goals

b.	 communicating with employees about the importance of 

controlling

c.	 taking corrective action when performance falls short of 

standards

d.	 organizing employees into work groups

26.	Which of the following is not a way managers can increase profits?

a.	 Increase sales revenues.

b.	 Decrease costs.

c.	 Add more employees.

d.	 Reduce waste.

27.	A production manager who specifies the minimum number of units to 

be produced each hour, day, or month is establishing a 

a.	 variance

b.	 time standard

c.	 quality standard

d.	 quantity standard
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APPLY WHAT YOU KNOW

Answer the following questions.

28.	“All problems encountered by an organization can be traced back 

to poor planning.” Do you agree with this statement? Justify your 

answer.

29.	Why are businesses paying much more attention to developing effec-

tive work teams today than in the past?

30.	What differences in directing and controlling activities, if any, would 

there be for a manager of a small business and a manager in a large 

business?

31.	What should a manager do if it is clear that many employees will view 

a planned change negatively?

32.	What are some examples of business activities where perfection is the 

only acceptable standard for performance?

33.	Should managers delegate controlling activities to employees and em-

ployee teams? Why or why not?

Chapter 3  Staffing, Directing, and Controlling
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MAKE ACADEMIC CONNECTIONS

Complete the following activities.

34.	Technology  Form a team with three or four other students in your 

class to analyze motivation theories. As a team, develop a list of at 

least 15 things you believe motivate employees to perform well. Af-

ter completing the list, prepare diagrams using a computer graphics 

program that illustrate each of the three motivation theories discussed 

in the chapter. Then add your team’s motivators in the appropriate 

places on each of the three illustrations. Present your diagrams to the 

other teams and provide reasons for your decisions about the motiva-

tors and the theories.

35.	Math  The chart below shows information from a company’s  

budget. Column 1 shows the categories for which a budget amount 

has been determined. The budgeted amounts are shown in Column 

2, and the actual amounts are shown in Column 3. Complete the 

chart by calculating the variance between the budgeted and actual 

amounts in Column 4 and the percentage increase or decrease in Col-

umn 5. Next write a short summary of the findings, explaining how 

information of this nature might be useful to a manager who is re-

sponsible for managing and controlling the company’s finances.

Budget Category Budget Actual Variance % + or −

Sales SAR 680,000 SAR 720,000

Merchandise returns 11,000 12,500

Cost of goods 229,400 240,000

Operating expenses 52,000 46,500

Administrative costs 34,000 31,500

Marketing expenses 306,000 350,500

Net profit 47,600 39,000
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CA SE IN POINT

Cutting Employee Compensation

A long-established Saudi company based in Tabuk manufactures specialty 

fastening materials used by trucking, storage, and construction firms. It is 

increasingly facing competition from companies that have manufacturing 

facilities around the world. Many of those companies have lower produc-

tion costs, allowing them to undercut the company’s prices to customers. 

Several of the company’s Saudi competitors have moved their manufac-

turing facilities to other countries where wage rates are lower, whereas 

others have either been bought out by foreign firms or have gone out of 

business. The management wants to remain in Saudi Arabia and retain its 

loyal employees, but it has to find a way to reduce costs. Profits have been 

declining, and it is clear that major changes must be undertaken. After 

careful thought and study, the company’s top management team has de-

veloped a strategy it believes will allow the business to remain in its current 

location, become competitive once again, and return to its previous level 

of profitability over a period of five years.

As a part of its new strategy, the company will implement a major 

change in the way it produces its belts and fasteners. In the past, most 

production was handled by skilled machine operators who completed a 

three-year apprenticeship program before operating the manufacturing 

equipment on their own. A new computerized manufacturing process will 

allow the main production activities to be performed by people with fewer 

skills, who require only a very short training period. That means the com-

pany will reduce the number of machine operators by 20% and will cut the 

pay rate for machine operators by SAR 10 per hour. However, the company 

will need a number of computer programmers and computer technicians 

for the new equipment. Those jobs will pay SAR 9 per hour more than the 

average skilled machine operator is currently making.

Chapter 3  Staffing, Directing, and Controlling

Summary of Findings.
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The company will encourage the current operators to switch jobs and 

will provide the training needed for the new computer jobs. It is expected 

that nearly half of the current machine operators will be able to switch 

jobs if they choose to do so. The rest can be employed in the new produc-

tion jobs but will have to take the lower pay rate for the job. To make the 

change easier for those operators, the company will provide a one-time 

payment equal to one month’s wages to help them with the adjustment 

to the new job and pay rate.

Think Critically

1.	 What is your opinion of the company’s plans for the change to the 

new production equipment and jobs?

 

2.	 What would you recommend that the company do, if anything, for 

the machine operators who are not hired for the computer positions 

and choose not to accept the pay reduction?

 

3.	 As the production manager, explain how you would handle the 

changes described to get employee support.

 

4.	 In small groups, play the role of the company’s managers and pre-

pare a presentation about the change, using presentation software. 

As each group presents, the rest of the class should play the role of 

employees and ask the presenters questions they have about the 

changes being made.
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4.1	 Innovation Management

4.2	 Logistics and Supply Chain 
Management

4.3	 Crisis Management

Why is managing innovation 
a critical challenge in today’s 
business world?

CHAP TE R LESSONS

There are many challenges faced to- 

day in contemporary management. 

Managers must be willing and prepared 

to react to changes in the environment, 

taking proactive steps to remain ahead 

of competitors or avert disasters. Evi-

dence has shown that the most suc-

cessful companies and business people 

innovate. This chapter discusses three 

contemporary topics in management: 

innovation, supply chain management, 

and crisis management. New innova-

tions are particularly important in times 

of change, in order for companies to both 

survive and thrive. The chapter then 

turns to the importance of effective sup-

ply chain management in the success of 

a business. Finally, the chapter addresses 

the matter of crisis management and 

strategies that can be put in place by 

managers to minimize the impact.
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Innovation
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Creative Work 
Environment

KEY TERMS

Once you have completed this lesson, you should be able to:

4.1.1	 Describe the innovation process and different forms that 
innovation can take in an organization.

4.1.2	 Explain the methods and processes managers can adopt to 
encourage and manage innovation in an organization.

LEARNING OBJECTIVES

A Great Idea!

Maha has just started a new job on the management team at a 

company in Riyadh. She is very excited because the company is 

known for encouraging new ideas from its employees.

“We have a creative work environment,” Maha’s new boss ex-

plains on her first day, while showing her around the office. “If any 

employee has a great idea about a new product, or a better way to 

do things, then we want to know about it!”

“That sounds great!” Maya replies. “I can’t wait to get started.”

This is a notably different environment compared to Maha’s 

previous job. While Maha found it to be a friendly place to work, 

the company she used to work for had established processes for 

product development and was less receptive to new innovations 

from within the team. She had witnessed several employees grow 

frustrated after their ideas for innovations went unnoticed. When 

Maha suggested that the company needed an outlet for creativity 

within the team, the response was that the company’s strategy was 

already successful and didn’t need new ideas.

What’s Your Reaction? Do you think a company that’s already 
successful needs to generate new ideas from the team?

REALITY CHECK

4.1
Innovation Management
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LO 4.1.1 Innovation in Organizations

The extent of innovation in today’s business world can be highlighted by 

the following scenario involving a businessman named Faisal. As Faisal 

approaches his office parking garage, the LED lights inside brighten. 

Prompted by an app on Faisal’s smartphone, the garage camera match-

es his license plate to his personnel record, raises the gate, and locates 

a parking space. Inside the office, the same app finds a desk based 

on Faisal’s schedule and preferences (standing desk, sitting desk, work 

booth, concentration room, or meeting room). Before setting off to his 

desk, Faisal drops his personal belongings in an empty locker (indicated 

by a green light), using his ID badge to unlock it. As he arrives at his 

desk, the temperature and lighting automatically adjust to his personal 

preferences. A central dashboard collects data on everything from ener-

gy usage to when the espresso machines—which, naturally, remember 

how Faisal likes his coffee—need to be refilled. One exterior wall is 

glass, while another is composed of an alternating pattern of windows 

and solar panels that generate more electricity than the building uses. 

When everyone leaves for the day, small security robots begin their 

patrol while other robots clean the rooms that were most heavily used 

that day. While this may sound like something out of the future, this 

unbelievable account is an example of a smart or intelligent building, 

with its services, technological systems, and occupants all connected 

seamlessly via a smartphone app. Intelligent technology is being incor-

porated into many new buildings like this across Saudi Arabia. Neom, 

the large-scale, cutting-edge development project in Tabuk, takes this 

idea one step further, envisioning an entire ‘smart city’ incorporating 

customizable state-of-the-art technology.

What is Organizational Innovation?

Organizational innovation is the successful implementation of  

creative ideas in organizations, like the construction of state-of-the-art 

intelligent buildings. Analysts can only guess what changes technolog-

ical innovations will bring in the next 20 years. People already carry 
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sophisticated handheld computers in their pockets – today’s smart-

phones are more advanced than the computing technology behind 

early space exploration. Will solar power and wind power get cheap and 

efficient enough so that homes across Saudi Arabia will have a stan-

dalone power source off the main electrical grid? Will fully automated, 

self-driving cars transport business people to work? What is clear about 

the next 20 years is that innovation will continue to change everyone’s 

lives. Saudi Arabia is at the center of this innovation revolution, with a 

range of initiatives instigated as a result of Saudi Vision 2030 designed 

to encourage new ways of thinking that lead to economic prosperity 

and sustainability.

The Innovation Process

It is important to recognize that innovation is not a single event, but 

rather a continuous process, which can be broken down into several 

stages. The four key steps of the innovation process are outlined in 

Figure 4-1.

Smart office 
buildings with 
personalized 
environments 
controlled via a 
smartphone app 
are examples of 
organizational 
innovation. Can you 
think of any other 
examples?

176 Chapter 4  Challenges of Contemporary Management
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Identify the  
PROBLEM

Find the  
SOLUTION

Test the  
PROTOTYPE

Implement the  
RESULT

Figure 4-1  The Innovation Process

There are four key steps in the innovation process, as an idea is developed from 
concept to reality.

•	 Step 1: The initial stage is to observe the situation, whether 

it is a product or service or business scenario, and identify the 

problem that could be fixed or improved upon.

•	 Step 2: This stage involves the key aspect of innovation, and 

one of the trickiest to master – finding the solution. However, 

note that a solution can only be devised and successfully im-

plemented if there is a genuine problem that needs fixing.

•	 Step 3: Before rolling out the solution, it needs to be tested 

in a controlled environment by creating a prototype. Many 

innovators might be tempted to skip this step, however it is an 

essential one and avoiding it could prove to be a costly mistake 

at a later stage.

•	 Step 4: Finally, only once the prototype has been refined, and 

proven to work, should the innovation be implemented on an 

operational level.

It should be noted that this process can often be cyclical, meaning that 

it will rarely progress in straightforward sequence from step 1 through 

to step 4. If a solution cannot be found to a problem, the innovator may 

need to consider returning back to step 1 to identify another problem 

to solve. Equally, if the prototype faces continued challenges, the inno-

vator may question whether the solution is adequate. A fifth step could 

be added into the process to review and repeat, analyzing the success 

of the innovation so that it can be assessed, improved and replicated.
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Why is it important 
to make prototypes 
before manufacturing 
the real product 
intended for 
customers?
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Key Innovation Types

Innovation can take a wide range of interconnected forms, which have 

been grouped into broad categories known as the ‘4 Ps of innovation’, 

as illustrated in Figure 4-2:

1.	 Product innovation

2.	 Process innovation

3.	 Position innovation

4.	 Paradigm innovation

Each of these types of innovation is characterized as follows: 

1.  Product Innovation

When asked to provide an example of innovation, many people are 

likely to suggest a new product or physical invention. Product innova-

tion is a new iteration of a product or service, that creates a clear and 

Figure 4-2  The 4 Ps of Innovation

The four ‘Ps’ of innovation were devised by Joe Tidd and John R. Bessant, high-
lighting the ways in which a new approach leads to added value.

PROCESS
How it’s done

PARADIGM
How we think

POSITION
Who it’s for

PRODUCT
What it is

A New Approach

The  
4 Ps of  

Innovation

Value added
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tangible improvement on the existing offering. Many new products and 

services are introduced to consumers every day. However, this does not 

mean that every new example is genuinely innovative. In order to be 

considered an innovation, it must possess distinct characteristics that 

offer some clear form of advantage or benefit that was not present 

before its introduction.

A notable example of product innovation over the last 20 years is 

the development of hybrid cars, which have made a significant com-

mercial impact in the car industry. However, product innovation is not 

limited exclusively to physical commodities; it also relates to services. For 

example, the financial services provided by banks and money lenders 

are often packaged as ‘products’ that offer innovative solutions for 

customers who wish to access loans or protect their savings. Several 

innovative developments have been established in the financial sector 

in Saudi Arabia over the last decade. While product innovation may be 

the most obvious type of innovation, in reality it’s not necessarily the 

most frequently occurring type of innovation.

A hybrid car is an 
example of product 
innovation. What 
other examples can 
you think of?
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2.  Process Innovation

A common form of innovation is process inno-

vation. Process innovation occurs when  

a new way of handling a task is developed 

that creates some form of advantage or 

benefits. Process innovation is largely centred 

upon the operational aspects of a business 

and the form or nature of delivery of services 

or products. As a result, it often has a cus-

tomer-centric focus, centered on improving 

the lives of the consumer. One example is 

the introduction of an electronic customer 

relationship management (CRM) system that 

builds a profile of each customer’s preferences in order to target mar-

keting and promotions directly at them. Alternatively, it might be a new 

online payment system or self-check-out tills that reduce queuing and 

hence offer a more positive customer experience.

In Saudi Arabia, many government services, such as Absher and Najiz, 

can now be accessed immediately, 24-hours-a-day, from the comfort of 

people’s homes, via online portals. A recent example of process inno-

vation that has revolutionized everyday lives include ordering food or 

other services via an app from a smartphone. Another success story is 

the rise of digital streaming services for delivering audio-visual content 

rather than physical formats. Many customers are also drawn to the 

environmental benefits of digital services that cut down on physical 

packaging and delivery.

3.  Paradigm Innovation

Paradigm innovation is concerned with perception, creating an 

entirely new model that challenges the accepted norms of how people 

view something. In other words, it presents a new possibility, providing 

consumers with a new product, service or benefit that they didn’t real-

ize that they needed.

While it may not be the easiest form of innovation to conceptualize, 

it is one of the most significant and successful. The classic example 

Self-check-out 
tills and online 
government portals 
are example of 
process innovation. 
What other examples 
can you think of?
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of paradigm innovation is the early develop- 

ment of the affordable family motorcar. Its 

introduction fundamentally revolutionized 

the way people live their lives, and led to 

many innovations in other areas. A more 

recent example is the development of hand-

held smart devices. Although each individual 

new device is a product innovation, the wider 

shift can be regarded as a paradigm innova-

tion in the way that these handheld devices 

have altered every aspect of daily life and 

business.

4.  Position Innovation

Another significant yet often over-looked innovation type is position 

innovation. Position innovation is an important component of 

marketing management that considers the specific customer base or 

segment that a product or service is targeting. One way to envisage 

position innovation is the process of finding a new or profitable ‘space’ 

or ‘niche’ for a product or service to thrive. It often involves an existing 

technology, product or service that has its focus reframed to enter a 

new market or to attract a different customer segment.

For example, a growing trend in position innovation worldwide can 

be seen in the private healthcare sector, in which providers are posi-

tioning the experience of hospitals more closely to hotels. This is in rec-

ognition of the fact that discerning patients 

are putting greater emphasis on the level of 

comfort, in addition to the medical treatment 

they are receiving. 

A classic example of position innovation is 

the introduction of low-cost airlines. Another 

is the differentiation between premium exec-

utive cars and economy cars, each aimed at 

a specific market segment. Today, a growing 

market segment is attracted to electric cars 

with minimal environmental impact.

The prevalence of 
handheld smart 
devices is an 
example of paradigm 
innovation. What 
other examples can 
you think of?

Low-cost airlines 
are an example of 
position innovation. 
What other examples 
can you think of?
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The Relationship Between Types of Innovation

It’s important to note that these innovation categories are closely linked. 

A new innovation may well fit into several categories, incorporating ele-

ments of several of the Ps. Smartphones for instance, could be said to 

encompass all four Ps: A smartphone is a product, yet it has helped to 

facilitate process innovation in how people access data and content; it is 

a key example of paradigm innovation in the lifestyle shift it has created. 

It has also experienced position innovation: the first smartphones were 

high-cost luxury products, targeted at executives and business people. 

Today, as costs of production have come down, they are positioned as 

affordable products for everyday users.

What are the ‘4 Ps’ of innovation?

C H E C K P O I N T

Net Knowledge

Open Innovation

A growing phenomenon in business is the concept of ‘open innova-

tion’, in which members of the public or a business community are 

invited or encouraged to submit and pool ideas, work together and 

build on the work of others to develop new products or services. 

Similarly, ‘wikis’ are designed to encourage collaboration in online 

content creation and knowledge dissemination so that it is available 

for everyone. The Saudi government encourages open innovation 

through inviting ideas from citizens and the business community. Go 

online, visit https://www.my.gov.sa/ and research examples of open 

innovation in Saudi Arabia.

Principles of Management reprint_1p.indb   183Principles of Management reprint_1p.indb   183 05/12/2024   17:4705/12/2024   17:47



184 Chapter 4  Challenges of Contemporary Management

Evidence has shown that the most successful companies and business 

people innovate. What is more, as has been illustrated in Figures 4-1 

and 4-2, innovation is not an entirely random phenomenon that relies  

solely upon a ‘spark of inspiration’. Rather it is a methodical process that 

can be encouraged and embedded into an organization’s daily practic-

es. In today’s competitive environment, managers must learn how to 

manage innovation.

Why Innovation Matters to Organizations

Innovation is not simply preferential, it is a necessity for a business to 

thrive and remain profitable over time. There are wide range of reasons 

why all companies should innovate in some form. The benefits it can 

bring to an organization can be grouped into four broad areas, as illus-

trated in Figure 4-3:

1.	 It solves business problems

2.	 It increases productivity

3.	 It creates a competitive advantage

4.	 It reduces cost and increases revenue

These benefits can be illustrated by considering an example from the 

business world. The Reality Check example at the beginning of this 

lesson introduced Maha, who had just joined a company in Riyadh that 

encourages innovation. Suppose that the business has now acted upon 

an innovative suggestion from Maha. It has innovated by introducing 

a new high-tech, automated system for fulfilling customer orders. Pre-

viously, the company had to guess how many raw materials it would 

need, and sometimes overstocked or understocked as a result. This 

new system automatically sends each new order to the manufactur-

ing department and works out exactly how many raw materials are 

required from suppliers. Maha believes this new system will be much 

more efficient.

LO 4.1.2 Managing Innovation
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Solving Business Problems

In the previous example, Maha’s suggested innovation has solved a 

business problem: the understocking and overstocking raw materials, 

which is costly for the business. Previously, the company was spending 

more on stocking and warehousing than necessary. It was also losing 

revenue when not able to fulfil orders as a result of understocking.

Increasing Productivity

The automated system ensures that the factory always has enough ma- 

terials to produce the required amount of orders. The production line 

does not need to stop due to lack of supplies. The system can also pre- 

empt busier periods and adjust production schedules accordingly.

Creating Competitive Advantage

Competitors that do not have a similar automated system are likely 

to be experiencing the same challenges that Maha’s company was 

previously. By introducing this system, Maha’s company is creating a 

Increases Productivity

Reduces Costs and  

Increases Revenue

Creates Competitive  

Advantages

Solves business problems

Benefits  
of  

Innovation

Figure 4-3  The Benefits of Innovation

There are four key benefits for an organization that innovates in its approach to 
operations.
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competitive advantage over these rivals. Conversely, if competitors had 

already adopted an automated system, Maha’s company would have a 

competitive disadvantage. Innovation is not only essential to get ahead 

of competitors, it’s essential simply to keep up with them.

Reducing Cost and Increasing Revenue

The new system is intended to improve efficiency, by reducing waste 

and unnecessary expenditure, which should lead to increased profits. 

Equally, increased productivity may lead to additional revenue through 

being able to fulfill a greater number of orders.

Innovation Management Principles

Managers can introduce a formal policy of innovation by adopting sev-

eral management principles, as illustrated in Figure 4-4:

•	 Strategic direction

•	 Culture

•	 The realization of value

Figure 4-4  Innovation Management Principles

There are several innovation management principles, including culture, strategic 
direction and realization of value.

Strategic  
direction

Culture Realization  
of value

Innovation  
management  

principles
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187Lesson 4.1  Innovation Management

The extent that an organization takes an innovative stance is informed 

by the strategic direction set out by the senior leadership team. Looking 

at an organization’s mission statement or objectives, typically found 

on its website, will give a good indication of whether it is committed 

to innovation. However, while some companies may outwardly profess 

their innovative nature, the reality can be judged by their actions: the 

products and services offered and the processes they follow.

An innovative culture can be achieved by encouraging a creative 

work environment. Innovation comes from great ideas. So a starting 

point for managing innovation is to manage the sources of innovation, 

that is, where new ideas come from. One place where new ideas orig-

inate is with brilliant inventors. But only a few companies employ such 

innovators. However, there are actions that managers of companies 

can take to ensure a steady flow of good ideas. Innovation begins with 

creativity. Creativity is the production of innovative and useful ideas. 

Although companies can’t command employees to be creative, they 

can jump-start innovation by building creative work environments in 

which workers perceive that creative thoughts and ideas are welcomed 

and valued. This in turn leads to the realization of value.

In what ways do you 
think a company can 
facilitate a creative 
work environment?
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As Figure 4-5 shows, creative work environments have six compo-

nents that promote creativity: challenging work, organizational encour-

agement, supervisory encouragement, work group encouragement, 

freedom, and a lack of organizational impediments.

Figure 4-5  Components of Creative Work Environments

There are six components that encourage a creative work environment.

What are the key benefits of innovation and the key 
innovation management principles?

C H E C K P O I N T

Freedom

Challenging  
Work

Creative Work  
Environments

Work Group  
Encouragement

Organizational  
Encouragment

Lack of  
Organizational  
Impediments

Supervisory  
Encouragement
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UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 Which of the following is not one of the 4Ps of innovation?

a.	 Position

b.	 Product

c.	 Probability

d.	 Process

2.	 The successful implementation of creative ideas in organizations is 

known as  

a.	 Teamwork

b.	 Organizational innovation

c.	 Group decisions

d.	 Collaborative processes 

Think Critically
Answer the following questions as completely as possible.

3.	 Suggest several ways in which a manager can encourage a creative 

work environment, citing examples.

4.	 Do you think that innovation is possible in every business  

environment? Give reasons for your answer.

4.1  Assessment
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Link to digital lesson

Supply Chain

Supply Chain 
Management

Logistics

Just-In-Time

KEY TERMS

Once you have completed this lesson, you should be able to:

4.2.1	 Discuss what supply chain management is.

4.2.2	 Explain the difference between logistics and supply chain 
management. 

4.2.3	 Describe the supply chain management process.

LEARNING OBJECTIVES

From A to B

Khalid is the owner of a small business who has enjoyed success by 

creating innovative smartphone accessories that solve problems for 

customers. There is a busy sales period coming up due to Eid Al-Fitr 

season, and he is expecting his latest gadget to perform particularly 

well. However, he has run into a problem. Khalid has invested a lot 

of time and effort in building good relationships with his suppliers 

and negotiating the best deals. However, one of his local suppliers 

of the electronic components used in his products can’t keep up 

with the quantity of orders Khalid is now placing. Khalid has found 

a new supplier, although the factory is based in another province, 

which will impact on his shipping costs and production speeds.

Khalid is frustrated. He knows that his new product is great and 

has potential to make substantial profits over the holiday, provided 

he has enough units in stock. However, if he doesn’t manage his 

supply chain effectively the business will suffer. He must also ad-

dress the problem quickly to prevent delays in production.

What’s Your Reaction? How do you think Khalid can resolve this 
situation?

REALITY CHECK

4.2
Logistics and Supply Chain Management
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191Lesson 4.2  Logistics and Supply Chain Management

Figure 4-6  A Supply Chain

A supply chain is comprised of a series of links from origin (Step 1) to destination 
(Step 13).

A supply chain is all of the activities involved from the time raw 

materials are obtained until finished products are sold and deliv-

ered (see Figure 4-6). 

LO 4.2.1 What is Supply Chain Management?
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A supply chain can be small scale, such as the journey of locally-grown 

dates to a village market to a bakery that sells sweet treats directly to 

customers. However, a supply chain can be a large, complex global net-

work, stretching several continents, with raw materials sourced in one 

country, manufactured into finished goods in another, before being 

sold to customers all around the world.

Consider a laptop computer. That laptop might be assembled in a 

factory in one country, using components produced in another country 

from raw materials that originate from the other side of the world. Once 

the laptop is assembled, it is shipped to warehouse in a neighbouring 

province before being sold to customers all around the world. Custom-

ers might then download software for the laptop from the regional 

supplier for their country. Each of these steps represents a separate link 

in the chain, and each link is critical to the process.

Supply chains are absolutely essential to the everyday running of 

businesses. Yet, when supply chains are operating smoothly and effec-

tively, they tend to be taken for granted. It is often only when there is a 

problem within the chain that many consumers might stop to consider 

the complex process involved in delivering products and services to the 

end customer.

These challenges are highlighted in the global supply chain issues 

that have affected most countries as a result of the global Coronavirus 

pandemic. In order to contain the spread of infection, compulsory lock-

downs were instigated worldwide, halting production and the move-

ment of goods from one country or region to another. Many shelves in 

supermarkets across the world were either empty or missing the usually 

extensive range of products that customers expected. Retailers had to 

limit how many units of essential items that customers could buy. In 

turn, these challenges have led to price rises in raw materials and fin-

ished goods, as demand has exceeded supply.

Supply chain management is the overarching activity of managing 

the entire process around the functioning of a supply chain. The role 

encompasses a wide range of activities including: 

•	 building and maintaining successful partnerships and relation- 

ships with suppliers and stakeholders in the supply network
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193Lesson 4.2  Logistics and Supply Chain Management

•	 negotiating competitive rates with suppliers, distributors and 

warehousing to reduce expenditure

•	 devising strategies for reviewing and improving the functioning 

of the supply chain, such as identifying and resolving ineffi-

ciencies

•	 anticipating challenges in the supply chain and creating contin-

gency plans

•	 coordinating information systems used in operations of the 

supply chain

•	 working closely with other departments within the business, 

such as sales and manufacturing, to ensure that the supply 

chain is working effectively within the organization and aligns 

with the organization’s wider strategic objectives

•	 factoring in ethical considerations, such as the impact that 

the organization’s supply chain has on the environment and 

ensuring that all suppliers throughout the chain have accept-

able working conditions and receive fair compensation for their 

contributions.

As illustrated in the Reality Check scenario featuring Khalid, effective 

supply chain management is critical and can be the difference between 

the success or failure or a business. The most innovative product or 

service will not succeed without an effective supply chain management 

process in place to facilitate it production and distribution.

Saudi Arabia’s Role in the Global Supply Chain

Due to its strategically important geographic position, straddling 

three continents (Europe, Africa and Asia), and its wealth of natural 

resources, Saudi Arabia is positioned as a gateway to world busi-

ness. As part of the Saudi Vision 2030 plans, the Saudi government 

established the Global Supply Chain Resilience Initiative (GSCRI) in 

2022. It aims “to position Saudi Arabia as a key link in global supply 

chains” by making the kingdom “a location of choice for leading 

global industrial companies looking to drive competitive advantage 

and improve business resilience.”
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An important aspect of supply chain management is logistics. While 

the terms logistics and supply chain management are often used inter-

changeably, there is a key difference. Logistics is concerned with the 

movement and storage (that is, the ‘flow’ and delivery) of goods or 

services, whereas supply chain management is more comprehensive 

and includes the whole process of management, taking in strategy and 

co-ordination of partnerships. Logistics is just one element of supply 

chain management.

Logistics

Large quantities of products and materials move in, around, and out 

of a business on a daily basis. Logistics is managing the acquisition, 

movement, and storage of supplies, materials, and finished products 

in a business. Logistics has become a very important part of business 

operations.

The process of logistics can be illustrated in the example of a cus-

tomer, Nora:

Step 1.	 Nora orders a product from an online store on her smart-

phone

Step 2.	 An order is placed, assigned an order number, and is sent to 

the warehouse

Step 3.	 The item is packaged and prepared to be shipped

Step 4.	 Later, a courier picks up the packages and takes it to the 

central depot

Step 5.	 The package is then transferred to local depot

Step 6.	 Next, the package is sent out for delivery with a driver and 

arrives at Nora’s home

What is supply chain management?

C H E C K P O I N T

LO 4.2.2 Logistics and Supply Chain Management
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Can you think of 
an example when 
you have relied on 
logistics in your 
everyday life?

Increase gas production  
and distribution capacity

Localize military  
industry

Key  
Objectives

Figure 4-7  The Key Objectives of the NIDLP

Some of the key objectives of the National Industrial Development and Logistics 
Program (source: Saudi Vision 2030 website).

Rehabilitate  
economic cities

Maximize value from  
the mining sector

Develop oil and gas  
adjacent industries

Localize promising  
manufacturing industries

The major activities that make up logistics are locating sources of sup-

plies, purchasing, transportation, and sales. In addition to the physical 

movement of resources, logistics is responsible for effective commu-

nication and information among all participants in the supply chain. 

One important logistics process is using just-in-time. With just-in-time, 

goods arrive when needed (just in time) for production, use, or sale 

rather than sitting in storage. Just-in-time logistics requires careful plan-

ning and coordination among supply chain members. It also requires an 

effective information system.

Principles of Management reprint_1p.indb   195Principles of Management reprint_1p.indb   195 05/12/2024   17:4805/12/2024   17:48



196 Chapter 4  Challenges of Contemporary Management

As has been highlighted, the supply chain management process takes 

many factors into consideration. A supply chain manager must be 

able to balance a range of skills. They need to be highly organized, 

practically-minded, able to build strong relations, yet equally willing 

to negotiate hard. They must also be able to handle and process a 

significant amount of data.

Net Knowledge

NIDLP

Visit the Saudi Vision 2030 website and find the section on the 

National Industrial Development and Logistics Program (NIDLP): 

https://www.vision2030.gov.sa/v2030/vrps/nidlp/. Write a short sum-

mary of the information, including the commitments by end of 2025, 

the top achievements cited, and the key points of the delivery plan.

What is the difference between logistics and supply 
chain management?

C H E C K P O I N T

LO 4.2.3 Supply Chain Management Process

In Saudi Arabia, the National Industrial Development and Logistics 

Program (NIDLP) has been established as part of Saudi Vision 2030. 

Some of its key objectives are outlined in Figure 4-7. Another strategic 

initiative is the Saudi Logistics Academy, which was created to prepare 

and support human capital in the field of logistics among the next 

generation of talent.
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Using Technology to Manage Operations

Using technology correctly to help manage operations will make 

planning and decision making more accurate, rapid, and timely. It also 

makes it easier to access, analyze, and exchange information. The 

exchange may occur within a company, with other business partners, 

or with customers. Some of the most important software used in busi-

nesses to manage operations is described in Figure 4-8. Various types 

of software are now available to assist with supply chain management 

and support virtual collaboration of team members.

Figure 4-8  Common Types of Operation Software

There are several types of operation software that help supply chain managers to 
work more effectively.

COMMON TYPES OF OPERATION SOFTWARE

Project Management Keeps track of project schedules, tasks, to-do lists, 
work assignments, and project resources.

Budgeting Automates budget planning, compares budgets 
from one time period to another, and coordinates 
budgets among departments.

Scheduling Manages employees, facilities, resources, and 
production scheduling. Allows easy review of 
schedules as well as quick updating. 

Inventory Helps the management of sales, purchases, and 
payments; tracks production, usage, and sales 
levels; and prints bar codes.

Computer Security Provides access and permissions, privacy, and infor-
mation security for computers and networks.

Document and 
Management

Controls the production, storage, management, 
and distribution of electronic documents. 

Manufacturing 
Automation

Monitors and often controls manufacturing 
machines, checks for errors and defects, and 
reports production levels. 
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The Supply Chain of Services

The examples illustrated have emphasized the role of supply chains 

in facilitating the processing of physical items, from raw materials to 

products and packaging. However, it is important to understand that 

supply chain management also relates to the distribution and supply 

of services. In today’s digital world, supply of electronic and telecom-

munications services are critical to the success of businesses. One can 

imagine the challenges of running an online business without a reliable 

Internet connection or phonelines. A factory cannot operate without a 

regular supply of energy or power, such as electricity or water. 

Disruption to the delivery of services can cause longer waiting times 

for customers, reduced opening hours and limited access to online por-

tals and applications, such as e-banking or teleconferencing tools.

Supply Chain Innovations

Lesson 4.1 addressed the importance of innovation and described 

different types of innovation. There have been many successful inno-

vations in the management and structure of supply chains over the 

last decade that have radically changed how goods and services are 

supplied. These can be regarded as paradigm innovations and process 

innovations. One key example is the rise of the gig economy, in which 

independent traders, drivers, and operators or small businesses, are 

able to offer their services or products to a broader customer base 

through networks facilitated by computer-based apps. Technology 

has enabled local businesses to operate on a global scale, taking 

advantage of centralized supply chain networks that were previously 

only accessible to larger chains. For example, many new compa-

nies have started, including ones offering taxi and logistics services 

operated by independent drivers, fast-food delivery obtained from 

local independent restaurants, or providing private accommodation. 

Equally, individual sellers can compete with larger retailers by selling 

their goods through online marketplaces.
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How can technology help to support supply chain 
management?

C H E C K P O I N T

UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 Managing the acquisition, movement, and storage of supplies,  

materials, and finished products in a business is known as  ?

a.	 accounting

b.	 logistics

c.	 marketing

d.	 warehousing

2.	 Which of the following is not an activity of supply chain management?

a.	 Building strong relationships with suppliers and business partners

b.	 Reviewing and improving processes in the supply chain

c.	 Deciding which products to sell

d.	 Negotiating good prices for materials, distribution, and  

warehousing

Think Critically
Answer the following questions as completely as possible.

3.	 With increasing digitization and the onset of the Fourth Industrial Rev-

olution, do you think there will always be a need for delivering physical 

items? Give reasons for your answer.

4.	 What is meant by the supply chain of services? Provide an example to 

illustrate your answer. 

4.2  Assessment
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Crisis Management

Contingency Plan

KEY TERMS

4.3
Crisis Management

Once you have completed this lesson, you should be able to:

4.3.1	 Define crises in organizations.

4.3.2	 Discuss strategies for crisis management.

LEARNING OBJECTIVES

A Data Disaster

Farah is the regional operations manager of large business with 

several locations across Saudi Arabia. She is in charge of the local 

office headquarters based in Jeddah. The company has millions of 

customers across the Gulf countries, thousands of employees, and 

hundreds of suppliers that provide materials and services to support 

the business. All their information is kept on record, on an electron-

ic system that is now increasingly out-of-date. About a year ago, 

the IT manager recommended that it should be upgraded as soon 

as possible. However, for budgeting reasons, the company decided 

to wait until the next financial year before upgrading. 

This morning, Farah received a call from the IT manager to inform 

her that the system had experienced a technical malfunction. All 

customers’ and suppliers’ data had been lost and orders could not 

be fulfilled. Farah began to panic. She did not know what to do in 

such a situation and has hesitated to call the head office. Although 

it wasn’t her decision to delay the system upgrade, she doesn’t 

want her senior managers to think she can’t handle the situation.

Offering some good news, the IT manager explains that his team 

carry out a weekly back-up of the system in anticipation of failure, 

and should hopefully be able to restore the records. However, the 

REALITY CHECK
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An organizational crisis is an event or occurrence that has a dra-

matic and potentially disastrous impact on an organization’s financial 

standing, reputation, survival, or welfare of its stakeholders. Crises 

can originate from within or outside of the organization. A crisis can 

be localized within a specific department of a business, or it can be 

an international event that affects many nations across the world. An 

example of the latter could be a global recession that affects all aspects 

of life and business around the world.

Of course, businesses face operational challenges, set-backs and 

isolated incidents on a daily basis. This is an expectation of running an 

organization. Not every one of these challenges can be considered a 

crisis, particularly if it is limited to a short-term issue. To be considered 

a crisis, the situation must reach a level that endangers the ongoing 

stability and longevity of the business and its environment. This is 

important, as crises typically start with a single ‘catalyst’ incident, so 

how management deals with an initial isolated incident can be critical 

in preventing it from escalating into a crisis.

process will take at least 48 hours to complete and, as the last back-

up was three days ago, any new information since then (including 

new orders) will be lost permanently.

What’s Your Reaction? Do you think that this crisis could have 
been avoided? Was Farah right to avoid contacting senior manage-
ment and try to resolve the issue herself?

LO 4.3.1 Crises in Organizations
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Types of Crisis

Crises in an organization can fall into several different types of catego-

ries, as illustrated in Figure 4-9.

•	 Financial / economic: Financial crises can be the most damaging, 

particularly when on a global level, often taking many years for 

full recovery of the world economy. A classic example in recent 

years is the global economic downturn, following the financial 

crisis of 2008, which began as a regional issue, before quickly 

spreading across the world.

•	 Technological: While technology is one of the key aspects of 

innovation, it is not completely infallible. The near total depend-

ence upon electronic systems in all aspects of life and business 

can lead to greater crises when these systems fail. When one 

busy international airport introduced a new automated security 

and baggage check-in system in its new terminal, it was pro-

moted as a world-class, state-of-the-art innovation. However, 

the system experienced some technological challenges during 

its initial launch, causing havoc, huge delays, and embarrass-

Figure 4-9  Types of Organizational Crisis 

Some of the types of crises that can affect an organization.

Financial/ 
Economic

Recession
Inflation

Technological

Systems failure
Data loss

Natural/
Environmental

Sandstorms
Earthquakes

Medical/Health

Pandemic
Local outbreaks
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ment for the airport. Technological crises can also occur when 

an organization that relies on an outmoded technology is dis-

placed by a new market entry, such as the growth of the gig 

economy and digital distribution services.

•	 Natural or environmental: A range of environmental crisis can 

arise, including floods from heavy rainfall, earthquakes, volca-

noes, hurricanes, and tsunamis. Also, adverse weather might 

affect businesses, such as sandstorms, an extreme heatwave, or 

crop damage from insect infestation. Some environmental crises 

can be manmade, such as climate change.

•	 Medical: The recent global Coronavirus pandemic affected peo-

ple and businesses all around the world on an unprecedented 

scale. However, on a smaller scale, a local outbreak of a particu-

lar virus or disease can have a major adverse effect on a specific 

industry, particularly agriculture and tourism. Crises can be 
caused by natural 
or environmental 
factors, such as a 
sandstorm. What 
other examples of 
environmental crises 
can you think of?
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Crises can happen for a wide range of reasons, within and outside the 

organization. While some crises are caused by negligence of the man-

agement or failure to pre-empt a brewing issue, many come from exter-

nal influences outside of a company’s control. It can also be seen that 

a crisis may fall into several categories. A natural disaster, for example, 

may have environmental origins, however, this will likely lead to financial 

challenges that could quickly escalate into a monetary or social crisis for 

the organizations affected by the disaster. If, for example, a warehouse 

burns down as a result of an extreme heatwave, the short-term loss of 

revenue on the affected business could have greater consequences for 

its survival in the longer term.

What types of crises can effect an organization?

C H E C K P O I N T

LO 4.3.2 Strategies for Crisis Management

Whether or not a specific crisis can be foreseen and pre-empted or 

even avoided, all managers should recognize that crises can and occa-

sionally will happen. By accepting this reality, managers can prepare 

themselves effectively and minimize the potential impact. It is there-

fore critical that every organization develops a strategy for manag-

ing crises, before, during and after the event. This is known as crisis 

management. 

Managers’ Responsibilities Before a Crisis

By their very nature, not every crisis can be predicted. Indeed, many 

crises are so impactful and damaging for the precise reason that they 

happen without apparent warning. Even if an impending crisis is antic-

ipated, its precise nature and full implications may not be understood. 

Although not every disaster can be averted, planning can be done in 

advance by creating contingency plans. A contingency plan is a set 
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of procedures to follow in the event of an emergency.

Using the crisis categories outlined in Figure 4-9, managers can con-

sider the kinds of issues that might occur and take steps to avoid them or 

minimize their impact. Chapter 2 introduced the idea of planning tools 

and the setting of standards of control, policies and procedures that 

set boundaries and rules that govern how the organization operates 

and reacts to certain situations. Crisis management strategies should be 

built into these frameworks so that warning signs trigger appropriate 

responses. There is often a particular event or ‘chain reaction’ that leads 

to a crisis; this situation should be addressed before it escalates into a 

full crisis.

For instance, sales forecasters can look at wider market trends to 

pre-empt an economic downturn and adjust the company’s strategies 

accordingly, such as the pricing of goods, or by developing new prod-

ucts or services that might be better suited to the change in climate. 

Equally, supply chain managers can insulate the company from the 

potential impact of a failed supplier by sourcing from multiple suppli-

ers, or by developing other ways to deliver the products or services. IT 

managers can identify and set warning signals that trigger alarms if 

certain systems criteria reach a predetermined threshold. Systems and 

processes can be routinely checked for potential faults. Staff can be 

regularly consulted and provided with an outlet for sharing concerns 

they have encountered that may lead to a crisis. Whatever the business 

scenario, managers can create specific procedures and protocols to fol-

low in order to deal with the situation, should it occur, in a methodical 

and rational way.

Taking steps to avert or limit a crisis before it happens is known as  

taking a proactive approach to crisis management. Conversely, taking 

action only in response to a situation is known as a reactive approach. 

While all managers must be able to react quickly and efficiently to a sit-

uation, it is better to take a proactive approach as it gives the manager 

a greater degree of control in shaping the outcome.

This pre-emptive approach can be applied to any type of known 

disaster that might possibly occur. Managers can simulate scenarios 

and use these to create procedures and ensure the organization is 

resourced, and staff are well-trained. One of the most obvious exam-
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Why is it important to have a crisis 
management strategy in place?
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ples of this is regular fire drills at an office or factory. New employees 

should be briefed on what to do in the case of a fire. Designated fire 

wardens direct workers and customers to the predetermined assembly 

areas outside the building. Other forms of emergency of crisis should 

have a similar protocol.

Managers’ Responsibilities During a Crisis

If the crisis cannot be avoided completely – and many, indeed, cannot 

– then it will have to be managed carefully, so that the organization 

can survive and rebuild its reputation once the crisis has subsided. 

During the onset of a crisis, an organization must implement the 

initial processes that have already been established in the crisis man-

agement strategy, rather than having to suddenly create processes 

after the crisis has happened. All employees should be clear of the 

procedure and how they are expected to respond to the crisis situa-

tion. All members of the organization should follow the designated 

chain of command to ensure that the issue is reported promptly. 

Swift action could prevent a localized issue from becoming a compa-

ny-wide crisis.

In the Reality Check scenario at the beginning of this lesson, Farah 

did not know what to do in the crisis situation and was reluctant to 

report the issue to her seniors. What is clear here is that there was no 

formal process in place for managing a crisis situation of this nature. 

While Farah demonstrated initiative in wishing to take ownership 

of solving the issue, she should have alerted superiors immediately. 

The IT manager, however, had shown some foresight in coordinating 

regular back-ups to protect the company in the event of data loss.

Managers’ Responsibilities After a Crisis

Responsibilities do not end once a crisis has drawn to a close. It is 

critical that leaders learn from the fall-out of a crisis through a formal 

review process, adapting their crisis management strategies accord-

ingly, in light of what has been discovered. Many crises often appear 

to have been avoidable after the event, yet leaders must use this hind-
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What strategies are there for crisis management, 
before, during and after the event?

C H E C K P O I N T

sight to their advantage. One positive benefit of a crisis is that often it 

will improve standards to help prevent or limit similar damage being 

inflicted in future.

Managers also have a duty of care to ensure that those affected by 

the crisis are looked after and compensated appropriately. The organ-

ization must also take ownership for any responsibility it had in either 

the initial cause or the handling of it. Leaders should reward those 

who have shown courage or strong leadership and teamwork during 

the crisis.
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UNDERSTAND MANAGEMENT CONCEPTS
Determine the best answer for each of the following questions.

1.	 An earthquake is an example of a(n)  crisis.

a.	 technological

b.	 environmental

c.	 financial

d.	 medical

2.	 Which of the following is not an aspect of crisis management?

a.	 Creating contingency plans

b.	 Reviewing why a crisis has happened

c.	 Briefing employees on crisis procedures

d.	 Blaming other people for the problem

Think Critically
Answer the following questions as completely as possible.

3.	 Giving examples, describe the difference between taking a proactive 

and a reactive approach to crisis management.

4.	 “Some crises such as natural disasters are completely unavoidable, 

so there is no point preparing for them.” Do you agree with this state-

ment? Give reasons for your answer.

4.3  Assessment
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CHAP TER CONCEP TS

•	 Organizational innovation is the successful implementation of creative 

ideas in organizations. Innovation is not a single event, but rather a 

process, which can be broken down into several stages: identifying a 

problem, finding a solution, testing the prototype, and implementing 

the result.

•	 There are four key innovation types: product innovation, process inno-

vation, position innovation, and paradigm innovation. These types are 

closely linked, and an innovation could fall into several categories.

•	 Innovation is a necessity for a business to thrive and remain profitable 

over time. It solves business problems, it increases productivity, it cre-

ates a competitive advantage, it reduces cost, and increases revenue. 

•	 Managers can adopt a formal policy of innovation by adopting man-

agement principles, focussing on key areas such as strategic direction, 

culture, and the realization of value. An innovative culture can be 

achieved by encouraging a creative work environment.

•	 A supply chain is all of the businesses involved from the time raw  

materials are obtained until finished products are sold and delivered. 

Supply chain management is the activity of managing the entire pro-

cess around the functioning of a supply chain.

•	 Effective supply chain management can be the difference between the 

success or failure of a business. Supply chain management also relates 

to the distribution and supply of services, which includes energy, digital 

services, and telecommunications. Logistics is managing the acquisi-

tion, movement, and storage of supplies, materials, and finished prod-

ucts in a business.

•	 Crisis management is the process of dealing with crises before, during, 

and after the event to minimize the impact on the organization. Not 

every disaster can be averted, but planning can be done in advance by 

creating contingency plans. Everyone in the organization should have 

a clear idea of what is expected from them. Lessons should be learned 

after the event with new measures put in place in light of the outcome 

of a formal review.

C H A P T E R  FO U R

Assessment
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DEVE LOP YOUR BUSI N ESS L ANGUAG E

Match the terms listed with the definitions.

Term Your Choice Definition

1. Contingency plan 	a.	� An approach to logistics in which goods arrive when 
needed for production, use, or sale rather than sitting in 
storage.

2. Creative work 
environment

	b.	� An important component of marketing management that 
shifts the specific customer base or segment that a product 
or service is targeted at to provide an advantage.

3. Crisis 
management

	 c.	� A development that creates value by initiating a fundamen-
tal shift in perspective.

4. Just-in-time 	d.	� A workplace culture in which workers perceive that new 
ideas are welcomed, valued, and encouraged.

5. Logistics 	e.	� All of the businesses involved from the time raw materials 
are obtained until finished products are sold and delivered.

6. Organizational 
crisis

	 f.	� A new iteration of a product or service that creates a clear 
and tangible improvement on the existing offering and 
presents a competitive advantage.

7. Organizational 
innovation

	g.	� An event or occurrence that has a dramatic or potentially 
disastrous impact on an organization ’s financial standing, 
reputation, survival, or welfare of its stakeholders. and its 
environment.

8. Paradigm 
innovation

	h.	� The process of dealing with crises before, during and after 
the event to minimize the impact on the organization and 
its environment.

9. Position 
innovation

	 i.	� The overarching activity of managing the entire process 
around the functioning of a supply chain.

10. Process innovation 	 j.	� Managing the acquisition, movement, and storage of 
supplies, materials, and finished products in a business.

11. Product 
innovation

	k.	� The development of new or improved processes that create 
some form of advantage for the organization.

12. Supply chain 	 l.	� The successful implementation of creative ideas in 
organizations.

13. Supply chain 
management

	m.	� A set of procedures to follow in the event of an emergency.
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RE VIE W BUSINESS MANAGEMENT CONCEP TS

Determine the best answer.

14.	Which of the following is not a benefit of innovation?

a.	 Solves business problems

b.	 Decreases productivity

c.	 Reduces costs

d.	 Creates competitive advantage

15.	An organizational crisis can affect:

a.	 Only staff within the organization.

b.	 Only people outside of the organization.

c.	 People both inside and outside of the organization.

d.	 Only the leadership team who make the key decisions.

16.	An approach to logistics in which goods arrive only when needed 

for production, use, or sale rather than sitting in storage is known as 

 .

a.	 cutting it fine

b.	 just-in-time

c.	 too little, too late

d.	 speed processing 

APPLY WHAT YOU KNOW

Answer the following questions.

17.	Suggest three examples of an organizational crisis that could happen 

and describe which type of category each example belongs to.

18.	Describe an example of a supply chain based on experiences from 

your own life such as products or services that you or your household 

have used.
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19.	Describe some of the ways in which an organization can encourage a 

creative work environment.

MAKE ACADEMIC CONNECTIONS

Complete the following activities.

20.	Teamwork  As a team, brainstorm ideas for a new innovative busi-

ness. Once you have selected an idea to take forward, describe which 

of the 4 Ps of innovation it is an example of (see Figure 4-2). Next ex-

plain the key benefits that this innovation would provide a business, as 

outlined in Figure 4-3. Use the box below to summarize your answer.

21.	Technology  Look back at Lesson 4.1 on innovation and Lesson 4.2 

on supply chain management, and think of ways in which technology 

could be utilized to improve the delivery of goods and services to con-

sumers. Summarize your ideas in the box below.

Principles of Management reprint_1p.indb   213Principles of Management reprint_1p.indb   213 05/12/2024   17:4805/12/2024   17:48
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22.	Planning  Imagine that you are a manager who has recently been 

made responsible for a solar energy farm. The farm is located in an 

area of the desert that occasionally suffers from severe sandstorms. 

You have been advised by an industry colleague that these sand-

storms might be powerful enough to damage the solar panels and 

other equipment. Another colleague dismisses this idea and says there 

is no need to worry. Do you think it is necessary to introduce a crisis 

management strategy? If so, describe the actions that you would take 

in the box below.

CA SE IN POINT

The Challenges of Climbing the Stack

This chapter has addressed the need for organizations to innovate, in or-

der to remain competitive, increase productivity, solve business problems, 

reduce costs, and increase revenue. However, why do some companies 

with seemingly endless resources and brainpower fail when they try to 

innovate? One theory is that it’s because of the stack fallacy—the tenden-

cy of successful companies to overvalue what they know in one area and 

misjudge what they need to know so as to innovate in another. Imagine 

technology as a layer cake of capabilities. These capabilities stack on top 

of each other until they ultimately reach the end user. Consider a popular 

app used on your laptop, for instance. This app is the top of a technology 

stack supported by the layers below it—from the operating system, to the 

server, to the microprocessor, to the electricity powering the device. Just 

because a company is successful in one layer, say, microprocessors, doesn’t 

mean it can jump up to a higher level, such as the operating system, and 

have the same success. When a dominant search engine tried to move up 

to social networking, the result was a failed platform. Similarly, a computer 

company saw its revenues shrink as it tried to move up from hardware to 

services. Going down the stack, however, tends to yield positive results. 

By moving down the stack by creating its own data farms and servers, the 
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search engine solidified the company’s dominance in its existing sphere 

of influence. Why is climbing the technology stack so much harder than 

descending it? Companies don’t fully understand what customers on the 

level above theirs actually want. However, because companies often buy 

products and services at the level below their own, they understand what 

customers want out of that lower layer of technology.

Think Critically

1.	 Why is it easier to descend the ‘stack’ rather than ascend it?

 

2.	 Research examples of Saudi companies that have successfully jumped 

to a higher level in the ‘stack’. Why do you think they have succeeded 

where others have failed?
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Glossary

Accountability 

The obligation to accept responsibility for the 

outcomes of assigned tasks.

Achievement need 

In McClelland’s theory of needs, the need 

to take personal responsibility for work, set 

personal goals, and want immediate feed-

back on work.

Administrative management 

Management theory that identifies the most 

effective practices for organizing and manag-

ing a business.

Affiliation need 

In McClelland’s theory of needs, motivation 

related to people’s relationships with others, 

and get along well and fit in with a group.

Authority 

The right to make decisions about work 

assignments and to require other employees 

to perform assigned tasks.

Behavioral management 

Management theory directed at organiza-

tional improvement through understanding 

employee motivation and behavior – some-

times called human relations management.

Budget 

A written financial plan for business opera-

tions developed for a specific period of time.

Business competition 

The rivalry among companies for customers.

Business plan 

A written document that describes the nature 

of the business, its goals and objectives, and 

how they will be achieved.

Centralized organization 

Business structure in which a few top man-

agers do all the major planning and decision 

making.

Chain of command 

The hierarchy of the organization, from the 

highest level to the lowest level.

Classical management 

Management theory that studies the way 

work is organized and the procedures used 

to perform a job in order to increase worker 

productivity.

Competitive advantage 

The special capabilities of a company that 

allow it to create a product or service that 

is measurably better than any competing 

company.
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Contingency plan 

A set of procedures to follow in the event of 

an emergency.

Controlling 

Evaluating results to determine if the com-

pany’s objectives have been accomplished as 

planned.

Cost standard 

The predetermined cost of performing an 

operation or providing goods or services.

Creative work environments 

A workplace culture in which workers per-

ceive that new ideas are welcomed, valued, 

and encouraged.

Crisis management

The process of dealing with crises before, 

during and after the event to minimize 

the impact on the organization and its 

environment.

Decentralized organization 

A large business which is divided into smaller 

operating units, headed by managers who 

have almost total responsibility and authority 

for operations.

Departmentalization

A concept where senior managers make 

decisions on how to group employees that 

serve a similar need for the company.

Directing

Working with employees to ensure they are 

motivated and have the resources needed to 

help carry out plans and get the work done.

Effectiveness

A measure of how successful something is at 

achieving its outcome.

Efficiency

A measure of productivity in comparison to 

the effort put in.

Employee motivation 

The process of influencing the actions taken 

by an employee to accomplish a goal.

Empowerment

Authority given to individual employees to 

make decisions and solve problems they 

encounter on their jobs with the resources 

available to them.

Flattened organization

An organization with fewer levels of manage-

ment than traditional structures.

Goal

A specific statement of a result the business 

expects to achieve.

Hygiene factors

Job factors that result in employees feeling 

dissatisfied with work when they are absent 

but do not contribute to job satisfaction 

when they are present. 

Just-in-time

An approach to logistics in which goods 

arrive when needed for production, use, or 

sale rather than sitting in storage.
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Line organization 

Business structure in which all authority and 

responsibility can be traced in a direct line 

from the top executive down to the lowest 

employee level.

Line-and-staff organization 

Business structure where managers have 

direct control over units and employees they 

supervise but have access to staff specialists 

for assistance.

Logistics

Managing the acquisition, movement, and 

storage of supplies, materials, and fi nished 

products in a business.

Management  

The process of accomplishing the goals of 

an organization through the effective use of 

people and other resources.

Management principles 

The fundamental guidelines for the decisions 

and actions of managers.

Management role 

A common set of activities that make up an 

important part of a manager’s job.

Management strategy 

A carefully developed overall approach to 

leading an organization.

Manager 

Person who performs all fi ve management 

functions on a regular basis and has authority 

over other jobs and people.

Matrix organization 

An organization which combines employees 

into temporary work teams to carry out 

specifi c projects while working in the same 

functional area.

Middle manager 

A manager who carries out all of the man-

agement functions, but spends most of the 

time performing specialized work in one 

management function or is responsible for a 

specifi c part of the company’s operations.

Mission 

A short, specifi c statement of the business’s 

purpose and direction.

Motivators 

Factors that increase job satisfaction.

Operational planning 

Short-term planning that identifi es specifi c 

goals and activities for each part of the 

business.

Operations

The major ongoing activities of a business.

Operations management

Effectively directing the major activities of a 

business to achieve its goals.

Organization chart

An illustration of the structure of an organiza-

tion, major job classifi cations, and the report-

ing relationships among the organization’s 

personnel.

Organization structure

The formal framework linking individuals’ and 

units’ tasks in the organization to achieve its 

goals.
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Organizational crisis

An event or occurrence that has a dramatic or 

potentially disastrous impact on an organiza-

tion’s financial standing, reputation, survival, 

or welfare of its stakeholders.

Organizational innovation

The successful implementation of creative 

ideas in organizations.

Organizing

Determining how plans can be accomplished 

most effectively and arranging resources to 

carry out the work.

Paradigm innovation

A development that creates value by initiating 

a fundamental shift in perspective.

Physiological needs

In Maslow’s hierarchy of needs, the things 

required to sustain life, such as food and 

shelter.

Planning

Analyzing information and making decisions 

about what needs to be done.

Policies

Guidelines used in making decisions regard-

ing specific, recurring situations.

Position innovation

An important component of marketing 

management that shifts the specific customer 

base or segment that a product or service is 

targeting to provide an advantage.

Power need

In McClelland’s theory of needs, desire 

to influence and control others and to be 

responsible for a group’s activities.

Procedure

A sequence of steps to be followed for 

performing a specific task.

Process improvement

The efforts to increase the effectiveness and 

efficiency of specific business operations.

Process innovation

A new way of handling a task that creates 

some form of advantage or benefits .

Product innovation

A new iteration of a product or service that 

creates a clear and tangible improvement on 

the existing offering and presents a competi-

tive advantage.

Profit

Income minus costs.

Quality management

A total commitment by everyone in an organ-

ization to improve the quality of procedures 

and products by reducing waste, errors, and 

defects.

Quality standard

A specific measure that describes expected 

consistency in production or performance.

Quantity standard

A specific measure that establishes the 

expected amount of work to be performed.
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Responsibility

The obligation to do an assigned task.

Schedule

A time plan for reaching objectives.

Scientific management

The careful, objective study of manage-

ment decisions and procedures in order to 

improve the operations of businesses and 

organizations.

Security needs

In Maslow’s hierarchy of needs, the things 

required to make sure you and those you care 

about are safe and free from harm.

Self-actualization

In Maslow’s hierarchy of needs, the need to 

grow emotionally and intellectually, to be 

creative, and to achieve your full potential.

Self-directed work team

A team in which members together are 

responsible for the work assigned to the 

team.

Self-esteem needs

In Maslow’s hierarchy of needs, the desire for 

recognition and respect from others.

Social needs

In Maslow’s hierarchy of needs, the need 

to belong, to interact with others, to have 

friends, and to love and be loved.

Span of control / Span of management

The number of employees that any one 

manager supervises directly to effectively 

implement an organization’s goals.

Staffing

Finding individuals with the right skills to do 

the work.

Standard

A specific measure by which something is 

judged.

Strategic planning

Long-term planning that provides broad goals 

and direction for the entire business.

Supervisor

A manager whose main job is to direct the 

work of employees.

Supply chain

All of the activities involved from the time 

raw materials are obtained until finished 

products are sold and delivered.

Supply chain management

The overarching activity of managing the 

entire process around the functioning of a 

supply chain.

SWOT analysis

The examination of an organization’s internal 

strengths and weaknesses as well as external 

opportunities and threats.

Team organization

Business structure that divides employees into 

permanent work teams.

The Four Industrial Revolutions

A series of distinct phases in modern history, 

characterized by technological innovations 

that have led to major business and social 

changes.

Principles of Management reprint_1p.indb   220Principles of Management reprint_1p.indb   220 05/12/2024   17:4805/12/2024   17:48



221Glossary

Time standard

A specific measure that establishes the 

amount of time needed to perform an 

activity.

Top manager 

A high-level manager who spends almost all 

of his or her time on management functions 

and decisions that affect the entire company.

Unity of command

Principle which states that each employee 

reports to one–and only one–supervisor at a 

time or for a particular task..

Variance

A difference between current performance 

and the standard.

Vision

A broad, long-term, and often inspirational 

view of a company’s reason for existing.

Work team

A team of individuals who cooperate to 

achieve a common goal.
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