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This Unit is designed to help you form a clear idea of the various terms and concepts
of mission, objectives, strategy, policy, programmes and procedures which will help
you understand the management of organizations. In this Unit we will seek answers to
questions such as: Why is an organization created? What is its purpose? How best can
it achieve that purpose? What methods and means will it employ to achieve the
purpose?
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5.1 MISSION
The mission is the very reason and justification for the existence of a firm. Mission is
always defined in terms of the benefits the firm provides to its customers and not in
terms of any physical dimensions of the firm or its products.
A firm exists and functions only in relation to the customer whose need(s) it satisfies.
If there were no customers there would be no firm. Thus the starting point for,
defining the mission of any business is its customer. Since the customer exists outside
the business, the mission must be defined from the outside. The firm must ask the
questions "What is our business?" and "What should it be?" but seek the answer from
the customer's viewpoint.
The important thing is to identify the not-so-obvious, but the perceived benefit or
value which the customer is actually seeking when buying the product. Correct
identification of the real benefit or value to the customer will help the firm to answer
the question "What is our business?"
A retail outlet may view its business as merely selling ready-made garments, but the
customers buying these garments may in reality be buying convenience, high fashion,
status or any other value they perceive in the garments.
Further, mission is always concerned with the future. "What should our business be?"
The mission should be so described that it remains valid for at least some years to
come. Sometimes the mission may be so intelligently described, anticipating future
opportunities so well, that the concept may remain valid for even as long as 15 to 20
years. Drucker gives the classic example of the American Telephone and Telegraph
Company which in 1890 defined its mission as "our business is service". This
definition stood the company in good stead right up to late 1960s spanning almost 70
years.
However, long a definition of mission may remain valid without any change, it must
be remarked that the concept of mission is dynamic and not static. It must change
over time with changes occurring in the environment. These may relate to changes in
technology, social structure, tastes, fashion, etc. A firm which wants to grow and
ensure its future must keep pace with these environmental changes and, if need be,
accordingly change its definition of business. But the critical factor which the firm
must remember is that its future is determined by the way it defines its business
today. There can be many descriptions of the business mission and there is no one
right or correct answers.
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The firm has to make a choice as to how it wants to define what its business is.
Making a choice is never easy. It involves examining and evaluating the various
alternatives available and finally choosing that which is consistent with top
management's perception about the benefits they are providing to the customers today
and their aspirations for the future. Thus the mission has to seek a balance between
the present and the future, and avoid being defined too narrowly or too broadly.
Too narrow a definition will prevent a firm from availing many new and profitable
opportunities that may come its way. A firm involved in distributing films for
screening in cinema theaters had defined its business as "seeking to fulfill the
entertainment needs of customers through distributing films to theaters for exhibiting
to actual customer". With the increasing popularity of videos and the subsequent
decrease in earnings from theaters this firm was soon faced with the prospect of
dwindling business. On the other hand, if the firm had defined its business as
"fulfilling the entertainment needs through distributing means of audio-cum-visual
entertainment", it could have undertaken the distribution of video films along with
films and continued to grow. The key words are 'entertainment', the specific need of
the customers that the firm is seeking to fulfill, and `audio-cum-visual', describing the
type of entertainment.
Suppose this same firm had, instead, defined its business as "distributing means of
entertainment". What would be the outcome? The field which the firm had identified
is far too broad to be meaningfully able to concentrate on any workable opportunity.
Consider that books, magazines, records, music cassettes also constitute means of
entertainment. For many people both indoor and outdoor games are a way of
entertainment. Should this firm then include hockey sticks, badminton rackets
footballs, and chess boards also?
The scope of a firm's business flows from its definition of mission but is described in
more specific rather than generic terms. Scope refers to the choice of the specific
products and markets in which a firm wishes to operate. The definition of product/
market scope has a direct bearing on the subsequent decisions regarding choice of
objectives and strategy.
A shipping company may describe its mission as fulfilling the transportation needs of
its customers. It may, if it so chooses, further qualify the scope by defining whether
the transportation is meant for goods (cargo) or for passengers.
Activity A
Write down what you think is the mission of each of the following organisations.
Discuss your answer with your colleagues to find out their perception of the mission
for these.
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1. Skypack- a firm providing courier service within India. (Clue: what is the
difference between the service provided by Posts and Telegraphs as against
Skypack?)
………………………………………………………………………………………….
………………………………………………………………………………………….
2. National Textile Corporation (a public sector company)
………………………………………………………………………………………….
………………………………………………………………………………………….
3. Indian Railways
………………………………………………………………………………………….
………………………………………………………………………………………….
4. Reliance Textiles (Manufacturers of “Vimal” brand of textiles)
…………..……………………………………………………………………………...
………………………………………………………………………………………….
5. Pure Drinks (Manufacturer of Campa Cola and other carbonated soft drinks)
………………………………………………………………………………………….
………………………………………………………………………………………….
6. Your own organisation
…………………………………………...……………………………………………..
………………………………………………………………………………………….
5.2 OBJECTIVES
Once the mission and scope of a firm have been defined by the top management the
next logical step is to translate them into action. This can be done by breaking down
the business mission into smaller, workable objectives for managers down the line.
These objectives relate to the long-run and are described as open ended attributes
(described in terms of maximizing or optimizing or minimizing rather than in any
specific quantitative terms) which a firm seeks to fulfill in pursuance of its mission.
Objectives reflect the `action' orientation of the mission which, in contrast, is
expressed in relatively abstract terms. Objectives form the basis for work and provide
a yardstick for measuring performance.
A firm can have a number of objectives. Sometimes there may be a conflict between
objectives, such as between the objectives of profit and sales growth. To overcome
this, the firm has to set priorities. It must decide which objective is more important
and first seek to fulfill that before pursuing the second.
Objectives may be set for different levels: for the corporate level, business level,
divisional level and individual level. Obviously, objectives set for one level will not
be identical with those set for another level, but they must certainly be compatible
with each other and seek the fulfillment of the firm's mission.
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While setting objectives it is important to leave room for the unexpected, the
unforeseen, occurrence which can prevent achievement of objectives. To the extent
that it is not possible to plan for such events, objectives are at best only statements of
expected and not actual outcomes.
There is much difference of opinion amongst management thinkers on the role of
profit in a firm. Some view profit as the only reason for a firm's existence. On the
other hand, many thinkers, notable among them Peter F. Drucker, are of the opinion
that profit is not the rationale for a firm's existence, but rather the test of its validity
and performance.
Drucker's reasoning is that profit is a vitally integral part and need of business activity
and there can be no long-term business without profit. Only that firm which makes
sufficient profit has the means of survival. A firm which cannot generate profit has an
endangered future. Thus to survive and grow a firm must generate profits.
In certain government and public sector undertakings, profit is sometimes ignored and
the emphasis is laid on providing an essential service at a subsidised rate. Most
transport corporations providing bus and train facilities within a city usually run at a
loss. Similarly, power and electricity are supplied to individual customers at highly
subsidised rates. Though in some cases it may be important to relegate profits to the
backseat there is every reason to provide the maximum service at the minimum cost.
Whatever be the mission of the organisation and criteria of decision making there is
no justification for tolerating commercial inefficiency.
5.3 GOALS
Goals are derived from the objectives and are intermediate time-bound targets which
are necessary for the achievement of objectives. Goals are expressed in very specific
quantitative or qualitative terms. All goals have four components: i) derived from the
objective which seeks to fulfill, ii) an index or standard for measuring progress and
performance, iii) a target or hurdle to be achieved, and iv) a time limit within which
has to be achieved.
Thus goals are time-bound and work-oriented and they are important because they
provide a path for converting plans into individual tasks and action, and for
motivating people.
Some samples of typical business goals are shown in Figure I.
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Figure I: Some Typical Business Goals
1. Percentage market share (by product and/or market).
2. Percentage increase in sale and/or an absolute sales figure.
3. Minimum number of units to be, produced (per worker/per hour/day/ week,
per machine, per factory).
4. Maximum number of `rejects' per hour of machine operation.
5. Maximum number of man-days lost in strikes, go-slow and other industrial
conflicts.
6. Minimum contribution percentage per branch/per unit of production.
7. Cost reduction target.
8. A time limit which certain event(s) must occur (e.g. a new machine to be
installed).
To obtain optimal performance the objectives and goals of the firm must be:
a) consistent with achievement of the mission;
b) balanced between the requirements of the present and the future;c) balanced against each other and priorities established wherever there is scope
for conflict; and
d) consistent with the firm's resources and the market opportunities.
Let us look at the concepts of objectives and goals with the help of the following
illustration.
One of the objectives of the Sixth Five Year Plan was to create maximum
employment opportunities. Some of the goals towards fulfillment of this objective
related to:
I.
specific amounts per year to be disbursed as loans to unemployed graduates
for starting enterprises;
II.
number of training programmes per year for teaching vocational skills to
uneducated unemployed; and
III.
number of new Industrial Training Institutes and Polytechnics to be opened in
each state and the time limit within which these must be established, etc.
Activity B
Interview some of the top personnel of your organization with the idea of identifying
the objectives and goals being pursued. Does your organization state its annual goals
in quantitative terms or not? If not, how does the top management measure the
performance?
-------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
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5.4 STRATEGY
Having set objectives the firm now has to work to achieve them. The specific path of
action chosen by the firm to achieve its objectives is referred to as its strategy. It is
the fundamental means a firm uses to try and achieve its objectives. Any strategy,
thus defined, has the following components:
i)
ii)
iii)
iv)
v)

A product/market scope: The specific products and markets in which a
firm operates and which define its limits of activity.
Growth vector: The changes the firm plans to make in its product/market
scope for ensuring its future growth.
Competitive advantage: Those specific properties of individual product/
market that give the firm its unique position vis-a-vis its competitors.
Distinctive competence: The specific organizational strengths of a firm
which help in achieving its objectives.
Synergy: The overall or joint effects that are sought from the firm's
various product/market scopes.

Thus strategy seeks to achieve the firm's objectives in the context of a specific
product/market scope with a future orientation, based on its internal strengths and the
unique market position that it enjoys.
As an illustration let us review the strategy of a medium-sized company involved in
manufacturing and marketing electronic entertainment products. In terms of product/
market scope the company has restricted itself to marketing of television sets in the
Northern and Eastern regions of the country. In terms of future areas of growth, the
company's R&D division is involved in designing video cassette players and personal
computers to be marketed in either Northern or East region markets. The company
has evolved a competitive advantage in terms of an excellent after sales service not
easily matched by any of its close competitors. Most of the key personnel in
marketing and sales have been deployed in such a way that they contribute their
maximum in various regions with high degree of autonomy and constitute the
company's distinctive competence. By seeking entry in the video cassette players and
personal computers in the future the company would be using its existing distribution
network thus creating marketing synergy.
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5.5 PROCESS OF STRATEGY FORMULATION
Strategy is concerned with choosing, from the various alternatives open to it, that path
which will best help the firm achieve its objectives. There are specific steps involved
in the process of strategy formulation. These are:
i) External-Internal Analysis: This analysis helps identify the really
meaningful opportunities and threats which can affect the firm in the light of
its own strengths and weaknesses:
ii) Generate Strategy Alternatives: The next step is to generate all the possible
strategy alternatives which can fulfil the objectives. One way or generating
and analysing strategy alternatives is presented in Figure II

There are four strategies available here:
a. Current products in current markets: Strategies which help improve the
firm's' position in this area should be the first concern of the firm before
moving into new, unknown and often risky areas. All those strategies which
aim to increase brand share and increase profitability of existing operations
should. be implemented;
b. New products in current markets: The firm is already incurring costs of
marketing, distributing and sales operations. Adding on new products is thus a
logical way of getting benefits of economy of scale and. cutting. Overhead
costs;
c. Current products in new markets: The firm's experience in a specific
market would come in handy when it wants to launch the same product in new
markets. New markets may be defined in terms of geographical areas or new
customer segments; and
e. New products for new markets: This is by far the most risky strategy
alternative which a firm can choose and it involves 'high risk. Diversification
is the strategy alternative.
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iii)

Evaluating the Strategy Alternatives: All the strategy alternatives identified
(in step II) may lead to achievement of objectives but not all may be realistic
or feasible. The firm has to evaluate them in the context of its own aspirations,
internal strengths and weaknesses, and the environmental opportunities and
threats, and short list all possible strategies for consideration.

iv)

Choice of Strategy: The selection of one strategy that best satisfies the
objectives of the firm.

5.6 POLICIES
So far we have discussed the concepts of mission, objectives and strategy in the
context o f a. firm. Now we shall turn our attention to policies, programmes and
procedures. Before we get into a detailed discussion it would be helpful if we
differentiate these two sets of concepts on the basis of their distinguishing
characteristics:
Mission, objectives and strategy are mainly the concern of top management while
policies, programmes and procedures are concerned primarily with the middle and
operating management level. While formulation of the mission is an exclusively top
management function, the formulation of secondary objectives and strategy may
imply some involvement of. the middle management. too. The time horizon for
mission, objectives and strategy is long-term and their formulations have far-reaching
consequences affecting the very survival and growth of the firm. On the other hand,
policies, programmes and procedures. have a shorter time horizon, are easier to
change without much adverse impact and do not have a very critical bearing on the
firm.
The formulation of mission, objectives, and strategy imply interaction with the
environment and their concern is with improving the effectiveness of the firm.
(Effectiveness being defined as the degree to which actual outputs of the firm
correspond to its desired output. Its concern is with doing the right things, right in the
context of the inter-relationship between the firm and its environment).
On the other hand, policies, programmes and procedures affect the internal structure
and operational activities of the firm. Their concern is with improving the efficiency
of the firm. (Efficiency being defined as the ratio of actual outputs to actual inputs: Its
concern is with doing things in the right manner.)
Once the firm has set its objectives and designed an appropriate strategy to meet these
objectives it h as to gear up its internal operations to provide all the backup support
and input in the most efficient manner.
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Setting objectives and framing strategies require decisions to be made only once in a
while, but many other operations involve frequent, often periodic decision-making;
To facilitate such recurrent decision making a firm may lay down guidelines. Such
guidelines are known, as policies.
Policies may pertain to either the internal operations of a firm or to those decisions
hitch have to be taken internally but vitally affect the implementation of the strategy
and achievement of objective. A policy for the write-off of damaged stocks affects
only the internal operations of the firm. A policy on credit terms to its dealers is
decided internally but affects the firm's ability to attract and retain the desirable type
and number of dealers, thus impinging on the effective implementation of its
marketing strategy.
To ensure that policies act as an aid and not an obstacle in the implementation of
strategy, it is important that they be derived from the design of the strategy itself.
5.7 FRAMING POLICIES
In a one-man enterprise there is no need for having any policies, since the
entrepreneur is both the `thinker' and the `doer.’ But with physical expansion,
increased complexity of tasks and emergence of various levels of decision makers,
the need to have well-thought out and clearly specified policies becomes imperative.
While framing the policies the top management must take into account the following
considerations:
i)
While objective setting and strategy design are `outward directed' (they
involve active interaction with the environment), policies, programmes and
procedures are more '`inward-directed''. Their concern is how best to utilize
the available resources in achievement of the mission. While the former is
concerned with finding the right match between the environment and the
firm's objectives, the latter's concern is to provide the right infrastructural
support to achieve the stared objectives;
ii)

Policies must evolve from past experiences, facts and participation of people
who are going to be. affected by them;

iii)

Policies must change with change in the characteristics of the operations or
decisions which they are meant to govern and change in the environment;

iv)

Policies must be flexible enough to allow for the exceptional situation, which
may call for unconventional or exceptional solutions;

v)

Policies are best implemented only when they are fully accepted by the people
responsible for their implementation. The best way of ensuring acceptance is
to involve the concerned people in the process of framing policies; and
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Too many policies governing every aspect of decision making would only retard the
achievement of objectives. Instead of acting as an aid, policies may become an
obstacle.
5.8 IMPORTANCE OF POLICIES
Policies are an important tool for management for ensuring the smooth running of the
firm's day-to-day activities. Policies are needed:
i)

ii)
iii)
iv)
v)

To ensure consistency of individual decisions taken by different branches and
departments. Amongst different departments or within the same department,
specific decisions are recurrent, but the situation. in which the decision has to
be taken may be different in each case. Therefore, the need for policies which
provide for a set of common parameters and criteria for decision making in
different situations;
To ensure compatibility of individual decisions with the mission and strategy;
To ensure consistency of decisions over time;
To facilitate delegation of work and authority; and
To avoid ad hoc and arbitrary decisions.

5.9 TYPES OF POLICIES
Policies are framed in accordance with the nature of the strategy being pursued:
Detailed policies may be framed for each functional area or depending on the relative
importance of the different areas, they may be framed for only certain areas. Some
sample policies in various functional areas are described in Figure III.
Figure III: Some Sample Policies In Functional Areas Marketing
Marketing
1. Percentage mark-up allowed to retailers on manufacturer's price
2. Parameters for selection and appointment of distributors and dealers
3. Types of promotion to be undertaken by branch offices or subsidiaries
Finance
1. Norms for expenditure limits on different activities
2. Treatment of bad debts
Personnel
1. Minimum educational qualifications and experience required for recruitment at
different levels
2. Recruitment of women
Production and Purchase
1. Make-or-buy decisions for non-critical, low value components
2 Selection of vendors
3 Minimum quality standards of raw materials to be purchased
4 Mode and terms of payment to suppliers.
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5.10 PROGRAMMES
Fun Fizz Company manufactures and. markets a popular carbonated drink `Fizzy'
which is bottled at a continuous production plant. In the four peak months of summer
the plant is run 24 hours, everyday of the week. To prevent against breakdown, policy
on maintenance has been laid down which states that in the summer each machine
and each section of the plant must be subject to preventive maintenance once every
fortnight but one-fourth of the usual output level must be maintained. Thus each
fortnight an elaborate exercise has to be undertaken. The dealers selling Fizzy have to
be informed to buy more stock and also keep with then the empties for that day since
the delivery van would not be visiting them. Within the plant the time involved in
cleaning each machine and section has to be calculated, keeping in mind the tolerable
limits of raw material that can wait at each work-station without being spoilt and the
minimum production level that has to be maintained. This entire exercise of
preparation involving certain steps to be taken i s known as a programme.
ABC Company was faced with the problem that none of the marketing executives and
sales representatives they recruited would stay with them for more than 6 to 8
months. Investigation revealed that the executives felt very frustrated that though
there was a specific policy on promotions, there was no way of reviewing and
evaluating the performance of individuals, as a result of which promotions were made
for personal rather than professional reasons. To overcome this, the management
drew up a plan for evaluating individual performance. This involved collecting,
confirming, reviewing and evaluating feedback on the individual performances to
take a decision about their future progress in the company. This exercise involves
carrying out certain actions, within a specific time, and. to be repeated every year.
Since it is a repetitive exercise it is important to find the most efficient way of doing
it rather than experimenting each year with a new approach. The most efficient way
would involve listing of steps and the sequence in which these steps have to be taken
to complete the entire work which constitutes a programme.
The concern of programmes is to organize and schedule repetitive activities which
constitute a complete set or work assignment in the most efficient manner.
Programmes relate to activities rather than decisions: They may help in making
strategic decisions but are not concerned directly with operating decisions. The factor
which characterises a programme is that all the activities involved constitute a
complete work-set. A programme must be derived from the policy which it seeks to
help.
Activity C
List one or two major programmes that might have been undertaken by your
organization during the last two years. With what policy areas were these
'programmes concerned?
………………………………………………………………………………………….
………………………………………………………………………………………….
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5.11 PROCEDURES
Programmes relate to scheduling of activities while procedures refer to the specific
method and sequence by which an activity has to be performed.
A company initiates a. programme of fire fighting at its factory premises. This
programme consists of activities such as evacuating the premises, using the fire
extinguishing equipment, transmitting information to the fire station, etc. Within each
activity the steps to be taken are the procedures. For instance, in the matter of
evacuating the building the procedure may specify that people on the second floor
will be the first to leave followed by those on the first floor and so on. It may specify
which doors or staircases are to be used.
To go back to the case of Fizzy, policy on general maintenance of the plant has been
specified and programme for carrying out and coordinating the various activities that
constitute the maintenance has been evolved. Procedures refer to the sequential steps
by which each section or machine of the plant will be dismantled, cleaned, serviced,
and put back into operation.
The way of calculating depreciation by a firm is an accounting procedure. The
manner in which a company has to file information for its claim for compensation
from the insurance company for goods lost in transit constitutes a procedure. A.
branch office of a public sector company has to follow a certain procedure for
requesting for extra salesmen during the peak season.
Procedures are meant to aid the implementation of a programme by ensuring that
each activity is fully completed and within the shortest possible time. Procedures
should:
a)
evolve from knowledge of past experiences and facts;
b)
be as precise as possible; and
c)
have the concurrence of the people who have to use them.
The idea of following procedures is to avoid disorderly and arbitrary ways of doing
those tasks which are essential to the operations of the firm. To be really useful,
procedures should be laid down for only those activities which are critical to the
overall plan of strategy, policy and programmes. Having too many procedures can
hamper the working style of individuals while their total absence would lead to chaos.
Generally government organizations, public sector companies and bureaucratic setups have more procedures: in every area of activity than private' sector companies.
Procedures are what we usually refer to as `red-tapeism' in government. Often all of
us, at one fire or the other has experienced the futility of having too many procedures,
while getting our ration card, renewal of driving license or payment of road tax, etc.
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Thus to he useful, procedures must:
i)
be laid down in critical activity areas;
ii)
serve a specific purpose
iii)
facilitate achievement of the programme or output toward which it is geared;
iv)
follow a certain logical process; and
v)
be balanced in terms of being too many or too few.
Activity D
Identify three major departments within your organization and list the various
departmental procedures in each case: Which of these in your opinion, hamper the
efficiency of the department?
......................................................................................................................................................
......................................................................................................................................................
......................................................................................................................................................
......................................................................................................................................................

5.12 SUMMARY
In this Unit we have identified the important areas of decision-making in an
organization. Further, we analyzed the inter-relations and inter-linkages between
these areas. The mission of the organization provides the starting point from which
objectives, goals, strategies, policies, programmes and procedures are derived in a
sequential manner. This sequential process is a logical one as it provides the
framework for decision making at each level of management.
5.13 KEY WORDS
Firm or Company: Includes all types of business organisations and noncommercial
organisations and institutions such as universities, hospitals, libraries, etc. Our
discussion in this Unit is in the context of a business firm but all that we discussed is
valid for non-business organisations too.
Environment: The universe in which the firm operates is known as its environment
and includes all those economic, political, socio-cultural, legal, demographic factors,
etc. which have a critical bearing on its operations.
Levels of Business Activity: All business activities can be classified into a hierarchy
of three levels.
Corporate Level: This refers to the top management level of an industrial or business
group which has under its management more than one firm, each with a different
product/market scope. These may be engaged in the same or different industries and
may be located in different cities or countries. The concern of the top management is
to manage the complex and diverse sets of business activities best to serve the
interests of the group as a whole.
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Business Level: The business level is concerned with the management of one or more
firms which have a common product/ market scope and from the viewpoint of
management is treated as a single unit. The concern of the management is how best to
compete in the specific product/ market scope.
Functional Level: At the functional level the concern of the management is to
maximize productivity of resources deployed in the various functional areas such as
marketing, finance, personnel, production etc.
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UNIT 6 DECISION MAKING MODELS
Objectives
After studying this Unit, you should be able to:

Appreciate the three steps of the process through which you make any
decision

Classify the kinds of decisions you make

Identify the varying degrees of knowledge under which you make decisions

Recognize the assumptions of different models which either describe how
decisions are made or prescribe how decisions should be made.
Structure
6.1
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6.3

Types of Managerial Decisions

6.4

Decision Making under Different States of Nature

6.5

Models of Decision Making Process

6.6

Summary

6.7

Key Words

6.8

Further Readings

6.1 INTRODUCTION
You will possibly agree that decision making is a part of everyday life. The fact that
you have taken up a course in management or the fact that you are reading this Unit
are both products of your decisions to do them against other alternatives which were
available to your. Whether you are at a board meeting or in the playground, you are
almost constantly making decisions, sometimes working on several at the same time.
These may be major or minor, but some of these might have proved to be effective
decisions, viz. appropriate, timely and acceptable. Some of your decisions might have
been wrong, but you knew that there was something worse than a few wrong
decisions and that was indecision!
Making decisions has been identified as one of the primary responsibilities of any
manager. Decisions may involve allocating resources, appointing people, investing
capital or introducing new products. If resources like men, money, machines,
materials, time and. space were abundant, clearly any planning would be unnecessary.
But, typically, resources are scarce and so there is a need for planning. Decision
making is at the core of all planned activities. We can ill afford to waste scarce
resources by making too many wrong decisions or by remaining indecisive for too
long a time.
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6.2 THREE PHASES IN DECISION MAKING PROCESS
You can define decision making as the process of choosing between alternatives to
achieve a goal. But if you closely look into this process of selecting among available
alternatives, you will be able to identify three relatively distinct stages. Put into a time
framework, you will find:
1. The past, in which problems developed, information accumulated, and the need
for a decision was perceived;
2. The present, in which alternatives are found and the choice is made; and
3. The future, in which decisions will be carried out and evaluated.
Herbert Simon, the well-known Nobel laureate decision theorist, described the
activities associated with three major stages in the following way:
1)
Intelligence Activity: Borrowing from the military meaning of intelligence
Simon describes this initial phase as an attempt to recognise and understand
the nature of the problem, as well as search for the possible causes;
2)

Design Activity: During the second phase, alternative courses of action are
developed and analyzed in the light of known constraints; and

3)

Choice Activity: The actual choice among available and assessed alternatives
is made at this stage.

If you have followed the nature of activities of these three phases, you should be able
to see why the quality of any decision is largely influenced by the thoroughness of the
intelligence and design phases.
Henry Mintzberg and some of his colleagues (1976) have traced the phases of some
decisions actually taken in organisations. They have also come up with a three-phase
model as shown in Figure I.
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1.

2.

3.

The identification phase, during which recognition of a problem or
opportunity arises and a diagnosis is made. It was found that severe immediate
problems did not have a very systematic, extensive diagnosis but that milder
problems did have.
The development phase, during which there may be a search for existing
standard procedures, ready-made solutions or the design of a new, tailormade
solution. It was found that the design process was a grouping, trial and error
process in which the decision-makers had only a vague idea of the ideal
solution.
The selection phase, during which the choice of a solution is made. There are
three ways of making this selection: by the judgment of the decision maker,
on the basis of experience or intuition rather than logical analysis; by analysis
of the alternatives on a logical, systematic basis; and by bargaining when the
selection involves a group of decision makers. Once the decision is formally
accepted, an authorization is made.

Note that the decision making is a dynamic process and there are many feedback
loops in each of the phases. These feedback loops can be caused by problems of
timing, politics, disagreement among decision-makers, inability to identify an
appropriate alternative or to implement the solution or the sudden appearance of a
new alternative etc. So, though on the surface, any decision-making appears to be a
fairly simple three-stage process, it could actually be a highly complex dynamic
process.
Activity A
Before we move on to the next topic on types of decisions that you and other
managers make, let us pause to check whether we have understood the general nature
of any decision making situation. You will recall that decision making is a process by
which we make a choice among various alternatives to achieve our goals. Based on
this definition and earlier discussion, complete the missing entries in. Figure II of the
Managerial Decision Process.
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Answers:
1. Objectives/ Goals
2. Identifying/ Defining
3. Alternatives
4. Evaluating/ Assessing
5. Selecting/ Choosing
6. Decision/ Choice
6.3 TYPES OF MANAGERIAL DECISIONS
There are many types of decisions which you would be required to make as a
manager. Three most widely recognised classifications are:
1. Personal and Organisational Decisions
2. Basic and Routine Decisions
3. Programmed and Non-programmed Decisions.
The first classification of Personal and Organisational decisions was suggested by
Chester Barnard, nearly fifty years ago in his classic book: "The Functions of the
Executive". In his opinion, the basic difference between the two decisions is that
"personal decisions cannot ordinarily be delegated to others, whereas organizational
decisions can often if not always be delegated" (Barnard, 1937). Thus, the manager
makes organisational decisions that attempt to achieve organisational goals and
personal decisions that attempt to achieve personal goals. Note that personal decisions
can affect the organisation, as in the case of a senior manager deciding to resign.
However, if you analyse a decision, you may find that the distinctions between
personal and organisational decisions are a matter of degree. You are, to some extent,
personally involved in any organisational decision that you make and you need to
resolve the conflicts that might arise between organisational and personal goals.
Another common way of classifying types of decisions is according to whether they
are basic or routine. Basic decisions are those which are unique, one-time decisions
involving long-range commitments of relative permanence or duration, or those
involving large investments. Examples of basic decisions in a business firm include
plant location, organisation structure, wage negotiations, product line, etc. In other
words, most top management policy decisions can be considered as basic decisions.
Routine decisions are at the opposite extreme from basic decisions. They are the
everyday, highly repetitive, management decisions which by themselves have little
impact on the overall organisation. However, taken together, routine decisions play a
tremendously important role in the success of an organisation. Examples of, routine'
decisions are an accountant's decision on a new entry, a production supervisor’s
decision to appoint a new worker, and a salesperson's decision on what territory to
cover. Obviously, a very large proportion (most experts estimate about 90 per cent) of
the decisions made in an organisation are of the routine variety.
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However, the exact proportion of basic to routine types depends on the level of the
organisation a which the decisions are made. For example, a first-line supervisor
makes practically all the routine decisions whereas the chairperson of the board
makes very few routine decisions but many basic decisions.
Simon (1977) distinguishes between Programmed (routine, repetitive) decisions and
Non-programmed (unique, one-shot) decisions. While programmed decisions are
typically handled through structured or bureaucratic techniques (standard operating
procedures), non-programmed decisions must be made by managers using available
information and their own judgement. As is often the case with managers, however,
decisions are made under the pressure of time. An important principle of organisation
design that relates to managerial decision making is Gresham's Law of Planning. This
law states that there is a general tendency for programmed activities to overshadow
non-programmed activities. Hence, if you have a series of decisions to make, those
that are more routine and repetitive will tend to be made before the ones that are
unique and require considerable thought. This happens presumably because you
attempt to clear your desk so that you can get down to the really serious decisions.
Unfortunately, the desks very often never get cleared.
After going through the three types of classification of managerial decisions, you
could see that there is no single and satisfactory way of classifying decision
situations. Moreover, the foregoing classifications have ignored two important
problem-related dimensions: (1) How Complex is the Problem in terms of number of
factors associated with it; and (2) how much certainty can be placed with the outcome
of a decision. Based on these two dimensions, four kinds of decision modes can be
identified: Mechanistic, Analytical, Judgmental, and Adaptive (See Figure Ill).

1.
Mechanistic Decisions: A mechanistic decision is one that is routine
and
repetitive in nature. It usually occurs in a situation involving a limited
number
of decision variables where the outcomes of each alternative
are known. For
example, the manager of a bicycle shop may know from
experience when and how many bicycles are to be ordered; or the decision
may have been reached
already, so the delivery is made routinely. Most
mechanistic decision problems are solved by habitual responses, standard
operating procedures, or
clerical routines. In order to further simplify
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these mechanistic decisions, managers often develop charts, lists, matrices,
decision trees, etc.
2.

Analytical Decisions: An analytical decision involves a problem with a large
number of decision variables, where the outcomes of each decision alternative
can be computed. Many complex production and engineering problems are
like this. They may be complex, but solutions can be found. Management
science 'and operations research provide a variety of computational techniques
that can be used to find optimal solutions. These techniques include linear
programming, network analysis, inventory reorder model, queuing theory,
statistical analysis, and so forth.

3.

Judgemental Decisions: A judgemental decision involves a problem with a
limited number of decision variables, but the outcomes of decision alternatives are unknown. Many marketing, investment, and resource
allocation problems come under this category. For example, the marketing
manager may have several alternative ways of promoting a product, but he or
she may not be sure of their outcomes. Good judgement is needed to increase
the possibility of desired outcomes and minimise the possibility of undesired
outcomes.

4.

Adaptive Decisions: An adaptive decision involves a problem with a large
number of decision variables, where outcomes are not predictable. Because of
the complexity and uncertainty of such problems, decision makers are not able
to agree on their nature or. on decision strategies. Such ill-structured problems
usually require the contributions of many people with diverse technical
backgrounds. In such a case, decision and. implementation strategies have to
be frequently modified to accommodate new developments in technology and
the environment.

Activity B
Refer to Figure III and subsequent discussions on four types of managerial decisions.
Answer the following questions.
1. Which types of managerial decisions correspond to "Programmed" decision?
............................................................................................................................……….
2. Which types of managerial decisions correspond to "Non-programmed" decision?
............................................................................................................................……….
3. Which types of managerial decisions correspond to "Basic" decision?
............................................................................................................................……….
Answers:
1. Mechanistic Decisions and Analytic Decisions.
2. Judgemental Decisions and Adaptive Decisions.
3. Judgemental Decisions, Adaptive Decisions and Analytic Decisions.
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6.4 DECISION MAKING UNDER DIFFERENT STATES OF NATURE
In the previous topic on types of decisions you have seen that a decision-maker may
not have complete knowledge about decision alternatives (i.e., High Problem,
Complexity) or about the outcome of a chosen, alternative (i.e., High Outcome
Uncertainty). These conditions of knowledge are often referred to as states of nature
and have been labelled:
1. Decisions under Certainty.
2. Decisions under Risk
3. Decisions under Uncertainty
Figure IV depicts these three conditions on a continuum showing the relationship
between knowledge and predictability of decision states.

Decision making under certainty: A decision is made under conditions of certainty
when a manager knows the precise outcome associated with each possible alternative
or course of action. In such situations, there is perfect knowledge about alternatives
and their consequences. Exact results are known in advance with complete (100 per
cent) certainty. The probability of specific outcomes is assumed to be equal to one. A
manager is simply faced with identifying the consequences of available alternatives
and selecting the outcome with the highest benefit or payoff.
As you can probably imagine, managers rarely operate under conditions of certainty.
The future is only barely known. Indeed, it is difficult to think of examples of all but
the most trivial business decisions that are made under such conditions. One frequent
illustration that is often cited as a decision under at least near certainty is the purchase
of government bonds or certificates of deposit. For example, as per the assurance
provided by Government of India, Rs. 1,000 invested in a 6-year National Savings
Certificate will bring a fixed sum of Rs. 2,015 after six complete years of investment.
It should still be realised, however, that the Government defaulting on its obligations
is an unlikely probability, but the possibility still exists. This reinforces the point that
very few decisions outcome can be considered a sure thing.
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Decision making under risk: A decision is made under conditions of risk when a
single action may result in more than one potential outcome, but the relative
probability of each outcome is known. Decisions under conditions of risk are perhaps
the most common. In such situations, alternatives are recognised, but their resulting
consequences are probabilistic and doubtful. As an illustration, if you bet on number
6 for a single roll of a dice, you have a 1/6 probability of winning in that there is only
one chance in six of rolling a 6. While the alternatives are clear, the consequence is
probabilistic and doubtful. Thus, a condition of risk may be said to exist. In practice,
managers assess the likelihood of various outcomes occurring based on past
experience, research, and other information. A quality control inspector, for example,
might determine the probability of number of `rejects' per production run. Likewise, a
safety engineer might determine the probability of number of accidents occurring, or
a personnel manager might determine the probability of a certain turnover or
absenteeism rate.
Decision making under uncertainty: A decision is made under conditions of
uncertainty when a single action may result in more than one potential outcome, but
the relative probability of each outcome is unknown. Decisions under. conditions of
uncertainty are unquestionably the most difficult. In such situations a manager has no
knowledge whatsoever on which to estimate the likely occurrence of various
alternatives. Decisions under uncertainty generally occur in cases where no historical
data are available from which to infer probabilities or in instances which are so novel
and complex that it is impossible to make comparative judgments.
Examples of decisions under complete uncertainty are as difficult to cite as example
of decisions under absolute certainty. Given even limited experience and the ability to
generalise from past situations, most managers should be able to make at least some
estimate of the probability of occurrence of various outcome. Nevertheless, there are
undoubtedly times when managers feel they are dealing with complete uncertainty.
Selection of a new advertising programme from among several alternatives might be
one such example. The number of factors to be considered and the large number of
uncontrollable variables vital to the success of such a venture can be mind-boggling.
On a personal level, the selection of a job from among alternatives is a career decision
that incorporates a great deal of uncertainty. The number of factors to be weighed and
evaluated, often without comparable standards, can be overwhelming.
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Activity C
Identify six decisions that you have taken during last one year. Check which decisions
were made under Certainty, under Risk and under Uncertainty.

6.5 MODELS OF DECISION MAKING PROCESS
By now, you have learnt what the different phases of a decision making process are,
what types of decisions you are likely to make in an organisation and under what
states of nature these decisions are made. Now, you are going to examine three
suggested models of the decision making process which will help you to understand
how decisions are made and should be made. These three models are: (I) the
econologic model, or the economic man, (2) the bounded rationality model or the
administrative man; and (3) the implicit favourite model or the gameman. You will
notice that each model differs on the assumptions it makes about the person or
persons making the decision.
i) Econologic Model or Economic Man Model
The econologic model represents the earliest attempt to model decision process.
Briefly, this model rests on two assumptions: (1) It assumes people' are economically
rational; and (2) that 'people attempt to maximize outcomes in an orderly and
sequential process. Economic rationality, a, basic concept in many models of decision
making, exists when people attempt to maximize objectively measured advantage,
such as money or units of goods produced. That is, it is assumed that people will
select the decision or course of action that has the greatest advantage or payoff from
among the many alternatives. It is also assumed that they go about this search in a
planned, orderly, and logical fashion.
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A basic econologic decision model is shown in Figure V. The figure suggests the
following orderly steps in the decision process:
1. Discover the symptoms of the problem or difficulty ;
2. Determine the goal to be achieved or define the problem to be solved;
3. Develop a criterion against which alternative solutions can be evaluated;
4. Identify all alternative courses of action;
5. Consider the consequences of each alternatives as well as the likelihood of
occurrence of each;
6. Choose the best alternative by, comparing the consequences of each.
Alternative (step 5) with the decision criterion (step 3); and
7. Act or implement the decision.

The economic man model represents a useful prescription of how decisions should be
made, but it does not adequately portray how decisions are actually made. If you look
closely in this prescriptive model you shall be able to recognise some of the
assumptions it makes about the capabilities of human beings:
First, people have the capability to gather all necessary information for a decision,
i.e., people can have complete information;
Second, people can mentally store this information in some stable form, i.e., they can
accurately recall any information any time they like;
Third, people can manipulate all this information in a series of complex calculations
design to provide expected values; and
Fourth, people can rank the consequences in a consistent fashion for the purposes of
identifying the preferred alternative.

25

As you can possibly imagine, the human mind is simply incapable of executing such
transactions at the level and magnitude required for complex decisions. To that
extent, this model is unrealistic. However, due to the advent of sophisticated data
storage, retrieval and processing machines, it is now possible to achieve economic
rationality to some extent.
ii) Bounded Rationality Model or Administrative Man Model
An alternative model, one not bound by the above assumptions, has been presented
by Simon. This is the bounded rationality model, also known as the administrative
man model.
As the name implies, this model does not assume individual rationality in the
decision,' process. Instead, it assumes that people, while they may seek the best
solution, usually settle for much less because the decisions they confront typically
demand greater information processing capabilities than they possess. They seek a
kind of bounded (for limited) rationality in decisions.
The concept of bounded rationality attempts to describe decision processes in terms
of three mechanisms:
Sequential attention to alternative solutions: People examine possible solutions to
a problem sequentially. Instead of identifying all possible solutions and selecting the
best (as suggested in the econologic model), the various alternatives are identified and
evaluated one at a time. If the first solution fails to work it is discarded and the next
solution is considered. When an acceptable (that is, `Good enough' and not
necessarily the best') solution is found, the search is discontinued.
Use of heuristics: A heuristic is a rule which guides the search for alternatives into
areas that have a high probability for yielding satisfactory solutions. For instance,
some companies continually select Management graduates from certain institutions
because in the past such graduates have performed well for the company. According
to the bounded rationality model, decision makers use heuristics to reduce large
problems to manageable proportions so that decisions can be made rapidly. They look
for obvious solutions or previous solutions that worked in similar situations.
Satisfying: Whereas the econologic model focuses on the decision maker as an
optimiser, this model sees him or her as a satisfier. An alternative is optimal if: (1)
there exists a set' of criteria that permits all alternatives to be compared; and (2) the
alternative in question is preferred, by these criteria, to all other alternatives. An
alternative is satisfactory if: (I) there exists a set of criteria that describes minimally
satisfactory. alternatives; and (2) the alternative in question meets or exceeds all these
criteria.
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Based on these three assumptions about decision makers, it is possible to outline the
decision process as seen from the standpoint of the bounded rationality model. As
shown Figure VI, the model consists of eight steps:

Figure VI: A Bounded Rationality Model of Decision Making
1. Set the goal to be pursued or define the problem to be solved.
2. Establish an appropriate level of aspiration or criterion level (that is, when do
you know that a solution is sufficiently positive to be acceptable even if it is
not perfect'?)
3. Employ heuristics to narrow problem space to a single promising alternative.
4. If no feasible alternative is identified (a) lower the aspiration level, and (b)
begin the search for a new alternative solution (repeat steps 2 and 3).
5. After identifying a feasible alternative (a), evaluate it to determine its
acceptability (b)
6. If the identified alternative is unacceptable, initiate search for a new
alternative solution (repeat steps 3-5).
7. If the identified alternative is acceptable (a) implement the solution (b).
8. Following implementation, evaluate the ease with which goal was (or was not)
attained (a), and raise or lower level of aspiration accordingly on future
decisions of this type.
As can be seen, this decision process is quite different from the econologic model. In
it we do riot seek the best solution; instead, we look for a solution that is acceptable.
The search behaviour is sequential in nature(evaluating one or two solutions at a
time). Finally, in contrast to the. prescriptive econologic model, it is claimed that the
bounded rationality model is descriptive; that is it describes how decision makers
actually arrive at the identification of solutions to organisational problems.
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iii) Implicit Favourite Model or Gamesman Model
This model deals primarily with non-programmed decisions. You will recall that nonprogrammed decisions are decisions that are novel or unstructured, like seeking one's
first job. Programmed decisions, in contrast, are more routine or repetitious in nature,
like the procedures for admitting students to a secondary school.
The implicit favourite model developed by Soelberg (1967) emerged when he
observed the job choice process of graduating business students and noted that, in
many cases, the students identified implicit; favourites very early in the recruiting and
choice process. However, they continued their search for additional alternatives and
quickly selected the best alternative candidate, known as the confirmation candidate.
Next, the students attempted to develop decision rules the demonstrated
unequivocally that the implicit favourite was superior to the alternative confirmation
candidate. This was done through perceptual distortion of information about the two
alternatives and through weighing systems designed to highlight the positive features
of the implicit favourite. Finally, after a decision rule was derived that clearly
favoured the implicit favourite, the decision was announced. ironically, Soelberg
noted that the implicit favourite was typically superior to the confirmation candidate
on only or or two dimensions. Even so, the decision makers generally characterised
their decision rules as being multi-dimensional in nature.
The process is shown in Figure VII. As noted, the entire process is designed to justify
to the individual, through the guise of scientific rigour, a non-programmed decision
that has already been made in intuitive fashion. By doing so, the individual becomes
convinced that he or she is acting in a rational fashion and making a logical, reasoned
decision on an important topic.
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Activity D
Read the following assumptions about the nature of human beings as decision
makers. Identify which assumptions are made under which models of decision
making.

Answers:
1. Administrative Man Model.
2. Economic Man Model.
3. Gamesman Model.
Activity E
Recall the process through which you decided to apply for joining the course in
management. Which model best characterizes your decision process? Would you
claim that as a rational decision? Why or why not? Prepare a short note.
…………………………………………………………………………………………..............
……………………………………………………………………………………….….............
…………………………………………………………………………………………..............

6.6 SUMMARY
In this Unit, you have made yourself familiar with the three phases of any decision
making situation. You have seen that these phases deal with identification, evaluation
and selection of alternatives to a problem. It is possible to follow a logical process of
taking decisions, as the Economic Man Model suggests, particularly when your
problem is routine, mechanistic and programmed or when you are taking decisions
under conditions of certainty or risk.
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Self-assessment Question
Go back to the four learning objectives listed at the beginning of the Unit. Check for
yourself, without referring to the main text, whether you have achieved each of these
objectives. After a self-assessment, in case you feel you have not attained an
objective satisfactorily, refer to the main text. Proceed to the next U nit only when
you feel you have attained all the learning objectives of this Unit.
6.7 KEY WORDS
Adaptive Decision: An adaptive decision involves a. problem with a large number of
decision variables where outcomes are not predictable.
Mechanistic Decision: A routine and repetitive decision.
Heuristics: Heuristic is a rule which guides the search for alternatives into areas that
have a high probability for yielding satisfactory solutions.
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UNIT 7 DECISION MAKING TECHNIQUES AND
PROCESSES
Objectives
After studying this Unit, you should be able to:

Understand the necessity of identifying and evaluating a reasonable number of
possible alternative courses of action for accomplishing organisation
objectives

Display familiarity with various means for generating alternative courses of
action

Decide to what extent participation of others is desirable; when and how
group decision strategies should be used

Diagnose roadblocks to effective decision making and develop some strategies
to overcome them.
Structure
7.1
Introduction
7.2

Techniques Used in Different Steps of Decision Making

7.3

Individual Versus Group Decision Making

7.4

Overcoming Barriers to Effective Decision Making

7.5

Summary

7.6

Key Words

7.7

Further Readings

7.1 INTRODUCTION
In this Unit, various techniques involved in decision making e.g. brainstorming,
semantics, and nominal grouping are described and discussed. Then the Unit
describes various methods for identification, selection of various alternatives and
implementation of decisions made. Differences and similarities between individual
versus group decision making are then explained, including the phenomenon of
groupthink. Various barriers to effective decision making are finally enumerated.
7.2 TECHNIQUES USED IN DIFFERENT STEPS OF DECISION MAKING
In the models of decision making, you must have observed that any systematic
approach to decision making starts with a proper definition of the problem. You will
often experience that a problem well defined is a problem half-solved because the
proper definition helped you to search at relevant place for promising alternatives.
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You would also agree that a "fair" approach to decision-making demands that
parameters (for judging alternatives which are sometimes referred to as "criteria",
"level of aspiration", "decision rules", etc.) should be explicitly developed before the
alternatives are generated and not after. This imperative minimises the chances of
unnecessary compromise which is the hall-mark of a low-quality decision. However,
once you have developed the criteria, keep them aside and forget about them at the
time of generation of the alternatives. This dissociation of criteria from the
alternative-generation phase will improve your chance of coming up with a
reasonably sufficient number of alternatives. You will understand the importance of
generating a "reasonable" number of alternatives by the simple realisation that the
quality of a decision can be no better than the quality of the alternatives that you
identify.
Identification of Alternatives
Generation' of a reasonable number of good alternatives is usually no problem.
Occasionally, however, developing a variety of good alternatives can be a complex
matter requiring creativity, thought, and study. Three means for generating
alternatives are particularly well-known. These are brainstorming, synectics, and
nominal grouping.
Brainstorming: Developed by Alex F. Osborn, brainstorming is the oldest and best
known technique for stimulating creative thinking. It involves the use of a group
whose members is presented with a problem and is asked to develop as many
potential solutions as possible. Members of the group may all be employees of the
same firm or outside experts in a particular field. Brainstorming is based on the
premise that when people interact in a free and uninhibited atmosphere they will,
generates creative ideas. That is, as one person generates an idea it serves to stimulate'
the thinking of others. This interchange of ideas is supposedly contagious and creates
an atmosphere of free discussion and spontaneous thinking. The objective is to
produce as many ideas as possible in keeping with the belief that the larger the
number of ideas produced, the greater the probability of identifying an acceptable
solution.
Brainstorming is governed by four important rules:
1.
Criticism is prohibited Judgement of ideas must be withheld until all ideas
have been generated. It is believed that criticism inhibits the free flow of ideas
and group creativity.
2.
Freewheeling' is welcome. The wilder the idea the better. It is easier to `tame
down' than to `think up' ideas.
3.
Quantity is wanted. The greater the number of ideas, the greater the likelihood
of an outstanding solution.
4.
Combination and improvement are sought. In addition to contributing ideas of
their own, group members suggest how ideas of others can be improved, or
how two or more ideas can be combined into still another idea.
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Brainstorming sessions usually involve six to eight participants and run from thirty
minutes to an hour. A one-hour session is likely to produce anywhere from 50 to 150
ideas. Typically, most ideas will be impractical, but, a few will merit serious
consideration. Brainstorming has given encouraging results in the field of advertising,
in all branches of the Armed Forces, and in various Central, State, and local agencies.
Brainstorming, however, is not without limitations. It is usually most effective when a
problem is simple and specific. In addition, brainstorming sessions are time
consuming and, therefore, can be costly. Finally, brainstorming often produces
superficial solutions. This latter limitation, of course, can be overcome by selecting
group members who are familiar with at least one aspect of the problem being
considered.
Synectics: Developed by William J.J. Gordon, synectics is a more recent and
formalised creativity technique for the generation of alternative solutions. The term
synectics is derived from a Greek word meaning "the fitting together of diverse
elements." The basic intent of synectics is to stimulate novel and even bizarre
alternatives through the joining together of distinct and apparently irrelevant ideas.
Members of a synectics group are typically selected to represent a variety of
backgrounds and training. An experienced group leader plays a vital role in this
approach. The leader states a problem for the group to consider. The group reacts by
stating the problem as they understand it. Only after the nature of the problem is
thoroughly reviewed and analysed does the group proceed to offer potential solutions.
It is the task of the leader to structure the problem and lead the ensuing discussion in
such a manner as to force group members to deviate from their traditional ways of
thinking. Various methods are employed to "invoke the preconscious mind". These
may include role-playing, the use of analogies, paradoxes, metaphors, and other
thought-provoking exercises. The intended purpose is to induce fantasies and novel
ideas that will modify existing thought patterns in order to stimulate creative
alternatives. It is from this complex set of interactions that a final solution hopefully
emerges. A technical expert is ordinarily present to assist the group in evaluating the
feasibility of their ideas. Thus, in contrast to brainstorming where the judgement of
ideas is withheld until, all ideas have been generated, judicial evaluations of
members' suggestions do take place from time to time.
In general, available evidence suggests that synectics has been less widely used than
brainstorming. While it suffers from some limitations as brainstorming (it can be
time-consuming and costly), its sophisticated manner makes it much more
appropriate for complex and technical problems.
Nominal Grouping: Developed by Andre Dellbecq and Andrew-Van de Ven,
nominal grouping differs from both brainstorming and synectics in two important
ways. Nominal grouping does not rely on free association of ideas, and it purposely
attempts to reduce verbal interaction. From this latter characteristic a nominal group
derives its name; it is a group "in name only".
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Nominal grouping has been found to be particularly effective in situations requiring a
high degree off innovation and idea generation. It generally follows a highly
structured procedure involving the following stages:
Stage 1: Seven to ten individuals 'with different backgrounds and training are brought
together and familiarised with a selected problem such as, "What alternatives are
available for achieving a set of ,objectives?"
Stage 2: Each group member is asked to prepare a list of ideas in response to the
identified problem, working silently and alone.
Stage 3: After a period of ten to fifteen minutes, group members share their ideas,
one at a time, in a round-robin manner. A group facilitator records the ideas on a
blackboard or flip chart for all to see. The round-robin process continues until all
ideas are presented and recorded.
Stage 4: A period of structured interaction follows in which group members openly
discuss and evaluate each recorded idea. At this point ideas may be reworded,
combined, deleted, or added.
Stage 5: Each group member votes by privately ranking the presented ideas in order
of their perceived importance. Following a brief discussion of the vote, a final secret
ballot is conducted. The group's preference is the arithmetical outcome of the
individual votes. This concludes the meeting.
Nominal grouping has been used successfully in a wide variety of organisations. Its
principal benefit is that it minimises the inhibiting effects of group interaction in the
initial generation of alternative solutions. In this sense, the search process is proactive
rather than reactive. That is, group members must generate their own original ideas
rather than "hitch-hike" on the ideas of others. Additionally, the use of a roundrobin
recording procedure allows risk-inclined group members to state risky solutions early,
making it easier for less secure participants to engage in similar disclosure. Nominal
grouping, however, also has limitations. Like brainstorming and synectics, it can be
time-consuming and, therefore, costly.
Creative Thinking: There are many ways of searching for information and
alternatives in problem solving. Effective managers use all of their capacities-analytic
and creative, conscious and subconscious-and seek both individual and group
involvement in this stage of decision making process.
As you have seen, the basic requirement at the stage of identification of alternatives is
to become more creative. Creativity involves novel combination of ideas which must
have theoretical or social value or make an emotional impact on other people, Like
the decision' making process itself, the creative process also has three stages as shown
in the following exhibit:
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Evaluation of Alternatives
Evaluation of various identified possible courses of action constitutes the second step
of decision-making. Having identified a `reasonable' number of alternatives as a
manager you should now be in a position to judge the different courses of action
which have been isolated. Each alternative must be evaluated in terms of its strengths
and weaknesses, benefits and costs, advantages and disadvantages in achieving
organisational goals. Since there are usually both positive and negative aspects of
every alternative, most evaluations involve a balancing or trade-off of anticipated
consequences. Needless to say, such assessments should be as objective as possible.
Evaluation of the relative merits of various alternatives may be performed by a single
manager or by a group. An evaluation may be completely intuitive or it may be
scientific, using analytical tools and procedures associated with what is known as
operations research (OR). More than likely, it will employ a combination of both
approaches. Whatever the basis of evaluation, the more systematic the assessment, the
more likely it is that the resulting judgements will be accurate and complete.
You will know more about different OR techniques like pay-off matrix, decision
trees, queuing theory, linear programming, simulation, etc. in a separate Unit which
will help you in your task of evaluation of alternatives.
Selection of an Alternative
Once appropriate alternatives have been identified and evaluated, you must select the
one alternative with the greatest perceived probability of meeting organisational
objectives. Of course, it is entirely possible that the decision maker may be made to
go back and identify other alternatives if none are judged to be acceptable.
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Theoretically, if the identification and evaluation of alternatives has been properly.
handled, making a choice should be an easy matter, The most desirable alternative
will be obvious. In practice, however, selection of a course of action is often the result
of a compromise. Enterprise objectives are multiple. As a consequence, choice of an
alternative must be made in light of multiple and often conflicting objectives. Indeed,
the quality of a decision may often have to be balanced against its acceptability.
Resource constraints and political considerations are examples of confounding factors
which must be carefully weighed. At this point, sound judgement and experience play
important roles.
Implementation of Decision
Once a plan (course of action) has been selected, appropriate actions must be taken to
assure that it is implemented. Implementation is crucial to success of an enterprise.
Indeed, it is considered by some to be the key to effective planning. The best plans in
the world are absolutely worthless if they cannot be implemented. The activities
necessary to put plans into operation must be skilfully initiated. In this respect, no
plan is better than the actions taken to make it a reality.
With selection of a course of action, you must make detailed provisions for its
execution. You must communicate the chosen course of action, gather support for it,
and assign resources to see that it is carried out. Development of a sound means of
implementation is every bit as important as the decision as to which course of action
to pursue. All too often, even the best plans fail as a result of being improperly
implemented.
Activity A
Imagine that you are working in a consulting firm specialising in producing creative
ideas to solve various problems. Current projects involve the following problems:
i)
Creative uses of Used dry cells.
ii)
Within ten years, all the plants in the world are going to die due to a nonremovable chemical in the polluted soil of the world.
Collect four of your friends to form a group of five.
Spend 30 minutes to "brainstorm" ideas for identifying different alternatives to the
problems.
After recording the ideas, judge how many are realistic. Evaluate them on the
following criteria:

Is the idea technically feasible?

Is it economically feasible?

Is it socially acceptable
......................................................................................................................................................
......................................................................................................................................................
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7.3 INDIVIDUAL VERSUS GROUP DECISION MAKING
You are perhaps aware that in recent times most of the decisions in any large
organisation are usually taken by a group of people (e.g., Board of Directors,
Committees, Task-force, etc.) rather than by a single individual manager, however,
brilliant, bright or powerful the manager may be. Perhaps from your own experience,
you are also aware of some of the obvious advantages and disadvantages of group
decision making like the one given below:

Looking at this kind of a balance-sheet on group decision making, you may well ask
whether, on the whole, groups are superior to individuals as far as' the decision
making effectiveness is concerned. It is not possible to give a categorical answer
without reference to the nature of the people, the nature of the group and the context
in which the group is making a decision. However, what we know about the impact of
the groups in decision making process has been summarised by Harrison (1975) in
the following way:
•
In establishing objectives, groups are typically superior to individuals in that
they possess greater cumulative knowledge to bring to bear on problems.
•
In identifying alternatives, individual efforts are important to ensure that
different and perhaps unique solutions are identified from various functional
areas that later can be considered by the group.
•
In evaluating alternatives, group judgement is often superior to individual
judgement because it brings into play a wider range of viewpoints.
•
In choosing an alternative, involving group members often leads to greater
acceptance of the final outcome.
•
In implementing the choice, individual responsibility is generally superior to
group responsibility, Regardless of whether decisions are made individually or
collectively, individuals perform better in carrying out the decision than
groups do.
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As you can well see, groups do have some edge over individuals in certain stages of
the decision making process. For this reason, you have to `decide' to what extent you
should involve others (particularly, your subordinates in the work group) to
participate in decisions affecting their jobs. In fact, you have to take a position on the
continuum of degrees of participation in decision making (See Figure I).

Based on a series of studies on managerial decisions making behaviour, Vroom and
Yetton (1973) found evidence in support of the following propositions:









Managers tend to be more participative when the quality of the decision is
important.
Managers tend to be more participative when subordinate acceptance of the
decision is critical for its effective implementation.
Managers tend to be more participative when they trust their subordinates to
focus on organisational rather than personal goals and when conflict among
subordinates is minimal.
Managers tend to be less participative when they have all the necessary
information to make a high quality decision.
Managers tend to be less participative when the immediate problem is well
structured or where there is a common solution that has been applied in
similar situations in the past.
Managers tend to be less participative when time is limited and immediate
action is required.

At this juncture, it will be useful for you to be aware of two phenomena which have
been observed in group decision making situations. Technically these two
phenomena, which are sometimes experienced in a group decision situation, are
referred to as `Risky shift phenomenon' and `Groupthink'.
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1. Risky Shift Phenomenon
Contrary to the popular belief that groups are usually more conservative than
individuals there is abundant evidence to support the proposition that groups make
riskier decisions than individuals do. There are four possible reasons. First, risk
takers are persuasive in getting more cautious companions to shift their position.
Second, as members of a group familiarise themselves with the issues and arguments
they seem to feel more confident about taking, risks. Third, the responsibility for
decision making can be diffused across members of the group. Fourth, there is the
suggestion that in our culture people do not like to appear cautious in a public
context.
2. Groupthink
Closely related to the risky-shift, but more serious, is the phenomenon known as
`groupthink'. This phenomenon, first discussed by Janis (1971), refers to a mode of
thinking in a group in which the seeking of concurrence among members becomes so
dominant that it over-rides any realistic appraisal of alternative course of action. The
concept emerged from Janis' studies of high level policy decisions by government and
business leaders. By analysing the decision process leading up to each action, Janis
found numerous indications pointing to the development of group norms that
improved morale at the expense of critical thinking. One of the most common norms
was the tendency to remain loyal to the group by continuing to adhere to policies and
decisions to which the group was already committed, even when the decisions proved
to be in error.
Outcomes of groupthink: Groupthink can have several deleterious consequences on
the quality of decision making. 'First, groups often limit their search for possible
solutions to problems to one or two alternatives and avoid a comprehensive analysis
of all possible alternatives. Second, groups often fail to re-examine their chosen
course of action after new information or events suggest a change in course. Third,
group members spend very little time considering whether there are any non-obvious
advantages to alternative courses of action compared to the chosen course of action.
Fourth, groups often make little or no attempt to seek out the advice of experts either
inside or outside their own organisation. Fifth, members show positive interest in
facts that support their preferred decision alternative and either ignore or show
negative interest in facts that fail to support it. Finally, groups often ignore any
consideration of possible roadblocks to their chosen decision and, as a result, fail to
develop contingency plans for potential setbacks.
Activity B
If you are currently a member of a recognised decision making group in your
organisation, what is the purpose or decision on which you are now working? What
specific steps could be taken by individuals to improve the process if improvement is
needed? List your ideas.
………………………………………………………………………………………….
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7.4 OVERCOMING BARRIERS TO EFFECTIVE DECISION MAKING
You have just examined different outcomes of a faulty group decision process under
the phenomenon called groupthink. In fact, these "faults" are not exclusive to group
decisions only. You will appreciate that in the early stages of any decision process,
there is' the likelihood that a variety of perceptual biases may interfere with problem
analysis or the identification of possible solutions. Elbing (1978) has identified
several roadblocks that can impede managerial effectiveness in arriving at the most
suitable decision:









The tendency to evaluate before one investigates. Early evaluation precludes
inquiry into a fuller understanding of the situation.
The tendency to equate new and old experiences. This often causes managers
to look for what is similar rather than what is unique in a new problem.
The tendency to use available solutions, rather than consider new or
innovative ones.
The tendency to deal with problems at face value, rather than ask questions
that might illuminate reasons behind the more obvious aspects of the problem.
The tendency to direct decisions toward a single goal. Most problems involve
multiple goals that must be handled simultaneously.
The tendency to confuse symptoms and problems.
The tendency to overlook unsolvable problems and instead concentrate on
simpler concerns.
The tendency to respond automatically or to act before thinking.

Problems like these often cause managers to act in haste before the facts are known
and often before the actual underlying problem is recognised or understood.
Knowledge of these roadblocks will assist you in your attempts to analyse problem
situations and make reasoned decisions.
In case you are a member or leader of any decision making group, you would like to
overcome the emergence of a groupthink mentality in groups and organisations.
Taking your cue from Janis you can now formulate several strategies to overcome the
barriers:

Group leaders can encourage each member to be a critical evaluator of various
proposals.

When groups are given a problem to solve, leaders can refrain from stating
their own position and instead encourage open enquiry and impartial probing
of a wide range of alternatives.

The organisation can give the same problem to two different independent
groups and compare the resulting solutions.

Before the group reaches a final decision, members can be required to take a
respite at intervals and seek advice from other wings of the organisation
before returning to make a decision.
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Outside experts can be invited to group meetings and encouraged to challenge
the views of group members.
At every group meeting, one member could be appointed as a devil's advocate
to challenge the testimony of those advocating the majority position:
When considering the feasibility and effectiveness of various alternatives,
divide the group into two sections for independent discussions and compare
results.
After deciding on a preliminary consensus on the first choice for a course of
action, schedule a second meeting during which members of the group express
their residual doubts and rethink the entire issue prior to finalising the decision
and initiating action.

In other words, if groups are aware of the problems of groupthink, several specific
and relatively simple steps can be taken to minimise the likelihood of falling victim to
this problem. As you already know, recognising the problem represents half the battle
in the effort to make more effective decisions in organisational settings.
Activity C
Does the group to which you belong ever engage in a discussion of the process it is
going through? Do you think such a discussion would be helpful in leading to
improvements in the group's effectiveness? How would you suggest that such
discussions be initiated and conducted? Prepare a note.
………………………………………………………………………………………….
.…………………………………………………………………………………………
………………………………………………………………………………………….
.…………………………………………………………………………………………
………………………………………………………………………………………….
7.5 SUMMARY
Many analytical techniques under Management Science are available to help you take
decisions. But when your problems are of the non-programmed variety, it is not
sufficient to be alert and analytical. You have to use your creative thinking in
identifying viable alternatives, judgement and discretion in evaluating and making a
choice. We have also brought the issue of group decision to your attention as you
often make decisions as a member of a group. You have observed certain inherent
advantages of group decision situations. At the same time, we have drawn your
attention to some phenomena like risky-shift or groupthink which might emerge in
the group process and affect the quality of your decisions. Since you have also
reckoned the usual barriers to effective decision making and have noted some
strategies to overcome them, we are sure this Unit will sharpen your skills of decision
making as a manager.
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7.6 KEY WORDS
Brainstorming: A group process, where the members are presented with a problem
and are asked to develop as many solutions as possible in a free environment.
Operations Research: Use of scientific methods of analysis to process complex
information and arrive at decisions achieving an optimum balance of probabilities as
well as identifiable facts.
Synectics: A method of generating alternatives by combining diverse and apparently
irrelevant ideas.
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UNIT 8

MANAGEMENT BY OBJECTIVES (MBO)

Objectives

To understand the concept of Management By Objectives

To develop familiarity with the key concepts of MBO

To understand the process of MBO

To understand the various benefits and limitations of MBO

To familiarise you briefly, with some of the successes and failures associated
with MBO in India.
Structure
8.1

Focus of Decision Making

8.2

Evolution of MBO

8.3

The need for MBO

8:4

Definitions and Concepts

8.5

The MBO Process

8.6

Ensuring Successful Implementation of MBO

8.7

Benefits of MBO

8.8

MBO in India

8.9

Summary

8.10

Key Words

8.11.

Further Readings

8.1 FOCUS OF DECISION MAKING
When a manager takes a decision the purpose is to increase either the efficiency or
the effectiveness of the existing operation, or increase both efficiency and
effectiveness; Efficiency is the best way of performing a task. Formally, efficiency is
defined as the ratio of output to input. The more output that can be obtained from a
given input, the more efficient is the utilization of the input.
While efficient refers to the right or best way of doing a particular task, effectiveness
is concerned with doing the right task. However efficient a manager may be at
performing his tasks, if the choice of tasks itself is not right; his efficiency is certainly
not helping his organisation. A sales manager is very efficient in managing the time
of his sales force and ensures that each salesman makes at least six to seven sales
calls every day. But wrong identification of potential customers makes the salesman's
calls totally ineffective as no sale is actually made.
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The manager's concern should always be to increase his own effectiveness and that of
the total organisation. An organisation which concentrates on doing the right tasks,
i.e. its focus is on effectiveness, will surely survive and grow even if it performs the
tasks in a somewhat less efficient manner. But a firm whose choice of tasks is totally
wrong, no matter how high its efficiency, will certainly fail.
Management By Objectives (MBO) is a tool by which managers can improve their
performance and increase their effectiveness.
8. 2 EVOLUTION OF MBO
The term MBO was coined by Peter Drucker more than 25 years ago. Drucker used
the term. in a very broad sense to connote not just a specific tool, but rather an
approach or philosophy of management. Later contributors to the subject have
focused on MBO in terms of improving performance of either an individual in the
context of a superior-subordinate relationship or the entire, organisation. In the
United States, the name most associated with MBO is that of George Odiorne and he
stresses the superior-subordinate relationship and propounds MBO as a "guide for
operating the unit and assessing the contribution of each of its members". John
Humble of U.K. visualises MBO as a "system which integrates the company's need to
achieve its goals with the managers need to contribute and develop himself" and
consequently places greater emphasis on corporate planning.
8.3 THE NEED FOR MBO
At this, point you may like to raise the question "Why do we need MBO?" Why
should an organisation, which has been performing well all these years, now turn its
attention to MBO and go through all the problems involved with its introduction? The
answer to this lies in the very nature of an organisation which tends to draw attention
away from, rather than towards, the common organisational goals. Specifically there
are four factors inherent in each organisation which is barriers towards the
achievement of the organisational goals. These are: specialisation of work;
misdirection of effort by the boss: hierarchical structures of management; and
misdirection by cornpensation. Thus there is need to unify the efforts of individuals
towards achievement of corporate goals. This unifying force is provided by MBO.
Today's technological sophistication requires specialised knowledge, specialised
skills and specialised workers. The danger is that these specialised workers, in their
quest for perfection within the narrow confines of their specialised function, often
tend to lose sight of the organisational goals. They forget they are working for an
organisation, and that their specialised function has to operate within specified
parameters. MBO helps to mesh together the various functional specialists for the
achievement of the firm's overall objectives.
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The compensation and appraisal system tends to act as a deterrent towards achieving
organisational goals. This is because there is a tendency for people to `please the boss'
even in the most objectively designed appraisal system. People tend to take even the
most casual observation or remark of the boss seriously and work to please him
because they know that the boss plays an important role in their promotion. And
organisational goals are relegated to the back seat. M I30 brings in greater objectivity
with its emphasis on results.
In every organisation there are various hierarchical levels of management. Each level
has its own vision and own set of narrow objectives to fulfil. Often these levels are
totally insulated from each other. This creates barriers towards harmonious working
together for achieving the organisational goals. For instance, the machine operator
would like to maximise his production and minimise the number of rejects and his
interest is limited to the machine he operates. The shop floor supervisor is concerned
with all the machines and is interested in maximising the total output with maximum
utilisation of various inputs. In achieving this objective, the supervisor may like to
minimise the operation of an inefficient machine.. However, the operator of that
particular machine would not like that. If there is agreement about the overall
organisational goals which have to be achieved, this kind of conflicting pressure can
be avoided.
Finally, the compensation system can often create situations in which people work
towards maximisation of their compensation, often to the detriment of achieving the
organisational goals. If the machine operator's compensation is tied to the output
which he produces on the machine he would obviously like to produce the maximum'
numbers, disregarding the factor of inefficiency, wastage, rejects, etc. Similarly, a
salesman would like to book maximum orders irrespective of the fact whether the
payment is made promptly or not. But at the organisational level, the concern is not
only with output and orders booked, but equally with the costs incurred and
realisation of payments. Only when 'objectives are specified for each person, drawn
from and contributing towards the organisational goals, with emphasis on team work,
can these forces of separatism be minimised.
8.4 DEFINITIONS AND CONCEPTS
For our purpose we shall define MBO as an approach which uses objectives as a focal
point to improve managerial performance and managerial effectiveness, both at the
individual and at the organisational level. These objectives serve to guide, direct,
review and measure performance. However, MBO should not be thought of as merely
a tool for performance appraisal. It is a far more comprehensive mechanism and
provides a framework for organisational and managerial decisions.
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In the MBO approach while the objectives provide the focal point, the emphasis is on
improving the performance and providing better results. This is because MBO is
concerned with achieving the objectives as well as the process by which they are
achieved. The objectives will necessarily vary with the managerial level at which they
are set. Objectives at the level of the managing director will be different from those of
a branch manager or the production manager. However, all these objectives are
derived from the organisation's overall objectives and in turn are linked to the
corporate plan. The fact that MBO allows for distant, intangible organizational –
objectives to be converted into achievable, personalised objectives (for each level of
management) is the reason for its success and popularity. The key concepts in M BO
are emphasis on results than activities, objectives for specific managerial positions,
participatory or joint objective setting, and identification of key result areas and
establishment of periodic review system.
Emphasis on results rather than activities
The basic feature of every MBO is the emphasis on results rather than activities.
Activities, per se, are never important. Their importance lies in the fact that they lead
to results. If an activity produces no results, it may just as well be dropped, for
obviously it is only consuming time and resources with no output.
In MBO, the starting point is the identification of results which are important to the
organisation and then working backwards to sec which activities can lead to these
results. George Morrisey has identified "management by activities or reactions" and
"management by objectives and results" as the two theoretical extremes.
Traditionally, management was characterised by activities. Even today you may find
this happening in many cases. For instance, most job descriptions are spelled out in
terms of activities, such as travelling, meeting people, corresponding, etc, rather than
results. It is this disproportionate focus on activities which leads to the situation
where apparently all managers are very busy but are not able to achieve any
significant results.
To shift from an activity-oriented to a result-oriented management system is not
always easy. Engaging in activities gives a lot of satisfaction to most people even
when they know that its result contribution is very low. The more visible is the
activity, such as preparing graphs, charts, etc. the greater is the satisfaction. The other
reason why people derive satisfaction from engaging in activities is because
sometimes the gap between activities and results may be so long and uncertain that
keeping a constant focus on results may be very difficult. Urgent, pressing problems
arising out of crisis situations or out of the need to meet deadlines such as drawing up
of balance sheet by the end of the financial year require immediate activity which is
unavoidable. However, if the manager always keeps in mind the results for which he
is accountable, he can change his style of working towards result achievement.
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Objectives for specific managerial positions
In the context of M BO, objectives are defined as expected results. Objective must be
specified for every managerial position at each, level of the managerial hierarchy.
Objectives are set for specific managerial positions and not for the individuals who
occupy these positions.
Irrespective of whether it is Mr. K.D. Das or Mr. R. Venkat who is manager of after
sales service, the objective of the managerial position still will remain the same. It is
important to specify objectives according to managerial positions to ensure the
continuity of effort in the achievement of organisational objectives. The only
exception to this is in the case of top management. When a company changes hands
or a new managing director is appointed it is likely that he may like to modify or even
totally change some of the existing corporate objectives and provide a totally new
direction to the organisation. In such a situation, objectives for all the managers may
have to be modified or changed.
There are three distinct levels of management in every organisation. these are: the top
management, middle management and operating management. Objectives must be
specified for each level of management. At the top management level the objectives
are referred to as corporate objectives and they provide the general direction for the
entire organisation. Since their scope extends to the entire firm, corporate objectives
necessarily encompass a span of five to ten years. Predictions of future events can
never be made with complete certainty and therefore the corporate objectives are
specified more in general rather than very specific terms. Corporate objectives are
externally oriented as they are derived from the external environment in which the
firm operates. This environment comprises economic, technical, legal, social,
cultural, political and demographic factors as well as consumer tastes, attitudes,
competition, etc. Thus a company manufacturing mopeds may well define its
corporate objective as satisfying the short distance transportation needs of middle
income classes.
The corporate objective must be broken down into more specific objectives to
become practical and workable for the middle management. Managers of functional
divisions and geographical territories represent the middle management. In case of the
moped company, the objective at the middle level i.e. marketing manager may be to
achieve sales figure of 85,000 mopeds per year by March 1988, and 60 per cent of
this sale is to be achieved in the southern region since the company is located in
Bangalore.
Area sales managers, shop-floor production managers, and managers of inventory
control are all representative of the operating management level. Objectives at the
operating level are concerned with the short-term, such as sales per month, production
level per machine, etc. Operating level objectives are derived from the objectives of
the middle management level which in turn are derived from the corporate objectives.
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Objectives at different levels and in different functional areas are linked to each other.
To reach the sales figure of 85,000 units, production must also be set correspondingly
at 86,000 units (allowing 1000 for defective and rejects). Apart from this hierarchy of
objectives and their linking with each other, there is also the need to rank them in
order of importance. The more important objectives must first be fulfilled before
moving on to the next most important objectives. This is necessary because the
resources and time at the disposal of the organisation are limited and simultaneous
fulfilment of all objectives is not possible.
To be truly workable, objectives must be measurable in specific terms such as
quantity, time, cost and quality. An objective which simply states improve quality' is
not useful because it does not specify up to what level and by what time, and at what
cost. In case of such vaguely stated objectives it is impossible to measure their
attainment. To be achievable, objectives must be set realistically, taking into account
all the strengths and weaknesses of the existing situation. Objectives which are set at
an unrealistically high level will only serve to frustrate the people for whom they are
set. Similarly, objectives which are set too low are also not desirable.
Activity A
List the corporate objectives of your company and following the MBO sequence
identify your own objectives. Also identify the objectives of your immediate superior
and subordinate.
………………………………………………………………………………………….
………………………………………………………………………………………….
………………………………………………………………………………………….
………………………………………………………………………………………….
………………………………………………………………………………………….
Participatory or joint objective setting
We have seen that all operating objectives are derived from the corporate objectives
by breaking them down into smaller workable and specific functional area objectives.
In an organisation practicing MBO these objectives are set by the concerned
managers themselves in consultation with their superiors. The emphasis is on
participation of the concerned manager himself. The participation process allows the
manager to exert his influence on those very objectives and decisions against which
his performance will be measured. This participation ensures that the objectives set
are realistic since the manager is in direct contact with the market, labour, production
facilities, etc. and knows the true situation. Since the objectives are realistic and set in
agreement with the concerned manager their chance of being attained is also higher.
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Identification of key result areas
Every managerial position has associated with it certain results or outputs. However,
it is the achievement of only a few result areas that is critical to the organization’s
success and these are known as key result areas. For instance, the various result areas
for a production manager may include quality, quantity, adherence to delivery
schedules, rejects, wastage, inventory, labour costs, material cost, machine down
time, etc. Depending on the nature of his organisation and industry, the production
manager will identify his key result areas. In an industry, where the raw material and
machinery are the major cost contributors, the manager's key result areas may be raw
material cost, wastage and machinery utilisation. On the other hand, in an industry
like television set manufacturing, where assembly is the major operation, labour
costs, critical component costs, and quantity may be the key result areas.
Similarly, in other functional areas the key result areas can be identified. In
marketing, these may be related to sales, new markets, new customers, marketing
research, distribution, pricing policy, media advertisements, local sales promotion
plans, etc.
Just as key result areas (KRAs) can be identified for different functional areas, these
can also be identified at the organisational level. For instance, Modi Xerox, a
company engaged in manufacturing and marketing photocopiers views itself
primarily as a service organisation and emphasises the after sales service aspect. In
contrast, other companies may view their business as mainly manufacturing. While
service is obviously one of the important key result areas for modi Xerox, it may not
be so for its competitors.
There are KRAs which are common to all business organisations' and all managerial
positions irrespective of the functional area or industry. Peter Drucker has identified
eight such KRAs common to all firms. These are: profitability, market standing,
innovation, productivity, worker performance, financial and physical resources,
managers' performance and development, and public responsibility. W.J. Reddin has
identified five KRAs which are common to all managerial positions. These are:
subordinate development, innovation, project implementation, managerial
development and systems implementation.
In 1978-79, Madura Coats, a company engaged in manufacturing and marketing of a
variety of threads and yarns had identified its various KRAs as financial resources,
profitability, and development of organisation, management development, labour
relations, diversification and cotton, development. In the same year, Gujarat Industrial
Development Corporation, a state government: agency for encouraging and assisting
industrial development, had identified its RAs as capacity utilisation, cost reduction,
resource mobilisation, organisation development,, customer service, infrastructure
planning and development, diversification, corporate image and rural industrial
infrastructure.
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Identification of key result areas helps the manager and the organisation focus its
scarce resources on those activities which contribute to the critical results. Focusing is
important because, in most cases, all managerial activities do not equally contribute to
results. In the course of an average day, a manager may indulge in a number of
activities such as meeting people, sorting out employee's grievances, planning for
products to be launched in the next year, reviewing last month's expense sheet, etc.
While sorting out personal grievances and meeting unexpected visitors- may be
unavoidable and urgent, it is activities such as future planning which are important
and contribute to results.
Key result area can be identified by asking the simple question: what is the unique
contribution of my job or the organisation? The answer to this question will provide
the clue to identifying the key result areas. Once identified, these KRAs may remain
unchanged for a number of years. These may change when the scope of the
managerial position or organisation is changed or if a subordinate has been developed
to take over an existing KRA so that it is no longer in the purview of the manager's
responsibility. As is the case with objectives, so also the KRAs at the corporate level
are more durable than those at the middle and operating management levels.
Establishment of Periodic Review System
An important feature of every MBO is the periodic review system. The review may
be held at intervals of every three, six or twelve months. The purpose is to review the
performance against the objectives'. Also, the validity of continuing with the preestablished objectives may be reviewed.' An organisation which professes to follow
the M BO approach but has no review system is only paying lip service to MBO
without actually practising it. Objectives are useful only if they can initiate action and
the review system is a way to ensure that the action in the desired direction is being
taken and is yielding the desired results. The review system thus provides a
mechanism for both measuring and controlling.
MBO should not be confused with a performance appraisal system. There are many
elements which are common to both, but MBO is wider in both the concept and
application than a system of performance appraisal. Without going into too many
details, it would be useful to point out one major difference between the two. In
performance appraisal, the emphasis is on simply reviewing the past, while in MBO
the focus is on initiating future corrective action. Though MBO may also be used for
performance appraisal, you must remember that this is not its main purpose. The
purpose of MBO is to improve managerial performance and effectiveness.
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Activity B
Identify the various possible key result areas in your organisation. In case these are
already identified, analyse whether they are adequate, inadequate, or excessively
identified.
………………………………………………………………………………………….
………………………………………………………………………………………….
8.5 THE MBO PROCESS
There are three steps involved in the MBO process. These are setting objectives in
each key result area, action planning, and performance review.
Setting Objectives
Key result areas are usually more durable than objectives. While KRAs delineate the'
broad areas within which the organisation must focus its. attention, the objectives
represent the specific results expected to be' achieved within these KRAs. Thus the
first step is to identify the KRAs and pin responsibility for results with specific
managerial positions. Making people responsible for KRAs is a very critical step for
translating MBO theory into practice. KRAs and the persons responsible for them
must be identified at the level of the entire organisation as well as each functional
area.
Having identified KRAs, the next step is to set objectives within them. At the
organisational level, these will be the corporate objectives. Corporate objectives
define the purpose and mission of the organisation and can be described by seeking to
answer the question `what is our business'. Following out of the corporate objectives
are the long and short-term strategic objectives. Five to ten years is the usual time
horizon for long range plans while anything between three to five years describes the
short-range. Strategic objectives spell out those objectives related to choice of
product, market and technology. Derived from these are the unit level objectives in
the case where an organisation consists of several different business units.
Action Planning
Planning enables the objectives to be turned into reality. If objectives describe the
`what', plans describe the `how' or the way in which the objectives are to be achieved.
Managers are paid to achieve certain objectives. The objectives can be achieved only
if the manager converts them into specific action plans spelling out the various steps
or activities to be performed and the specific time within which these must be
performed.
There are four broad steps involved in every action plan:
• Choosing strategies which are appropriate to the objectives
• Assigning responsibility for achieving the objectives
• Allocating resources for achieving the objectives
• Scheduling specific activities to achieve maximum utilisation of resources.
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Activities form the basis of every plan. Activity refers to the thing or series of acts
which have to be done in order to achieve the objective. Further, these activities have
to be arranged sequentially in the most logical manner and a time frame has to be
specified for the completion of each activity. This is known as scheduling. It is only
when this has been done that the plans get converted into `action' plans.
There are many techniques which are extremely useful in planning. Some of the more
common ones are Activity Networks, Decision Trees, Milestone Charts, Programme
Evaluation and Review Technique (PERT), and Critical Path Method (CPM).
Depending on the specifics of your plan you can use the appropriate technique to
make them more useful.
In MBO, objectives are set for the organisation or the unit as well as for specific
individuals. Therefore two kinds of plans are needed: plans for the team and
individuals' plans. The reference point for team or group plan may be the sales team,
or group of R & D engineers working on new product development or even the entire
regional office striving as a team to achieve the objective of a specified sales figure.
Wherever objectives are specified for a group of people working together towards a
common goal, a team plan is required. Within the team individuals are assigned
specific objectives for achieving and these individuals need individual or personal
plans.
Performance Review
Regular performance review is one of the main features of MHO. In the absence of a
review system the MBO system cannot function. In the MBO process, the focus of
the performance review is on:






performance
improvement
future corrective action
frequency of reviews
self-appraisal

It is on the basis of these five elements that the performance review system of M BO
is distinguished from other kinds of appraisal system. In MBO the purpose of
evaluating performance is to provide corrective feedback to the concerned person. In
an appraisal system, the appraisal may be done for the purpose of assessing the
individual's potential and his compensation, for career planning and identification of
training and development needs and also includes appraisal of personality traits and
not merely performance. Figure I present a system of performance review in an
organisation where the MBO approach is followed.
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8.6 ENSURING SUCCESSFUL IMPLEMENTATION OF MBO
The MBO process seems apparently simple but to practice it requires great analytical
skill and clarity of purpose on the part of the management. MBO is not a managerial
technique which can simply be introduced at a moment's notice. MBO involves
people who have their own fixed ideas, attitudes, values and perception which can
make the MBO implementation a very complex affair. The prerequisites of a
successful MBO are:






Evaluation
Preparation
Top management support
Time horizon and
Proper entry point

Evaluation
The first step is to evaluate what you expect from MBO. The most commonly made
mistake is that MBO is visualised either very narrowly as a just another appraisal
system or as merely another way of tackling the problem of writing job descriptions
or it is visualised as a solution to all problems. This leads to unrealistic expectation
from MBO. To avoid this, it is best, first of all, to evaluate the existing organisational
performance, culture, management style, systems of planning, controlling and
monitoring and then decide upon the specific needs which can be fulfilled by MBO. It
must be remembered that MBO is a powerful tool which can be used for improving
the entire organisational performance, provided there is clarity about the expected
results.
Preparation
The next step is to prepare the people for accepting MBO. Human nature always
resists change. The best way to overcome this resistance is to disseminate maximum
information about M130 and educate the concerned key people about its expected
benefits. If possible, all the managers should be given a formal training exposure to
MBO. This stage of preparation is very critical as MBO can be successful only if
people willingly accept and practice it.
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Top Management Support
For MBO to be successfully implemented it is important that it has the full backing
and support of the top management. In the process of implementation, there may be
some redefining of objectives which in turn may lead to jobs being redefined,
restructured or even totally scrapped in some cases. This is bound to lead to conflicts
and friction and top management intervention may often be required to soothe
disturbed emotions and find practical solutions. Top management needs to exhibit
great patience, understanding, and perseverance to see the MBO through its teething
stage.
Time Horizon
MBO means change which implies upheaval and disturbances. Just as some people
can accept and adapt to change quicker than others; similarly one organisation's
adaptability to change is different from that of another. Depending on its personality
and attitude towards change (whether it is resistant or highly flexible) each
organisation has to decide upon the rate of change which it can withstand. How
quickly is MBO to be introduced and implemented in the organisation? In phases or
at one go? In certain departments or in all departments simultaneously? These are the
issues best decided on evaluation of specific characteristics. There can be no hard and
fast rule except that sufficient time should be allowed to give MBO a fair trial.
Entry Point
If MBO is being introduced in phases, then the best point for beginning its
implementation is the top management level. But the top management must really be
serious about it and not merely profess to practice without actually doing so. Starting
at the top has the advantages of setting an example for the rest of the people and the
relatively small number of people involved.
8.7 BENEFITS OF MBO
The benefits accruing from MBO can be discussed in terms of the specific benefits to
the subordinate, the superior and the organisation:
i)Benefits to subordinates include greater role clarity, measurement of performance
and increased job satisfaction. W hen specific objectives have been agreed upon, the
subordinate knows exactly what he has to achieve and can plan his various activities
towards this end. Role and goal clarity ensure that there is no wastage of scarce
organisational resources, on the one hand and single minded dedication to
achievement of objectives on the other."
MBO implies regular feedback and measurement of performance against objectives.
This serves as a great motivating factor for people to put in their best effort to achieve
the objectives. It also helps to weed out the non-performer and identify the real
contributors.
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Clear, specific objectives and unbiased feedback about performance contribute to
increased job satisfaction as compared to a situation where a person does not know
what is expected of him and how, if at all, his performance will be judged. Job
satisfaction emanates from the feelings of having done a job well to the best of your
capability as well as public recognition and approval for it. The former is possible
only when there are specific objectives while the latter can occur only if there is a
system of review and reward. A worker or manager who derives satisfaction from his
job will work harder in order to improve his performance while a dissatisfied,
discontented manager will make a negative contribution. Thus MBO can serve to
bring about a change and put people on the self-propelling cycle of role clarity,
increased job satisfaction and increased productivity.
ii)Benefits to Superiors: The benefits accruing to the subordinate will, of course,
also accrue to the superiors. But besides these, the other specific benefits for superiors
are that MBO motivates subordinates, strengthens superior-subordinate relationship,
and provides an objective appraisal method.
MBO is based on the concept of participation and this leads to greater motivation.
Setting objectives implies that both the superior and the subordinate have to sit across
the table and openly discuss their respective roles, work, obstacles and competencies.
Such candid discussion always leads to increased mutual trust and confidence in each
other and provides an enduring bond to the relationship.
One of the biggest advantages of MBO is that it provides an objective basis for
reviewing performance on the basis of achievements rather than personality traits.
Reviewing a person on the basis of his personality not only puts him on the defensive
but serves no purpose from the organisation's point of view. The only thing that
matters is results. People are retained by organisations to produce results and not
because they are sociable, soft spoken, introverted or possess any other such
personality characteristic which has no bearing on their competence or capability.
Benefits to the organisation: MBO focuses on managerial effectiveness as a central
value in the entire organisation. And this emphasis permeates down to the lowest
level, influencing each manager and worker. This shows up in all the decisions which
each manager makes and the overall performance of the organisation is improved.
Secondly, MBO with its focus on objectives improves concentration and coordination
of managerial effort. There is maximum utilisation of resources and conflicting pulls
in opposite directions are avoided. Thirdly, the periodic review in MBO helps identify
advancement potential of workers and managers. It also helps in identifying workersho are under-utilised or not making the full contribution. Lastly, MBO creates many
centres of accountability as against one centralised accountability point. It is not only
the managing director or proprietor who is accountable for producing the desired
results but each manager is responsible for achieving the agreed-upon objectives.
Thus MBO leads to greater decentralisation in terms of setting and achieving
objectives.
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Some limitations:
In practical implementation you could sometimes encounter one or more of the
following limitations of MBO.
Problems in joint objective setting among unequals. MBO implies a process of point
or consultative objective setting between the superior and the subordinate. But this
very relationship, based upon status, may prove to be a hindrance in free, frank and
open communication between the two, and stall the process of setting goals in an
objective manner;
Problems of MBO being effective at the lowest level. Theoretically, MBO is
supposed to percolate throughout the organisation right down to the lowest level since
the manager as well as the worker at each level have set their own agreed upon
objectives. However, in reality, the workers or managers at the lower levels often do
not have the full freedom to set their own objectives. This is because MBO operates
from top to down, starting with the corporate objectives. Thus, the process of
objective setting implies that the objectives at the lower level have already been
locked in and managers down the line have to match their own objectives with those
of the level above them only. If the process of objective setting is reversed to
overcome this limitation, and objectives are first set at the lowest level, it would mean
that the entire organisation is being guided by people who have less experience, less
education, less knowledge and awareness; and it is
Difficult to implement in a situation of change. MBO assumes a stable environment
in which the objectives once set will hold good till they are achieved. In reality,
however, many unforeseen changes may occur which may render the objective
impossible to achieve, or irrelevant, or invalid. In a situation where sudden changes
occur frequently MBO is difficult to implement.
8.8 MBO IN INDIA
MBO was introduced in India in the early seventies. It has followed the British
model, rather than the American one. and consequently there is greater emphasis on
corporate planning and control. By now more than fifty companies of different sizes
and backgrounds, and belonging to different industries have experimented with BO
Not all have been successful, but the number of successes is larger than those of
failures. M BO has been adopted in private as well as public sector companies and
also in state government organisations.
The Indian company with the longest history of practising MBO is Madura Coats.
Since 1971, MBO has become an established way of management in this company.
Managers meet almost every other day for objective setting and reviewing. The
managing director and MBO consultants meet every month to review the various
aspects of MBO. The success at Madura Coats proves the fact that top management
commitment is the most critical factor for success.
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In contrast to Madura Coats, which is more than a 100 years old, Bharat Bijlee is a
relatively young company engaged in manufacturing and marketing various kinds of
motors and lifts. MBO was initiated in 1974 with the selection of ten key result areas
for improving effectiveness. These key result areas were profitability, expansion,
diversification, manager development, organisation development, cost effectiveness,
employee relations, plant modernisation, material availability and public relations.
Specific objectives were set in each key result area with emphasis on role clarity. This
was achieved by defining objectives for twenty senior managers in a simultaneous
process thus ensuring integration and intermeshing of objectives.
The experience with Hindustan Copper Limited (HCL) proves that MBO can work
well in a large public sector undertaking. The experience of HCL proves that MBO
can become institutionalised and continue despite changes in the top management
team. MBO was started in 1974 and restricted only to defining corporate objectives
and covering one part of the organisation.
MBO is applicable not only to business firms but to other kinds of non-commercial
organisations too. MBO has been successfully implemented in state government
organisations such as the Tamil Nadu Dairy Development Corporation, Department
of Stationery and Printing and Directorate of Industries and Commerce amongst
others. Besides Tamil Nadu, Gujarat is the other state which has enthusiastically
adopted MBO. To begin with, the Commissionerate of Industries and the Gujarat
Industrial Development Corporation were selected for the MBO programme. Some of
the other companies which have successfully implemented MBO are Bharat Heavy
Electricals Limited, Grindlays Bank, Blue Star, Shaw Wallace, and Glaxo Limited.
There have been cases where MBO has totally failed. The most commonly
encountered reasons for the failure of MBO are:

Lack of top management support and commitment

Lack of or inadequate planning and preparation

Lack of information and education

Very short time horizon

Overemphasis on appraisal

Poor understanding of the role of M BO and

Lack of clear cut policy towards MBO.
By avoiding the above mentioned pitfalls you can ensure that MBO will be
successfully implemented.
Activity C
Sit with your subordinate and plan objectives for the next two or three quarters. List
the various problems you may have faced in these meetings. What steps would you
suggest to overcome these problems?
………………………………………………………………………………………….
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8.9 SUMMARY
Management by objectives helps improve managerial performance and effectiveness.
It provides a workable framework to the manager within which he can make
decisions which are in the best interest of the organisation. The key concepts of MBO
are emphasis on results, participative objective setting for each managerial position,
and emphasis on team work, human relations and a regular review system. The
process of MBO involves setting objectives, action planning and reviewing
performance. For successful implementation, proper planning and preparation are
required. To achieve success with MBO it is necessary to have the top management's
full support and commitment, a realistic time frame for implementation, adequate
training of people who would be involved in the process, and a proper understanding
of the role of MBO.
8.10 KEY WORDS
Action Planning: Drawing up of detailed plans which spell out the various sequential
activities to be performed in order to achieve the specified objectives.
Corporate Planning: Planning undertaken by the top management to define
objectives for the entire organisation as well as the means of achieving these
objectives.
Effectiveness: The extent to which the output requirements are actually achieved.
Emphasis on doing the right things.
Efficiency: Ratio of output to input, doing things in the right manner.
Joint Objective Setting: A process by which a boss and his immediate subordinate
arrive at mutually agreeable objectives for the latter.
Key Result Areas: Those results or outputs whose achievement is critical to the
survival of the specific managerial position. These can also be defined at the level of
a division, a unit and the entire organisation.
Objectives: Expected results.
Performance Review: A system for evaluating the results achieved as against the
specified objectives in order to initiate corrective action and improve future
performance.
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