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Features of

Learning Objectives Each chapter 
begins with learning objectives that 
focus learning and the knowledge 
you should acquire by the end of the 
chapter. 

Exhibits The chapters contain 
exhibits that help in understanding 

the application of the theory discussed 
in the chapter.

Figures and Tables All chapters 
contain fi gures and tables to illustrate 
the topics discussed in the chapter.

5
Management Control Systems 

Learning Objectives

After studying this chapter, you 
will be able to:
•	Understand	the	importance	
of	control	as	a	management	
function

•	Understand	how	control	is	an	
essential function for achieving 
goals

•	Learn	about	important	features	
and characteristics of controlling

•	Understand	about	steps	involved	
in controlling

•	Learn	about	importance	of	
budgeting as a tool of control

•	Learn	about	balanced	scorecard	
as	a	strategy	management	
control tool

IntroductIon

After taking steps to plan and organize, to achieve the 
desired goals, an organization needs to put in place a 
control mechanism to ensure success with a greater degree 
of certainty. Therefore, apart from planning, organizing, 
and leading, the fourth key function of management is 
controlling, which is most crucial. This function ensures 
that due mechanism has been put in place to monitor 
the progress vis-à-vis predetermined milestones and take 
necessary corrective measures for deviations, if any.

In the words of E.F.L. Brech, ‘Control is the process of 
checking actual performance against the agreed standards 
or plans with a view to ensuring adequate progress and 
satisfactory performances.’ According to Henry Fayol, 
‘Control consists in verifying whether everything occurs 
in conformity with the plans adopted, the instructions 
issued and principles established. It has for object to point 
out weaknesses and errors in order to rectify them and 
prevent recurrence.’

Controlling encompasses different aspects such as 
confirming whether things are happening as planned vis-
à-vis instructions issued and framework that has been put 
in place. An organization needs to put checks and balances 
to ensure that there is effective and efficient utilization 
of resources deployed for the achievement of planned 
goals. The checks will give timely alert signals about the 
deviations from expected performance and will identify 
the root cause for variation in performance so as to allow 
the decision-makers to take timely corrective actions.
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comprising of transformation stages, which can be broadly classified as—cultivating, 
gathering, pre-processing, processing, manufacturing, constructing, assembling, 
packaging, distributing, and supporting. For example, petroleum refining involves 
processing, agriculture involves cultivating, soft drink bottling involves packaging, 
appliance repairing involves supporting, etc.

COMPONENTS OF TECHNOLOGY

Technology is generally understood to be merely a physical tool for transformation. 
Very often it is not clearly recognized that technology is a combination of both 
physical tools and the related know-how either to make or to use those tools. Without 
the know-how or practical knowledge, a tool is not a useful technology. When one 
looks at the complex processes for the transformation of resources, one can discern 
four basic components of technology as follows:
Technoware It is the object-embodied technology that consists of tools, equipment, 
machines, vehicles, and physical facilities.
Humanware It is the person-embodied technology that refers to experiences, 
skills, knowledge, wisdom, and creativity.
Infoware It is the document-embodied technology that includes all kinds of docu-
mentation pertaining to process specifications, procedures, theories, and observations.
Orgaware It is the institution-embodied technology that is required to facilitate 
the effective integration of technoware, humanware, and infoware, and consists of 
management practices and linkages.

The effective use of these four components requires that certain conditions be 
satisfied; technoware needs operators, humanware needs motivation, infoware 
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Figure 47.1 Transformation process
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to labour input, keeping capital input fixed. Thus, a producer would never like to 
operate in these stages as one of the input contributes negative marginal product, 
implying that producer would never like to deploy such an input in these stages 
even if it is available free of cost.

table 9.2 			Output	of	number	of	pieces	for	a	single	unit	of	capital	employing	different	levels	of	 
labour per day

Capital Number of 

labourers

Capital 

labour 

ratio

Total product 

(TPL) number 

of job pieces

Average 

product of 

labour (APL)

Marginal 

product of 

labour (MPL)

Production 

stages

1 1 1 5 5.00 5

Stage I1 2 1:2 14 7.00 9

1 3 1:3 27 9.00 13

1 4 1:4 36 9.00 9

Stage II
1 5 1:5 41 8.20 5

1 6 1:6 45 7.50 4

1 7 1:7 47 6.71 2

1 8 1:8 47 5.87 0

Stage III1 9 1:9 45 5.00 −2

1 10 1:10 41 4.10 −4

table 9.3 			Output	of	number	of	pieces	for	single	unit	of	labour	employing	different	levels	of	 
capital per day

Capital Number of 

labourers

Capital 

labour 

ratio

Total product 

(TPL) number 

of job pieces

Average 

product of 

labour (APL)

Marginal 

product of 

labour (MPL)

Production 

stages

1/10 1 1/10 4.1 41 41

Stage I1/9 1 1/9 5.0 45 81

1/8 1 1/8 5.87 47 62.64

1/7 1 1/7 6.71 47 47.19

Stage II
1/6 1 1/6 7.50 45 33.18

1/5 1 1/5 8.20 41 21.00

1/4 1 1/4 9.00 36 16.00

1/3 1 1/3 9.00 27 0

Stage III1/2 1 1/2 7.00 14 –12

1 1 1 5.00 5 –4
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Rights view
The rights view focuses on the premise that individuals have basic rights that must 
be protected, irrespective of associated cost to the society or to the organization. 
The protection of individual’s rights is the main concern as per the rights view.

Justice view
The justice view is grounded in the idea that rules of organizational or societal 
existence must be imposed equitably to all. The focus is making a decision that is 
objective, without prejudice to emotions, and fair to everyone involved.

Business Ethics
Business ethics relate to true and honest practices that are adhered to in the 
conduct of business in various areas of operation, such as advertising, competition, 
public relations, social responsibilities, consumer liberty and independence, and 
behavioural attributes of a corporate entity in its operations in home country and 
abroad. Unethical practices leading to temporary business gains are becoming 
more and more prominent in the present context. Business houses attempt to gain 
competitive advantage to improve their profits by taking recourse to unethical acts, 

Coca-Cola’s	 operations	 in	 India	 have	 come	
under intense scrutiny as many communities are 
experiencing extreme water shortage, and con-
tamination in the groundwater and soil as a result 
of its bottling plant operations. It has also been 
alleged that due to the amount of water required 
to	produce	Coca-Cola,	ground	water	is	drying	up,	
forcing farmers to relocate. A public movement is 
emerging to hold the company accountable for 
wrong	actions.	The	state	of	Kerala	had	imposed	
a ban on its products and the matter is pending in 
the	Supreme	Court.	One	of	the	largest	Coca-Cola	
plants located in Plachimada has remained shut 
for	17	months	because	the	village	council	refused	
to renew its license, blaming the company for cre-
ating	pollution	and	water	shortage.	Some	other	
state governments have imposed partial bans on 
the product in schools, colleges, and hospitals.

There exists a widespread concern over the 
process	of	producing	 the	soft	drink.	 It	 is	 feared	

that	 the	water	used	to	produce	Coke	may	con-
tain unhealthy pesticides and other chemicals 
beyond	 permissible	 limits.	 In	 2003,	 the	 Centre	
for	 Science	 and	 Environment	 (CSE),	 a	 non-	
governmental	organization	in	New	Delhi,	claimed	
that	aerated	waters	produced	by	soft	drink	manu-
facturers in India, including multinational giants 
PepsiCo	and	Coca-Cola,	contains	toxins	includ-
ing	 lindane,	 DDT,	 etc.,	 that	 can	 cause	 cancer	
and	 a	 breakdown	 of	 the	 immune	 system.	The	
CSE	found	that	PepsiCo’s	Indian-produced	soft	
drink	products	had	36	times	and	Coca-Cola’s	30	
times the level of pesticide residues permitted 
under	European	Union	regulations.

Coca-Cola	 had	 taken	 a	 number	 of	 steps	
to overcome the adverse image among pub-
lic.	 Coca-Cola	 and	 PepsiCo	 are	 introducing	
healthy sodas fortified with vitamins and miner-
als as people are shifting away from usual car-
bonated	drinks.

Source:	Developed	on	the	basis	of	various	news	items	that	appeared	from	time	to	time	and	www.indiaresource.org/
campaigns/coke/2004/cokemehdiganj.html,	www.ens-newswire.com/,	etc.,	accessed	on	19	August	2007.

Coca-Cola
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the Book

Keywords All technical terms have 
been explained at the end of each 
chapter as keywords. This will help 
you retain all the new terms that you 
have learnt in the chapter. 

Exercises A series of concept review 
questions, critical thinking exercises 

as well as project assignments 
highlight the major topics covered in 

the chapter. The questions enhance 
learning and can be used for review 

and classroom discussion.

Summary The summary at the end 
of each chapter draws together the 
main concepts discussed within the 

chapter. This will help you reflect and 
evaluate important concepts. 
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SUMMARY

A	market	is	any	suitable	arrangement	in	which	the	
buyers	and	sellers	could	closely	interact	(	physically	
or	 otherwise)	 to	 arrive	 at	 exchange	 decisions.	
	Markets	are	classified	broadly	depending	upon	the	
importance	of	an	 individual	firm	 in	 relation	 to	 the	
entire	market	 and	 whether	 products	 placed	 in	
the	market	are	homogenous	or	not.

Pure	 competition	 is	 a	 market	 model	 in	 which	
there	are	a	 large	number	of	firms	having	homog-
enous	or	standardized	product.	They	can	enter	or	
exit	easily	and	have	perfect	knowledge	about	 the	
markets.	Pure	monopoly	exists	when	a	single	firm	
is the sole producer of a product for which there are 
no	close	substitutes.	In	an	oligopoly	market	situa-
tion, there are a few sellers and the decision of one 
affects	 the	other	because	of	 their	small	size.	 In	a	
pure	oligopoly	market,	firms	produce		homogeneous	

products,	whereas	in	a	differentiated	oligopoly	mar-
ket,	firms	produce	and	sell	differentiated	products.	
Monopolistic	 competition	 is	 a	 market	 situation	 in	
which	there	are	many	sellers	of	a	particular	product	
that	are	differentiated	in	some	way	or	the	other.	In	
this	market,	firms	may	enjoy	economic	profits,	that	
is,	over	and	above	normal	profits.	However,	in	case	
of	 free	 entry	 (as	 in	 pure	 competition),	 economic	
profits	will	be	zero	in	the	long	run.

A	clear	understanding	of	the	market	in	which	a	
firm	operates	 helps	 in	 taking	 objective	 decisions	
to	optimize	 the	firm’s	objectives	such	as	maximi-
zation	 of	 profit,	 maximization	 of	 output	 at	 least	
cost,	and	minimization	of	cost	of	production	for	a	
given	level	of	output.	The	strategies	of	pricing	and	
output	 that	need	 to	be	adopted	vary	with	market	
	conditions.

KEYWORDS

Differentiated oligopoly An	oligopoly	market	situ-
ation	wherein	 firms	produce	and	 sell	 differentiated	
products.
Economic profit Profits	over	and	above	normal	
profit,	that	is,	revenue	less	the	opportunity	cost	of	
inputs.
Market Any	 suitable	 arrangement	 in	 which	 the	
buyers and sellers can closely interact to arrive at 
exchange	decisions.
Market price A	 price	 where	 demand	 and	 supply	
curve	 intersect	 with	 each	 other	 indicating	 a	 match	
between	what	consumers	and	sellers	are	willing	to	do.
Market structure It refers to the relationship between 
buyers	and	sellers	and	the	special	features	of	a	market	
that	affect	the	demand	and	supply	forces.
Monopolistic competition A	 market	 situation	
having	many	sellers	of	a	particular	product	that	are	
differentiated	in	some	way	or	the	other.

Normal profit Profits	that	are	sufficient	to	sustain	
and	induce	a	seller	in	the	industry.
Oligopoly A	market	situation	having	few	sellers	
and having interdependency as the decision of 
one	affects	the	other	because	of	their	small	size.
Price discrimination The	act	of	charging	differ-
ent	prices	to	different	buyers	for	the	same		product.
Pure competition A	 market	 model	 in	 which	
there	 are	 a	 large	 number	 of	 firms	 having	 a	
homogenous	 product.	These	 firms	 can	 enter	 or	
exit	easily	and	have	perfect	knowledge	about	the	
markets.
Pure monopoly It	 exists	 when	 a	 single	 firm	 is	
the sole producer of a product for which there are 
no	close	substitutes.
Pure oligopoly In	an	oligopoly	market	situation	
firms	produce	homogeneous	products.

EXERCISES

Concept Review Questions
1.	 Define	market	and	market	structure.
2.	 What	are	the	broad	categories	in	which	markets	

are	classified?

3.	 The	 demand	 curve	 faced	 by	 each	 firm	 in	 per-
fect	competition	is	perfectly	elastic.	Explain	the	
	significance	 of	 this	 perfectly	 elastic	 demand	
curve?
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a	great	deal	to	fluctuation	in	the	GDP.	It	is	the	pri-
mary link through which interest rates and in turn 
monetary policy, affect the economy. Per capita 
GDP	or	GNP	is	calculated	by	dividing	a	country’s	
GDP or GNP by its population. It measures the well 

being	of	 the	average	person	better	 than	 the	 total	
GDP	or	GNP.	Economic	indicators	giving	rise	to	a	
particular	cyclical	behaviour	become	an	important	
factor to be analysed and understood by the busi-
ness entities for their sustained growth.

KEYWORDS

Consumption It relates to household spend-
ing on consumer goods—durable as well as 
	non-durable	and	on	services	in	a	given	time	period.
Exports Goods produced in the country and 
sold abroad.
Government expenditure Consumption of 
goods	and	services	and	gross	 investment	by	 the	
government.
Government transfer payments Payments 
towards	expenses	that	are	not	contributing	directly	
to the current year production. They are made for 
either	 goods	 or	 services	 that	 have	 already	 been	

rendered and, therefore, counted in the GDP in 
earlier years.
Gross domestic product (GDP) It is the total 
market	value	of	all	 final	goods	and	services	pro-
duced	within	a	given	period	by	factors	of		production	
located within a country.
Imports Goods produced abroad and sold in our 
country.
Investment Spending by firms and households 
in	the	economy	on	new	capital—plants,	equipment,	
inventory,	building,	residential	structures,	etc.
Macroeconomics It	deals	with	the	behaviour	of	
economy as a whole.

EXERCISES

Concept Review Questions
1.	 How	does	economic	activity	at	national	or	global	

level	affect	a	business	entity?	
2.	 Define	macroeconomics.	What	are	the	variables	

with	which	macroeconomics	deals	with?
3. Define gross domestic product (GDP). What 

are the two approaches by which GDP is mea-
sured?	What	precautions	need	to	be	used	while	
measuring	GDP?

4.	 Define	investment.	Differentiate	between	gross	
investment	 and	 net	 investment.	 In	 what	 way	
does	investment	contribute	to	growth	in	GDP?

5. Define the relationship between gross national 
product (GNP), net national product (NNP), 
national income, and disposable income.

6.	 In	what	way	does	inflation	affect	the	working	of	
a	business	entity?

Critical Thinking Question
Economic	growth	directly	affects	business	pros-
pects. Comment critically.

Project Assignments
1.	 The	 service	 sector	 in	 the	 Indian	 economy	 is	

growing at an accelerated rate. Collect data on 
the	share	of	primary,	secondary,	and	service	sec-
tors	in	the	total	GDP	for	the	last	five	years.	Inter-
pret	it	and	estimate	which	sector	is	going	to	have	
bright	prospects	in	the	coming	years	and	why?

2. Indian economy has been gaining a lot by 
export	earnings	 through	 the	software	 industry.	
What are the strengths of the Indian IT indus-
try?	 Collect	 details	 of	 foreign	 exchange	 earn-
ings	by	the	export	of	IT	products	during	the	last	
10 years. Analyse the same to comment on the 
future prospects of IT industry in India.

REFERENCES
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Boulding, Kenneth (1966), Economic Analysis, 4th 
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Chalmers, James Anderson (1971), Economic Prin-
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Chapter 11.indd   160 17/07/15   4:19 PM

150    ManageMent

SUMMARY

A	market	is	any	suitable	arrangement	in	which	the	
buyers	and	sellers	could	closely	interact	(	physically	
or	 otherwise)	 to	 arrive	 at	 exchange	 decisions.	
	Markets	are	classified	broadly	depending	upon	the	
importance	of	an	 individual	firm	 in	 relation	 to	 the	
entire	market	 and	 whether	 products	 placed	 in	
the	market	are	homogenous	or	not.

Pure	 competition	 is	 a	 market	 model	 in	 which	
there	are	a	 large	number	of	firms	having	homog-
enous	or	standardized	product.	They	can	enter	or	
exit	easily	and	have	perfect	knowledge	about	 the	
markets.	Pure	monopoly	exists	when	a	single	firm	
is the sole producer of a product for which there are 
no	close	substitutes.	In	an	oligopoly	market	situa-
tion, there are a few sellers and the decision of one 
affects	 the	other	because	of	 their	small	size.	 In	a	
pure	oligopoly	market,	firms	produce		homogeneous	

products,	whereas	in	a	differentiated	oligopoly	mar-
ket,	firms	produce	and	sell	differentiated	products.	
Monopolistic	 competition	 is	 a	 market	 situation	 in	
which	there	are	many	sellers	of	a	particular	product	
that	are	differentiated	in	some	way	or	the	other.	In	
this	market,	firms	may	enjoy	economic	profits,	that	
is,	over	and	above	normal	profits.	However,	in	case	
of	 free	 entry	 (as	 in	 pure	 competition),	 economic	
profits	will	be	zero	in	the	long	run.

A	clear	understanding	of	the	market	in	which	a	
firm	operates	 helps	 in	 taking	 objective	 decisions	
to	optimize	 the	firm’s	objectives	such	as	maximi-
zation	 of	 profit,	 maximization	 of	 output	 at	 least	
cost,	and	minimization	of	cost	of	production	for	a	
given	level	of	output.	The	strategies	of	pricing	and	
output	 that	need	 to	be	adopted	vary	with	market	
	conditions.

KEYWORDS

Differentiated oligopoly An	oligopoly	market	situ-
ation	wherein	 firms	produce	and	 sell	 differentiated	
products.
Economic profit Profits	over	and	above	normal	
profit,	that	is,	revenue	less	the	opportunity	cost	of	
inputs.
Market Any	 suitable	 arrangement	 in	 which	 the	
buyers and sellers can closely interact to arrive at 
exchange	decisions.
Market price A	 price	 where	 demand	 and	 supply	
curve	 intersect	 with	 each	 other	 indicating	 a	 match	
between	what	consumers	and	sellers	are	willing	to	do.
Market structure It refers to the relationship between 
buyers	and	sellers	and	the	special	features	of	a	market	
that	affect	the	demand	and	supply	forces.
Monopolistic competition A	 market	 situation	
having	many	sellers	of	a	particular	product	that	are	
differentiated	in	some	way	or	the	other.

Normal profit Profits	that	are	sufficient	to	sustain	
and	induce	a	seller	in	the	industry.
Oligopoly A	market	situation	having	few	sellers	
and having interdependency as the decision of 
one	affects	the	other	because	of	their	small	size.
Price discrimination The	act	of	charging	differ-
ent	prices	to	different	buyers	for	the	same		product.
Pure competition A	 market	 model	 in	 which	
there	 are	 a	 large	 number	 of	 firms	 having	 a	
homogenous	 product.	These	 firms	 can	 enter	 or	
exit	easily	and	have	perfect	knowledge	about	the	
markets.
Pure monopoly It	 exists	 when	 a	 single	 firm	 is	
the sole producer of a product for which there are 
no	close	substitutes.
Pure oligopoly In	an	oligopoly	market	situation	
firms	produce	homogeneous	products.

EXERCISES

Concept Review Questions
1.	 Define	market	and	market	structure.
2.	 What	are	the	broad	categories	in	which	markets	

are	classified?

3.	 The	 demand	 curve	 faced	 by	 each	 firm	 in	 per-
fect	competition	is	perfectly	elastic.	Explain	the	
	significance	 of	 this	 perfectly	 elastic	 demand	
curve?

Chapter 10.indd   150 16/07/15   6:58 PM

Management_Book.indb   5 15/03/16   1:05 PM

© Oxford University Press. All rights reserved.

Oxfo
rd 

Univ
ers

ity
 Pres

s



Companion Online Resources

Visit india.oup.com/orcs/9780199457588 to access 
both teaching and learning solutions online.

Online Resources
The following resources are available to support 
the faculty using this text:

For Faculty

• PowerPoint Slides
• Multiple Choice Questions

For Students

• Flashcard Glossary

 

 
 

Step 1: Getting Started 
 Go to india.oup.com 

Step 2: Browse quickly by 
 BASIC SEARCH 

o AUTHOR 
o TITLE 
o ISBN 

 ADVANCED SEARCH 
o KEYWORDS 
o AUTHOR 
o TITLE 
o SUBTITLE 
o PUBLICATION DATE 

Step 5: Sign in with your Oxford ID 

 

Step 3: Select title 
 Select Product 
 Select Online Resources 

 

Step 7: Fill in your details 
 Fill the detailed 

registration form with 
correct particulars. 

 Fields marked with ‘*’ 
in the form  are 
mandatory. 

 Update 

 

Step 4: View Resources 
 Click on “View all 

resources” 

 

Step 6: if you do not have an Oxford ID, register with us 

 

Step 8: Validation 
 We shall revert to you 

within 48 hours after 
verifying the details 
provided by you. Once 
validated, please login 
using your username 
and password and 
access the resources. 

Step 10: Visit us again 
 Go to india.oup.com 
 Sign in with Oxford ID 

Step 9: Confirmation 
 You will receive a 

confirmation on your 
email ID. 

Step 12: Download Resources 
 Click on the title 
 View online resources 
 Select resource type 
 Download the resource you require 

Step 11: Visit your licensed products 
 Go to “Resources” section 

 

Steps to register and access Online Resources 

Resources for instructors and students are developed to complement each textbook and vary from book to book. 

For any further queries, please write to us at HEMarketing.in@oup.com with your mobile number. 

Management_Book.indb   6 15/03/16   1:05 PM

© Oxford University Press. All rights reserved.

Oxfo
rd 

Univ
ers

ity
 Pres

s



Preface to the Second Edition

There are many authors who have contributed books that deal with ‘principles’ of management. 
Our motivation to write Principles of Management: Competencies, Processes, and Practices was to use 
an approach that emphasized the importance of both managerial and organizational functions 
in business. The book continues to provide a lucid coverage of the important aspects of 
management such as planning, organizing, leading, and controlling as well as organizational 
functions, such as finance, marketing, operations management, management information 
systems, strategy, and human resources. 

The second edition of the book has been updated and enriched with five new chapters. Part I 
now includes a new chapter on Management Control Systems; Part II has a new chapter on 
Security Analysis and Portfolio Management; Part IV has a chapter on Organizational Change 
and Development; and Part VII includes two new chapters on Online Social Media and Project 
Management, respectively. We have made an effort to keep the same approachable style of 
writing in these new chapters that characterized writing of the first edition of the book. We hope 
this edition will help the readers develop critical and evidence-based perspective about various 
principles, processes, and practices of management.

We received encouraging feedback from students and instructors who appreciated our 
efforts and confided in us that they consulted this book in their ‘hour of need’. The book 
was also accepted well by engineering students who were interested in having an overview of 
management. 

Key Features
•	 Describes several managerial and economic analytical tools 
•	 Provides chapter-end exercises to facilitate experiential learning, information gathering, and 

analysis
•	 Provides caselets and examples to explain the concepts
•	 Includes detailed sections on managerial competencies with separate chapters on motivation, 

team effectiveness, communication, conflict management, leadership, decision-making, 
emotional intelligence, stress management, and creativity and entrepreneurship

•	 Contains critical thinking questions to enable students to apply concepts to real-life situations 
and sharpen their learning

Online Resource Centre

For Instructors
•	 PowerPoint Slides
•	 Multiple Choice Questions for Assessment

For Students
•	 Flashcard Glossary
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viii    Preface to the Second edition

Coverage and Structure 
The first section on Management Functions and Business Environment distills management thought 
from various schools of management and discusses management functions in the context of 
business environment and society. The concept of planning and controlling as tools for effective 
management and organizational effectiveness is also elaborated in this section. 

The second section focuses on Economic and Financial Analysis. These two sections set the tone 
for the rest of the chapters. The chapters in the second section cover business and economic 
fundamentals, principles of production, markets, national income accounting, goals and 
functions of finance, financial statements, financial ratio analysis, and security analysis and 
portfolio management. The third section, Excelling through People, includes chapters on human 
resource management, job design, recruitment and selection, and training and development. 

In the fourth section Managerial Competencies, topics such as motivation, team effectiveness, 
communication, conflict management, leadership, decision-making, emotional intelligence, 
stress management, and creativity and entrepreneurship have been discussed. This new edition 
includes a new chapter on organizational change and development. 

The fifth section on Creating and Delivering Customer Value deals with the marketing function. 
It starts with a chapter on marketing research and goes on to describe marketing planning, 
designing marketing-mix, customer relationship management (CRM), advertising management, 
and brand management. 

The sixth section Quantitative Methods covers various quantitative tools such as statistical 
inference, forecasting and time series analysis, regression analysis, index numbers, and statistical 
quality control. 

The seventh section Operations and Technology Management is covered through chapters 
on production and operations management, supply chain management, Kaizen, Six Sigma, 
Japanese 5S practice, total quality management and technology management, information 
systems, and international management. This section now includes two new, topical, and 
therefore, important chapters on social media and project management. 

Given our experience in both academic and corporate world, we have emphasized a 
perspective that balances theory with practice. It is, therefore, hoped that the book will provide 
students with an inspirational approach to understand and appreciate the basic principles of 
management while sufficiently exposing them to the actual practices and processes.

We appreciate feedback from instructors and students in order to improvise the contents and 
structure of the book further. We gratefully acknowledge the constant help and suggestions that 
our family members, colleagues and students, and publisher Oxford University Press (OUP) 
provided during the course of getting this book to its second edition.

Every effort has been made to determine and contact copyright holders. In case of any 
omissions, the publisher will be pleased to make suitable acknowledgment in future editions.

Anil Bhat
Arya Kumar
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Preface to the First Edition

Management deals with getting things done for, with, and through people. It is an applied 
discipline and is practised like medicine, engineering, law, etc. Management is both an art 
as well as a science. It is the art of making people more effective than they would have been 
without a manager. Dealing with people is far from easy; nevertheless, it is the management’s 
responsibility to achieve and maintain an organization’s effectiveness. We have to remember 
that management, like any other skill, can be improved with proper understanding and practice.

Although the term ‘management’ originated sometime in the sixteenth century, as per the 
Oxford English Dictionary, it is only since the last two centuries that the discipline of management 
has been progressively enriched by insights of practitioners, engineers, philosophers, and 
academicians. The recent proliferation of management literature, self-help books, educational 
courses, and the iconic status of some business leaders in public consciousness indicates the 
current popularity of this discipline.

For most students, a postgraduate degree in management has become an aspiration after 
graduation. It is estimated that both in India as well as in the United States the number of annually 
graduating MBA students is in hundreds of thousands. This is not just a reflection of a passing 
infatuation with management, but the ground reality that modern societies cannot do without 
organizations and modern organizations cannot do without effective and efficient management.

The first management education programme was started at Harvard in 1908 and was followed 
by one at Massachusetts Institute of Technology (MIT) in 1925. These pioneering institutes 
used different pedagogies predominantly consisting of case methodology and quantitative 
analysis respectively. The American Assembly of Collegiate Schools of Business (AACSB) and 
the European Foundation for Management Development (EFMD) conducted a comprehensive 
review of management education and published a report titled Managers for the XXI Century. 
This report advocated the need for a more integrated management education incorporating a 
number of functional, quantitative, non-quantitative, and analytical fields including humanities 
and sciences. As per Mintzberg (2004), a foremost thought leader of management education, 
synthesis and not analysis is the essence of management.

Most of the popular textbooks on management essentials have been using an approach that 
emphasized managerial functions without relating these to organizational functions in sufficient 
detail. The combination of managerial, organizational, and interpersonal skills is extremely 
essential for a manager. It is our firm belief that the first course on management should not only 
excite students towards this discipline, the practice of which is going to play such an important 
role in their career, but it should also make them reflect and internalize certain skills and 
competencies by relating the concepts and techniques to their contemporary environment. 
Also, the first course should act both as a guide map for other core courses in a management 
programme, or even if it is to be a stand-alone course in an engineering programme, it should 
provide sufficient coverage to different functional areas of management.

The All India Council for Technical Education’s (AICTE) management education review 
committee in the year 2003 suggested that there was a need to emphasize context specificity in 

Management_Book.indb   9 15/03/16   1:05 PM

© Oxford University Press. All rights reserved.

Oxfo
rd 

Univ
ers

ity
 Pres

s



x    Preface to the firSt edition

the management curriculum in India. Thus, keeping in view the AICTE’s recommendations and 
the various aspects of management education discussed earlier, we have designed the textbook 
to break new ground by doing away with the singular approach that characterized many popular 
textbooks on the first course on management. We think as the textbook gives equal importance 
to rigour and relevance, it will meet the exacting requirements of management teachers and 
will be useful to practising managers as well.

About the Book
The structure, content, and the multi-perspective approach of Management—Principles, Processes, 
and Practices makes it distinctly unique. The content is balanced with a due focus on concepts and 
theory, and tools and applications. The contents are subordinated to the purpose of the book, 
which is to balance the treatment of the subject between its breadth and depth. An integrated 
approach that is comprehensive and jargon free has been adopted in the book.

The book discusses managerial functions, such as planning, organizing, leading, and controlling 
as well as organizational functions, such as finance, marketing, operations management, MIS, 
strategy, and human resources in detail. The whole exposition is divided into seven sections as 
under:

• Management functions and business environment
• Economic and financial analysis 
• Excelling through people
• Managerial competencies 
• Creating and delivering customer value 
• Quantitative methods 
• Operations and technology management 

Such a classification will help students to integrate and assimilate various areas as they relate 
to each other. Even a student undergoing a single, short-term course on management will be 
able to learn and appreciate various aspects of managerial functions in different organizational 
areas. The book has a section dealing with managerial competencies that includes chapters 
on motivation, team effectiveness, communication, conflict management, leadership, decision 
making, emotional intelligence, stress management, and creativity and entrepreneurship.

The coverage of different management theories includes not only contemporary approaches, 
such as TQM, learning organization, and chaos theory, but also Indian and Japanese management 
approaches. The first section titled ‘Management Functions and Business Environment’ is written 
with a view to give students an excellent exposition of managerial functions in the context of 
an organization’s internal environment as well as the external business environment. It focuses 
on the generic nature of managerial functions and the universal appeal of management as 
a discipline. This section has chapters on planning and organizational effectiveness as well 
because of their added importance.

Pedagogical Features
The various pedagogical features of the text are:

• Learning objectives before each chapter highlight major learning insights.
• End-chapter exercises such as critical review questions will enable the students to reflect on 

various issues.
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Preface to the firSt edition     xi

• Special care has been taken to streamline the flow of the content.
• Caselets and examples provided in the chapters have an Indian context to make the subject 

matter interesting and relevant. 
• Each chapter has a project assignment for the student that will facilitate experiential learning, 

information gathering, and analysis.
• The book gives a description of many managerial and economic analytical tools. 
• The key terms introduced in a chapter are provided after the summary section of each chapter. 
• References are provided in each chapter for an advanced learner.

Given our experience in both the academic as well as corporate world, we have emphasized a 
perspective that balances theory with practice. It is, therefore, hoped that the book will provide 
students with a refreshing approach to the basic principles of management while sufficiently 
exposing them to the actual practices and processes.
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1
Essentials of Management

Learning Objectives

After studying this chapter, you 
will be able to:
•	Appreciate	role	of	organizations	

for quality of life in modern 
societies

•	comprehend the generic 
functions of management

•	understand what is meant by 
policies, procedures, methods, 
and strategies

•	understand different dimensions 
of	organizational	structure

•	understand the function of 
leading

•	understand controlling function
•	understand managerial roles 

and competencies

INTRODUCTION

Modern human is an organization’s person. He expects 
organizations to fulfil his needs, provide employment, and 
even looks towards them for personal fulfilment, status, and 
achievement. The socio-economic landscape of modern soci-
eties is dominated by various types of organizations—both 
business enterprises and non-profit institutions.  Herbert 
Simon (1991), the famous Nobel laureate, once questioned 
the use of the term ‘market economy’ and suggested that 
ubiquity of organizations demanded that term to be 
more appropriately replaced by ‘organizational economy’. 
Ghoshal and Moran (2005) gave an empirical support for 
the positive association between prosperity of an economy 
and the role of companies operating in that economy 
by plotting the number of Fortune 500 companies per 
100 million working population and gross domestic product 
(GDP) per capita for different countries. According to him, 
companies are able to engender resource combination and 
exchange, that is, value creation in a manner that markets 
alone cannot. In addition, companies have some distinct 
advantage over markets in terms of their capacity for 
creating value through sharing, transferring, synthesizing, 
and creating knowledge, the most valuable of all resources.

It follows then that organizations are specific organs 
of our modern society whose purpose is to create value 
and thus enrich the quality of life of people. From this 
perspective, they are almost indispensable. Various kinds 
of organizations are engaged in delivering goods and 
services to billions of people around the world. They work 
in different sectors such as education, health, transport, 
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4    PrinciPleS of ManageMent

communication, and consumer goods. These organizations have become very large 
with a few generating revenues larger than the GDP of certain countries. In this era 
of globalization many of these organizations are actually transnational corporations. 
They have also grown very complex in terms of their tasks and processes as well 
as number of employees with different skills, expertise, and diverse cultural back-
grounds. These conglomerates not only have varied employees, but their other 
stakeholders such as customers, shareholders, communities, suppliers, and strategic 
partners too are spread across the globe. Such a scale demands compliance with 
different regulatory regimes in different countries. Hence, these organizations need 
a greater level of coordination to attain their organizational goals in an effective 
and efficient manner. As the famous management guru Peter Drucker (1974) puts 
it, efficiency refers to ‘doing things right’ and effectiveness refers to ‘doing the right 
thing’. Effectiveness is the key to an organization’s success and this is achieved by 
setting right organizational goals. No amount of efficiency can make up for lack of 
effectiveness. Efficiency is concerned with getting the most output out of least input 
of scarce resources of the organization, whether it is capital, human resource, plant 
and machinery, or information resources.

ESSENCE OF MANAGEMENT

What is that process that drives an organization towards its performance? What 
is that specific organ of an organization that has the responsibility for delivering 
the results consistently? Who has the authority to plan, organize, lead, and control 
different organizational activities so that the organization attains it goals? And lastly, 
what is that discipline, that body of organized knowledge, which deals with getting 
things done for, with and through people? It is management. Unfortunately, the 
word management is used interchangeably for all the aforementioned purposes. 
Additionally, as management is an applied discipline and is practised like other 
disciplines such as medicine, engineering, and law, it is also a profession or a career.

The term management is of sixteenth century vintage as per the Oxford English 
Dictionary, but mankind has been using the knowledge of getting projects (wars, 
irrigation projects, roads and buildings, etc.) accomplished since historical times. 
It is only for the last two centuries that the discipline of management has been 
progressively enriched by insights of practitioners, engineers, philosophers, and 
academicians. The recent deluge of advertising in public media, proliferation of 
management literature, self-help books, educational courses, and pop books on 
management as well as iconic status of some of the business leaders in public 
consciousness indicates its current popularity. For most students, a post graduate 
degree in management has become an aspirational degree after graduation. It is 
estimated that both in India as well as in the United States the number of annually 
graduating MBA students is more than the combined strength of students who 
finish their engineering, medicine, and law degrees. This does not reflect just 
a passing infatuation with management but the ground reality that modern 
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eSSentialS of ManageMent     5

societies cannot do without organizations and modern organizations cannot do 
without effective and efficient management. It also hints at the universality of 
management. The next section seeks to explore and capture the generic functions 
of management.

What is management? What do managers do? The American Management Asso-
ciation defines management as ‘the process of getting work done through people’. 
L.F. Urwick (1970) writes that knowledge about managing must break down into 
two categories—knowledge about work; and knowledge about employees.

He further states that knowledge about work breaks down into essentially—
(1) knowledge about the tasks that individuals are asked to perform; and (2) knowledge 
about the relationships between the tasks that members of a group perform. Similarly, 
knowledge about people can be divided into—(1) knowledge about the behaviour 
of individuals; and (2) knowledge about the behaviour of individual persons as 
influenced by their membership of groups of all kinds and the degree of impact of 
that membership on individuals.

This categorization explains as to why management is both an art as well as a 
science. It is the art of making people more effective than they would have been 
without a manager. The science is in how a manager does this. Use of statistically 
validated theories and techniques already available constitutes the scientific aspect 
of management. However, humans are very complex and situations and contexts 
change. Science has not figured it all out, nor will it ever be able to. Wise managers 
combine the best previously developed theories or techniques with their own 
moment-to-moment study of the specifics of the personalities that they actually have 
to deal with in their management situations. That is the art aspect of management. 
Management, like medicine, is an applied art and its successful practice depends 
on applying to specific cases the knowledge derived from a whole series of under-
lying disciplines, ranging from operations research to psychology to cultural 
anthropology. As the underlying disciplines are at varying degree of sophistication 
in their development as sciences, management can never aspire to be completely a 
science. Dealing with people is far from easy. Nevertheless, it is the management’s 
responsibility to achieve and maintain a business organization’s effectiveness. 
However, if done successfully, it can be a very rewarding experience. We have to 
remember that management, like any other skill, is something that one can improve 
at with study and practice.

GENERIC FUNCTIONS OF MANAGEMENT

Traditionally, management includes the following generic functions—planning, 
organizing, leading, and controlling. These classical management functions were 
first stated by a French industrialist Henri Fayol (1967) at the beginning of the last 
century and were later elaborated by British management consultant Lyndall Urwick 
(1970). However, there has been a controversy about this universalistic approach, 
the best known critic being Henri Mintzberg (1975), a professor at McGill University,  
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6    PrinciPleS of ManageMent

who has described the functions of Fayol and others as ‘folklore’ as these formu-
lations are not supported by the evidence of research. He has proposed a role theory 
of managerial work as an alternative to the work of the classical writers. Mintzberg’s 
theory was largely developed from his study of five chief executive officers and, as 
some researchers contend, was developed on the basis of the questionable practice 
of not going beyond the observable activities themselves.

Harold Koontz (1980) from University of California, whose textbook first pop-
ularized the managerial functions approach, thinks that the question of what man-
agers do day-by-day is secondary to what will be more useful for classification of 
management knowledge. He states that functional approach permits us to look at 
the basic aspects of management, which have a high degree of universality across 
different contexts. Typically, managerial jobs are characterized by variety, fragmenta-
tion, and brevity, and oral communication with a wide variety of people both inside 
and outside the organization. Managerial work is largely cerebral and may not be 
directly observable. As will be clear from the matrix in Fig. 1.1, these managerial 
functions are differentiated from the different organizational functions or organi-
zational areas, namely marketing, finance, operations, human resource, strategy, 
management information systems, etc. This matrix provides the framework of man-
agement fabric whose pigeon holes can be used to categorize managerial knowl-
edge about managerial concepts, theories, levels, roles, tasks, activities, techniques, 
methodologies, skills, and competencies.

We will now discuss generic managerial functions of planning, organizing, 
leading, and controlling in some detail before turning our attention to the descrip-
tion of managerial roles as described by Mintzberg. Further, to carry out these 
roles productively, managers must possess certain skills, traits, and competencies. 
A detailed exploration of these concepts will be carried out in the later chapters.

figure 1.1 Managerial functions’ matrix

Management
functions

OperationsOrganization
functions

Human
resources

Strategy

Planning

Organizing

Leading

Controlling

Management
information

systems
(MIS)

FinanceMarketing
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eSSentialS of ManageMent     7

Planning
It has become a cliché that good management starts with good planning. The pro-
cess of planning includes identification of organizational objectives and selec-
tion of policies, procedures, and methods designed to lead to the attainment of 
these objectives. Essentially it is about selecting goals and objectives and also the 
means of accomplishing them. A manager will never succeed without a plan. If a 
manager happens to make it to the goal, it will have been by luck or chance and 
the results will not be replicable. Such managers will never have a track record of 
 accomplishments.

The first step in planning is setting organizational objectives. This process has 
been studied by both economists and management theorists in some detail in terms 
of a firm as a whole as well as from the perspective of groups of people interested 
in the performance of the firm. It stands to reason that people associate themselves 
with an organization to satisfy their own objectives. These groups can be catego-
rized as internal groups comprising owners, managers, and employees and external 
groups comprising suppliers, customers, and the government. If only the economic 
objectives of the inside groups are considered, then the objectives of the owners, 
managers, and employees would be profits, salaries, and wages, respectively. Simi-
larly suppliers are interested in the organization’s sales revenue, customers look to 
the firm as a source of value-laden quality goods and services, and the government 
is interested in tax revenue and employment generation.

All of these groups though have to contribute to the firm in return of the benefits 
received from the firm. Owners contribute capital, employees their services, and 
suppliers raw material. Further, each of these groups may view itself competing with 
other groups for the economic gains generated by the firm’s activities. Therefore, 
employees may feel that owners gain more profits at the cost of their wages or 
suppliers may feel that their bills are cleared after much delay though the firm 
may be cash-rich. Hence, one of the most important tasks of the management is to 
allocate resources in such a way that the competing interests of these stakeholders are 
properly taken care of. Otherwise, the effectiveness of the firm may be jeopardized. 
Apart from considering the interests of these competing stakeholders, there 
should be an organizational objective that would provide an overall direction for 
the firm’s activities in the long run. Considering profit as the universal objective of 
organizations, though convenient, has two principal disadvantages—one that we may 
be confusing the primary goal of all organizations with the goals of a specific group 
that of owners; and the second that the profit objective cannot be readily applied 
to non-profit institutions. Certain management thinkers have instead focused on 
organizational survival and growth as the primary objective of organizations.

This perspective, that all organizations have the common objective of survival 
and growth, may not be applicable to a firm functioning as a sole proprietorship 
or partnership as the firm legally ceases to exist with the death of the owner or 
co-owner. Management guru Peter Drucker (1955) has suggested that every firm 
or organization exists to create something of economic value. This value is created 

Management_Book.indb   7 15/03/16   1:06 PM

© Oxford University Press. All rights reserved.

Oxfo
rd 

Univ
ers

ity
 Pres

s



8    PrinciPleS of ManageMent

from the perspective of the customer as he is the one who provides the funds used 
to finance the activities of the organization as well as to pay all the stakeholders. 
Hence, the ultimate objective of a firm may be considered as the production of 
goods and/or services.

Flowing from this perspective of ultimate objective of a firm, management by 
objectives (MBO) a management system first put forth by Peter Drucker (1974) 
envisages the need to create a hierarchy of compatible objectives within an orga-
nization. These objectives then identify the economic contribution of each part of 
the organization in measurable terms. The divisions, units, or departments of a firm 
do not produce completed products or services in isolation; instead, all of them 
contribute towards producing economic value. The philosophy of MBO requires 
that for several organizational levels, a hierarchy of objectives be identified and 
these objectives be specified in the form of measurable goals.

It should be borne in mind that the ultimate objective of an organization as an 
entity is the creation of economic value in the form of products and services and 
the MBO perspective is a structured and coordinated way of achieving the same. 
The MBO rests on four elements—goal specificity, participative decision-making, an 
explicit time period, and performance feedback. The empirical evidence available 
suggests that this system helps increase productivity but only in times of stability 
and it runs into rough weather when the environment is dynamic. In addition, if 
MBO is viewed as a casual annual exercise of paperwork then obviously it is not 
worth the effort because the spirit of this management system is missed. As personal 
commitment to the goals of an operating unit makes it more likely that goals of 
the unit will be accomplished, participation of employees in defining these goals 
is typically encouraged. The employees are rewarded to the extent these objectives 
have been objectively accomplished than on some other subjective criterion such as 
traits or personality types.

After the organizational objectives have been identified, planning is concerned 
with the appropriate policies, procedures, and methods necessary to achieve overall 
organizational objectives. Policies are general statements that serve as guidelines by 
which these objectives are to be attained. These may be basic or general or these 
may govern any specific organizational functional area such as human resource, 
and marketing. Procedures are more specific and structured as these enumerate the 
chronological sequence of steps to be taken in order to accomplish an objective 
while a method specifies how one step of the procedure is to be performed. For 
example, a broad recruitment policy may specify an annual recruitment of students 
from top management institutions to replenish managerial assets of a company while 
a recruitment procedure will specify the steps for such a process—from applying to 
interviewing to selection. The method of interviewing the potential management 
trainee may also be specified.

Decision-making is a part of the planning process and is concerned with select-
ing a course of action from a set of alternatives, obviously using some criterion. 
Some authors consider decision-making as the essence of management. Generating 
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eSSentialS of ManageMent     9

 alternatives or courses of action is a creative and non-linear process while evaluating 
these alternatives is relatively straightforward, given that a criterion exists.

Environmental factors
Planning is done under the constraints of environmental factors, namely politico-
legal, economic, sociocultural, and technological (PEST). A strategy is a plan or  a 
specific course of action that can be taken to achieve an organization’s goal in the 
context of competitive environment. It usually signifies a long-term plan as the allo-
cation of resources cannot be reversed easily during short-term planning. Strategic 
plans pro vide a wider scope to retain flexibility while the operational plans are often 
stated in finer detail. Chandler (1962) defines strategy as the determination of the 
basic long-term goals and objectives of an enterprise, and the adoption of courses of 
action and the allocation of resources necessary for carrying out these goals. Strategic 
plans are distinguished whether these are made at corporate-level, business-unit 
level, or at functional level. Michael Porter (1980), a highly respected author and 
professor of corporate strategy at Harvard business school, thinks that organizations 
may pursue one of the three generic strategies at business level—(1) differentiation 
strategy that seeks to differentiate organization’s goods and services from competitors; 
(2) leadership strategy that attempts to reduce costs of the organization below the 
costs of the competing firms; and (3) focus strategy that tries to concentrate the 
organization’s focus on a specific target segment or specific market. At the corporate 
level integration, diversification and merger/acquisition strategies are possible for 
a growth oriented firm. SWOT analysis explains how through an analysis, strategies 
may be crafted to exploit an organization’s strengths (internal core competencies) and 
avoiding weaknesses (internal) vis-à-vis opportunities and threats (in the environment).

In a nutshell, managers need to figure out their goals. Next, they should figure 
out the best way to get there. What resources does one have? What can one get? They 
need to compare strengths and weaknesses of individuals and other resources. Will 
putting five workers on a task that takes fifteen hours cost less than renting a machine 
that can do the same task with one worker in six hours? If the manager changes the 
early shift by an hour, can they handle the early evening rush and eliminate the 
need to hire an extra person for the second shift? All the probable scenarios should 
be evaluated and planned for. The worst possible scenario should also be figured 
out and planned for. After evaluating different plans managers should use their best 
judgement to select a plan that will work. One of the management planning tools, 
which is most often overlooked but is very effective, is employee feedback.

Organizing
The relatively abstract exercise of planning must next be translated into reality by 
specifying tasks and jobs, by grouping people into units or departments, by deciding 
where decisions will be made, and by specifying the reporting structure. This is the 
managerial function known as organizing. Organizing as per Koontz (1972) is about 
designing an intentional structure of roles for people to fill. An organizational role 
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10    PrinciPleS of ManageMent

should incorporate major responsibility and tasks as well as necessary authority for 
achieving the objectives.

Like the term management, there is some ambivalence in using the term organiza-
tion. A search for its definition on the Internet turns up some interesting semantic 
variations, namely an arrangement, a group, well-organized systems, admin istration, 
result of distributing persons, consisting of an act of forming something, and the act 
of organizing a business. This ambiguity has been seen to cause considerable confu-
sion in the development of management theory as per Koontz (1961) in his now 
famous classic article, ‘The Management Theory Jungle’. Urwick (1970) thinks that 
the term organization is used to mean the structure of positions or posts into which 
the total activities necessary to any human system of collaboration are subdivided as 
well as, when preceded by an article (an, or, the), it is used to mean a system of human 
collaboration regarded as a whole. March and Simon (1958) even refused to define 
the exact term organization and instead took it as an empirical phenomenon, which 
like many phenomena of the world defy neat categorization. Some organization theo-
rists have defined organizations as the patterned activities of individual members. 
Katz and Kahn (1966) contend that these activities are the organization, for in their 
absence, the organization ceases to exist. This sounds like a very abstract concept of 
an organization.

A formal organization structure is important from the perspective of effecting 
a change, as changing attitudes, motives, or goals of people is relatively difficult. 
Organizational structure is the pattern of relationships that exists between various 
positions. A description of relationship between and among different levels in an 
organization is referred to as the scalar process. The most frequent structure is the 
hierarchical structure, which consists of a vertical dimension of differentiated levels 
of authority and responsibility and a horizontal dimension of differentiated units 
(termed as departmentation). An organigram is the pictorial representation of this 
hierarchy.
Departmentation It can be defined as grouping of activities at any level. Several 
different bases for grouping of activities can be used. Departmentation based on 
numbers is useful for undifferentiated manpower but the complexity of organi-
zations in modern times necessitates the use of specialized manpower. Hence, 
departmentation on the basis of function is more appropriate (whether finance, 
marketing, production, etc.). Departmentation can be also on the basis of prod-
uct line, territory, customer type, or process depending upon the appropriate-
ness to achieve results productively. Grouping of activities into different groups 
makes intra-group coordination possible, though at the expense of inter-group 
 coordination.

Peter Drucker (1974) states that in designing the building blocks of an organi-
zation the following four questions have to be answered by the organizer:

 1. What should the units of the organization be?
 2. What components should join together, and what components should be 

kept apart?
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eSSentialS of ManageMent     11

 3. What size and shape pertain to different components?
 4. What is the appropriate placement and relationship of different units?

Further he states that organizing is not just assembling of activities and func-
tions, as that would be just a mechanical exercise, which is contrary to the required 
attribute of that of adaptation (i.e., organic nature). While organizing, the desired 
results should always be kept in mind. Drucker feels that key activities and values 
should play a major role in the design of an organization’s structure. He concurs 
with Chandler (1962) that strategy should determine structure and not vice-versa, 
and thinks that a business should always review its organization structure when 
its strategy changes. The management guru then gives a prescription that while 
designing the structure of an organization, it should be kept in mind that key activi-
ties should not be subordinated to non-key activities, revenue-producing activities 
should never be subordinated to non-revenue producing activities, and finally, sup-
port activities should not be mixed with revenue-producing and result-contributory 
activities.
Span of control After departmentation, the concept of ‘span of control’ is impor-
tant for understanding organizational structure. Span of control refers to the 
number of subordinates a manager supervises. The number of subordinates that a 
manager can effectively supervise is not a constant but varies as per their abilities, 
complexity of tasks, and the kind of interaction required. Larger span of control 
generally reduces the number of hierarchical levels in an organization thus, produc-
ing a flatter organization.
Line and staff relationships Another element of organization structure is line and 
staff relationships. Line refers to chain of command or line of authority that extends 
from top to bottom of an organization. As modern organizations are complex enti-
ties, the line is augmented by advisory or staff departments. In a manufacturing 
concern, production, marketing, and finance are typically considered to be line 
activities, whereas design, purchase, or personnel are examples of staff activities. 
Line activities in an organization are directly concerned with attaining the goals 
of the organization, whereas the function of staff activities is to facilitate and help 
attain objectives through improved productivity of line activities.

Authority flows down the vertical hierarchy and is not actually vested in people 
but in organizational positions. As per Bernard (1962), a manager has authority 
only if subordinates chose to follow his commands. The other side of authority is 
responsibility and in fact, managers are given authority in consonance with their 
responsibility. Many managers confuse authority with power. Managers may some-
times delegate their authority to subordinates for carrying out their responsibilities 
effectively. The greatest barrier to delegation is the fear that the subordinate will not 
do the job properly.

Centralization is the concentration of authority at the top, whereas decentraliza-
tion is delegation of authority to the lower level. What prompts an organization 
to centralize or decentralize its structure? Centralized organizations encourage 
close supervision of subordinates at every level in order to ensure compliance of 
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12    PrinciPleS of ManageMent

established policies, procedures, and methods, whereas in decentralized organiza-
tions operating decisions are pushed down to the lowest level possible in order 
to empower employees, train and motivate them, and increase the span of con-
trol. Increase in the span of control leads to a flatter organization. Delegation of 
decision-making power down the chain of command is termed as vertical decen-
tralization, whereas shift of power from line managers to staff managers is termed 
as horizontal decentralization. Centralization and decentralization should not be 
treated as absolutes but rather as two ends of a continuum.
Contingency view Another view, the contingency view of organization design, con-
siders an optimal organization design to be an outcome of four situational factors, 
namely technology, size, environment, and organizational life cycle. Virtual orga-
nizations, learning organizations, transnational organizations, and team organiza-
tions are some of the emerging organizational forms that have attracted attention 
in modern times. In a nutshell, after finalizing the plan, the next stage is the imple-
mentation of that plan.

Leading
After the management has made plans, organized work, created a structure, and hired 
the right people, the role of leading becomes important. Leading is motivating the 
members of an organization towards attaining organizational goals. It is like conduct-
ing an orchestra. Although all players (workers) in the orchestra have the music sheet 
(the plan) in front of them and they know which section (department) is playing 
which piece and when, it is the conductor (manager–leader) who indicates cues for 
each section to make the music happen. Undeniably, leadership is a very critical part 
of the overall managerial process. Effective leadership is about influencing an indi-
vidual, group, or team so that organizational objectives are met successfully.  Managers 
lead in an attempt to persuade others to join them in pursuit of organizational goals 
that emerge from planning and organizing steps. Leading involves  mastery over 
 various skills, namely motivation, leadership, teamwork, communication, negotiation, 
and conflict resolution.
Motivation It is a driver of human behaviour. The managerial process of moti-
vating uses knowledge from different motivation theories in an attempt to influ-
ence employees. Motivation theories differ in what they emphasize (in substance 
or content). Need theory and equity theory deal with people’s various needs and 
whether they are satisfied or dissatisfied in terms of the fulfilment of these needs 
in organizational context. Reinforcement theory deals with how the consequences 
of a specific behaviour affect its repetitive occurrence. Expectancy theory details 
the process by which people choose from among alternative actions based on their 
expectation of what do they gain from each of their behaviours. Goal-setting the-
ory focuses on the process of setting goals and how the goals themselves affect 
motivation.
Leadership approaches Leadership has been studied extensively under three 
approaches. The trait theory of leadership examined leaders and identified few 
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eSSentialS of ManageMent     13

 common traits of empathy, intelligence, self-confidence, and a vast domain of traits 
that are not universal. The behavioural approach focused on leadership styles and their 
efficacy, the styles being task-oriented or person-oriented. The contingency approach 
sought to identify appropriate leadership styles on the basis of the situation. Basi-
cally all the approaches to leadership described earlier are transactional theories 
of leadership, that is, about leaders who motivate their followers in the direction of 
established goals by clarifying role and task requirements. However, there is another 
type of leader who inspires followers to transcend their own self-interest for the 
good of the organization—the transformational leader. The latest approaches have 
focused on these transformational, visionary, and charismatic leaders.

Work teams are groups whose members possess complementary skills and work 
synergistically towards a specific common goal. The group behaviour is influenced 
by factors such as roles, norms, conformity, size, and cohesiveness. The teams could 
be problem-solving, self-managing, cross-functional, or even virtual. Effective lead-
ers need to lead the teams while they go through forming, storming, norming, per-
forming, and adjourning stages through their communication, negotiation, and 
conflict resolution skills.

During norming stage there will be conflict about who will control the group, 
but at the completion of this stage the leadership hierarchy will be clear within the 
group. From the norming stage the group moves to the performing stage when it 
gets down to perform the task at hand. In the adjourning stage the group prepares 
for its disbandment by wrapping up the activities after having completed its mandate.

Controlling
Controlling is the last of the managerial functions that helps managers to keep track 
of the progress and monitor the effectiveness of planning, organizing, and leading. 
A manager needs to supervise whether everything is going according to the plan. 
When it is not going according to the plan, the manager needs to step in and adjust 
the plan, just as the orchestra conductor will adjust the tempo. This is an iterative 
process. When something is out of sync, a manager needs to plan a fix, organize the 
resources to make it work, lead the people who will make it happen, and continue 
to monitor the effect of the change. A properly designed control system can help 
managers anticipate, monitor, and respond to the changing environment.

Controlling provides the critical link back to planning and is an ongoing process, 
which has three steps—(1) measurement of actual performance; (2) comparing 
actual performance against the standard; and (3) taking managerial action to cor-
rect any deviations. What is sought to be controlled is the performance of people, 
processes, or organization. This is accomplished through feed-forward, concurrent, 
or feed-back controls depending upon whether the managers implement the con-
trols before, during, or after the activity has been completed, respectively. Traditional 
financial controls are based on liquidity, leverage, activity, and profitability ratios. 
Managers are now increasingly using economic value added (EVA) and market value 
added (MVA) methods that are based on economic value created. A new approach 
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14    PrinciPleS of ManageMent

   Interpersonal Roles   
		•		 		Figurehead	role	means	acting	as	a	sym
bolic	head	at	ceremonies	as	well	as	receiv
ing visitors.   

		•		 		Leader	role	indicates	all	those	activities	that	
are directed at subordinates to infl uence 
them and motivate them.   

		•		 		Liaison	role	means	establishing	a	network	
of contacts both within and with outsiders.    

   Informational Roles   
		•		 		Monitor	role	is	about	collecting	inside	and	

outside information.   
		•		 		Disseminator	role	is	about	transmitting	the	

relevant information to subordinates.   
		•		 		Spokesperson	role	is	transmitting	informa

tion to outsiders.    

   Decisional Roles   
		•		 		Entrepreneur	role	 is	about	 initiating	new	

projects.   

		•		 		Disturbance	handler	role	is	the	role	of	making	
shortterm	and	 longterm	adjustments	to	
maintain	organizational	equilibrium.			

		•		 		Resource	allocator	 role	 is	controlling	al
location of resources.   

		•		 		Negotiator	role	is	negotiating	with	outsiders.				

   Management Skills  
  To perform management functions and assume 
multiple roles, managers must master three 
kinds	of	skills:		

   Technical skills : Managers must be able to use 
the processes, practices, techniques, and tools 
of a specialty area.  

   Conceptual skills : Managers must possess the 
capacity to develop ideas, understand abstract 
relationships, and solve problems.  

   Human skills : Managers must display the  ability 
to interact and communicate with people to gain 
cooperation.  

  Exhibit 1.1    Managerial roles and skills  

by the nomenclature of ‘balance scorecard’ methodology has been developed that 
 measures customer, internal process, and people/innovation/growth assets along 
with fi nancial performance. Organizations are also using benchmarks (i.e., best prac-
tices of superior performing companies) as standards of excellence against which to 
measure and compare. Sometimes the standard itself may require to be changed.     

MANAGEMENT ROLES  

  To meet the many demands placed on managers as they carry out managerial func-
tions described earlier and interact with workers and the external environment, man-
agers take on numerous roles, that is, an organized set of behaviours belonging to 
an organizational position. The manager’s universe includes pleasing customers by 
meeting or exceeding customers’ needs and expectations, providing leadership, act-
ing ethically, valuing diversity in his employees, and coping with global challenges. 
Henri Mintzberg ( 1975 ) categorized all the activities of managers after these were 
empirically captured, into three basic behaviours—interpersonal contact, informa-
tion processing, and decision-making. Ten roles in all were chosen to describe all the 
activities observed by him during the study. In handling interpersonal relationships, 
managers adopt the three interpersonal roles of fi gurehead, leader, and liaison. In 
handling information, managers assume the three informational roles of monitor, 
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disseminator, and spokesperson. In handling decisions, managers take on the four 
decisional roles of entrepreneur, disturbance handler, resource allocator, and nego-
tiator. A few studies such as by McCall and Segrist (1980) attempted to test validity 
of Mintzberg’s classification of roles in actual operating situations and found that 
activities in certain roles overlapped too much to be considered separate (for exam-
ple, figurehead, disseminator, disturbance handler, and negotiator roles). We have 
to also bear in mind that managerial work is cerebral and is not, to a large extent, 
directly observable. Managers rarely reflect on the demands of their jobs as a neatly 
organized set of roles but more so as a chaotic, fragmented, and time-pressed flow of 
activities. Exhibit 1.1 illustrates managerial roles and skills.

LEVELS OF MANAGEMENT

Managers can be described by the functional areas in which they perform and the 
level at which they perform. Although all managers perform the same basic func-
tions, the extent to which they perform these universal activities varies with levels 
in the management hierarchy. Top management, consisting of the chief executive 
officer and the vice-presidents, is responsible for the overall management of the 
organization and directs its relations with the external environment. These manag-
ers need conceptual skills the most. Top managers spend most of their day (over 
75 per cent) planning and leading. Middle management consists of all managers 
below vice-presidents but above supervisors. Middle managers are responsible for 
setting objectives that are in line with top management’s goals and further translate 
them into plans for first-line managers to implement. These managers need a blend 
of all three skill sets. First line management consists of supervisors, team leaders, 
team facilitators, supervisors, and directs the actual work of the organization at the 
operating level. These managers need technical skills the most. Functional manag-
ers can also be identified by the areas or functions of the organization for which 
they are responsible, such as marketing, finance, operations, and human resources.

SUMMARY

Managers	allocate	and	monitor	the	use	of	organiza
tional resources in the form of information, material, 
money, and people. Managers collectively consti
tute	an	organization’s	management	team	that	sets	
and achieves goals through the management func
tions of planning, staffing, leading, and controlling.

Managers have two main jobs—running a busi
ness	and	building	an	organization.	Managers	have	
different roles to perform and require a mix of con
ceptual	skills,	technical	skills,	and	human	skills	for	
different level positions.

Organizations	are	created	by	managers	to	meet	
stated	goals.	Managers	make	sure	 that	everyone	
shares and delivers a common set of values. Orga
nizations	 exist	 everywhere	 as	 a	 means	 for	 indi
viduals, groups, and societies to meet their needs. 
Managers	transform	organizations	into	viable	enti
ties through leadership.

All managers perform the same basic manage
ment	functions—planning,	organizing,	leading,	and	 
controlling.
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16    PrinciPles of ManageMent

KEYWORDS

Controlling It is the process of checking results 
against plans and taking corrective action as needed 
to reduce deviations from previously set guidelines.
Effectiveness It means ‘doing the right thing’ 
and is measured in terms of goal attainment.
Efficiency It means ‘doing things right’ and is 
measured as a ratio of output to input.
Generic managerial functions These are the 
universal functions of planning, organizing, leading, 
and controlling.
Leading The process of guiding and stimulating 
individuals and groups to achieve organizational 
goals within a supportive environment.
Managerial roles The roles assumed by manag
ers to perform management functions.

Managerial skills The skills managers must mas
ter to perform different managerial functions. These 
can be categorized as technical, human, and con
ceptual skills.
Organizational functions The specialized func
tions that are grouped in organizations such as 
finance, production, and marketing.
Organizing It is the process of creating struc
ture, establishing relationships, and allocating res
ources to accomplish goals.
Planning The process of identifying goals and 
ways of achieving them in order to prepare the 
organization for the future.

EXERCISES

Concept Review Questions
1. What is meant by managerial functions? Con

trast these with organizational functions.
2. What are the criticisms levelled against  

Mintzberg’s managerial roles theory?
3. What is the essence of managerial work?

Critical Thinking Questions
1. What is the major difference between author

ity and power? Can a manager delegate his 
responsibilities?

2. Are good leaders born or made? Do you sub
scribe to the contingency theory of leadership? 
Why and why not?

Project Assignment
Keep a log of your activities throughout a week and 
categorize the activities into the generic managerial 
functions of planning, organizing, leading, and con
trolling. Does this evidence support the universality 
of management?
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