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Preface

Here is the twelfth edition. As | indicated in the last edition, I am still in what positive
psychologists call “flow.” I am so engrossed and passionate about my field of organiza-
tional behavior that time just flies. As | have said before, | take considerable pride in the
sustainability of this text. It took me four years to write the first edition, and then about
a year to do each subsequent edition. Because of the rapidly expanding body of knowl-
edge in organizational behavior, these revised editions through the years have become
increasingly challenging. However, | am still—actually even more than ever—in flow in
trying to keep this first mainline organizational behavior text totally up-to-date with the
very latest and relevant theory building, basic and applied research, and best-practice
applications. | decided with this edition to give special recognition of this scientific foun-
dation by adding the subtitle—An Evidence-Based Approach.

As is now emphasized in the introductory chapter, the time has come to help narrow
the theory/research—effective application/practice gap. This has been my mission from
the beginning of this text and my now over 20-year editorship of the journal
Organizational Dynamics. As “hard evidence” for this theory/research base for this text,
| can say unequivocally that no other organizational behavior text has close to the num-
ber of footnote references. For example, whereas a few texts may have up to 40 or even
50 references for some chapters, the chapters of this text average more than twice that
amount. This latest edition continues the tradition by incorporating recent breakthrough
research to provide and add to the evidence on the theories and techniques presented
throughout.

Before getting into the specific additions of this new edition, | would like to again point
out the distinguishing features that no other organizational behavior textbook can claim:

1. 1 am convinced at this stage of development of the field of OB, we need a compre-
hensive theoretical framework to structure our introductory textbooks. Instead of a
potpourri of chapters and topics, and maybe using an inductive (or should it be deduc-
tive?) sequencing, there is now the opportunity to have a sound conceptual framework
to present our now credible (evidence-based) body of knowledge. | use the widely
recognized, very comprehensive social cognitive theory to structure this text. | present
the background and theory building of this framework in the introductory chapter and
also provide a specific model (Figure 1.5) that fits in all 14 chapters. Importantly, the
logic of this conceptual framework requires two chapters not found in other texts and
the rearrangement and combination of several others. For example, in the organizational
context part there is Chapter 4, “Reward Systems,” and in the cognitive processes part,
Chapter 7, “Positive Organizational Behavior and Psychological Capital,” that no other
text contains.

2. Besides having the only comprehensive theoretical framework for an introductory OB
text, a second unique feature is one or more OB Principles at the end of each chap-
ter. Importantly, these principles are derived from meta-analytic research findings. The
reason for including meta-analytically derived principles is that the field of organiza-
tional behavior has matured to the point where there are not just isolated studies but
a stream of research on a number of topics that now need to be systematically (quan-
titatively) summarized for students and practitioners. For example, Alex Stajkovic and
I have completed a meta-analysis of the studies with which | have been most closely
associated over the past 35 years, focusing on the positive effect that organizational
behavior modification (O.B. Mod.) has on task performance. (This analysis is published

v
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in the Academy of Management Journal; a follow-up research study conducted in the
largest credit card processing company in the world is in a subsequent issue of AMJ;
another meta-analysis of all behavioral management studies with emphasis on the dif-
ferent types of interventions was published in Personnel Psychology; and most
recently nonfinancial rewards were found to be as impactful on unit performance out-
comes and employee retention over time as were financial rewards, published in the
Journal of Applied Psychology with Suzanne Peterson). In addition, Alex and | pub-
lished in Psychological Bulletin a meta-analysis (114 studies, 21,616 subjects) that
found a very strong positive relationship between self-efficacy and task-related per-
formance. These provide end-of-chapter evidence-based OB Principles.

. A third unique feature is an “Evidence-Based Consulting Practices” summary to open

up each major part of the text. Specifically, in addition to my long academic appoint-
ment at the University of Nebraska, since 1998 | have been a senior research scien-
tist with the Gallup Organization. Mostly known for the famous Gallup Poll, this
world-class firm also has a widely known management consulting practice. About
half of the “Fortune 50” are among Gallup’s recent clients. With my input, Tim
Hodges, executive director of Gallup University, drew from Gallup’s tremendous sur-
vey research-base consisting of thousands of organizations and millions of people
over the years. We provide Gallup’s evidence-based practices relevant to each major
part of the text.

. The fourth unique feature reflects my continuing basic research program over the

years. Chapter 7 contains my most recent work on what | have termed “Positive
Organizational Behavior” and “Psychological Capital” (or PsyCap). To meet the
inclusion criteria (positive; theory and research based; valid measures; open to
development; and manage for performance improvement), for the first time the top-
ics of optimism, hope, happiness/subjective well-being, resiliency, emotional intel-
ligence, self-efficacy, and the overall core construct of psychological capital have
been given chapter status. Because of my involvement in the emerging Positive Psy-
chology movement through Gallup and my research on PsyCap and authentic lead-
ership with colleagues in the University of Nebraska’s Leadership Institute, | feel
the time has come to incorporate this positive approach into the mainstream orga-
nizational behavior field.

Besides these truly significant four unique features, there are a number of specific

revisions and additions to this edition. These include:

1.

The new subtitle “An Evidence-Based Approach” reaffirms the importance of the
research foundation to the text. A new major section has been added to Chapter 1 that
explains why this evidence-based focus is so critical and what it entails.

. Because communication, decision making, and perception continue to be important to

organizational behavior, in this edition there is a new Chapter 8, “Communication and
Decision Making” and perception is added to Chapter 5, “Personality, Perception, and
Employee Attitudes.”

To make room for the new chapter, the separate chapter on job design and goal setting
is now incorporated into Chapter 6, “Motivational Needs, Processes, and Applications.”

. Besides updating the evidence-base and providing new real-world examples in each

chapter, breakthroughs on important new topics such as the following are included:

* Contextual impact of the recent financial crisis and stock market crash on organi-
zational behavior
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* Collins” “Good to Great” expectations

» Managing the global workforce

* Global mindset

« Diversity management skills

* Glass ceiling outside the United States

* Corporate social responsibility (CSR)

* Ethics of downsizing

* “Hollow” organization design

» Modular organization design

« Organization culture in an economic crisis

* Incentive/rewards analysis of the financial crisis

* Costs of obesity

 Neuroscience explanations

* Health-Relationships-Work (H-R-W) well-being model
* Intentional component of psychological capital (PsyCap)
» Background on PsyCap

* Performance impact and research summary of PsyCap
» PsyCap development model and research summary
 Evidence-based happiness

* Broaden and Build Theory of positivity

» Use of Facebook

» Gen X and Gen'Y

* Stress from 24/7 technology and job loss threat

* Stress levels around the world

« Bullying problem

* “Slacker teammate” problem

* Followership

« Positive and authentic leadership research

Just as real-world management can no longer afford to evolve slowly, neither can
the academic side of the field. With the uncertain, very turbulent environment most
organizations face today, drastically new ideas, approaches, and techniques as repre-
sented above are needed both in the practice of management and in the way we study
and apply the field of organizational behavior. This revision mirrors these needed
changes.

Social Cognitive Conceptual Framework. The book contains 14 chapters in four major
parts. Social cognitive theory explains organizational behavior in terms of both environ-
mental, contextual events and internal cognitive factors, as well as the dynamics and out-
comes of the organizational behavior itself. Thus, Part One provides the evidence-based
and organizational context for the study and application of organizational behavior. The
introductory chapter provides the environmental perspective, historical background,
methodology, theoretical framework, and specific social cognitive model for the field of
organizational behavior in general and specifically for this text. This is followed by an
overall environmental context chapter:
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Chapter 2, “Environmental Context: Globalization, Diversity, and Ethics (with major
sections on globalization, diversity, and a major ending section on the impact of ethics
on “bottom-line” outcomes).

After this broad environmental context is laid out in Chapter 2, there are two chapters
for the organizational context of the social cognitive framework:

Chapter 3, “Organizational Context: Design and Culture” (with special emphasis
given to the learning organization and horizontal, hollow, modular, network, and vir-
tual designs; best-practice cultures; and a major section on the culture clashes from
mergers and acquisitions) and

Chapter 4, “Organizational Context: Reward Systems” (a unique chapter with spe-
cial emphasis given to money as a reward, effectiveness of pay, forms of “new pay,”
recognition systems, and benefits).

The second part of the text recognizes the well-known micro-oriented cognitive
processes of the social cognitive framework plus unique topics such as the following:

Chapter 5, “Personality, Perception, and Employee Attitudes” (with unique major sec-
tions on the role of heredity and the brain and emphasis given to “Big Five” personality
traits, the Myers-Briggs personality indicator, the perceptual process, and organiza-
tional citizenship behavior);

Chapter 6, “Motivational Needs, Processes, and Applications” (with major sections
on extrinsic versus intrinsic motives, procedural justice, attribution theory, job design
and goal setting); and

Chapter 7, the most unique chapter, not only for this text, but any other, on “Posi-
tive Organizational Behavior and Psychological Capital.” In addition to the focus on
the unique POB psychological states of efficacy, optimism, hope, resiliency, and over-
all psychological capital, there are also major sections on emotion, multiple intelli-
gences, and general mental abilities.

Parts Three and Four are concerned with the dynamics and behavior management and
leadership dimensions of organizational behavior in the social cognitive framework. Part
Three contains, in addition to widely recognized topics, the following four chapters:

Chapter 8, “Communication and Decision Making” with particular emphasis given
to nonverbal and interpersonal communication and behavioral dimensions, styles, and
techniques of decision making.

Chapter 9, “Stress and Conflict” (with material on stress and conflict from advanced
technology and globalization, burnout, and work-family initiatives);

Chapter 10, “Power and Politics” (with material on empowerment, trust, resource
dependency, and the dynamics of power and politics in the new environment); and
Chapter 11, “Groups and Teams” (with material on the punctuated equilibrium model
of groups, group/team effectiveness, role conflict and ambiguity, social loafing, cross-
functional teams, virtual teams, and cultural/global issues with the use of teams).

The final Part Four gives an applied emphasis to the text. It focuses on how to man-
age and lead for high performance. These applied organizational behavior chapters
include the following:

Chapter 12, “Behavioral Performance Management” (with material on the role of
social cognition, critical analysis of reinforcement theory, pay for performance, social
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recognition, and the latest research on contingencies with type of organization and
interventions for O.B. Mod. effectiveness).

Chapter 13, “Effective Leadership Processes” (with major sections on the historical
studies, traditional and modern theories of leadership and the new “authentic leader-
ship” being developed at the University of Nebraska’s Leadership Institute, and lead-
ership across cultures and the GLOBE project).

Chapter 14, “Great Leaders: An Evidence-Based Approach” (with major sections
on leading in the new environment, leadership styles, including the new positive,
authentic style, the activities and skills of leadership, and leadership development
programs).

Pedagogical Features. Besides the many unique features already described, there are also
several strong pedagogical features that have characterized the text over the years. To
reflect and reinforce the applications orientation of the text, highlighted, currently rele-
vant, boxed real-world OB in Action examples appear in each chapter. In this twelfth
edition there are many new real-world examples drawn from BusinessWeek articles. In
addition to these application boxes, the text also features experiential exercises at the end
of each part. The exercises get participants involved in solving simulated problems or
experiencing firsthand organizational behavior issues. Also there are end-of-chapter Internet
exercises to get students involved in online relevant resources and vehicles for discus-
sion and critique.

Besides the usual end-of-chapter short organizational behavior discussion cases, there
is also at least one Real Case at the end of each chapter. These cases are drawn from
recent real-world events (excerpted from current Business\Week articles) and are intended
to enhance the relevancy and application of the theories and research results presented
in the chapter. These end-of-chapter real cases serve as both examples and discussion
vehicles. It is suggested that students read them even if they are not discussed directly
in class. The intent is that they can serve as supplemental readings as well as discus-
sion cases.

This edition also contains learning objectives at the start of each chapter. These objec-
tives should help students better focus and prepare for what follows in the chapter.
Finally, the chapters have the usual end-of-chapter summaries and review and discussion
questions.

Intended Audience. Despite the four unique features and very extensive updating (hav-
ing anywhere from 5-30 or more new references per chapter) throughout, the purpose
and intended audience of the book remain the same. As in the earlier editions, this edi-
tion is aimed at those who wish to take a totally up-to-date, evidence-based approach
to organizational behavior and management. It does not assume the reader’s prior
knowledge of either management or the behavioral sciences. Thus, the book can be
used effectively in the first or only course in either four-year or two-year colleges. It
is aimed primarily at the required organizational behavior course, at the undergradu-
ate level or in the M.B.A. program. | would like to especially acknowledge and thank
colleagues in countries around the world who have used previous editions of the book
and point out that the continued international perspective and coverage should make
this new edition relevant and attractive. Finally, the book should be helpful to practicing
managers who want to understand and more effectively manage their most important
assets—their human resources.
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2004), and Strength Finder 2.0 (Gallup Press, 2007), which recently passed the
million copies sold mark. These books are all authored by Gallup scientists and prac-
tice leaders. All the part opening Gallup practices for this text are written by Tim
Hodges, Executive Director of the Gallup University, with some input by former
Gallup Senior Analyst Dr. Dennis Hatfield and this author. The following gives an
introductory overview of the Gallup evidenced-based approach, and the other
openers are more directly concerned with the theme of the respective part.

AN INTRODUCTION TO THE GALLUP EVIDENCE-BASED APPROACH:
THE GALLUP PATH

According to numerous think tanks, recent global competition caused corporate
executives to pose one common, all-consuming question: What is the role of human
nature in driving business outcomes?

As described in Coffman and Gonzalez-Molina‘s Follow This Path, the Gallup
Organization sorted through unprecedented bits of economic information and data
from customers and employees to develop The Gallup Path™ management theory,
answering the question concerning the role of human nature in driving business
outcomes.

The Gallup Path™ serves as Gallup’s premier management consulting model. At
the model’s core is the theory that within every organization, every employee, at all
levels, contributes to some degree to sales growth, profitability, and ultimately, share
price. The path serves as the first management theory to track the connectedness of
managers to employees, employees to customers, and customers to real financial
outcomes.

The “steps” along The Gallup Path™ progress from (1) individual’s identification
of strengths to (2) finding the right fit to (3) great management to (4) engaged
employees to (5) engaged customers to (6) sustainable business growth to (7) real
profit increase to (8) stock increase.

Just as The Gallup Poll reports the will of global citizens, The Gallup Path™
reports the will of customers and employees around the world through Gallup’s
HumanSigma™ metrics.

GALLUP’S GREAT PLACE TO WORK

One of Gallup’s core practices involves the measurement and development of
employee engagement, leading to the creation of “great places to work.” As
described in Buckingham and Coffman’s First, Break All the Rules, Gallup
consultants use the Q'?® to provide a measure of the extent to which individuals are
rightly placed and rightly managed, creating the great place to work. These Q'%®
guestions are: (1) Do | know what is expected of me at work? (2) Do | have the
materials and equipment | need to do my work right? (3) At work, do | have the
opportunity to do what | do best every day? (4) In the last seven days have | received
recognition or praise for good work? (5) Does my supervisor, or someone at work,
seem to care about me as a person? (6) Is there someone at work who encourages
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my development? (7) At work, do my opinions seem to count? (8) Does the
mission/purpose of my company make me feel like my work is important? (9) Are
my coworkers committed to doing quality work? (10) Do | have a best friend at
work? (11) In the last six months, have | talked with someone about my progress?
(12) At work, have | had opportunities to learn and grow? (See Buckingham &
Coffman, 1999, p. 28. These questions are the results of Gallup research, and as
such they are proprietary. They cannot be reprinted or reproduced in any manner
without the written consent of the Gallup Organization. Copyright © 1993-1998
The Gallup Organization, Washington, DC. All rights reserved).

A recent issue of the Journal of Applied Psychology published a meta-analysis of
7,939 business units in 36 companies examining the relationship between employee
engagement and work-related outcomes of customer satisfaction, profit, productiv-
ity, turnover, and safety (Harter, Schmidt, & Hayes, 2002). Generalizable rela-
tionships of substantial practical value were found for all outcome measures,
providing research evidence of the connection between an employee’s level of
engagement and the level of quality of his or her performance. Related published
workplace studies (e.g., Schmidt & Rader, Personnel Psychology, 1999) have also
illustrated the validity of the right fit and management of talent in predicting super-
visory ratings of job performance, sales volumes, production records, and
absenteeism.

GALLUP’S APPROACH TO STRENGTHS-BASED DEVELOPMENT

For decades following World War II, the science of psychology focused almost
completely on what is wrong with people. Bucking this trend of negativity, Gallup
scientists analyzed more than 30 years of research on what is right about people.
This in-depth study of over two million individuals led to the creation of the
StrengthsFinder, Gallup’s Web-based talent assessment tool and psychology’s first
taxonomy of strengths. For his leadership in the development of the StrengthsFinder
and for his thought leadership that changed the entire field of psychology, in 2003
Gallup’s former chairman and chief scientist, Dr. Donald O. Clifton, was officially
named the “Father of Strengths Psychology” and “Grandfather of Positive
Psychology” by the American Psychological Association.

The StrengthsFinder serves as the starting point for self-discovery in all of Gallup’s
strengths-based development programs. After an individual has completed the
assessment, a list of developmental suggestions is customized to the individual’s top
five themes of talent—called Signature Themes. Over the past several years,
StrengthsFinder has been used in the development of millions of individuals across
hundreds of roles including manager, salesperson, teacher, student, leader, pastor,
nurse, and many more. StrengthsFinder is available in more than a dozen languages.
Role-specific strengths-based developmental information is available through the
following Gallup books (each including a personal ID number allowing the reader to
complete the StrengthsFinder): Now, Discover Your Strengths (Buckingham &
Clifton, 2001); StrengthsQuest (Clifton & Anderson, 2002); Discover Your Sales
Strengths (Smith & Rutigliano, 2003); Living Your Strengths (Winseman, Clifton, &
Liesveld, 2003); and StrengthsFinder 2.0 (Rath, 2007).
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EXAMPLES OF CLIENT SUCCESS: GALLUP’S EVIDENCED-BASED
PRACTICES IN ACTION

An important aspect of Gallup’s evidence-based approach is measuring the value of
client engagements, known as Business Impact Analysis. The following examples of
recent client success illustrate the impact of Gallup’s research in action.

1. A national clothing retailer was experiencing declining business. The retailer
brought Gallup in to create an integrated performance management system
designed to provide each store manager with the tools to optimize employee
and customer engagement. The client engagement consisted of several adminis-
trations of employee and customer engagement, followed by in-depth analysis,
executive consulting, and manager training. Gallup’s Business Impact Analysis
uncovered a trend where employee and customer engagement significantly influ-
enced each store’s financial performance. In fact, the group of stores with top-
level performance on employee and customer engagement
metrics realized a significant net benefit to the organization of approximately
$114.8 million in sales, $47.6 million in margins, and $34.7 million in operating
profit when compared to the group of stores with lower employee and customer
engagement metrics.

2. Gallup’s extensive work in the health care sector has also led to valuable results for
clients. For example, a relationship with one of the largest for-profit hospital
networks created value for many years. Since the inception of an ongoing,
systemwide program to improve employee engagement, more than 26,000 employ-
ees of this hospital network have moved from being “not engaged” (neither
positive nor negative about their work environment) or “actively disengaged”
(fundamentally disconnected from their work) to being engaged, or emotionally
invested, in their jobs. According to the client’s estimates, these engaged employees
represent over $46 million in reduced absenteeism costs alone. Further, over a recent
three-year period, systemwide employee engagement levels closely reflect steady,
incremental increases in the client’s stock price. Positive multimillion dollar
relationships between employee engagement and reduced malpractice claims,
earnings per admission, patient loyalty, and decreased nurse turnover have also
been realized over the course of this successful client partnership.

3. One of the largest banks in North America entered into a partnership with Gallup
to improve sales performance in three call centers. Gallup consultants studied the
call center structure and business strategy, reviewed job performance criteria, and
studied the best performers in each role to identify the talents that contributed to
their success. Gallup developed and implemented hiring systems for customer
service representatives and inbound sales representatives. Not only did employees
hired through the Gallup system deliver a higher sales success rate, high-scoring
new hires substantially outperformed their lower-scoring counterparts in revenues,
sales, call handling time, and loan accuracy.

Many more examples of successful client partnerships, as well as actionable manage-
ment insights and perspectives from Gallup experts, are available in the monthly
online newsletter, the Gallup Management Journal (http:/Avww.gallupjournal.com).


http://www.gallupjournal.com

Chapter One

Introduction to
Organizational
Behavior: An Evidence-
Based Approach

Learning Objectives

¢ Provide an overview of the major challenges and the paradigm shift facing
management now and in the future.

¢ OQutline an evidence-based approach to organizational behavior.

e Summarize the Hawthorne studies as the starting point of the study of organiza-
tional behavior.

¢ Explain the methodology that is used to accumulate knowledge and facilitate
understanding of organizational behavior.

* Relate the various theoretical frameworks that serve as a foundation for the study
of organizational behavior.

* Present the social cognitive model of organizational behavior that serves as the
conceptual framework for the text.

Every era laments about daunting challenges. However, even previous generations would
probably agree that effectively managing today’s organizations is very difficult. Ask anyone
today—management professors, practitioners, or students—what the major challenges are
in today’s environment, and the answer will be fairly consistent: A turbulent economy and
dangerous geopolitics preoccupy everyone’s concerns. However, at the organization level,
understanding global competition and diversity, and trying to solve ethical problems and
dilemmas come to the fore. These are unquestionably major issues facing contempory
organizations and are given major attention in this text. However, the basic premise and
assumptions of the field of organizational behavior in general, and of this text in particular,
are that managing the people—the human resources of an organization—have been, are, and
will continue to be, the major challenge and critical competitive advantage.

Globalization, diversity, and ethics serve as very important environmental or contextual
dimensions for organizational behavior. However, as Sam Walton, the founder of Wal-Mart
and richest person in the world when he died, declared to this author over lunch a number
of years ago when asked what the answer was to successful organizations—*"“People are the
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key!” The technology can be purchased and copied; it levels the playing field. The people,
on the other hand, cannot be copied. Although it may be possible to clone human bodies,
their ideas, personalities, motivation, and organization cultural values cannot be copied.
The human resources of an organization and how they are managed represent the compet-
itive advantage of today’s and tomorrow’s organizations. A recent study of over three hun-
dred companies for over 20 years provides evidence for this statement. The researchers
found that management of human resources through extensive training and techniques such
as empowerment resulted in performance benefits, but operational initiatives such as total
quality management or advanced manufacturing technology did not.*

At first employees were considered a cost, then human resources, and now are becoming
widely recognized as “human capital”® (what you know—education, experience, skills).
Recent research indicates that investing in this human capital results in desired performance
outcomes such as increased productivity and customer satisfaction.® Even going beyond
human capital are more recently recognized “social capital”* (who you know—networks,
connections, friends) and “positive psychological capital”® (who you are—confidence,
hope, optimism, resiliency) and (who you are in terms of confidence, hope, optimism,
resiliency, and, more importantly, who you can become, i.e., one’s possible authentic self).
Although Chapter 7 will be specifically devoted to positive organizational behavior in gen-
eral and psychological capital in particular, let it be simply noted here that there is growing
research evidence that employees’ psychological capital is positively related to their per-
formance and desired attitudes.® As the ultimate “techie” Bill Gates astutely observed:
“The inventory, the value of my company, walks out the door every evening.”

Interestingly, whereas the technology dramatically changes, sometimes monthly or even
weekly, the human side of enterprise has not changed and will not change that fast. As noted
by well-known international management scholar Geert Hofstede, “Because management is
always about people, its essence is dealing with human nature. Since human nature seems to
have been extremely stable over recorded history, the essence of management has been and
will be equally stable over time.”” The nature of work and the workplace itself,? the tradi-
tional employment contract,® and the composition of the workforce'® are all dramatically
changing and given attention in this text. Yet, the overriding purpose of the first edition, now
38 years ago, of trying to better understand and effectively manage human behavior in
organizations remains the essence of this twelfth edition.

This introductory chapter gives the perspective, background, methodology, and evidence-
based approach to the field. After a brief discussion of the current environmental challenges
and the paradigm shift facing management and why an evidence-based approach is needed,
the historical background is touched on. Particular attention is given to the famous
Hawthorne studies, which are generally recognized to be the beginning of the systematic
study and understanding of organizational behavior. Next, an overview of the methodology
used in the scientific study of organizational behavior is given. The chapter concludes by
defining exactly what is involved in organizational behavior and by providing a conceptual
model for the rest of the text.

THE CHALLENGES FACING MANAGEMENT

The academic field of organizational behavior has been around for about a half century.
However, as the accompanying OB in Action: Some Things Never Really Change clearly
indicates, problems facing managers of human organizations have been around since the
beginning of civilization. This case, with but a few word modifications, is taken from the Old
(not New) Testament of the Bible (Exodus 18:13-27), recognized by the Jewish, Christian,



OB in ACtiOH: Some Things Never Really Change

A powerful, charismatic leader is having problems. A
well-known consultant is called in to help. The consultant
notices that the leader tries to handle all problems and
conflicts of his people himself. People queue up before
his office; because he is overwhelmed, he cannot handle
all the business. So the consultant has a private talk with
the leader and tells him to structure his organization by
delegating authority, empowering subordinates to han-
dle the workload. These subordinates should be selected

character: They should be truthful, not driven by material
gain. The new structure should resolve all daily issues at
the lowest possible level; only the big and difficult issues
should be brought before the leader. He should focus on
strategy—on dealing with the higher authority, on estab-
lishing new approaches and teaching these to the peo-
ple, on showing them the way to go and the work to be
done. The case states that the leader listens to the con-
sultant and carries out the reorganization, which is a suc-

not only on their leadership abilities, but also on their cess, and the consultant returns home.

and Islam religions. The case took place over 3,000 years ago, the charismatic leader was
Moses (when he led his people from Egypt to Palestine), the well-known consultant was
Jethro, Moses’ father-in-law, and the higher authority was God. Embedded in the case are
many topics covered in this text—for example, charismatic leadership, management of con-
flict, empowerment, management of change, and nonfinancial incentives.

Although the problems with human organizations and the solutions over the ages have
not really changed that much, the emphasis and surrounding environmental context cer-
tainly have changed. For example, in the 1980s to the mid-1990s managers were preoccu-
pied with restructuring their organizations to improve productivity and meet the
competitive challenges in the international marketplace and quality expectations of cus-
tomers. Although the resulting “lean and mean” organizations offered some short-run
benefits in terms of lowered costs and improved productivity, instead of making signifi-
cant changes to meet the changing environment, most organizations continued with more
of the same. For example, one analysis of Fortune 500 firms between 1995 and 2005 found
the most prominent initiatives were restructuring (downsizing), cost reduction programs,
globalizing supply chains, creating shared services and Six Sigma (almost perfect) qual-
ity programs.™* During this era, top management compensation was primarily tied to stock
options (covered in Chapter 4) and thus the firm’s stock price, which in turn led to high-
risk mergers, acquisitions, and a highly regulated, winner-take-all environment.*? For
example, the head of nearly century-old investment house Merrill Lynch bet his firm—
and ultimately lost—on the subprime financial market and outsized leverage and then took
a whopping $160 million severance package on the way out the door.*?

This type of behavior, and of course many other social, economic, and geopolitical
factors, led to the financial crisis and stock market crash starting at the end of 2008.
Although most of the focus has been on financial markets, government intervention
through the so-called bailouts, and massive unemployment, the impact on those not laid
off, the remaining employees, human resources of organizations, has been slighted. As an
expert on the psychology of the corporate environment recently noted, “after years of
downsizing, outsourcing, and a cavalier corporate attitude that treats employees as costs
rather than assets, most of today’s workers have concluded that the company no longer
values them. So they, in turn, no longer feel engaged in their work or committed to the
company.”**

This turmoil has certainly left employees hurt and fearful, and feeling very vulnerable.
There is also powerful evidence from the Gallup World Poll (a representative sample of the
population of over 100 countries) that by far the single most dominant thought and primary
driver of almost everyone, in every corner of the plant, is, “I want a good job.”*> As the

7
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head of Gallup, Jim Clifton, concluded on the basis of this evidence, “Work is crucial to
every adult human because work holds within it the soul of the relationship of one citizen
to one government and one country.”*® In other words, even though recent history has been
tough not only on the economy but also on organizations and employees, the burning desire
for a good job still prevails among all people.

In the tradition of an effective strategy of turning threats into opportunities, such an envi-
ronment as the world has experienced in recent times may ironically be the ideal time to meet
the challenges facing the management of human resources. As in the words of popular lead-
ership author (Good to Great) Jim Collins, “A crisis is a terrible thing to waste.”*’ The time
has come to not only recognize and appreciate the importance of human resources, but also
to use recent history as a catalyst for paradigmic change in the way we understand and man-
age human resources. This process starts with understanding what is meant by a paradigm
shift, not just keeping up with incremental change, but a new way of thinking about and man-
aging human resources in today’s dramatically changed workplace.

UNDERGOING A PARADIGM SHIFT

The term paradigm comes from the Greek paradeigma, which translates as “model, pat-
tern, or example.” First introduced years ago by the philosophy of science historian
Thomas Kuhn,8 the term paradigm is now used to mean a broad model, a framework, a
way of thinking, or a scheme for understanding reality.*® In the words of popular futurist
Joel Barker, a paradigm simply establishes the rules (written or unwritten), defines the
boundaries, and tells one how to behave within the boundaries to be successful.?’ The
impact of globalization, diversity, and ethics given detailed attention in the next chapter, a
turbulent, very problematic economy,?* and a workforce described as a “blend of tradi-
tionally trained baby boomers, in-your-face Gen Xers, people with inadequate literacy
skills from disadvantaged areas, and techies raised on computers,”?2 has led to a paradigm
shift. For example, James Brian Quinn offers the “intelligent enterprise” as new paradigm.
He believes that “the organization of enterprises and effective strategies will depend more
on development and deployment of intellectual resources than on the management of
physical assets.”? These human and intellectual resources have moved into the new para-
digm, and as indicated by the interview with Jim Collins in the accompanying OB in
Action: Good to Great Expectations, with a new set of challenges and required ways of
thinking. In other words, for today’s and tomorrow’s organizations and management, there
are new rules with different boundaries requiring new and different behavior inside the
boundaries for organizations and management to be successful. Paradigm shifts have
invalidated advantages of certain firms (e.g., consider the well-known problems of almost
all auto, financial, and retail firms in recent years) and created new opportunities for oth-
ers (e.g., Google and Costco).

Those who study paradigm shifts, such as the shift that took place in the basic sciences
from deterministic, mechanistic Cartesian-Newtonian to Einstein’s relativity and quantum
physics, note that “real controversy takes place, often involving substantial restructuring of
the entire scientific community under conditions of great uncertainty.”?* Commonly called
the “paradigm effect,” a situation arises in which those in the existing paradigm may not
even see the changes that are occurring, let alone reason and draw logical inferences and
perceptions about the changes. This effect helps explain why there is considerable resis-
tance to change and why it is very difficult to move from the old management paradigm to
the new. There is discontinuous change in the shift to the new paradigm. As one observer
of the needed new paradigm organization noted:
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For Jim Collins, the Stanford Graduate School of Business
lecturer-turned-management thinker, “the workplace”
is a pleasant office suite set amid the Rocky Mountains in
Boulder, Colo. Managing generational tension amounts
to shepherding a team of smart, curious students who
help him with the research projects that have led to
blockbuster books like Built to Last and Good to Great.
And dealing with difficult bosses means stepping out-
side to do some rock climbing in the mountain air if he
gets frustrated with himself.

But the author of Good to Great, the world’s best-
selling guide to taking companies to the next level, still
has plenty of insights for those of us stuck in gray-walled
cubicles where the “scenic view" is often the parking lot
of a drab corporate campus. Management Editor Jena
McGregor asked Collins to translate some of his popular
concepts to today’s workplace. Here are edited excerpts
of that conversation:

One of the big concepts in your book is “first who,” or
that the most important thing is getting the right peo-
ple “on the bus.” But for cubicle dwellers who can’t
trade in their boss or their co-workers, what should
they think about doing?

The idea of a personal board of directors came to me
when | was in my 20s. | drew a little conference table on
a sheet of paper with seven chairs around it and wrote
names on them of people | admired. | pasted it above my
computer and would look up and in my mind poll the
personal board when | was wrestling with tough ques-
tions. If | was really stuck, | might talk to some of them.
It's sort of like a group of tribal elders that you create for
yourself.

How many of the leaders running the companies in
Good to Great had any kind of work-life balance? Is
it possible to run a great company and also have a
great life?

The bad news is, about half the CEOs didn’t really seem
to have a life. They defined a great life as building a
great company. A lot of people who do extraordinary
things are not balanced. I'm not even convinced that the
idea makes sense [since] there’s a certain neurotic obses-
sion with doing exceptional things. But here’s the good
news: It was only about half. So | draw the conclusion
that it's a choice.

But haven’t BlackBerrys and globalization made such
choices nearly impossible?

The imperative is to manage our time, not our work. This
is why the whole question of balance and finishing our

work is insane. There are only 24 hours in a day, so what
difference does it really make if you work 10 hours or 14,
given that there are a thousand potential hours of
work? The real question is the incredible rigor of what
goes into the hours you allocate.

As | look at the most effective people we've studied,
a "stop-doing” list or not-to-do list is more important
than a to-do list, because the to-do list is infinite. For
every big, annual priority you put on the to-do list, you
need a corresponding item on the stop-doing list. It's like
an accounting balance.

You've got to admit, though, that technology has
made it harder today. | don't think it's obviously harder
today at all. Technology helps, not hurts, as long as you
have the discipline to turn these things off. You don’t
report to your BlackBerry.

What we know about people who are really effective
is that they think. The key is to build pockets of quietude
into your schedule—times when you have an appoint-
ment with yourself and it's protected. | have on my cal-
endar “white space” days. | set them six months in
advance, and everyone around me can see them. It's not
that I'm not working, but absolutely nothing can be
scheduled on a white space day.

You talk in Good to Great about leaders needing to
confront brutal facts. But organizations loaded with
bureaucracy are the exact places where truth doesn’t
rise to the top. What do the best managers do to
break down that bureaucracy?

How do you create a climate in which the truth is heard?
The first thing is to increase your questions-to-state-
ments ratio. Have someone track it and see if you can
double it in the next year. The leaders in our studies
asked lots of questions. They were Socratic. By asking
questions, they got the brutal facts, as well as lots of
insights and ideas.

What can people who aren’t in leadership positions
do to better navigate bureaucracies?

I think about how the leaders we studied handled this
before they were in charge. If you look at [former
Gillette CEO] Colman Mockler or Ken Iverson before he
became CEO of Nucor, what did they do? They were
focused on what they could control. That is Job One. But
they were also really good at figuring out the three to
four people in the organization who really mattered
and became very good at presenting to them evidence

and arguments that were persuasive.
If you produce exceptional work, your ability for
influence is very high. Most people, even in bureaucracies,
(continued)
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(continued)

are hard-working, well-intentioned people trying to do | don’t understand this generational tension thing other
good things. If you ever wake up and say the majority  than that | think the tension is great. You should find a
of people here aren’t that, then for sure it's time to way to have young people in your face all the time.
jump. Wrestle with it. Revel in it. Learn from them. My view is,
we ought to get those people into positions of leader-

You manage a team of student researchers. Any .
ship as fast as we can.

secrets you've discovered to managing Generation Y?

The depth of change required demands that those charged with charting a passage through
hurricane-like seas do more than run up a new set of sails. What is involved equates to a
quantum shift in, not just learning, but how we learn; not just doing things differently, but
questioning whether we should be doing many of the things we currently believe in, at all;
not just in drawing together more information but in questioning how we know what it is (we
think) we know.?®

This text on organizational behavior has the goal of helping today’s and tomorrow’s
managers make the transition to the new paradigm. Some of the new paradigm charac-
teristics include Chapter 2’s coverage of globalization, diversity, and ethics; Chapter 3 on
the organizational context of design and culture; and Chapter 4 on reward systems. The
new paradigm sets the stage for the study, understanding, and application of the time-
tested micro cognitive processes (Chapters 5-7), dynamics (Chapters 8-11), and the final
part on managing and leading for high performance (Chapters 12-14). However, before
getting directly into the rest of the text, we must know why management needs a new per-
spective to help meet the environmental challenges and the shift to the new paradigm. We
must gain an appreciation of the historical background, methodology, and theoretical
frameworks that serve as the basis of this text’s perspective and model for organizational
behavior.

A NEW PERSPECTIVE FOR MANAGEMENT

How is management going to meet the environmental challenges and paradigm shift out-
lined above? Management is generally considered to have three major dimensions—
technical, conceptual, and human. The technical dimension consists of the manager’s
functional expertise in accounting or engineering or marketing and increasingly in infor-
mation technology. There seems little question that today’s managers are competent in
their functional specialization. Overall, however, although managers are certainly more
aware and becoming competent in their functional/technical component, few today
would question that, at least in the past, most practicing managers either slighted the con-
ceptual and human dimensions of their jobs or made some overly simplistic assumptions.

Following the assumptions that pioneering management scholar Douglas McGregor
labeled many years ago as Theory X, most managers thought, and many still think, that
their employees were basically lazy, that they were interested only in money, and that if you
could make them happy, they would be high performers. When such Theory X assumptions
were accepted, the human problems facing management were relatively clear-cut and easy
to solve. All management had to do was devise monetary incentive plans, ensure job secu-
rity, and provide good working conditions; morale would then be high, and good perfor-
mance would result. It was as simple as one, two, three. Human relations experts, industrial/
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organizational psychologists, and industrial engineers supported this approach, and human
resource managers implemented it.

Unfortunately, this approach no longer works with the current environmental demands
under the new paradigm. Although good pay, job security, and working conditions are neces-
sary, it is now evident that such a simplistic approach falls far short of providing a meaningful
solution to the complex challenges facing today’s human resource management. For example,
a recent report in The Economist in reference to McGregor’s Theories X and Y include that
“companies are coming to realize that knowledge workers, who have been identified as the cre-
ators of future wealth, thrive only under Theory Y. Theory X is becoming extinct."?

The major fault with the traditional approach is that it overlooks and oversimplifies far
too many aspects of the problem. Human behavior at work is much more complicated and
diverse than is suggested by the economic-security—working-conditions approach. The new
perspective assumes that employees are extremely complex and that there is a need for the-
oretical understanding backed by rigorous empirical research before applications can be
made for managing people effectively. In the academic world, transition has now been com-
pleted. The traditional human relations approach no longer has a dominant role in business
and applied psychology education. Few people would question that the organizational
behavior approach, with its accompanying body of knowledge and applications, dominates
the behavioral approach to management education now and will do so in the foreseeable
future. Unfortunately, still only a minority of practicing managers and their organization
cultures really buy into, fully implement, and then stick with this research-based organiza-
tional behavior approach to management practice.

Stanford professor Jeff Pfeffer has summarized the status of the organizational behav-
ior approach to real-world management as a “one-eighth” situation.?” By one-eighth he
means that roughly half of today’s managers really believe and buy into the importance of
the human side of enterprise and that the people are truly the competitive advantage of
their organizations. Taken a step further, however, only about half of those who believe
really do something about it. Thus, he says that only about one-fourth are fully imple-
menting the high performance work practices (HPWPs) that flow from organizational
behavior theory and research—such as pay for performance, self-managed teams, 360
degree (multisource) feedback systems, behavioral management, and investing in psycho-
logical capital. Most organizations have tried one or a few of the approaches and tech-
niques emphasized in the chapters of this text, but only about a fourth fully implement the
whole approach. So now that we are down to one-fourth, where does the one-eighth come
from? Well, Pfeffer estimates that only about one-half of the one-fourth who implement
the approach stick with it over time. Thus, only about one-eighth (4 X % X % = %) of
today’s organizations believe it, do it, and stick with it (the “3 Its”). The so-called one-
eighth organizations have as their organizational cultural values the importance of human
capital and the techniques in place to carry it out over time. Importantly, as Pfeffer well
documents in his book Human Equation, these one-eighth organizations are world class,
the best in the world—such as General Electric, Southwest Airlines, Google, Gallup, and
SAS (the software development firm).

Today there is ample accumulated research findings and documented practices of the best
firms to prove the value of the human factor. Pfeffer and Sutton felt compelled to try to
explain why most managers today know this importance and how to implement the approach
to improve organizational performance, but still are not doing it (i.e., The Knowing-Doing
Gap).?® They identify five sources that seem to prevent the majority of managers from effec-
tive implementation and sustainability: (1) hollow talk, (2) debilitating fear, (3) destructive
internal competition, (4) poorly designed and complex measurement systems, and (5) mind-
less reliance on precedent. They are convinced that if these obstacles (i.e., resistance to
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change) can be overcome, then “Competitive advantage comes from being able to do some-
thing others don’t do. When most companies are stuck talking about what should be done,
those that get down to business and actually do will emerge as star performers.”?® This new
perspective is now called evidence-based management or simply EBM and, as indicated by
the subtitle, is the approach taken by this text.

EVIDENCE-BASED MANAGEMENT

Although the academic study and research of management in general and organizational
behavior in particular is thriving (e.g., membership in the academic professional asso-
ciation Academy of Management has doubled in the past 10 years), there is growing
concern that the divide, the gap, between theory/research and practice seems to be
widening. As noted in the introductory comments of a special issue of the Academy of
Management Journal, devoted to the problem, “It is hardly news that many organiza-
tions do not implement practices that research has shown to be positively associated
with employee productivity and firm financial performance,” and this “gap between sci-
ence and practice is so persistent and pervasive that some have despaired of its ever
being narrowed.”*°

The problem largely comes from the fact that when it comes to people, everyone is an
expert. However, management academics add to the gap by too often concentrating only on
the creation of knowledge by rigorous scientific methods and pay too little attention on the
translation and diffusion of research findings to practice.>* Both management consultants
and journalists (and popular book authors) also contribute to the problem. Too often con-
sultants tend to conduct “in house” (not peer-reviewed scientific process) research and
depend only on narrow personal or client experience, and the journalists tell interesting sto-
ries and make interpretations based on some facts, but also depend too much on limited
anecdotes and personal experience.?

Obviously, the bridge to help close the theory/research-practice gap must be built from
both sides, practice and academic. Traditionally, practitioners have neither had the time nor
the desire to read and translate rigorous academic research and academics have not had the
time, desire, nor talent to write (translate the research) for practitioners.®® In other words,
practitioners must take on more of a “Practitioner-Scientist” role and academics must
assume a more “Scientist-Practitioner” role. This movement to not only recognize, but also
do something about what Pfeffer and Sutton called the “Knowing-Doing Gap,” is the
recently emerging movement toward evidence-based management (EBM).

Drawing from how professions such as education and especially medicine have han-
dled this similar gap problem, Denise Rousseau in her recent presidential speech to the
Academy of Management called for the field to take an evidence-based approach. She
defined evidence-based management or EBM as “translating principles based on best evi-
dence into organizational practices. Through evidence-based management, practicing
managers develop into experts who make organizational decisions informed by social sci-
ence and organizational research—part of the zeitgeist moving professional decisions
away from personal preference and unsystematic experience toward those based on the
best available scientific evidence.”®* The historical roots for this EBM can be traced back
to one of the founding fathers of social psychology, Kurt Lewin, who astutely observed
many years ago that there is nothing so practical as a good theory and “No action without
research, no research without action.”® Following this sage advice, advocates of EBM
stress the need to refocus management education based on valid theory and research,
translated for effective practice.
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As indicated, this text from the beginning and through subsequent editions has been
known for and prided itself on the theory and research foundation for everything pre-
sented. Whereas other texts typically have no theoretical framework and relatively few
research citations per chapter, this text has a theoretical model to tie all the chapters
together (presented at the end of this chapter) and a great number (in some cases over
two hundred) of research citations in each chapter. In other words, this text takes an
EBM approach to contribute to the reader/student to become a Practitioner-Scientist.
The starting point in this journey of closing the science-practice gap and becoming a
Practitioner-Scientist is to have an understanding and appreciation of history and
research methods.

HISTORICAL BACKGROUND: THE HAWTHORNE STUDIES

Most of today’s organizational behavior texts have dropped any reference to history. Yet,
the position taken in this evidence-based approach is that history always has important
lessons to teach, and as was recently brought out again, “It is an interesting phenomenon
that that which is touted as fundamentally ‘new management practice’ is essentially the
readapting of existing ‘old management truths.””*® There is no question that the early
practicing management pioneers, such as Henri Fayol, Henry Ford, Alfred P. Sloan, and
even the scientific managers at the end of the nineteenth century such as Frederick W.
Taylor, recognized the behavioral side of management. However, they did not emphasize
the human dimension; they let it play only a minor role in comparison with the roles of
hierarchical structure, specialization, and the management functions of planning and con-
trolling. An example would be the well-known Nobel Prize—winning French engineer
turned executive Henri Fayol.

About the time of World War | Fayol headed up what was at that time the largest coal-
mining firm in Europe. Writing the generally considered first book about management, he
emphasized that the purpose of the organization was to get the work done in specialized,
machinelike functions. He did not emphasize that the organization is made up of people; it
is not a machine. Yet, perhaps the most widely recognized management expert in modern
times, Peter Drucker, stated, “The organization is, above all, social. It is people.”®’ There
were varied and complex reasons for the emergence of the importance of the organization as
a social entity, but it is the famous Hawthorne studies that provide historical roots for the
notion of a social organization made up of people and mark the generally recognized start-
ing point for the academic field of organizational behavior.

The lllumination Studies: A Serendipitous Discovery

In 1924, the studies started at the huge Hawthorne Works of the Western Electric
Company outside of Chicago. The initial illumination studies attempted to examine the
relationship between light intensity on the shop floor of manual work sites and employee
productivity. A test group and a control group were used. The test group in an early phase
showed no increase or decrease in output in proportion to the increase or decrease of illu-
mination. The control group with unchanged illumination increased output by the same
amount overall as the test group. Subsequent phases brought the level of light down to
moonlight intensity; the workers could barely see what they were doing, but productivity
increased. The results were baffling to the researchers. Obviously, some variables in the
experiment were not being held constant or under control. Something besides the level of
illumination was causing the change in productivity. This something, of course, was the
complex human variable.
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It is fortunate that the illumination experiments did not end up in the wastebasket.
Those responsible for the Hawthorne studies had enough foresight and spirit of scientific
inquiry to accept the challenge of looking beneath the surface of the apparent failure of
the experiments. In a way, the results of the illumination experiments were a serendipi-
tous discovery, which, in research, is an accidental discovery. The classic example of
serendipity is the breakthrough for penicillin that occurred when Sir Alexander Fleming
accidentally discovered green mold on the side of a test tube. That the green mold was
not washed down the drain and that the results of the illumination experiments were not
thrown into the trash can be credited to the researchers’ not being blinded by the unusual
or seemingly worthless results of their experimentation. The serendipitous results of the
illumination experiments provided the impetus for the further study of human behavior
in the workplace.

Subsequent Phases of the Hawthorne Studies

The illumination studies were followed by a study in the relay room, where operators
assembled relay switches. This phase of the study tried to test specific variables, such
as length of workday, rest breaks, and method of payment. The results were basically
the same as those of the illumination studies: each test period yielded higher produc-
tivity than the previous one. Even when the workers were subjected to the original con-
ditions of the experiment, productivity increased. The conclusion was that the
independent variables (rest pauses and so forth) were not by themselves causing the
change in the dependent variable (output). As in the illumination experiments, some-
thing was still not being controlled that was causing the change in the dependent vari-
able (output).

Still another phase was the bank wiring room study. As in the preceding relay room
experiments, the bank wirers were placed in a separate test room. The researchers were
reluctant to segregate the bank wiring group because they recognized that this would alter
the realistic factory environment they were attempting to simulate. However, for practical
reasons, the research team decided to use a separate room. Unlike the relay room experi-
ments, the bank wiring room study involved no experimental changes once the study had
started. Instead, an observer and an interviewer gathered objective data for study. Of par-
ticular interest was the fact that the department’s regular supervisors were used in the bank
wiring room. Just as in the department out on the factory floor, these supervisors’ main
function was to maintain order and control.

The results of the bank wiring room study were essentially opposite to those of the relay
room experiments. In the bank wiring room there were not the continual increases in pro-
ductivity that occurred in the relay room. Rather, output was actually restricted by the bank
wirers. By scientific management analysis—for example, time and motion study—the
industrial engineers had arrived at a standard of 7,312 terminal connections per day. This
represented 2% equipments (banks). The workers had a different brand of rationality. They
decided that 2 equipments was a “proper” day’s work. Thus, 2% equipments represented the
management norm for production, but 2 equipments was the informal group norm and the
actual output. The researchers determined that the informal group norm of 2 equipments
represented restriction of output rather than a lack of ability to produce at the company
standard of 2% equipments.

Of particular interest from a group dynamics standpoint were the social pressures
used to gain compliance with the group norms. The incentive system dictated that the
more a worker produced, the more money the worker would earn. Also, the best pro-
ducers would be laid off last, and thus they could be more secure by producing more.
Yet, in the face of this management rationale, almost all the workers restricted output.
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Social ostracism, ridicule, and name-calling were the major sanctions used by the group
to enforce this restriction. In some instances, actual physical pressure in the form of a
game called “binging” was applied. In the game, a worker would be hit as hard as pos-
sible, with the privilege of returning one “bing,” or hit. Forcing rate-busters to play the
game became an effective sanction. These group pressures had a tremendous impact on all
the workers. Social ostracism was more effective in gaining compliance with the informal
group norm than money and security were in attaining the scientifically derived manage-
ment norm.

Implications of the Hawthorne Studies

Despite some obvious philosophical,®® theoretical > and methodological limitations by
today’s standards of research (which will be covered next), the Hawthorne studies did
provide some interesting insights that contributed to a better understanding of human
behavior in organizations.*° For instance, one interesting aspect of the Hawthorne stud-
ies is the contrasting results obtained in the relay room and the bank wiring room. In the
relay room, production continually increased throughout the test period, and the relay
assemblers were very positive. The opposite was true in the bank wiring room; blatant
restriction of output was practiced by disgruntled workers. Why the difference in these
two phases of the studies?

One clue to the answer to this question may be traced to the results of a questionnaire
administered to the subjects in the relay room. The original intent of the questions was to
determine the health and habits of the workers. Their answers were generally inconclusive
except that all the operators indicated they felt “better” in the relay test room. A follow-up
questionnaire then asked about specific items in the test room situation. In discussions of
the Hawthorne studies, the follow-up questionnaire results, in their entirety, usually are
not mentioned. Most discussions cite the subjects’ unanimous preference for working in
the test room instead of the regular department. Often overlooked, however, are the work-
ers’ explanations for their choice. In order of preference, the workers gave the following
reasons:

. Small group

. Type of supervision

. Earnings

. Novelty of the situation

. Interest in the experiment

. Attention received in the test room**
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It is important to note that novelty, interest, and attention were relegated to the fourth,
fifth, and sixth positions. These last three areas usually are associated with the famous
“Hawthorne effect.” Many social scientists imply that the increases in the relay room pro-
ductivity can be attributed solely to the fact that the participants in the study were given
special attention and that they were enjoying a novel, interesting experience. This is labeled
the Hawthorne effect and is, of course, a real problem with all human experimental sub-
jects. But to say that all the results of the relay room experiments were due to such an effect
on the subjects seems to ignore the important impact of the small group, the type of super-
vision, and earnings. All these variables (that is, experimental design, group dynamics,
styles of leadership and supervision, and rewards), and much more, separate the old human
relations movement and an evidence-based approach to the field of organizational behav-
ior. So do the refinement and fine-tuning of the research methodology used to accumulate
meaningful evidence about organizational behavior.
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RESEARCH METHODOLOGY TO DETERMINE VALID EVIDENCE

FIGURE 1.1

Simple Relationships
Among Problems,
Methodology, and
Valid Evidence.

An evidence-based approach to organizational behavior depends on rigorous research
methodology. Accumulating valid evidence of why people behave the way they do is a very
delicate and complex process. In fact, the problems are so great that many scholars, chiefly
from the physical and engineering sciences, argue that there can be no precise science of
behavior. They maintain that humans cannot be treated like chemical or physical elements;
they cannot be effectively controlled or manipulated. For example, the critics state that,
under easily controllable conditions, 2 parts hydrogen to 1 part oxygen will always result in
water and that no analogous situation exists in human behavior. Human variables such as
motives, bias, expectations, learning, perception, values, and even a Hawthorne effect on
the part of both subject and investigator confound the controls that are attempted. For these
reasons, behavioral scientists in general and organizational behavior researchers in partic-
ular are often on the defensive and must be very careful to comply with accepted methods
of science.*?

The Overall Scientific Perspective

Behavioral scientists in general and organizational behavior researchers in particular strive
to attain the following hallmarks of any science:

1. The overall purposes are understanding/explanation, prediction, and control.
. The definitions are precise and operational.

. The measures are reliable and valid.

. The methods are systematic.

. The results are cumulative.
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Figure 1.1 summarizes the relationship between the practical behavioral problems and
unanswered questions facing today’s managers, research methodology, and the existing
body of valid evidence. When a question arises or a problem evolves, the first place to turn
for an answer is the existing body of valid evidence. It is possible that the question can be
answered immediately or the problem solved without going any further. Unfortunately, the
answer is not always found in the body of valid evidence and must be discovered through
appropriate research methodology.

Although behavioral science in general compared to the physical and biological sci-
ences is relatively young, and the field of organizational behavior is even younger—its

N

BODY OF VALID EVIDENCE

Research ~— Problems and questions
methodology about organizational behavior
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direct origins really go back only to the early 1970s—there is now enough accumulated
valid evidence that organizational behavior principles can be provided for the effective
management of human behavior in organizations. As explained in the preface, this is the
only text that presents evidence-based principles of organizational behavior at the end of
each chapter. Interestingly, it is the research technique of meta-analysis providing the
quantitative synthesis and testing of all available studies that permits confidently stating
these evidence-based principles. As Williams points out, meta-analysis “shows what
works and the conditions under which management techniques may work better or worse
in the ‘real world.” Meta-analysis is based on the simple idea that if one study shows that
a management technique doesn’t work and another study shows that it does, an average of
those results is probably the best estimate of how well that management practice works (or
doesn’t work).”*®

Although there are now enough research studies in organizational behavior to have this
evidence-based text, it is also recognized that many questions and problems in organiza-
tional behavior cannot yet be answered or solved directly by existing evidence or, as the
accompanying OB in Action; Forget Going with Your Gut points out, certainly not just
common sense. A working knowledge of research methodology becomes especially
important to practitioner-scientists, both as knowledgeable and critical consumers of the
rapidly expanding literature reporting the results of organizational behavior research and
as practitioner-scientists who are capable of applying appropriate research methods to
solve difficult problems in the workplace.

Starting with Theory
Although theory is often devalued as being unrealistic and overly complicated by practi-
tioners, as noted earlier Lewin may have been right when he declared there is nothing as
practical as a good theory. As the editors of the Journal of Applied Psychology recently
reminded, “Theory tells us why something occurs, not simply what occurs.”** Yet students
and practitioners of organizational behavior are usually “turned off ” by all the theories that
pervade the field. The reason for all the theories, of course, is the still relative newness of
the field and the complexity and multidimensionality of the variables involved.*® The pur-
pose of any theory, including those found in organizational behavior, is to explain and pre-
dict the phenomenon in question; theories allow the researcher to deduce logical
propositions or hypotheses that can be tested by acceptable research designs. However, as
Don Hambrick points out, “A theory, by its very nature, is a simplification of reality. When
we develop or test theories, we inevitably exclude an array of factors that might potentially
affect the phenomena under examination.”*® Thus, theories are ever changing on the basis
of the empirical results. In other words, theory and research go hand in hand in evidence-
based management.

After pleading for more and stronger theory in organizational behavior, Sutton and Staw
have pointed out that references, data, lists of variables or constructs, diagrams, and
hypotheses are not theory. Instead, they note that

theory is the answer to queries of why. Theory is about the connections among phenomena, a
story about why acts, events, structure, and thoughts occur. Theory emphasizes the nature of
causal relationships, identifying what comes first as well as the timing of such events. Strong
theory, in our view, delves into the underlying processes so as to understand the systematic
reasons for a particular occurrence or non-occurrence.*’

Such theorizing is not easy. “Theorizing takes scientists on mental journeys between the
world of observed events, such as falling apples, and the imagined world of hypothetical
concepts, such as gravity. Bridging gaps between concrete experience and abstract
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For the average patient, the fact that “evidence-based
medicine” is now one of the hottest forces in health care
might seem pretty absurd. After all, isn't all medicine
based on hard facts? Actually, no. To make decisions,
many physicians rely on clinical experience, conventional
wisdom passed down through training, and sometimes,
outdated research. The evidence-based medicine move-
ment, which has been gaining traction in hospitals and
among insurers in recent years, calls for better integra-
tion of the most current, most carefully designed
research into everyday medicine.

The practice of business management could use a
similar movement, argue Jeffrey Pfeffer, a professor of
organizational behavior at Stanford University's
Graduate School of Business, and Robert I. Sutton, a pro-
fessor of management and engineering at Stanford. In
their densely researched book, Hard Facts, Dangerous
Half-Truths & Total Nonsense: Profiting from Evidence-
Based Management, the authors fret that managers’
fondness for casual benchmarking (“GE does it? We
should too!”), past practices, and pet ideologies may
hold serious harm for their organizations.

At a time when intuition is on the ascent, thanks in
part to Malcolm Gladwell and his best-selling Blink, Hard
Facts is a useful reminder that the gut is often trumped
by the facts. The book’s deconstruction of some of the
most widely applied management truisms and fads is
thought-provoking but will leave some managers, espe-
cially those in metrics-driven cultures, unsatisfied.

The authors are at their best when dispelling the copy-
cat tactics managers use for evaluating and rewarding

talent. Take forced ranking, for instance. Popularized by
General Electric Co. under Jack Welch, the process
requires managers to divide employees into the top
20%, middle 70%, and bottom 10% of performers,
often culling the lowest group. Practiced by as many as
one-third of companies today, the authors say the
approach has many flaws. A 2004 survey of more than
200 human-resource managers found that even though
more than half of them used forced ranking, they felt it
resulted in lower productivity, skepticism, reduced col-
laboration, and impaired morale. Breaking up teams by
automatically firing the bottom 10% of workers can
even be dangerous: Citing a National Transportation
Safety Board study, the authors note that 73% of com-
mercial airline pilots’ serious mistakes happen on
crews’ first day together.

Pfeffer and Sutton also make a persuasive case against
paying widely divergent rewards to high and low per-
formers, a popular practice in talent management today.
Many studies show that tying pay to performance can
drive good results when individuals are working solo. But
the same can’t be said for the collaborative, intercon-
nected teams that now make up most companies. The
authors cite a 2005 study that surveyed senior manage-
ment groups at 67 publicly traded firms. Those with
greater gaps between the best- and worst-paid executives
also had weaker financial performance. Managers who
implement wide pay differences in heavily team-based
groups, argue Pfeffer and Sutton, forget that people get
a lot of fulfillment from their social bonds at work, and
creating such distinctions often diminishes trust.

concepts presents a challenge.”*® As Sumantra Ghoshal noted, “Our theories and ideas
have done much to strengthen the management practices that we are all now so loudly con-
demning.”*® There is also the danger that theories can become self-fulfilling without
empirical verification. As recently noted by Ferraro, Pfeffer, and Sutton, “Theories can
‘win’ in the marketplace for ideas, independent of their empirical validity, to the extent
their assumptions and language become taken for granted and normatively valued, there-
fore creating conditions that make them come “true’.”>° However, as Karl Weick, perhaps
the most widely recognized theorist in organizational behavior, notes: a good theory
explains, predicts, and delights.®!

The Use of Research Designs

Research design is at the very heart of scientific methodology and evidence-based man-
agement; it can be used to answer practical questions or to test theoretical propositions/
hypotheses. The three designs most often used in organizational behavior research today
are the experiment, the case, and the survey. All three have played important roles in the
development of EBM. The experimental design is borrowed largely from psychology,
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where it is used extensively; the case and survey designs have traditionally played a bigger
role in sociology. All three designs can be used effectively for researching organizational
behavior.

A primary aim of any research design is to establish a cause-and-effect relationship. The
experimental design offers the best possibility of accomplishing this goal. All other factors
being equal, most organizational behavior researchers prefer this method of testing
hypotheses. Simply defined, an experiment involves the manipulation of independent vari-
ables to measure their effect on, or the change in, dependent variables, while everything else
is held constant or controlled. If possible, an experimental group and a control group are ran-
domly assigned so that the participants are equivalent. The experimental group receives the
input of the independent variables (the intervention), and the control group does not. Any
measured change in the dependent variable in the experimental group can be attributed to
the independent variable, assuming that no change has occurred in any other variable and
that no change has occurred in the control group. The controls employed are the key to the
successful use of the experimental design. If all intervening variables are held constant or
equal, the researcher can conclude with a high degree of confidence that the independent
variable caused the change in the dependent variable.

The Validity of Studies

The value of any evidence is dependent on its validity. In particular, research results must
have both internal validity and external validity in order to make a meaningful contribution
to evidence-based management. A study has internal validity if there are no plausible alter-
native explanations of the reported results other than those reported. The threats to internal
validity include uncontrolled intervening events that occur between the time the preexper-
iment measurement is taken and the time the postexperiment measurement is taken or does
A cause B, or does B cause A, a problem with correlational studies.

The threats to internal validity can be overcome with careful design of the study.
However, this is not always true of external validity, which is concerned with the gener-
alizability of the results obtained. In order for a study to have external validity, the
results must be applicable to a wide range of people and situations. Field studies tend to
have better external validity than laboratory studies because at least the study takes
place in a real setting. In general, the best strategy is to use a number of different
designs or mixed methods (including qualitative research) to answer the same question.
The weaknesses of the various designs can offset one another and the problem of com-
mon method variance (the results are due to the design, rather than the variables under
study) can be overcome.

Normally, the research would start with a laboratory study to isolate and manipulate
the variable or variables in question. This would be followed by an attempt to verify the
findings in a field setting. This progression from the laboratory to the field may lead to
the soundest conclusions. However, free observation in the real setting should probably
precede laboratory investigations of organizational behavior problems or questions.
Specifically, in recent years qualitative methods are being suggested as a starting point
or supplement, if not an alternative, to quantitatively based and statistically analyzed
methods of researching organizational behavior. Van Maanen explains that this qualita-
tive approach “seeks to describe, decode, translate, and otherwise come to terms with
the meaning, not the frequency, of certain more or less naturally occurring phenomena
in the social world.”®? Multiple designs and multiple measures have the best chance for
valid, meaningful research contributing to an evidence-based approach to organiza-
tional behavior.
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DEFINING ORGANIZATIONAL BEHAVIOR

With a rich historical background such as the Hawthorne studies and using an accepted
scientific methodology as briefly outlined above, the field of organizational behavior is
now an accepted academic discipline. As with any other relatively new academic
endeavor, however, there have been some rough spots and sidetracks along the way.
Besides the healthy academic controversies over theoretical approach or research find-
ings, perhaps the biggest problem that organizational behavior had to overcome was an
identity crisis. Early on, the field of organizational behavior had to answer questions such
as: Is it an attempt to replace all management with behavioral science concepts and tech-
niques? How, if at all, does it differ from traditional applied or industrial psychology?
Fortunately, these questions have now been answered to the satisfaction of most manage-
ment academicians, behavioral scientists, and management practitioners.

Figure 1.2 shows in very general terms the relationships between and emphases of
organizational behavior (OB) and the related disciplines of organization theory (OT),
organization development (OD), and human resource management (HRM). As shown,
OB tends to be more theoretically oriented and at the micro level of analysis.
Specifically, OB draws from many theoretical frameworks of the behavioral sciences
that are focused on understanding and explaining individual and group behavior in
organizations. As with other sciences, OB accumulates evidence and tests theories by
accepted scientific methods of research. In summary, organizational behavior can be
defined as the understanding, prediction, and management of human behavior in
organizations.

THEORETICAL FOUNDATION FOR ORGANIZATIONAL BEHAVIOR

Although organizational behavior is extremely complex and includes many inputs and
dimensions, the cognitive, behavioristic, and social cognitive theories can be used to
develop an overall framework for an evidence-based approach. After the major theories are
briefly summarized, the last section of the chapter presents a model that is used to concep-
tually link and structure the rest of the text.

Cognitive Framework

The cognitive approach to human behavior has many sources of input. The micro-oriented
chapters in the next part provide some of this background. For now, however, it can be said
simply that the cognitive approach gives people much more “credit” than the other
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approaches. The cognitive approach emphasizes the positive and freewill aspects of
human behavior and uses concepts such as expectancy, demand, and intention. Cognition,
which is the basic unit of the cognitive framework, can be simply defined as the act of
knowing an item of information. Under this framework, cognitions precede behavior and
constitute input into the person’s thinking, perception, problem solving, and information
processing. Concepts such as cognitive maps can be used as pictures or visual aids in com-
prehending a person’s “understanding of particular, and selective, elements of the
thoughts (rather than thinking) of an individual, group or organization.”®*

The classic work of Edward Tolman can be used to represent the cognitive theoretical
approach. Although Tolman believed behavior to be the appropriate unit of analysis, he
felt that behavior is purposive, that it is directed toward a goal. In his laboratory experi-
ments, he found that animals learned to expect that certain events would follow one
another. For example, animals learned to behave as if they expected food when a certain
cue appeared. Thus, Tolman believed that learning consists of the expectancy that a par-
ticular event will lead to a particular consequence. This cognitive concept of expectancy
implies that the organism is thinking about, or is conscious or aware of, the goal. Thus,
Tolman and others espousing the cognitive approach felt that behavior is best explained by
these cognitions.

Contemporary psychologists carefully point out that a cognitive concept such as
expectancy does not reflect a guess about what is going on in the mind; it is a term
that describes behavior. In other words, the cognitive and behavioristic theories are
not as opposite as they appear on the surface and sometimes are made out to be—for
example, Tolman considered himself a behaviorist. Yet, despite some conceptual sim-
ilarities, there has been a controversy throughout the years in the behavioral sciences
on the relative contributions of the cognitive versus the behavioristic framework. As
often happens in other academic fields, debate has gone back and forth through the
years.>*

Because of the recent advances from both theory development and research findings,
there has been what some have termed a “cognitive explosion” in the field of psychol-
ogy. For example, an analysis of articles published in the major psychology journals
found by far the greatest emphasis is on the cognitive school over the behavioral school
starting in the 1970s.%° Applied to the field of organizational behavior, a cognitive
approach has traditionally dominated units of analysis such as personality, perception,
and attitudes (Chapter 5), motivation and goal setting (Chapter 6), and positive con-
structs such as psychological capital (Chapter 7). Recently, there has been renewed
interest in the role that cognitions can play in organizational behavior in terms of
advancement in both theory and research on social cognition. This social cognitive
process can be a unifying theoretical framework for both cognition and behaviorism.
However, before getting into the specifics of social cognitive theory, which serves as the
conceptual framework for this text, it is necessary to have an understanding of the
behavioristic approach as well.

Behavioristic Framework

Chapter 12 discusses in detail the behavioristic theory in psychology and its application
to organizational behavior. Its historical roots can be traced to the work of Ivan Pavlov
and John B. Watson. These pioneering behaviorists stressed the importance of dealing
with observable behaviors instead of the elusive mind that had preoccupied earlier psy-
chologists. They used classical conditioning experiments to formulate the stimulus-
response (S-R) explanation of human behavior. Both Pavlov and Watson felt that
behavior could be best understood in terms of S-R. A stimulus elicits a response. They
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concentrated mainly on the impact of the stimulus and felt that learning occurred when
the S-R connection was made.

Modern behaviorism marks its beginnings with the work of B. F. Skinner. Deceased
for a number of years, Skinner is widely recognized for his contributions to psychology.
For example, a recent study drawing from publication citations and a large survey of psy-
chologists ranked Skinner as the most influential psychologist of the twentieth century.>®
He felt that the early behaviorists helped explain respondent behaviors (those behaviors
elicited by stimuli) but not the more complex operant behaviors. In other words, the S-R
approach helped explain physical reflexes; for example, when stuck by a pin (S), the per-
son will flinch (R), or when tapped below the kneecap (S), the person will extend the
lower leg (R). On the other hand, Skinner found through his operant conditioning exper-
iments that the consequences of a response could better explain most behaviors than elic-
iting stimuli could. He emphasized the importance of the response-stimulus (R-S)
relationship. The organism has to operate on the environment (thus the term operant
conditioning) in order to receive the desirable consequence. The preceding stimulus
does not cause the behavior in operant conditioning; it serves as a cue to emit the behavior.
For Skinner and the behaviorists, behavior is a function of its contingent environmental
consequences.

Both classical and operant conditioning and the important role of reinforcing conse-
quences are given detailed attention in Chapter 12. For now, however, it is important to
understand that the behavioristic approach is environmentally based. It posits that cognitive
processes such as thinking, expectancies, and perception may exist but are not needed to
predict and control or manage behavior. However, as in the case of the cognitive approach,
which also includes behavioristic concepts, some modern behaviorists feel that cognitive
variables can be behaviorized.>” However, the social cognitive theory that has emerged in
recent years incorporating both cognitive and behavioristic concepts and principles may be
the most unifying and comprehensive foundation for an evidence-based approach to orga-
nizational behavior.

Social Cognitive Framework

The cognitive approach has been accused of being mentalistic, and the behavioristic
approach has been accused of being deterministic. Cognitive theorists argue that the S-R
model, and to a lesser degree the R-S model, is much too mechanistic an explanation of
human behavior. A strict S-R interpretation of behavior seems justifiably open to the crit-
icism of being too mechanistic, but because of the scientific approach that has been metic-
ulously employed by behaviorists, the operant model in particular has made a significant
contribution to the study and meaning of human behavior® and in turn an evidence-based
approach to organizational behavior. The same can be said of the cognitive approach.
Much research has been done to verify its importance as an explanation of human behav-
ior in general and organizational behavior in particular. Instead of polarization and uncon-
structive criticism between the two approaches, it now seems time to recognize that each
can make an important contribution to the understanding, prediction, and control of orga-
nizational behavior. The social cognitive approach tries to integrate the contributions of
both approaches and serves as the foundation for an evidence-based approach to organi-
zational behavior.

About 30 years ago we (Davis and Luthans) proposed a social learning approach to
organizational behavior,>® and over 25 years ago we (Luthans and Kreitner) suggested
a social learning approach to organizational behavior modification (O.B. Mod.).%°
Based on the work of Albert Bandura®! and our own theory building and application to
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organizational behavior, social learning theory provided the conceptual framework for
the 3rd to 8th editions of this text. Social learning takes the position that behavior can
best be explained in terms of a continuous reciprocal interaction among cognitive,
behavioral, and environmental determinants. The person and the environmental situa-
tion do not function as independent units but, in conjunction with the behavior itself,
reciprocally interact to determine behavior. Bandura explains that “it is largely through
their actions that people produce the environmental conditions that affect their behav-
ior in a reciprocal fashion. The experiences generated by behavior also partly deter-
mine what a person becomes and can do, which, in turn, affects subsequent
behavior.”®? The triangular model shown in Figure 1.3 takes this social learning work
of Bandura and translates it into relevant units of analysis and variables in organiza-
tional behavior.

Bandura has taken his social learning and developed it into the more comprehensive
social cognitive theory (SCT),®® and we (Stajkovic and Luthans) in turn have translated this
SCT into the theoretical foundation for organizational behavior.®* SCT is much more com-
prehensive than the cognitive or behavioristic pproaches by themselves and its predeces-
sor, social learning theory. Specifically, SCT recognizes the importance of behaviorism’
contingent environmental consequences, but also includes cognitive processes of self-
regulation. “The social part acknowledges the social origins of much of human thought and
action (what individuals learn by being part of a society), whereas the cognitive portion rec-
ognizes the influential contribution of thought processes to human motivation, attitudes,
and action.”®®

Similar to the social learning model in Figure 1.3, SCT explains organizational behav-
ior in terms of the bidirectional, reciprocal causation among the organizational partici-
pants (e.g., unique personality characteristics such as conscientiousness), the organi-
zational environment (e.g., the perceived consequences such as contingent recognition
from the supervisor or pay for increased productivity), and the organizational behavior
itself (e.g., previous successful or unsuccessful sales approaches with customers). In other
words, like social learning, in an SCT theoretical framework, organizational participants
are at the same time both products (as in the behaviorism approach) and producers (as in
the cognitive approach) of their personality, respective environments, and behaviors.
Bandura goes beyond social learning with SCT by explaining the nature of the bidirec-
tional reciprocal influences through the five basic human capabilities summarized in
Figure 1.4.
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FIGURE 1.4 The Basic Human Capabilities According to Bandura’s Social Cognitive Theory (SCT).

Source: Alexander D. Stajkovic and Fred Luthans, “Social Cognitive Theory and Self-Efficacy: Going beyond Traditional Motivational and Behavioral Approaches,”

Organizational Dynamics, Spring 1998, p. 65.
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FIGURE 1.5 A Conceptual Model for the Study of Organizational Behavior: An Evidence-Based Approach.
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THE CONCEPTUAL FRAMEWORK FOR THE TEXT

The conceptual model used to structure this text is shown in Figure 1.5. As indicated,
social cognitive theory is the foundation and consists of the reciprocal interaction among
the environmental and organizational context (Part One, Chapters 2-4); cognitive
processes (Part Two, Chapters 5-7); and, importantly, the organizational behavior itself,
which produces and is a product of the environmental/organizational context and the cog-
nitive processes. At a more macro level are graphic depiction of the dynamics (not neces-
sarily the outcomes) of organizational behavior (Part Three, Chapters 8-10). Finally, at an
applied level is the graphic representation of the role that managing and leading for high
performance (Part Four, Chapters 11-14) play in the conceptual framework for organiza-
tional behavior.

Obviously, this conceptual framework gives only a bare-bones sketch of organizational
behavior rather than a full-blown explanation. Nevertheless, it can serve as a point of depar-
ture for how this text is organized. It helps explain why particular chapters are covered and
how they relate to one another. As the chapters unfold, some of the fine points will become
clearer and some of the seemingly simplistic, unsupported statements will begin to make
more sense. Figure 1.5 serves merely as the welcoming mat to the study of the exciting, but
still developing, field of organizational behavior.

Summary

This chapter first gives a brief overview of the significant challenges currently facing man-
agement. Besides the new workplace, environmental changes such as globalization and
recognition and management of diversity and ethics represent a paradigm shift. This shift
is characterized by new rules, new boundaries, and, importantly, new thinking and behav-
iors that are essential for organizations and managers to be successful or even survive. This
new paradigm facing management requires a new perspective and not only an appreciation
of the human, behavioral side of management but also apply the greatly expanding research
findings for more effective practice. After first identifying the existing knowing-doing gap,
the evidence-based approach used by this text over the years and the new call for evidence-
based management (EBM) is summarized.

The historical roots start this evidence-based approach to organizational behavior. The
beginnings are usually attributed to the famous Hawthorne studies, which had several
phases (illumination, relay, bank wiring studies) and often-overlooked implications for
modern management. Whereas the Hawthorne studies are often unfairly dismissed
because of methodological flaws, today’s organizational behavior field is characterized by
rigorous scientific methodology. Both theory development and research designs are given
considerable attention. Specifically, the attempt is made to eliminate or minimize the
threats to internal validity through carefully designed experiments. Field studies are used
over laboratory studies whenever possible in order to have more external (generalizable)
validity.

Because organizational behavior is a relatively new field, it must be precisely defined:
the understanding, prediction, and management of human behavior in organizations. It is
also important to see how OB (micro, theoretical) relates to other closely related disciplines
such as organization theory or OT (macro, theoretical), organizational development or OD
(macro, applied), and human resource management or HRM (micro, applied). Finally, it is
important to provide a theoretical foundation to develop a specific model that can be used
as a conceptual framework for this text. The cognitive, the behavioristic, and the more inte-
grative social cognitive theories are used for such a foundation. The cognitive model gives
the human being more “credit” and assumes that behavior is purposive and goal oriented.
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Cognitive processes such as expectancy and perception help explain behavior. The behav-
ioristic approach deals with observable behavior and the environmental contingencies of
the behavior. Classical behaviorism explained behavior in terms of S-R, whereas more
modern behaviorism gives increased emphasis to contingent consequences, or R-S. The
social cognitive approach emphasizes that the person, the environment, and the behavior
itself are in constant interaction with one another and reciprocally determine one another.
This social cognitive approach incorporates both cognitive and behavioristic elements and
is used as the theoretical foundation for the organizational behavior model used as the con-
ceptual framework to structure this evidence-based text.

Ending with Meta-Analytic Research Findings
OB PRINCIPLE FOR EVIDENCE-BASED PRACTICE

Because a growing number of important concepts and techniques have a stream of research
findings, meta-analysis can be conducted on them. The meta-analysis results provide the basis
for organizational behavior (OB) principles for effective evidence-based practice.

Meta-Analysis Results:

The end of each chapter will report the result of usually one but in some cases two or three
representative meta-analyses. The stated principles, relevant to each chapter, are based on
these meta-analytic findings. A results section will report the number of studies and partic-
ipants and the meta-analytic average effect statistic d. Importantly, to make these meta-
analytic results as user friendly as possible, the d effect size is transformed using Grissom’s
(see source below) table to a percentage “probability of superior outcome of one treatment
over another.” Besides this percentage probability evidence to support the “OB Principle,”
this section will also briefly discuss any moderating contingencies that were found and give
the full citation of the meta-analysis in a source line like that below from Grissom’s con-
version of d to probability of success.

Conclusion:

Each chapter’s Ending with Meta-Analytic Research Findings is patterned after this pre-
sentation: statement of OB Principle for Evidence-Based Practice, Meta-Analysis Results,
and Conclusion. The purpose of the conclusion is to tie the principle back to the chapter topic
and make some final comments. The contribution of meta-analysis at this stage of develop-
ment of the organizational behavior field is that it is able to draw overall, sound evidence-
based conclusions (i.e., state principles) from a large number of studies (often over 100) and
usually thousands of subjects. Instead of just choosing one study here or there to support (or
not support) a statement, meta-analysis provides a quantitative summary of individual stud-
ies across an entire body of research evidence on a given concept (e.g., conscientiousness or
self-efficacy) or technique (e.g., job characteristics model or organizational behavior modi-
fication). Many of the meta-analyses conducted to date on relevant topics in this text are
included as being representative, but as research continues to accumulate, many more meta-
analytically derived OB principles exist and will be forthcoming.

Sources: Robert J. Grissom, “Probability of the Superior Outcome of One Treatment over Another,”
Journal of Applied Psychology, Vol. 79, No. 2, 1994, pp. 314-316. For those wanting more information
on meta-analysis, see: L. V. Hedges and I. Olkin, Statistical Methods for Meta Analysis, Academic Press,
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San Diego, 1985 and J. E. Hunter and F. L. Schmidt, Methods of Meta-Analysis, Sage, Beverly Hills, Calif.,
1995. For a critical analysis and limitations of meta-analysis, see: P. Bobko and E. F. Stone-Romero,
“Meta-Analysis May Be Another Useful Tool, but It Is Not a Panacea,” in G. R. Ferris (Ed.), Research in
Personnel and Human Resources Management, Vol. 16, JAl Press, Stamford, Conn., 1998, 359-397.
Finally, to gain insight into teaching organizational behavior through such a principles approach, see:
Edwin A. Locke, “The Epistemological Side of Teaching Management: Teaching through Principles,”
Academy of Management Learning and Education, Vol. 1, No. 2, 2002, pp. 195-205.

Questions for
Discussion and
Review

Internet
Exercise:
Nonjobs or
Telecommuting

[EN

. What are some of the major challenges facing today’s and tomorrow’s organizations and
management? Briefly describe these developments.

2. What is a paradigm? How will the paradigm shift affect management? What are the
implications of this paradigm shift for organizational behavior?

3. Why do you think there is a “knowing-doing” gap and how can evidence-based man-
agement help close it?

4. Why do you feel the Hawthorne studies made such an important historical contribution
to the study of organizational behavior?

5. Why are theory development and rigorous scientific methodology important to the
field of organizational behavior? What role does validity play in the design of research
studies?

6. How does organizational behavior relate to, or differ from, organizational development?
Organization theory? Human resource management?

7. In your own words, identify and summarize the various theoretical frameworks for
understanding organizational behavior. How does the social cognitive approach differ
from the cognitive approach? How does the social cognitive approach differ from the
behavioristic approach?

8. Explain the model for organizational behavior that is used in this text.

This chapter sets the tone for the new paradigm environment. One dimension of this envi-
ronment has been the dramatic increase in the number of nonjob or “telecommuters,” those
that work from home or at least outside the organization. Inexpensive computers, the
changing nature of jobs, and workers’ demands for a more flexible schedule have all con-
tributed to this trend. Go to http://www.tjobs.com/ and look at the jobs that they offer
specifically designed around telecommuting. In fact, Putnam Investments has a page dedi-
cated to jobs available at home. Visit their site at http://www.putnaminv.com/. Then,
click on “career opportunities.” You may also want to visit the International Telework
Association Council’s (ITAC) site at www.workingfromhome.com. You will find
many current articles on telecommuting at http://www.harveynash.com/usa/.
Browse through these sites, and consider the following questions.

1. Would you consider a job that kept you at home for a significant part of the workweek?
What would be the advantages of this? Disadvantages?

2. As a manager, consider the challenges of managing those who work at home or virtually
out of the organization. What are your challenges? Consider, for example, how to moni-
tor performance, motivate workers, and help them manage workplace problems.

3. Do you think the trend toward telecommuting will increase or decrease in the coming
years? What impact will this have on some of the major topics in this text? Be as spe-
cific as you can by looking at the table of contents and Figure 1.5.
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Real Case: The Big Squeeze on Workers

On his recent family vacation in Arizona, Peter Spina
spent much of his time camped out under a palm tree
while his kids splashed around in the Scottsdale
Princess Hotel’s luxurious pool. Spina wasn’t lounging.
He was working—hammering out deals on his cell
phone in a mad dash to break new accounts at Vulcan
Ventures Inc., where he’s publisher of The Sporting
News. Spina says the downturn has forced him to work
even longer hours than he did during the boom—about
15% more. Ditto for his sales force. Whereas once he
had lots of bonus money to throw around, he now tries to
make up for the tough slog by bringing popsicles to the
office on hot days. The added hustling is one reason his
team has racked up revenue gains of 46% this year in an
abysmal ad market. “They’re working longer and
harder,” says Spina.

Much has been made of the recent upsurge in pro-
ductivity. Although recessions usually bring slides in
this efficiency measure, technology has made the econ-
omy more productive than ever before. But tell that to
white-collar workers, and you’re likely to hear that the
gains have come on their backs. Rather than bring relief,
layoff survivors say, the downturn has only socked it to
them more. They complain about managing the
orphaned workloads of downsized colleagues, scouring
new avenues for business, and fighting for high-profile
posts so if the ax falls, it won’t hit them. “What we’re
discovering is that in this early stage of recovery, not
only are companies making people work harder, but,
believe me, some people want to,” says J.P. Morgan
Chase & Co. senior economist James E. Glassman.
“They’re trying to protect their job security.”

That gripping desperation is easy for companies to
use in their favor. Mike Hewitt, director of client ser-
vices at consulting firm Aquent, says he and his staff
have been bending over backwards to meet with clients
who don’t have any work for them so the company can
get a jJump on future business and be ready to roll when
the rebound kicks in.

But it’s not just fear that’s motivating today’s work-
place. A number of other structural changes are also
helping bosses to extract maximum productivity from
their ranks. From the increased use of temps, to the
reclassification of hourly workers into salaried employ-
ees ineligible for overtime pay, to the rise in variable pay
that puts part of workers’ paychecks at risk, companies
are now able to get more out of less.

It’s hard to say just how much more, given the state of
statistical record-keeping. The Bureau of Labor
Statistics says overall weekly hours worked have
dropped—in part due to manufacturers slashing hours.
But economists say it’s impossible to draw an accurate
picture from the BLS data. They note that the data is
flawed because it often builds in an assumption that all
levels of employees work 35 hours a week—managers
and hourly staff alike. To which many economists reply:
Come on. Morgan Stanley Dean Witter & Co. chief
economist Stephen Roach, for example, believes the
BLS numbers understate the number of hours worked,
therefore overstating productivity.

Still, whatever the numbers say, there’s no doubt that
right now employees feel they have little choice but to
accept the grueling loads. Despite some evidence of a
rebound, the job market in many quarters is still weak.
Job cuts are no longer a last resort in hard times but an
ongoing tool for matching supply with demand.

This is one reason some economists predict a replay,
at least initially, of the early-1990s jobless recovery.
Rather than scoop up more permanent hires at the first
whiff of demand, economists say CEOs are likely to be
leery, especially with economic data so mixed. Many
have bad memories of boom-time hiring binges in
which they took on mediocre people just to fill slots and
then wound up having to pay weeks of costly severance.
Instead, economists say CEQs are likely to focus first on
extracting even more from their existing ranks until
demand reaches a breaking point. The big question now,
asks Mary Hammershock, vice-president for human
resources for Silicon Valley’s Blue Martini Software, is
“how much longer can you get people to do this when
the upside has gone away?”

Already, companies are looking first to bring in con-
tract workers that they can quickly tap and zap without
paying any benefits or severance. In fact, the temps have
been the fastest growing sector of employment. And
they aren’t accounted for as regular employees. This
helps companies that use a lot of them, like Cisco
Systems Inc., to drive up revenue per employee.

The growing use of the just-in-time workforce is not
the only means by which companies are priming the
productivity pump. Workers complain that many
employers are taking advantage of outdated labor laws
by misclassifying them as salaried-exempt so they can
skirt overtime pay. Already, Wal-Mart Stores, Taco Bell,
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Starbucks, and U-Haul, among others, have been
slapped with class actions. In the case of General
Dynamics Corp., this resulted in a $100 million award
that is now on appeal. At Farmer’s Insurance, employees
got $90 million. Some employers are so worried about
the issue that they are now doing wage-and-hour audits.

Another potential productivity enhancer: incentive pay,
which enables bosses to motivate people to work harder
during tough times to make up for lost wages. General
Electric Co. will soon start factoring customer perfor-
mance into employee pay, putting an even greater chunk
of compensation at risk. Under this system, if a customer’s
business suffers, so does the GE employee’s paycheck.

Yet even as they push existing employees, companies
also have to think about what’s down the road—the
likely return of tight labor markets and a replay of the
1990s’ battle for talent. Demographers and labor experts
note that the recession merely masked the deep skills
shortages lurking within the labor force. “It will be even
worse than it was in 2000,” predicts Texas Instruments
Inc. Chairman, CEOQ, and President Tom Engibous.
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Like many CEOs, Engibous faces the tough job of
balancing the need to juice profits right now with the
longer term goal of cultivating his choice employees.
That’s why he has launched a “re-recruiting initiative” at
TIl, asking workers what they need—days off, new
assignments, a different boss—to keep them satisfied
right now. For companies that squeeze too hard, it prob-
ably already is too late.

1. Do you agree or disagree with the feeling of many
downsizing survivors that increased productivity
“comes on their backs”? What does this mean and
how does this have implications for managing these
employees?

2. What impact can employing temporary, just-in-time
workers have for employers? For existing full-time
employees? For the temporary workers?

3. On balance, on the basis of this case, do you believe
the challenges facing the management of human
resources will be easier or more difficult in the near
future? Why?

Organizational Behavior Case: How Is This Stuff Going to Help Me?

Jane Arnold wants to be a manager. She enjoyed her
accounting, finance, and marketing courses. Each of
these provided her with some clear-cut answers. Now
the professor in her organizational behavior course is
telling her that there are really very few clear-cut
answers when it comes to managing people. The profes-
sor has discussed some of the emerging challenges and
the historical background and ways that behavioral sci-
ence concepts play a big role in the course. Jane is very
perplexed. She came to school to get answers on how to
be an effective manager, but this course surely doesn’t
seem to be heading in that direction.

1. How would you relieve Jane’s anxiety? How is a
course in organizational behavior going to make
her a better manager? What implications does an
evidence-based approach have?

2. Why did the professor start off with a brief overview
of emerging challenges?

3. How does a course in organizational behavior differ
from courses in fields such as accounting, finance, or
marketing?

Organizational Behavior Case: Too Nice to People

John has just graduated from the College of Business
Administration at State University and has joined his fam-
ily’s small business, which employs 25 semiskilled work-
ers. During the first week on the job, his grandfather called
him in and said: “John, I’ve had a chance to observe you

working with our employees for the past two months and,
although I hate to, | feel | must say something. You are just
too nice to people. | know they taught you that human
behavior stuff at the university, but it just doesn’t work
here. 1 remember when we discussed the Hawthorne
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studies when | was in school and everybody at the univer-
sity seemed excited about them, but believe me, there is
more to managing people than just being nice to them.”

1. How would you react to your grandfather’s com-
ments if you were John?

2. Do you think John’s grandfather understood and
interpreted the Hawthorne studies correctly?

3. What phases of management do you think John’s
grandfather has gone through in this family business?

Do you think he understands the significance of
recent trends in the environment and how the new
paradigm will affect his business?

4. How would you explain to your grandfather the new

perspective that is needed and how the study of an
evidence-based approach to organizational behav-
ior will help the business be successful in the new
paradigm?

Organizational Behavior Case: Conceptual Model: Dream or Reality?

Hank James has been section head for the accounting
group at Yake Company for 14 years. His boss, Mary
Stein, feels that Hank is about ready to be moved up to
the corporate finance staff, but it is company policy to
send people like Hank to the University Executive
Development Program before such a promotion is
made. Hank has enrolled in the program; one of the first
parts deals with organizational behavior. Hank felt that
after 14 years of managing people, this would be a snap.
However, during the discussion on organizational
behavior, the professor made some comments that really
bothered Hank. The professor said:

Most managers know their functional specialty but do
a lousy job of managing their people. One of the
problems is that just because managers have a lot of
experience with people, they think they are experts.
The fact is that behavioral scientists are just beginning
to understand human behavior. In addition, to
effectively manage people, we also have to somehow
be able to better predict and control organizational
behavior. Some models are now developed and

research is accumulating that we hope will help the
manager better understand, predict, and manage organi-
zational behavior.

Hank is upset by the fact that his professor apparently
discounts the value of experience in managing people,
and he cannot see how a conceptual framework that
some professor dreamed up and some esoteric research
can help him manage people better.

1. Do you think Hank is justified in his concerns after
hearing the professor? What role can experience play
in managing people?

2. What is the purpose of conceptual frameworks such
as those presented in this chapter? How would you
weigh the relative value of studying theories and
research findings versus “school-of-hard-knocks”
experience for the effective management of people?

3. Using the conceptual framework presented in the chap-
ter, how would you explain to Hank that this could help
him better manage people in his organization?




Chapter Two

Environmental Context:
Globalization, Diversity,

and Ethics

Learning Objectives

e Discuss the impact of globalization as an environmental context for
organizational behavior.

¢ Identify what is meant by diversity and how it has become an important dynamic
in the field of management and organizational behavior.

¢ Examine diversity in today’s organizations and the individual and organizational
approaches to effectively manage diversity.

¢ Discuss the meaning of ethics and the major factors of ethical behavior.

e Describe major areas of ethical concern, including “bottom-line” impact and
some of the steps that can be taken to effectively address the major ethical
concerns.

Today’s environmental context for organizational behavior is markedly different from that
of the past. As pointed out in the opening chapter, globalization, diversity, and ethics have
forced management of all types of organizations to totally rethink their approach to both
operations and human resources. Because of the paradigm shift, organizations are now
more responsive to both their external and internal environments. This chapter examines
globalization, diversity, and ethics as the environmental context for today’s organizational
behavior.

GLOBALIZATION

Most scholars and practicing managers would agree that a, if not the, major environmental
context impacting organizational behavior is globalization. The advances made in informa-
tion technology and in air travel have truly made the world a smaller place. This has led to
a borderless “flat” world described by Thomas Friedman.* The best-selling author and
widely recognized commentator feels we have now entered the third phase of globalization.
The first, from about 1492-1800, was characterized by countries globalizing. The second
(1800-2000) was companies globalizing. And the third, since the turn of the new century,
mainly fueled by information technology available to everyone in the world, groups and
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individuals. As Friedman declares, “In Globalization 1.0 there was a ticket agent. In Glob-
alization 2.0 the e-ticket replaced the ticket agent. In Globalization 3.0 you are your own
ticket agent.”?

The implications of this globalization for organizational behavior are profound and
direct.® As the head of Brunswick Corporation declared, “Financial resources are not
the problem. We have the money, products, and position to be a dominant global player.
What we lack are the human resources. We just don’t have enough people with needed
global leadership capabilities.” GE’s Jack Welch, arguably the best-known corporate
leader in modern times, stated before leaving GE: “The Jack Welch of the future cannot
be like me. | spent my entire career in the United States. The next head of General Elec-
tric will be somebody who spent time in Bombay, in Hong Kong, in Buenos Aires. We
have to send our best and brightest overseas and make sure they have the training that
will allow them to be the global leaders who will make GE flourish in the future.”® The
accompanying OB in Action: Managing the Global Workforce indicates that the new
globalization context has changed the way global, transnational leaders strategize,
organize, and manage.

Although there is a trend toward similar clothes, entertainment, and material posses-
sions, and even general recognition that English is the international business language,
there are still important differences in the ways in which people think and behave around
the world.® In other words, cultures around the world impact the organizational behavior of
managers and employees quite differently. For example, a recent study found that cultural
differences (by country, race/ethnicity, and religion) affected the attitudes and behaviors of
managers toward profit and other related business concerns.’

In understanding and applying organizational behavior concepts in other countries around
the world, one must be aware of the similarities and differences. For example, a research study
conducted by Welsh, Luthans, and Sommer found that U.S.-based extrinsic rewards and
behavioral management approaches significantly improved the productivity of workers in a
Russian factory, but a participative technique did not.® A follow-up critique concluded:

What this study shows is that there are both potential benefits and problems associated with
transporting U.S.-based human resource management theories and techniques to other
cultures. On the one hand, the findings confirmed that the use of valued extrinsic rewards and
improved behavioral management techniques may have a considerable impact on productivity
among Russian workers in ways that are similar to American workers. On the other hand, par-
ticipation had a counterproductive effect on Russian workers’ performance.®

Another example would be that in some countries managers prefer to use—and may be
more effective with—an autocratic leadership style rather than the typical U.S. manager’s
leadership style. Germany is a visible example. Typical U.S. managers who are transferred
to Germany may find their leadership style to be too participative. German subordinates
may expect them to make more decisions and to consult with them less. Research on obe-
dience to authority found that a higher percentage of Germans were obedient than were
their U.S. counterparts.’® Similarly, a U.S. manager in Japan who decides to set up a
performance-based incentive system that gives a weekly bonus to the best worker in each
work group may be making a mistake. Japanese workers do not like to be singled out for
individual attention and go against the group’s norms and values. Perhaps this impact of
similarities and differences across cultures was best stated by the cofounder of Honda Motor,
T. Fujisawa, when he stated: “Japanese and American management is 95 percent the same,
and differs in all important aspects.”**

The global context is now an accepted reality, but its impact on the study and applica-
tion of organizational behavior will increase into the future. The problem is that the
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The war for talent never ends. Middle managers in
China? Good luck finding them, let alone keeping them.
Assembly line workers in Central Europe? They're well-
educated and hardworking: Trouble is, every company
wants them. The cubicle warriors of Bangalore? They get
the job done—if they stick around. For corporations,
managing this widely scattered, talented, restive, multi-
cultural workforce has never been harder. This Special
Report, written to coincide with the 2008 World Eco-
nomic Forum in Davos, Switzerland, brings readers to
the front lines of the struggle. It delves into IBM's effort
to reinvent the way it gets tasks done around the world,
follows a Nokia manager as he recruits a workforce from
scratch in Transylvania, meets a restless generation of IT
workers in India, and hears from the corporate road
warriors who never, ever stop traveling.

These and other stories make a simple but powerful
point: The old way of managing across borders is fading
fast. In the first half of the twentieth century, the glob-
alization of business was based on the British colonial
model. Headquarters, functions, and capital were in one
place, with managers dispatched to run regional opera-
tions like colonies. In the second half of the 1900s, com-
panies adopted the multinational model, replicating
their home country operations in other places where
they did business. Country units rarely dealt with other
divisions in other markets.

Today, global corporations are transforming them-
selves into “transnationals,” moving work to the places
with the talent to handle the job and the time to do it at
the right cost. The threat of a U.S. recession only makes
such efforts at lowering expenses and grabbing the best

talent even more urgent. William J. Amelio, the CEO of
Lenovo, the world’s third-largest computer maker, calls
his global workforce strategy “worldsourcing.” Lenovo
has executive offices in five cities worldwide and orga-
nizes its workforce around hubs of expertise, such as
hardware designers in Japan and marketers in India.
“You operate as if there's just one time zone,” Amelio
says. “And you're always on.”

If anything, companies are devising new strategies
to reach global scale faster. To retain workers in China,
for example, PepsiCo’s snacks unit funneled nearly
300 extra people into its talent assessment program
last year and promoted three times as many managers
as it did in 2006. In mid-2007 storage equipment
maker EMC started a global innovation network for
research and development workers at six labs around
the globe. EMC set up a wiki Web site for scientists and
engineers to develop technologies and product concepts
together.

Moving people across borders and ensuring that
workers’ visas and permits are compliant with local
immigration rules are also vital to the tasks of globaliza-
tion. Deloitte principal Robin I. Lissak has a client, a CEO
of a large multinational, who was told he could quintu-
ple his business in Dubai if he quickly moved 2,000 work-
ers there from India. But like half of the companies in
Deloitte’s 2007 Global Mobility Survey, the CEO simply
wasn't set up to do it. “You're not just moving people
from the U.S. to the rest of the world anymore,” says Lis-
sak. “You're sending people from all continents to all
continents.” The companies that play this global, mobile
game best will emerge the winners.

increasingly frequent intercultural encounters cannot be solved by just simple guidelines
(e.g., when dealing with Spaniards, be aware that they tend to be late, or when the Japanese
say “yes” they may mean “no”). Nardon and Steers recently summarized some of the
reasons for the complexity of cross-cultural management:

1. People are influenced by multiple cultures—national, regional, organizational, func-

tional, and professional.

2. Even though people are from the same country, they still have different beliefs, values,

and behaviors.

3. Counterparts from other cultures are becoming savvy in how to deal with foreigners and
thus may not be typical of their own culture.

4. Because of the complexity of culture, simplistic categorizations may initially be helpful,
but turn out to be poor predictors of behavior.*?

Because of this complexity and the fact that managers today often deal with several cul-
tures at a time in their current role, they must have ready access to cross-cultural training
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tools,™® but more importantly, develop learning skills that will on-the-spot compensate for
cultural knowledge gaps.** In other words, today’s organizational leaders must develop and
use a “global mindset.”

Although there are many meanings, a conference dedicated to global mindset derived
the following comprehensive definition: “a set of individual attributes that enable an indi-
vidual to influence individuals, groups, and organizations from diverse social/cultural/
institutional systems.”*> Those with such a global mindset are able to view and evaluate a
cultural event or interaction through a broad array of potential categories and quickly rec-
ognize nuances (e.g., nonverbals) that differentiate cultural groups. An example would be
an encounter with a smiling business person from Thailand:

To an outsider, such Thai smiles are not readily transparent. However, an outsider with a
global mindset would have the wherewithal to develop strategies to such nuances, demonstrat-
ing a keen awareness and understanding of cultural differences, and know how to act accord-
ingly. Once encoded into the individual’s global mindset, this information could be readily
accessed when dealing with different cultural groups in which nonverbal expressions carry
greater weight when interpreting how people are thinking, feeling, and ultimately behaving. *°

Such global mindset development is needed for effectively dealing with the complex cul-
tural context facing the study and application of organizational behavior.

DIVERSITY IN THE WORKPLACE

Similar to globalization, diversity and social issues have had a dramatic effect on the study
and application of management and organizational behavior. In the past, diversity was
treated primarily as a legal issue; that is, for well over 45 years it has been directly against
the law to discriminate against anyone, on any basis. Now organizations are beginning to
realize that diversity is not just something to deal with, but instead a reality to build on to
make a stronger, more competitive enterprise. As noted in a recent report on needed strate-
gic initiatives to succeed in the new global economy, “Diversity must be recognized and
nurtured as the organization’s greatest asset, and the ability to attract and work with diverse
talent must be seen as a critical competitive advantage.”*” In other words, the contemporary
environmental context of diversity is no longer simply a “tack on” or afterthought in the
study of organizational behavior; it plays a central role in today’s environmental context.

Although surveys indicate that a vast majority of organizations believe that workplace
diversity is important and virtually all value diversity management skills and strategies to
achieve diversity initiatives, they still are not sure of the meaning or domain of diversity.*8
The trend, however, is clear: “Diversity means much more than ethnicity, gender, or sexual
orientation. New and evolving diverse populations include a full range of ages, as well as
career and geographic experiences.”*? As the head of the huge Society of Human Resource
Management (SHRM) diversity initiatives recently noted, “Organizational diversity initia-
tives should not simply focus on getting people of color and women in the door, but
embracing an inclusive culture to maintain these employees.”® SHRM has identified out-
comes such as the following for effective diversity management:

1. Creating a work environment or culture that allows everyone to contribute all that they
can to the organization.

2. Leveraging differences and similarities in the workforce for the strategic advantage of
the organization; and

3. Enhancing the ability of people from different backgrounds to work effectively
together.?
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Reasons for the Emergence of Diversity
As shown in Figure 2.1, a major reason for the emergence of diversity as an important real-
ity is changing demographics. Older workers, women, minorities, and those with more edu-
cation are now entering the workforce. The composition of today’s and tomorrow’s
workforce is and will be much different from that of the past. For example, USA Today cal-
culates a Diversity Index (based on population racial and ethnic probabilities) that shows
now about 1 out of 2 people randomly selected in the United States are racially or ethnically
different, up from 1 out of 3 in 1980. In addition, the U.S. Department of Labor estimates
that the majority of new workers entering the workforce will be women or minorities. At the
more micro level, assuming talent and ability are equally distributed throughout the popula-
tion and that everyone has an equal opportunity, there should be diversity in every level of
an organization. Unfortunately, such an assumption is not yet valid because diversity has not
to date noticeably reached the top levels of most organizations. There is still only a handful
of women who have broken through the “glass ceiling” of large corporations to become
CEOQO, and only a small minority of Fortune 500 board directors or corporate officers are
women.? In addition, the U.S. Bureau of Labor Statistics indicates that women on average
continue to trail men in terms of pay for the same types of jobs.? However, prospects for the
future may be better because women now make up more than half of all college students,
about half of all medical and law students, account for over a third of MBA (Master of Busi-
ness Administration) degree-holders, and now make up about half of middle managers.?*
Also, outside of business organizations, about a quarter of university presidents are women
(including currently half of the Ivy League schools) and they are well-represented in senior
management levels in health care and NGOs (nongovernmental organizations such as the
United Way).?®

As shown in the accompanying OB in Action: Cracks in a Particularly Thick Glass Ceil-
ing, the glass ceiling may be worse in other countries, especially in Asia. Yet, U.S. women
executives also are facing a particularly thick glass ceiling when it comes to receiving
desirable foreign assignments and experience.?® In the global economy, not being able to
obtain such international experience may be a major obstacle (i.e., contribute to the glass
ceiling) in reaching upper management.
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South Koreans are a bit conflicted about career women.
Gender wasn’t much of an issue in the selection of a
female astronaut to fly on the country’s first space mis-
sion. But when women are seeking workaday corporate
jobs, some South Korean men still resist change. Outer
space is one thing, but a woman in the next cubicle is
something else.

For years, most educated women in South Korea who
wanted to work could follow but one career path, which
began and ended with teaching. The situation started to
change after the 1998 Asian financial crisis. Thousands
of men lost their jobs or took salary cuts, and their wives
had to pick up the slack by starting businesses in their
homes or seeking part-time work. A couple of years
later, the government banned gender discrimination in
the workplace and required businesses with more than
500 employees to set up child care facilities. It also cre-
ated a Gender Equality Ministry.

These days the government hires thousands of
women (42 percent of its new employees last year),
many for senior positions in the judiciary, international
trade administration, and foreign service. Startups and
foreign companies also employ (and promote) increas-
ing numbers of Korean women.

ONE OF THE GUYS

But at the top 400 companies, many of which are family-
run conglomerates, it's hard for women to reach the
upper ranks. In all, about 8 percent of working women
hold managerial positions. In the United States nearly 51
percent do. “We have a long way to go,” says Cho Jin
Woo, director of the Gender Equality Ministry.

South Koreans are grappling with traditional atti-
tudes about women, a hierarchical business culture, and
the need to open up the workplace to compete globally.
A senior manager at SK Holdings, which controls the

giant mobile phone carrier SK Telecom, says he avoids
hiring women because he believes they lack tenacity.
When deadlines are tight, he says, “you need people
prepared to put in long hours at the office.” Park Myung
Soon, a 39-year-old woman who is in charge of business
development at the carrier, says, “Many men are preoc-
cupied with the notion that women are a different
species.” To get ahead, Park says she had to achieve 120
percent of what her male colleagues did—as well as play
basketball and drink with them after work. “Luckily, |
like sports, and | like to drink,” she says.

When Choi Dong Hee joined SK's research arm in
2005, she was the only woman there and had no major
assignment until she created one. After conducting a
year-long study, Choi, 30, proposed changing the com-
pany’s policy to allow subscribers to use any wireless por-
tal. Her managers ignored her. She persisted. Finally,
they agreed to let her brief the division head, who
agreed to let her make her case to the company chair-
man. Choi worked on the presentation for three weeks
straight, sometimes alone in the office overnight (to her
boss's horror). In the end, the company did adopt the
open policy she advocated. Now her managers are quick
to say that women’s perspectives can help SK better
serve its customers.

Sonia Kim, who is in charge of TV marketing at Sam-
sung Electronics, says her male colleagues rarely argue
with the boss, even if they think he's wrong. Kim,
though, persuaded her manager to let her develop a
promotional campaign rather than rely on an ad agency
she thought had lost its creative edge. Kim also says
some of the men used to overturn decisions made dur-
ing the day while out drinking after hours. Since she and
other women at Samsung complained, Kim says, the
practice has mostly stopped.

Although challenges facing women in the workplace receive relatively more attention in
the media, the problems facing people of color, an aging workforce, and others fighting for
equal opportunities and inclusion remain significant. As indicated, legislation going as far
back as the Civil Rights Act of 1964 prohibited discrimination in employment on any basis.
The full effects of that landmark law and other more recent legislation, such as the follow-

ing, are still being determined.

1. Age Discrimination Act of 1978. This law at first increased the mandatory retirement
age from 65 to 70 and then was later amended to eliminate an upper age limit altogether.

2. Pregnancy Discrimination Act of 1978. This law gives full equal opportunity protec-

tion to pregnant employees.

3. Americans with Disabilities Act of 1990. This law prohibits discrimination against
those essentially qualified individuals challenged by a disability and requires organiza-
tions to reasonably accommodate them.
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4. Civil RightsAct of 1991. This law refined the 1964 act and the reinstated burden of proof
falls on employers to eliminate discrimination and ensure equal opportunity in employ-
ment to employees. It also allows punitive and compensatory damages through jury trials.

5. Family and Medical Leave Act of 1993. This law allows employees to take up to
12 weeks of unpaid leave for family or medical reasons each year.

These laws, along with lawsuits and the threat of lawsuits, have put teeth into diversity. Indi-
viduals and groups that have found themselves excluded from organizations or managerial
positions can bring and have brought lawsuits in an effort to overcome discriminatory barri-
ers and ensure themselves equal opportunity in employment. For example, successful law-
suits with resulting multimillion dollar penalties have in recent years been brought against
many well-known firms.

Still another reason for the emergence of the importance of diversity to organizations is
the realization that diversity can help them meet the competitive pressures they currently
face. Firms that aggressively try to hire and promote women and minorities are going to
end up with a more talented and capable workforce than those that do not take such a proac-
tive, affirmative action approach. For example, a large study by the American Management
Association found that the more accurately the senior team of a company represents the
demographics of its market, the more likely it is that the company will design products,
market services, and create ad campaigns that score a hit.?” Moreover, companies that gain
a reputation for “celebrating diversity” are more likely to attract the best employees regard-
less of age, gender, or ethnicity. The most talented and qualified people will feel that oppor-
tunities are better with these firms than with others. In other words, diversity can provide
an organization with competitive advantage.?® For example, one study examined the rela-
tionships among racial diversity, business strategy, and firm performance in the banking
industry.? It was found that racial diversity interacted with business strategy in determin-
ing company performance as measured in three different ways: productivity, return on
equity, and market performance. This study concluded that the results demonstrated that
diversity not only adds value but, in the proper context, also contributes to a firm’s com-
petitive advantage. Such research findings are not limited to U.S. firms. For example, a
recent study found that the percentage of women on the boards of Spanish firms was posi-
tively related to their value.*

Stimulated by competitive pressures, organizations now recognize and strive to obtain
diverse viewpoints in their decision-making processes and teams. Recent academic research
points out the complex linkage between work group diversity and work group functioning,**
but there is also growing practical evidence that diversity leads to innovation and often
breakthrough competitive advantages. For example, women working for Reebok pointed out
that there was no good shoe available for aerobics. The firm took this advice and began mar-
keting aerobic shoes, which became very profitable and served as a breakthrough for
Reebok in the very competitive athletic shoe industry. Another example occurred at the giant
chemical firm DuPont, which used input from African American employees to develop and
successfully market agricultural products for small farmers in the South.

A final major reason for the emerging challenge of diversity is that more and more
organizations are entering the international arena. A natural by-product of going interna-
tional is increased diversity, in this case cultural diversity. If domestic organizations have
and promote diversity, then, as they expand globally, they will be accustomed to working
with people who have different cultures, customs, social norms, and mores. For example, a
multicultural team at DuPont is given credit for gaining the firm about $45 million in new
business worldwide. Among other things, this diverse team recommended an array of new
colors for countertops that was very appealing to overseas customers.
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The international arena is not a threatening place for diverse firms, a fact that is partic-

ularly important because of the major role that international operations and sales will play
in the growth, and even survival, of companies in the global economy. The percentage of
overall revenues from international operations and sales continues to increase dramatically.
The advantage of multinational companies that have and value cultural diversity becomes
abundantly clear in this global environment discussed in the previous section.

Developing the Multicultural Organization

The foundation and point of departure for creating and effectively managing diversity is the
development of a truly multicultural organization.>? A multicultural organization has been
described as one that:

1.

Reflects the contributions and interests of diverse cultural and social groups in its mis-
sion, operations, and product or service

. Acts on a commitment to eradicate social oppression in all forms within the organization
. Includes the members of diverse cultural and social groups as full participants, espe-

cially in decisions that shape the organization

. Follows through on broader external social responsibilities, including support of other

institutional efforts to eliminate all forms of social oppression®®

Several stages have been identified in leading up to such a multicultural organization:*

. Exclusionary organization. This type of organization is the furthest from a multi-

cultural organization. It is devoted to maintaining the dominance of one group over all
others on factors such as age, education, gender, or race. This organization is character-
ized by exclusionary hiring practices and other forms of discrimination. Even though
such organizations are directly violating laws, they unfortunately still exist.

. Club organization. This organization is characterized by the maintenance of privileges

by those who traditionally have held power. These organizations may technically get
around the laws by hiring and promoting women and minorities, but only those who are
deemed to have the “right” credentials and perspectives. For example, a recent analysis
noted that such organizations do not practice “overt discrimination of forty years ago
but, rather, subtler forms that can arise from seemingly rational behavior and can oper-
ate at an institutional level” and end up hiring “people just like us.”*®

. Compliance organization. This type of organization is committed to removing some of

the discriminatory practices that are inherent in the exclusionary and club organizations.
For example, women and minorities are hired and promoted to give the impression of
openness and fair play. However, the strategy is more of meeting the letter of the laws, not
the spirit. For example, only tokenism is carried out; the basic exclusionary or club cul-
ture of the organization remains entrenched. For instance, a research study found de facto
segregation in a bank.>® White and African American employees were assigned to super-
visors of the same race in numbers that could not be attributed to mere statistical chance.
Although the bank may not have done this deliberately, the fact remains that there was
simply compliance going on, not the development of a true multicultural organization.

. Redefining organization. This advanced stage organization is characterized by an

examination of all activities for the purpose of evaluating their impact on all employees’
opportunity to both participate in and contribute to their own and the firm’s growth and
success. Redefining the organization goes beyond being just proactively antiracist and
antisexist. This approach questions the core cultural values of the organization as mani-
fested in the mission, structure, technology, psychosocial dynamics, and products and
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services. The redefining organization not only deals with but recognizes the value of a
diverse workforce; it engages in visionary planning and problem solving to tap the
strength of the diversity. This approach involves both developing and implementing
policies and practices that distribute power among all diverse groups in the organization.

5. Multicultural organization. The true multicultural organization is characterized by core
cultural values and an ongoing commitment to eliminate social oppression and promote
dignity and respect for everyone throughout the organization. All members of diverse cul-
tural and social groups are involved in the decisions that shape the mission, structure, tech-
nology, psychosocial dynamics, and products and services of the organization.

The true multicultural organization as defined is the stated ideal of an increasing num-
ber of organizations, although most are still in transition to this fifth stage. If carefully stud-
ied and objectively analyzed, most of today’s organizations would still be best described by
one of the other preceding forms discussed. A high-profile exception would be a generally
recognized multicultural firm such as Microsoft. It has a Diversity Department and Diver-
sity Advisory Council that is charged with upholding the vision of “maximizing the com-
pany’s performance through understanding and valuing differences.” As the Microsoft
Diversity Director declared:

We need to stress that all human cultures have common needs, a common sense of humanity.
But there are differences, too. How in the world do you please a customer, for example, if
you don’t know what he or she values? That’s what culture is all about, that’s what
differences are all about. Diversity assumes not only that people are different—we know
that—nbut that their difference is value-added. If you know how to harness that difference,
you’ll be more competitive as a corporation than those firms that don’t, whether in the
domestic marketplace, and certainly in the global marketplace.®

Moving toward and building a truly multicultural organization, as Microsoft has done, is
perhaps the most important, but there are also some individual- and organization-level steps
and techniques that can be used to effectively manage diversity. Unfortunately, to date, most
of these diversity programs have fallen short of their objectives. For example, one study by
the New York-based research organization Catalyst asked African American women if
diversity programs were effective in addressing subtle racism. A large majority (64 percent)
said that they were not, and only 12 percent said that they had benefited from these programs
to a great or very great extent.*® The following sections provide some individual and orga-
nizational approaches that may help make managing diversity more effective.

Individual Approaches to Managing Diversity

Individual approaches to managing diversity typically take two interdependent paths:
learning and empathy. The first is based on acquiring real or simulated experience; the sec-
ond is based on the ability to understand feelings and emotions.

Learning

Many managers are often unprepared to deal with diversity; because of their inexperience
they are unsure of how to respond. Even those who think they are knowledgeable may actu-
ally need, but not seek, diversity training. For example, one recent study revealed an inter-
esting counterintuitive finding. Those with low competence in the diversity domain were
unaware of their deficiency and therefore were not motivated to participate in diversity
training, while those who were relatively competent expressed more interest in additional
diversity training and the opportunity to attend a voluntary session.®® In other words, those
who may not think they need to learn about diversity must work especially hard to learn and
experience as much as they can about developing appropriate behavior.
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At the heart of this learning process is communication. Managers must openly commu-
nicate one-on-one, regardless of age, gender, ethnicity, sexual preference, religion, or those
challenged with a disability, in order to determine how best to understand and interact with
them. In this way managers can learn more about a diverse group’s personal values and how
the individuals like to be treated.

Managers can also begin to develop a personal style that works well with each member
of a diverse group. For example, to their amazement, many managers have learned that
people who are challenged with a disability do not want special treatment. They want to be
treated like everyone else, asking only for equal opportunities in employment. Many man-
agers are unaware of their biased treatment of these employees. For example, after a review
of the research literature in this area, the following conclusion was drawn:

It should be noted that several of these studies have found that the physically challenged
workers were more intelligent, motivated, better qualified, and had higher educational levels
than their nonphysically challenged counterparts. While these findings may help account for
the superior performance of those physically challenged, they may also reflect hidden biases
whereby a physically challenged person must be overqualified for a specific job. In addition,
they may reflect hesitancy to promote physically challenged individuals: the physically chal-
lenged may stay in entry-level jobs whereas similarly qualified nonphysically challenged
individuals would be rapidly promoted.*°

In this learning process, managers can also encourage diverse employees to give them
candid feedback regarding how they are being treated. In this way, when the manager does
something that an employee does not feel is proper, the manager quickly learns this and can
adjust his or her behavior. This form of feedback is particularly important in helping orga-
nizations gain insights to effectively manage diversity.

Empathy

Closely linked to the individual learning strategy is empathy, the ability to put oneself in
another’ place and see things from that person’ point of view. Empathy is particularly
important in managing diversity because members of diverse groups often feel that only
they can truly understand the challenges or problems they are facing. For example, many
women are discriminated against or harassed at work because of their gender, and, despite
surface efforts to discourage these problems, discrimination and a negative climate for
women have become institutionalized through male-dominated management. Discrimina-
tion and harassment may become the way things are done. A recent meta-analysis of 62
studies of gender differences in harassment perceptions found that women perceive a
broader range of social-sexual behaviors as harassing. In particular, women were most dif-
ferent from men on perceptions involving a hostile work environment, derogatory attitudes
toward women, dating pressure, or physical sexual contact, but women and men were
closer on their perceptions of sexual propositions or sexual coercion.** These problems
have sometimes resulted in sex bias or sexual harassment suits against organizations, and
in recent years, the courts have favorably ruled on these charges.*?

Empathy is an important way to deal with more subtle problems because it helps the
manager understand the diverse employee’s point of view. For example, many women in
business offices say that they are willing to get coffee for their male counterparts or bosses
if they are on their way to the coffee room, but, importantly, they feel that they should be
given similar treatment and have coffee brought to them on the same basis. Similarly, many
managers try very hard to promote minorities into management positions and to give them
work-related experiences that can help their careers. At the same time, however, these man-
agers need to empathize with the fact that some minority members may be ambivalent or
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have mixed emotions about being promoted. They may like advancement in terms of pay
and prestige, but at the same time they may be concerned about receiving special treatment,
failing, or not living up to everyone’s expectations. By learning how to empathize with
these feelings and by offering encouragement, guidance, and after-the-fact backup support,
the manager can play an important individual role in more effectively managing diversity.

Organizational Approaches to Managing Diversity

Organizational approaches to managing diversity include a variety of techniques. Some of
the most common involve testing, training, mentoring, and programs designed to help per-
sonnel effectively balance their work and family lives. The following sections examine
each of these techniques.

Testing

A problem that organizations have encountered with the use of tests for selection and eval-
uation is that they may be culturally biased. As a result, women and minorities may be able
to do the job for which they are being tested even though their test scores indicate that they
should be rejected as candidates. Most tests traditionally used in selection and evaluation
are not suited or valid for a diverse workforce. As a result, in recent years a great deal of
attention has been focused on developing tests that are indeed valid for selecting and eval-
uating diverse employees.*®

One way to make tests more valid for diverse employees is to use job-specfic tests rather
than general aptitude or knowledge tests. For example, a company hiring word processing
personnel may give applicants a timed test designed to measure their speed and accuracy.
The applicant’s age, gender, and ethnic background are not screening criteria. This
approach differs sharply from using traditional tests that commonly measure general
knowledge or intelligence (as defined by the test). People from different cultures (foreign
or domestic) often did poorly on the traditional tests because they were culturally biased
toward individuals who had been raised in a white, middle-class neighborhood. Older
applicants may also do poorly on such culturally biased tests. Job-specific tests help prevent
diversity bias by focusing on the work to be done.

Besides being culturally unbiased, tests used in effectively managing diversity should be
able to identify whether the applicant has the necessary skills for doing the job. The word
processing example above is a good illustration because it measures the specific skills, not
the subjective personal characteristics, required for the work. In some cases carefully con-
ducted interviews or role playing can be used because this is the only effective way of iden-
tifying whether the person has the necessary skills. For example, a person applying for a
customer service job would need to understand the relevant language of customers and be
able to communicate well. The customer service job would also require someone who lis-
tens carefully, maintains his or her composure, and is able to solve problems quickly and
efficiently. Carefully constructed and conducted interviews could be useful in helping iden-
tify whether the applicant speaks well, can communicate ideas, and has the necessary per-
sonal style for dealing effectively with customers. Role-playing exercises could be useful
in helping identify the applicant’s ability to focus on problems and solve them to the satis-
faction of the customer. Also, the applicant could be given a case or exercise in a group set-
ting to assess interpersonal skills. The point is that multiple measures and multiple trained
raters would yield the most valid assessment of needed complex skills.

If pencil-and-paper or online tests are used, then to help ensure that they are not biased,
scientific norming could be used. This is a process that ensures the tests are equivalent
across cultures. As a result, all test questions have the same meaning regardless of the per-
son’s cultural background.
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Training

Surveys indicate that the majority of U.S. companies have diversity training and have
moved into the mainstream from the traditional role of merely equal employment opportu-
nity compliant.** A comprehensive research study found those firms that adopted diversity
training tended to have the following profile: (1) large size, (2) positive top-management
beliefs about diversity, (3) high strategic priority of diversity relative to other competing
objectives, (4) presence of a diversity manager, and (5) existence of a large number of other
diversity supportive policies.*® There are two ways in which this training can play a key role
in managing diversity. One way is by offering training to diverse groups. Members from a
diverse group can be trained for an entry-level skill or how to more effectively do their
existing or future job. The other approach is to provide training to managers and other
employees who work with diverse employees. In recent years a number of approaches have
been used in providing such diversity training.

Most diversity training programs get the participants directly involved. An example is
provided by Florida International University’s Center for Management Development
(CMD). This center provides diversity training for employers in South Florida, a geo-
graphic area where Latinos and African Americans constitute a significant percentage of
the population. One of CMD’s programs involves putting trainees into groups based on eth-
nic origin. Then each group is asked to describe the others and to listen to the way its own
group is described. The purpose of this exercise is to gain insights into the way one ethnic
group is perceived by another ethnic group. Each group is also asked to describe the
difficulties it has in working with other ethnic groups and to identify the reasons for these
problems. At the end of the training, both managers and employees relate that they have a
better understanding of their personal biases and the ways in which they can improve their
interaction with members of the other groups.

Sometimes training games are used to help participants focus on cultural issues such as
how to interact with personnel from other cultures. Here is an example:

In Hispanic families, which one of the following values is probably most important?
a. Achievement

b. Money

¢. Beingontime

d. Respect for elders

The correct answer is “d.” As participants play the game, they gain an understanding of the
values and beliefs of other cultures and learn how better to interact with a diverse workforce.

In many cases these diversity-related games are used as supplements to other forms of
training. For example, they are often employed as icebreakers to get diversity training ses-
sions started or to maintain participant interest during a long program. Research has found
that the major key to the success of diversity training is top-management support for diver-
sity; also important are mandatory attendance for all managers, long-term evaluation of
training results, managerial rewards for increasing diversity, and a broadly inclusionary
definition of diversity in the organization.*® However, it must be remembered that aware-
ness training is valuable to shift perceptions, but may not lead to behavioral change.*’ All-
state and other firms learned that the training must be linked to business outcomes in order
to produce actual behavioral change.*®

A major problem of training in general, and diversity training in particular, is the trans-
fer problem. Those going through the diversity training may see the value and gain some
relevant knowledge, but then do not transfer this training back to the job. A major reason
for this transfer problem is a lack of confidence or self-efficacy (i.e., the trainees do not
believe that they can successfully carry out the diversity training objectives back on the job
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in their specific environment). A recent field experiment by Combs and Luthans was
designed to increase trainees’ diversity self-efficacy. The results were that the training inter-
vention significantly increased the trainees’ (N = 276 in 3 organizations) measured diver-
sity self-efficacy. More importantly, there was a strong positive relationship between the
trained participants diversity self-efficacy and the number and difficulty of their stated
intentions for initiating diversity goals in their specific environments of insurance and man-
ufacturing firms and a government agency.*® Chapter 7 will get into the self-efficacy psy-
chological state in detail, but it is these types of organizational behavior concepts that are
needed to improve important application areas such as diversity training.

Mentoring

A mentor is a trusted counselor, coach, or advisor who provides advice and assistance. In
recent years, many organizations have begun assigning mentors to women and minorities.
The purpose of the mentor program is to help support members of a diverse group in their
jobs, socialize them in the cultural values of the organization, and pragmatically help their
chances for development and advancement. There are a number of specific benefits that
mentors can provide to those they assist, including the following:

1. Identify the skills, interests, and aspirations the person has
2. Provide instruction in specific skills and knowledge critical to successful job performance

3. Help in understanding the unwritten rules of the organization and how to avoid saying
or doing the wrong things

. Answer questions and provide important insights

. Offer emotional support

. Serve as a role model

. Create an environment in which mistakes can be made without losing self-confidence®

~N o o~

A number of organizations now require their managers to serve as mentors, but besides
the above types of benefits, there may also be a downside. One problem is that mentors may
become overly protective and encase those they mentor into a “glass bubble” by shunting
them into jobs with adequate pay and professional challenges, but eliminate all chance of
further advancement.>*

Some guidelines for establishing an effective mentoring program typically involves sev-
eral steps. First, top-management support is secured for the program. Then mentors and
their protégés are carefully chosen. The mentor, who provides the advice and guidance, is
paired with an individual who is very likely to profit from the experience. Research on the
networking strategies of minorities has implications for this step. It seems that highly suc-
cessful, fast-track minorities are well connected to both minority and white informal cir-
cles, whereas their unsuccessful counterparts have very few, if any, network ties with other
minorities.>? In other words, this study would indicate that the effective mentor would be
one who would be able to get the protégé involved in both the majority and the minority
inner circles. Sometimes the advice has been to avoid association with other minorities, but
this research would indicate the contrary.

The third step in an effective mentoring program would be to give both mentors and pro-
tégés an orientation. The mentors are taught how to conduct themselves, and the protégés
are given guidance on the types of questions and issues that they should raise with their
mentor so that they can gain the greatest value from the experience. Fourth, throughout the
mentoring period, which typically lasts one year or less, mentor and protégé individually
and together meet with the support staff of the program to see how well things are going. Fifth,
and finally, at the end of the mentoring cycle, overall impressions and recommendations are
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FIGURE 2.2
A Flextime
Framework.

solicited from both mentors and protégés regarding how the process can be improved in the
future. This information is then used in helping the next round of mentors do a more effec-
tive job.

Work/Family Programs

In the typical family today, both the mother and the father have jobs and work-family
issues have recently received considerable attention in research and practice. Initially the
needs of the dual-career family were met through alternative work schedules, which allow
the parents flexibility in balancing their home and work demands. The most common
alternative work schedule arrangements are flextime, the compressed workweek, job shar-
ing, and telecommuting, but there are also some newer programs that help balance work
and family.

Flextime allows employees greater autonomy by permitting them to choose their daily
starting and ending times within a given time period called a bandwidth, as shown in
Figure 2.2. For example, consider the case of two parents who are both employed at a
company that has a bandwidth of 7 A.m. to 7 p.m. Everyone working for the firm must put
in his or her eight hours during this time period. For example, the father may go to work
at 7 A.m. and work until 3 r.m., at which time he leaves and picks up the children from
school. The mother, meanwhile, drops the children at school at 8:45 A.m. and works from
9:30 A.M. t0 5:30 r.m. Thus both parents are able to adjust their work and home schedules
to fit within the bandwidth. Many companies are using this concept and similar ones to
help their employees meet both organizational and personal demands. Recent U.S.
Bureau of Labor Statistics data indicate that over a quarter of working women with chil-
dren under 18 work flexible schedules.>® Prominent examples are that about three-fourths
of the workforce of both Hewlett-Packard and IBM use flexible work arrangements.

Another alternative work arrangement is the compressed workweek. This arrangement,
which has been widely used in Europe, compresses the workweek into fewer days. For
example, while the typical workweek is 40 hours spread over five days, a compressed work-
week could be four 10-hour days. For those working a 35-hour week, the time could be
compressed into three days of approximately 12 hours each. These arrangements give
employees more time with their families, although their full impact on productivity, prof-
itability, and employee satisfaction is still to be determined.

Job sharing is the splitting of a full-time position between two people, each of whom
works part-time. This arrangement is more common in professional positions in banking,
insurance, and teaching. A husband and wife, or any two people, could share the job 50-50
or in any other combination. For example, parents who want to return to work on a part-
time basis only have found job sharing to be an attractive employment alternative.>* Com-
pared to decade ago, on average, working mothers increasingly indicate that part-time work
over full-time or not working at all would be ideal for them.>®

Flexible Core Flexible
starting period ending
time time

7 A.M. 10 A.M. 3 P.M. 7 P.M.

Bandwidth
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Still another alternative work schedule that is gaining in popularity is telecommuting.
Currently about a third of organizations allow employees to work from home or off site on
a regular basis.®® For example, over 9,000 Hewlett-Packard employees work entirely from
home. This entails receiving and sending work between home and the office and is cur-
rently being used to supplement the typical work arrangement. For instance, employees
may come into the office on Monday and Tuesday, work out of their homes on Wednesday
and Thursday via telecommuting, and come in again on Friday. By varying the on-site
assignments of the personnel, companies are able to reduce the number of people who are
in the building at any one time, thus cutting down on the amount of floor space and park-
ing spots they need to rent. Increasingly employees have no office and work from home on
a permanent basis.

Besides alternative work schedules, very innovative family-friendly programs are start-
ing to emerge. When large numbers of women began entering the workforce a number of
years ago, organizations were ill prepared for the resulting conflict that both women and
men had between their work and family responsibilities. Research shows that conflict goes
both ways with dysfunctional outcomes. Specifically, for both men and women, work-to-
family conflict was found to be linked to job dissatisfaction, turnover intentions, and stress,
while family-to-work conflict resulted in stress and absenteeism.>” However, there is addi-
tional research evidence indicating that multiple roles provide benefits (e.g., practice at
multitasking, relevant experience) for the managerial role at work and those who are com-
mitted to multiple roles (i.e., doing it all) may have higher life satisfaction, self-esteem, and
self-acceptance.>®

Today there are programs to help solve the reality of dual-career families and working
parents. Table 2.1 provides a broad sampling of these work/family programs.®® Of course,

Child care or elder care These may include child care facilities at the work site
benefits and transportation of aging parents to a senior citizens
center.

These include leave policies and reimbursement for
legal fees, medical expenses, agency or placement fees,
temporary foster care, and/or travel expenses.

These may include free time off for no reason or prior
notice and paybacks for unused days off.

This refers to on-site services such as dry cleaning, ATM
machines, postal services, and video rentals.

These are savings accounts designed to pay for specific
life events, such as a college education. Often employ-
ers will match employee contributions.

These include such things as fitness centers, health
screenings, flu shots, and stress-management clinics.
Examples include tutoring programs, tuition

Adoption benefits

Leave/time-off policies
Convenience benefits

Life-cycle accounts

Health promotion benefits

Education assistance

benefits
Housing assistance

Group purchase programs

Casual day program

reimbursement, and scholarships.

This refers to such items as relocation assistance,
seminars, and preferred mortgage arrangements.
These include legal and financial planning assistance,
discounts with local merchants, group auto and home
owners insurance, and fleet arrangements for auto
purchases.

This would be dress-down days to have everyone
relaxed in an on-the-job family atmosphere.
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not all organizations are using these programs, but an increasing number are, and a few
well-known firms such as the following have even more unique programs.®°

1. PepsiCo has a “concierge service” (similar to hotels) that helps employees with errands
or tasks that need to be done during the workday (e.g., getting an oil change, lining up a
baby-sitter, or contracting for house repairs).

2. Eastman Kodak has a “humor room” where employees can read light, funny materials or
engage in activities to take their minds off a stressful day.

3. Ben & Jerry’s has a “Joy Gang” charged with creating happiness in the workplace. This
group plans birthday and anniversary celebrations and creates other joyful events.

Research by Thomas and Ganster found work/family programs decrease family conflict,
job dissatisfaction, and stress-related problems,®* but it is difficult to empirically demon-
strate the direct positive impact that these programs have on performance outcomes. How-
ever, one comprehensive research study did find a strong link between work/family
programs and the use of high-commitment work systems containing employee involvement/
participation and total quality initiatives.®®

ETHICS AND ETHICAL BEHAVIOR IN ORGANIZATIONS

Ethics involves moral issues and choices and deals with right and wrong behavior.
Although ethics was given at least surface attention through the years, starting with the now
infamous Enron debacle that ended in bankruptcy in 2001, soon followed by other high-
profile cases such as high-ranking executives arrested and charged with “looting” their
companies, public accounting firms being found guilty of obstruction, and celebrity entre-
preneurs such as Martha Stewart sent to prison for illegal business practices, and then the
financial crisis at the end of 2008 that revealed many questionable, if not illegal practices,
ethics has taken center stage. In this post-Enron, corporate ethics meltdown era, the study
of ethics becomes critical to business education in general and organizational behavior in
particular.®® As the dean of Northwestern’s Kellogg School of Management declared, “We
are facing new realities, and for that we need a new body of knowledge.”*

For starters, it is now realized that not only individuals and groups but also a number of
relevant factors from the cultural, organizational, and external environment determine eth-
ical behavior. Cultural influences on ethical behavior come from family, friends, neighbors,
education, religion, and the media. Organizational influences come from ethical codes, role
models, policies and practices, and reward and punishment systems. The external forces
having an impact on ethical behavior include political, legal, economic, and international
developments. These factors often work interdependently in shaping the ethical behavior of
individuals and groups in organizations. For example, minimum wage jobs may lock peo-
ple into an economic existence that prevents them from bettering their lives. Is it ethical to
pay people only a minimum wage? Or what about Nike initially denying charges of sweat-
shop labor conditions in its overseas factories, then trying to justify its low wages on the
basis of different living standards? What about unsafe products or the tobacco chief execu-
tive officers denying the addictive properties of nicotine? Or consider the facts that many
obese workers and those with certain types of appearance (e.g., tattoos/piercings, facial
hair or manner of dress) report that they are discriminated against in the workplace.®® Also,
what about the research study that found applicants judged to be relatively less attractive
were at a distinct disadvantage in decisions involving suitability for hiring and probable
organizational progression?®® Is it ethical to treat these workers differently, given that very
limited legal protection is afforded to them and thus they have no recourse?
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These questions help illustrate the problems and controversies in determining what
ethical behavior is, and why good people sometimes do unethical things.®” Moreover,
as Rosabeth Kanter recently observed, the often cited Enron debacle resulted from a
number of factors besides the unethical behavior of the leaders. She notes that there
was also

a tendency during boom years in the economy not to examine success too closely; mana-
gerial hubris—confidence turning into over-confidence when Enron turned from oil and
gas leasing to other financial transactions; managers being egged on by Wall Street and
the business press that wanted heroes in a growth story, which produced a tendency to
hide any weakness or mistake, and assuming that one could make up for any mistakes
later with growth. And at least one good theory was involved in the Enron case:
innovation—which requires breaking some “rules” in the sense of departing from
tradition.®®

Besides these other factors leading to ethical problems in organizations, many people
would argue that they are highly ethical in their own personal dealings. However, empirical
evidence has found that such people are often viewed as unlikable by their peers in the
organization.®® Simply put, there is peer pressure on many people to be less ethical. Addi-
tionally, what one person or group finds unethical may be viewed differently by another
individual or group.”® For example, a study investigated attitudes toward unauthorized
copying of software among both business executives and business faculty members. It was
found that the faculty members did not view this to be as big an ethical problem as did the
executives.”

These examples all help illustrate the elusiveness and contingent nature of deter-
mining guidelines for ethical behavior. Besides the obvious ethical concerns relating to
the protection of the environment (the so-called green or sustainability issues),’® the
use of bribes, price fixing, “creative” accounting, and other illegal activities now legis-
lated by the Sarbanes-Oxley (S-Ox) Act—and responding by drawing up and dissemi-
nating an ethical code which the vast majority of large firms now have—only in recent
years has it been recognized that ethics needs theory-building and basic research in the
study of organizational behavior.”® In addition, with the arrival of the global economy,
ethics has broadened out to become a major concern for international management.”*
Taking an organizational behavior perspective, Stajkovic and Luthans have proposed a
social cognitive model (see Chapter 1) of ethics across cultures.” This model uses
national cultures as the social foundation for institutional (ethics legislation), organiza-
tional (codes of ethics), and personal (values and self-regulatory mechanisms) factors
that interact to influence the perception of ethical standards and actual ethical behavior
across cultures.

The Impact of Ethics on “Bottom-Line” Outcomes

Besides the morality issues surrounding ethics in the workplace,® there is increasing
evidence that ethics programs and being ethical pays off for organizations. Although
in the past the linkage between corporate social performance and bottom-line results
has been vague or dependent on faith and anecdotal evidence, the cost of illegal,
unethical practices is now clearly documented, and recent research studies find a sta-
tistically significant relationship. For example, one study compared 67 Fortune 500
firms that were convicted of acts such as antitrust violations, product liabilities, and
acts of discrimination with 188 firms in the same time period that were not. The results
indicated7;hat the convicted firms had significantly lower returns on assets and returns
on sales.
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Every summer for the past 10 years, Jack Stack has been
going to Massachusetts Institute of Technology’s Sloan
School of Management to speak with young chief exec-
utives about the ideals and values of the engine manu-
facturing company he helped to make a management
paragon. In the late 1980s, Stack’s Springfield ReManu-
facturing Corp. emerged as a model for how manage-
ment and labor could successfully work together in a
culture of trust and ownership. Thousands of managers
flocked to his company to hear his ideas while others
gathered to hear him during his annual trek to MIT for
its Birthing of Giants program for new CEOs.

But as the dot-com era took hold in the late 1990s, Stack
saw a change in the attitudes of the business leaders who
showed up at MIT. They seemed far more ambitious for
themselves than for their companies. They were building
organizations to flip, not to last. They were more inter-
ested in the value of their stockholdings than the profits of
their companies. They told him his ideas for tapping into
the enthusiasm, intelligence, and creativity of working peo-
ple were antiquated. And they said he was out of touch.

Stack says that even he began to think of himself as a
dinosaur. “So many young CEOs were mesmerized by
getting a $1 million or $2 million pop, selling out, and
then getting out of town,” he says. “They forgot that
business is all about values.”

Suddenly, leaders like Stack—people who take con-
cepts like ethics and fairness seriously—are back in vogue
in a big way. In the post-Enron, post-bubble world,
there's a yearning for corporate values that reach higher
than the size of the chief executive’s paycheck or even
the latest stock price. Trust, integrity, and fairness do
matter, and they are crucial to the bottom line. The cor-
porate leaders and entrepreneurs who somehow forgot
that are now paying the price in a downward market
roiled by a loss of investor confidence. “The chasm that
separates individuals and organizations is marked by
frustration, mistrust, disappointment, and even rage,”
says Shoshana Zuboff, a Harvard Business School profes-
sor and co-author of a book called The Support Economy.

The realization that many companies played fast and
loose with accounting rules and ethical standards in the
1990s is leading to a reevaluation of corporate goals and
purpose. Zuboff and many other business observers are
optimistic that the abuses now dominating the head-
lines may result in healthy changes in the post-Enron
modern corporation. What's emerging is a new model of
the ideal corporation.

Business leaders say corporations will likely become
far more transparent—not only for investors, but also
for employees, customers, and suppliers. The single-
minded focus on “shareholder value,” which measured
performance on the sole basis of stock price, will diminish.
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Instead, companies will elevate the interests of employ-
ees, customers, and their communities. Executive pay,
which clearly soared out of control in the past two
decades, is already undergoing a reassessment and will
likely fall back in an effort to create a sense of fairness.
And corporate cultures will change in a way that puts
greater emphasis on integrity and trust.

In the anything-goes 1990s, too many companies
allowed performance to be disconnected from meaning-
ful corporate values. “A lot of companies simply looked at
performance in assessing their leaders,” says Larry John-
ston, CEO of Albertson’s Inc., the food retailer. “There
have to be two dimensions to leadership: performance
and values. You can't have one without the other.”

This and other changes will be driven less by the threat
of government intervention and more by the stigma of
being branded an unethical enterprise. That's why the
government’s newfound zeal to indict individuals and
even companies carries such power, regardless of how the
cases are resolved. “Social sanctions may eclipse the law in
imposing penalties for misconduct and mischief,” says
Richard T. Pascale, a management authority and author
of Surfing the Edge of Chaos. “The corporation of the
future has to think about this new development as an
increasingly formidable factor to be reckoned with.”

That's a change from the 1990s, when pressure from
Wall Street and the dot-com mania led to much of the
corporate excess. During those years, when Stack found
his ideas decidedly out of favor, he stuck with the “open-
book management” culture that had made him some-
thing of a celebrity years earlier. By sharing all of the
company'’s financials with all employees and giving them
an ownership stake in the company, Stack had built a
level of mutual trust and respect unusual in business.

If there's one change that nearly everyone foresees
today, it's a move to make the corporation far more trans-
parent. That's obvious when it comes to investors, who
are demanding truth in the numbers and clarity in disclo-
sure. But it's also important for employees if they're to
have a true sense of ownership in their company’s affairs.
At Stack’s company, there are weekly huddles with work-
ers and managers, prominent scorecards on factory walls
charting work progress, and ongoing emphasis by man-
agers on building a company and not just a product.
Workers undergo training so they can understand the
numbers on a balance sheet and an income statement.

Corporate cultures, which in many cases veered out of
control in the 1990s by emphasizing profit at any cost,
are also in for an overhaul. More than anything else,
those beliefs and attitudes are set by the top execs. The
values they espouse, the incentives they put in place, and
their own behavior provide the cues for the rest of the
organization.
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Other studies have found a strong link between a company’s ethical commitment and its
market value added (MVA)® and the investment in social programs and the firm’s financial
outcomes.”® The social programs involved community and employee relations, product
characteristics, diversity, and especially an ethical organizational culture.2® Some firms
with widely recognized reputations for having an ethical culture include Ben & Jerry’s (ice
cream), Johnson & Johnson’s (health care), Levi Strauss (clothing), and Newman’s Own
(food). For example, Johnson & Johnsons “credo,” authored by the son of the founder, spells
out the firm’s first responsibility is to customers, second to employees, third to the commu-
nity and environment, and then fourth to the shareholders. As a current VP at J&J explains,
“When we operate according to these principles, the stockholders should realize a fair
return. What that means is that the credo is not a brake on our success; it’s the engine of our
success.”®* In terms of research, one study focusing on the environment found a strong pos-
itive relationship between having preventative, proactive programs (e.g., pollution control
and/or reduction of hazardous waste) and bottom-line profitability gains.®?

This accumulating evidence on the value of ethical practices is leading to the develop-
ment of theory, research, and measurement of corporate social responsibility (CSR) or
performance (CSP).8% Although there are various definitions of CSR, “most share the
theme of engaging in economically sustainable business activities that go beyond legal
requirements to protect the well-being of employees, communities, and the environ-
ment.”8* For example, besides the currently popular efforts on the part of companies to
reduce carbon emissions to help sustain the planet, there are also less publicized CSR pro-
grams such as Burger King’s perspective and policies with regard to animal rights (e.g.,
the use of cage-free chicken products). In practice there are newly created ethics officer
positions, and control systems are being suggested to monitor ethical behaviors.®> As the
accompanying OB in Action: After Enron: The Ideal Corporation indicates, there are
some ideal organizations, such as the Springfield ReManufacturing Corporation, that are
based on trust, total transparency (i.e., the famous “open-book management” pioneered at
ReManufacturing), and mutual respect leading to ethical organizational cultures. On the
other hand, there are also simple guidelines for employees to follow in doing the authen-
tic,%8 right thing in ethical gray areas. Here is an “ethics quick test” when employees are
faced with such a dilemma:

. Is the action legal?

. Isitright?

. Who will be affected?

. Does it fit the company’s values?

. How would I feel afterwards?

. How would it look in the newspaper?

. Will it reflect poorly on the company?®’

~N O OB~ W N

Besides the moral issues and ethics program’s guidelines and organizational cultural cli-
mate, in the framework of this chapter on the environmental context for today’s organiza-
tions, ethics also has an impact on the way employees are treated and how they perform
their jobs. In other words, like globalization and diversity, ethics can affect the well-being
of employees and their performance.

Summary

This chapter examines the environmental context in terms of globalization, diversity, and
ethics. The new “flat-world” international context in which organizational behavior oper-
ates has become an increasingly important environmental context. Few would question that
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there is now globalization and that cultural differences must be recognized in the study and
understanding of organizational behavior.

Two other major environmental realities facing modern organizations are diversity
and ethics. There are a number of reasons for the rise of diversity in organizations,
including the increasing number of women, minorities, and older employees in the work-
force and legislative rulings that now require organizations to ensure equal opportunity
to women, minorities, older employees, and those challenged by a disability. There are
individual and organizational approaches to managing diversity. Approaches at the indi-
vidual level include learning and empathy; at the organizational level, testing, training,
mentoring, and the use of alternative work schedules and work/family programs can be
implemented.

Ethics is involved with moral issues and choices and deals with right and wrong
behavior. A number of cultural (family, friends, neighbors, education, religion, and the
media), organizational (ethical codes, role models, policies and practices, and reward and
punishment systems), and external forces (political, legal, economic, and international
developments) help determine ethical behavior. These influences, acting interdepen-
dently, serve to help identify and shape ethical behavior in today’s organizations. There is
increasing evidence of the positive impact that ethical behavior and corporate social
responsibility programs have on “bottom-line” performance.

Ending with Meta-Analytic Research Findings
OB PRINCIPLE FOR EVIDENCE-BASED PRACTICE

Women and men currently differ in their perceptions of ethical business practices.

Meta-Analysis Results:

[66 samples; 20,000 participants; d = .22] On average, there is a 56 percent probability
that women will perceive higher ethical standards than men in evaluating business prac-
tices. Results of a moderator analysis revealed that gender differences are smaller for sam-
ples of nonstudents than students. Moreover, gender differences in ethical perceptions also
decline with age and work experience. Those who are older or who have considerable work
experience display smaller gender differences in ethical perceptions.

Conclusion:

As women have become established in the workforce, not only is the workplace more
diverse, but also ethical perceptions are changing. In particular, the ethical climate has
emerged as an important managerial and societal concern. How this ethical climate is per-
ceived by organizational participants, both male and female, can become important to deci-
sion making and business practices. A growing body of evidence suggests that gender plays
arole in perceptions of ethical climate. As the chapter points out, diverse input from soci-
ety at large is affecting the cultural values of today’s organizations. Thus, through early
socialization, stereotypes associated with social role norms or actual organizational expe-
riences, men and women may develop or bring diverse interests, traits, and values into the
workplace. This learning and development may lead to differences in ethical perceptions
regarding issues such as pay equity, bribery, and sexual harassment. However, over time as
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more men and women work together and assimilate into both the changing norms and cul-
tures of both the overall society and organizations concerning working women, the current
differences in ethical perceptions will undoubtedly decrease.

Source: Adapted from George R. Franke, Deborah F. Crown, and Deborah F. Spake, “Gender Differences
in Ethical Perceptions of Business Practices,” Journal of Applied Psychology, Vol. 82, No., 1, 1997,
pp. 920-934.

OB PRINCIPLE FOR EVIDENCE-BASED PRACTICE

Employee integrity tests can predict unethical and deviant workplace behaviors and
performance.

Meta-Analysis Results:

[305 studies; 349,623 participants; d = .84 for overt tests; d = .43 for personality tests; and
d = .75 when tests are related to performance] On average, there is a 72 percent probabil-
ity that job applicants who score well on overt integrity tests will participate in less uneth-
ical and/or deviant behaviors than those who score poorly. Moreover, on average, there is
a 62 percent probability that job applicants who score well on personality-based integrity
tests will participate in less unethical and/or deviant behaviors than those who score
poorly. Finally, not only does the use of integrity tests help predict unethical and/or deviant
behavior, but they can also help organizations predict better performers. On average, there
is a 70 percent probability that employees who score well on integrity tests will outperform
those who score poorly. Further analysis indicates the measurement method is a moderator.
That is, measures of deviant behavior can be divided into external and self-report (admis-
sion) criteria. External criteria involve actual records of rule-breaking incidents, discipli-
nary actions, dismissals for theft, etc. Self-report criteria include all admissions of theft,
past illegal activities, and counterproductive behaviors. Interestingly, the validity of self-
report measures was higher than that for external criteria—perhaps because not all thieves
are caught or illegal activities detected.

Conclusion:

Because unethical and deviant behavior not only can impact the well-being of employees,
but also can have a detrimental effect on individual and organizational performance, the
study of ethics has been receiving increased attention in organizational behavior. One way
for organizations to screen out potentially unethical individuals is to give job applicants
some form of overt or personality-based integrity/honesty test. These tests are commonly
used to predict employee participation in illegal activity (e.g., theft), unethical behavior,
excessive absences, drug abuse, or workplace violence. Over the past decade, the evi-
dence for integrity test predictive validities has been strong. Overt integrity tests are
designed to directly assess attitudes regarding dishonest behaviors. Examples are asking
test takers questions such as the following: “Should a person be fired if caught stealing $5?”
Personality-based integrity tests are designed to predict deviant behaviors at work by
using personality measures such as reliability, conscientiousness, adjustment, trustwor-
thiness, and sociability. The meta-analysis of research studies of both overt and personal-
ity integrity tests can help organizations reduce unethical and/or deviant employee
behavior as well as help them predict better performers.

Source: Adapted from Deniz S. Ones, Chockalingman Viswesvaran, and Frank L. Schmidt, “Comprehensive
Meta-Analysis of Integrity Test Validities: Findings and Implications for Personnel Selection and Theories of
Job Performance,” Journal of Applied Psychology Monograph, Vol., 78, No., 4, 1993, pp. 679-703.
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Questions for
Discussion and

N

. What is meant by and what are some examples of globalization?

. What are some of the major reasons why diversity has become such an important dimen-
sion of today’s organizations?

3. How can diversity be effectively managed? Offer suggestions at both the individual and

5. What is meant by corporate social responsibility? How can and does it affect the

Ethical issues are very much at the forefront of organizational behavior in today’s envi-
ronment. One controversial issue concerns monitoring employees. Technology has now
made it easy and inexpensive for employers to closely monitor the behaviors of employ-
ees. Visit the Web site http://www.legalethics.com for information on ethics and
laws relevant to the current workplace. It may be helpful for you to test your knowledge

Review
organizational levels.
4. What is meant by ethics, and what types of factors influence ethical behavior?
“bottom-line” of today’s organizations?
Internet
Exercise:
Ethical Issues
in the
Workplace

and understanding of the ethical climate by going to httl://www.mhhe.com/business/

management/buildyourmanagementskills/ethics/exercise.html. Then, going
from these, search to see if you can come up with other perspectives on employee moni-

toring as an ethical issue.

1. Do you believe employers should be allowed to electronically monitor workers? Would
you like to be monitored in this fashion?

2. Summarize the different perspectives that you found on the Internet. Be specific as to
where you found this information.

3. Discuss other ethical issues that surfaced when looking at the suggested Web sites or

others that you found.

Organizational Behavior Case: How Far-Reaching

Are Globalization and Technology?

Bob is the owner and operator of a medium-sized gro-
cery store that has been in his family for more than 30
years. Currently his business is flourishing, primarily
because it has an established customer base in a busy
part of town. Also, Bob is a good manager. He considers
himself to be highly knowledgeable about his business,
having continuously adapted to the changing times. For
example, he recently expanded his business by putting
in a full-service deli. His philosophy is that by continu-
ously providing customers with new products and ser-
vices, he will always have a satisfied customer base to
rely on.

At a management seminar he attended last year, the
hot topic was globalization and the impact of technol-
ogy on going global. He has also been bombarded by the

many television ads and mailers regarding the opportu-
nities available in international markets. For the most
part, Bob doesn’t think that globalization is an issue
with his business, as he doesn’t even intend to expand
outside the city. Furthermore, he feels that the Internet
has no applications in his branch of the retail industry
and would simply be a waste of time.

1. Is Bob correct in his assessment of how globalization
will impact his business?

2. Can you think of any global applications that Bob
could profit from?

3. How could Bob’s business be negatively impacted by
both technology and globalization if he does not
keep on top of these developments?
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Organizational Behavior Case: |Want Out

When the Budder Mining Equipment company decided
to set up a branch office in Peru, top management felt
that there were two basic avenues the company could
travel. One was to export its machinery and have an
agent in that country be responsible for the selling. The
other was to set up an on-site operation and be directly
responsible for the sales effort. After giving the matter a
great deal of thought, management decided to assign
one of their own people to this overseas market. The per-
son who was chosen, Frank Knight, had expressed an
interest in the assignment, but had no experience in
South America. He was selected because of his selling
skills and was given a week to clear out his desk and be
on location.

When Frank arrived, he was met at the airport by
Pablo Gutierrez, the local who was hired to run the
office and break Frank in. Pablo had rented an apart-
ment and car for Frank and taken care of all the chores
associated with getting him settled. Frank was very
impressed. Thanks to Pablo, he could devote all his
efforts to the business challenges that lay ahead.

After about six months, the vice president for mar-
keting received a call from Frank. In a tired voice Frank
indicated that even though sales were okay, he couldn’t
take it anymore. He wanted to come home. If nothing
could be worked out within the next three months, Frank

made it clear that he would resign. When his boss
pressed him regarding the problems he was having, here
is what Frank reported:

Doing business over here is a nightmare. Everyone
comes to work late and leaves early. They also take a
two-hour rest period during the afternoon. All the
offices close down during this afternoon break. So
even if | wanted to conduct some business during this
period, there would be no customers around anyway.
Also, no one works very hard, and they seem to
assume no responsibility whatsoever. There seems to
be no support for the work ethic among the people.
Even Pablo, who looked like he was going to turn out
great, has proved to be as lazy as the rest of them.
Sales are 5 percent over forecasted but a good 30 per-
cent lower than they could be if everyone here would
just work a little harder. If | stay here any longer, I’'m
afraid I’ll start becoming like these people. | want out,
while I still can.

1. In Frank’s view, how important is the work ethic?
How is this view causing him problems?

2. Why do the people not work as hard as Frank does?
What is the problem?

3. What mistake is Frank making that is undoubtedly
causing him problems in managing the branch office?

Real Case: Not Treating Everyone the Same

As recently as the 1980s, managers in some of the most
productive organizations in the country used to pride
themselves on treating all their employees equally. This
typically meant holding the line on rules and regulations
so that everyone conformed to the same set of guide-
lines. Moreover, when people were evaluated, they were
typically assessed on the basis of their performance in
the workplace. In recent years there has been a dramatic
change in management’s thinking. Instead of treating
everyone the same, some organizations are now trying
to meet the specific needs of employees. What is done
for one individual employee may not be done for
another. Additionally, instead of evaluating all employ-
ees on how well they work in the workplace, attention
is being focused on how much “value added” people

contribute, regardless of how many hours they are phys-
ically at the workplace. This new philosophy is also
spilling over into the way alternative work arrangements
are being handled.

An example is Aetna Life & Casualty, where workers
are given the option of reducing their workweek or com-
pressing the time into fewer days. Under this arrange-
ment, a parent who wants to spend more time at home
with the children can opt to cut working hours from 40
down to 30 per week or put in four 10-hour days and
have a long weekend with the kids. In either case, these
personal decisions do not negatively affect the
employee’s opportunities for promotion. Why is the
company so willing to accommodate the personal
desires of the workers? One of the main reasons is that
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Aetna was losing hundreds of talented people every year
and felt that the cost to the company was too great.
Something had to be done to keep these people on the
payroll. As a result, today approximately 2,000 of
Aetna’s 44,000 employees work part-time, share a job,
work at home, or are on a compressed workweek
arrangement. The company estimates that it saves
approximately $1 million annually by not having to train
new workers. Moreover, the company reported that in
one recent year 88 percent of those employees who took
family leave returned to work. An added benefit of this
program is the fact that Aetna’s reputation as a good
place to work has been strengthened. The Families and
Work Institute recently named Aetna one of the top four
“family-friendly” companies.

Duke Power & Light is another good example of how
companies are changing their approach to managing
employees. Realizing that child care is a growing need
among many employees, because in most households
both parents now work, the company joined forces with
other employers to build a child care center. The firm
has also changed its work schedule assignments. In the
past, many employees reported that they hated working
swing shifts: days one week, evenings the next, and then

nights. So the firm created 22 work schedules and now
lets employees bid on them annually, based on seniority.
Some of these shifts are the traditional five-day week of
eight-hour days. Others, however, are compressed work-
week alternatives, including four 10-hour days and three
12-hour days. At the same time, the company has been
turning more authority over to the personnel and has
driven up its employee-to-manager ratio from 12 to 1 to
20 to 1. As a result, the company now has an attrition
rate that is over three times lower than the industry aver-
age, and most of this attrition is a result of people’s
transferring to other jobs in the utility. As one manager
put it, “We needed to recognize that people have lives.”
On the basis of results, it is obvious that the new
arrangement is a win-win situation for both the workers
and the firm.

1. How is the new management philosophy described in
this case different from that of the old, traditional
philosophy? Identify and describe the differences.

2. In what way are alternative work schedules proving
helpful to managing diversity?

3. Do you think these new programs are likely to con-
tinue or will they taper off? Why?

Organizational Behavior Case: Changing with the Times

Jerry is director of marketing for a large toy company.
Presently, his team of executives consists entirely of
white males. The company says it is committed to diver-
sity and equal opportunity. In a private conversation
with Robert, the company president, about the makeup
of top-level management in the marketing department,
Jerry admitted that he tends to promote people who are
like him.

Jerry stated, “It just seems like when a promotion
opportunity exists in our department, the perfect person
for the job happens to be a white male. Am | supposed
to actively seek women and minorities, even if | don’t
feel that they are the best person for the job? After all,
we aren’t violating the law, are we?”

Robert responded, “So far the performance in your
department has been good, and as far as | know, we are
not violating any discrimination laws. Your manage-
ment team seems to work well together, and we don’t

want to do anything to upset that, especially consider-
ing the big marketing plans we have for this coming
fiscal year.”

The big marketing plans Robert is referring to have
to do with capturing a sizable share of the overseas mar-
ket. The company thinks that a large niche exists in var-
ious countries around the world—and who better to fill
that niche than an organization that has proved it can
make top-quality toys at a competitive price? Now the
marketing team has the task of determining which coun-
tries to target, which existing toys will sell, and which
new toys need to be developed.

1. Do Jerry and Robert understand what “management
of diversity” means? How would you advise them?

2. Considering the marketing plans, how could they
benefit from a more diverse management team? Be
specific.
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Real Case: The Ethics of Downsizing

Downsizing refers to a company’s decision to reduce
its workforce for reasons other than poor perfor-
mance, criminal conduct, or unethical behavior on the
part of those being let go. The word is a euphemism
meant to soften the blow as much for the company as
it is for the soon-to-be eliminated. There is nothing
wrong with making a difficult task easier to bear. In
fact, there are good ethical reasons for doing so, as
we’ll soon see. Still, there is no getting around the fact
that downsizing is a type of layoff, with all that this
implies. The ethical manager will keep in mind what
is really going on when he or she is charged with let-
ting good people go.

WHY DOWNSIZING IS AN
ETHICAL ISSUE

Anytime we’re faced with a decision that can affect the
rights or well-being of others, we’re looking at an ethi-
cal issue. No matter how strong the justifications for
reducing the workforce are or seem to be, laying off
loyal and productive employees is an upsetting experi-
ence for all concerned, and those on the receiving end
face not just financial but psychological injury.

How so? For many of us, the workplace isn’t just a
place for work; it’s where we develop and maintain
some of the most important relationships we have. Dur-
ing the week, we spend more time with coworkers than
with our families, and for better or worse, work is how
many of us define ourselves and give meaning to our
lives. Getting laid off compromises all of these things,
so managers should think of downsizing as a deep and
painful trauma for those being let go, and not as a mere
setback or reversal of fortune.

Yes, downsizing has legal implications, and it is
understandable that companies want to minimize their
liability when they downsize. Yes, there are economic
matters to consider, which makes downsizing a manage-
ment issue, too. But at its core, downsizing is an ethical
issue, and the good manager is concerned not just with
protecting the company’s financial and legal interests
but also with honoring the dignity and integrity of the
human beings who work on the front lines and who are
the lifeblood of the organization.

DOING IT THE RIGHT WAY

1. Do It in Person.

This seems the obvious thing to do, but I’m surprised by
the number of reports I’ve heard about employees who
were downsized on the phone or by e-mail. Managers
who use this method claim it makes the whole thing eas-
ier to deal with. Yes, but for whom? Certainly not for the
employee being let go. As uncomfortable as it is to end
someone’s employment, the right thing to do is to have a
private conversation with him or her in person. The eth-
ical principle of respect for others requires nothing less.

2. Do It Privately.

Respecting others means honoring their wishes and val-
ues, and it is reasonable to assume that most people
would prefer to have troubling news delivered in private.
This means in your office, with the door closed. I’ve heard
of managers who broke the bad news at the employee’s
cubicle within earshot of everyone in the vicinity. Again,
one would think that this would be a matter of common
sense and common decency, but apparently neither is all
that common.

3. Give the Person Your Full Attention.

Interrupting the conversation to take phone calls, check
your BlackBerry, or engage in other distractions isn’t
just rude, it tells the other person that the matter at hand
isn’t all that important to you. That’s yet another viola-
tion of the principle of respect. The impulse to turn your
attention to less troubling matters is understandable, but
along with the privileges of being a manager come
responsibilities, and downsizing with integrity is one of
the most important obligations you have.

4. Be Honest, but Not Brutally So.

Must you always tell the truth, the whole truth, and noth-
ing but the truth? Yes, if you’re giving sworn testimony in
a court of law, but beyond the courtroom the duty to tell
the truth is constrained by the duty to minimize harm. In
practical terms, this means being forthright with the
employee but also choosing with the care the words, tone
of voice, and demeanor you use. Compassion—literally,
“suffering with” someone—honors the dignity of your
employee and speaks to the better part of your nature.
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We can’t always make things better, but we shouldn’t
make things worse.

5. Don’t Rush.

A shock takes time to absorb. Imagine that your physi-
cian says you have a serious illness. Wouldn’t you
expect him or her to allow the news sink in, rather than
to summarily dismiss you and call for the next patient?
Being let go isn’t as serious as getting a diagnosis of
cancer or heart disease, but it is still a major, life-changing
event. You owe your employee the space to absorb the

information, and you may have to explain more than
once what is happening and why. You would demand
nothing less if it were happening to you, and you would
be right to do so.

1. Do you agree that downsizing is an ethical issue?

2. Do you agree with the five guidelines for downsizing
ethically? Would you add any others?

3. What if you do not agree with the reason for the
downsizing? Ethically, how would you respond?
Would you be willing to resign?




Chapter Three

Organizational Context:
Design and Culture

Learning Objectives

e Explain the organizational theory foundation for design and culture.

¢ Present contemporary horizontal, hollow, modular, network, and virtual designs of
organizations.

¢ Define organizational culture and its characteristics.

¢ Relate how an organizational culture is created.

¢ Describe how an organizational culture is maintained.
¢ Explain some ways of changing organizational culture.

This chapter moves from the external environments to the organizational context for
organizational behavior. Specifically, this chapter is concerned with organization design
and culture. Organization structure represents the skeletal framework for organizational
behavior. As the discussion of the conceptual framework in Chapter 1 points out, the
organization design and culture are dominant environmental factors that interact with the
personal cognitions and the behavior. The first part of the chapter presents the organiza-
tion from the viewpoint of theory and design. As Chapter 2 points out, globalization has
had a dramatic impact on organization structures. Theories, designs, and networks have
emerged to meet the contemporary situation. For example, well-known companies, such
as General Electric, have eliminated vertical structures and adopted horizontal designs.
The new environment has forever changed organization design and interorganizational
relationships.

The modern approach to organization theory and design consists of very flexible net-
works and recognizes the interaction of technology and people. For example, one organi-
zation theorist has noted: “Organization structure is more than boxes on a chart; it is a
pattern of interactions and coordination that links the technology, tasks, and human com-
ponents of the organization to ensure that the organization accomplishes its purposes.”
There is also a renewed recognition for the role that structure (or lack of structure) plays in
innovation, change, and learning in today’s and future organizations.

The remainder of the chapter is concerned with the cultural context that the organization
provides for organizational behavior. After first defining what is meant by organizational
culture, the discussion turns to the different types, how they are changing, and how they
can be changed to meet the challenges of the new external environment and organization
designs.

57
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THE ORGANIZATIONAL THEORY FOUNDATION

Some organization theorists argue that the classical hierarchical, bureaucratic theory of
organizations was mistranslated and really was not meant to be an ideal type of structure.
Instead, the hierarchical bureaucracy from the beginning emphasized the need to adapt
to environmental change. However, until the late 1970s organizations were largely self-
contained and a vertical chain of command with high degrees of control (i.e., a bureau-
cratic structure) sufficed. After a brief overview of the historical roots, the more recent
theories that expand upon and are more sophisticated than the classic bureaucratic theory
are summarized. These serve as a point of departure and foundation for the contemporary
organization designs.

Historical Roots
The real break with classical thinking on organizational structure is generally recognized to
be the work of Chester Barnard. In his significant book The Functions of the Executive, he
defined a formal organization as a system of consciously coordinated activities of two or
more persons.? It is interesting to note that in this often-cited definition, the words system
and persons are given major emphasis. People, not boxes on an organization chart, make up
a formal organization. Barnard was critical of the existing classical organization theory
because it was too descriptive and superficial. He was especially dissatisfied with the clas-
sical bureaucratic view that authority should come from the top down. Barnard, using a
more analytical approach, took an opposite viewpoint. He maintained that authority really
should come from the bottom up, rather than the top-down bureaucratic approach.
Besides authority, Barnard stressed the cooperative aspects of organizations. This con-
cern reflects the importance that he attached to the human element in organization structure
and analysis. It was Barnard’s contention that the existence of a cooperative system is con-
tingent on the human participants’ ability to communicate and their willingness to serve
and strive toward a common purpose. Under such a premise, the human being plays the
most important role in the creation and perpetuation of formal organizations.

Modern Theoretical Foundation

From this auspicious historical beginning from Barnard, modern organization theory has
evolved in several directions. The first major development in organization theory was to
view the organization as a system made up of interacting parts. The open-systems concept
especially, which stresses the input of the external environment, has had a tremendous
impact on modern organization theory. This development was followed by an analysis of
organizations in terms of their ability to process information in order to reduce the uncer-
tainty in managerial decision making. The next development in organization theory is the
contingency approach. The premise of the contingency approach is that there is no single
best way to organize. The organizational design must be fitted to the existing environmen-
tal conditions.

One of the modern theoretical approaches is a natural selection—or ecological—view
of organizations. This organizational ecology theory challenges the contingency approach.
Whereas the contingency approach suggests that organizations change through internal
transformation and adaptation, the ecological approach says that it is more a process of the
“survival of the fittest”; there is a process of organizational selection and replacement.

Finally are information processing and organizational learning. These most recent
approaches to organization theory are based largely on systems theory and emphasize the
importance of generative over adaptive learning in fast-changing external environments
such as is covered in Chapter 2 on globalization. All these organization theories serve as
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a foundation for the remaining discussion of the organizational context for organiza-
tional behavior. The learning organization represents contemporary organization theory
and is compatible with and is relevant to the new paradigm environment facing today’s
organizations.

What Is Meant by a Learning Organization?

The organization portrayed as a learning system is certainly not new.* In fact, at the turn
of the last century Frederick W. Taylor’s learnings on scientific management were said to
be transferable to workers to make the organization more efficient. However, the beginning
of today’s use of the term learning organization is usually attributed to the seminal work of
Chris Argyris and his colleagues, who made the distinction between first-order, or “single-
loop,” and second-order, or dentero or “double-loop,” learning.* The differences between
these two types of learning applied to organizations can be summarized as follows:

1. Single-loop learning involves improving the organization’s capacity to achieve known
objectives. It is associated with routine and behavioral learning. Under single-loop, the
organization is learning without significant change in its basic assumptions.

2. Double-loop learning reevaluates the nature of the organization’s objectives and the values
and beliefs surrounding them. This type of learning involves changing the organization’s
culture. Importantly, double-loop consists of the organization’s learning how to learn.®

The other theorist most closely associated with learning organizations, Peter Senge and
his colleagues, then proceeded to portray this type of organization from a systems theory
perspective and made the important distinction between adaptive and generative learning.®
The simpler adaptive learning is only the first stage of the learning organization, adapting
to environmental changes. In recent years, many banks, insurance firms, and old-line man-
ufacturing companies made many adaptive changes such as implementing total quality
management (or TQM), benchmarking (comparing with best practices), Six Sigma (a goal
of virtually no defects in any process) programs, and customer service initiatives. However,
despite the popularity and general success of these efforts to adapt to changing customer
expectations for quality and service, organizations have still struggled with their basic
assumptions, cultural values, and structure. They have not gone beyond mere adaptive
learning.” The more important generative learning was needed.

Generative learning involves creativity and innovation, going beyond just adapting to
change to being ahead of and anticipating change.® The generative process leads to a total
reframing of an organization’s experiences and learning from that process. For example, the
largest car dealer, AutoNation, totally reframed and showed generative learning from the
nightmare customers typically experience in trying to buy a used auto. This firm antici-
pated customer needs by proactively addressing key issues such as a no-haggling sales
process, providing a warranty on used cars, and being able to buy from any one of hundreds
of car lots.

With the theoretical foundation largely provided by Argyris (double-loop learning) and
Senge (generative learning), we conducted a comprehensive review to identify the major
characteristics of learning organizations.® Figure 3.1 shows the three major dimensions or
characteristics of learning organizations that emerged out of the considerable literature.
The presence of tension—Senge calls it “creative tension”—serves as a catalyst or motiva-
tional need to learn. As shown in Figure 3.1, this tension stems from the gap between the
organization’s vision (which is hopefully always being adjusted upward) and reality and
suggests the learning organization’s continually questioning and challenging the status quo.
The systems characteristic of learning organizations recognizes the shared vision of
employees throughout the whole organization and the openness to new ideas and the
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FIGURE 3.1
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external environment. The third major characteristic shown in Figure 3.1 is an organiza-
tional culture conducive to learning. The culture of the organization places a high value on
the process of learning and goes beyond mere lip service by setting mechanisms in place
for suggestions, teams, empowerment, and, most subtly but importantly, empathy. This
empathy is reflected by the genuine concern for and interest in employee suggestions and
innovations that can be operationalized through reward systems.

Organizational Behavior in the Learning Organization
Taken to a more individual employee, organizational behavior level, the adaptive learning
organization would be associated with employees’ reacting to environmental changes with
routine, standard responses that often result in only short-run solutions. In contrast, gen-
erative learning, with its emphasis on continuous experimentation and feedback, would
directly affect the way personnel go about defining and solving problems. Employees in
generative learning organizations are taught how to examine the effect of their decisions
and to change their behaviors as needed. A good example occurred at Children’s Hospital
and Clinic of Minnesota. They learned to institute a new policy of “blameless reporting”
that replaced threatening terms such as “errors” and “investigations” with less emotional
terms such as “accidents” and “analysis.” As described by Garvin, Edmondson, and Gino,
“The result was that people started to collaborate throughout the organization to talk about
and change behaviors, policies, and systems that put patients at risk. Over time, these
learning activities yielded measurable reductions in preventable deaths and illnesses at the
institution.”*°

Learning organizations are also characterized by human-oriented cultural values such as
these: (1) everyone can be a source of useful ideas, so personnel should be given access to
any information that can be of value to them; (2) the people closest to the problem usually
have the best ideas regarding how to solve it, so empowerment should be promoted
throughout the structure; (3) learning flows up and down, so managers as well as employ-
ees can benefit from it; (4) new ideas are important and should be encouraged and
rewarded; and (5) mistakes should be viewed as learning opportunities.'* The last point of
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learning from failures is an especially important cultural value for people in the learning
organization.

Learning Organizations in Action

There are a number of ways that the learning organization can be operationalized into the
actual practice of management. For example, managers must be receptive to new ideas and
overcome the desire to closely control operations. Many organizations tend to do things the
way they have done them in the past. Learning organizations break this mold and teach
their people to look at things differently. For example, several years ago British Petroleum
(BP) was bogged down in their bureaucratic structure and control procedures, accumulated
a huge debt, and had some of the highest costs in the industry. Then a new CEO took over,
sold off the firm’s unrelated business, and implemented a corporate strategy mostly based
on speed and rapid learning. BP was redesigned as follows:

Functional and divisional walls that inhibited cooperation, resource sharing, and internal
debate were leveled to promote forward thinking, the learning of new managerial competen-
cies, and the adoption of risk taking behaviors. Most importantly, a rejuvenated senior man-
agement team began cultivating a new culture that emphasized knowledge sharing, open
communications, team-building, and breakthrough thinking throughout the firm.*?

By the turn of the century, BP had a learning-driven culture in place, the old bureaucratic
boundaries were down, everyone in the firm shared knowledge with everyone else, and BP
became the lowest-cost producer in the oil industry.

As was done at BP, the move toward a learning organization entails breaking out of the
highly controlled, layered hierarchy that is characteristic of bureaucratic structures. The
accompanying OB in Action: Breaking Out of the Box gives a number of real-world man-
agers’ examples of problems with bureaucracies and how to think outside the box and bust
out of them. In other words, the beginning point in establishing a learning organization is
to recognize that bureaucracies have too often become an end to themselves instead of sup-
porting the vision and goals that require adapting to the changing environment and learn-
ing how to do that.

Besides breaking out of bureaucracies, another way to operationalize the learning
process in organizations is to develop systemic thinking among managers. This involves
the ability to see connections among issues, events, and data as a whole rather than a
series of unconnected parts. Learning organizations teach their people to identify the
source of conflict they may have with other personnel, units, and departments and to
negotiate and make astute trade-offs both skillfully and quickly. Managers must also
learn, especially, how to encourage their people to redirect their energies toward the sub-
stance of disagreements rather than toward personality clashes or political infighting. For
example, in most successful firms today, interfunctional teams, increasingly at a distance
(virtually), work on projects, thus removing the artificial barriers between functional
areas and between line and staff. For example, at Mars Drinks, the top management team
is structured globally, with both regional general managers and functional heads. Even
the president is not only on this team, but also multiple other teams depending on, in his
words, “what the issue of the day is and whether | have particular expertise in those
areas.”'® A research study confirms the important impact that team learning can have on
organizational learning.**

Another practice of learning organizations is to develop creativity among personnel.
Creativity is the ability to formulate unique approaches to problem solving and decision
making. In generative learning organizations, creativity is most widely acknowledged as
a requisite skill and ability. Two critical dimensions of creativity, which promote and help
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Anyone who has worked in the corporate world, held a
government job—or lived in Europe—knows well how
bureaucracy can drive even those of sound mind to dis-
traction. All too often it stifles good ideas, slows
progress, and frustrates employees.

A recent survey ranked “Negotiating a Stultifying
Bureaucracy” third among most pressing workplace
problems. “You can’t even get a light bulb changed
without putting in a work order,” says Wayde Alford, a
cost estimator at a major defense contractor near
Jacksonville, Florida. Alford says he cuts through red
tape by cozying up to colleagues and requesting favors.
Otherwise, a task as simple as changing that bulb can
take two months to accomplish. Maybe it’s not that bad
in your organization. But just in case, here’s a sampling
of other suggestions for bureaucracy-busting:

Bill Fox, managing partner, VanguardComm, New
Brunswick, New Jersey. It's been said that successful
corporate survivors are “system beaters.” Just like in
judo, where you use your opponent’s momentum
against them, in bureaucracies if you learn the system
you can use it against the bureaucrats. For example,
very often bureaucratic requirements are more about
form than substance. So as long as you fill out the
proper paperwork, dot the i's, and cross the t's, you
can get what you want approved; your request com-
plied with the bureaucrats’ system and that's their
primary concern.

Arthur “Buck” Nimz, certified Defense Dept. enter-
prise architect and principal research specialist, MS2,
Lockheed Martin, Moorestown, New Jersey. Foster
an environment of innovation that reaches out
beyond your org chart and tries to capture the intel-
lectual diversity of others in your company who have
different perspectives on the business and the mar-
ket. Legendary GE CEO Jack Welch called this
“boundaryless thinking,” which is a mindset that
transcends bureaucracy and creates a behavioral cul-
ture of innovation.

Marshall Potts, managing director, Jasper Inter-
national, Nottingham, England. Bureaucracies don’'t
tolerate deviation from set ways of doing things. In

an increasingly competitive world, this inflexibility is
a major stumbling block. One way leaders could
address this is to find someone to explain to their
organization’s senior team what sustains the bureau-
cracy, what it costs them, what the competition is
doing differently, and finally, the impact of resisting
change.

John Sheeran, Bateau Bay, Australia. Keep a very low
hierarchy and give all levels of staff a vested interest
in the success of the company . . . Also, keep the fam-
ily of staff involved.

Chris Bylander, CEO, International American Group,
St. Louis and Stockholm. We delegate responsibility
whenever possible. Employees, no matter what rank,
come to understand “bureaucracy” as something
else—namely corporate governance—when they vol-
untarily interact with it on a get-the-job-done basis.
Daniel S. Mulhall, educational consultant, Laurel,
Maryland. The challenge is to control and manage
bureaucracy so that it serves the corporate body, not
controls it. Bureaucracy itself should be reviewed and
evaluated on a regular basis so that harmful pieces are
rejected and helpful pieces kept and reinforced.
George Peterson, vice-president for international
relations, SolBridge International School of Business,
Daejeon, South Korea. Work to eliminate bureau-
cracy: Make a nonbureaucratic environment part of
the corporate policy statement; have an efficient
process to get input from employees on bureaucracy
problem areas; eliminate the problems identified.
Brian Behler, Lomita, California. Transparency with
regular communication is the only solution. There are
huge differences in the amount of bureaucracy at
various companies today. A supervisor who doesn’t
engage and communicate will lose his best and
brightest to a more nimble company.

Cecil Sunder, Level 3 Communications, Broomfield,
Colorado. Map processes and executives will soon
realize where the bottlenecks are. Because of SarbOx
and other mandates it is a necessary evil to have some
kind of bureaucracy, but it should not stagnate the
work.

unleash creativity, are personal flexibility and a willingness to take risks. As a result,
many learning organizations now teach their people how to review their current work
habits and change behaviors that limit their thinking. Whereas typical organizations
focus on new ways to use old thinking, learning organizations focus on getting employ-
ees to break their operating habits and think “outside the box” (see the OB in Action:
Breaking Out of the Box). Creativity also includes the willingness to accept failure. A
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TABLE 3.1 Senge’s Summary of Traditional versus Learning Organizations

Source: Adapted from Peter M. Senge, “Transforming the Practice of Management,” Human Resource Development Quarterly, Spring 1993, p. 9.

Function

Determination of
overall direction

Formulation and
implementation
of ideas

Nature of organi-
zational thinking

Conflict resolution

Leadership and
motivation

Traditional Organizations

Vision is provided by top
management.

Top management decides what is to
be done, and the rest of the organiza-
tion acts on these ideas.

Each person is responsible for his or
her own job responsibilities, and the
focus is on developing individual
competence.

Conflicts are resolved through the use
of power and hierarchical influence.

The role of the leader is to establish
the organization’s vision, provide
rewards and punishments as appropri-
ate, and maintain overall control of
employee activities.

Learning Organizations

There is a shared vision that can emerge from
many places, but top management is
responsible for ensuring that this vision exists
and is nurtured.

Formulation and implementation of ideas take
place at all levels of the organization.

Personnel understand their own jobs as well as
the way in which their own work interrelates
with and influences that of other personnel.

Conflicts are resolved through the use of
collaborative learning and the integration of
diverse viewpoints of personnel throughout the
organization.

The role of the leader is to build a shared vision,
empower the personnel, inspire commitment,
and encourage effective decision making
throughout the enterprise through the use of
empowerment and charismatic leadership.

well-known story at IBM tells of the worried manager going to a meeting with his boss
after his project had failed. Getting right to the point, the trembling manager blurted out,
“l suppose you’re going to have to fire me.” But his boss quickly replied, “Why would |
do that, we’ve just invested $6 million in your education.” In other words, learning orga-
nizations such as IBM treat failure as a learning opportunity, and also the way it is treated
creates a climate for future creativity. Managers encourage risk-taking, creative behavior
by providing a supportive environment. A cultural value or slogan such as “ready, fire,
aim” depicts such an environment.

Well-known learning organization theorist and consultant Peter Senge summarizes the
differences between learning organizations and traditional organizations in Table 3.1.
These differences help illustrate why learning organizations are gaining in importance and
why an increasing number of enterprises are now working to develop a generative learning
environment. They realize the benefits that can result. There is also empirical research evi-
dence suggesting a positive association between the learning organization concept and
firms’ financial performance.® The classical organization theories are still depended upon
in today’s organizations, but organizational learning goes a necessary step further to the
understanding of effective organizations in the new paradigm environment.

MODERN ORGANIZATION DESIGNS

Along with organization theorists, many practicing managers are becoming disenchanted
with traditional ways of designing their organizations. Up until a decade or so ago, most
managers attempted only timid modifications of classical bureaucratic structures®® and
balked at daring experimentation and innovation. However, with changing environmental
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demands, managers overcame this resistance to making drastic organizational changes.
They realized that the simple solutions offered by the classical theories were no longer ade-
quate in the new paradigm environment.*” In particular, the needs for flexibility, adaptabil-
ity to change, creativity, innovation, knowledge, as well as the ability to overcome
environmental uncertainty, are among the biggest challenges facing a growing number of
organizations. The response was first to move away from the self-contained, control-oriented,
vertical hierarchical bureaucratic structures to horizontal designs (and thinking).

Horizontal Organizations

Horizontal designs are at the other end of the continuum from the traditional vertical, hier-
archical structures. In a comprehensive analysis of the recent evolution of organizational
design, Anand and Daft noted that “the horizontal organization advocates the dispensing of
internal boundaries that are an impediment to effective business performance. If the tradi-
tional structure can be likened to a pyramid, the metaphor that best applies to the horizon-
tal organization is a pizza—flat, but packed with all the necessary ingredients.”*® The
modern environment covered in the last chapter has stimulated the change to horizontal
designs that better facilitate cooperation, teamwork, and a customer rather than a functional
orientation. Frank Ostroff, a McKinsey & Company consultant, along with colleague
Douglas Smith, is given credit for developing some of the following guiding principles that
define horizontal organization design.®

1. Organization revolves around the process, not the task. Instead of creating a structure
around the traditional functions, the organization is built around its three to five core
processes. Each process has an “owner” and specific performance goals.

2. The hierarchy is flattened. To reduce levels of supervision, fragmented tasks are com-
bined, work that fails to add value is eliminated, and activities within each process are
cut to the minimum.

3. Teams are used to manage everything. Self-managed teams are the building blocks of
the organization. The teams have a common purpose and are held accountable for mea-
suring performance goals.

4. Customers drive performance. Customer satisfaction, not profits or stock apprecia-
tion, is the primary driver and measure of performance.

5. Team performance is rewarded. The reward systems are geared toward team results,
not just individual performance. Employees are rewarded for multiple skill development
rather than just specialized expertise.

6. Supplier and customer contact is maximized. Employees are brought into direct, reg-
ular contact with suppliers and customers. Where relevant, supplier and customer repre-
sentatives may be brought in as full working members of in-house teams.

7. All employees need to be fully informed and trained. Employees should be provided all
data, not just sanitized information on a “need to know” basis. However, they also need
to be trained how to analyze and use the data to make effective decisions.

Today, this horizontal structure is used by a number of organizations. For example, most
large firms today (e.g., the auto firms, Xerox, Lexmark Printers, Eastman Kodak) use it for
new product development. Another example would be AT&T units doing budgets based not
on functions but on processes, such as the maintenance of a worldwide telecommunications
network. Importantly, AT&T is also rewarding its people based on customer evaluations of
the teams performing these processes. General Electric has also scrapped the vertical struc-
ture that was in place in its lighting business and replaced the design with a horizontal
structure characterized by over 100 different processes and programs. In particular, to cut
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out bureaucracy and solve organizational problems that cut across functions and levels, GE
implemented its famous “Work Out” (as in get the work out and work out any problems to
get it done) described as follows:

Large groups of employees and managers—from different organizational levels and
functions—come together to address issues that they identify or that senior management has
raised as concerns. In small teams, people challenge prevailing assumptions about “the way
we have always done things” and come up with recommendations for dramatic improvements
in organizational processes.?’

The Government Electronics group at Motorola has redesigned its supply-chain man-
agement organization so that it is now a process structure geared toward serving external
customers. These horizontal designs are more relevant to today’s environmental needs for
flexibility, speed, and cooperation. However, there may also be potential problems such as
feelings of neglect and “turf battles” for those individuals and departments not included in
the horizontal process flow and the advantages of technical expertise gained under the
functional specializations may be diluted or sacrificed. A book on The Horizontal
Organization suggests guiding principles such as the following to make horizontal designs
as effective as possible.

1. Make teams, not individuals, the cornerstone of the organizational design and per-
formance.

2. Decrease hierarchy by eliminating non-value-added work and by giving team members
the authority to make decisions directly related to their activities within the process flow.

3. Emphasize multiple competencies and train people to handle issues and work in cross-
functional areas.

4. Measure for end-of-process performance objectives, as well as customer satisfaction,
employee satisfaction, and financial contribution.

5. Build a corporate culture of openness, cooperation, and collaboration, a culture that
focuses on continuous performance improvement and values employee empowerment,
responsibility, and well-being.**

Contemporary Designs: Hollow and Modular
Around the turn of the new century, especially with the advent of advanced information
technology (i.e., the Internet and mobile/cell phones) and globalization (especially the
emerging economies of China and India with their low-cost, skilled workforce), new orga-
nization designs emerged. Whereas the horizontal designs broke down the former bureau-
cratic hierarchical and functional specialization boundaries within an organization, the
twenty-first century designs have extended and broken the boundaries of the organization
itself. Specifically, in order to compete in the global economy, far-thinking management
recognized and then embraced the fact that they needed to outsource selected tasks, func-
tions, and processes. For example, much of manufacturing on all levels and industries was
outsourced to China and other developing countries, while information processing and cus-
tomer service was outsourced to India and a few other countries. This movement of entire
processes outside the organization left what has been termed the “Hollow Organization”
design®® and when just parts of the product or service are outsourced, it’s called the
“Modular Organization” design.?®

Initially, organizations involved in labor intensive manufacturing of toys, apparel, shoes
(e.g., Nike and Reebok) moved to hollow designs that outsourced the entire process of
making of their products and left them to focus on product design and marketing. Then in
recent years manufacturing of all kinds has moved outside the United States and also
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financial, accounting, and even medical service processes have left hollow organizations.
Anand and Daft summarized the advantages of this design in terms of cost savings, tapping
into best sources of specialization and technology, supplier competition and technology,
and flexibility, but also the disadvantages of loss of in-house skills and innovation, reduced
control over supply and quality, and even the threat of being entirely supplanted by suppli-
ers.2* With an economic downturn such as the United States has experienced in recent times
and rising wages abroad, there could be a movement toward what could be called “on-
shoring,” bringing outsourced jobs back to the United States. For example, DESA Heating
Products had outsourced hundreds of jobs to China but is now bringing those jobs back to
its Kentucky factory based on quality and transportation costs and service.?

As indicated, the modular designs are also based on outsourcing, but instead of the
entire process being taken offshore, as in hollow designs (e.g., manufacturing, logistics, or
customer service), the modular design consists of “decomposable product chunks provided
by internal and external subcontractors.”?® For example, Bombardier’s business jet design
consists of a dozen chunks provided by both internal (cockpit, center, and fuselage) and
external subcontractors from around the world (e.g., Australia, Taiwan, Japan, Austria, and
Canada) as well as the United States (e.g., General Electric for the engine and the avionics
from Rockwell Collins). Industries that commonly use modular designs include auto, bicy-
cle, consumer electronics, appliances, power tools, and computing products and software.

Anand and Daft summarize the advantages of modular designs in terms of cost, speed
of response to market changes, and innovation through recombination of modules in dif-
ferent ways.?’ This flexibility advantage, however, is counterbalanced by problems with
interfacing the modules and laggards in the supply chain affecting the whole system. An
example of these advantages and disadvantages would be the auto firms Nissan and
DaimlerChrysler. Nissan’s modular design is known for being very efficient because parts
such as the frame, dashboard, and seats are made by subcontractors and then shipped to the
Nissan plant for assembly. DaimlerChrysler, also using a modular design in producing its
two-seater Smart Car, had trouble because the various subcontracted parts failed to prop-
erly snap into place. The resulting extensive debugging was very costly to DaimlerChrysler
and embarrassingly delayed the launch of its hyped-up innovative car.

Network Designs

The commonality found in the horizontal, hollow, and modular organization designs is that
they all provide an alternative to the traditional bureaucratic model in terms of both per-
spective and actual structure. All three of these contemporary designs are sometimes sub-
sumed under the single term “Network Designs” because of the boundaryless conditions
created by advanced information technology and globalization. As Rosalie Tung observed:

The advent of the Internet (one of the world’s biggest networks), quantum advances in other
means and modes of telecommunications, and continued globalization of the world economy
have changed all that—it is now possible to form networks that link phenomenal numbers of
people, organizations, and systems in disparate corners of the world at an alarming rate and
speed. For example, some popular Web sites receive as many as 5 million hits a day, thus
making instantaneous access to information and exchange of ideas among peoples from dif-
ferent geographic locations possible. In a similar vein, people from far corners of the world
now regularly work together in virtual teams on various types of projects.?®

Network organizations have been discussed in the academic literature for a number of
years. For example, organization theorists Miles and Snow identified what they call the
dynamic network.?® This involves a unique combination of strategy, structure, and manage-
ment processes. They more recently have described the network organization as follows:
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“Delayered, highly flexible, and controlled by market mechanisms rather than administra-
tive procedures, firms with this new structure arrayed themselves on an industry value
chain according to their core competencies, obtaining complementary resources through
strategic alliances and outsourcing.”*° There is also research showing the impact that struc-
ture and information technology can have on network behavior and outcomes.*!

With the advent of teams, outsourcing and, especially, alliances (two or more firms build-
ing a close collaborative relationship), network designs are being increasingly used by
practicing organizations. Tapscott and Caston note that such networked organizations are
“based on cooperative, multidisciplinary teams and businesses networked together across
the enterprise. Rather than a rigid structure, it is a modular organizational architecture in
which business teams operate as a network of what we call client and server functions.”*2
Table 3.2 compares the various dimensions and characteristics of the traditional, hierarchi-
cal organization with the network organization. Although the network design cannot read-
ily be drawn, as can the classical hierarchical and horizontal structures, Figure 3.2 is an
attempt to at least show the concept.

Miles and colleagues identified three types of radical redesign of organizations:*3

1. Greenfield redesign. As the term implies, this means starting from just a piece of
green field or from a clean slate, breaking completely from the classical structure and
establishing a totally different design. Examples include such highly successful firms as
Google and Southwest Airlines. For example, when Southwest Airlines started under the
unique leadership of Herb Kelleher, the firm made a complete break from the traditional
airline industry. The now retired Kelleher was described as having enormous intellectual
capabilities, a love for people, a playful spirit, and a commanding personality; he once
arm-wrestled an opponent in an advertising slogan dispute rather than going to court.>*
Southwest created an organization that “flies in the face of bureaucracy: it stays lean,
thinks small, keeps it simple—and more.”® The successor to Kelleher, Jim Parker,
noted the cross-functional nature of jobs at Southwest is more perceptual than real:
“People should not be doing other people’s job but they need to understand all of those
other jobs; they need to understand how their job fits into the overall performance of the
vision and how the other jobs do as well.”*®

TABLE 3.2 Tapscott and Caston Summary of Traditional Hierarchical versus the Network Organizations

Source: Don Tapscott and Art Caston, Paradigm Shift, McGraw-Hill, New York, 1993, p. 11. Used with permission of McGraw-Hill.

Dimension/Characteristic Traditional Organization Network Organization
Structure Hierarchical Networked

Scope Internal/closed External/open

Resource focus Capital Human, information

State Static, stable Dynamic, changing

Personnel focus Managers Professionals

Key drivers Reward and punishment Commitment

Direction Management commands Self-management

Basis of action Control Empowerment to act
Individual motivation Satisfy superiors Achieve team goals

Learning Specific skills Broader competencies

Basis for compensation Position in hierarchy Accomplishment, competence level
Relationships Competitive (my turf) Cooperative (our challenge)
Employee attitude Detachment (it's a job) Identification (it's my company)

Dominant requirements Sound management Leadership
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FIGURE 3.2
Miles and Snow
Summary of
Hierarchical versus
Network
Organizations

Source: Raymond E. Miles and
Charles C. Snow, “The New
Network Firm: A Spherical
Structure Built on a Human
Investment Philosophy,”
Organizational Dynamics,
Spring 1995, p. 6. Used with
permission of the publisher ©
1995, American Management
Association, New York. All
rights reserved.

Rather than the old inflexible hierarchical pyramid, network organizations demand a flexible,
spherical structure that can rotate competent, self-managing teams and other resources around
a common knowledge base. Such teams, capable of quick action on the firm’s behalf both
externally and internally, provide a distinct competitive advantage.

2. Rediscovery redesign. This is a more usual type of redesign, whereby established
companies such as General Electric return to a previously successful design by elimi-
nating unproductive structural additions and modifications. For example, several U.S.
electronics firms such as Texas Instruments have reverted to some highly formalized,
bureaucratic procedures in their product development process.®’

3. Network design. Firms such as Harley-Davidson are not just redesigning in the
“Greenfield” sense or rediscovering and extending their past. Instead, they are undergo-
ing efforts to disaggregate and partner. In the network approach, the firm concentrates
on where it can add the greatest value in the supply chain, and it outsources to upstream
and/or downstream partners who can do a better job. This network of the firm and its
upstream and downstream partners can be optimally effective and flexible. Another net-
work approach is to require internal units of the firm to interact at market prices—buy
and sell to each other at prices equal to those that can be obtained by outsourcing part-
ners. This “insourcing” approach to the internal network organization can be found in
global firms such as the well-known Swiss conglomerate Asea Brown Boveri (ABB). In
addition, globalization challenges these multinational corporations to make sure they
account for cultural differences (see OB in Action: One Size Doesn’t Fit All).

The Virtual Organization

Besides the more specific horizontal, hollow, and modular contemporary designs, another
more all-encompassing design besides the network organization is the so-called virtual
organization. This term virtual organization has emerged not so much because it describes
something distinct from network organizations but because the term itself represents the
new environment and the partnering, alliances, and outsourcing arrangements found in an
increasing number of global companies. Anand and Daft note that “collaboration or joint
ventures with competitors usually takes the form of a virtual organization—a company out-
side a company created to specifically respond to an exceptional market opportunity that is
often temporary.”3® Interestingly, the word virtual as used here comes not from the popular
virtual reality but from virtual memory, which has been used to describe a way of making
a computer’s memory capacity appear to be greater than it really is but does require a strong
information technology platform.
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There are some things in the world that seem to be the
same regardless of geographic location. Whether a pilot
is flying into Kennedy International in New York or
Heathrow in the U.K., one would assume the procedures
for taking off and landing to be identical. The truth is,
however, cultural differences may violate such assump-
tions. For example, most countries of the world have
indeed agreed that English should be the universal lan-
guage when pilots from anywhere are talking to air traf-
fic controllers. On the other hand, French unions have
encouraged their pilots to continue talking in French
when landing at Charles de Gaulle airport. These cultur-
ally generated differences are not restricted to the air-
line industry.

Many multinational companies are finding that it is
extremely difficult to take a product that sells well in the
home country and achieve equal success in a foreign
market. The customs, culture, and behaviors of people in
these markets are often quite different from those in
the home country. For example, when Office Depot and
Office Max entered the Japanese market, they were con-
vinced that their wide variety of products, convenient
store layout, and low prices would help them attain a
significant market share. They were wrong. One of their
major Japanese competitors realized something that the
big American multinationals did not—small business
firms account for a significant percentage of the office
supply market, and these firms were anxious to get the
same big discounts on their purchases as did large firms.
So the Japanese company created a catalogue business
that was geared specifically to small firms. In these com-
panies clerks did much of the purchasing of business
equipment, and they were happy to be able to look
through a catalog and place orders from their desk
rather than traveling to the store.

Although chagrined by their efforts to compete effec-
tively with their smaller Japanese rival, Office Depot

and Office Max believed that they would be able to cap-
ture a large percentage of the remaining market—the
walk-in customer. Again, they were foiled by their
Japanese competitors. Unlike American customers,
Japanese buyers do not mind shopping at small stores
where the merchandise is crammed together. As a result,
Office Depot and Office Max built large stores with wide
aisles and ended up paying twice as much as their
smaller competitors for rent and personnel salaries and
were eventually forced to admit defeat. Their experi-
ence is not unique.

When Bob’s Big Boy, the Michigan-based restau-
rant minichain, opened a series of units in Thailand,
management was surprised to learn that local cus-
tomers really did not care for the firm’s hamburgers.
Local customers would rather buy a sweet satay, noo-
dle bowl, or grilled squid from a street vendor at one-
fifth the cost. In fact, the owner of the Thai franchise
system did not start making money until he began
closely studying the potential customers who were
walking past his restaurants. He then realized that
these potential customers fell into two broad cate-
gories: European tourists and young Thai people. This
resulted in his changing the menu of his restaurants.
For German customers he began offering specialties
such as spatzle, beef, and chocolate cake. For local
Thais there were country-style specialties such as fried
rice and pork omelets. The owner also added sugar
and chile powder to Big Boy’s burgers to better match
Thai taste buds. Commenting on his eventual success,
the adaptable owner recently noted, “We thought we
were bringing American food to the masses. But now
we're bringing Thai and European food to the
tourists. It's strange, but you know what? It's work-
ing.” And the reason is that the owner realizes market
offerings have to be tailored to local demand. One
size does not fit all.

Different from traditional mergers and acquisitions, the partners in the virtual organiza-
tion share costs, skills, and access to international markets. Each partner contributes to the
virtual organization what it is best at—its core capabilities. Briefly summarized, here are
some of the key attributes of the virtual organization:

1. Technology.

Informational networks will help far-flung companies and entrepreneurs

link up and work together from start to finish. The partnerships will be based on elec-
tronic contracts to keep the lawyers away and speed the linkups.

2. Opportunism.

Partnerships will be less permanent, less formal, and more opportunis-

tic. Companies will band together to meet all specific market opportunities and, more
often than not, fall apart once the need evaporates.

69
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FIGURE 3.3

Miles and Snow’s
Example of a Virtual
Organization:
Technical and
Computer Graphics
(TCG), an
Australian-Based
Multinational Firm.

Source: Raymond E. Miles and
Charles C. Snow, “The New
Network Firm: A Spherical
Structure Built on a Human
Investment Philosophy,”
Organizational Dynamics,
Spring 1995, p. 8. Used with
permission of the publisher ©
1995, American Management
Association, New York. All
rights reserved.

3. No borders. This new organizational model redefines the traditional boundaries of the
company. More cooperation among competitors, suppliers, and customers makes it
harder to determine where one company ends and another begins.

4. Trust. These relationships make companies far more reliant on each other and require
far more trust than ever before. They share a sense of “codestiny,” meaning that the fate
of each partner is dependent on the other.

5. Excellence. Because each partner brings its “core competence” to the effort, it may be
possible to create a “best-of-everything” organization. Every function and process could
be world class—something that no single company could achieve.3

Importantly, virtual organizations can help competitiveness in the global economy. The
alliances and partnerships with other organizations can extend worldwide, the spatial and tem-
poral interdependence easily transcend boundaries, and the flexibility allows easy reassign-
ment and reallocation to take quick advantage of shifting opportunities in global markets.*° To
avoid disintegration and attain effective needed focus, the lead virtual organization must have
a shared vision, a strong brand, and, most important, a high-trust culture.** For instance, com-
petitors P&G and Clorox recently collaborated in forming a new generation of plastic wrap
called GLAD Press’n Seal in order to effectively compete with market leader Saran.

Other examples of firms that have formed virtual collaborations include Harley-Davidson
and ABB—and also, on a smaller scale, firms such as Clark Equipment, a manufacturer of
forklifts and other industrial equipment; Semco, a Brazilian firm producing pumps, valves,
and other industrial products; Sweden’s Skandia Insurance Group (with 91,000 partners
worldwide); and the Australian firm Technical and Computer Graphics (TCG). In the infor-
mation technology industry, Sun Microsystems views itself as an intellectual holding com-
pany that designs computers and does all other functions (product ordering, manufacturing,
distribution, marketing, and customer service) through contractual arrangements with part-
ners located throughout the world, and Intel uses virtual teams with members from Ireland,
Israel, England, France, and Asia working on a wide variety of projects. As with the net-
work organization, it is not really possible to show a virtual organization, but Figure 3.3

A typical TCG firm of
5-10 professionals

ATCG
Project
Leader

Principal
Customer
(e.g.,
Telecom
Australia)

An

& RN Internal ‘
Q Alliance ( 1

An
External
Alliance

Joint

Venture
Partner
(e.g., Toshiba)



Chapter 3  Organizational Context: Design and Culture 71

depicts graphically how TCG would look as a virtual organization. Because networks
and virtual organizations both represent such radically different ways to structure firms,
there are many challenges ahead, especially on the human side of these contemporary
structural forms.

THE ORGANIZATIONAL CULTURE CONTEXT

Going from Chapter 2’ discussion of the globalization context to more of a micro cultural
impact on organizational behavior is organizational culture. The remainder of the chapter
defines organizational culture and examines the types and ways to change and manage
organizational culture.

Definition and Characteristics

When people join an organization, they bring with them the values and beliefs they have
been taught. Quite often, however, these values and beliefs are insufficient for helping the
individual succeed in the organization. The person needs to learn how the particular
enterprise does things. A good example is the U.S. Marine Corps. During boot camp,
drill instructors teach recruits the “Marine way.” The training attempts to psychologically
strip down the new recruits and then restructure their way of thinking and their values.
They are taught to think and act like Marines. Anyone who has been in the Marines or
knows someone who has will verify that the Corps generally accomplishes its objective.
In a less-dramatic way, today’s organizations do the same thing. For example, UPS is
known for having a militarylike corporate culture. However, as an outside observer who
embedded himself (i.e., riding “shotgun” next to drivers and aiding with deliveries dur-
ing the Christmas rush) noted: “Although the job is highly regimented, it includes enough
independence for workers to be energized by the daily challenge of getting all the pack-
ages out and importantly, when there were problems, drivers, not technology, were the
best at solving them.”*? The same is true in more complex organizations where a key
challenge is to instill and sustain a corporatewide culture that encourages knowledge
sharing. As the partner in charge of Ernst & Young’s knowledge-based business solution
practice notes, “If you’re going to have a rich knowledge-sharing culture, that can’t just
be a veneer on top of the business operation. You have to have people who can make
sense out of it and apply it."*®

Edgar Schein, who is probably most closely associated with the study of organizational
culture, defines it as

a pattern of basic assumptions—invented, discovered, or developed by a given group as it
learns to cope with its problems of external adaptation and internal integration—that has
worked well enough to be considered valuable and, therefore, to be taught to new members
as the correct way to perceive, think, and feel in relation to those problems.**

More recently, Joanne Martin emphasizes the differing perspectives of cultures in organi-
zations. She notes:

As individuals come into contact with organizations, they come into contact with dress norms,
stories people tell about what goes on, the organization’s formal rules and procedures, its for-

mal codes of behavior, rituals, tasks, pay systems, jargon, and jokes only understood by insid-

ers, and so on. These elements are some of the manifestations of organizational culture.®®

However, she adds that there is another perspective of culture as well:

When cultural members interpret the meanings of these manifestations, their perceptions,
memories, beliefs, experiences, and values will vary, so interpretations will differ—even of
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the same phenomenon. The patterns or configurations of these interpretations, and the ways
they are enacted, constitute culture.*®

In other words, organizational culture is quite complex. Although there are a number of
problems and disagreements associated with the conceptualization of organizational cul-
ture, most definitions, including the preceding, recognize the importance of shared norms
and values that guide organizational participants’ behavior. In fact, there is research evi-
dence that not only are these cultural values taught to newcomers, but newcomers seek out
and want to learn about their organization’s culture.*’

Organizational culture has a number of important characteristics. Some of the most
readily agreed upon are the following:

1. Observed behavioral regularities. When organizational participants interact with one
another, they use common language, terminology, and rituals related to deference and
demeanor.

2. Norms. Standards of behavior exist, including guidelines on how much work to do,
which in many organizations come down to “Do not do too much; do not do too little.”

3. Dominant values. There are major values that the organization advocates and expects
the participants to share. Typical examples are high product quality, low absenteeism,
and high efficiency.

4. Philosophy. There are policies that set forth the organization’s beliefs about how
employees and/or customers are to be treated.

5. Rules. There are strict guidelines related to getting along in the organization.
Newcomers must learn those “ropes” in order to be accepted as full-fledged members of
the group.

6. Organizational climate. This is an overall “feeling” that is conveyed by the physical
layout, the way participants interact, and the way members of the organization conduct
themselves with customers or other outsiders.

Each of these characteristics has controversies surrounding it and varying degrees of
research support. For example, there is controversy in the academic literature over the sim-
ilarities and differences between organizational culture and organizational climate.*®
However, there is empirical support for some of the characteristics, such as the important
role that physical layout plays in organizational culture. Here is a real-world illustration:

Nike Inc. serves as an excellent example of a company that successfully revealed its corpo-
rate culture through corporate design. Set on 74 sprawling acres amid the pine groves of
Beaverton, Oregon, the Nike World campus exudes the energy, youth and vitality that have
become synonymous with Nike’s products. The campus is almost a monument to Nike’s cor-
porate values: the production of quality goods and, of course, fitness. Included in the seven-
building campus is an athletic club with a track, weight rooms, aerobic studios, tennis,
racquetball and squash courts, and a basketball court.*®

The six characteristics of culture are not intended to be all-inclusive. For example, a
study examined why companies were rated as most and least admired. Statistical analysis
was conducted that compared the findings from a subjective opinion survey of reputation
with what one might expect perceptions to be if they are based solely on financial per-
formance. The financial measures that correlated most closely with the opinion of a firm’s
“reputation” over a decade ago were, in order, 10-year annual return to shareholders, prof-
its as a percent of assets, total profits, and stock market value.>° As the head of Coca-Cola,
one of the most admired companies for many years, declared at that time: “I get paid to
make the owners of Coca-Cola Co. increasingly wealthy with each passing day.
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Everything else is just fluff.”>* Obviously, bottom-line financial performance remains
important, but a more recent analysis of Fortune’s admired companies found the most
highly correlated attribute of those that scored in the top three of their industry was the
“attraction and retention of top talent,” and a major way these top firms do this is to take
their culture and values seriously.>* For example, currently admired firms such as the soft-
ware firm SAS, Southwest Airlines, and Google attract and retain their best people
because they give a lot of attention and care to their legendary cultures and values. As a
recent analysis of how Toyota’s culture led it to become the top automaker concluded, the
curiosity and spirit of Toyota people, as much as anything, has determined its success.*
In his final days, the former CEO of KPMG recognized the importance of a compassion-
ate culture and urged his staff to “get the most out of each moment and day—for the firm’s
benefit and the individual’s.”>* These cultures and values also drive business results and
make them successful.>®

Uniformity of Culture

A common misconception is that an organization has a uniform culture. However, at least
as anthropology uses the concept, it is probably more accurate to treat organizations “as if”
they had a uniform culture. “All organizations ‘have’ culture in the sense that they are
embedded in specific societal cultures and are part of them.”®® According to this view, an
organizational culture is a common perception held by the organization’s members.
Everyone in the organization would have to share this perception. However, all may not do
so to the same degree. As a result, there can be a dominant culture as well as subcultures
throughout a typical organization.

A dominant culture is a set of core values shared by a majority of the organization’s
members. For example, most employees at Southwest Airlines seem to subscribe to such
values as hard work, company loyalty, and the need for customer service. Southwest
employees take to heart cultural values such as: irreverence is okay; it’s okay to be yourself;
have fun at work; take the competition seriously, but not yourself; and do whatever it takes
for the customer.>” Table 3.3 summarizes the FUNdamentals that are the core of the
Southwest cultural values that are taught to the 25,000 associates who go through its cor-
porate University for People every year. Those who work for Disney are: in the show, not
on the job; wearing costumes, not uniforms; on stage or backstage, not at positions or work-
stations; cast members, not employees. When Disney cast members are presented with the
riddle: “Ford makes cars, Sony makes TVs, Microsoft makes software, what does Disney
make?”—all respond, “Disney makes people happy!”®® These values create a dominant
culture in these organizations that helps guide the day-to-day behavior of employees. There
is also evidence that these dominant cultures can have a positive impact on desirable out-
comes such as successfully conducting mergers and acquisitions (e.g., when Dow
AgroSciences purchased Cargil Hybris Seeds),*® supporting product-innovation
processes,®° and helping firms cope with rapid economic and technological change.®*

Important, but often overlooked, are the subcultures in an organization. A subculture is
a set of values shared by a minority, usually a small minority, of the organization’s mem-
bers. Subcultures typically are a result of problems or experiences that are shared by mem-
bers of a department or unit. For example, even though GE has one of the most dominant
overall corporate cultures of being boundaryless between the highly diversified divisions
(e.g., ranging from power generation to media, plastics, financial services, aircraft engines,
locomotives, medical equipment, and lighting and appliances), each also has a distinctive
subculture. GE Capital has a distinctive culture compared to the high-tech manufacturing
cultures of aircraft engines and gas turbines.®?
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TABLE 3.3
Southwest Airlines’
Core Cultural Values

Hire for attitudes, Train for
skill.

Source: Adapted from Anne
Bruce, “Southwest: Back to the
FUNdamentals,” HR Focus,
March 1997, p. 11.

Do it Better, Faster, Cheaper.

Deliver positively outrageous
customer service (POS) to
both internal and external
customers!

Walk a mile in someone
else’s shoes.

Take accountability and
ownership.

Celebrate and let your hair
down.

Celebrate your mistakes as
well as your triumphs.

Keep the corporate culture
alive and well.

The company deliberately looks for applicants with a
positive attitude who will promote fun in the
workplace and have the desire to “color outside the
lines."”

Cost control is a personal responsibility for employees
at Southwest and is incorporated into all training
programs.

The Southwest philosophy? Put your employees first
and they will take care of the customers.

For example, a pilot works with ramp agents for a full
day; a reservationist works in the University for People;
a customer service agent helps the skycaps. And
President Herb Kelleher frequently passes out peanuts
and serves drinks on flights. He even helps the
baggage handlers load and unload on holidays.

A great value is placed on taking initiative, thinking for
yourself, even if that means going against something in
the policy manual. For instance, employees have been
known to take stranded passengers back to their own
homes in emergencies.

Chili cook-offs, lavish Halloween productions, and
Christmas parties in July are all tools for motivating
people. When people have fun on the job, their
productivity and performance improve.

Turning failures into personal growth is part of
celebrating mistakes, a philosophy that encourages
trying new ideas without the fear of repercussions.
Members of the culture committee visit regularly at
stations all across the country, infusing the corporate
culture, reiterating the company’s history, and
motivating employees to maintain the spirit that made
the airline great.

Subcultures can weaken and undermine an organization if they are in conflict with the
dominant culture and/or the overall objectives. Successful firms, however, find that this is
not always the case.®®> Most subcultures are formed to help the members of a particular
group deal with the specific day-to-day problems with which they are confronted. The
members may also support many, if not all, of the core values of the dominant culture. In
the case of GE, the success of the company is their “social architecture,” which pulls the
subcultures all together. As former president Jack Welch stated, “GE is greater than the sum
of its parts because of the intellectual capacity that is generated in the businesses and the
sharing that goes on of that learning and the rapid action on that learning.”%*

CREATING AND MAINTAINING A CULTURE

Some organizational cultures may be the direct, or at least indirect, result of actions taken
by the founders. However, this is not always the case. Sometimes founders create weak cul-
tures, and if the organization is to survive, a new top manager must be installed who will sow
the seeds for the necessary strong culture. Thomas Watson, Sr. of IBM is a good example.
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When he took over the CTR Corporation, it was a small firm manufacturing computing,
tabulating, and recording equipment. Through his dominant personality and the changes he
made at the firm, Watson created a culture that propelled IBM to be one of the biggest and
best companies in the world. However, IBM’s problems in the early 1990s when the com-
puter market shifted from mainframes to PCs also were largely attributed to its outdated
culture. After Watson and his son, the leaders of IBM made some minor changes and mod-
ifications that had little impact and eventually left the company in bad shape. However, in
recent years IBM, under the leadership of Louis Gerstner, launched into a bold new strat-
egy that changed IBM from top to bottom. Mr. Gerstner became convinced that “all the
cost-cutting in the world will be unable to save IBM unless it upends the way it does busi-
ness.”®® This cultural change at IBM led to an outstanding turnaround that included getting
out of the sale of computers. IBM is an example of an organization wherein a culture must
be changed because the environment changes and the previous core cultural values are not
in step with those needed for survival. The following sections take a close look at how orga-
nizational cultures get started, maintained, and changed.

How Organizational Cultures Start

Although organizational cultures can develop in a number of different ways, the process
usually involves some version of the following steps:

1. Asingle person (founder) has an idea for a new enterprise.

2. The founder brings in one or more other key people and creates a core group that shares
a common vision with the founder. That is, all in this core group believe that the idea is
a good one, is workable, is worth running some risks for, and is worth the investment of
time, money, and energy that will be required.

3. The founding core group begins to act in concert to create an organization by raising
funds, obtaining patents, incorporating, locating space, building, and so on.

4. At this p606int, others are brought into the organization, and a common history begins to
be built.

Most of today’s successful corporate giants in all industries basically followed these steps.
Two well-known representative examples are McDonald’s and Wal-Mart.

* McDonalds. Ray Kroc worked for many years as a salesperson for a food supplier
(Lily Tulip Cup). He learned how retail food operations were conducted. He also had an
entrepreneurial streak and began a sideline business with a partner. They sold multimix-
ers, machines that were capable of mixing up to six frozen shakes at a time. One day
Kroc received a large order for multimixers from the McDonald brothers. The order
intrigued Kroc, and he decided to look in on the operation the next time he was in their
area. When he did, Kroc became convinced that the McDonald’s fast-food concept
would sweep the nation. He bought the rights to franchise McDonald’s units and even-
tually bought out the brothers. At the same time, he built the franchise on four basic con-
cepts: quality, cleanliness, service, and price. In order to ensure that each unit offers the
customer the best product at the best price, franchisees are required to attend McDonald
University, where they are taught how to manage their business. Here they learn the
McDonald cultural values and the proper way to run the franchise. This training ensures
that franchisees all over the world are operating their units in the same way. Kroc died
many years ago, but the culture he left behind is still very much alive in McDonald’s
franchises across the globe. In fact, new employees receive videotaped messages from
the late Mr. Kroc. Some of the more interesting of his pronouncements that reflect and
carry on his values are his thoughts on cleanliness: “If you’ve got time to lean, you’ve
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got time to clean.” About the competition he says: “If they are drowning to death, |
would put a hose in their mouth.” And on expanding he declares: “When you’re green,
you grow; when you’re ripe, you rot.” So even though he has not been involved in the
business for many years, his legacy lives on. Even his office at corporate headquarters is
preserved as a museum, his reading glasses untouched in their leather case on the desk.

* Wal-Mart. Sam Walton, founder of Wal-Mart Stores, Inc., opened his first Wal-Mart
store in 1962. Focusing on the sale of discounted name-brand merchandise in small-
town markets, he began to set up more and more stores in the Sun Belt. At the same
time, he began developing effective inventory control systems and marketing tech-
niques. Today, Wal-Mart has not only become the largest retailer but also one of the
biggest firms in the world. Although Sam died many years ago, his legacy and cultural
values continue. For example, Walton himself stressed, and the current management
staff continues to emphasize, the importance of encouraging associates to develop
new ideas that will increase their store’s efficiency. If a policy does not seem to be
working, the company quickly changes it. Executives continually encourage associ-
ates to challenge the current system and look for ways to improve it. Those who do
these things are rewarded; those who do not perform up to expectations are encour-
aged to do better. Today, Walton’s founding values continue to permeate the organiza-
tion. To make sure the cultural values get out to all associates, the company has a
communication network worthy of the Pentagon. It includes everything from a satel-
lite system to a private air force of numerous planes. Everyone is taught this culture
and is expected to operate according to the core cultural values of hard work, effi-
ciency, and customer service.

Although the preceding stories of cultural development are well known, in recent years
these and other well-known companies founded by charismatic leaders have had varied suc-
cess. The same is true of the dot-com firms. Some, like Jeff Bezos’s founding and cultural
development of Amazon.com, are in some ways similar to and in some ways different from
the stories of Ray Kroc at McDonald’s or Sam Walton at Wal-Mart. They are similar in that
both started from scratch with very innovative, “out of the box” ideas to build an empire and
change the way business is done. They are different in terms of speed and style. Other corpo-
rate culture stories today are not necessarily about the founders, but about those who took
their company to the next level. For example, John Chambers, the CEO of Cisco, is largely
credited for taking this well-known high-tech firm from a market capitalization of $9 billion
when he took over in 1995 to being the highest-valued corporation in the world five years later
and then repositioning the firm when the economy began to slump.®’ The culture of Cisco is
largely attributed to his old-school values such as trust, hard work, and customer focus, but as
the subsequent economic downturn and the rapid decline in the stock values of Cisco brought
out, being at the right place at the right time in terms of the technology environment also had
had a lot to do with Cisco’s initial success. After the bubble had burst for Cisco and the other
high-tech and especially dot-com firms, those who had the strong, but flexible, cultures were
the ones that survived the extreme roller-coaster ride of the economy in recent years.
Chambers indicated such desirable organizational cultural values when he declared, “I have
no love of technology for technology’s sake. Only solutions for customers.”®®

Maintaining Cultures through Steps of Socialization
Once an organizational culture is started and begins to develop, there are a number of prac-
tices that can help solidify the acceptance of core values and ensure that the culture maintains
itself. These practices can be described in terms of several socialization steps. Figure 3.4 illus-
trates what Richard Pascale has identified as the sequence of these steps.®®



FIGURE 3.4
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Source: Richard Pascale, “The
Paradox of Corporate Culture:
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Socialization.” Copyright © by
the Regents of the University of
California. Reprinted from the
California Management
Review, Vol. 27, No. 2, Winter
1985, p. 38. By permission of
the Regents.
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Selection of Entry-Level Personnel

The first step is the careful selection of entry-level candidates. Using standardized proce-
dures and seeking specific traits that tie to effective performance, trained recruiters inter-
view candidates and attempt to screen out those whose personal styles and values do not
make a “fit” with the organization’s culture. There is research indicating that newcomers’
and their supervisors’ perceptions of organization culture fit are related to organizational
commitment and intention to leave the organization.’® There is also accumulating evidence
that those who have a realistic preview (called realistic job preview, or RJP) of the culture
will turn out better.”* An example of effective selection for cultural fit is North Shore Bank,
a community bank in Wisconsin. One approach that they have implemented in order to
maximize the “fit” as well as productivity is through recruitment and selection in neigh-
borhoods closest to its branches. This helps customers and employees alike identify with
the unique differences between their local bank and their large national bank competitors.

Placement on the Job

The second step occurs on the job itself, after the person with a fit is hired. New personnel
are subjected to a carefully orchestrated series of different experiences whose purpose is to
cause them to question the organization’s norms and values and to decide whether or not
they can accept them. For example, many organizations with strong cultures make it a point
to give newly hired personnel more work than they can handle. Sometimes these assign-
ments are beneath the individual’s abilities. At Procter & Gamble, for example, new per-
sonnel may be required to color in a sales territory map. The experience is designed to
convey the message, “Although you’re smart in some ways, you’re in kindergarten as far as
what you know about this organization.” The objective is also to teach the new entrant into
the culture the importance of humility. These experiences are designed to make newly hired
personnel vulnerable and to cause them to move emotionally closer to their colleagues, thus
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intensifying group cohesiveness. Campus fraternities and the military have practiced this
approach for years.

Job Mastery

Once the initial “cultural shock” is over, the next step is mastery of one’s job. This is typi-
cally done via extensive and carefully reinforced field experience. For example, Japanese
firms typically put new employees through a training program for several years. As person-
nel move along their career path, their performance is evaluated, and additional responsi-
bilities are assigned on the basis of progress. Quite often companies establish a
step-hy-step approach to this career plan, which helps reduce efforts by the personnel to use
political power or to take shortcuts in order to get ahead at a faster pace. Highly successful
“Coca-Cola slowly steeps its new employees in the company culture—in this case, an
understanding of the trademark’s image. The people system then ensures that only Coke
managers who have been thoroughly socialized into worrying about the company as a
whole get to make decisions affecting the company.”’?

Measuring and Rewarding Performance

The next step of the socialization process consists of meticulous attention to measuring
operational results and to rewarding individual performance. These systems are compre-
hensive and consistent, and they focus on those aspects of the business that are most cru-
cial to competitive success and to corporate values. For example, at Procter & Gamble there
are three factors that are considered most important: building volume, building profit, and
making changes that increase effectiveness or add satisfaction to the job. Operational mea-
sures are used to track these three factors, and performance appraisals are tied to milestones.
Promotions and merit pay are determined by success in each of these critical areas.
Motorola personnel are taught to adhere to the core cultural values through careful moni-
toring of team performance and through continual training programs. Typically, in compa-
nies with a strong culture, those who violate cultural norms, such as overzealousness
against the competition or harsh handling of a subordinate, are sent to the “penalty box.”
This typically involves a lateral move to a less-desirous location. For example, a branch
manager in Chicago might be given a nebulous staff position at headquarters in Newark.
This individual is now off-track, which can slow his or her career progress.

Adherence to Important Values

The next step involves careful adherence to the firm’s most important values. Identification
with these values helps employees reconcile personal sacrifices brought about by their
membership in the organization. They learn to accept these values and to trust the organi-
zation not to do anything that would hurt them. As Pascale observes: “Placing one’s self ‘at
the mercy’ of an organization imposes real costs. There are long hours of work, missed
weekends, bosses one has to endure, criticism that seems unfair, job assignments and rota-
tions that are inconvenient or undesirable.””® However, the organization attempts to over-
come these costs by connecting the sacrifices to higher human values such as serving
society with better products and/or services. Today’s firms in the global economy must give
special attention to cultural differences around the globe, but maintain the core values. For
example, when Wal-Mart Stores entered the German market a few years ago, it took along
the “cheer’—Give me a W! Give me an Al, etc. Who’s Number One? The customer!—
which went over as well with the German associates as it did with their counterparts in the
United States. However, the cultural value of greeting any customer within a 10-foot radius
did not. German employees and shoppers were not comfortable with this Wal-Mart custom,
and it was dropped from the German stores.
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Reinforcing the Stories and Folklore

The next step involves reinforcing organizational folklore. This entails keeping alive stories
that validate the organization’s culture and way of doing things. The folklore helps explain
why the organization does things a particular way. One of the most common forms of folk-
lore is stories with morals the enterprise wants to reinforce. For example, Leonard Riggio,
the CEO of Barnes & Noble, often tells stories about his childhood experiences in
Brooklyn and in particular his father’s stint as a boxer. These often-told stories have been a
great help to communicate a populist culture that needed to shed its elitist past. Also, Bill
Hewlett of Hewlett-Packard is known for the often-told story of him using a bolt cutter to
remove a lock that he encountered on the supply room. He left a note behind instructing
that the door never be locked again to forever communicate the important cultural value of
trust at H-P. 3M is probably the best known firm to use stories and sagas to emphasize cul-
tural values. The famous Post-it Notes legacy is a great example.

The idea originated with Art Fry, a 3M employee who used bits of paper to mark hymns
when he sang in his church choir. But these markers kept falling out of the hymnals. He
decided that he needed an adhesive-backed paper that would stick as long as necessary but
could be removed easily, and soon found what he wanted in a 3M laboratory. Fry saw the
market potential of his invention, but others did not. Market survey results were negative;
major office supply distributors were skeptical. Undeterred, because he had heard stories
about other 3M employees that conveyed the importance of perseverance, Fry began giving
samples to 3M executives and their secretaries. Once they actually used the little notepads,
they were hooked. Having sold 3M on the project, Fry used the same approach with the sec-
retaries of other companies’ executives throughout the United States.”

The rest is history. Post-it Notes became a huge financial success for 3M, and retelling the
story reinforces cultural values of innovation that can come from anywhere, perseverance,
and championing of your good ideas.

Recognition and Promotion

The final step is the recognition and promotion of individuals who have done their jobs well
and who can serve as role models to new people in the organization. By pointing out these
people as winners, the organization encourages others to follow their example. Role mod-
els in strong-culture firms are regarded as the most powerful ongoing training program of
all. Morgan Stanley, the financial services firm, chooses role models on the basis of energy,
aggressiveness, and team play. Procter & Gamble looks for people who exhibit extraordi-
nary consistency in such areas as tough-mindedness, motivational skills, energy, and the
ability to get things done through others. There is considerable research evidence that
recognition can serve as a powerful reinforcer,” and thus those exhibiting cultural values
that are given either formal recognition or even one-on-one social attention/recognition
from relevant others can build and sustain the organizational culture.”®

Changing Organizational Culture

Sometimes an organization determines that its culture has to be changed. For example, the
current environmental context has undergone drastic change and either the organization
must adapt to these new conditions or it may not survive. In fact, as Chapters 1 and 2 pointed
out, it is no longer sufficient just to react to change. Today, as was pointed out in the earlier
discussion in this chapter about organizational learning, organizations must have a culture
that learns and anticipates change. New product development, advanced information tech-
nology and the economy are changing so rapidly that any examples would be soon out-of-
date. However, if the appropriate organization culture is in place, then such rapid change can
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be welcomed and accommodated with as little disruption and as few problems as possible.
One example of an organization culture literally built around change is Steelcase’s corporate
development center, shaped like a pyramid with an open atrium containing a huge swinging
pendulum to remind employees that the world is always changing. Another example of keep-
ing up with the changing workplace is Zenith, who uses its intranet as a kind of virtual water
cooler. As the head of the marketing group notes, “Every day we say who is having a birth-
day, a service anniversary, or if we’ve had an incredible sales day.”"”

Even though some firms have had a culture in place to anticipate change, moving to a
new culture or changing old cultures can be quite difficult: a case can even be made that it
really can’t be done successfully. Predictable obstacles include entrenched skills, staffs,
relationships, roles, and structures that work together to reinforce traditional cultural pat-
terns. For example, the head of Bell Canada, which is trying to undergo a significant cul-
tural change (from its 122-year-old monopolist mentality to a highly competitive
environment), started with implementing formal quality and cost cutting programs, but
realized very quickly that “We needed to get to the front lines of the organization, and my
view is that it’s very hard to do that through formal programs.”’® Another example would
be the traditional tough, macho culture found on offshore oil rigs. It was very difficult to
change the traditional cultural values of displaying masculine strength and daring to a car-
ing, helping environment. This shift was difficult but over a long period of time these
“rough necks” came to “appreciate that to improve safety and performance in a potentially
deadly environment, they had to be open to new information that challenged their assump-
tions, and they had to acknowledge when they were wrong.”’® The result of this cultural
change on the oil rigs dramatically decreased the accident rate by 84 percent and produc-
tivity, efficiency, and reliability all increased beyond the industry benchmarks.° In addition
to the importance of frontline workers in cultural change, powerful stakeholders such as
unions, management, or even customers may support the existing culture and impede the
change. The problems are compounded by the cultural clash that is the rule rather than
the exception in mergers and acquisitions (M&As), emerging relationship enterprises, and
the recent economic crisis.

The Case of Mergers and Acquisitions

Although M&As were thought to have peaked over a decade ago, they have again become
very common because the wide divergence in stock-market values between firms, glob-
alization, and the recent financial/economic crisis have left a climate for both friendly buy-
outs and hostile takeovers. Besides the financial implications of M&As, the often slighted
or even ignored organizational culture implications can be dramatic. As one veteran of a
number of M&As concluded about the cultural side of mergers: (1) you can’t do too much,
and (2) too little will be done. In the heat of the deal, he says, “people issues, as real as they
are, become obscured.”®* The clash between the two cultures in a merger or acquisition can
be focused into three major areas:

1. Structure. These factors from the two cultures include the size, age, and history of the
two firms; the industry in which the partners come from and now reside; the geographic
locations; and whether products and/or services are involved.

2. Politics. Where does the power and managerial decision making really reside?
Corporate cultures range from autocratic extremes to total employee empowerment, and
how this plays out among the partners will be important to cultural compatibility.

3. Emotions. The personal feelings, the “cultural contract” that individuals have bought
into to guide their day-to-day thoughts, habits, attitudes, commitment, and patterns of
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daily behavior. These emaotions will be a major input into the clash or compatibility of
the two cultures.®?

The potential (high probability) cultural clash from M&As will be greatly compounded
when the partners are from different countries.2® With globalization now a reality (see
Chapter 2), cross-border alliances are commonplace. Announcements of megamergers
such as DaimlerChrysler, British Petroleum-Amoco, and Deutsche Bank-Bankers Trust
reach the headlines, but the cultural clash aftermath seldom, if at all, is discussed. The
highly visible DaimlerChrysler merger problems with advertising and U.S.-government-
sponsored research aimed at fuel efficiency and cleaner cars is given attention, but the cul-
tural issues are not given as much attention. Yet, the day-to-day cultural clashes at all levels
are the reality. As auto industry analysts have pointed out, Daimler-Benz had a conserva-
tive, slow-moving corporate culture while Chrysler at the time of the merger had a fast,
lean, informal, and daring corporate culture. For example, the Mercedes-Benz plant in
Vance, Alabama, represents the merger in microcosm. The German “wunderkind” plant
manager deliberately selected German, U.S., and Canadian managers (some with Japanese
auto firm experience) for his team. They clashed not just over the operations system, but
also on more subtle but explosive cultural issues such as image and decorum. This type of
cultural conflict is greatly trying to be worked out, but guidelines and help are still needed
for meeting the challenge of managing the cultural change on both sides.

The Case of Emerging Relationship Enterprises

Today’s networked global environment is going beyond formal M&As with what are being
called “relationship enterprises.”® Somewhat like network and virtual organization
designs discussed earlier in the chapter, these relationship enterprises consist of a global
network of independent companies that act as a single company with a common mission.
Examples include the following:

» The aerospace industry at the turn of the century is controlled by two networks—
Boeing (based in the United States) and Airbus (France). Importantly, each of these rela-
tionship enterprises consists of more than 100 partners around the world.

» In the telecommunications industry, the Global One joint venture, led by Sprint,
Deutsche Telekom, and France Telecom, serves 65 countries and functions as one rela-
tionship enterprise to serve the global telecom needs of many corporations.

* In the airline industry, United, Lufthansa, SAS, Varig, Thai Airways, and others have
formed into a relationship enterprise called Star Alliance. They provide the international
traveler with seamless service anywhere on the planet and share systems, marketing,
in-country operations, schedules, and frequent flier miles—everything except crews.

In the near future such relationship enterprises will become common in more traditional
industries such as chemicals, textiles, and food, as well as new frontier industries such as
biotech and memory. The reason that this loose network of alliances is the trend over more
formal M&As has to do with legal terms (by law some countries do not allow majority pur-
chase of their firms by foreigners), but mainly with political nationalism and organizational
cultural values. Pride and pragmatic needs are driving this new form of global alliance, but
the perspective and management of the organizational cultures in this new relationship is a
challenge. Issues such as trust, communication, and negotiation skills become very rele-
vant and important to success. The organizations and managers in the global relations
“must learn to communicate across the cultural divide; each must understand that the other
perceives and interacts in a fundamentally different way.”®® Importantly, three-fourths of
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companies believe their alliances failed because of an incompatibility of country and cor-
porate cultures.®®

Impact of Organizational Culture in an Economic Crisis

Besides M&As and the new organizational designs having an impact on organizational cul-
tural change, the recent economic crisis has also stimulated both scholars and practitioners
to reexamine the role that culture played and the lessons to be learned to effectively change
the culture. For example, the mortgage companies (e.g., Countrywide Financial) and
investment banks (e.g., Lehman Brothers) that collapsed at the end of 2008 were known to
have very strong corporate cultures. However, as one analysis pointed out, “they were cul-
tures characterized by rampant individualism, little attention or oversight from supervisors,
and huge rewards for successful performance. Those values generated tremendous pressure
to maximize individual performance and payouts, often by taking outsized risks and hiding
failures. That same pressure often caused players to push the environment as to acceptable
ethical behavior.”®’

By contrast, at least at this writing, Goldman Sachs was one of the few that escaped the
purge in investment banking. They are known for having a team-oriented culture (as
opposed to “rampant individualism”) and according to Steven Kerr, a former organiza-
tional behavior professor who then became chief learning officer at GE and then Goldman
Sachs, the managers had several meetings a day and “making any decision required checks
with many people, and before we made a decision to invest, many eyes had seen the pro-
posal.”®8 In other words, lessons from the recent economic crisis are that first, the organi-
zational culture can affect not only the ethical, “right thing to do,” but also survival in the
long-term. Second, organizations need to continually challenge and change their cultural
values. For example, Goldman managers regularly review their cultural values by asking
questions such as: “Which are we most or least faithful to?” and “Which need refreshing or
reaffirming?”®® Such a culture of continual questioning seems to be an effective starting
point in cultural change, but there is also a need to go beyond such specific guidelines and
focus on a more comprehensive approach that will be able to adapt to changing conditions.

Guidelines for Change

Despite the complexity, significant barriers, and resistance to change, organizational cul-
tures can be managed and changed over time.?® This attempt to change culture can take
many different forms. Simple guidelines such as the following can be helpful:**

1. Assess the current culture.
2. Set realistic goals that impact the bottom line.

3. Recruit outside personnel with industry experience, so that they are able to interact well
with the organizational personnel.

4. Make changes from the top down, so that a consistent message is delivered from all
management team members.

5. Include employees in the culture change process, especially when making changes in
rules and processes.

6. Take out all trappings that remind the personnel of the previous culture.

7. Expect to have some problems and find people who would rather move than change with
the culture and, if possible, take these losses early.

8. Move quickly and decisively to build momentum and to defuse resistance to the new
culture.

9. Stay the course by being persistent.
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Also, organizations attempting to change their culture must be careful not to abandon their
roots and blindly abandon their core, but distinctive, competencies and core values. For
example, it is generally recognized that the reason “New Coke” failed was that it broke
away from the tried-but-true Coca-Cola traditional culture; and the reason Google so far
has remained at or near the top in all categories, from profits, to growth, to best places to
work, is because it has remained true to its core cultural values and all Googlers buy into
them. As was recently observed:

Talk to more than a dozen Googlers at various levels and departments, and one powerful
theme emerges: Whether they’re designing search for the blind or preparing meals for their
colleagues, these people feel that their work can change the world. That sense is nonexistent
at most companies, or at best intermittent, inevitably becoming subsumed in the day-to-day
quagmire of PowerPoints, org charts, and budgetary realities.®?

Where Coca-Cola is an example of a firm with a long history and strong corporate culture,
and Google is a new age company with a very powerful corporate culture, IBM, discussed
earlier under creating and maintaining a corporate culture, is a good example of a firm that
has successfully undergone cultural changes.

Summary

Organization theory is presented from a historical perspective and the learning organiza-
tion. The learning organization draws on systems theory and emphasizes the importance of
not only adaptive learning but also generative learning, leading to creativity, innovation,
and staying ahead of change.

Modern organization designs are a marked departure from the classical bureaucratic
model. The horizontal, hollow, modular, network, and virtual organization designs have
emerged to better meet the needs for flexibility and change in the new environment.

The second half of this chapter on the organization context is concerned with orga-
nizational culture. It is a pattern of basic assumptions that are taught to new personnel
as the correct way to perceive, think, and act on a day-to-day basis. Some of the impor-
tant characteristics of organizational culture are observed behavioral regularities,
norms, dominant values, philosophy, rules, and organizational climate. Although every-
one in an organization will share the organization’s culture, not all may do so to the
same degree. There can be a dominant culture, but also a number of subcultures. A dom-
inant culture is a set of core values that are shared by a majority of the organization’s
members. A subculture is a set of values shared by a small percentage of the organiza-
tion’s members.

A culture typically is created by a founder or top-level manager who forms a core group
that shares a common vision. This group acts in concert to create the cultural values, norms,
and climate necessary to carry on this vision. In maintaining this culture, enterprises typi-
cally carry out several steps such as the following: careful selection of entry-level candi-
dates; on-the-job experiences to familiarize the personnel with the organization’s culture;
mastery of one’s job; meticulous attention to measuring operational results and to reward-
ing individual performance; careful adherence to the organization’s most important values;
a reinforcing of organizational stories and folklore; and, finally, recognition and promotion
of individuals who have done their jobs well and who can serve as role models to new per-
sonnel in the organization.

In some cases organizations find that they must change their culture in order to remain
competitive and even survive in their environment. The cultural change process at IBM
demonstrates how this may be successfully accomplished.
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Ending with Meta-Analytic Research Findings
OB PRINCIPLE FOR EVIDENCE-BASED PRACTICE

Organizational configurations affect organizational performance.

Meta-Analysis Results:

[33 studies; 40 organizations; d = .55] On average, there is a 65 percent probability that an
identified organizational configuration will better predict performance of included organi-
zations than if no configuration is identified and utilized. Moderator analyses revealed that
organizations’ configurations contributed more to the explanation of performance to the
extent that studies used broad definitions of configuration, single-industry samples, and
longitudinal designs.

Conclusion:

Organizational configurations are groups of firms sharing a common profile of organi-
zational structural characteristics. The Miles and Snow typology describes four such
configurations—defender, prospector, analyzer, and reactor. Each of these examines the
relationship between strategy and structure. At the heart of configuration research is the
relationship that firms have with their environments. Specifically, organizations that exist
in environments where goals are attainable, resources are acquirable, internal processes
are growing and thriving, and stakeholders are satisfied will be more effective than
those that do not have such a configuration.

Source: Adapted from David J. Ketchen Jr., James G. Combs, Craig J. Russell, Chris Shook, Michelle
A. Dean, Janet Runge, Franz T. Lohrke, Stefanie E. Naumann, Dawn Ebe Haptonstahl, Robert Baker,
Brenden A. Beckstein, Charles Handler, Heather Honig, and Stephen Lamoureux, “Organizational
Configuration and Performance: A Meta-Analysis,” Academy of Management Journal, Vol. 40, No. 1,
1997, pp. 223-240.

Questions for
Discussion
and Review

[EEN

. What was Chester Barnard’s contribution to organization theory?

2. How does a learning organization differ from a traditional organization?

3. Briefly define the horizontal, hollow, modular, network, and virtual organization designs.
How do these differ from the classical design? How do they better meet the challenges
of the new environment?

4. What is meant by the term organizational culture? Define it and give some examples of
its characteristics.

5. How does a dominant culture differ from a subculture? In your answer be sure to define
both terms.

6. How do organizational cultures develop? What four steps commonly occur?

7. How do organizations go about maintaining their cultures? What steps are involved?

Describe them.
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As this chapter has discussed, there are dramatic differences in both the design and culture
of organizations. In part, the culture of an organization is determined by the structure.
Some organizations tend to be hierarchical and rigid, whereas others are horizontal and
flexible. Visit some corporate Web sites that describe various structural design components
and corporate values. To get an idea of corporate culture preferences, go to
http://www.mhhe.com/business/management/management_tutor_series/corp
CulturePrefScale/index.html. Then going from there, choose a specific firm such as
Toyota or Google or search under “organization design” and/or “organization culture” to
see where it leads you. Try to determine what the company’s structure and culture may be.

Internet
Exercise: The
Structure and
Culture of
Organizations

1. Compare structure and culture of two or more firms in the same industry. Which would
you prefer to work for?

2. What other issues do the structure and culture have for other topics of organizational
behavior (motivation, reward systems, etc.)?

Real Case: Web-Based Organizations

There is hope, and the promise of at least partial libera-
tion from the tyranny of time constraints. Why? Because
the long-term interests of individuals and smart compa-
nies are aligned. To compete, successful corporations
will have to make it easier and less time-consuming for
their employees to collaborate. They will learn how to
live with fewer time-sapping meetings and unnecessary
feedback loops—or find themselves outrun by more
nimble competitors. The eventual result: less frustration
for knowledge workers.

Moves in this direction are already under way as
savvy companies analyze their internal social networks
and identify bottlenecks. Intel Corp., for example, sees
an opportunity in creating technology that lowers the
time cost of teamwork. And others, such as Eli Lilly &
Co., are providing more corporate support for both inter-
nal and external networks. “It’s a new mental model for
how you run a company,” says McKinsey’s Bryan. “The
winners will be those who can handle more complexity.”

At the same time we may see a rise in new forms of
Web-based organizations where people can contribute
without having their time eaten up by existing hierarchy.
Blogs, collaborative online databases (called wikis) and
open-source software development all use the Net to
handle much of the coordination among people rather
than relying on top-down command and control. Such a
shift to a digital spine could eventually lessen bureau-
cratic time burdens on over-worked professionals, espe-
cially those in such high-cost industries as health care.

Even high pay can’t compensate for unrelenting time
pressure. Top managers have to realize that encouraging

networks and collaboration demands as much attention
and resources as supervising and measuring performance
in traditional ways. Most companies have built up large
human-resources departments, but few have a depart-
ment of collaboration. “Most managers don’t manage
social networks effectively,” says Babson’s Davenport.

At Intel, the drive to reduce the time spent sharing
knowledge and collaborating is an outgrowth of efforts
to better coordinate far-flung operations that stretch from
Israel to India. One idea being pursued by Luke Koons,
director for information and knowledge management, is
“dynamic profiling”—technologies that automatically
summarize areas on which a researcher or a manager is
focusing, based on the subjects of their e-mails and Web
searches. Such a regularly updated profile could make it
less time-consuming to locate potential collaborators
and resources, an especially daunting prospect in a large,
innovation-minded company such as Intel. Equally
important, dynamic profiling doesn’t force individuals to
spend hours manually updating their profiles as their
focus changes.

1. How can the organization structure facilitate speed, col-
laboration, and teamwork? Contrast traditional bureau-
cratic organizations with the examples in this case.

2. What is meant by a Web-based organization? How
does this fit into the various organization theories
discussed in the first part of the chapter?

3. Are there any downside risks inherent in the way the
firms are organized in this case? What do you think
the future will be for organization designs?
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Organizational Behavior Case: The Outdated Structure

Jake Harvey has a position on the corporate planning
staff of a large company in a high-technology indus-
try. Although he has spent most of his time on long-
range, strategic planning for the company, he has been
appointed to a task force to reorganize the company.
The president and board of directors are concerned
that they are losing their competitive position in the
industry because of an outdated organization struc-
ture. Being a planning expert, Jake convinced the task
force that they should proceed by first determining
exactly what type of structure they have now, then
determining what type of environment the company
faces now and in the future, and then designing the
organization structure accordingly. In the first phase

they discovered that the organization is currently
structured along classic bureaucratic lines. In the sec-
ond phase they found that they are competing in a
highly dynamic, rapidly growing, and uncertain envi-
ronment that requires a great deal of flexibility and
response to change.

1. What type or types of organization design do you
feel this task force should recommend in the third
and final phase of the approach to their assignment?

2. Do you think Jake was correct in his suggestion of
how the task force should proceed? What types of
problems might develop as by-products of the rec-
ommendation you made in question 1?

Organizational Behavior Case: Keeping Things the Same

Metropolitan Hospital was built two years ago and cur-
rently has a workforce of 235 people. The hospital is
small, but because it is new, it is extremely efficient. The
board has voted to increase its capacity from 60 to 190
beds. By this time next year, the hospital will be over
three times as large as it is now in terms of both beds
and personnel.

The administrator, Clara Hawkins, feels that the
major problem with this proposed increase is that the
hospital will lose its efficiency. “I want to hire people
who are just like our current team of personnel—hard-
working, dedicated, talented, and able to interact well
with patients. If we triple the number of employees, |
don’t see how it will be possible to maintain our quality
patient care. We are going to lose our family atmo-
sphere. We will be inundated with mediocrity, and we’ll
end up being like every other institution in the local
area—large and uncaring!”

The chairman of the board is also concerned about
the effect of hiring such a large number of employees.
However, he believes that Clara is overreacting. “It can’t
be that hard to find people who are like our current staff.
There must be a lot of people out there who are just as
good. What you need to do is develop a plan of action
that will allow you to carefully screen those who will fit

into your current organizational culture and those who
will not. It’s not going to be as difficult as you believe.
Trust me. Everything will work out just fine.”

As a result of the chairman’s comments, Clara has
decided that the most effective way of dealing with the
situation is to develop a plan of action. She intends to
meet with her administrative group and determine the
best way of screening incoming candidates and then
helping those who are hired to become socialized in
terms of the hospital’s culture. Clara has called a meet-
ing for the day after tomorrow. At that time she intends
to discuss her ideas, get suggestions from her people,
and then formulate a plan of action. “We’ve come too
far to lose it all now,” she told her administrative staff
assistant. “If we keep our wits about us, | think we can
continue to keep Metropolitan as the showcase hospital
in this region.”

1. What can Clara and her staff do to select the type of
entry-level candidates they want? Explain.

2. How can Clara ensure that those who are hired come
to accept the core cultural values of the hospital?
What steps would you recommend?

3. Could Clara use this same approach if another 200
people were hired a few years from now?
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Organizational Behavior Case: Out with the Old, In with the New

The Anderson Corporation was started in 1962 as a
small consumer products company. During the first 20
years the company’s R&D staff developed a series of
new products that proved to be very popular in the mar-
ketplace. Things went so well that the company had to
add a second production shift just to keep up with the
demand. During this time period the firm expanded its
plant on three separate occasions. During an interview
with a national magazine, the firm’s founder, Paul
Anderson, said, “We don’t sell our products. We allocate
them.” This comment was in reference to the fact that
the firm had only 24 salespeople and was able to garner
annual revenues in excess of $62 million.

Three years ago Anderson suffered its first financial
sethack. The company had a net operating loss of $1.2
million. Two years ago the loss was $2.8 million, and last
year it was $4.7 million. The accountant estimates that
this year the firm will lose approximately $10 million.

Alarmed by this information, Citizen’s Bank, the
company’s largest creditor, insisted that the firm make
some changes and start turning things around. In
response to this request, Paul Anderson agreed to step
aside. The board of directors replaced him with Mary
Hartmann, head of the marketing division of one of the
country’s largest consumer products firms.

After making an analysis of the situation, Mary has
come to the conclusion that there are a number of
changes that must be made if the firm is to be turned
around. The three most important are as follows:

1. More attention must be given to the marketing side
of the business. The most vital factor for success in
the sale of the consumer goods produced by
Anderson is an effective sales force.

2. There must be an improvement in product quality.
Currently, 2 percent of Anderson’s output is defec-
tive, as against 0.5 percent for the average firm in the
industry. In the past the demand for Anderson’s out-
put was so great that quality control was not an
important factor. Now it is proving to be a very
costly area.

3. There must be a reduction in the number of people in
the operation. Anderson can get by with two-thirds of
its current production personnel and only half of its
administrative staff.

Mary has not shared these ideas with the board of
directors, but she intends to do so. For the moment she
is considering the steps that will have to be taken in
making these changes and the effect that all of this
might have on the employees and the overall operation.

1. What is wrong with the old organizational culture?
What needs to be done to change it?

2. Why might it be difficult for Mary to change the
existing culture?

3. What specific steps does Mary need to take in chang-
ing the culture? Identify and describe at least two.
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Organizational Context:
Reward Systems

Learning Objectives

¢ Discuss the theoretical background on money as a reward.
e Present research evidence on the effectiveness of pay.
¢ Describe some of the traditional methods of administering pay.

¢ Relate some forms of “new” pay and their value in helping attract and retain
talented employees.

e Explain how recognition is used as an organizational reward.
¢ Discuss the role of benefits as organizational rewards.

Although reward systems are not necessarily found in the first part of organizational behav-
ior textbooks, it is placed here for two very important reasons. First, in the social cognitive
theory presented in Chapter 1 as the conceptual framework for this text, the environment
variable in the triadic reciprocal interaction model (along with the personal/cognitive and
organizational behavior itself) consists of both the external and organizational contexts.
The last chapter covered the structural design and culture of the organization, and espe-
cially in a social cognitive approach, the reward system covers the remaining major con-
textual variable for organizational behavior. Specifically, in social cognitive theory, reward
consequences or contingencies play an important role in organizational behavior. For
example, Bandura has noted that human behavior cannot be fully understood without con-
sidering the regulatory influence of rewards,* and basic research has found that reward sys-
tems have a significant impact on employees’ perception of organizational support and
leadership.? Although behavioral management is not covered until the last part of the book
(Chapter 12), it can be said now that the organization may have the latest technology, well-
designed structures, and a visionary strategic plan, but unless the people at all levels are
rewarded, all these other things may become hollow and not be carried out for performance
improvement. One way to put this importance of organizational rewards as simply as pos-
sible is to remember: you get what you reward!®

The second major reason for putting organizational reward systems up front is to empha-
size the emerging importance of human capital introduced in Chapter 1. Because intellectual/
human capital is now recognized as being central to competitive advantage in the new para-
digm environment, attention must be given to rewarding this capital to sustain/retain it and
leverage it.* Since humans represent such a significant cost to organizations, as the accom-
panying OB in Action: Now It’s Getting Personal indicates, more attention is being given to
analyzing the return on this human capital. The importance of reward systems is now recog-
nized as being a vital dimension of the organizational environment, and that is why it is



OB in ACtiOH: Now It’s Getting Personal

Imagine that your company’s human resources depart-
ment does away with standard salaries, one-size-fits-all
benefits, and the usual raft of yawn-inducing seminars.
Instead, HR execs huddle over computer programs that
slice and dice data on you and your cube-mates—controlling
for age, tenure, educational background, commute time,
residential Zip Code, even the age and condition of the
office you work in. The aim is to predict your behavior,
ascertaining exactly how to cut costs without sabotaging
morale—as well as which incentives would spike your pro-
ductivity the most. Could they pay you 20% less but give
you a three-month sabbatical every two years, cementing
your allegiance and jolting your output? If they dumped
your 401(k) match, would you bolt from your job or barely
notice? Does your boss's managerial touch inspire you or
undermine your ability to produce? And what if, instead
of parking you in a lecture in some stuffy hotel ballroom,
you got a customized seminar that unleashed your ability
to lock in 20% more in annual sales?

This may seem the stuff of corporate sci-fi—but it's
actually here. A growing vanguard of HR heads are
quickly embracing a new discipline, human capital man-
agement, that attempts to capture new gains from
workers just as Six Sigma squeezed new efficiencies from
factories. Some of the most groundbreaking work is
coming from Mercer Human Resource Consulting, which
is pioneering its new statistical modeling technology
with clients including Quest Diagnostics, FleetBoston
Financial, and First Tennessee. These kinds of analyses
are helping a lengthening list of blue chips figure out
exactly what kind of a return on investment they are
getting from the millions of dollars they spend on their
workforces. “This is the new thinking in new HR,” says
Kurt Fischer, vice-president of HR at Corning Inc. “Here's
what we're spending. What are we getting for it?”

Caught in the profits crunch, companies crippled by
anemic growth are desperate to energize earnings. Labor
costs, which account for an average 60% of sales, repre-
sent a huge opportunity. Instead of placing precise bets on
what compensation mix or management approach would
work best, companies have usually thrown “everything at
the wall, ratcheting things up slowly every year and hop-
ing some of it works,” says Dave Kieffer, head of Mercer’s
human capital group. When companies make cuts, just as
much guesswork—and potential for backlash—comes into
play. With the new technologies, companies can now
accurately measure the ROI on their people.

The growing interest in the new human capital metrics
stems from a rejection in some quarters of benchmark-
ing—the practice, promoted by many big consulting firms
and management gurus, of aping the best-performing
companies such as General Electric Co. and Microsoft

Corp. The result has been a cascade of CEOs copying
everything Jack Welch and Bill Gates did—with many of
them failing. Some developed a mania for rank-and-yank
performance reviews, without ascertaining if tenure actu-
ally enhanced productivity. Others adopted flexible, just-
in-time workforces that they could switch off and on like
a spigot, without assessing the drag on productivity part-
timers could cause.

The perils of this kind of blind benchmarking were
evident at one major hospital chain, where the CFO
bragged that his aggressive use of part-timers was sav-
ing the company $5 million a year. Each time the CFO
found a rival with a lower ratio of full-timers, he would
ax more at his own hospitals—to the point where one
facility was being run by a staff of 80% part-timers. Not
surprisingly, those employees were often clueless about
local hospital practices and wound up wasting the time
of the full-time staff. What Mercer’s analysis showed was
that the use of so many part-timers was actually costing
the company $25 million in reduced productivity—3% of
annual revenues. By hiking the ratio of full-timers back
up to 63%, the chain regained 18% in overall productiv-
ity within two months.

This points to one big difference between the new
human capital management and old-era HR: Instead of
looking outside to others for cookie-cutter answers, the
new thinking argues that it's better to look at the com-
pany’s internal labor market. One blue-chip beverage
maker assumed its longest-tenured drivers were the most
productive. After a time-series analysis—controlling for
factors such as older drivers getting their pick of the best
routes—the company realized that once its drivers hit the
nine-year mark, productivity plummeted even as their pay
rose. In this case the company reassigned the drivers to less
physically taxing jobs. The new human capital initiatives
can provide valuable insights. After studying its ranks, First
Tennessee realized that bank customers reacted far more
favorably to experienced employees than it did to new
hires. That meant that no matter how many college grads
the bank hired nor how many experienced pros it brought
in, it could not beat the tens of millions more in annual
sales it could reap merely by increasing retention of cur-
rent workers by at least one year.

In another such analysis, a blue-chip technology com-
pany learned that its pay structure was penalizing the
highest performers and rewarding the weakest; lacklus-
ter employees were clustered in a cash-cow unit, while
superstars were toiling in a still-profitless upstart divi-
sion. “Most companies are just cutting without this kind
of analysis,” says Kieffer. That’s not likely to last, as more
and more businesses realize how much they’re spending
on something about which they know so little.
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included here to conclude the introductory environmental context for the study and applica-
tion of organizational behavior.

Certainly the tendency with most people, and often in actual organizational practice, is
to equate organizational reward systems only with money. Obviously, money is the domi-
nant reward and will be given first and foremost attention in this chapter. The theory,
research, and analysis of all the ways money can be administered by today’s organizations
is given detailed attention. However, this is followed by the potentially powerful, and
importantly much less costly, recognition rewards system.® Finally, the costly, but often not
effective, use of benefits is presented.

PAY: THE DOMINANT ORGANIZATIONAL REWARD

Organizations provide rewards to their personnel in order to try to motivate their perfor-
mance and encourage their loyalty and retention. Organizational rewards take a number of
different forms including money (salary, bonuses, incentive pay), recognition, and benefits.
This first part examines money as the most dominant reward system in today’s organizations.

The Theoretical Background on Money as a Reward

Money has long been viewed as a reward and, at least for some people, it is more impor-
tant than anything else their organization can give them. Some surveys of employees rank
money at the top of their list of motivators® and others rank it lower. It seems to vary
widely with the individual and the industry. However, as the well-known scholar and
consultant Manfred Kets de Vries recently declared, “It’s easy to say money isn’t every-
thing as long as we have enough of it. Unfortunately, though, the typical scenario is that
the more money we have, the more we want.”” Also, commenting on money, Steven
Kerr, the well-known organizational behavior scholar and executive at both GE and
Goldman Sachs referenced in the last chapter, noted that “Nobody refuses it, nobody
returns it, and people who have more than they could ever use do dreadful things to get
more.”® By the same token, a large majority (82 percent) of employees in the United
States and worldwide (76 percent) recently indicated they would take a pay cut to pur-
sue their dream job.°

Money Can Explain Behavior

Money provides a rich basis for studying behavior at work because it offers explanations
for why people act as they do.'® For example, Mitchell and Mickel have noted that money
is a prime factor in the foundation of commerce, that is, people organize and start busi-
nesses to make money.** Money is also associated with four of the important symbolic
attributes for which humans strive: achievement and recognition, status and respect, free-
dom and control, and power.'? In fact, in most of the management literature dealing with
money, researchers have focused on money as pay and the ways in which pay affects moti-
vation, job attitudes, and retention. In particular, money helps people attain both physical
(clothing, automobiles, houses) and psychological (status, self-esteem, a feeling of
achievement) objectives. As well-known moneymaker Donald Trump has said, “Money
was never a big motivation for me, except as a way to keep score. The real excitement is
playing the game.”*® As a result of this perspective, money has been of interest to organi-
zational behavior theorists and researchers who have studied the linkages between pay and
performance by seeking answers to questions such as: How much of a motivator is money?
How long lasting is its effects? What are some of the most useful strategies to employ in
using money as a motivator?**
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Money has also played an integral role in helping develop theories of organizational
behavior. For example, if employees are interested in money, how much effort will they
expend in order to earn it, and how much is “enough”? It is like the philosopher Arthur
Schopenhauer once said, “Wealth is like seawater, the more we drink the thirstier we
become.”*® Moreover, if people work very hard but do not receive the rewards they expect,
how much of a dampening effect will this have on their future efforts? Answers to these
types of questions have helped develop some of the most useful theories of motivation,
which will be covered in Chapter 6.

An Agency Theory Explanation

Another important perspective on money as a reward is provided by agency theory, a
widely recognized finance and economics approach to understanding behavior by individ-
uals and groups both inside and outside the corporation. Specifically, agency theory is con-
cerned with the diverse interests and goals that are held by a corporation’s stakeholders
(stockholders, managers, employees) and the methods by which the enterprise’s reward
system is used to align these interests and goals. The theory draws its name from the fact
that the people who are in control of large corporations are seldom the owners; rather, in
almost every case, they are agents who are responsible for representing the interests of the
owners.

Agency theory seeks to explain how managers differ from owners in using pay and other
forms of compensation to effectively run the organization. For example, the owners of a
corporation might be very interested in increasing their own personal wealth, and so they
would minimize costs and work to increase the stock value of the enterprise. In contrast,
their agents, the managers, might be more interested in expending corporate resources on
activities that do not directly contribute to owner wealth. Agency theory also examines the
role of risk and how owners and managers may vary in their approach to risk taking. For
example, owners may be risk aversive and prefer conservative courses of action that mini-
mize their chances of loss. Managers may be greater risk takers who are willing to accept
losses in return for the increased opportunity for greater profits and market share; when
their decisions are incorrect, the impact may be less than it would be on the owners and thus
not greatly diminish their willingness to take risks.'® Finally, agency theory examines the
differences in time horizons between owners and managers. Owners may have longer time
horizons because their goal is to maximize their value over time. Managers may have much
shorter time horizons because their job tenure may require good short-term results, in addi-
tion to the fact that their bonuses or merit pay may be tied closely to how well they (or the
corporation) performed in the last four quarters.

This last point about managers trying to look good in the short run is given as one of the
major reasons for the recent economic crisis. For example, Cascio and Cappelli conclude
in their analysis, referred to in the last chapter, by noting that even one of the founding
fathers of agency theory recognized that “Where questionable ethics intersect with com-
pany and individual incentives, managers may end up cheating on practices such as budg-
eting because it makes their lives easier.”” They go on to note that “every scandal has
involved executives pushing the financial and accounting envelope to the point of breaking
to inflate profits, cover losses and make their own performances better.”*” There are also
other analyses critical of agency theory predictions such as the spectacular rise and sudden
fall of Nortel (the large multinational Canada-headquartered telecommunications com-
pany) that illustrates “excesses of actors within, and contradictions of the system of corpo-
rate governance implied by the agency model.”*® Despite these limitations, there is still
considerable evidence that agency theory provides useful insights into pay as a reward.®
This becomes increasingly clear when research on the effectiveness of pay is examined.
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Research on the Effectiveness of Pay

Despite the tendency in recent years to downgrade the importance of pay as an organiza-
tional reward, there is ample evidence that money can be positively reinforcing for most
people?® and, if the pay system is designed properly to fit the strategies,?* can have a posi-
tive impact on individual, team, and organizational performance.?? For example, many
organizations use pay to motivate not just their upper-level executives but everyone
throughout the organization. For example, recently in the oil industry where personnel are
extremely well paid, the CEO of Exxon Mobil was compensated $16.7 million,® new
petroleum engineering graduates earned about $80,000, and experienced “roughnecks” out
on the offshore rigs earned around $100,000.2* Moreover, these rewards may not always
have to be immediately forthcoming. Many individuals will work extremely hard for
rewards that may not be available for another 5 or 10 years. As Kerr has noted:

Such attractive rewards as large salaries, profit sharing, deferred compensation, stock grants
and options, executive life and liability insurance, estate planning and financial counseling,
invitations to meetings in attractive locations, and permission to fly first class or use the com-
pany plane, are typically made available only to those who reach the higher organizational
levels. Do such reward practices achieve the desired results? In general, yes. Residents and
interns work impossible hours to become M.D.s, junior lawyers and accountants do likewise
to become partners, assistant professors publish so they won’t perish, and Ph.D. students
perform many chores that are too depressing to recount here to obtain their doctorates.?

Additionally, not only is money a motivator, but, as was said in the introductory com-
ments, the more some people get, the more they seem to want. The idea here is that once
money satisfies basic needs, people can use it to get ahead, a goal that is always just out of
their reach, so they strive for more. Conversely, there is evidence that shows that if an
organization reduces its pay, morale may suffer. So pay may need to continue to escalate.
One researcher, for example, interviewed more than 330 businesspeople and found that
employee morale can be hurt by pay cuts because the employees view this is an “insult” that
impacts on their self-worth and value to the organization.?® There is recent basic research
indicating that reward systems have a strong influence on employee trust in the work-
place.?” In other words, employee morale and other psychological variables such as trust
are very fragile, and when employees feel they are not being compensated fairly, this can
impact on their performance and hurt the bottom line. Even in the midst of the recent finan-
cial crisis, a large sample of firms indicated they were taking deliberate measures to reward
their people with special bonuses and stock awards to boost their morale and confidence.?®

There is also considerable evidence showing that money means different things to dif-
ferent people.?® Moreover, sometimes these “individual differences” end up affecting
group efforts. For example, one study examined pay and performance information among
baseball players.®® With statistical methods used to control for such things as total team
payroll, team talent, and market size,®! the data were analyzed from 1,644 players on 29
teams over a nine-year period. It was found that, all other things being equal, the greater the
pay spread on a team, the more poorly the players performed. These findings led to the con-
clusion that pay distributions have significant negative effects on player performance.

Perhaps a better gauge of the effect of pay on performance of baseball teams may be
total payroll. This reflects the overall salaries of the players; and if pay is indeed a motiva-
tor, would not a well-paid group outperform their less-well-paid counterparts? Again in
application to baseball, for example, the New York Yankees have had the highest payroll in
recent years, and their performance in these years has been very good. Compensation
expert Edward Lawler echoes these sentiments, noting that there is a strong relationship
between the total payroll of teams and how many games they win. “In a world of free
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agency, it takes a high payroll to attract and retain top talent. Thus, teams with the highest
payrolls usually end up in the World Series.”®? Additionally, Lawler has argued that the
rewarding of team performance is more important than the size of the pay differences
among the individual players.

The question of pay ranges and their impact on productivity is one that merits more con-
sideration as organizations seek to determine the effectiveness of pay on performance. A
case in point is the huge pay package most CEOs of large firms receive, but the perfor-
mance of their firms certainly did not justify the millions of dollars of compensation. The
result of such disparities is that a growing number of corporate shareholders are demand-
ing that the chief executive officer pay be tied to a multiple of the lowest worker’s pay, thus
controlling the range between the lowest and highest paid person in the organization.>® A
public poll indicated that a vast majority (87 percent) believe that executives “had gotten
rich at the expense of ordinary workers.”3*

Although money was probably overemphasized in classical management theory and
motivation techniques, the pendulum now may have swung too far in the opposite direc-
tion. Money remains a very important but admittedly complex potential motivator. In terms
of Maslow’s well-known hierarchy of needs covered in Chapter 6, money is often equated
only with the most basic requirements of employees. It is viewed in the material sense of
buying food, clothing, and shelter. Yet, as indicated in the earlier comments, money has a
symbolic as well as an economic, material meaning. It can provide power and status and
can be a means to measure achievement. In the latter sense, as Chapter 12 will discuss in
detail, a recent meta-analysis of 72 studies found money to be a very effective positive rein-
forcement intervention strategy to improve performance.®

Beyond Maslow, more sophisticated analyses of the role of money are presented in cog-
nitive terms. For example, a number of years ago some organizational psychologists con-
cluded, based on their laboratory studies, that the use of extrinsic rewards such as money
decreased the intrinsic motivation of subjects to perform a task.*® Extrinsic and intrinsic
motivation will be given specific attention in Chapter 6, but for now it is sufficient to know
that the intrinsic motivation was usually measured in the laboratory by time spent on a task
following the removal of the reward. However, through the years, there have been many
criticisms of these studies, and a meta-analysis of 96 experimental studies concluded that
“overall, reward does not decrease intrinsic motivation.”*” Although these studies used
other rewards besides money, and the controversy still continues between the behavioral
and cognitive schools of thought as outlined in Chapter 1, it is becoming clear that the real
key in assessing the use of monetary rewards is not necessarily whether they satisfy inner
needs but rather how they are administered.

In order for money to be effective in the organizational reward system, the system must
be as objective and fair as possible®® and be administered contingently on the employee’s
exhibiting critical performance behaviors.®® This has been made particularly clear by Kerr,
who notes that an effective pay system for rewarding people has to address three consider-
ations. First, the organization must ask itself what outcomes it is seeking. Examples include
higher profits, increased sales, and greater market share. Second, the enterprise must be
able to measure these results. Third, the organization must tie its rewards to these outcomes.
The problem for many of today’s organizations is that they do still not know what they want
to achieve or are unable to measure the results.*

Traditional Methods of Administering Pay

Traditionally, organizations have used two methods of administering pay: base pay and merit
pay. These methods are then sometimes supplemented by pay-for-performance plans and “new
pay” programs that extend, and in some cases radically revise, the traditional approaches.
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Base Pay Approach

Base wages and salary is the amount of money that an individual is paid on an hourly,
weekly, monthly, or annual basis. For example, a person working on a part-time basis may
earn $12.00 an hour. This is the hourly wage for that position. Most managers are paid on
an annual salary basis, and the sum is broken down into weekly, biweekly, or monthly
amounts. As another example, a new college graduate may be offered $36,000, which
comes to just over $692 a week before taxes and other deductions.

Base pay is often determined by market conditions. For example, graduating engineers
may be paid $55,000 annually whereas engineering managers with 10 years of experience
earn $110,000. If base pay is not in line with the market rate, organizations may find that
they are unable to hire and retain many of their personnel. At the same time, one of the
major problems with base pay forms of compensation is that they tend to be most compet-
itive at the entry level and are often less competitive thereafter. So an engineering manager
who is making $105,000 may be $5,000 off the market when compared to what other engi-
neering managers within the same region and similar job requirements are making, but the
individual may also find that firms paying higher salaries prefer to develop their own man-
agement talent internally and do not hire from outside. In any event, most organizations
have some form of merit pay system that is used to give annual salary increases, thus rais-
ing the base pay and preventing personnel from getting too far out of step with the market.

Merit Pay Approach

Merit pay is typically tied to some predetermined criteria. For example, a company may
give all of its employees a cost-of-living allowance and then allocate additional funds for
those who are judged “meritorious.” The amount of merit pay can take one of two forms: a
flat sum, such as $3,000, or a percentage of the base salary, such as 6 percent. In some cases
companies use a combination of the two, such as giving everyone who qualifies for merit
pay an additional 6 percent up to a maximum amount of $5,000. This approach ensures that
those who are making lower salaries get larger percentage increases, whereas those earning
higher salaries get a flat merit raise. For example, under the combination merit pay just
described, a lower-level manager with a base salary of $50,000 will get an additional
$3,000 (6 percent of $50,000), whereas a top-level manager with a base salary of $150,000
will get $5,000.

The intent of merit pay is to reward and thus motivate and retain the star performers.
One seasoned compensation expert describes the process as follows:

Differentiation is the name of the game now when it comes to rewards. By differentiating,
companies are increasingly willing to pay more money to employees who are accomplishing
the most for the organization—at all levels in their companies. We believe that in any organi-
zation there are three kinds of employees: the middle group, which is the largest and gets the
job done; those that truly make a difference; and some small percentage at the bottom that are
not getting the job done for a variety of reasons. Make sure you take care of those that make a
difference. Make sure you take care of the middle group—pay them fairly. The bottom group
is the group you should constantly keep trading so, hopefully, you can hire more stars.**

Unfortunately, merit pay also has a number of major shortcomings. One of the prob-
lems is that the criteria for determining merit are often nebulous because the organization
does not clearly spell out the conditions for earning this pay. An example is a firm that
decides to give merit to its best employees as described above. Unless the criteria for
“best” are objectively spelled out, most of those who do not get merit money will feel left
out because they believe they are among the best. A second, and related, problem is that
it can often be difficult to quantify merit pay criteria. In particular, the work output of
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some people, production-line and salespeople being good examples, is easily measured,
but the work output of others, such as accountants, engineers, and other staff specialists,
office personnel, and managers/supervisors, may be quite difficult to objectively measure.
Recent Web-enabled employee software may help the measurement of performance. For
example, British Airways installed software that ensures a customer service rep’s time in
the break room or on personal calls doesn’t count, but customer complaint resolutions and
sales revenue are measured for merit pay.*?

A second major problem is that merit pay can end up being “catch-up” pay. For exam-
ple, everyone may be given a 2 percent across-the-board raise and then those whose pay is
extremely low are given merit to get them closer to market value. This approach is com-
mon in enterprises that suffer salary compression brought on by the need to pay higher
salaries to hire new personnel at the lower levels. Over time, the salary range between new
hires and those who have been with the organization for, say, five years may be totally
eliminated. So unless the longer-tenured employees are given more money, there is the
likelihood that they will look for jobs at companies that are willing to pay them more
based on their job experience.

In a way, merit pay is supposed to be a form of “pay for performance.” Individuals who
do superior work are given increases greater than the rest of their colleagues. However,
because of the problems of linking merit pay directly with performance, many organiza-
tions have created specific pay-for-performance plans.

Pay for Performance

There are two basic types of “pay-for-performance” plans: individual incentive plans and
group incentive plans. Individual incentive plans have been around for many years. They
were particularly popular during the height of the scientific management movement over
a hundred years ago in the form of piece rate incentive plans. For example, in those early
days a person loading iron ingots in a steel mill could earn as much as 7 cents per long
ton (2,200 pounds) under an incentive plan. As a result, a highly skilled loader could
make 50 percent more money per day than an individual who was being paid a basic day
rate.*> So individuals who were willing to work hard and had the necessary stamina
could opt for incentive pay that was determined by the amount of iron ore they were able
to load each day.

Individual Incentive Pay Plans

Like the piece rate incentive plan of the pioneering scientific managers, today’s individual
incentive plans also pay people based on output or even quality. For example, at
Woolverton Inn’s hotels, housekeepers are given a 40-item checklist for each room. Those
who meet 95 percent of the criteria over six months of random checks receive an extra
week’s salary. Most salespeople work under an individual incentive pay plan earning, for
example, 10 percent commission on all sales. At Lincoln Electric in Cleveland, Ohio, there
is an individual incentive plan in effect that, over the years, has helped some factory work-
ers earn more than $100,000 annually.**

Pay for some jobs is based entirely on individual incentives. However, because of the
risk factor, in the very turbulent economy of recent years many companies have instituted
a combination payment plan in which the individual receives a guaranteed amount of
money, regardless of how the person performs. So a salesperson might be paid 10 percent
of all sales with a minimum guarantee of $2,000 per month. Another popular approach is
to give the person a combination salary/incentive such as $26,000 plus 5 percent of all
sales. A third approach is to give the person a “drawing account” against which the indi-
vidual can take money and then repay it out of commissions. An example would be a
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salesperson who is paid a flat 10 percent of all sales and can draw against a $25,000
account. If the first couple of months of the year are slow ones, the individual will draw on
the account, and then as sales pick up the person will repay the draw from the 10 percent
commissions received.

The Use of Bonuses

Another common form of individual incentive pay is bonuses. The signing bonus is one of
the biggest incentives for athletes and upper-level managers. For example, Conseco Inc., an
insurance company, paid Gary Wendt, a former executive at General Electric, a $45 million
bonus for agreeing to join the company for at least five years as its chairman and chief exec-
utive officer. Additionally, Conseco also paid Wendt a multimillon dollar bonus at the end
of his second year based on the firm’s performance, and a minimum bonus of $2.8 million
was to be paid at the end of the fifth year.*® Although this bonus package is extremely large,
successful managers and individuals who can generate large accounts for a firm can also
expect sizable bonuses. For example, the PaineWebber Group recruited a top-producing
brokerage team from one of its competitors by offering the group a signing bonus of $5.25
million and an additional $2 million if they bring more customers to PaineWebber.*® In the
roller-coaster economy, most companies are moving to bonus pay based on performance
rather than fixed pay increases. A survey of a wide array of firms found that 10.8 percent
use bonuses compared to only 3.8 percent ten years before,*” but The Wall Street Journal
report at the end of 2008 indicated that pay raises of any kind were likely to sink in the com-
ing years.*®

The Use of Stock Options

Another form of individual incentive pay is the stock-option plan. This plan is typically
used with senior-level managers and gives them the opportunity to buy company stock in
the future at a predetermined fixed price. The basic idea behind the plan is that if the exec-
utives are successful in their efforts to increase organizational performance, the value of the
company’s stock will also rise.*® During the boom period several years ago, many firms
depended greatly on stock options to lure in and keep top talented managers and entrepre-
neurs. However, if these lucrative options were not exercised, when the economy had a
meltdown, these stock values in many cases were halved or less. For example, Oracle’s
stock was off 57 percent from its high when CEO Lawrence J. Ellison exercised his option
and lost more than $2 billion, but he still made $706 million, more than the economy of
Grenada and one of the biggest single year payoffs in history.>® More recently, there are
reports of increasing numbers of firms trying to counteract unprofitable stock options held
by top managers by exchanging the options for cash and/or issuing new options with a bet-
ter chance of becoming profitable. The organizations doing this feel it is necessary to keep
and motivate top talent, but of course the stockholders (and general public) object because
nobody makes good their losses when stocks decline.®*

Potential Limitations

Although bonuses and stock options remain popular forms of individual pay, there are
potential problems yet to be overcome. A general problem inherent in these pay plans may
have led to the excesses and ethical breakdowns experienced by too many firms in recent
years. For example, as an editor for the Financial Times observed, “If we treat managers as
financially self-interested automatons who must be lured by the carrot of stock options and
beaten with the stick of corporate governance, that attitude will become self-fulfilling.”*?
There is recent research evidence supporting such observations. A study found that the
heads (CEOs) of corporations holding stock options leads to high levels of investment
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outlays and brings about extreme corporate performance (big gains and big losses). The
results thus indicate that stock options prompt CEOs to take high-variance risks (not sim-
ply larger risks), but importantly it was also found that option-loaded CEOs deliver more
big losses than big gains.>®

In addition to these underlying problems, another obstacle is that reward systems such
as pay for performance are practical only when performance can be easily and objectively
measured. In the case of sales, commissions can work well. In more subjective areas such
as most staff support jobs and general supervision, they are of limited, if any, value. A sec-
ond problem is that individual incentive rewards may encourage only a narrow range of
behaviors. For example, a salesperson seeking to increase his or her commission may spend
less time listening to the needs of the customer and more time trying to convince the indi-
vidual to buy the product or service, regardless of how well it meets the buyer’s needs. Also,
there may be considerable differences along customer and industry lines with salespeople
operating under the same incentive plan. For example, the New York Times sales force had
considerable heterogeneity among clients that resulted in substantial earnings inequity and
failure to pay for performance. When the plan was restructured and customized for each
area, the sales force perceived the new plan as fairer and more motivational.>*

Finally, especially in light of the ethical issues brought out in the recent economic crisis,
the pay for performance, unfortunately, does not add the qualifier, pay for performance
with integrity. As explained by a recent analysis of executive compensation:

The omission—evident from compensation committee reports in top companies’ proxy
statements—is striking. Corporations, after all, face unceasing pressures to make the numbers
by bending the rules, and an integrity miss can have catastrophic consequences, including
indictments, fines, dismissals, and collapse of market capitalization. Furthermore,
performance with integrity creates the fundamental trust—inside and outside the company—
on which corporate power is based. A board should explicitly base a defined portion of the
CEO’s cash compensation and equity grants on his or her success in handling the foundational
task of fusing high performance with high integrity at all levels of the company.>®

Bonuses are also proving unpopular in some situations such as educational compensa-
tion. Delegates to the National Education Association convention, for example, recently
rejected the idea of linking job performance to bonuses. One reason is that the association
believes that a bonus system will discourage people from teaching lower-ability students or
those who have trouble on standardized tests, as bonuses would be tied to how well students
perform on these tests.*® Finally, individual incentive plans may pit employees against one
another that may promote healthy competition, or it may erode trust and teamwork.>” One
way around this potential problem is to use group incentive plans.

Group Incentive Pay Plans

As Chapter 11 will discuss in detail, there has been a growing trend toward the use of
teams. There is increasing evidence that teams and teamwork can lead to higher productiv-
ity, better quality, and higher satisfaction than do individuals working on their own.>® As a
result, group incentive pay plans have become increasingly popular.%® One of the most
common forms of group pay is gain-sharing plans.®® These plans are designed to share
with the group or team the net gains from productivity improvements. The logic behind
these plans is that if everyone works to reduce cost and increase productivity, the organiza-
tion will become more efficient and have more money to reward its personnel.

The first step in putting a gain-sharing plan into effect is to determine the costs associ-
ated with producing the current output. For example, if a computer manufacturer finds that
it costs $30 million to produce 240,000 printers, the cost per printer is $125, and these data
will be used as the base for determining productivity improvements. Costs and output are
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then monitored, while both the workers and the managers are encouraged to generate cost-
saving ideas and put more effort into producing more with better quality. Then, at some pre-
determined point, such as six months, costs and output are measured and productivity
savings are determined. For example, if the firm now finds that it costs $14 million to pro-
duce 125,000 printers, the cost per unit is $112. There has been a savings of $13 per printer
or $1,625,000. These gain-sharing savings are then passed on to the employees, say, on a
75:25 basis.

A number of organizations use gain-sharing in one form or another. At Owens Corning,
for example, the company has instituted a gain-sharing plan designed to reduce costs and
increase productivity in the production of fiberglass. Savings in the manufacturing cost per
pound are then shared with the employees. In another example, Weyerhaeuser, the giant
forest and paper products company, employs what it calls “goalsharing™ in its container
board packaging and recycling plants. The company’s objective is to enlist the workforce in
a major performance improvement initiative designed to achieve world-class performance
by reducing waste and controllable costs and increasing plant safety and product quality.
Although the research evidence to date is somewhat mixed and complex, there is definitive
evidence that gain-sharing plans can have a significant impact on employee suggestions for
improvement.®*

Another common group incentive plan is profit sharing. Although these plans can take
a number of different forms, typically some portion of the company’s profits is paid into a
profit-sharing pool, and this is then distributed to all employees. Sometimes this is given to
them immediately or at year-end. Some plans defer the profit share, put it into an escrow
account, and invest it for the employee until retirement. To date, research on the impact of
profit sharing on performance via improved employee attitudes has been mixed. However,
one study of engineering employees did find that favorable perceptions of profit sharing
served to increase their organizational commitment (loyalty).®?

A third type of group incentive plan is the employee stock ownership plan or ESOP.
Under an ESOP the employees gradually gain a major stake in the ownership of the firm.
The process typically involves the company taking out a loan to buy a portion of its own
stock in the open market. Over time, profits are then used to pay off this loan. Meanwhile
the employees, based on seniority and/or performance, are given shares of the stock, a key
component of their retirement plan. As a result, they eventually become owners of the com-
pany. However, because new accounting rules require more oversight, many companies
such as Kodak, Aetna, and Time Warner are reducing the number of employees who are eli-
gible to receive ownership in their firm as part of the incentives package.®® Also, when the
media company Tribune recently filed for bankruptcy, it exposed the risks to employees
who had bought into the ESOP, especially retirees and those who were promised deferred
compensation.®*

Potential Limitations

As noted earlier, group incentives plans are becoming increasingly popular. However, they
may have a number of shortcomings. One is that they often distribute rewards equally, even
though everyone in the group may not be contributing to the same degree. So all of a team
or defined group may get a gain-sharing bonus of $2,700, regardless of how much each did
to help bring about the productivity increases and/or reduced costs. A second shortcoming
is that these rewards may be realized decades later as in the case of an employee’s profit
sharing or ESOP that is placed in a retirement account. So their motivational effect on day-
to-day performance may, at best, be minimal. A third shortcoming is that if group rewards
are distributed regularly, such as quarterly or annually, employees may regard the payments
as part of their base salary and come to expect them every year. If the group or firm fails to
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earn them, as has been the case in recent years, motivation and productivity may suffer
because the employees feel they are not being paid a fair compensation.

Realizing that base pay, merit pay, and both individual and group forms of incentive pay
all have limitations, organizations are now beginning to rethink their approach to pay as an
organizational reward and formulate new approaches that address some of the challenges
they are facing in today’s environment.®® For example, especially labor-intensive firms such
as Marriott Hotels, which annually pays billions to their people, have undergone an exam-
ination of their reward systems to align with associates’ needs, improve attraction and
retention, enhance productivity, and in general increase the return invested in people.®® The
result has been the emergence of what are sometimes called “new pay” techniques.

New Pay Techniques

As noted earlier in this section, the standard base-pay technique provides for minimum
compensation for a particular job. It does not reward above-average performance nor penal-
ize below-average performance. Pay-for-performance plans correct this problem. In fact, in
many cases, such as those in which pay is tied directly (i.e., contingently) to measured per-
formance, pay-for-performance plans not only reward high performance but also punish
low performance. Sometimes, of course, these plans are unfair in the sense that some jobs
may be easy to do or carry very high incentives, thus allowing employees to easily earn
high rates of pay, whereas in other cases the reverse is true. Similarly, in a group incentive
arrangement in which all members are highly productive, the personnel will maximize their
earnings, but in groups where some individuals are poor performers, everyone in the group
ends up being punished.

Despite the downside to some of these pay-for-performance plans and the fact that they
have been around for many years, they have become quite popular and can be considered
new pay techniques. Examples include especially the group or team incentives such as
gain-sharing, profit sharing, employee stock-ownership plans, and stock-option plans.
Although recently the extremely high incentive pay packages are under attack by unions,
shareholders, and the general public (e.g., there have been resolutions banning stock
options for senior executives at firms such as American Express and AOL Time Warner),
surveys have found that a large majority of Fortune 1000 firms are using them.®’
Additionally, as organizations undergo continual changes brought about by technology,
globalization, legislation, and the economic crisis, many enterprises are rethinking and
redesigning their pay plans to reflect the demands of the new environment. For example,
attention has been given to the role that reward systems play in both knowledge manage-
ment®® and globalization.®® What is emerging are the so-called new pay approaches. The
following is a brief summary of some of these.”

1. Commissions beyond sales to customers.  As with all of these new pay plans, the com-
missions paid to sales personnel are aligned with the organization’s strategy and core
competencies. As a result, besides sales volume, the commission is determined by cus-
tomer satisfaction and sales team outcomes such as meeting revenue or profit goals.

2. Rewarding leadership effectiveness.  This pay approach is based on factors beyond just
the financial success of the organization. It also includes an employee-satisfaction mea-
sure to recognize a manager’s people-management skills. For example, at Nationwide
Insurance, management bonuses are tied to their people’s satisfaction scores.

3. Rewarding new goals. In addition to being based on the traditional profit, sales, and
productivity goals, rewards under this approach are aimed at all relevant employees
(top to bottom) contributing to goals such as customer satisfaction, cycle time, or qual-
ity measures.
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4. Pay for knowledge workers in teams. With the increasing use of teams, pay is being
linked to the performance of knowledge workers or professional employees who are
organized into virtual, product development, interfunctional, or self-managed teams. In
some cases, part of this pay is initially given to individuals who have taken additional
training, the assumption being that their performance will increase in the future as a
result of their newly acquired knowledge or skills.”*

5. Skill pay. This approach recognizes the need for flexibility and change by paying
employees based on their demonstrated skills rather than the job they perform. Although
it is currently used with procedural production or service skills, the challenge is to apply
this concept to the more varied, abstract skills needed in new paradigm organizations
(e.g., design of information systems, cross-cultural communication skills).

6. Competency pay. This approach goes beyond skill pay by rewarding the more abstract
knowledge or competencies of employees, such as those related to technology, the inter-
national business context, customer service, or social skills.

7. Broadbanding. This approach has more to do with the design of the pay plan than do
the others. Formally defined as a compensation strategy, broadbanding “is the practice
of collapsing the traditional large number of salary levels into a small number of salary
grades with broad pay ranges.”’? So, for example, rather than having three levels of
supervisors whose salary ranges are $25,000 to $40,000, $35,000 to $55,000, and
$50,000 to $80,000, the company will have one supervisory salary grade that extends
from $25,000 to $80,000. This allows a manager to give a salary increase to a supervi-
sor without having to first get approval from higher management because the supervi-
sor’s salary puts the individual in the next highest salary level. Broadbanding sends a
strong message that the organization is serious about change and flexibility, not only in
the structural and operational processes but also in its reward system. Simply put, with
broadbanding the organization puts its money where its mouth is.

These new pay techniques are certainly needed to meet new paradigm challenges. If
organizations expect customer satisfaction, leadership, satisfied employees, quality, team-
work, knowledge sharing, skill development, new competencies (e.g., technical, cross-
cultural, and social), and employee growth without promotions, then they must reward these
as suggested by the new pay techniques. Once again, you get what you reward.

RECOGNITION AS AN ORGANIZATIONAL REWARD

Pay is an unquestionably important form of reward. However, it is not the only way in
which organizations can reward their people. In addition to money, forms of recognition to
identify and reward outstanding performance can be a vital, but too often overlooked, part
of the organizational reward system. When people are asked what motivates them, money
is always prominently featured on their list. However, both formal organizational recogni-
tion and social recognition used systematically by supervisors and managers is very impor-
tant to their people and their day-to-day behaviors and performance effectiveness. For
example, there is considerable research evidence that social recognition (in formal
acknowledgment, attention, praise, approval, or genuine appreciation for work well done)
has a significant impact on performance at all levels and types of organizations.”

Recognition versus Money

There are a number of reasons why recognition may be as important as, or even more
important than, money as a reward for today’s employees. One of the most obvious is that
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enterprises typically have pay systems that are designed to review performance and give
incentive payments only once or twice a year. So if someone does an outstanding good job
in July, the manager may be unable to give the person a financial reward until after the
annual performance review in December. Nonfinancial rewards, on the other hand, such as
genuine social recognition, can be given at any time. It is these more frequent nonfinancial
rewards that have a big impact on employee productivity and quality service behaviors.

Recognition rewards can take many different forms, can be given in small or large
amounts, and in many instances are controllable by the manager. For example, in addition
to social recognition and formal awards, a manager can give an employee increased respon-
sibility. The human resource manager for Orient-Express Hotels, Inc. notes, “I’'m a big
believer in empowerment. | always tell employees, ‘I’m the HR expert; you’re the expert at
what you do.” | put the power in their hands and say ‘I trust you.” That pays off.”’* The
employee may find this form of recognition motivational, and the result is greater produc-
tivity and quality service to customers. As a follow-up, the manager can then give this
employee even greater responsibility. Unlike many financial forms of reward, there is no
limit to the number of people who can receive this type of reward or how often it is given.
One expert on rewards puts it this way:

You can, if you choose, make all your employees . . . eligible for nonfinancial rewards. You
can also make these rewards visible if you like, and performance-contingent, and you needn’t
wait for high level sign-offs and anniversary dates, because nonfinancial rewards don’t derive
from the budget or the boss, and are seldom mentioned in employment contracts and collec-
tive bargaining agreements. Furthermore . . . if you inadvertently give someone more
freedom or challenge than he can handle, you can take it back. Therefore, organizations can
be bold and innovative in their use of nonmonetary rewards because they don’t have to live
with their mistakes.”

Research shows that there are many types of recognition that can lead to enhanced per-
formance and loyalty.”® One of these that is receiving increased attention is recognition of
the fact that many employees have work and family responsibilities and when the organi-
zation helps them deal with these obligations, loyalty increases. This finding is particularly
important in light of findings such as a survey that found 25 percent of the most sought
after employees (highly educated, high-income professionals) reported they would change
jobs for a 10 percent increase in salary and 50 percent would move for a 20 percent raise.’’

These data are not an isolated example. Another survey of the attitudes and experiences
of a large number of employees in business, government, and nonprofit organizations
around the United States revealed the following: (1) only 30 percent feel an obligation to
stay with their current employer; (2) individuals who are highly committed to their organi-
zation tend to do the best work; (3) workers who are discontent with their jobs are least
likely to be productive; (4) employees in large organizations (100 or more people) tend to
be less satisfied than their peers in small enterprises; (5) lower-level employees are less sat-
isfied than those in higher-level positions; and (6) the things that the respondents would like
their companies to focus on more include being fair to employees, caring about them, and
exhibiting trust in them.”®

Recognizing creativity is becoming increasingly necessary for competitive advantage.
One recent estimate is that professionals (e.g., software developers and other knowledge
workers) whose primary responsibilities include innovating, designing, and problem solv-
ing (i.e., the creative class), make up an increasing percentage of the U.S. workforce. To get
peak performance from its creative workforce, the widely respected and successful soft-
ware company SAS rewards excellence with challenges, values the work over the tools, and
minimizes hassles.”
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Although research on the complexities of the relationship of satisfaction and commit-
ment with outcomes will be given attention in Chapter 5, it is interesting to note here that
groups such as the National Association for Employee Recognition have concluded that
practicing human resource professionals and managers still seem to underestimate how
useful recognition can be in motivating employees to achieve goals. Moreover, recognition
as a reward does not have to be sophisticated or time consuming. In fact, many firms that
are now working to improve their recognition systems all use fairly basic and easy-to-
implement programs. Steps such as the following need to be set up to effectively manage a
formal and informal recognition program:®°

1. When introducing new recognition procedures and programs, take advantage of all com-
munication tools including Intranet and other knowledge-sharing networks—Ilet every-
one know what is going on.

2. Educate the managers so that they use recognition as part of the total compensation
package.

3. Make recognition part of the performance management process, so that everyone begins
to use it.

4. Have site-specific recognition ceremonies that are featured in the company’s communi-
cation outlets such as the weekly newsletter and the bimonthly magazine.

5. Publicize the best practices of employees, so that everyone knows some of the things
they can do in order to earn recognition.

6. Let everyone know the steps that the best managers are taking to use recognition
effectively.

7. Continually review the recognition process in order to introduce new procedures and
programs and scrap those that are not working well.

8. Solicit recognition ideas from both employees and managers, as they are the ones who
are most likely to know what works well—and what does not.

Examples of Effective Formal Recognition Systems

Chapter 12 on behavioral performance management focuses on social recognition as an
effective contingent reinforcer that supervisors/managers can use as a style in interpersonal
relations. Research has clearly demonstrated that this improves employee performance.®!
In this chapter on the role rewards play in the organizational context, formal recognition
programs implemented by organizations are the primary focus, along with money and ben-
efits (covered next). Formal recognition is a vital part of the reward system that makes up
the environmental component of the social cognitive framework for understanding and
effectively managing organizational behavior (see Chapter 1).

Today there are a wide number of formal recognition systems that are being effectively
used by organizations nationwide. Many of these are the result of continual modification,
as organizations have altered and refined their reward systems to meet the changing needs
of their workforce. However, all effective programs seem to have two things in common.
First, they are designed to reward effective employee performance behavior and enhance
employees’ satisfaction and commitment. In other words, effective recognition systems
lead to improved employee performance and retention. Second, they are designed to meet
the specific and changing needs of the employees. Simply put, a recognition system that
worked in the past or in one enterprise may have little value in another. This is why many
firms have gone through a trial-and-error approach before they have settled into a unique
system that works best today for their employees. Thus, recognition programs often vary
widely from company to company—and many of them are highly creative. For example,
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one expert on implementing recognition systems offers the following creative, but practi-
cal, suggestions:®2

1. Select a pad of Post-it Notes in a color that nobody uses and make it your “praising pad.”
Acknowledge your employees for work well done by writing your kudos on your prais-
ing pad.

2. Hire a caterer to bring in lunch once a week. Besides showing your respect and appreci-
ation, this encourages mingling and the sharing of information, knowledge, ideas, and
innovative solutions.

3. To get a team motivated during an important project, have them design a simple logo for
the assignment. This will give the team not only a sense of camaraderie and cohesion,
but also group identification and focus.

These tidbits represent useful suggestions, but many companies have gone much further
by designing formal recognition systems that align their overall objectives (increased pro-
ductivity, reduced cost, better-quality products and customer service, and even higher prof-
itability) and employee performance behaviors. For example, at Dierbergs Family Market,
a supermarket chain in Missouri, the firm has created what it calls the “Extra Step” pro-
gram. This formal recognition program is designed to reward employees who are proactive
in meeting customer needs. The objective of the program is twofold: make the company a
place where employees love to work and keep customers coming back. In achieving this,
the company rewards workers who go out of their way to do things for customers. For
example, in one case, a customer left some of her purchases at one of the stores during a
snowstorm. The store manager did not want any of the employees going out in the
inclement weather, so he called a cab and paid the driver to deliver the packages she had
left behind. In another case, an employee on his way to work recognized a good customer
trying to change a flat tire. He went over, introduced himself as working for Dierbergs, and
changed the tire for the customer.

These “extra steps” are rewarded by Dierbergs in a number of ways, including gift cer-
tificates, movie passes, and even lunch with the chief executive officer. They also help the
company achieve its objectives of increased revenues through word-of-mouth advertising
(the best form, at no cost) and repeat business, customer satisfaction, and employee pro-
ductivity and retention. Customer feedback has been overwhelmingly complimentary, and
the firm’s turnover rate has rapidly declined, in an industry where labor turnover is
extremely high. For its efforts, Dierbergs was given an Award for Best Business Practices
for Motivating and Retaining Employees.

Dierbergs is not alone. A growing number of firms are finding that well-structured and
implemented employee recognition reward systems yield very positive cost-benefit results.
In particular, formal recognition systems have become important in the hotel and restaurant
industry, where annual turnover rates of 100 percent are typical. Firms that have imple-
mented recognition systems have experienced dramatic improvement in retention of their
best employees. For example, at the Hotel Sofitel Minneapolis the director of human
resources has reported that thanks to the organization’s recognition system, annual turnover
has declined significantly. One of the most successful plans in its system is called the
Sofitel Service Champions. This program is inexpensive to monitor and all employees par-
ticipate. It works this way: When employees do something noteworthy, they are given a lit-
tle slip of paper by a customer or a manager. This resembles a French franc (that goes with
the Hotel’s French theme), and when an employee gets three of these francs, he or she
receives a $35 gift certificate that can be redeemed at one of the hotel’s restaurants. Seven
francs can be exchanged for dinner at one of the restaurants or a $35 gift certificate
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redeemable at any area store or restaurant. Ten francs entitles the person to a day off with
pay or a $50 gift certificate that can be used in any store or restaurant in the area.

Another successful component in the Sofitel recognition system is the Team Member of
the Month program. These members are chosen from one of the department teams within
the hotel (e.g., housekeeping, receiving, room service, accounting, front office, etc). Each
department director fills out a nomination form with the name of the team member who is
believed to have done something outstanding that month. If chosen, the employee receives
a $50 check, a special luncheon honoring the recipient in the employee cafeteria, a picture
taken with the general manager and the direct report manager, which is placed in a display
case, and a specially designated parking spot. If a person is nominated but does not win, the
individual still remains eligible for the next three months. All monthly winners and nomi-
nees are tracked throughout the year and are eligible for the Team Member of the Year
Award. This winner is given either $500 or a trip to one of the other Sofitel Hotels in North
America.

A key success factor in such public recognition plans is that it is viewed as being fair,
and those not recognized agree that recipients are deserving. At Sofitel the recognition pro-
grams are continually changed based on input from the employees. One of the additions to
the recognition system at Sofitel is a recognition program called Department Appreciation
Days. Each month, one department is chosen to be recognized by another. The recognition
is typically something small and inexpensive, such as a jar of cookies, and has proven to be
very popular with the personnel and departments and has led to constructive, friendly com-
petition to win this award.

Other organizations use similar approaches to recognizing and praising their people.
(See the accompanying OB in Action: Some Easy Ways to Recognize Employees.) For
example, at the Fremont Hotel & Casino in Las Vegas, a large portion of the human
resource budget is set aside for recognition programs. One of these is called “Personality
with a Hustle” and is designed to encourage employees to do everything they can to proac-
tively help customers stay and play at the Fremont. Personnel who do so can end up being
nominated as employee of the month. Winners are given $100, dinner for two at any of the
company’s restaurants, two tickets to a show, a special parking spot, and an Employee of the
Month jacket. They are also eligible to win the Employee of the Year Award, which entitles
them to an extra week’s vacation, an all-expense-paid trip to Hawaii with $250 spending
money, and a dinner for two with the company’s chief executive officer.

In addition to these representative types of recognition systems, there are many other
innovative, fun recognition awards in today’s firms. At First Chicago, for example, there are
Felix and Oscar awards (based on the characters in The Odd Couple) given to employees
with the neatest and messiest work areas. At Chevron USA in San Francisco, an employee
who is recognized for an outstanding accomplishment is immediately brought to a large
treasure chest and is allowed to choose an item from the box: a coffee mug, pen-and-pencil
set, gift certificate, or movie tickets. At Goodmeasure, a management consulting firm in
Cambridge, Massachusetts, a person who does something outstanding is given an “Atta
Person” award. At Mary Kay Cosmetics, pink Cadillacs, mink coats, and diamond rings are
given to their leading sellers. At Hewlett-Packard, marketers send pistachio nuts to sales-
people who excel or who close an important sale. Salespeople at Octocom Systems in
Chelmsford, Massachusetts, receive a place setting of china each month for meeting their
quota. In a different, and for the long run perhaps questionable, approach, at Microage
Computer in Tempe, Arizona, employees who come to work late are fined, and this money
is passed out to people who arrive on time. The Commander of the Tactical Air Command
of the U.S. Air Force rewards individuals whose suggestions are implemented with bronze,
silver, and gold buttons to wear on their uniforms.®®
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Employees never seem to tire of recognition. In psycho-
logical terms, they do not seem to become satiated, or
filled up with recognition as they do, say, with food or
even money. For some, in fact, the more recognition
they get, the more they want. Fortunately, it is not diffi-
cult to recognize people, and there are many ways in
which it can be done. Some of the easiest and represen-
tative ways are the following:

1. Practice giving concentrated, focused recognition by
calling deserving employees into your office and
thanking them for doing an outstanding job. During
this interaction, focus is only on the detailed recog-
nition and nothing else, so that the effect is not
diluted by the discussion of other matters.

2. Buy a trophy and give it to the most deserving
employee in the unit or department. Inscribe the
individual’s name on the trophy, but leave room for
additional names. To help ensure fairness and
acceptance, at the end of a month, have this recipi-
ent choose the next member of the unit to be rec-
ognized and explain why this individual was chosen.

3. Recognize an employee who is located in another
locale and does not get a chance to visit the home
office very often. Deal with this “out of sight, out of
mind” problem by faxing, e-mailing, or leaving a
voice mail for the person that says “thank you for a
job well done.”

4. Write a note that recognizes an individual’s contri-

10.

11.

. When you get a raise or a promotion, acknowledge

the role that was played by your support staff by
taking all of them out to lunch. In sports, a smart
quarterback who receives all the attention for a win
will always recognize especially his line in front of
him and may even take these “unsung heroes” out
for dinner or buy them something.

. Take a picture of someone who is being congratu-

lated by his or her manager. Give a copy of the
photo to the employee and put another copy in a
prominent location for everyone to see.

. Have a senior manager come by and attend one of

your team meetings during which you recognize
people for their accomplishments.

. Invite your work team or department to your house

on a Saturday evening to celebrate their completion
of a project or attainment of a particularly impor-
tant work milestone.

. Recognize the outstanding skill or expertise of an

individual by assigning the person an employee to
mentor, thus demonstrating both your trust and
your respect.

The next time you hear a positive remark made
about someone, repeat it to that person as soon as
possible.

Stay alert to the types of praise and recognition that
employees seem to like the best and use these as
often as possible.

butions during the last pay period and attach this 1> catch people doing things right—and let them
note to the person'’s paycheck. know!

In some cases, recognition awards are delivered on the spot for a job well done. For
example, at Kimley-Horn, a big engineering firm in North Carolina, at any time, for any
reason, without permission, any employee can award a $55 recognition check ($50 plus
$5 for tax payment) paid by the company to any other employee. As the HR director
notes, “Any employee who does something exceptional receives recognition from peers
within minutes.”®* In a recent year, 6,174 such awards ($339,570) were made with very
little oversight and virtually no abuses. In another example, at Tricon, a spin-off of
PepsiCo that has become the world’s largest restaurant company in units and second
behind McDonald’s in sales, the chief executive officer gave a Pizza Hut general man-
ager a foam cheesehead for achieving a crew turnover rate of 56 percent in an industry
where 200 percent is the norm. Commenting on the event, the CEO noted, “I wondered
why anyone would be moved by getting a cheesehead, but I’ve seen people cry. People
love recognition.”® Yet, as pointed out at the beginning of this section, this powerful
reward is still being underutilized, as seen by the results of a survey in which 96 percent
of the respondents said that they had an unfulfilled need to be recognized for their work
contributions.®® As the now deceased head of the Gallup Organization Don Clifton used
to say, “I’ve never met an employee who was suffering from too much recognition.” A more
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visible and much more costly form of organizational reward system involves the benefits
that are provided to employees.

BENEFITS AS ORGANIZATIONAL REWARDS

Every permanent employee receives benefits, even though they often seem to be unaware
and not know the usually high monetary value of these benefits. For example, a recent sur-
vey indicated that 50 percent of Americans spend more time filing their taxes and doing
their holiday shopping than they do reviewing and trying to understand their benefit
choices. As one benefits expert noted, “Employees can be overwhelmed with the variety of
health care and retirement choices offered to them.”®” Even though employees may not be
aware, the fact is that benefits constitute a large percentage of most company’s expenses. In
recent years these costs have been escalating. For example, over the past decade premiums
for health coverage alone have increased well over 75 percent and the employees normally
pay only a small portion of that cost.®® Benefit costs to employers range between 30 to 35
percent of wages and salaries. So a company that is paying an employee $70,000 annually
is spending an additional $22,000 in benefits including life and health insurance, a pension
plan, mandated government benefits such as Social Security, vacation time, and so forth.

Although some managers and small business owners question the high cost of benefits,
many believe that it is money well spent because it is a vital part of the organization’s
reward system and helps attract, maintain, and retain outstanding employees. This reason-
ing is known as efficiency wage theory and holds that firms can save money and become
more productive if they pay higher wages and better benefits because they are able to hire
and leverage the best talent. This theory is particularly useful in explaining the importance
of offering benefits that appeal to and are needed by today’s employees to make them satis-
fied, stress free, and productive. For example, in recent years, with so many women in the
workforce, a growing number of companies have been helping their people deal with
family-related challenges by providing on-site day care, dual parental maternity leave, and
flexible work hours so individuals who have young children or elderly relatives who need
their assistance can deal with these issues.

In general, the benefits portion of the organizational reward system can be categorized
in a number of different ways. The following examines both the traditional and newly
emerging benefits used in today’s organizational reward system.

Traditionally Offered Benefits

Commonly offered benefits are of two types: those that must be offered because they are
required by law and those that most organizations typically have given to their personnel.
When benefits are used as part of the organizational reward system, these are standard
offerings and, for the most part, differ very little from one organization to another.

Federal Government—-Mandated Benefits

One traditional government-mandated benefit is Social Security. The initial purpose of
Social Security, officially known as the Old Age Survivors and Disability Insurance
Program, was to provide limited income to retired people to supplement such things as their
personal savings, private pensions, and part-time work earnings. Both employees and
employers are required to pay a Social Security tax. Additionally, both employees and their
employer pay Medicare taxes. In turn, this federal government-mandated program pays
both a retirement benefit and Medicare benefits, although payments will vary depending on
a number of factors such as the age at which the person elects to start receiving payments.
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Another mandated benefit is workers’ compensation. This is insurance that covers
individuals who suffer a job-related illness or accident. Employers pay the cost of this
insurance.

Other mandated programs that are offered to employees do not specify a particular ben-
efit, but they do require the employer to take specific types of actions. For example, the
Family and Medical Leave Act of 1993 covered in Chapter 2 requires all organizations with
50 or more employees to grant any worker who has been employed there for at least one
year an unpaid leave of up to 12 weeks for childbirth, the adoption of a child, to care for a
family member with a serious health problem, or because of a personal health problem.
During this period, all of the employee’s existing health benefits must remain intact, and the
individual must be allowed to return to the same or an equivalent job after the leave.

Another mandated program is the Employee Retirement Income Security Act of 1974,
which requires that if an employer sets up a pension fund for employees and deducts con-
tributions to that fund, the company must follow certain guidelines. These guidelines
restrict the firm’s freedom to take money out of the fund and provides formulas for
employee vesting (when the employee has a right to the employer’s contributions to the
fund) and portability (the employee’s ability to transfer funds to a different retirement
account). A third mandated program is the result of the Pregnancy Discrimination Act of
1978, which protects a woman from being fired because she is pregnant. A fourth program
is a result of the Economic Recovery Act of 1981, which allows employees to make tax-
deductible contributions to a pension, savings, or an individual retirement account (IRA).
All of these programs provide government-mandated benefits to employees.

Life, Disability, and Health Insurance

Another major category of traditional benefits consists of insurance coverage. Virtually all
large (but less than half of those with 10 or fewer employees) companies offer health insur-
ance to their employees and pay a major portion of the premiums for this coverage.
However, about three-quarters (and growing) of U.S. employers do require employee par-
ticipants to share the health costs via deductibles, coinsurance, copayments, and other
means.®° Life insurance is often based on the individual’s annual salary so that the premium
provides protection, for example, for two times the person’s yearly salary. Additionally,
employers often make disability insurance available for a minimum premium fee.

In recent years, even though health coverage costs are rapidly escalating, they have
become an expected benefit. Thus, firms are trying to manage for cost containment through
copayment and preferred providers in order to compete for top employees and retain the
best. In fact, many employers are expanding coverage to encompass a variety of health care
including prescription drugs, vision care products, mental health services, and dental care.
Over half of employees are enrolled in preferred provider organization (PPO) plans and
less than half have the option to join a health maintenance organization (HMO) that offers
medical and health services on a prepaid basis. This HMO approach has seemed to run its
course and now an increasing number of firms are implementing what are sometimes called
“disease management programs.” As explained:

Disease management programs are a sophisticated version of old-style preventative medicine.
Rather than rationing services through managed care, employers throw lots of early medical
attention at chronically ill workers, who absorb about 60 percent of all health dollars.®®

Another example would be the growing recognition by companies of the costs of obesity
(now estimated by the Centers for Disease Control and Prevention to affect one of three
adults). Having overweight employees not only affects a firm’s health care costs, but also
lost productivity due to absenteeism. One report estimated that obesity costs a company
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with a thousand employees an extra $395,000 per year and, for private employers in gen-
eral, obesity-related costs stemming from medical expenditures and work loss amount to
$45 billion annually.®* An increasing number of firms are trying to combat this increasing
problem through preventative programs. For example, VSM Abrasives, a sandpaper manu-
facturer in Missouri, offers cash and time-off incentives for employees who maintain or
lose weight and have saved 10-15 percent on annual insurance claims.®?

Pension Benefits

In addition to the pension benefits that are provided by Social Security, most organizations
today have also established private pension plans. Contributions are generally made by both
the employer and employee, and there are a variety of plans available. Two of the most pop-
ular are individual retirement accounts (IRAs) and 401(k) plans that allow employees to
save money on a tax-deferred basis by entering into salary-deferral agreements with the
employer. These built-up funds are then available to the employee in retirement and typi-
cally provide far more money than the monthly Social Security checks from the federal
government. Many of these plans are invested in stock and when the market goes up these
pension plans do very well, but of course when the stock values go down, as they did at the
end of 2008, the pensions of many people take a big hit.

Time-Off Benefit

Another common benefit, often taken for granted by many;, is paid time off. In the accom-
panying OB in Action: You Can’t Make More Time, Randy Pausch, the college professor
who gave the famous “last lectures” while he was dying of cancer, passionately points out
that time is indeed a precious gift. Increasingly, this message of the importance of more
free time is being taken to heart by employers as an effective benefit for their employees.
For example, retailer Eddie Bauer focuses on making sure its benefit programs give time
back to employees, help employees save time, and equate the saving of time with money.
One such benefit at Eddie Bauer was to have employees save time by having services on the
corporate campus such as dry cleaning and film developing pick-up and delivery, an ATM
machine, a gym, will preparation, and flu shots. This firm believes that employee time sav-
ing results in productivity and retention. An innovative way to meet corporate social
responsibility objectives would be to give employees paid time off to do charitable and vol-
unteer work in the community. There is evidence that such a benefit helps in recruiting and
retaining top talent.*®

The more traditional time benefit is vacation time. In most organizations employees are
entitled to at least one week of vacation with pay after being with the firm for one year, and
by the end of five years, most are given at least two weeks and, in some cases, as many as
four. Moreover, some firms will pay, say, 1.5 times the person’s weekly salary for every
week of vacation that the individual forgoes, and some employers allow people to accumu-
late vacation time and, at some point, pay them for any unused time.

Another form of time off is paid religious holidays. Still another is paid sick leave. In
many organizations individuals are given a predetermined number of sick days per year,
such as six, whereas in others there is no limit. Finally, many firms give paid personal leave
such as a day to attend the funeral of a friend or relative or for simply any personal reasons.

Newer Types of Benefits

In recent years, a number of newer types of benefits have emerged and are gaining in pop-
ularity. One example of these is wellness programs, and another, mentioned earlier in this
section, is assistance with family-related responsibilities. These, in addition to others, are
emerging as an important part of today’s organizational reward system.



OB in ACtiOH: You Can’t Make More Time

Randy Pausch’s Heartfelt Views on Using Time

to the Fullest

Randy Pausch was truly passionate about the benefits of
time management. He was asked to write this not long
before his death on July 25, 2008 at age 47, and he was
excited to have the opportunity. In fact, it led to one of
the last e-mails | got from him, which was full of excla-
mation points and closed with the word “AWESOME!"
In the end, he didn't have the energy to finish it. Thus,
his friends have put the following together using the
phrases he used many times.

So you've decided to take the time to read this arti-
cle. Every moment of our lives requires this kind of deci-
sion, which is the fundamental time-management
question: Should | do X, or should | do Y?

All his life, Randy Pausch knew time was a gift. He
was always logical about time, sometimes to the point of
exasperating his friends with comments about the size
of their in-boxes. But his reverence for hours, minutes—
even seconds—served him well.

He would stand before a room full of students and tell
them time was their most precious commodity. They all
knew they had finite money, but they lived as if they had
infinite time. “You can always make more money later,”
Randy would say. “But you can't make more time.” Time,
like money, he explained, must be explicitly managed.

He had all sorts of practical advice for work. Stand
while on the phone. (You’'ll be more eager to finish up.)
Avoid copying five people on an e-mail when you want
something done. (Each will assume that one of the other
four is going to step up to the plate.) Minimize interrup-
tions. (Turn off the “new e-mail” pop-up alert or shut
down e-mail during your good working hours.)

Other tips were reminders of the big picture. Do the
"ugliest” thing first—everything else will come more
easily after that. Make time for the important things,
not just for critical things; it is all too easy to spend

Wellness Programs

time fighting fires rather than doing the necessary
deep thinking. And recognize that the best reason to
save time in your work is to increase time with your
family.

SO LITTLE OF IT LEFT

Toward the end of his life, Randy became something of
a poster boy for the limits of time. Last September he
gave a "last lecture” at Carnegie Mellon. He talked
about the joys of life and how much he appreciated it,
even with so little of his own left. It was a talk for his stu-
dents and colleagues, but because it was recorded, he
hoped it could be a message to his three kids, too.

Footage of the talk unexpectedly spread online, and
he heard from thousands of people. (As a result, another
lecture of his, on time management, was widely
watched online, too.) Many wanted to know if his views
on time changed as he got closer to the end of his life.
But there were no great epiphanies. “Everything now is
more so,” he told people.

He lived longer than doctors predicted, and he
mapped out that “extra” time with fervor. He went on a
few romantic trips with his wife, Jai. He made a point of
doing memorable activities with his children, such as
swimming with dolphins and visiting Disney World. He
was trying to give his kids—ages 2, 3, and 6—vivid mem-
ories of their time together.

Even before the last stages of his illness, people asked
him how to best prioritize their time. His answer was
simple: “If | don't do X, will it matter? And if | have to
pick either X or Y, which one is more important? At the
end of my life, which of these things will | be glad I did?”
Time is all we have. And, like Randy, we may find one
day we have less than we think.

Note: Randy Pausch’s time-management lecture is
viewable at www.thelastlecture.com.

Wellness programs, which will also be discussed in Chapter 9 on coping with stress, are a spe-
cial type of benefit program that focuses on keeping employees from becoming physically
and/or mentally ill. There is considerable evidence that employees who exercise regularly and
maintain or lose excess weight are less likely to take sick days and thus reduce health insur-
ance premiums and lost productive time. As a result, more and more firms are now encour-
aging their people to work out regularly by installing a gymnasium or workout center on the
premises or offering to finance at least part of the cost of joining a local health club. Another
wellness practice is to encourage employees to exercise by giving them a financial payment
such as $1 for every mile they jog during the year. So a person who jogs three miles a day at
the company gym will earn $15 a week. As indicated earlier in the chapter, some also encour-
age their people to keep their weight under control, and individuals who are too heavy are
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paid to lose the extra weight. For example, a firm may pay $10 for every pound an employee
loses. Of course, once the individual has reached the weight recommended by the doctor, this
weight must stay off. If the person gains it back, the individual may have to pay the firm $10
for every pound above the doctor’s recommended limit. Many firms find that these are small
sums to pay when contrasted with the cost of having someone, for example, out of work six
days a year due to poor health. In fact, in order to encourage everyone to stay healthy, some
organizations pay people for unused sick days. So those who are in good health have an incen-
tive to maintain this status. Finally, a growing number of large firms have on-site health care
services that primarily focus on prevention rather than treatment.®*

Life Cycle Benefits

Another popular group of new benefits comes under the heading of what collectively are
being called “life cycle” benefits. These are based on a person’s stage of life and include
such things as child care and elder care.

Child care benefits are extremely popular and many of the “best places to work” such as
the software development firm SAS have on-site day care. Employees can drop off their
child at the day care center, come by and have lunch with the child, and then pick up the
youngster after work and drive home together. In a few instances, firms have even installed
TV cameras so employees can view and keep track of their child throughout the day in the
center. One of the primary benefits of this program is the elimination of day care costs,
which can run well over $100 a week, as well as spending quality time with the child before,
during, and after work, or, in the case of the TV-monitored systems, during the workday.

Elder care takes a number of different forms. One of the most common is referral ser-
vices, which can be used by an employee who has a disabled parent or one who needs con-
stant care. Another form is long-term health care insurance, which provides for nursing
homes or at-home care.

Another popular benefit is employee assistance programs (EAPs for short), which were
originally designed to assist employees who had problems with alcohol. In recent times,
EAPs deal with drug abuse and now have generally expanded into marital problems and
financial planning. The purpose of these programs is to provide help to employees in deal-
ing with personal problems that can negatively impact their lives and their job performance.
The use of EAPs should be kept confidential so that employees are not hesitant to use the
services for fear of career repercussions.

Other Benefits

In recent years a number of other benefits have begun to appear, many of them offered by
especially innovative companies. One is concierge services that help employees choose
gifts for presents, get tickets to concerts, schedule home or auto repairs, and so forth.
Another is the use of tuition assistance to help employees obtain a college education or
advanced degree. A third is the use of noninsured benefit programs that help low-wage and
part-time workers purchase medicines and medical assistance at a discount. Still another
example is prepaid legal plans that offer a variety of services such as legal advice, wills and
estate planning, and investment counseling. Finally, some firms just come up with rela-
tively small, but still effective benefits for their employees. For example, at the accounting
firm KPMG, employees received a hot summer surprise: six pints of gourmet ice cream,
toppings, and a scooper; the L.A. law firm DLA Piper recently whisked 400 employees and
their families off to Disneyland for the day; in Dallas the PR firm Weber Shandwick
encourages employees to use their expense account to pay for cab rides after drinking alco-
hol; and Safeco, Microsoft, and IBM offer employees work-from-home opportunities and
subsidies for alternative transportation.®®
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Flexible, Cafeteria-Style Benefits

Every organization has its own way of providing/administering the benefit package, but in
recent years a growing number have begun offering flexible, cafeteria-style benefit plans.
Just like most firms today®® offer their employees flexible times for arriving and departing
work (see Chapter 2), they also offer plans that allow employees self-control and choice
over the benefits received. Employees are allowed to put together their own package by
choosing those benefits that best meet their personal needs. Under this arrangement, the
organization will establish a budgeted amount that it is willing to spend per employee, and
the individual is then allowed to decide how to spend this money. For example, some
employees may want more life insurance because they have a young family, whereas others
may prefer to spend more on health insurance coverage because they have a spouse with a
debilitating illness.

There is evidence that these cafeteria-style programs can lead to increased satisfaction
and reduced turnover.?” However, organizations have also found that these plans can be
somewhat expensive to administer because there are many different types of benefit pack-
ages, and someone has to keep track of what each person has chosen. Additionally, employ-
ees are usually allowed to make changes in their package on an annual basis, further
complicating the problem of administering the benefits and the accompanying tax implica-
tions.®® Finally, even though employees seem to like cafeteria-style benefit plans, there is
no assurance that they always make rational decisions.®® For example, young employees
with families may opt to deal only with more immediate concerns such as better hospital
coverage for their spouse and children and completely ignore the benefits of contributing to
a retirement program for their future.

In summary, benefits are clearly an important component of the organizational reward
system. Unfortunately, because they are so common and everyone gets them, their value as
a reward often goes unnoticed. Benefits are too often taken for granted and are considered to
be an entitlement and thus become a hollow reward for employee performance and retention.

Summary

This chapter examines reward systems as an important part of the organizational context
for organizational behavior. For most organizations, pay dominates the organizational
reward system. There is considerable evidence that pay is vital not only for hiring and
retaining talented employees, but also if properly administered for its positive impact on
desirable outcomes such as productivity, quality, and customer service. In particular, pay
provides employees with the opportunity to meet both lower-level maintenance and upper-
level growth and achievement needs. The challenge for managers is to administer rewards
properly. In particular, this means setting up pay systems that allow employees to know the
outcomes that are to be rewarded, that measure these outcomes as fairly and objectively as
possible, and that tie monetary incentives directly to the results.

Pay administration takes several forms. Traditional methods include base salary and
merit pay. Both of these, however, are often insufficient for retaining talented people.
Organizations have to offer incentives for desirable outcomes. As a result, pay-for-
performance systems are in place in many firms. These include both individual and group
incentive plans. Common examples of individual incentives include commissions based
directly on sales or work output, bonuses, and stock options. Group incentives include gain
sharing, profit sharing, and employee stock ownership plans.

In recent years many organizations have realized that they must develop new pay
approaches. One example is the use of commissions that go beyond sales to outcomes such
as customer service. Others include skill pay that is based on employees’ demonstrating
completion of training and competency in particular job-related skills, competency pay that
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is based on rewarding people for abstract knowledge or competencies related to things such
as technology or leadership, and broadbanding in which salary levels are collapsed into a
small number of salary grades with broad pay ranges.

Another important but often overlooked component of organizational reward systems is
recognition. In contrast to money, recognition is easier to control for an individual supervi-
sor or manager and can be easily altered to meet the individual employee needs. Social
recognition is provided by managers/supervisors contingent on performing desirable
behaviors and is given more detailed attention in Chapter 12 on behavioral performance
management. As part of the organizational reward system discussed in this chapter, formal
recognition systems can innovatively provide awards for desirable outcomes, and many
actual examples are provided.

Benefits are the third major component of organizational reward systems. Some of these
benefits are mandated by the federal government (e.g., Social Security and workers’ com-
pensation). However, numerous other benefits are received by today’s permanent employ-
ees (not by temps, and this is a major problem for them). Examples include paid vacations,
days off for religious holidays, personal leave, life and health insurance, and pensions. In
addition there are benefits that have emerged in recent years that are proving quite popular.
Examples include wellness programs, child care benefits, employee assistance programs
(EAPs), tuition assistance, prepaid legal expenses, and a host of other perks. In recent years
the value of benefits as part of the reward system has increased, but so has the cost. The
challenge for today’s management is to make sure there is a favorable cost-benefit ratio and
go beyond what is required by law to contribute to desired outcomes such as retention and
performance.

Ending with Meta-Analytic Research Findings
OB PRINCIPLE FOR EVIDENCED-BASED PRACTICE

The systematic administration of pay-for-performance reward systems can increase
employee performance.

Meta-Analysis Results:

[19 studies; 2,818 participants; (1) d = 1.36 for pay incentive in manufacturing firms;
(2) d = 1.82 for pay incentive combined with performance feedback and social recognition
in manufacturing settings; (3) d = .42 for pay incentive in service organizations; (4) d = .89
for pay incentive combined with performance feedback in service organizations (there
were no studies with this combination in manufacturing); and (5) d = .27 for pay incentive
combined with performance feedback and social recognition in service organizations]
On average, there is a:

1. 83 percent probability that a systematically administered pay-for-performance reward
system to employees in manufacturing settings will increase their performance more
than those who do not receive this approach;

2. 90 percent probability that a systematically administered pay combined with social
recognition and feedback-for-performance reward system to employees in manufactur-
ing settings will increase their performance more than those who do not receive this
approach;
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3. 62 percent probability that a systematically administered pay-for-performance reward
system to employees in service organizations will increase their performance more than
those who do not receive this approach;

4. 74 percent probability that a systematically administered pay combined with feed-
back-for-performance reward system to employees in service organizations will
increase their performance more than those who do not receive this approach; and

5. 58 percent probability that a systematically administered pay combined with social
recognition and feedback-for-performance reward system to employees in service
organizations will increase their performance more than those who do not receive this
approach.

As the preceding probability statements reflect, moderator analyses revealed that the
impact of the systematically administered pay (and its combinations with social recogni-
tion and feedback) varied depending on the type of organization. As indicated, the pay-for-
performance reward system had a bigger impact in manufacturing than in service
organizations.

Conclusion:

As discussed in this chapter, although there are a variety of techniques in organizational
reward systems, pay is the one that comes to the forefront in any discussion or analysis.
There is an automatic assumption that pay has a positive effect on employee performance.
Despite this assumption and the popularity of money as a reward, managers are still search-
ing for answers of effective ways to increase the incentive effects of money. Pay for per-
formance or incentive pay is one answer because it supposedly links pay directly to
performance results. It motivates employees because it gives something extra—compensa-
tion above and beyond basic wages or salaries. However, just as there have been problems
with pay in general, as the chapter points out, there have also been mixed results with pay
for performance. One way to improve pay for performance is to systematically administer
the plan so that employees can clearly see the contingent (i.e., the if-then) relationship
between their behaviors, the resulting performance, and what they are paid. One way to sys-
tematically administer such a pay-for-performance plan is through the behavioral manage-
ment steps that will be given attention in Chapter 12. Such a systematic application of pay
for performance, as was shown in the meta-analysis reported here, can have a positive
impact on employee performance.

Source: Alexander D. Stajkovic and Fred Luthans, “A Meta-Analysis of the Effects of Organizational
Behavior Modification on Task Performance,” Academy of Management Journal, Vol. 40, No. 5, 1997,
pp. 1122-1149.

Questions for
Discussion and
Review

[N

. In what way does agency theory provide understanding for pay as an important compo-

nent of the organizational reward system?

2. Is pay an effective organizational reward? Does the fact that the chief executive officer
makes 20 times as much as the lowest-paid member of the company have any effect on
the value of pay as a determinant of organizational performance?

3. “The team with the highest payroll usually ends up in the World Series.” How does this
statement relate to the importance of pay as a reward?

4. Why have many organizations begun to supplement their traditional pay systems with “pay-

for-performance” plans? Of these plans, what about individual versus group incentives?
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5. How can the so-called new pay techniques help solve some of the major challenges fac-
ing today’s organizations? Give some specific examples.

6. Why have more and more firms begun developing recognition programs as part of their
organizational reward system? Why not just give people more money?

7. What role do benefits play in the organizational reward system? How can these costly
benefits contribute more to desirable organizational outcomes?

Internet Visit Web sites such as http://www.adcentive.com and http://www
TSheoaaians .corporaterewards.com/index.cfm?track_id=1314. Here you will find various ideas

X on how to use and implement various reward and incentive systems. Find various tips and
Rewards in the programs currently being used by organizations. Also, search under “pay for performance”
Workplace to see other developments of this type of reward system.

1. From information you gained from the Web sites, how do you think these suggestions
could influence work behavior? Which ones do you think will work better than others?
Why?

2. Using a search engine to go to specific companies, what other types of reward systems
can you find? Give the specifics and critique their value to improving performance in the

workplace.

Real Case: CEOs Get Fewer Perks

New SEC rules requiring companies to disclose perks
that cost more than $10,000 lead to a decline in swanky
extras

It may still be good to be king, but increasingly the
job is coming with fewer perks. In its third annual
study of fringe benefits for chief executives, compen-
sation research firm Equilar found that the median val-
ues of seven of the nine major CEO perquisites that it
tracks—from personal aircraft use to country club
memberships—were down or remained flat from 2006
to 2001. The prevalence of such swanky extras fell too,
with most categories showing lower rates of occur-
rence this year.

The decline is an expected result of SEC rules that
went into effect last year. The new rules stipulate that
companies disclose perks that cost more than $10,000,
far lower than the previous $50,000 threshold. With a
brighter spotlight on lavish extras that could prove
embarrassing to a company, more boards have been
ending or reducing CEO benefits. “For many sharehold-
ers, the presence of excessive perquisites has become an
acid test on governance,” says David Wise, a senior con-
sultant in the compensation practice at management
consulting firm Hay Group.

In addition, more disclosure may explain some of
the increases that remain, such as the prevalence of
corporate housing benefits, says Equilar research
manager Alexander Cwirko-Godycki, which may not
have been disclosed separately in the past. Some
companies, especially after the SEC sent letters to
companies last fall asking for more detail on com-
pensation decisions, are choosing to disclose more
than what’s required. Others may be disclosing more
because, due to the timing of their fiscal calendar, this
was the first year they were required to file under the
new regulations.

Beefed-Up Security at Dell

Still, the study, which examines perks for CEOs of the
95 largest public companies by revenue, did show two
increases that ran counter to the overall trend. Tax pay-
ments on perks and benefits—extra cash to make up for
taxes assessed for the imputed income of fringe bene-
fits for CEOs—actually rose in value this year by
43.6%, from a median of $23,951 in 2006 to $34,396 in
2007. [These payments are separate from the tax
“gross-ups,” as they’re often called, that some CEOs
receive for their severance packages.] That’s surprising,”
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says Cwirko-Godycki, especially given how much
attention has been paid to this issue. “Perks have always
been a controversial issue; paying the taxes on top of
the perks has been even more so.”

Meanwhile, the median value of personal and home
security benefits for CEOs also increased by 14.4%,
from $25,609 to $29,291. But Cwirko-Godycki is quick
to point out that the value would have actually fallen this
year had it not been for one significant outlier: Michael
Dell, who received $1,034,750 in security benefits. [The
amount was similar to what Dell earned as chairman the
year before, but he was included in Equilar’s study only
after returning as CEO in early 2007.] In a statement to
Business\Week, a spokesman for Round Rock, Texas—
based Dell (DELL) says the company does not consider
the security payments a perk, but a business-related
expense mandated by the board. The company also says
the amount of security Michael Dell receives is determined
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with consideration that he is a recognizable industry
leader and public figure worldwide.

Most perks, however, declined in value or preva-
lence. The median value of club memberships dropped
most significantly, falling 64% from $11,070 in 2006 to
$3,996 in 2007. Financial planning fees were down
9.2%, from $17,156 to $15,575. And personal use of
aircraft, the perk that most “seems to get under share-
holders’ skin,” says Hay Group’s Wise, also fell. In
2007, the median outlay for CEOs flying on corporate
jets was $109,743, down 9.8% from $121,676 in 2006.

1. Make a case both for and against executive perks. Do
you agree that such perks should be cut? Why?

2. Do you think paying the taxes on top of the perks is
ethical?

3. Would you turn down the perks if you ever become a
CEO?

Real Case: Rewarding Teamwork in the Plains

In the past, most reward systems have been geared to the
individual employee. However, with the emergence of
teams in most of today’s organizations, systems are
being revamped to reward teamwork. A good example is
Behlen Manufacturing Company in Columbus,
Nebraska. The 1,100 mostly production employees are
organized into 32 teams. Some of these teams have only
a handful of members, whereas others have as many as
60. Although each individual receives a relatively low
base-pay component, the rest of the compensation is
variable and is determined in a number of different
ways, including how one’s team is performing.

The centerpiece of the manufacturing company’s
variable-reward plan is gain sharing, an increasingly pop-
ular form of compensation whereby all members share a
usually fixed percentage of the documented savings or
performance gain accomplished by the team. Behlen
employees can earn monthly gain sharing of up to $1 an
hour when their teams meet productivity goals. The CEO
explained this team reward system as follows: “If you’re
in a group that makes stock tanks, for example, from the
start of the process to the end of the process, over all
shifts, all month long, if the team achieves certain levels
of productivity, each of its members is rewarded any-
where from 0 cents to $1 an hour for every hour worked

in that area.” Documentation of the gains is based on
actual pounds of products, so that everyone on the team
knows exactly how well their team is doing.

Another part of the company’s variable-reward sys-
tem involves profit sharing. Employees receive 20 per-
cent of the profits. In recent years this has resulted in
everyone’s getting a profit-sharing bonus equivalent to
three weeks’ salary. Still another part of the reward
package is the employee stock ownership plan. Each
employee receives company stock equal in value to 2
percent of his or her base salary each year. Senior
managers in the company participate in the same
reward system as the workers, receiving the same pro-
portional benefits. However, in the case of managers,
performance is calculated on the gross margin of their
business unit before selling and administrative costs
are deducted.

How well has this company in the middle of the
Great Plains performed with this organizational reward
system? In each of the eight years this pay plan has been
in place, performance has exceeded top management’s
expectations. In addition to the $5 million the firm saved
because of safety, quality, and efficiency ideas that were
submitted through the teams, the company has exceeded
its profit goals each year. In fact, in the most recent




116 Part One Environmental and Organizational Context

reported year profits were $1 million greater than expec-
tations. The CEO explained it this way, “As people
focused in on their gain-sharing opportunities—and
they’ve understood their profit-sharing opportunities—
we’re seeing positive productivity improvements in
every corner of the plant.”

1. Explain the organizational reward system this firm
uses.

2. Although this reward system has obviously been
very effective, what more can be done? What specific
recommendations would you make?

3. What if the agricultural economy goes bad and
the sales of this agribusiness company greatly
decreases? What will be the impact on the reward
system this company uses, and what would you now
recommend?

Real Case: Different Strokes for Different Folks

Organizations are finding that the best reward system
entails a combination of money, recognition, and bene-
fits. Money is important, of course, but if a person earns
$50 in incentive pay every month, after a while this
monetary reward may begin to lose some of its power.
So financial rewards have to be altered and different
ones offered. The same is true for recognition awards;
although people never suffer from too much recogni-
tion, organizations have to be sure awards are fair, and
highly creative organizations often ensure that change is
built into the recognition system. The important thing
that many firms have found is that what is truly reward-
ing for one person may not have the same impact for
another. In short, there are individual differences when
it comes to reward systems, and there have to be differ-
ent strokes for different folks. Here are some represen-
tative innovative monetary and recognition rewards that
have been offered by a variety of different enterprises.

» At Busch Gardens in Tampa, the company gives a Pat
on the Back Award to employees who do an out-
standing job and also has a copy of the notice of the
award put in the employee’s file.

» At Metro Motors in Montclair, California, the name
of the Employee of the Month is put up on an elec-
tronic billboard over the dealership.

» At Colin Service Systems, a janitorial service in
White Plains, New York, coworkers vote for the
employees that they feel should be given awards as
the Most Helpful Employee and the Nicest
Employee, and executives make the presentations.

e At the Amway Corporation, on days when some
workloads are light, the department’s employees help

out in other departments, and after accumulating
eight hours of such work, employees get a personal
thank-you note from the manager of programs and
services.

» At South Carolina Federal financial services in
Columbia, the president and other top managers
serve employees lunch or dinner as a reward for a job
well done.

» At the Gunneson Group International, a total-quality
consulting firm in Landing, New Jersey, when an
employee refers business that results in a sale, the
individual receives a cash award of 1 to 5 percent of
the gross sale, depending on the value of the new
business to the company.

» At QuadGraphics printing company in Pewaukee,
Wisconsin, employees are paid $30 to attend a semi-
nar devoted to quitting smoking, and the company
gives $200 to anyone who quits for a year.

» At the Taylor Corporation, a printing company in
North Mankato, Minnesota, in lieu of year-end
bonuses, employees are allowed to make selections
from a merchandise catalog.

1. Why are more and more companies complementing
their monetary incentives with recognition awards in
their organizational reward system?

2. How would you rate each of the examples? What are
some strengths and weaknesses of each?

3. If you work for a human resource management con-
sulting firm and are given the assignment to head up
a project team to develop reward systems that would
be appealing to today’s employees, what would you
recommend?
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Organizational Behavior Case: Huge Benefits, Little Understanding or Use

The Velma Company designs and manufactures high-
tech communications equipment. The firm is a world-
class supplier, and its three largest customers are
Fortune 50 firms. Velma also has major clients in China
and the European Union. Over the last five years the
company’s sales have tripled, and the biggest challenge
it faces is hiring and retaining state-of-the-art people. In
particular, there are two groups that are critical to the
company’s success. One is the design people who are
responsible for developing new products that are more
efficient and price competitive than those currently on
the market. The other is the manufacturing people who
build the equipment.

In an effort to attract and keep outstanding design
people, Velma has a very attractive benefit package. All
of their health insurance premiums and medical
expenses are covered (no copay or deductibles). The
company contributes 10 percent of their annual income
toward a retirement program, and these funds are vested
within 24 months. So a new design person who is earn-
ing $75,000 annually will have $7,500 put into a retire-
ment fund by the company, and the individual can make
additional personal contributions. Each year all design-
ers are given 100 shares of stock (the current sales price
is $22) and an option to buy another 100 shares (the cur-
rent stock price is $25 and this option is good for 10
years or as long as the person works for the firm,
whichever comes first).

The manufacturing people are on a pay-for-
performance plan. Each individual is paid $7 for each
unit he or she produces, and the average worker can turn
out three units an hour. There is weekend work for any-
one who wants it, but the rate per unit does not change.
In addition, the company gives all of the manufacturing
people free health insurance and covers all medical
expenses.

Another benefit is that everyone in the company is
eligible for five personal days a year, and the company
will pay for any unused days. Velma also has a large day
care facility that is free for all employees, and there is a
state-of-the-art wellness center located on the premises.

Last year the company’s turnover was 9 percent, and
the firm would like to reduce it by 50 percent this year.

One proposed strategy is to strengthen the benefits
package even more and make it so attractive that no
one will want to, or could afford to, leave. Some top
managers privately are concerned that the firm is
already doing way too much for these employees and
are troubled by the fact that exit interviews with
designers who left in the last year indicated that many
of them were unaware of the benefits they were receiv-
ing. For example, most of the designers who have gone
elsewhere reported that they were attracted to the stock
offered them, yet they did not exercise the options to
buy additional shares of Velma stock because they
were not sure what the financial benefits were to them.
The manufacturing people who left reported that $7
per unit was acceptable, although a higher rate would
have resulted in their remaining with the firm. The
manufacturing people also liked the stock that the
company gave them, but were somewhat confused
about the options they held.

Both groups—designers and manufacturing
personnel—seemed pleased with the contribution that
the company made to their retirement program, but
most of them did not put any additional personal contri-
butions into their retirement fund. When asked why, the
majority of them were unaware that this could be done
on a before-tax basis, thus temporarily shielding the
contributions from taxes and making it easier to build a
nest egg for the future. Finally, all of those who left said
that they liked the child care benefit, although most of
them did not have young children so they did not use it,
and they thought the wellness center was also a good
idea but they were so busy working that they admitted to
never using the facilities.

1. Which benefits did the employees who were leaving
seem to best understand and like?

2. Which benefits did they find confusing or of little
value?

3. Based on your answers and other relevant considera-
tions, what recommendations would you make to
Velma’s management regarding how they can do a
better job of using the benefits package in their orga-
nizational reward system?
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Experiential Exercises
for Part One

EXERCISE:

Synthesis of Student and Instructor Needs*

Goals:

1.
2.

4,

To “break the ice” in using experiential exercises

To initiate open communication between students and the instructor regarding mutual
learning goals and needs

. To stimulate the students to clarify their learning goals and instructional needs and to

commit themselves to these
To serve as the first exercise in the “experiential” approach to management education

Implementation:

1.
2.

The class is divided into groups of four to six students each.

Each group openly discusses what members would like from the course and drafts a
set of learning objectives and instructional aims. The group also makes up a list of
learning/course objectives that they feel the instructor wants to pursue. (About 20
minutes.)

. After each group has “caucused,” a group spokesperson is appointed to meet with the

instructor in an open dialogue in front of the class about course objectives.

. The instructor meets with each group representative at the front of the classroom to ini-

tiate an open dialogue about the semester of learning. (About 30 minutes.) Several activ-
ities are carried out:

a. Open discussion of the learning objectives of both the students and the instructor

b. Recognition of the constraints faced by each party in accommodating these goals

c. ldentification of areas of goal agreement and disagreement, and feasible compromises
d

. Drafting a set of guidelines for cooperation between the parties, designed to better
bring about mutual goal attainment

EXERCISE:

Work-Related Organizational Behavior: Implications for the Course*

Goals:

1.
2.

To identify course topic areas from the participant’s own work experience
To introduce experiential learning

*Sources: (1) “Synthesis of Student and Instructor Needs” was suggested by Professor Philip
Van Auken and is used with his permission. (2) “Work-Related Organizational Behavior:
Implications for the Course” is from “Getting Acquainted Triads,” in J. William Pfeiffer and
John E. Jones (Eds.), A Handbook of Structured Experiences, Vol. 1, University Associates, San
Diego, Calif., 1969, and “Defining Organizational Behavior,” in James B. Lau, Behavior in
Organizations, Irwin, Burr Ridge, Ill., 1975.
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Implementation:
Task 1: Each class member does the following:

1. Describes an experience in a past work situation that illustrates something about organi-
zational behavior. (Some students have had only part-time work experience or summer
jobs, but even the humblest job is relevant here.)

2. Explains what it illustrates about organizational behavior. (Time: five minutes for indi-
viduals to think about and jot down notes covering these two points.)

Task 2: The class forms into triads and each triad does the following:

1. Member A tells his or her experience to member B. Member B listens carefully, par-
aphrases the story back to A, and tells what it illustrates about organizational behav-
ior. Member B must do this to A’s satisfaction that B has understood fully what A was
trying to communicate. Member C is the observer and remains silent during the
process.

2. Member B tells his or her story to C, and A is the observer.

3. Member C tells his or her story to A, and B is the observer. (Each member has about five
minutes to tell his or her story and have it paraphrased back by the listener. The instruc-
tor will call out the time at the end of each five-minute interval for equal apportionment
of “airtime” among participants. Total time: 15 minutes.)

Task 3: Each triad selects one of its members to relate his or her incident to the class. The
instructor briefly analyzes for the class how the related story fits in with some topic to be
studied in the course, such as perception, motivation, communication, conflict, or leader-
ship. The topic areas are listed in the table of contents of this book.

EXERCISE:

Organizations*

Goals:

1. To identify some of the important organizations in your life
2. To determine relevant, specific characteristics of organizations
3. To describe some of the important functions of management in organizations

Implementation:

Read the Overview and Procedure sections. Complete the Profile of Organizations form,
which follows these sections.

Overview:

Undoubtedly, you have had recent experiences with numerous organizations. Ten to 15
minutes of reflective thinking should result in a fairly large list of organizations. Don’t be
misled by thinking that only large organizations, such as your college or Microsoft, are
relevant for consideration. How about the clinic, with the doctors, nurses, and secretary/
bookkeeper? Or the corner garage or service station? The local bar, McDonald’s, and the

*Source: Reprinted with permission from Fremont E. Kast and James E. Rosenzweig, “Our Organiza-
tional Society,” in Experiential Exercises and Cases in Management, McGraw-Hill, New York, 1976,
pp. 13-15.
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neighborhood theater are all organizations. You should have no difficulty listing several
organizations with which you have had recent contact.

The second part of the exercise, however, is tougher. Describe several of the key char-
acteristics of the organizations that you have listed. One of the major issues in studying and
describing organizations is deciding what characteristics or factors are important. Some of
the more common characteristics considered in the analysis of organizations are:

. Size (small to very large)

. Degree of formality (informal to highly structured)

. Degree of complexity (simple to complex)

. Nature of goals (what the organization is trying to accomplish)

. Major activities (what tasks are performed)

. Types of people involved (age, skills, educational background, etc.)

. Location of activities (number of units and their geographic location)

~N o ok~ W N B

You should be able to develop a list of characteristics that you think are relevant for each of
your organizations.

Now to the third, final, and most difficult task. Think about what is involved in the man-
agement of these organizations. For example, what kinds of functions do their managers
perform? How does one learn the skills necessary to be an effective manager? Would you
want to be a manager in any of these organizations?

In effect, in this exercise you are being asked to think specifically about organizations
you have been associated with recently, develop your own conceptual model for looking at
their characteristics, and think more specifically about the managerial functions in each
of these organizations. You probably already know a great deal more about organizations
and their management than you think. This exercise should be useful in getting your
thoughts together.

Procedure:

Step 1. Prior to class, list up to 10 organizations (for example, work, living group, club)
in which you have been involved or with which you have had recent contact.

Step 2. Enter five organizations from your list on the form on the next page (use extra
sheets as needed).

1. List the organization.
2. Briefly outline the characteristics that you consider most significant.
3. Describe the managerial functions in each of these organizations.

Step 3. During the class period, meet in groups of five or six to discuss your list of orga-
nizations, the characteristics you consider important, and your descriptions of their man-
agement. Look for significant similarities and differences across organizations.

Step 4. Basing your selections on this group discussion, develop a list entitled “What we
would like to know about organizations and their management.” Be prepared to write this
list on the chalkboard or on big sheets of paper and to share your list with other groups in
the class.
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WHAT IS EMPLOYEE ENGAGEMENT?

A recent issue of the Journal of Applied Psychology included an article summarizing
a meta-analysis of Gallup research that illustrated the meaningful relationship
between employee engagement and important workplace measures such as
productivity, retention, customer ratings, and safety. Engaged employees are those
who are emotionally invested in their jobs. Employee engagement is measured by
Gallup’s 12 questions, known as the Q'?®- These powerful questions measure
dimensions that can be influenced at the local level by leaders, managers, and
employees. Organizations that have implemented performance management
systems designed to increase employee engagement have realized many of the
workplace performance improvements outlined above.

WHAT IS CUSTOMER ENGAGEMENT?

Customer engagement goes beyond customer satisfaction and loyalty to a deeper,
emotional attachment to the organization’s brands or services. For organizations
to succeed in today’s emotional economy, they must understand, develop, and
sustain engaged customers. Gallup’s extensive research led to 11 questions,
known as the CE''®, that measure customer engagement and powerfully link to
financial performance. As with employee engagement, these items measure
dimensions able to be influenced at the local level. Successful performance
management programs have produced customers with increased emotional
attachment to products, services, and brands, resulting in improved financial
performance for the organization.

WHY DOES HUMANSIGMA™ MATTER?

HumanSigma takes performance management beyond total quality management
gurus Deming and Juran’s Six Sigma to optimize human performance by reducing
variability in the extent to which both employees’ and customers’ emotional needs
are met. Recent estimates indicate that at least 10 percent of the U.S. gross
domestic product (GDP) is wasted by organizations due to unmanaged variation of
the human aspects of performance. HumanSigma research has shown that, in
general, the top 10 percent of organizations’ business units generate earnings up
to seven times higher than the bottom 10 percent. Further, variation of
HumanSigma across time determines the variation of earnings growth and
sustained potential. Thus, it's not enough just to measure HumanSigma; managers
and employees need to take responsibility for effective HumanSigma management
to realize meaningful increases in earnings. Increasing research evidence suggests
that managing HumanSigma™ can generate more earnings than most of the
management initiatives currently being pursued. It seems that the future success
of organizations will be realized by leveraging human potential within the
emotional economy.



Chapter Five

Personality, Perception,
and Employee Attitudes

Learning Objectives

¢ Define the overall meaning of personality.
¢ Identify the “Big Five"” personality traits and the Myers-Briggs types.
e Describe the perceptual process and its major dimensions.

¢ Examine the sources and outcomes of the major employee attitudes of job
satisfaction, organizational commitment, and organizational citizenship behaviors.

This chapter discusses the cognitive, personal variables of personality, perception, and
employee attitudes. These major psychological constructs are very popular ways to describe
and analyze what goes into organizational behavior. Yet, like the other cognitively oriented
processes, personality, perception, and employee attitudes are quite complex. The aim of this
chapter is to facilitate a better understanding of such complexities of today’s employees.
Such an analysis of personality and attitudes is vital to the study of organizational behavior.
The first section of the chapter defines and clarifies the concept of personality. The next
section is devoted to personality development and the socialization process. This foundation
of understanding of the complex personality and how it is developed is followed by the two
major applications to organizational behavior. Specifically, attention is given to the “Big
Five” personality traits that have been found to best relate to performance in organizations
and the Myers-Briggs Type Indicator (MBTI) based on Carl Jung’s personality theory, which
has been a very popular personal development and career assessment tool. The remaining
sections of the chapter then focus on two more important cognitive processes, perception and
attitudes. After examining the perceptual process and dimensions, a detailed analysis is first
made of the dispositions of positive and negative affectivity, the two most widely recognized
attitudes to organizational behavior, job satisfaction and organizational commitment, and
finally the more recent relevant construct of prosocial/organizational citizenship behaviors.

THE MEANING OF PERSONALITY

Through the years there has not been universal agreement on the exact meaning of personal-
ity. Much of the controversy can be attributed to the fact that people in general and those in
the behavioral sciences define “personality” from different perspectives. Most people tend to
equate personality with social success (i.e., having a “good or popular personality,” or having
“a lot of personality”) and to describe personality by a single dominant characteristic
(i.e., strong, weak, or polite). When it is realized that thousands of words can be used to
describe personality this way, the definitional problem becomes staggering. Psychologists, on
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the other hand, take a different perspective. For example, the descriptive-adjective approach
commonly used by most people plays only a small part. However, scholars also cannot agree
on a definition of personality because they operate from different theoretical bases.

Some of the historically important definitions come from trait theory (observable pat-
terns of behavior that last over time), Freud’s psychoanalytic or psychodynamic theory (the
unconscious determinants of behavior), and Carl Rogers and Abraham Maslow’s humanis-
tic theory (self-actualization and the drive to realize one’s potential). More recently, and the
position taken in this chapter, is a more integrative theoretical approach drawing from all
the historical theories, but more importantly, the self-concept including nature (heredity
and physiological/biological dimensions) and nurture (environmental, developmental
dimensions), dispositional traits, the social cognitive interactions between the person and
the environment, and the socialization process.

In this text personality will mean how people affect others and how they understand and
view themselves, as well as their pattern of inner and outer measurable traits and the
person-situation interaction. How people affect others depends primarily on their external
appearance (height, weight, facial features, color, and other physical aspects) and traits. For
example, in terms of external appearance, a very tall worker will have an impact on other
people different from that of a very short worker. There is also evidence from meta-analysis
that there are gender differences in certain personality characteristics. However, of more
importance to the physiological/biological approach in the study of personality than the
external appearance is the role of heredity and the brain.

THE ROLE OF HEREDITY AND THE BRAIN

Although heredity’ role in personality was traditionally downplayed, studies of twins in
recent years have led to renewed interest. Identical twins share the same genetic endow-
ment, but if they are raised apart (say, through separate adoptions), then the similarities and
differences can provide insight into the relative contribution of heredity versus environ-
ment or nature versus nurture. That is, identical twins (who have the same genetic endow-
ment) raised together (i.e., they have similar environment and developmental experiences)
can be compared to the identical twins raised apart (same genetic endowment but different
environment). If the identical twins raised together have the same traits, and this sameness
is also found in those raised apart, then the conclusion can be drawn that heredity and not
environment plays the largest role. However, if those raised together have similar traits, but
those raised apart have significantly different traits, then the importance of the environment
must be considered.

Although twin studies in general are open to criticism of political influence and lack of
scientific controls,® most behavioral scientists now agree that genes play a role not only in
physical characteristics and the brain, but also in personality. For example, a report by the
American Psychological Association concludes, “Studies over the past 20 years on twins
and adopted children have firmly established that there is a genetic component to just about
every human trait and behavior, including personality, general intelligence and behavior
disorders.”® However, the search for identifying genes that affect the potential for certain
diseases” or personality is very complex and may explain very little. For example, a summary
analysis concluded:

Many genes are responsible for various aspects of people’s temperament, and those genes
appear to interact with each other in complicated ways that influence several traits at once—
and then likely only in very subtle ways, with any one gene likely accounting for only 1 or

2 percent of the variance in a trait.®
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In other words, it appears that hundreds of genes do at least slightly influence the personal-
ity traits, but so does the environment. The debate should not be nature or nurture, but
nature and nurture that contributes to one’s personality.® However, the genes also affect
brain functions that in turn affect how people interact with their environment and thus their
personalities.

The brain, which some call the last frontier because we still know relatively little about
it, may hold more answers for personality than does heredity. Both evolutionary psycholo-
gists (those that suggest humans evolve and retain not only physically over the ages, but
also psychologically) and neuropsychologists (those that explain psychological character-
istics primarily through the brain) have traditionally not played a mainstream role in the
study and understanding of personality. In recent years, however, they are gaining increas-
ing attention because of rapid advances in their respective fields of study. Evolutionary psy-
chologists are suggesting that humans may be “hardwired” from distant previous
generations. As was noted in a Harvard Business Review article:

Although human beings today inhabit a thoroughly modern world of space exploration and
virtual realities, they do so with the ingrained mentality of Stone Age hunter-gatherers . . . an
instinct to fight furiously when threatened, for instance, and a drive to trade information and
share secrets. Human beings are, in other words, hardwired. You can take the person out of
the Stone Age, but you can’t take the Stone Age out of the person.’

There is also a recent position being taken on what is called social evolution. This sug-
gests that humanity is evolving along the lines of social phenomena such as trust, collabo-
ration, and competition. This social evolutionary process is explained as follows:

People who are related collaborate on the basis of nepotism. It takes outrageous profit or
provocation for someone to do down a relative with whom they share a lot of genes. Trust,
though, allows the unrelated to collaborate, by keeping score of who does what when, and
punishing cheats. . . . The human mind, however, seems to have evolved the trick of being
able to identify a large number of individuals and to keep score of relations with them . . "8

Very few animals (bats being one of the exceptions) have been able to evolve to this type of
collaboration and competition.

As to neuropsychology, recent breakthroughs in brain-scanning technology, called func-
tional magnetic resonance imaging (fMRI), allow measurement of brain activity by map-
ping specific regions that are linked to specialized roles. Although brain dominance theory
has been around a long time and has probably been too oversimplified (e.g., the right-side
creative brain and the left-side analytical or management brain), there is now general agree-
ment that

The frontal lobes are the part of the brain that anticipates events and weighs the
consequences of behavior, while deeper brain regions, including the seahorse-shaped
hippocampus and the nearby amygdala, are associated with such things as memory, mood
and motivation.®

Besides the left and right regions, fMRIs are also able to detect that the amygdala part
of the brain has to do with the emotion of the individual. Although there is a very compli-
cated interaction between emotions and thinking, personality and/or behavior,'° there is
enough evidence for some to conclude the following implications for the workplace:

Recent discoveries in neuroscience reveal that talent and better-quality performance involve
not just the frontal lobes—the decision-making brain circuitry that houses intellect—but also
the amygdala . . . In tough economic times, talent and emotional engagement are the only
natural competitive advantages.™*
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The Wall Street Journal even reported a study that indicated those with brain damage
impairing their ability to experience emotion made better financial decisions than normal
players in a simple investment game.? It seems that the emotional brain damaged (but nor-
mal 1Q) participants were more willing to take risks that yielded high payoffs and less
likely to react emotionally to losses. They finished the game with significantly more money
than the other players. There is also work being done on linking areas of the brain to spe-
cific organizational behaviors (e.g., the nucleus accumbens part of the brain responds to
money much the way it reacts to sex or cocaine; money is valued for itself and not just for
what it can purchase). Other examples include neuroscientific explanations for why
employees resist change (i.e., change taps fear receptors in the brain and taxes the brain’s
cognitive capacity to learn new ways of doing things*®) and beginning research evidence
that leaders with high levels of psychological capital (i.e., confidence, hope, optimism, and
resiliency, covered in Chapter 7) have different brain activity on a vision task exercise than
do those with low psychological capital.**

Although not without criticism,® there is little question that major inroads are being
made in the role that genetics and the brain play both in organizational behavior in general,
and personality in particular. However, at present the field of psychology as a whole and
organizational behavior itself is still dominated by the developmental, “soft” or nurture
side, which is also making significant advances in understanding and application. For
example, five personality traits (the so-called Big Five) have emerged from research as
being especially related to job performance.*® These specific traits will be given detailed
attention after the more theoretical foundation components of personality of self-esteem,
person-situation interaction, and socialization are discussed.

Self-Esteem

People’s attempts to understand themselves are called the self-concept in personality the-
ory. The self is a unique product of many interacting parts and may be thought of as the per-
sonality viewed from within. This self is particularly relevant to the widely recognized
self-esteem and the emerging self-variables of multiple intelligences, emotion, optimism,
and, especially, efficacy, which are all relevant to the field of organizational behavior. These
and other newly emerging self-variables and positive psychological capacities are given
specific attention in Chapter 7.

The more established, recognized self-esteem has to do with people’s self-perceived
competence and self-image. Applied to the analysis of personality, the research results have
been mixed, and there is growing controversy about the assumed value of self-esteem. For
example, one study found that people with high self-esteem handle failure better than those
with low self-esteem.!” However, an earlier study found that those with high self-esteem
tended to become egotistical when faced with pressure situations*® and may result in
aggressive and even violent behavior when threatened.'® After reviewing the research liter-
ature, Kreitner and Kinicki conclude, “High self esteem can be a good thing, but only if
like many other human characteristics—such as creativity, intelligence, and persistence—
it is nurtured and channeled in constructive and ethical ways. Otherwise, it can become
antisocial and destructive.”°

Self-esteem has obvious implications for organizational behavior. Although it is consid-
ered a global concept, there are attempts to specifically apply it to the organization domain.
Called organization-based self-esteem (OBSE), it is defined as the “self-perceived value
that individuals have of themselves as organization members acting within an organization
context.”?! Those who score high on OBSE view themselves positively, and a meta-analysis
found a significant positive relationship with performance and satisfaction on the job.??



Chapter 5 Personality, Perception, and Employee Attitudes 129

Also, both early*® and the more recent studies indicate that self-esteem plays at least an
important moderating role in areas such as emotional and behavioral responses and stress
of organizational members.?* As has been noted, “Both research and everyday experience
confirm that employees with high self-esteem feel unique, competent, secure, empowered,
and connected to the people around them.”?® By the same token, as the author of the book,
Self-Esteem at Work, notes: “If your self-esteem is low and you aren’t confident in your
thinking ability, you are likely to fear decision making, lack negotiation and interpersonal
skills and be reluctant or unable to change.”® One study found that leaders can overcome
such self-esteem problems of their people by practicing procedural fairness and rewarding
for a job well done.?’

As will be noted in Chapter 7, self-esteem is more of a global, relatively fixed trait,
whereas other self-variables, such as self-efficacy, are more situation and context specific.
There seems little doubt that self-esteem plays an important role in one’s personality, but,
as pointed out earlier, the exact nature and impact are still to be determined. For now, the
person-situation interaction and socialization are presented to serve as an important part of
the social cognitive foundation for the rest of this chapter and for the more specific, posi-
tive self-concepts in Chapter 7.

Person-Situation Interaction

The dimensions of enduring traits and the self-concept add to the understanding of the
human personality. The person-situation interaction dimension of personality provides
further understanding. Each situation, of course, is different. The differences may seem
to be very small on the surface, but when filtered by the person’s cognitive mediating
processes such as perception (covered next), they can lead to quite large subjective dif-
ferences and diverse behavioral outcomes. In particular, this dimension suggests that
people are not static, acting the same in all situations, but instead are ever changing and
flexible. For example, employees can change depending on the particular situation they
are in interaction with. For instance, it should be understood that even everyday work
experience can change people. Especially today, with organizations transforming and
facing a turbulent environment, those that can find, develop, and retain people who can fit
into this dynamically changing situation will be most successful.?® Specifically, there is
evidence that the employee’s personality will influence interpersonal behavior?® and the
perception and the outcomes of organizational support.®® The next section dealing with
the socialization process is especially relevant to today’s important person-organization
interaction.

The Socialization Process

Study of, and research on, the development of personality has traditionally been an impor-
tant area for understanding human behavior. Modern developmental psychology does not
get into the argument of heredity versus environment or of maturation (changes that result
from heredity and physical development) versus learning. The human being consists of
both physiological and psychological interacting parts. Therefore, heredity, the brain, envi-
ronment, maturation, and learning all contribute to the human personality.

At least historically, the study of personality attempted to identify specific physiological
and psychological stages that occur in the development of the human personality. This
“stage” approach was theoretical in nature. There are many well-known stage theories of
personality development. However, as with most aspects of personality, there is little agree-
ment about the exact stages. In fact, a growing number of today’s psychologists contend
that there are no identifiable stages. Their argument is that personality development
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consists of a continuous process and the sequence is based largely on the learning opportu-
nities available and the socialization process.

There is increasing recognition given to the role of other relevant persons, groups, and,
especially, organizations that greatly influence an individual’s personality. This continuous
impact from the social environment is commonly called the socialization process. It is
especially relevant to organizational behavior because the process is not confined to early
childhood; rather, it takes place throughout one’s life. In particular, evidence is accumulat-
ing that socialization may be one of the best explanations for why employees behave the
way they do in today’s organizations.®! As Edgar Schein notes: “It is high time that some of
our managerial knowledge and skill be focused on those forces in the organization envi-
ronment which derive from the fact that organizations are social systems which do social-
ize their new members. If we do not learn to analyze and control the forces of
organizational socialization, we are abdicating one of our primary managerial responsibil-
ities.”®2 A study found that the socialization tactics that organizations employ can have a
positive, long-run impact on the adjustment of newcomers (i.e., lower role conflict and
ambiguity, less stress, and higher job satisfaction and commitment)® and related recent
research has found that social processes facilitate job search behavior®* and advancement
in management from entry level to upper management.®

Socialization starts with the initial contact between a mother and her new infant.
After infancy, other members of the immediate family (father, brothers, and sisters),
close relatives and family friends, and then the social group (peers, school friends, and
members of the work group) play influential roles. As the accompanying OB in Action:
Using Information Technologies to Nurture Relationships indicates, the way these
socialization processes are being done is changing, but the impact is still dramatic.
However, of particular interest to the study of organizational behavior is Schein’s idea
that the organization itself also contributes to socialization.*® He points out that the
process includes the learning of those values, norms, and behavior patterns that, from
the organization’s and the work group’s points of view, are necessary for any new orga-
nization member.

Specific techniques of socializing new employees would include the use of mentors or
role models, orientation and training programs, reward systems, and career planning.
Specific steps that can lead to successful organizational socialization would include the
following:

Provide a challenging first job

Provide relevant training

Provide timely and consistent feedback

Select a good first supervisor to be in charge of socialization
Design a relaxed orientation program

6. Place new recruits in work groups with high morale®”

akrwnE

Such deliberate socialization strategies have tremendous potential impact on socialization.
Evidence shows that those new employees attending a socialization training program are
indeed more socialized than those who do not® and have better person-organization fit.3°

In summary, personality is very diverse and complex. It incorporates almost everything
covered in this text, and more. As defined, personality is the whole person and is concerned
with external appearance and traits, self, and situational interactions. Probably the best
statement on personality was made many years ago by Kluckhohn and Murray, who said
that, to some extent, a person’s personality is like all other people’s, like some other peo-
ple’s, and like no other people’s.*°
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Just as businesses are shifting from Industrial Age hierar-
chies to collaborative networks, so, too, is the American
family undergoing a parallel social revolution. Parents
and children are no longer on the same schedule—
unlike the way things were a generation ago. With
many educated mothers and fathers working longer
hours, they are linked to their kids by a web of cell
phones and e-mails.

At the same time, kids are taking the initiative to pur-
sue more activities and are using information technolo-
gies to nurture their own electronic networks of
relationships, from friends at school to cousins in distant
cities. “"The catalyst for change has been the same in the
work hemisphere and family time,” says Julie
Morgenstern, a time management consultant and
founder of Task Masters in New York. “It's technology.”

The networked economy is leading to far different
standards and expectations of what it means to be a par-
ent and a child. It's not simply enough for the young to
get an education. Instead, the goal is to raise children to
be creative and adaptable, able both to compete suc-
cessfully and to collaborate with their Chinese and
Indian peers. “We have an economy [whose] functioning
depends for the first time on the enhancement of
human capability,” says Richard Florida, professor of
public policy at George Mason University in Fairfax, Va.
Adds Luke Koons, director of information and knowl-
edge management at Intel Corp.: “Fourteen-year-olds
are truly collaborating and thinking together. There’s a
lot we can learn to apply to a corporate setting.”

So how can the typical overworked white-collar
American—bombarded by e-mails, beset with late-night
meetings, and confronted with unexpected business
trips—simultaneously manage at warp speed and cope
with the new challenges at home? Gradually, a new
body of shared rules-of-thumb is emerging, passed
along at playgrounds and in offices. Among them:
Transform technology from an oppressor into a libera-
tor. “l love tech,” says Margaret M. Foran, senior vice-
president and associate general counsel at Pfizer Inc.,
who uses her BlackBerry and her cell phone to mix work
and family time. “I can go to the soccer games at 3 p.m. |
can go to the play, the book sale, the science demon-
stration, and the doctor appointments.” Others have
mastered the art of interweaving work obligations and
home life in a way that was not possible before, answer-
ing an e-mail from work one minute and helping with
homework the next. And the younger members of the
family—already far more sophisticated at multitasking
and networking than their parents—are getting a
chance to see what approaches work and what falls flat.

“My daughter, now working, knows how important it is
to use her time well,” says Carrie J. Hightman, president
of SBC Illinois, who is married to a regional administra-
tor for Pitney Bowes Inc. “She has seen me do it. Now
she’s doing it.”

Historically, the organization of the family has mir-
rored, to some degree, the organization of the work-
place. Take the classic middle-class family of the 1950s
and ‘60s, the “Golden Age"” economy of strong produc-
tivity growth and lush gains in real wages. With a secure
corporate job, Dad could afford to work not much more
than 40 hours a week, and Mom could stay at home to
raise the children. The family of that era did many things
together. The classic example is eating dinner every
evening at the kitchen table. The kids also tagged along
when Mom and Dad visited friends. In essence, a family
acted like a single unit, with a hierarchy that mirrored
the top-down management of factories or large indus-
trial organizations of the day, such as General Motors
Corp.

Fast-forward to the 2000s. Today, both Mom and
Dad are more likely to have careers. The combined
workweek of a husband and wife in their prime work-
ing years with children is 68 hours, up from 59 hours in
1979, according to calculations by the Economic Policy
Institute. The better educated the couple, the more
hours they put in. At the same time, their jobs have
changed. The rote work is either being done by com-
puters or is in the process of being outsourced to Asia.
Instead, what's left are the more complicated and cre-
ative tasks that can’t be easily reduced to a set of
instructions.

At home, standards for a healthy, emotionally rich
family life are a lot higher than they used to be.
Schedules during “leisure hours” are crammed with
music lessons and play dates for the kids, exercise classes
for Mom, and occasional tee times for Dad. Parents are
aware that colleges and universities look more favorably
on high school students with a demonstrated ability to
do many things well, not unlike the skills they will need
in the workplace. Says Ann Swidler, a sociologist at the
University of California at Berkeley: “It's the complex
management of a life with a wealth of choices.”

To achieve these goals, families are learning to turn
technology to their advantage. Yes, BlackBerrys, cell
phones, e-mail, and other high-tech gear erode tradi-
tional boundaries between the office cubicle and the
kitchen table, or even the bedroom. But many time-
pressed workers now realize that technology creates
greater possibilities for busy families to stay in touch
and, at the same time, increase family times.

131
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TABLE 5.1
The “Big Five”
Personality Traits

Core Traits Descriptive Characteristics of High Scorers

Conscientiousness Dependable, hardworking, organized, self-disciplined,
persistent, responsible

Emotional stability Calm, secure, happy, unworried

Agreeableness Cooperative, warm, caring, good-natured, courteous,
trusting

Extraversion Sociable, outgoing, talkative, assertive, gregarious

Openness to experience Curious, intellectual, creative, cultured, artistically

sensitive, flexible, imaginative

The “Big Five” Personality Traits

Although personality traits, long-term predispositions for behavior, have been generally
downplayed and even totally discounted, in recent years there is now considerable support
for a five-factor trait-based theory of personality. Many years ago no less than 18,000 words
were found to describe personality. Even after combining words with similar meanings,
there still remained 171 personality traits.** Obviously, such a huge number of personality
traits is practically unusable, so further reduction analysis found five core personality traits.
Called the Five-Factor Model (FFM),*? or in the field of organizational behavior and
human resource management, the “Big Five,” these traits have held up as accounting for
personality in many analyses over the years*® and even across cultures.**

Table 5.1 identifies the Big Five and their major characteristics. Importantly, not only
is there now considerable agreement on what are the core personality trait predispositions,
but there is also accumulated research that these five best predict performance in the
workplace.*® The Big Five have also been extended through meta-analytic studies to also
demonstrate a positive relationship with performance motivation®® (goal setting,
expectancy, and self-efficacy, all given detailed attention in later chapters) and job satis-
faction.*” Although the five traits are largely independent factors of a personality, like pri-
mary colors, they can be mixed in countless proportions and with other characteristics to
yield a unique personality whole. However, also like colors, one may dominate in describ-
ing an individual’s personality.

The real value of the Big Five to organizational behavior is that it does bring back the
importance of predispositional traits,*® and these traits have been clearly shown to relate to
job performance. Importantly, it should also be noted that these five traits are quite stable.
Although there is not total agreement, most personality theorists would tend to agree that
after about 30 years of age, the individual’s personality profile will change little over
time.*® This does not intend to imply that one or two of the Big Five provide an ideal per-
sonality profile for employees over their whole career, because different traits are needed
for different jobs. The key is still to find the right fit.>° The following sections examine the
research to date on the relationships of the various Big Five traits to dimensions of per-
formance in organizations.

The Positive Impact of Conscientiousness

There is general agreement that conscientiousness has the strongest positive correlation
(about .3) with job performance. From this level of correlation (1.0 would be perfect), it
should be noted that less than 10 percent (the correlation squared, or R?) of the perfor-
mance in the studies is accounted for by conscientiousness. Yet, it should also be noted that
this is still significant and conscientious employees may provide a major competitive
advantage. As a meta-analysis concluded, “individuals who are dependable, persistent, goal
directed, and organized tend to be higher performers on virtually any job; viewed negatively,
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those who are careless, irresponsible, low achievement striving and impulsive tend to be
lower performers on virtually any job.”s*

Put in relation to other organizational behavior areas as a personality trait per se, con-
scientious employees set higher goals for themselves, have higher performance expecta-
tions, and respond well to job enrichment (take on more responsibility, covered in Chapter 6)
and empowerment strategies of human resource management. As would be expected,
research indicates that those who are conscientious are less likely to be absent from work,>?
and a study found in international human resource management that conscientiousness of
expatriates related positively to the rating of their foreign assignment performance.>® Yet,
there are also recent studies with nonsupporting and mixed results pointing to the com-
plexity of this personality trait. For example, in a recent study conscientiousness was found
not to be influential in determining managerial performance and in another study of Middle
Eastern expatriate managers, conscientiousness was related to home-country ratings of the
expats’ performance, but not the host-country ratings of the same expats.>* In addition,
studies had indicated that the individual’s ability moderates the relationship between con-
scientiousness and performance (positive for high ability but zero or even negative for low
ability), but a more recent study found no such moderator.>® Another study found the rela-
tionship of conscientiousness to job performance was strong when job satisfaction was low,
but was relatively weak when satisfaction was high.>®

Applied to peer evaluations, as hypothesized, a study found the raters’ conscientiousness
was negatively related with the level of the rating. In other words, conscientious raters did not
give inflated evaluations, but those with low conscientiousness did.>” Such multiplicative
relationships with variables such as culture, ability, and job satisfaction indicate, like other
psychological variables, that conscientiousness is complex and is certainly not the only
answer for job performance. This has led to a recent research stream that supports the hypoth-
esized interactive effects between conscientiousness and extraversion®® and agreeableness>®
on performance and the interaction of conscientiousness and openness to experience and cre-
ative behavior.®® The same is true of research on the mediating and moderating effects of con-
scientiousness when influenced by various organizational behavior dynamics.* In other
words, without getting to the depth of these analyses, it can simply be said that there is con-
siderable complexity involved with the impact of the personality trait of conscientiousness on
various work-related variables. However, this is one area of personality where there is enough
research evidence to conclude that conscientiousness should be given attention in under-
standing the impact that personality traits can have on job performance, job satisfaction, and
work motivation, and pragmatically for personnel selection for most jobs.

The Impact of the Other Traits

Although conscientiousness has been found to have the strongest consistent relationship
with performance and thus has received the most research attention, the remaining four
traits also have some interesting findings. For example, a large study including participants
from several European countries, many occupational groups, and multiple methods of
measuring performance found both conscientiousness and emotional stability related to all
the measures and occupations.®? Yet, the absenteeism study found that conscientiousness
had a desirable inverse relationship: but, undesirably, the higher the extraversion trait the
more absent the employee tended to be.®*

The other traits have a more selective but still logical impact. For example, those with
high extraversion tend to be associated with management and sales success; those with
high emotional stability tend to be more effective in stressful situations; those with high
agreeableness tend to handle customer relations and conflict more effectively; and those
open to experience tend to have job training proficiency and make better decisions in a
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training problem solving simulation.®* Another study found that those with a strategic man-
agement style were most characterized by conscientiousness and openness to experience,
while those with a strong interpersonal management style were most characterized by
extraversion and openness.®® Interestingly, with groups rather than individuals becoming
more important in today’s workplace, the Big Five may also be predictive of team perfor-
mance. A study found that the higher the average scores of team members on the traits of
conscientiousness, agreeableness, extraversion, and emotional stability, the better their
teams performed.®® In other words, depending on the situation, all the Big Five traits should
be given attention in the study and application of organizational behavior.

Myers-Briggs Type Indicator (MBTI)

Whereas the Big Five has recently emerged from considerable basic research and has gen-
erally been demonstrated to significantly relate to job performance, the MBTI is based on
a very old theory, has mixed at best research support,®” but is widely used and very popu-
lar in real-world career counseling, team building, conflict management, and analyzing
management styles.®® The theory goes back to pioneering Swiss psychiatrist Carl Jung in
the 1920s. He felt people could be typed into extraverts and introverts and that they had two
basic mental processes—perception and judgment. He then further divided perception into
sensing and intuiting and judgment into thinking and feeling. This yields four personality
dimensions or traits: (1) introversion/extraversion, (2) perceiving/judging, (3) sensing/
intuition, and (4) thinking/feeling. He felt that although people had all four of these
dimensions in common, they differ in the combination of their preferences of each.
Importantly, he made the point that one’s preferences were not necessarily better than
another’s, only different.

About 20 years after Jung developed his theoretical types, in the 1940s the mother-
daughter team of Katharine Briggs and Isabel Briggs-Myers developed about a 100-item
personality test asking participants how they usually feel or act in particular situations in
order to measure the preferences on the four pairs of traits yielding 16 distinct types. Called
the Myers-Briggs Type Indicator or simply MBTI, the questions relate to how people prefer
to focus their energies (extraversion vs. introversion); give attention and collect information
(sensing vs. intuiting); process and evaluate information and make decisions (thinking vs.
feeling); and orient themselves to the outside world (judging vs. perceiving). Table 5.2 sum-
marizes the characteristics of the four major dimensions, which in combination yield the 16
types. For example, the ESTJ is extraverted, sensing, thinking, and judging. Because this
type likes to interact with others (E); sees the world realistically (S); makes decisions objec-
tively and decisively (T); and likes structure, schedules, and order (J), this would be a man-
ager type. The MBTI Atlas indicates that most managers studied were indeed ESTJs.

As Jung emphasized when formulating his theory, there are no good or bad types. This
is amajor reason the MBTI is such a psychologically nonthreatening, commonly used (mil-
lions take it every year) personality inventory. Although the MBTI has shown to have reli-
ability and validity as a measure of identifying Jung’s personality types®® and predicting
occupational choice (e.g., those high on intuition tend to prefer careers in advertising, the
arts, and teaching), there still is not enough research support to base selection decisions or
predict job performance.”® Yet, the use of MBTI by numerous firms such as AT&T, Exxon,
and Honeywell for their management development programs and Hewlett-Packard for
team building seems justified. It can be an effective point of departure for discussion of
similarities and differences and useful for personal development. However, like any psy-
chological measure, the MBTI can also be misused. As one comprehensive analysis con-
cluded, “Some inappropriate uses include labeling one another, providing a convenient
excuse that they simply can’t work with someone else, and avoiding responsibility for their
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The Jung Theory
Dimensions and the
Myers-Briggs Type
Indicators
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Where do you get your energy?

Extraversion (E) Introversion (1)
Outgoing Quiet
Interacting Concentrating
Speaks, then thinks Thinks, then speaks
Gregarious Reflective

What do you pay attention to and collect information on?

Sensing (S) Intuiting (N)
Practical General
Details Possibilities
Concrete Theoretical
Specific Abstract

How do you evaluate and make decisions?

Thinking (T) Feeling (F)
Analytical Subjective
Head Heart
Rules Circumstance
Justice Mercy

How do you orient yourself to the outside world?

Judging (J) Perceiving (P)
Structured Flexible
Time oriented Open ended
Decisive Exploring
Organized Spontaneous

own personal development with respect to working with others and becoming more flexi-
ble. One’s type is not an excuse for inappropriate behavior.”"*

THE PERCEPTION PROCESS

Besides personality covered so far, another important cognitive, personal construct is one’s
perceptual process. The key to understanding perception is to recognize that it is a unique
interpretation of the situation, not an exact recording of it. In short, perception is a very
complex cognitive process that yields a unique picture of the world, a picture that may be
quite different from reality. Applied to organizational behavior, an employee’s perception
can be thought of as a filter. Because perception is largely learned, and no one has the same
learnings and experience, then every employee has a unique filter, and the same situa-
tions/stimuli may produce very different reactions and behaviors. Some analyses of
employee behavior place a lot of weight on this filter:

Your filter tells you which stimuli to notice and which to ignore; which to love and which to
hate. It creates your innate motivations—are you competitive, altruistic, or ego driven? . . . It
creates in you all of your distinct patterns of thought, feeling, and behavior. . . . Your filter,
more than your race, sex, age, or nationality, is you.”

Recognition of the difference between this filtered, perceptual world and the real world is
vital to the understanding of organizational behavior. A specific example would be the uni-
versal assumption made by managers that associates always want promotions, when, in fact,
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many really feel psychologically forced to accept a promotion.”® Managers seldom attempt
to find out, and sometimes associates themselves do not know, whether the promotion
should be offered. In other words, the perceptual world of the manager is quite different from
the perceptual world of the associate, and both may be very different from reality. One of the
biggest problems that new organizational leaders must overcome are the sometimes faulty or
negative perceptions of them. If this is the case, what can be done about it? The best answer
seems to be that a better understanding of the concepts involved should be developed. Direct
applications and techniques should logically follow complete understanding. The place to
start is to clearly understand the difference between sensation and perception and have a
working knowledge of the major cognitive subprocesses of perception.

Sensation versus Perception

There is usually a great deal of misunderstanding about the relationship between sensation
and perception. Behavioral scientists generally agree that people’s “reality” (the world
around them) depends on their senses. However, the raw sensory input is not enough. They
must also process these sensory data and make sense out of them in order to understand the
world around them. Thus, the starting point in the study of perception should clarify the
relationship between perception and sensation.

The physical senses are considered to be vision, hearing, touch, smell, and taste. There
are many other so-called sixth senses. However, none of these sixth senses, such as intu-
ition, are fully accepted by psychologists. The five senses are constantly bombarded by
numerous stimuli that are both outside and inside the body. Examples of outside stimuli
include light waves, sound waves, mechanical energy of pressure, and chemical energy
from objects that one can smell and taste. Inside stimuli include energy generated by mus-
cles, food passing through the digestive system, and glands secreting behavior-influencing
hormones. These examples indicate that sensation deals chiefly with very elementary
behavior that is determined largely by physiological functioning. Importantly, however,
researchers now know that ears, eyes, fingers, and the nose are only way stations, transmit-
ting signals that are then processed by the central nervous system. As one molecular biolo-
gist declares, “The nose doesn’t smell—the brain does.””* In this way, the human being
uses the senses to experience color, brightness, shape, loudness, pitch, heat, odor, and taste.

Perception is more complex and much broader than sensation. The perceptual process or
filter can be defined as a complicated interaction of selection, organization, and interpreta-
tion. Although perception depends largely on the senses for raw data, the cognitive process
filters, modifies, or completely changes these data. A simple illustration may be seen by
looking at one side of a stationary object, such as a statue or a tree. By slowly turning the
eyes to the other side of the object, the person probably senses that the object is moving. Yet
the person perceives the object as stationary. The perceptual process overcomes the sensual
process, and the person “sees” the object as stationary. In other words, the perceptual
process adds to, and subtracts from, the “real”” sensory world. The following are some orga-
nizational examples that point out the difference between sensation and perception:

1. The division manager purchases a program that she thinks is best, not the program that
the software engineer says is best.

2. An associate’s answer to a question is based on what he heard the boss say, not on what
the boss actually said.

3. The same team member may be viewed by one colleague as a very hard worker and by
another as a slacker.

4. The same product may be viewed by the design team to be of high quality and by a cus-
tomer to be of low quality.
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FIGURE 5.1 The Subprocesses of Perception
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CONSEQUENCES

Subprocesses of Perception

The existence of several subprocesses gives evidence of the complexity and the interactive
nature of perception. Figure 5.1 shows how these subprocesses relate to one another. The
first important subprocess is the stimulus or situation that is present. Perception begins
when a person is confronted with a stimulus or a situation. This confrontation may be with
the immediate sensual stimulation or with the total physical and sociocultural environ-
ment. An example is the employee who is confronted with his or her supervisor or with the
total formal organizational environment. Either one or both may initiate the employee’s
perceptual process. In other words, this represents the stimulus situation interacting with
the person.

In addition to the situation-person interaction, there are the internal cognitive processes
of registration, interpretation, and feedback. During the registration phenomenon, the
physiological (sensory and neural) mechanisms are affected; the physiological ability to
hear and see will affect perception. Interpretation is the most significant cognitive aspect
of perception. The other psychological processes will affect the interpretation of a situa-
tion. For example, in an organization, employees’ interpretations of a situation are largely
dependent on their learning and motivation and their personality. An example would be
the kinesthetic feedback (sensory impressions from muscles) that helps manufacturing
workers perceive the speed of materials moving by them in the production process. An
example of psychological feedback that may influence an employee’s perception is the
supervisor’s raised eyebrow or a change in voice inflection. Research has shown that both
facial expressions and the specific situation will influence perceptions of certain emo-
tions, such as fear, anger, or pain.” The behavioral termination of perception is the reac-
tion or behavior, either overt or covert, which is necessary if perception is to be considered
a behavioral event and thus an important part of organizational behavior. As a result of
perception, an employee may move rapidly or slowly (overt behavior) or make a self-evaluation
(covert behavior).

As shown in Figure 5.1, all these perceptual subprocesses are compatible with the social
cognitive conceptual framework presented in Chapter 1. The stimulus or environmental
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situation is the first part; registration, interpretation, and feedback occur within the cogni-
tive processes of the person; then there is the resulting behavior itself; and the environ-
mental consequences of this behavior make up the final part. The subprocesses of
registration, interpretation, and feedback are internal cognitive processes that are unob-
servable, but the situation, behavior, and environmental consequences indicate that percep-
tion is indeed related to behavior. Recent summaries of research using the meta-analysis
technique have found empirical support for the relationship between cognitive variables
such as perception and behaviors.”®

SOCIAL PERCEPTION

Although the senses and subprocess provide understanding of the overall perceptual process,
most relevant to the study of organizational behavior is social perception, which is directly
concerned with how one individual perceives other individuals: how we get to know others.

Characteristics of Perceiver and Perceived

A summary of classic research findings on some specific characteristics of the perceiver
and the perceived reveals a profile of the perceiver as follows:

1. Knowing oneself makes it easier to see others accurately.
2. One’s own characteristics affect the characteristics one is likely to see in others.

3. People who accept themselves are more likely to be able to see favorable aspects of other
people.

4. Accuracy in perceiving others is not a single skill.”’

These four characteristics greatly influence how a person perceives others in the envi-
ronmental situation. Interestingly, this classic profile is very similar to our very new
approach that we call an “authentic leader.””® Covered in detail in the leadership chapter at
the end of the book, for now it can be simply said that authentic leaders are those who know
themselves (are self-aware and true to themselves) and true to others. In other words, the
recognition and understanding of basic perceptual profiles of social perception can con-
tribute to complex processes such as authentic leadership.

There are also certain characteristics of the person being perceived that influence social
perception. Research has shown that:

1. The status of the person perceived will greatly influence others’ perception of the person.

2. The person being perceived is usually placed into categories to simplify the viewer’s
perceptual activities. Two common categories are status and role.

3. The visible traits of the person perceived will greatly influence others’ perception of the
79
person.

These characteristics of the perceiver and the perceived suggest the complexity of social
perception. Organizational participants must realize that their perceptions of another per-
son are greatly influenced by their own characteristics and the characteristics of the other
person. For example, if a manager has high self-esteem and the other person is pleasant and
comes from the home office, then the manager will likely perceive this other person in a
positive, favorable manner. On the other hand, if the manager has low self-esteem and the
other person is an arrogant salesperson, the manager will likely perceive this other person
in a negative, unfavorable manner. Such attributions that people make of others play a vital
role in their social perceptions and resulting behavior.
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Participants in formal organizations are constantly perceiving one another. Managers
are perceiving workers, workers are perceiving managers, line personnel are perceiving
staff personnel, staff personnel are perceiving the line personnel, frontline employees are
perceiving customers, customers are perceiving frontline employees, and on and on. There
are numerous complex factors that enter into such social perception, but most important are
the problems associated with stereotyping and the halo effect.

Stereotyping

The term stereotype refers to the tendency to perceive another person (hence social per-
ception) as belonging to a single class or category. The word itself is derived from the
typographer’s word for a printing plate made from previously composed type. In 1922,
Walter Lippmann applied the word to perception. Since then, stereotyping has become a
frequently used term to describe perceptual errors. In particular, it is employed in analyz-
ing prejudice. Not commonly acknowledged is the fact that stereotyping may attribute
favorable or unfavorable traits to the person being perceived. Most often a person is put into
a stereotype because the perceiver knows only the overall category to which the person
belongs. However, because each individual is unique, the real traits of the person will gen-
erally be quite different from those the stereotype would suggest.

Stereotyping greatly influences social perception in today’s organizations. Common
stereotyped groups include managers, supervisors, knowledge workers, union members,
young people, old people, minorities, women, white- and blue-collar workers, and all the
various functional and staff specialists, for example, accountants, salespeople, computer
programmers, and engineers. There may be a general consensus about the traits possessed
by the members of these categories. Yet in reality there is often a discrepancy between the
agreed-upon traits of each category and the actual traits of the members. In other words,
not all engineers carry laptop computers and are coldly rational, nor are all human
resource managers do-gooders who are trying to keep workers happy. On the contrary,
there are individual differences and a great deal of variability among members of these
and all other groups. In spite of this, other organization members commonly make blanket
perceptions and behave accordingly. For example, one analysis noted that a major problem
General Motors has is the institutionalized set of managerial beliefs about its customers,
workers, foreign competitors, and the government. These perceptions cause the GM lead-
ership to blame their problems on the famous stereotyped “them” instead of recognizing
the need for fundamental corporate culture change.® There is also research indicating that
long exposure to negative stereotypes may result in the members having an inferiority
anxiety or lowered expectations.®* There are numerous other research studies®? and com-
mon, everyday examples that point out stereotyping and its problems that occur in organi-
zational life.

The Halo Effect

The halo effect in social perception is very similar to stereotyping. Whereas in stereotyping
the person is perceived according to a single category, under the halo effect the person is
perceived on the basis of one trait. Halo is often discussed in performance appraisal when
a rater makes an error in judging a person’s total personality and/or performance on the
basis of a single positive trait such as intelligence, appearance, dependability, or coopera-
tiveness. Whatever the single trait is, it may override all other traits in forming the percep-
tion of the person. For example, a person’s physical appearance or dress may override all
other characteristics in making a selection decision or in appraising the person’s perfor-
mance. The opposite is sometimes called the “horns effect” where an individual is down-
graded because of a single negative characteristic or incident.®
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The halo effect problem has been given considerable attention in research on perfor-
mance appraisal. For example, a comprehensive review of the performance appraisal liter-
ature found that halo effect was the dependent variable in over a third of the studies and was
found to be a major problem affecting appraisal accuracy.®* The current thinking on the
halo effect can be summarized from the extensive research literature as follows:

1. Itis a common rater error.
2. It has both true and illusory components.

3. It has led to inflated correlations among rating dimensions and is due to the influence of
a general evaluation and specific judgments.

4. It has negative consequences and should be avoided or removed.®®

Like all the other aspects of the psychological process of perception discussed in this
chapter, the halo effect has important implications for the study and eventual understand-
ing of organizational behavior. Unfortunately, even though the halo effect is one of the
longest recognized and most pervasive problems associated with applications such as per-
formance appraisal in the field of organizational behavior, a critical analysis of the consid-
erable research concludes that we still do not know much about the impact of the halo
effect® and attempts at solving the problem have not yet been very successful.®” In other
words, overcoming perceptual problems such as stereotyping and the halo effect remains an
important challenge for effective human resource management.

WORK-RELATED ATTITUDES: PA/NA

Besides the traditional recognition given to personality and perception in the cognitive
domain, in the field of organizational behavior more recent and directly relevant is the
attention given to affective (feelings) dispositions as antecedents of important work-related
attitudes such as job satisfaction and to lesser extent organizational commitment and orga-
nizational citizenship. In particular, the dispositions of positive affectivity (PA) and nega-
tive affectivity (NA) have been found to be important antecedents to attitudes about one’s
job. As explained by George,®® NA reflects a personality disposition to experience negative
emotional states; those with high NA tend to feel nervous, tense, anxious, worried, upset,
and distressed. Accordingly, those with high NA are more likely to experience negative
affective states—they are more likely to have a negative attitude toward themselves, others,
and the world around them. There is accumulating research supporting this biasing effect
of NA.% For example, one study found that employees high in negative affectivity more
often perceived themselves as victims and thus open themselves up to be more likely tar-
gets of coworkers’ aggressive actions.®® Another study found NA moderated the link
between favorable performance appraisal feedback and job attitudes.®*

Those with high PA have the opposite disposition and tend to have an overall sense of
well-being, to see themselves as pleasurably and effectively engaged, and to experience pos-
itive attitudes. Whether PA is the bipolar opposite and independent of NA is still the subject
of debate and interpretation of research results.> People do not necessarily move between
opposite mood states, but can be both happy and unhappy. However, most of the time there
are swings in mood, that is, NA to PA or PA to NA. Research finds that PAs tend to perform
better,®® are less absent from work,>* and are more satisfied,%® whereas NAs may experience
more stress.?® There is even evidence that teams with a positive affective tone (i.e., the aver-
age PA of members is high) are more effective than teams with a negative affective tone.%’
In other words, one’s mood or affective disposition may become a self-fulfilling prophecy as
far as organization outcomes are concerned.
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Similar to the Big Five personality traits, the PA/NA attitudes have reached such a level
of development that increasing research attention is being given to refining the concepts. In
recent years studies focus on how affectivity is determined (e.g., through the congruence
between employee preferences and organizational human resources practices®® or the
impact of self-, internally generated information on NA®®) and on multiple levels of analy-
sis.2% Besides the interest in the dispositions of PA/NA, over the years there is major atten-
tion given to job satisfaction and organizational commitment.

EMPLOYEE ATTITUDES

Specific employee attitudes relating to job satisfaction and organizational commitment are
of major interest to the field of organizational behavior and the practice of human resource
management. Whereas the above discussion of positive and negative affectivity are con-
sidered to be antecedents of work attitudes, more directly job satisfaction focuses on
employees’ attitudes toward their job and organizational commitment focuses on their atti-
tudes toward the overall organization. The more traditionally recognized job satisfaction is
first discussed. Next is the discussion of the widely recognized attitude of organizational
commitment. Finally, the more recent prosocial or organizational citizenship behaviors
are presented to end this chapter.

What Is Meant by Job Satisfaction?

Locke gives a comprehensive definition of job satisfaction as involving cognitive, affective,
and evaluative reactions or attitudes and states it is “a pleasurable or positive emotional
state resulting from the appraisal of one’s job or job experience.”** Job satisfaction is a
result of employees’ perception of how well their job provides those things that are viewed
as important. It is generally recognized in the organizational behavior field that job satis-
faction is the most important and frequently studied employee attitude.

Although theoretical analyses have criticized job satisfaction as being too narrow con-
ceptually,'? there are three generally accepted dimensions to job satisfaction. First, job
satisfaction is an emotional response to a job situation. As such, it cannot be seen; it can
only be inferred. Second, job satisfaction is often determined by how well outcomes meet
or exceed expectations. For example, if organizational participants feel that they are work-
ing much harder than others in the department but are receiving fewer rewards, they will
probably have a negative attitude toward their work, boss, and/or coworkers. They will be
dissatisfied. On the other hand, if they feel they are being treated very well and are being
paid equitably, they are likely to have a positive attitude toward the job. They will be job-
satisfied. Third, job satisfaction represents several related attitudes. Through the years five
job dimensions have been identified to represent the most important characteristics of a
job about which employees have affective responses. These are:

1. The work itself. The extent to which the job provides the individual with interesting
tasks, opportunities for learning, and the chance to accept responsibility

2. Pay. The amount of financial remuneration that is received and the degree to which
this is viewed as equitable vis-a-vis that of others in the organization

3. Promotion opportunities. The chances for advancement in the organization

4. Supervision. The abilities of the supervisor to provide technical assistance and behav-
ioral support

5. Coworkers. The degree to which fellow workers are technically proficient and socially
supportive®®?
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These five dimensions were formulated many years ago and have been widely used to
measure job satisfaction over the years, and a meta-analysis confirmed their construct
validity.*%*

Influences on Job Satisfaction

There are a number of factors that influence job satisfaction. For example, one study even
found that if college students’ majors coincided with their jobs, this relationship predicted
subsequent job satisfaction.*®® However, the main influences can be summarized along the
above five dimensions.

The Work Itself

The content of the work itself is a major source of satisfaction. For example, research related
to the job characteristics approach to job design, covered in the next chapter, shows that
feedback from the job itself and autonomy are two of the major job-related motivational fac-
tors. Research has found that such job characteristics and job complexity mediate the rela-
tionship between personality and job satisfaction,' and if the creative requirements of
employees’ jobs are met, then they tend to be satisfied.’®” At a more pragmatic level, some
of the most important ingredients of a satisfying job uncovered by surveys over the years
include interesting and challenging work, and one survey found that career development
(not necessarily promotion) was most important to both younger and older employees.%®
Also in line with Chapter 2 on diversity and ethics, a study found work satisfaction is asso-
ciated with equal opportunities and family-friendly and anti-harassment practices.*®® Firms
on the annual Fortune list of “100 Best Companies to Work For,” such as V'SP, the nation’s
largest provider of eye care benefits, which is known for innovative human resources prac-
tices, have sustained high levels of employee satisfaction with work.**°

Pay

Chapter 4 gave detailed attention to both pay and benefits. Wages and salaries are rec-
ognized to be a significant but cognitively complex'** and multidimensional factor in
job satisfaction.’*? Money not only helps people attain their basic needs but is also
instrumental in providing upper-level need satisfaction. Employees often see pay as a
reflection of how management views their contribution to the organization. Fringe ben-
efits are also important, but they are not as influential. One reason undoubtedly is that
most employees do not even know how much they are receiving in benefits. Moreover,
most tend to undervalue these benefits because they do not realize their significant mon-
etary value.**® However, research indicates that if employees are allowed some flexibil-
ity in choosing the type of benefits they prefer within a total package, called a flexible
or cafeteria benefits plan, there is a significant increase in both benefits satisfaction and
overall job satisfaction.!**

Promotions

Promotional opportunities seem to have a varying effect on job satisfaction. This is
because promotions take a number of different forms and have a variety of accompany-
ing rewards. For example, individuals who are promoted on the basis of seniority often
experience job satisfaction but not as much as those who are promoted on the basis of
performance. Additionally, a promotion with a 10 percent salary raise is typically not as
satisfying as one with a 20 percent salary raise. These differences help explain why
executive promotions may be more satisfying than promotions that occur at the lower
levels of organizations. Also, in recent years with the flattening of organizations and
accompanying empowerment strategies, promotion in the traditional sense of climbing
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the hierarchical corporate ladder of success is no longer available as it once was.
Employees operating in the new paradigm, as outlined in Part One of this text, know that
not only are traditional promotions not available, but as was pointed out earlier, they
may not even be desired. A positive work environment and opportunities to grow intel-
lectually and broaden their skill base has for many become more important than pro-
motion opportunities.**®

Supervision
Supervision is another moderately important source of job satisfaction. Chapter 14 dis-
cusses the impact of leadership skills. For now, however, it can be said that there seem to be
two dimensions of supervisory style that affect job satisfaction. One is employee-centered-
ness, which is measured by the degree to which a supervisor takes a personal interest and
cares about the employee. It commonly is manifested in ways such as checking to see how
well the employee is doing, providing advice and assistance to the individual, and commu-
nicating with the associate on a personal as well as an official level. American employees
generally complain that their supervisors don’t do a very good job on these dimensions.
There is considerable empirical evidence that one of the major reasons employees give for
quitting a company is that their supervisor does not care about them.**®

The other dimension is participation or influence, as illustrated by managers who allow
their people to participate in decisions that affect their own jobs. In most cases, this
approach leads to higher job satisfaction. For example, a meta-analysis concluded that par-
ticipation does have a positive effect on job satisfaction. A participative climate created by
the supervisor seems to have a more substantial effect on workers’ satisfaction than does
participation in a specific decision.**’

Work Group

The nature of the work group or team will have an effect on job satisfaction. Friendly, coop-
erative coworkers or team members are a modest source of job satisfaction to individual
employees. The work group, especially a “tight” team, serves as a source of support, com-
fort, advice, and assistance to the individual members. Research indicates that groups
requiring considerable interdependence among the members to get the job done will have
higher satisfaction.'*® A “good” work group or effective team makes the job more enjoy-
able. However, this factor is not essential to job satisfaction. On the other hand, if the
reverse conditions exist—the people are difficult to get along with—this factor may have a
negative effect on job satisfaction. Also, cross-cultural research finds that if members are
resistant to teams in general and self-managed teams in particular, they will be less satis-
fied than if they welcome being part of teams.**®

Working Conditions

Working conditions have a modest effect on job satisfaction. If the working conditions are
good (clean, attractive surroundings, for instance), the personnel will find it easier to carry
out their jobs. If the working conditions are poor (hot, noisy surroundings, for example),
personnel will find it more difficult to get things done. In other words, the effect of work-
ing conditions on job satisfaction is similar to that of the work group. If things are good,
there may or may not be a job satisfaction problem; if things are poor, there very likely
will be.

Most people do not give working conditions a great deal of thought unless they are
extremely bad. Additionally, when there are complaints about working conditions, these
sometimes are really nothing more than manifestations of other problems. For example, a
manager may complain that his office has not been properly cleaned by the night crew, but
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his anger is actually a result of a meeting he had with the boss earlier in the day in which he
was given a poor performance evaluation. However, in recent years, because of the increased
diversity of the workforce, working conditions have taken on new importance. Chapter 2
discussed ways in which today’s organizations are trying to make conditions more support-
ive and more nondiscriminatory/nonthreatening. There is also evidence of a positive rela-
tionship between job satisfaction and life satisfaction,*° and that the direction of causality
is that people who are satisfied with their lives tend to find more satisfaction in their work.*?

Outcomes of Job Satisfaction

To society as a whole as well as from an individual employee’s standpoint, job satisfaction
in and of itself is a desirable outcome. However, from a pragmatic managerial and organi-
zational effectiveness perspective, it is important to know how, if at all, satisfaction relates
to desired outcome variables. For instance, if job satisfaction is high, will the employees
perform better and the organization be more effective? If job satisfaction is low, will there
be performance problems and ineffectiveness? This question has been asked by both
researchers and practitioners through the years. There are no simple answers, and the
results range from weak to strong. In examining the outcomes of job satisfaction, it is
important to break down the analysis into a series of specific outcomes. The following sec-
tions examine the most important of these.

Satisfaction and Performance

Do satisfied employees perform better than their less-satisfied counterparts? This “satisfaction-
performance controversy” has raged over the years. Although most people assume a positive
relationship, the research to date has been mixed. About 25 years ago, the studies assessed by
a meta-analysis indicated a weak (.17 best-estimate correlation) relationship between satis-
faction and performance.*® However, conceptual, methodological, empirical, and practical
analyses have questioned and argued against these weak results.**® So, more recently a
sophisticated meta-analysis conducted by Tim Judge and his colleagues on 312 samples with
a combined N of 54,417 found the mean true correlation to be .30.1%* This latest analysis thus
shows a much stronger relationship between employee job satisfaction and performance, but
still not greater than the Big Five personality trait of conscientiousness discussed earlier in
this chapter nor as great as the meta-analytic findings of other psychological constructs such
as the relationship between self-efficacy (covered in Chapter 7) and performance (.38).1%

Perhaps the best conclusion about satisfaction and performance is that there is definitely
a positive relationship, but probably not as great as conventional wisdom assumed con-
cerning happy workers as productive workers. Although there is recent supporting research
evidence on the causal direction (that correlational studies do not permit), showing satis-
faction influences performance rather than vice versa,*?® the relationship may even be more
complex than others in organizational behavior. For example, there seem to be many possi-
ble moderating variables, the most important of which are rewards. If people receive
rewards they feel are equitable, they will be satisfied, and this is likely to result in greater
performance effort.*?” Also, research evidence indicates that satisfaction may not neces-
sarily lead to individual performance improvement but does lead to departmental**® and
organizational-level improvement.*®® A meta-analysis of such business units (7,939 in 36
companies) found that when satisfaction is defined and measured by employee engage-
ment, there is a significant relationship with performance outcomes of productivity, cus-
tomer satisfaction, and even profit.”*° In total, job satisfaction should not be considered the
endpoint in human performance, but there is accumulating evidence that it should, along
with the other dimensions discussed throughout this text, play an important role in the
study and application of organizational behavior.
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Satisfaction and Turnover

Does high employee job satisfaction result in low turnover? Research has uncovered a
moderately inverse relationship between satisfaction and turnover.*** High job satisfaction
will not, in and of itself, keep turnover low, but it does seem to help. On the other hand, if
there is considerable job dissatisfaction, there is likely to be high turnover. Obviously, other
variables enter into an employee’s decision to quit besides job satisfaction. For example,
age, tenure in the organization, and commitment to the organization (covered in the next
major section), may play a role. Some people cannot see themselves working anywhere
else, so they remain regardless of how dissatisfied they feel. Another factor is the general
economy. When things in the economy are going well and there is little unemployment, typ-
ically there will be an increase in turnover because people will begin looking for better
opportunities with other organizations. Even if they are satisfied, many people are willing
to leave if the opportunities elsewhere promise to be better. On the other hand, if jobs are
tough to get and downsizing, mergers, and acquisitions are occurring, as in recent years,
dissatisfied employees will voluntarily stay where they are. Research findings verify that
unemployment rates do directly affect turnover.*? On an overall basis, however, it is accu-
rate to say that job satisfaction is important in employee turnover. Although absolutely no
turnover is not necessarily beneficial to the organization, a low turnover rate is usually
desirable because of the considerable training costs and the drawbacks of inexperience,
plus the loss of the tacit knowledge that those who leave take with them.

Satisfaction and Absenteeism

Research has only demonstrated a weak negative relationship between satisfaction and
absenteeism.*3* As with turnover, many other variables enter into the decision to stay home
besides satisfaction with the job. For example, there are moderating variables such as the
degree to which people feel that their jobs are important. For example, research among
state government employees has found that those who believed that their work was impor-
tant had lower absenteeism than did those who did not feel this way. Additionally, it is
important to remember that although high job satisfaction will not necessarily result in low
absenteeism, low job satisfaction is more likely to bring about absenteeism.*3*

Other Effects and Ways to Enhance Satisfaction

In addition to those noted above, there are a number of other effects brought about by high
job satisfaction. Research reports that highly satisfied employees tend to have better phys-
ical health, learn new job-related tasks more quickly, have fewer on-the-job accidents, and
file fewer grievances. Also on the positive side, it has been found that there is a strong neg-
ative relationship between job satisfaction and perceived stress.™*® In other words, by build-
ing satisfaction, stress may be reduced.

Overall, there is no question that employee satisfaction in jobs is in and of itself desir-
able. It cannot only reduce stress, but as the preceding discussion points out, may also help
improve performance, turnover, and absenteeism. Based on the current body of knowledge,
the following evidence-based guidelines may help enhance job satisfaction.'3¢

1. Make jobs more fun. World-class companies such as Southwest Airlines have a fun
culture for their employees. Southwest management makes it clear that irreverence is
okay; it’s okay to be yourself; and take the competition seriously, but not yourself.**’
Having a fun culture may not make jobs themselves more satisfying, but it does break
up boredom and lessen the chances of dissatisfaction.

2. Have fair pay, benefits, and promotion opportunities. These are obvious ways that
organizations typically try to keep their employees satisfied. Recent national surveys
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indicate that employees rank benefits and pay as very important to their job
satisfaction.*®® As Chapter 4 pointed out, an important way to make benefits more effec-
tive would be to provide a flexible, so-called cafeteria approach. This allows employees
to choose their own distribution of benefits within the budgeted amount available. This
way there would be no discrepancies between what they want, because it’s their choice.

3. Match people with jobs that fit their interests and skills. Getting the right fit is one of
the most important, but overlooked, ways to have satisfied employees. This, of course,
assumes that the organization knows what those interests and skills are. Effective human
resource management firms such as Disney, Southwest Airlines, Google, and Microsoft
put considerable effort into finding out interests and skills of potential new hires, as well
as existing employees, in order to make the match or fit with the right job.

4. Design jobs to make them exciting and satisfying. Instead of finding people to fit the
job as in point 3, this approach suggests designing jobs to fit the people. Most people do
not find boring, repetitive work very satisfying. For example, the Canadian aerospace
firm Nordavionics was losing too many of their talented engineers. They found that they
could increase job satisfaction and reduce turnover by being more sensitive to and pro-
viding their engineers with more challenging work and professional growth.
Unfortunately, too many jobs today are boring and should be changed or eliminated as
much as possible. Chapter 6 is concerned with designing jobs to help motivate and sat-
isfy today’s employees. Examples include providing more responsibility and building in
more variety, significance, identity, autonomy, and feedback.

In summary, most organizational behavior scholars as well as practicing managers
would argue that job satisfaction is important to an organization. Some critics have argued,
however, that this is pure conjecture because there is so much we do not know about the
positive effects of satisfaction. On the other hand, when job satisfaction is low, there seem
to be negative effects on the organization that have been well documented. So if only from
the standpoint of viewing job satisfaction as a minimum requirement or point of departure,
it is of value to the employees’ well-being and the organization’s overall health and effec-
tiveness and is deserving of study and application in the field of organizational behavior.

Organizational Commitment

Although job satisfaction has received the most attention of all work-related attitudes, orga-
nizational commitment has become increasingly recognized in the organizational behavior
literature. Whereas satisfaction is mainly concerned with the employee’s attitude toward the
job and commitment is at the level of the organization, a strong relationship between job
satisfaction and organizational commitment has been found over the years.** Yet, there are
always many employees who are satisfied with their jobs, but dislike, say, the highly
bureaucratic organization they work for, or the software engineer may be dissatisfied with
her current job, but be very committed to the overall visionary high-tech firm.

On balance, research studies and the field of organizational behavior in general treat satis-
faction and commitment as different attitudes. In light of the new environment that includes
downsizing, telecommuting, mergers and acquisitions, globalization, and diversity, organiza-
tional commitment has resurfaced as a very important topic of study and concern. Although
some expert observers feel that organizational commitment is a dead issue because of the
new environment and should be replaced by career commitment,*° others such as the fol-
lowing see organizational commitment as the major challenge in modern times:

Today’s workplace is enveloped by the fear of downsizing, loss of job security, overwhelming
change in technology and the stress of having to do more with less . . . managers [need to]
establish the type of caring, spirited workplace that will ignite employee commitment.***
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After first defining commitment and its dimensions, what research has found to date about
its outcomes is then summarized.

The Meaning of Organizational Commitment

As with other topics in organizational behavior, a wide variety of definitions and measures
of organizational commitment exist.**? As an attitude, organizational commitment is most
often defined as (1) a strong desire to remain a member of a particular organization; (2) a
willingness to exert high levels of effort on behalf of the organization; and (3) a definite
belief in, and acceptance of, the values and goals of the organization.'** In other words, this
is an attitude reflecting employees’ loyalty to their organization and is an ongoing process
through which organizational participants express their concern for the organization and its
continued success and well-being. Using this definition, it is commonly measured by the
Organizational Commitment Questionnaire shown in Figure 5.2.

The organizational commitment attitude is determined by a number of personal (age,
tenure in the organization, career adaptability, and dispositions such as positive or negative
affectivity, or internal or external control attributions) and organizational (the job design,
values, support, procedual fairness, and the leadership style of one’s supervisor) variables.***
Even nonorganizational factors, such as the availability of alternatives after making the initial
choice to join an organization, will affect subsequent commitment.'4>

Also, because of the new environment where many organizations are not demonstrating
evidence of commitment to their employees, recent research has found that an employee’s

Listed below are a series of statements that represent possible feelings that individuals might
have about the company or organization for which they work. With respect to your own
feelings about the particular organization for which you are now working, please indicate
the degree of your agreement or disagreement with each statement by checking one of the
seven alternatives below each statement.*

1. I'am willing to put in a great deal of effort beyond what is normally expected in order to
help this organization be successful.

2. I talk up this organization to my friends as a great organization to work for.

. | feel very little loyalty to this organization. (R)

4. | would accept almost any type of job assignment in order to keep working for this

organization.

5. I find that my values and the organization’s values are very similar.

. lam proud to tell others that | am a part of this organization.

7. | could just as well be working for a different organization as long as the type of work

was similar. (R)
. This organization really inspires the very best in me in the way of job performance.
9. It would take very little change in my present circumstances to cause me to leave this

organization. (R)

10. | am extremely glad that | chose this organization to work for over others | was
considering at the time | joined.

11. There’s not too much to be gained by sticking with this organization indefinitely. (R)

12. Often, | find it difficult to agree with this organization’s policies on important matters
relating to its employees. (R)

13. I really care about the fate of this organization.

14. For me this is the best of all possible organizations for which to work.

15. Deciding to work for this organization was a definite mistake on my part. (R)

w

)]

oo

*Responses to each item are measured on a 7-point scale with scale point anchors labeled (1) strongly disagree; (2) moderately
disagree; (3) slightly disagree; (4) neither disagree nor agree; (5) slightly agree; (6) moderately agree; (7) strongly agree. An “R”
denotes a negatively phrased and reverse-scored item.
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career commitment is a moderator between the perceptions of company policies and prac-
tices and organizational commitment.2*® For example, even though employees perceive
supervisory support, they would also need to have a commitment to their careers, say, in
engineering or marketing, in order to have high organizational commitment.

Because of this multidimensional nature of organizational commitment, there is grow-
ing support for the three-component model proposed by Meyer and Allen.**” The three
dimensions are as follows:

1. Affective commitment involves the employee’s emotional attachment to, identification
with, and involvement in the organization.

2. Continuance commitment involves commitment based on the costs that the employee
associates with leaving the organization. This may be because of the loss of senority for
promotion or benefits.

3. Normative commitment involves employees’ feelings of obligation to stay with the
organization because they should; it is the right thing to do.

There is considerable research support for this three-component conceptualization of orga-
nizational commitment.*® It also generally holds up across cultures.**°

The Outcomes of Organizational Commitment

As is the case with job satisfaction, there are mixed outcomes of organizational commit-
ment. Both early**® and more recent research summaries*>* do show support of a posi-
tive relationship between organizational commitment and desirable outcomes such as
high performance, low turnover, and low absenteeism. There is also evidence that
employee commitment relates to other desirable outcomes, such as the perception of a
warm, supportive organizational climate'®® and being a good team member willing to
help.*®® Yet, as with satisfaction, there are some studies that do not show strong relation-
ships between commitment and outcome variables'>* and others where there are moder-
ating effects between organizational commitment and performance. For example, one
study found a stronger relationship between organizational commitment and perfor-
mance for those with low financial needs than for those with high ones,**® and another
study found that the more tenure the employees had on the job and with the employing
organization, the less impact their commitment had on performance.'*® Also, a study
found that commitment to supervisors was more strongly related to performance than
was commitment to organizations.*®” These and a number of other studies indicate the
complexity of an attitude such as commitment.**® On balance, however, most researchers
would agree that the organizational commitment attitude as defined here may be a better
predictor of desirable outcome variables than is job satisfaction'®® and thus deserves
management’s attention.

Guidelines to Enhance Organizational Commitment

As the opening discussion of commitment indicated, management faces a paradoxical sit-
uation: “On the one hand today’s focus on teamwork, empowerment, and flatter organiza-
tions puts a premium on just the sort of self-motivation that one expects to get from
committed employees; on the other hand, environmental forces are acting to diminish the
foundations of employee commitment.”*®° Dessler suggests the following specific guide-
lines to implement a management system that should help solve the current dilemma and
enhance employees’ organizational commitment:

1. Commit to people-first values. Put it in writing, hire the right-kind managers, and walk
the talk.
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2. Clarify and communicate your mission. Clarify the mission and ideology; make it
charismatic; use value-based hiring practices; stress values-based orientation and train-
ing; build the tradition.

3. Guarantee organizational justice. Have a comprehensive grievance procedure; pro-
vide for extensive two-way communications.

4. Create a sense of community. Build value-based homogeneity; share and share alike;
emphasize barnraising, cross-utilization, and teamwork; get together.

5. Support employee development. Commit to actualizing; provide first-year job chal-
lenge; enrich and empower; promote from within; provide developmental activities;
provide employee security without guarantees.*6*

Organizational Citizenship Behaviors (OCBs)

An appropriate concluding section for this chapter covering personality, perception, and atti-
tudes are the prosocial/organizational citizenship behaviors, simply known as OCBs. This
now very popular construct in organizational behavior was first introduced over 25 years ago
with a cognitively based theoretical foundation. Organ defines OCB as “individual behavior
that is discretionary, not directly or explicitly recognized by the formal reward system, and
that in the aggregate promotes the effective functioning of the organization.”

The personality foundation for these OCBs reflects the employee’s predispositional
traits to be cooperative, helpful, caring, and conscientious. The attitudinal foundation indi-
cates that employees engage in OCBs in order to reciprocate the actions of their organiza-
tions. Motivational dimensions,*®® job satisfaction,*®* and organizational commitment*®®
clearly relate to OCBs. More important to OCBs, however, is that employees must perceive
that they are being treated fairly, that the procedures and outcomes are fair. A number of
studies have found a strong relationship between justice and OCBs.® It seems that proce-
dural justice affects employees by influencing their perceived organizational support,
which in turn prompts them to reciprocate with OCBs, going beyond the formal job
requirements.*®’

Besides being extra-role or going beyond “the call of duty,” other major dimensions are
that OCBs are discretionary or voluntary in nature and that they are not necessarily recog-
nized by the the formal reward system of the organization.*®® OCBs can take many forms,
but the major ones could be summarized as: (1) altruism (e.g., helping out when a coworker
is not feeling well), (2) conscientiousness (e.g., staying late to finish a project), (3) civic
virtue (e.g., volunteering for a community program to represent the firm), (4) sportsman-
ship (e.g., sharing failure of a team project that would have been successful by following
the member’s advice), and (5) courtesy (e.g., being understanding and empathetic even
when provoked).*®® Research also examines antecedents such as job attitudes that account
for loyalty OCBs, personality that accounts for service delivery OCBs, effects of national-
ity on the role of OCBs,*"° the amount of control people have over their job relates to
OCBs,'™ customer knowledge and personality that jointly predict participation in
OCBs,*"? and relationship quality and relationship context as antecedents of person- and
task-focused interpersonal citizenship behaviors.!”

Obviously, all these different types of OCBs are valuable to organizations and, although
they frequently go undetected by the reward system, there is evidence that individuals who
exhibit OCBs do perform better and receive higher performance evaluations.*”* Also,
OCBs do relate to group and organization performance and effectiveness.'”® However, as
with job satisfaction and organizational commitment, there is still some criticism of the
conceptualization and research on OCBs,*"® and more research is certainly warranted. For
example, one study found that OCBs do influence organizational outcomes rather than the
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other way around*’” and another study has begun to analyze the influence of gender on the
performance of OCBs.!"® Also, although the research has focused on the positive impact of
OCBs, a recent study found that at least too much of the individual initiative portion of
OCB is related to higher levels of employee role overload, job stress, and work-family con-
flict.”® Yet, as a summary statement, today’s managers would be very wise in trying to
enhance not only job satisfaction and organizational commitment, but also prosocial, orga-
nizational citizenship behaviors of their employees.

Summary

Personality, perception, and attitudes represent important micro, cognitively oriented vari-
ables in the study of organizational behavior. Personality represents the “whole person”
concept. It includes perception, learning, motivation, and more. According to this defini-
tion, people’s external appearance and traits, their inner awareness of self, and the person-
situation interaction make up their personalities. Although the nature versus nurture debate
continues, the findings of twin studies point out the importance that heredity may play in
personality, and recent breakthroughs in neuropsychology indicate the importance of the
brain in personality have led most psychologists to recognize nature and nurture. However,
the nurture side still dominates. Self-esteem, the person-situation interaction, and the
socialization process of personality development are all very relevant to the understanding
and application of organizational behavior.

Besides the recent advances in the genetic and brain input into personality, the study of
relatively fixed dispositions have recognized importance in the form of the “Big Five” per-
sonality traits. Conscientiousness, emotional stability, agreeableness, extraversion, and
openness to experience have been found to significantly relate to job performance, espe-
cially conscientiousness. In addition, the Myers-Briggs Type Indicator (MBTI) remains a
popular tool for personal and career development. Whereas the Big Five is based on
research, the MBTI is based on the historically important Carl Jung theory of personality
types and mental processes. Both the Big Five and MBTI if carefully interpreted and used
can make a contribution to the understanding and application of organizational behavior.

Whereas personality is an important cognitive construct to help explain organizational
behavior, perception is an important cognitive process. Through this complex perceptual
process or filter, persons make interpretations of the stimulus or situation facing them. The
social context that this process takes place is particularly important to the study of organi-
zational behavior. Particularly relevant problems in this social perception are stereotyping
(the tendency to perceive another person as belonging to a single class or category) and the
halo effect (the tendency to perceive a person on the basis of one trait).

The remainder of the chapter is concerned with cognitively based attitudes. Personality
traits, perceptions, and dispositions such as positive affectivity (PA) and negative affectivity
(NA), are important antecedents to attitudes about one’s job. However, traditionally the most
important attitude studied in organizational behavior and given concern in the real world is job
satisfaction. This attitude is defined as a pleasurable or positive emotional state resulting from
the appraisal of one’s job or job experience. A number of factors influence job satisfaction.
Some of the major ones are the work itself, pay, promotions, supervision, the work group, and
working conditions. There are a number of outcomes of job satisfaction. For example, although
the relationship with performance was thought to be relatively weak, more recent research is
showing a much stronger relationship. Low job satisfaction tends to lead to both turnover and
absenteeism, whereas high job satisfaction often results in fewer on-the-job accidents and
work grievances, less time needed to learn new job-related tasks, and less stress. There are also
specific guidelines to enhance employee satisfaction such as making jobs fun, ensuring
fairness, getting the right fit, and designing jobs to make them more exciting and satisfying.
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Closely related to job satisfaction is the organizational commitment attitude. It tradi-
tionally refers to the employees’ loyalty to the organization and is determined by a number
of personal, organizational, and nonorganizational variables. Now commitment is generally
conceived as having three components: affective (emotional attachment), continuance
(costs of leaving), and normative (obligation to stay). Like job satisfaction, the organiza-
tional commitment attitude is very complex and has mixed results, but in general, it is
thought to have a somewhat stronger relationship with organizational outcomes such as
performance, absenteeism, and turnover. Like satisfaction, organizational commitment can
be enhanced.

The concluding section draws from personality, perception, and attitudes. The extra-
role, prosocial/organizational citizenship behaviors (OCBs) involve predispositional traits
to be cooperative and conscientious and reflect through attitudes fair treatment from the
organization. OCBs can take a number of forms such as altruism, conscientiousness, civic
virtue, sportsmanship, and courtesy. Although there is still some criticism of the conceptu-
alization and research on OCBs, there is growing evidence that OCBs positively relate to
individual, group, and organizational performance.

Ending with Meta-Analytic Research Findings
OB PRINCIPLE:

Conscientious employees are effective performers.

Meta-Analysis Results:

[117 studies; 19,721 participants; d = .26] On average, there is a 57 percent probability
that conscientious employees will turn out to be better performers than those who do not
have the conscientious personality trait. Out of all the “Big Five” personality dimensions
tested, only conscientiousness showed consistent relations with all job performance criteria
across occupational groups.

Conclusion:

Personality measures are widely used in employee analysis and selection because they con-
tribute to the learning and understanding of today’s employees. Though many personality
traits have been investigated over the years, the Big Five personality dimensions (conscien-
tiousness, extroversion, agreeableness, openness to experience, and emotional stability)
have emerged as the most important because of their relationship with performance.
However, consistent with what was discussed in this chapter, conscientiousness is the single
strongest Big Five predictor of work performance. Conscientious people can be character-
ized as dependable, hardworking, responsible, persevering, and achievement oriented—all
desirable qualities of effective, high-performing employees.

Source: Adapted from Murray R. Barrick and Michael K. Mount, “The Big Five Personality Dimensions
and Job Performance: A Meta-Analysis,” Personnel Psychology, Vol. 44, 1991, pp. 1—26.

OB PRINCIPLE:

Employees who are satisfied with their jobs participate more in prosocial, organizational
citizenship behaviors (OCBSs).
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Meta-Analysis Results:

[28 studies; 6,746 participants; d = .47] On average, there is a 63 percent probability that
employees who are satisfied in their jobs will participate in more prosocial, organiza-
tional citizenship behaviors (OCBs) than those who are not satisfied. Self—versus other—
ratings of organizational citizenship behaviors was a notable moderator of the relationship.
Self-reports of citizenship behaviors tend to be inflated. Overall, the evidence provides
support that measures of OCBs will be better related to job satisfaction than would in-
role performance, with the exception that this applies mainly to nonmanagerial, nonpro-
fessional employees.

Conclusion:

Individuals who contribute to organizational effectiveness by doing things that are above
and beyond their primary task or role are assets to their organizations. Examples of orga-
nization citizenship behaviors or OCBs are volunteering for extra job activities, helping
coworkers, and making positive comments about the company. As this chapter has dis-
cussed, OCBs are of value to the organization because, although they are not viewed as a
traditional measure of performance, they can still impact on an organization’s perfor-
mance by supporting ongoing task activities and influencing performance evaluations.
Employees who exhibit citizenship behaviors such as helping others or making innovative
suggestions receive higher performance ratings. Moreover, other attitudinal variables dis-
cussed in this chapter such as job satisfaction and organizational commitment predict and
may lead to OCBs.

Source: Adapted from Dennis W. Organ and Katherine Ryan, “A Meta-Analytic Review of Attitudinal and
Dispositional Predictors of Organizational Citizenship Behavior,” Personnel Psychology, Vol. 48, 1995,
pp. 775—802.

Questions for
Discussion and
Review

1. Critically analyze the statement that “the various psychological processes can be
thought of as pieces of a jigsaw puzzle and personality as the completed puzzle picture.”

2. What is the comprehensive definition of personality? Give brief examples of each of
the major elements.

3. What side would you prefer to argue in the nature versus nurture debate? What would
be the major points each side would make? How would you resolve the controversy?

4. What are the “Big Five” personality traits? Which one seems to have the biggest
impact on performance? How would knowledge of the Big Five help you in your job
as a manager?

5. What are the four major dimensions of the Myers-Briggs Type Indicator (MBT]I) that
yield the 16 types? How can the MBTI be used effectively?

6. In understanding the process of perception, do you agree with the observation that peo-
ple are human information processors? Why?

7. How does sensation differ from perception?
8. What does stereotyping mean? Why is it considered to be a perceptual problem?
9. What is meant by the halo effect? Summarize the current thinking on this halo effect.
10. What is negative affectivity (NA)? What would be an example of an employee with
high NA? What is PA? Provide an example.
11. What is meant by the term job satisfaction? What are some of the major factors that
influence job satisfaction?
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12. What are some of the important outcomes of job satisfaction?

13. What is organizational commitment? What three components have emerged to help
better explain the complexities of commitment? Why may an understanding of organi-
zational commitment be especially important in the years ahead?

14. What are organization citizenship behaviors (OCBs)? How do they come about and
what are some examples?

Internet This chapter was concerned with how personality traits may affect performance in the
Exercise: workplace. To understanq _this_ better, many organizaFions_ are using out'?‘ide resources to

X assess employee personalities in an effort to get them into jobs that fit their characteristics.
Assessing Your  ope gych organization can be found at http://www.personality-tests-personality-
Personality profiles.com/home.htm. This site discusses the services that they provide, and pro-

vides some sample personality questions. Another interesting Web site is http://www
.queendom.com/alltests.html. They have many different types of assessment tools
that you can take online. Many of them are related to the workplace. Still another possi-
bility is http://www.hartmancommunications.com. Browse through these sites and
take some of the tests. Then consider the following questions:

1. Did you learn anything that you didn’t already know about yourself? If so, what? How
do you think your personality will affect your work performance?

2. Is there anything you would like to change about yourself in order to improve yourself?
If so, what? If not, what type of job would seem to be most suited to your personality?

3. See if you can locate still other Web sites that assess personality. How, if at all, do these
personality assessments match up with what you have covered in this chapter on per-

sonality and attitudes?

Real Case: It’s All a Matter of Personality

Largely because of downsizing, the survivors are working
harder and longer hours every year—and although some
get burned out and stressed, others seem to thrive on it. At
Apple Computer, for example, development teams are
well known for wearing T-shirts that proclaim, “90 Hours
a Week and Loving It!” And high-tech firms are now
coaxing double and triple time out of their employees, a
practice that is spreading to other sectors of the economy.
One of the best examples is provided by the increasing
number of telecommuters who work at home. By giving
employees PCs, cellular phones, pagers, and other
devices, the company can stay in contact. However, many
of these telecommuters are now finding that they are on
call 24 hours a day. One of the new rules of survival in an
increasing number of workplaces appears to be: If you
don’t have the personality to work round-the-clock, don’t
bother applying for a job here.

Of course, for some people work is extremely enjoy-
able, and they do not mind the new demands. Take the
case of entrepreneur Wayne Huizenga, a self-made

billionaire. Huizenga started out with a partner in the
garbage collection business, confident that his firm
could outperform the small mom-and-pop garbage
companies and get their business. He was supremely
confident of his own ability; it was not long before his
plan started to come true. Wall Street did not think much
of his ideas, however, and when he issued his first stock
offering in 1971 it was to raise a mere $5 million. By the
time Huizenga left in 1984, the market value of the
firm’s stock was $3 billion.

Huizenga’s next move was to Blockbuster Entertain-
ment. He was convinced that the movie rental business
was a wave of the future. Again he was right. For a mere
$18.5 million, he and his partners were able to buy the
company—and soon thereafter sales took off, rising
from $43 million annually to over $2 billion. By the
time he sold out to Viacom in 1994, he had put another
billion dollars in his pocket.

The same can be said for Steve Wynn of Mirage
Resorts. Wynn’s company was listed as one of Fortune’s
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10 most admired firms in America. Why? Part of it is a
reflection of Wynn’s own personality. He is eternally opti-
mistic and wants his people to be the same. Wynn’s strat-
egy is to keep everybody happy. If anyone is not, Wynn’s
employees are to fix it. As he tells his people, “If you see a
hotel guest with the tiniest frown on her face, don’t ask a
supervisor, take care of it. Erase the charge, send the din-
ner back, don’t charge for the room.” In addition, Wynn
sponsors elaborate parties to honor staffers who have kept
the most customers happy. At one recent party for a
Vietnamese woman who was being honored as employee

of the year, Wyynn brought in George and Barbara Bush to
congratulate the lady. It cost a lot of money for the party,
but, as Wynn puts it, “It’s an investment.”

1. Why do employees at firms such as Apple Computer
work so hard and put in such long hours?

2. How would you describe Wayne Huizenga in terms
of the self-concept, specifically self-esteem?

3. Why is job satisfaction and organizational commit-
ment so high at Mirage Resorts? How does Steve
Wynn manage to keep his employees so happy?

Organizational Behavior Case: Same Accident, Different Perceptions

According to the police report, on July 9 at 1:27 pm.,
bus number 3763 was involved in a minor noninjury
accident. Upon arriving at the scene of the accident,
police were unable to locate the driver of the bus.
Because the bus was barely drivable, the passengers
were transferred to a backup bus, and the damaged bus
was returned to the city bus garage for repair.

The newly hired general manager, Aaron Moore,
has been going over the police report and two addi-
tional reports. One of the additional reports was sub-
mitted by Jennifer Tye, the transportation director for
the City Transit Authority (CTA), and the other came
directly from the driver in the accident, Michael
Meyer. According to Tye, although Mike has been an
above-average driver for almost eight years, his per-
formance has taken a drastic nosedive during the past
15 months. Always one to join the other drivers for an
afterwork drink or two, Mike recently has been sus-
pected of drinking on the job. Furthermore, according
to Tye’s report, Mike was seen having a beer in a tavern
located less than two blocks from the CTA terminal at
around 3 P.M. on the day of the accident. Tye’s report
concludes by citing two sections of the CTA
Transportation Agreement. Section 18a specifically
forbids the drinking of alcoholic beverages by any
CTA employee while on duty. Section 26f prohibits
drivers from leaving their buses unattended for any
reason. Violation of either of the two sections results in

automatic dismissal of the employee involved. Tye rec-
ommends immediate dismissal.

According to the driver, Michael Meyer, however,
the facts are quite different. Mike claims that in
attempting to miss a bicycle rider he swerved and
struck a tree, causing minor damage to the bus. Mike
had been talking with the dispatcher when he was
forced to drop his phone receiver in order to miss the
bicycle. Because the receiver broke open on impact,
Mike was forced to walk four blocks to the nearest
phone to report the accident. As soon as he reported the
accident to the company, Mike also called the union to
tell them about it. Mike reports that when he returned to
the scene of the accident, his bus was gone. Uncertain
of what to do and a little frightened, he decided to
return to the CTA terminal. Because it was over a five-
mile walk and because his shift had already ended at
3 r.M., Mike stopped in for a quick beer just before get-
ting back to the terminal.

1. Why are the two reports submitted by Jennifer and
Mike so different? Did Jennifer and Mike have dif-
ferent perceptions of the same incident?

2. What additional information would you need if you
were in Aaron Moore’s position? How can he clarify
his own perception of the incident?

3. Given the information presented above, how would
you recommend resolving this problem?
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Organizational Behavior Case: Ken Leaves the Company

Good people—valuable employees—quit their jobs
every day. Usually, they leave for better positions else-
where. Take Ken, an experienced underwriter in a north-
eastern insurance company, who scribbled the following
remarks on his exit interview questionnaire:

This job isn’t right for me. | like to have more input
on decisions that affect me—more of a chance to
show what I can do. | don’t get enough feedback to
tell if I’m doing a good job or not, and the company
keeps people in the dark about where it’s headed.
Basically, | feel like an interchangeable part most of
the time.

In answer to the question about whether the company
could have done anything to keep him, Ken replied sim-
ply, “Probably not.”

Why do so many promising employees leave their
jobs? And why do so many others stay on but perform at
minimal levels for lack of better alternatives? One of the
main reasons—Ken’s reason—can be all but invisible,
because it’s so common in so many organizations: a sys-
temwide failure to keep good people.

Corporations should be concerned about employ-
ees like Ken. By investing in human capital, they may

actually help reduce turnover, protect training invest-
ments, increase productivity, improve quality, and reap
the benefits of innovative thinking and teamwork.

Human resource professionals and managers can con-
tribute to corporate success by encouraging employees’
empowerment, security, identity, “connectedness,” and
competence. How? By recognizing the essential compo-
nents of keeping their best people and by understanding
what enhances and diminishes those components.

Ken doubts that his company will ever change, but
other organizations are taking positive steps to focus on
and enhance employee retention. As a result, they’re
reducing turnover, improving quality, increasing pro-
ductivity, and protecting their training investments.

1. Do you think that Ken’s self-esteem had anything to
do with his leaving the firm?

2. What do you think were Ken’s satisfaction with and
commitment to the job and firm he is leaving? How
does this relate to the research on the determinants
and outcomes of satisfaction and commitment?

3. What lesson can this company learn from the case of
Ken? What can and should it now do?
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Motivational Needs,
Processes, and
Applications

Learning Objectives

¢ Define the motivation process.

¢ Identify the primary and secondary needs.

¢ Discuss the major theories of work motivation.

¢ Present the motivational application of job design.

¢ Describe the motivational application of goal setting.

Motivation is a basic psychological process. Few would deny that it is the most important
focus in the micro approach to organizational behavior. In fact, a data-based comprehen-
sive analysis concluded that “America’s competitiveness problems appear to be largely
motivational in nature.”* Many people equate the causes of behavior with motivation; how-
ever, as evidenced in this book, the causes of organizational behavior are much broader and
more complex than can be explained by motivation alone.

Along with many other psychological constructs, motivation is presented here as a very
important process in understanding behavior. Motivation interacts with and acts in con-
junction with other mediating processes and the environment. It must also be remembered
that, like the other cognitive processes, motivation cannot be seen. All that can be seen is
behavior. Motivation is a hypothetical construct that is used to help explain behavior; it
should not be equated with behavior. In fact, while recognizing the “central role of motiva-
tion,” many of today’s organizational behavior theorists “think it is important for the field
to reemphasize behavior.”

This chapter first presents motivation as a basic psychological process. The more
applied aspects of motivation on job design and goal setting are covered in the last part
of the chapter. The first section of this chapter clarifies the meaning of motivation by
defining the relationship among its various parts. The need—drive—incentive cycle is
defined and analyzed. The next section is devoted to an overview of the various types
of needs, or motives: both primary and secondary. The next section of the chapter pre-
sents both the historical and more complex contemporary theories of work motivation.
Finally, the two major motivation applications of job design and goal setting are given
attention.



FIGURE 6.1
The Basic Motivation
Process
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NEEDS > DRIVES > INCENTIVES

THE BASIC MOTIVATION PROCESS

Today, virtually all people—practitioners and scholars—have their own definitions of moti-
vation. Usually one or more of the following words are included: desires, wants, wishes,
aims, goals, needs, drives, motives, and incentives. Technically, the term motivation can be
traced to the Latin word movere, which means “to move.” This meaning is evident in the
following comprehensive definition: motivation is a process that starts with a physiological
or psychological deficiency or need that activates a behavior or a drive that is aimed at a
goal or incentive. Thus, the key to understanding the process of motivation lies in the mean-
ing of, and relationships among, needs, drives, and incentives.

Figure 6.1 graphically depicts the motivation process. Needs set up drives aimed at
goals or incentives; this is what the basic process of motivation is all about. In a systems
sense, motivation consists of these three interacting and interdependent elements:

1. Needs. Needs are created whenever there is a physiological or psychological imbal-
ance. For example, a need exists when cells in the body are deprived of food and water
or when the personality is deprived of other people who serve as friends or companions.
Although psychological needs may be based on a deficiency, sometimes they are not.
For example, an individual with a strong need to get ahead may have a history of con-
sistent success.

2. Drives. With a few exceptions,® drives, or motives (the two terms are often used inter-
changeably), are set up to alleviate needs. A physiological drive can be simply defined
as a deficiency with direction. Physiological and psychological drives are action ori-
ented and provide an energizing thrust toward reaching an incentive. They are at the very
heart of the motivational process. The examples of the needs for food and water are
translated into the hunger and thirst drives, and the need for friends becomes a drive for
affiliation.

3. Incentives. At the end of the motivation cycle is the incentive, defined as anything that
will alleviate a need and reduce a drive. Thus, attaining an incentive will tend to restore
physiological or psychological balance and will reduce or cut off the drive. Eating food,
drinking water, and obtaining friends will tend to restore the balance and reduce the cor-
responding drives. Food, water, and friends are the incentives in these examples.

These basic dimensions of the motivation process serve as a point of departure for the rest
of the chapter. After discussion of primary and secondary motives, the work-motivation
theories and applications that are more directly related to the study and application of orga-
nizational behavior and human resource management are examined.

Primary Motives

Psychologists do not totally agree on how to classify the various human motives, but they
would acknowledge that some motives are unlearned and physiologically based. Such
motives are variously called physiological, biological, unlearned, or primary. The last term
is used here because it is more comprehensive than the others. However, the use of the term
primary does not imply that these motives always take precedence over the learned sec-
ondary motives. Although the precedence of primary motives is implied in some motiva-
tion theories, there are many situations in which the secondary motives predominate over
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primary motives. Common examples are celibacy among priests and fasting for a religious,
social, or political cause. In both cases, learned secondary motives are stronger than
unlearned primary maotives.

Two criteria must be met in order for a motive to be included in the primary classifica-
tion: It must be unlearned, and it must be physiologically based. Thus defined, the most
commonly recognized primary motives include hunger, thirst, sleep, avoidance of pain,
sex, and maternal concern. Although these very basic physiological requirements have
been equated with primary needs over the years, just like personality traits discussed in the
last chapter, in recent years recognition is given to the role that the brain may play in peo-
ple’s motives.* The “hard-wiring” of emotional needs would meet the primary criteria of
being unlearned and physiologically based. Neuropsychologists are just beginning to do
research on the role the brain plays in motivation, but potential applications to the work-
place are already being recognized. For example, Coffman and Gonzalez-Molina note:
“What many organizations don’t see—and what many don’t want to understand—is that
employee performance and its subsequent impact on customer engagement revolve
around a motivating force that is determined in the brain and defines the specific talents
and the emotional mechanisms everyone brings to their work.”® However, even though the
brain pathways will be developed in different ways and people develop different appetites
for the various physiological motives because people have the same basic physiological
makeup, they will all have essentially the same primary needs, but not the learned sec-
ondary needs.

Secondary Motives

Whereas the primary needs are vital for even survival, the secondary drives are unques-
tionably the most important to the study of organizational behavior. As a human society
develops economically and becomes more complex, the primary drives give way to the
learned secondary drives in motivating behavior. With some glaring exceptions that have
yet to be eradicated, the motives of hunger and thirst are not dominant among people living
in the economically developed world. This situation is obviously subject to change; for
example, the “population bomb,” nuclear war, the greenhouse effect and even dire eco-
nomic times as indicated in the accompanying OB in Action: Managing Amid Economic
Uncertainty, may alter certain human needs. In addition, further breakthroughs in neu-
ropsychology may receive more deserved attention.® But for now, the learned secondary
motives dominate the study and application of the field of organizational behavior.

Secondary motives are closely tied to the learning concepts that are discussed in
Chapter 12. In particular, the learning principle of reinforcement is conceptually and prac-
tically related to motivation. The relationship is obvious when reinforcement is divided
into primary and secondary categories and is portrayed as incentives. Some discussions,
however, regard reinforcement as simply a consequence serving to increase the motivation
to perform the behavior again,” and they are treated separately in this text. Once again,
however, it should be emphasized that although the various behavioral concepts can be
separated for study and analysis, in reality, concepts like reinforcement and motivation do
not operate as separate entities in producing human behavior. The interactive effects are
always present.

A motive must be learned in order to be included in the secondary classification.
Numerous important human motives meet this criterion. Some of the more important ones
are power, achievement, and affiliation, or, as they are commonly referred to, n Pow, n Ach,
and n Aff. In addition, especially in reference to organizational behavior, security and status
are important secondary motives. Table 6.1 gives examples of each of these important sec-
ondary needs.



OB in ACtiOH: Managing Amid Economic Uncertainty

During the Internet bust a few years ago, | had lunch
with a corporate HR leader. His company, a telecommu-
nications giant, was in trouble. Every week, more layoffs
were announced. People who could find better jobs
were leaving in droves.

| asked the HR fellow: "How are you dealing with
employee morale?” “Oh, we don't think about morale,”
he chuckled. “We focus on Engagement with the
Mission.” | was astounded by his reply, and | could all but
hear the capitalized “E” and “M" in the phrase. Lots of HR
people talk about engagement, and they also talk about
missions. These are good things to talk about when half
the workforce isnt in fear of losing jobs at any moment.
How does one get engaged with the organization’s lofty
mission when one is preoccupied with job security, the
threat of missing a mortgage payment, or worse?

“Isn't it tough to rally the troops around the mission
when business conditions are so challenging?” | asked. |
had just met a marketing director from this man’s com-
pany the night before at a networking event. “Yes, | took
a job working for XYZ,” she told me, mentioning her
employer by name with a shudder. “Don’t judge me for
working there. | had to take the job. Any port in a storm.”

Hollow Ring

That’s how my lunchmate’s company brand was being
publicly trashed by its own new management hires. Yet
he clung to the notion that Engagement with the
Mission would prevail. “We just have to keep talking
about it, to keep the Mission uppermost in employees’
minds,” he said.

My lunch partner was wrong in thinking that the
most important issue then was Mission instead of
morale, and the same holds true now. When employees
are distracted by zooming foreclosure rates, the cost of
fuel, the threat of job loss, and other real life concerns,
our corporate mission is the last thing they want to hear
about. We're foolish if we don’t respond to our teams’
fears directly.

Like any issue that can suck time and mental energy
away from our work, employees’ economic concerns are an
elephant in the room. Job One is to address those concerns
forthrightly, and often. We can’t guarantee our employees
a job for life, or even for the next 12 months. What we can
and must do is level with them, with as much detail as pos-
sible, about what's happening in our firms and what the
future appears to hold. We need to talk about orders in the
pipeline, the state of our customers’ business, the state of
our competitors. We need to address the impact of the
financial industry’s woes on our own business. If senior-
leadership teams aren’t convening this week to craft an
internal communications strategy dealing with these top-
of-mind and scary issues, they're deluding themselves.

When Basic Needs Are Threatened

People won't stick to their knitting when their own and
their families’ stability and future are at risk. They can't.
They shouldn’t. Maslow’s famous pyramid shows us why.
Next year’s new product launch is fun and exciting to think
about when one'’s housing, health care, nourishment, and
other basic needs are well in hand. When a person is wor-
ried about his ability to take care of basic needs, his atten-
tion to lesser matters—the new product launch being one
example—goes out the window. Who can blame him?

Frequent and relevant employee communication is
the name of the game during challenging economic
times. And outbound communication is just half the bat-
tle. The other half is responding.

For instance, employers who have been slow to accom-
modate employees’ telecommuting requests should delay
no more. All employers should be stretching their views
of what constitutes a day’s work right now, because fuel
prices have increased employees’ household expenses
dramatically. If people can accomplish their work from
home one day a week, this is the time to let them do it. If
you've looked at the flextime and flexplace concepts all
summer without acting, there’s no more time for delay.

Now is the time to listen to employees, and now is
the time to act.

The Whole Truth

Nothing that we can invent to stimulate and reward
employees—not a trip to Hawaii, not free flu shots, not
even the promise of a hefty year-end bonus—can allay the
fears of personal disruption or catastrophe that preoccupy
our teams. No fun promotion, slogan, or contest that we
dream up at a staff meeting will turn our teams’ attention
away from their instinctive fears for their own economic
stability—nothing except plain, unvarnished truth.

Now’s the time to open the kimono and share the
company'’s plans for the next 12 or 18 months; now’s
the time to talk frankly about hard choices that must be
made, about the leadership team’s battle plan and the
associated risks and opportunities. “Just keep working,
and we'll let you know if anything changes” will not cut
it, not if we want people focused on their work instead
of their plummeting home value and mutual funds.

If ever there were a time to lose the corporate happy
talk and be honest with employees, it's now.

Employers who speak to what's real for their
employees—the stock market, the firm’s fortunes, and
the cost of getting through the day—will earn the privi-
lege of talking about Engagement and Missions months
down the road. Those who insist on sticking to the party
line may look back and see their efforts to avoid tough
conversations as an exercise in rearranging deck chairs
on the Titanic.
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TABLE 6.1 Examples of Key Secondary Needs

Source: Adapted from Gary Yukl, Skills for Managers and Leaders, Prentice Hall, Upper Saddle River, N.J., 1990, p 41. The examples of need for status were not

covered by Yukl.

Need for Achievement

e Doing better than competitors
e Attaining or surpassing a difficult goal

e Solving a complex problem

e Carrying out a challenging assignment successfully
¢ Developing a better way to do something

Need for Power

e Influencing people to change their attitudes or
behavior

Controlling people and activities

Being in a position of authority over others
Gaining control over information and resources
Defeating an opponent or enemy

Need for Affiliation

e Being liked by many people

e Being accepted as part of a group or team

e \Working with people who are friendly and
cooperative

e Maintaining harmonious relationships and avoiding
conflicts

e Participating in pleasant social activities

Need for Security

Having a secure job

Being protected against loss of income or
economic disaster

Having protection against illness and disability
Being protected against physical harm or
hazardous conditions

Avoiding tasks or decisions with a risk of failure
and blame

Need for Status

Having the right car and wearing the right clothes
Working for the right company in the right job
Having a degree from the right university

Living in the right neighborhood and belonging to
the country club

Having executive privileges

Intrinsic versus Extrinsic Motives

Motives can be thought of as being generated not only by the primary and learned secondary
needs, but also by two separate but interrelated sets of sources. One method to characterize
these two sources is to label them as being either intrinsic or extrinsic motives. Extrinsic
motives are tangible and visible to others. They are distributed by other people (or agents). In
the workplace, extrinsic motivators include pay, benefits, and promotions. Chapter 4 covered
these commonly recognized extrinsic motivators and, especially in tough economic times,
low-or no-cost extrinsic alternatives include food (from doughnuts to gourmet meals), games
(e.g., one CPA firm holds a “mini-Olympics” with games such as who can pack a suitcase to
take to an audit assignment the fastest for a prize), or bring in someone to do manicures or at-
desk massages.? Extrinsic motives also include the drive to avoid punishment, such as termi-
nation or being transferred. In each situation, an external individual distributes these items.
Further, extrinsic rewards are usually contingency based. That is, the extrinsic motivator is
contingent on improved performance or performance that is superior to others in the same
workplace. Extrinsic motivators are necessary to attract people into the organization and to
keep them on the job. They are also often used to inspire workers to achieve at higher levels
or to reach new goals, as additional payoffs are contingent on improved performance.® They
do not, however, explain every motivated effort made by an individual employee. There is
growing research evidence on how to enhance intrinsic motivation (e.g., providing the indi-
vidual with a choice).’® Another study found that when intrinsic motivation accompanies
other types, for example, prosocial motivation, there will be a more positive impact on desired
outcomes such as persistence, performance, and productivity.**

Intrinsic motives are internally generated. In other words, they are motivators that
the person associates with the task or job itself. Intrinsic rewards include feelings of
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responsibility, achievement, accomplishment, that something was learned from an experi-
ence, feelings of being challenged or competitive, or that something was an engaging task
or goal. Performing meaningful work has long been associated with intrinsic motivation.*?
As Manz and Neck noted, “Even if a task makes us feel more competent and more self-
controlling, we still might have a difficult time naturally enjoying and being motivated by
it if we do not believe in its worthiness. Most of us yearn for purpose and meaning.”*®

It is important to remember that these two types of motivators are not completely dis-
tinct from one another. Many motivators have both intrinsic and extrinsic components. For
example, a person who wins a sales contest receives the prize, which is the extrinsic moti-
vator. At the same time, however, “winning” in a competitive situation may be the more
powerful, yet internalized, motive.

To further complicate any explanation of intrinsic and extrinsic motivation, cognitive eval-
uation theory suggests a more intricate relationship. This theory proposes that a task may be
intrinsically motivating, but that when an extrinsic motivator becomes associated with that
task, the actual level of motivation may decrease.'* Consider the world of motion pictures,
where an actor often strives for many years to simply be included in a film. The intrinsic
motive of acting is enough to inspire the starving artist. Once, however, the same actor
becomes a star, the extrinsic motivators of money and perks would, according to cognitive
evaluation theory, cause the individual to put less effort into each performance. In other
words, according to this theory, extrinsic motivators may actually undermine intrinsic moti-
vation. This may seem like a confusing outcome, but there is some research that supports this
theoretical position.*> However, as the meta-analytically based principle at the end of the
chapter notes, there is considerable research evidence that extrinsic rewards may not detract
from intrinsic motivation, and at least for interesting, challenging tasks, extrinsic rewards may
even increase the level of intrinsic motivation (see the end of the chapter OB Principle).®

The seemingly contradictory findings make more sense when the concept of negative
extrinsic motives is included. That is, threats, deadlines, directives, pressures, and imposed
goals are likely to be key factors that diminish intrinsic motivation. For example, consider
the difference between writing a book for fun versus writing a book that must be completed
by a certain deadline in order to receive payment.*” There are also a series of criticisms of
the cognitive evaluation theory, including that it was built on studies largely using students
as subjects rather than workers in the workplace setting and that actual decrements in
intrinsic motivation were relatively small when extrinsic rewards were introduced.®
Chapter 7 will extend this discussion into social cognitive variables such as self-efficacy,
and Chapter 12 will use an extended reinforcement theory—based approach to behavioral
performance management.

WORK-MOTIVATION THEORIES

So far, motivation has been presented as a basic psychological process consisting of pri-
mary, general, and secondary motives; drives such as the n Pow, n Aff, and n Ach motives;
and intrinsic and extrinsic mativators. In order to understand organizational behavior, these
basic motives must be recognized and studied. However, these serve as only background
and foundation for the more directly relevant work-maotivation theories.

Figure 6.2 graphically summarizes the various theoretical streams for work motivation.
In particular, the figure shows three historical streams. The content theories go as far back
as the turn of the twentieth century, when pioneering scientific managers such as Frederick
W. Taylor, Frank Gilbreth, and Henry L. Gantt proposed sophisticated wage incentive mod-
els to motivate workers. Next came the human relations movement, and then the content
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FIGURE 6.2 The Theoretical Development of Work Motivation
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theories of Maslow, Herzberg, and Alderfer. Following the content movement were the
process theories. Based mainly on the cognitive concept of expectancy, the process theories
are most closely associated with the work of pioneering social psychologists Kurt Lewin
and Edward Tolman and then organizational behavior scholars Victor Vroom, Lyman
Porter, and Ed Lawler. Finally, with roots in social psychology, equity and its derivative
procedural/organizational justice, and attribution theories have received attention in work
motivation.

Figure 6.2 purposely shows that at present there is a lack of integration or synthesis of
the various theories. In addition to the need for integration, a comprehensive assessment of
the status of work-motivation theory also noted the need for contingency models and
group/social processes.'® At present the content and process theories have become estab-
lished explanations for work motivation, and there is continued research interest in equity
and organizational justice theories, but no agreed-upon overall theory exists. Moreover,
unlike most of the other constructs in organizational behavior, reviews conclude that there
has been relatively little new theory-building and research in work motivation in recent
years.?® As Steers concluded, “over the past decade little will be found focusing on genuine
theoretical development in this area.”?! The rest of the chapter gives an overview of the
widely recognized historical and contemporary theories of work motivation.

Maslow’s Hierarchy of Needs: An Important Historical
Contribution

Although the first part of the chapter mentions the most important primary and secondary
needs of humans, it does not relate them to a theoretical framework. Abraham Maslow, in a
classic paper, outlined the elements of an overall theory of motivation.?? Drawing chiefly
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from humanistic psychology and his clinical experience, he thought that a person’s motiva-
tional needs could be arranged in a hierarchical manner. In essence, he believed that once
a given level of need is satisfied, it no longer serves to motivate. The next higher level of
need has to be activated in order to motivate the individual.

Maslow identified five levels in his need hierarchy (see Figure 6.3). They are, in brief,

the following:

1

Physiological needs. The most basic level in the hierarchy, the physiological needs, gen-
erally corresponds to the unlearned primary needs discussed earlier. The needs of hunger,
thirst, sleep, and sex are some examples. According to the theory, once these basic needs are
satisfied, they no longer motivate. For example, a starving person will strive to obtain a car-
rot that is within reach. However, after eating his or her fill of carrots, the person will not
strive to obtain another one and will be motivated only by the next higher level of needs.

. Safety needs. This second level of needs is roughly equivalent to the security need.

Maslow stressed emotional as well as physical safety. The whole organism may become
a safety-seeking mechanism. Yet, as is true of the physiological needs, once these safety
needs are satisfied, they no longer motivate.

Love needs. This third, or intermediate, level of needs loosely corresponds to the
affection and affiliation needs. Like Freud, Maslow seems guilty of poor choice of word-
ing to identify his levels. His use of the word love has many misleading connotations,
such as sex, which is actually a physiological need. Perhaps a more appropriate word
describing this level would be belongingness or social needs.

Esteem needs. The esteem level represents the higher needs of humans. The needs for
power, achievement, and status can be considered part of this level. Maslow carefully
pointed out that the esteem level contains both self-esteem and esteem from others.

Needs for self-actualization. Maslow’s major contribution, he portrays this level as the
culmination of all the lower, intermediate, and higher needs of humans. People who have
become self-actualized are self-fulfilled and have realized all their potential. Self-
actualization is closely related to the self-concepts discussed in Chapter 7. In effect,
self-actualization is the person’s motivation to transform perception of self into reality.

Maslow did not intend that his needs hierarchy be directly applied to work motivation. In
fact, he did not delve into the motivating aspects of humans in organizations until about
20 years after he originally proposed his theory. Despite this lack of intent on Maslow’s
part, others, such as Douglas McGregor in his widely read book The Human Side of
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FIGURE 6.4
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Enterprise, popularized the Maslow theory in management literature. The needs hierarchy
has tremendous intuitive appeal and is widely associated with work motivation.

In a very rough manner, Maslow’s needs hierarchy theory can be converted into the con-
tent model of work motivation shown in Figure 6.4. If Maslow’s estimates are applied to an
organization example, the lower-level needs of personnel would be generally satisfied, but
only a minority of the social and esteem needs, and a small percent of the self-actualization
needs, would be met.

On the surface, the content model shown in Figure 6.4 and the estimated percentages
given by Maslow seem logical and still largely applicable to the motivation of employees in
today’s organizations. Maslow’s needs hierarchy has often been uncritically accepted by
writers of management textbooks and by practitioners. Unfortunately, the limited research
that has been conducted lends little empirical support to the theory. About a decade after
publishing his original paper, Maslow did attempt to clarify his position by saying that grat-
ifying the self-actualizing need of growth-motivated individuals can actually increase
rather than decrease this need. He also hedged on some of his other original ideas, for
example, that higher needs may emerge after lower needs that have been unfulfilled or sup-
pressed for a long period are satisfied. He stressed that human behavior is multidetermined
and multimotivated.

Research findings indicate that Maslow’s is certainly not the final answer in work moti-
vation. Yet the theory does make a significant contribution in terms of making management
aware of the diverse needs of employees at work. As one comprehensive analysis con-
cluded, “Indeed, the general ideas behind Maslow’s theory seem to be supported, such as
the distinction between deficiency needs and growth needs.”® However, the number and
names of the levels are not so important, nor, as the studies show, is the hierarchical con-
cept. What is important is the fact that employees in the workplace have diverse motives,
some of which are “high level.” There is also empirical and experiential evidence support-
ing the importance of Maslow’s various needs (e.g., Gallup survey research clearly indi-
cates that Maslow’s third level social needs are the single most important contribution to



Chapter 6 Motivational Needs, Processes, and Applications 165

satisfaction with life?® and a lot of, if not most, high-achieving people feel unfulfilled
because they have not reached self-actualization®).

In other words, such needs as social and self-actualization are important to the content
of work motivation. The exact nature of these needs and how they relate to motivation are
not clear. At the same time, what does become clear from contemporary research is that
layoffs and terminations (i.e., downsizing) can reduce employees to have concerns about
basic-level needs such as security. Organizations that endeavor to reduce fears and other
strong emotional responses during these moments through severance pay programs and
outplacement services may be able to lessen the impact of individual terminations and lay-
offs, especially for those who remain with the company.?®

In recent years there has been a resurgence of interest in humanistic psychology?’ and
as will be discussed in the next chapter, positive psychology, of which Maslow was one of
the pioneers. Throughout the years there have been attempts to revitalize and make his hier-
archy of needs more directly applicable to work motivation. In particular, Herzberg’s two-
factor theory covered next is based on Maslow’s concept, and a number of others use
Maslow for constructing various hierarchies or pyramids. One example is Aon Consulting’s
Performance Pyramid that starts with safety and security and moves up through rewards,
affiliation, growth, and work and life harmony.?® There is little question that Maslow’s the-
ory has stood the test of time and still makes a contribution to the study and application to
work motivation.

Herzberg’'s Two-Factor Theory of Motivation

Another historically important contribution to work motivation is the content theory of
Frederick Herzberg. Unlike Maslow, Herzberg many years ago conducted a widely
reported motivational study on about 200 accountants and engineers employed by firms in
and around Pittsburgh, Pennsylvania. He used the critical incident method of obtaining data
for analysis. The professional subjects in the study were essentially asked two questions:
(1) When did you feel particularly good about your job—what turned you on; and (2) When
did you feel exceptionally bad about your job—what turned you off?

Responses obtained from this critical incident method were interesting and fairly con-
sistent. Reported good feelings were generally associated with job experiences and job
content. An example was the accounting supervisor who felt good about being given the
job of installing new computer equipment. He took pride in his work and was gratified to
know that the new equipment made a big difference in the overall functioning of his depart-
ment. Reported bad feelings, on the other hand, were generally associated with the sur-
rounding or peripheral aspects of the job—the job context. An example of these feelings
was related by an engineer whose first job was routine record keeping and managing the
office when the boss was gone. It turned out that his boss was always too busy to train him
and became annoyed when he tried to ask questions. The engineer said that he was frus-
trated in this job context and that he felt like a flunky in a dead-end job.

Tabulating these reported good and bad feelings, Herzberg concluded that job satisfiers
are related to job content and that job dissatisfiers are allied to job context. Herzberg
labeled the satisfiers motivators, and he called the dissatisfiers hygiene factors. The term
hygiene refers (as it does in the health field) to factors that are preventive; in Herzberg’s the-
ory the hygiene factors are those that prevent dissatisfaction. Taken together, the motivators
and the hygiene factors have become known as Herzberg’s two-factor theory of motivation.

Relation to Maslow’s Need Hierarchy

Herzberg’s theory is closely related to Maslow’s need hierarchy. The hygiene factors are
preventive and environmental in nature (see Table 6.2), and they are roughly equivalent to
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TABLE 6.2
Herzberg’s Two-
Factor Theory

Hygiene Factors Motivators
Company policy and administration Achievement
Supervision, technical Recognition
Salary Work itself
Interpersonal relations, supervisor Responsibility
Working conditions Advancement

Maslow’s lower-level needs. These hygiene factors prevent dissatisfaction, but they do not
lead to satisfaction. In effect, they bring motivation up to a theoretical zero level and are a
necessary “floor” to prevent dissatisfaction, and they serve as a platform or takeoff point
for motivation. By themselves, the hygiene factors do not motivate. Only the motivators,
Herzberg asserted, motivate employees on the job. They are roughly equivalent to Maslow’s
higher-level needs. According to Herzberg’s theory, an individual must have a job with a
challenging content in order to be truly motivated.

Contribution to Work Motivation

Herzberg’s two-factor theory provided a new light on the content of work motivation. Up to
this point, management had generally concentrated on the hygiene factors. When faced
with a morale problem, the typical solution was higher pay, more fringe benefits, and bet-
ter working conditions. However, as has been pointed out, this simplistic solution did not
really work. Management are often perplexed because they are paying high wages and
salaries, have an excellent fringe-benefit package, and provide great working conditions,
but their employees are still not motivated. Herzberg’s theory offered an explanation for
this problem. By concentrating only on the hygiene factors, management were not really
motivating their personnel.

There are probably very few workers or associates who do not feel that they deserve the
raise they receive. On the other hand, there are many dissatisfied associates and managers
who feel they do not get a large enough raise. This simple observation points out that the
hygiene factors seem to be important in preventing dissatisfaction but do not lead to satis-
faction. Herzberg would be the first to say that the hygiene factors are absolutely necessary
to maintain the human resources of an organization. However, as in the Maslow sense, once
“the belly is full” of hygiene factors, which is the case in most modern organizations, dan-
gling any more in front of employees will not really motivate them. According to
Herzberg’s theory, only a challenging job that has the opportunities for achievement, recog-
nition, responsibility, advancement, and growth will motivate personnel.

Critical Analysis of Herzberg’s Theory

Herzberg’s two-factor theory remains important in a historical sense and a popular text-
book explanation of work motivation and it still makes intuitive sense to practitioners.
However, it also is true that from an academic perspective, Herzberg’s theory oversimpli-
fies the complexities of work motivation. When researchers deviate from the critical inci-
dent methodology used by Herzberg, they do not get the two factors. Further, there is
always a question regarding the samples used by Herzberg: Would he have obtained the
results from low-complexity jobs such as truck drivers and third-shift factory workers or
waitstaff personnel? Presumably both the hygiene factors and satisfiers could be substan-
tially different when comparing these groups. Factors that affect research results include
the age of the sample and other variables that are not held constant or under control. In
international settings, older workers in an Israeli kibbutz preferred jobs that had better
physical conditions and convenience. Also, Caribbean hotel workers reported being more
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interested in wages, working conditions, and appreciation for their work as key motiva-
tors.?° These findings suggest that sample and setting may affect preferences for motiva-
tors and hygiene factors.

Finally, there seem to be job factors such as pay that lead to both satisfaction and dis-
satisfaction. For example, pay can be dissatisfying if not high enough, but, as pointed out
in Chapter 4, also satisfying as a form of achievement and recognition. These findings indi-
cate that a strict interpretation of the two-factor theory is not warranted by the evidence.

In spite of the obvious limitations, few would question that Herzberg has contributed
substantially to the study of work motivation. He extended Maslow’s needs hierarchy con-
cept and made it more applicable to work motivation. Herzberg also drew attention to the
importance of job content factors in work motivation, which previously had been badly
neglected and often totally overlooked. However, even the context can be made to better fit
the jobholder. For example, many Internet businesses never have employees directly inter-
act with customers so their dress, appearance, and work space can be highly informal and
designed according to personal choice.*

The job design technique of job enrichment is also one of Herzberg’s contributions. Job
enrichment is covered in the last part of the chapter. Overall, Herzberg added much to the
better understanding of job content factors and satisfaction, but, like his predecessors, he
fell short of a comprehensive theory of work motivation. His model describes only some of
the content of work motivation; it does not adequately describe the complex motivation
process of organizational participants that will now be given attention in the more complex
theories of work motivation.

The Porter-Lawler Expectancy Theory of Work Motivation

Comments in Chapter 5 on job satisfaction refer to the controversy over the relationship
between satisfaction and performance that has existed since the beginnings of the human
relations movement. The Maslow and Herzberg content theories implicitly assume that sat-
isfaction leads to improved performance and that dissatisfaction detracts from perfor-
mance. In particular, the Herzberg model is really a theory of job satisfaction, but still it
does not adequately deal with the relationship between satisfaction and performance. It was
not until Porter and Lawler that the relationship between satisfaction and performance was
dealt with directly by a motivation theory. They start with the premise that motivation
(effort or force) does not equal satisfaction or performance. Motivation, satisfaction, and
performance are all separate variables and relate in ways different from what was tradi-
tionally assumed.

Figure 6.5 depicts the multivariable model used to explain the complex relationships
that exist among motivation, performance, and satisfaction. As shown, boxes 1, 2, and 3
are basically drawn from earlier cognitive concepts from pioneering social psychologists
such as Kurt Lewin and Edward Tolman and from the recognized seminal work motivation
theory of Victor Vroom.3! It is important to note, however, that Porter and Lawler point
out that effort (force or motivation) does not lead directly to performance. It is moderated
by abilities and traits and by role perceptions. More important in the Porter-Lawler model
is what happens after the performance. The rewards that follow and how these are per-
ceived will determine satisfaction. In other words, the Porter-Lawler model suggests—
and this is a significant turn of events from conventional wisdom—that performance leads
to satisfaction.

The model has had research support over the years. For example, a field study found that
effort level and direction of effort are important in explaining individual performance in an
organization.®> Also, a comprehensive review of research verifies the importance of
rewards in the relationship between performance and satisfaction. Specifically, it was
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FIGURE 6.5 The Porter-Lawler Motivation Model
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concluded that performance and satisfaction will be more strongly related when rewards
are made contingent on performance than when they are not.*®

Implications for Practice

Although the Porter-Lawler model attempts to be more applications oriented than the ear-
lier expectancy theories, it is still quite complex and has proved to be a difficult way to
bridge the gap to actual human resource management practice. To Porter and Lawler’s
credit, they were very conscientious of putting their theory and research into practice. They
recommended that practicing managers go beyond traditional attitude measurement and
attempt to measure variables such as the values of possible rewards, the perceptions of
effort-reward probabilities, and role perceptions. These variables, of course, can help man-
agers better understand what goes into employee effort and performance. Giving attention
to the consequences of performance, Porter and Lawler also recommended that organiza-
tions critically reevaluate their current reward policies. They stressed that management
should make a concentrated effort to measure how closely levels of satisfaction are related
to levels of performance, and in a practitioner-oriented article emphasized that the accuracy
of role perceptions may be the missing link in improving employee performance.®* The
inference here is that employees need to better focus their efforts on high-impact behaviors
and activities that result in higher performance. However, both studies®® and comprehen-
sive analyses® continue to point out the complex impact that the cognitive process has in
relation to rewards and other outcomes in organizations.

Contributions to Work Motivation

The Porter and Lawler model has definitely made a significant contribution to the better
understanding of work motivation and the relationship between performance and satisfac-
tion, but has not had much impact on the actual practice of human resource management.
Yet this expectancy theory provides certain guidelines that can be followed by human

9
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resource management. For example, on the front end (the relationship between motivation
and performance), it has been suggested that the following barriers must be overcome:

1. Doubts about ability, skill, or knowledge

2. The physical or practical possibility of the job

3. The interdependence of the job with other people or activities
4. Ambiguity surrounding the job requirements®’

To overcome these barriers, it is helpful to understand the role other psychological vari-
ables such as self-efficacy (covered in the next chapter) play in effort-performance rela-
tionships. A series of successes combined with positive feedback build the employee’s
sense of self-efficacy, which can, in turn, lead to a heightened sense that “I can do this.”
Greater effort may often be the result.®® In addition to psychological constructs such as
self-efficacy, there are also pragmatic considerations such as that the opportunity must be
present to actually perform. For example, there are many second-string players in pro
sports that have stepped in for an injured starter to take the team to the championship. The
back-up probably had sufficient valance (pay plus the bonus check paid to the winners),
instrumentality or effort-performance calculations (ability combined with self-efficacy),
and expectancy or performance-reward calculations (the belief that goal achievement
would result in additional pay and recognition), yet still could not succeed until he was
allowed to play due to the injury of the first-string player.

In addition, on the back end (the relationship between performance and satisfaction),
guidelines such as the following have been suggested:

1. Determine what rewards each employee values
2. Define desired performance

3. Make desired performance attainable

4. Link valued rewards to performance°

The last point was given attention in Chapter 4 on the importance of pay for perfor-
mance. At the same time, managers should be advised that an employee in a way calculates
expectancies regarding future employment possibilities when seeking to leave an organiza-
tion, and more importantly, often sees a connection between performance and reward that
invites less effort in a group or team situation. The reduced value is based on the belief that
the person’s own efforts are not sufficient to raise group performance levels, and that group
incentives are less valuable than individualized rewards.

Also brought out in Chapter 4, managers may also take advantage of this process moti-
vational approach by considering the use of nonfinancial rewards for performance. Many
times workers may be inspired by being given first choice in selecting weeks for vacation,
being allowed to choose when they will go to lunch (ahead of lower performers), being
awarded certificates or “employee of the month” parking spaces or, as the accompanying
OB in Action: Nice Work If You Can Get It describes, new rewards such as sabbaticals.
Recognition as a valence can be a powerful reward within the expectancy theory framework
and was discussed in Chapter 4 and is given further detailed attention in Chapter 12.

Equity Theory of Work Motivation

Equity theory has been around just as long as the expectancy theories of work motivation.
However, equity has received relatively more recent attention in the organizational behav-
ior field. As Figure 6.2 indicates, its roots can be traced back to cognitive dissonance the-
ory and exchange theory. As a theory of work motivation, credit for equity theory is usually
given to social psychologist J. Stacy Adams. Simply put, the theory argues that a major



OB in ACtiOH: Nice Work If You Can Get It

Last winter, Intel Corp. paid Melanie Stagnitti to
research and develop her tan. Fleeing the soggy dreari-
ness of Hillsboro, Ore., the compensation and benefits
manager and her stay-at-home husband, John, packed
up their 5-year-old son and 3l-year-old daughter in
their Ford Explorer and, towing a trailer full of camping
gear, sauntered down to Mexico's sun-drenched Baja
peninsula.

For eight weeks, Stagnitti was utterly unplugged. She
had no access to e-mail, voicemail, the Internet, or, for
much of the time, electricity. Today she’s logging 50-hour
workweeks again. But all that time lounging in a ham-
mock helped make up for the long days. “The best part,”
she says, “was seeing the kids outside every day, playing
in the water and being free.”

These days many companies view employees as profit
sponges, particularly sitting-bull seniors who have
received pay raises year after year. Paternalism is out;
lean and mean is in. But across the economy, a stubborn
minority of employers is treating workers like tenured
professors, lavishing paid sabbaticals on them. Such gen-
erosity actually helps the bottom line, managers insist.
Giving employees a periodic respite is an antidote to the
world of networked, always-on careers that lead to
information overload. Sabbaticals reduce turnover and
retain wisdom otherwise lost when veteran employees
burn out. A recent study in the Journal of Education for
Business found that the benefits of sabbaticals outweigh
the costs when a good understanding between
employer and employee regarding expectations is
involved. The study also found that employees return
more committed and more energized. In fact, sabbati-
cals are so alluring that companies report that it's almost

impossible for competitors to poach anyone within a
few years of his bonus vacation. The absences also give
managers a chance to see how well others perform
while filling in for their on-leave colleagues.

The number of companies offering paid sabbaticals is
small but steady. An annual survey by the Society for
Human Resource Management finds that 5% of corpo-
rate respondents offer the perk. Another 18% offer
unpaid sabbaticals, which are increasingly being used as
an alternative to layoffs when demand slackens. But
there is some flux. Cracking the whip, Steve Jobs nixed
Apple Computer Inc.’s program after returning as chief
executive in 1997.

On the other hand, relative newcomers such as
women’s clothing designer Eileen Fisher Inc,. have initi-
ated sabbaticals, while McDonald’s Corp., where the
perk dates back more than 40 years, is expanding the
benefit in 2006 to every five years. “What it's all about
today is, how do you differentiate yourself as a com-
pany?” says Richard Floersch, McDonald’s chief human
resources officer. “This gives us bragging rights.”

Many HR managers argue that since sabbaticals
encourage people to stick around, companies don’t have
to spend as much on recruitment and training. Assigning
temporary fill-ins can be a plus, too. While Intel’s
Stagnitti was in Mexico, her supervisor tested someone
else in her job. When she came back, that employee
ended up staying on, and Stagnitti was promoted to a
new job in HR. In addition, the generation just entering
the workforce ranks time off as a top priority in survey
after survey. Thus, offering sabbaticals should help
attract young talent, says Hewitt consultant Raymond
Baumruk.

input into job performance and satisfaction is the degree of equity (or inequity) that people
perceive in their work situation. In other words, it is another cognitively based motivation
theory, and Adams depicts how this motivation occurs.

Inequity occurs when a person perceives that the ratio of his or her outcomes to inputs
and the ratio of a relevant other’s outcomes to inputs are unequal. Schematically, this is rep-

resented as follows:

person’s outcomes

other’s outcomes

person’s inputs
person’s outcomes

other’sinputs
other’s outcomes

person’s inputs

Equity occurs when

person’s outcomes

other’s inputs

other’s outcomes

person’s inputs
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Both the inputs and the outputs of the person and the other are based on the person’s per-
ceptions. Age, sex, education, social status, organizational position, qualifications, and how
hard the person works are examples of perceived input variables. Outcomes consist pri-
marily of rewards such as pay, status, promotion, and intrinsic interest in the job. In essence,
the ratio is based on the person’ perception of what the person is giving (inputs) and
receiving (outcomes) versus the ratio of what the relevant other is giving and receiving.
This cognition may or may not be the same as someone else’s observation of the ratios or
the same as the actual reality. There is also recent recognition that the cultural context may
affect the entire equity process.*°

Equity as an Explanation of Work Motivation

If the person’s perceived ratio is not equal to the other’s, he or she will strive to restore the
ratio to equity. This “striving” to restore equity is used as the explanation of work motiva-
tion. The strength of this motivation is in direct proportion to the perceived inequity that
exists. Adams suggests that such motivation may be expressed in several forms. To restore
equity, the person may alter the inputs or outcomes, cognitively distort the inputs or out-
comes, leave the field, act on the other, or change the other.

It is important to note that inequity does not come about only when the person feels
cheated. For example, Adams has studied the impact that perceived overpayment has on
equity. His findings suggest that workers prefer equitable payment to overpayment.
Workers on a piece-rate incentive system who feel overpaid will reduce their productivity
in order to restore equity. More common, however, is the case of people who feel underpaid
(outcome) or overworked (input) in relation to others in the workplace. In the latter case,
there would be motivation to restore equity in a way that may be dysfunctional from an
organizational standpoint. For example, the owner of an appliance store in Oakland,
California, allowed his employees to set their own wages. Interestingly, none of the employ-
ees took an increase in pay, and one service technician actually settled on lower pay because
he did not want to work as hard as the others.

Research Support for Equity in the Workplace

To date, research that has specifically tested the validity of Adams’s equity theory has been
fairly supportive. A comprehensive review found considerable laboratory research support
for the “equity norm” (people review the inputs and outcomes of themselves and others,
and if inequity is perceived, they strive to restore equity) but only limited support from
more relevant field studies.** One line of field research on equity theory used baseball play-
ers. In the first study, players who played out their option year, and thus felt they were
inequitably paid, performed as the theory would predict.*? Their performance decreased in
three of four categories (not batting average) during the option year, and when they were
signed to a new contract, the performance was restored. However, a second study using the
same type of sample, only larger, found the opposite of what equity theory would predict.*®
Mainly, performance improved during the option year. The reason, of course, was that the
players wanted to look especially good, even though they felt they were inequitably paid, in
order to be in a stronger bargaining position for a new contract. In other words, individuals
faced with undercompensation may choose to decrease performance, but only to the extent
that doing so will not affect the potential to achieve future rewards.** In any event, there are
no easy answers nor is there 100 percent predictive power when applying a cognitive
process theory such as equity.

Despite some seeming inconsistencies, more recent studies using sophisticated statistical
techniques to estimate pay equity among ballplayers*® and focusing more sharply on sub-
sequent performance and other outcomes are more in line with equity theory predictions.
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For example, one study found a significant relationship between losing final-offer salary arbi-
tration and postarbitration performance decline. The ballplayers who were losers in arbitra-
tion were also significantly more likely to change teams or leave major league baseball.*® In
another study of baseball and basketball players, it was found that the underrewarded players
behaved less cooperatively.*” This type of equity theory development and research goes
beyond expectancy theory as a cognitive explanation of work motivation and serves as a point
of departure for more specialized areas of current interest such as organizational justice.

The Relationship between Equity Theory and Organizational
Justice

Recent theory development specifies that equity theory can be extended into what is now
commonly known as organizational justice.*® Although procedural justice has received the
most attention, there is now research evidence that in addition there is conceptual and
measurement independence (i.e., construct validity) for distributive, interpersonal, and
informational justice dimensions as well.*® Equity theory serves as the foundation for the
common thread of perceived fairness among these dimensions of justice. For example,
equity theory explains conditions under which decision outcomes (pay levels, pay raises,
promotions) are perceived as being fair or unfair. Persons engaged in this type of thinking
examine the results as opposed to how those results were achieved. Equity theory supports
a perception of distributive justice, which is an individual’s cognitive evaluation regarding
whether or not the amounts and allocations of rewards in a social setting are fair. In simple
terms, distributive justice is one’s belief that everyone should “get what they deserve.”
Culturally, the Judeo-Christian ethic is based, in part, on the notion that divine rewards
accrue to those who lead good lives and behave appropriately, even while here are on earth.
This reflects the distributive justice and equity perspectives. Importantly, meta-analytic
results have demonstrated that employee perceptions of distributive justice are related to
desirable outcomes such as job satisfaction, organizational commitment, organizational
citizenship behavior, turnover, and performance.*®

Procedural justice is concerned with the fairness of the procedure used to make a deci-
sion. For example, a pay raise may be based on a sales representative selling more units of,
for example, automobiles or houses. Some coworkers may consider this procedure to be
unfair, believing management should instead base pay raises on dollar volume. This conclu-
sion may be reached because selling 10 houses or cars for a low amount of money each con-
tributes very little to company profits and they are, at the same time, easier to sell. Selling
high-priced cars or houses may take much longer to finalize, but the profits garnered for the
company are also higher. In this case it is not the outcome in dispute, which is the amount of
the pay received. Instead, it is the perceived justice (fairness) of the procedure used to reach
the outcome. Like distributive justice, employee perceptions of procedural justice have been
shown through meta-analysis to be related to all the desirable organizational outcomes.>
Indeed, in another meta-analysis, procedural justice was found to be a better predictor of job
performance than was distributive justice® and procedural justice seems to be particularly
important to successfully implementing organizational changes.>

Procedural justice can raise issues of equality as opposed to equity. Equality means that
in a promotion situation, males and females and all races would have equal opportunities to
be selected, and that the criteria used would not discriminate. Equity would mean that the
actual choice was fair, and that the criteria were correctly applied and therefore the most-
qualified individual was promoted.

Unlike the traditional content and process theories of work motivation, research contin-
ues to refine and extend equity theory in general and procedural justice in particular. For
example, in support of equity theory, a recent study found that managers who perceive
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effort-reward fairness perform better and are more satisfied than those who feel underre-
warded and unfairly treated.>* Another study used social exchange theory to differentiate
interactional justice from procedural justice. Whereas procedural justice is the exchange
between the employee and the employing organization, interactional justice is between
individuals (e.g., the employee and the supervisor). The research supported the exchange
theory predictions.>® There is also some evidence that such interactional justice may not be
as predictive as other justice perceptions. For example, a recent study found that manager
trustworthiness was more predictive of organizational citizenship behaviors (covered in the
last chapter) than was interactional justice.>® Other recent studies focusing on procedural
justice have found importance in being allowed the opportunity to voice an opinion on per-
ceptions of fairness®’ and in the effects of group membership and status (i.e., one’s social
standing) on perceptions of fairness.>® In particular, it was found in this latter study that
procedural injustice was not perceived by all who observed it (in this case judges and attor-
neys did not perceive bias against female attorneys). Finally, a recent study moved to the
level of overall justice climate (procedural, informational, and interpersonal) and found it
related to various work outcomes (commitment, satisfaction, and citizenship behaviors).>°

In total, with equity theory serving as the foundation, the various dimensions of organi-
zational justice play an important role in many dynamics and outcomes of organizational
behavior. Organizational justice can help explain why employees retaliate against both
inequitable outcomes and inappropriate processes. For example, retaliation in the form of
theft, sabotage, forged time cards, and even violence toward the boss or owner can be
explained using the principles of organizational justice.®’ On a positive note, besides all the
findings summarized above, a recent study found that there is a trickle-down effect from
organizational justice. Employees’ perceptions of fairness not only positively affect their
attitudes and performance, but also influence their fair treatment behaviors toward cus-
tomers, which in turn cause the customers to react positively to both the employee and the
organization.®! In other words, organizational justice pays off not only for employees, but
also for customers and the bottom line.

Attribution Theory

Another contemporary theory of work motivation is attribution theory. Attribution refers
simply to how people explain the cause of another’s or their own behavior. Like equity the-
ory, it is the cognitive process by which people draw conclusions about the factors that
influence, or make sense of, one another’s behavior.%? There are two general types of attri-
butions that people make: dispositional attributions, which ascribe a person’s behavior to
internal factors such as personality traits, motivation, or ability, and situational attribu-
tions, which attribute a person’s behavior to external factors such as equipment or social
influence from others.®® In recent years, attribution theories have been playing an increas-
ingly important role in organizational behavior and human resource management.®* An
examination of the various theories, types, and errors of attribution can contribute to an
understanding as work motivation and organizational behavior in general.

An Overview of the Theory

Attribution theory is concerned with the relationship between personal social perception
(covered in the last chapter) and interpersonal behavior. There are a number of attribution
theories, but they share the following assumptions:

1. We seek to make sense of our world.
2. We often attribute people’s actions either to internal or external causes.
3. We do so in fairly logical ways.®®
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Well-known sacial psychologist Harold Kelley stressed that attribution theory is con-
cerned mainly with the cognitive processes by which an individual interprets behavior as
being caused by (or attributed to) certain parts of the relevant environment. It is concerned
with the “why” questions of work motivation and organizational behavior. Because most
causes, attributes, and “whys” are not directly observable, the theory says that people must
depend on cognitions, particularly perception. The attribution theorist assumes that humans
are rational and are motivated to identify and understand the causal structure of their rele-
vant environment. It is this search for attributes that characterizes attribution theory and
helps explain work motivation.

As shown earlier in Figure 6.2, attribution theory has its roots in all the pioneering cog-
nitive theorists” work (for example, that of Lewin and Festinger), in de Charmes’s ideas on
cognitive evaluation, and in Bem’ notion of “self-perception,” the theory’s initiator is gen-
erally recognized to be Fritz Heider. Heider believed that both internal forces (personal
attributes such as ability, effort, and fatigue) and external forces (environmental attributes
such as rules and the weather) combine additively to determine behavior. He stressed that
it is the perceived, not the actual, determinants that are important to behavior (see the dis-
cussion of perception in Chapter 5). People will behave differently if they perceive internal
attributes than they will if they perceive external attributes. It is this concept of differential
ascriptions that has very important implications for motivation and organizational behavior
in general.

Locus of Control Attributions

Using locus of control, work behavior may be explained by whether employees perceive
their outcomes as controlled internally or externally. Employees who perceive internal con-
trol feel that they personally can influence their outcomes through their own ability, skills,
or effort. Employees who perceive external control feel that their outcomes are beyond
their own control; they feel that external forces such as luck or task difficulty control their
outcomes. This perceived locus of control may have a differential impact on their motiva-
tion to perform. For example, classic studies by well-known social psychologist Julian
Rotter found that skill versus chance environments differentially affect behavior. In addi-
tion, a number of studies have been conducted over the years to test the attribution theory-
locus-of-control model in work settings. One study found that internally controlled
employees are generally more satisfied with their jobs, are more likely to be in managerial
positions, and are more satisfied with a participatory management style than employees
who perceive external control.®® Other studies have found that internally controlled man-
agers are better performers,®” are more considerate of subordinates,®® tend not to burn
out,®® follow a more strategic style of executive action,”® have improved attitudes over a
long period of time following promotions,”* and present the most positive impression in a
recruiting interview.”? In addition, the attribution process has been shown to play a role in
coalition formation in the political process of organizations. In particular, coalition mem-
bers made stronger internal attributions, such as ability and desire, and nonmembers made
stronger external attributions, such as luck.”

The implication of these studies and many others is that internally controlled managers
are somehow better than externally controlled managers. However, such generalizations are
not yet warranted because there is some contradictory evidence. For example, one study
concluded that the ideal manager may have an external orientation because the results indi-
cated that externally controlled managers were perceived as initiating more structure and
consideration than internally controlled managers.”* In addition to the implications for
managerial behavior and performance, attribution theory has been shown to have relevance
in explaining goal-setting behavior,”® group performance,’® leadership behavior,”” poor
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employee performance,’® and employee interpretations of human resource practices that
affect their satisfaction and commitment.”® However, like other constructs in organizational
behavior, attribution is now undergoing considerable refinement in the research literature.
For example, studies have found that (1) attributions about poor performance are mediated
by how responsible the employee is judged to be and how much sympathy the evaluator
feels,® and (2) leaders providing feedback to poor performers is significantly affected by
the performance attributions that are made.®* A review article concludes that locus of con-
trol is related to the performance and satisfaction of organization members and may mod-
erate the relationship between motivation and incentives.®?

In addition, attributions are related to organizational symbolism, which in effect says
that in order to understand organizations, one must recognize their symbolic nature.®®
Much of organization is based on attributions rather than physical or observed realities
under this view.®* For example, research has found that symbols are a salient source of
information used by people in forming their impressions of psychological climate.®

Other Attributions

Attribution theory obviously contributes a great deal to the better understanding of work
motivation and organizational behavior. However, other dimensions besides the internal
and external locus of control also need to be accounted for and studied. Bernard Weiner, for
example, suggested that a stability (fixed or variable) dimension must also be recognized.®®
Experienced employees will probably have a stable internal attribution about their abilities
but an unstable internal attribution concerning effort. By the same token, these employees
may have a stable external attribution about task difficulty but an unstable external attribu-
tion about luck.

Besides the stability dimension, Kelley suggests that dimensions such as consensus (do
others act this way in this situation?), consistency (does this person act this way in this sit-
uation at other times?), and distinctiveness (does this person act differently in other situa-
tions?) will affect the type of attributions that are made.®” Figure 6.6 shows how this type
of information affects the attributes that are made in evaluating employee behavior. To keep
these dimensions straight, it can be remembered that consensus relates to other people, dis-
tinctiveness relates to other tasks, and consistency relates to time.®® As shown in Figure 6.6,
if there is high consensus, low consistency, and high distinctiveness, then attribution to
external or situational/environmental causes will probably be made. The external attribu-
tion may be that the task is too difficult or that outside pressures from home or coworkers
are hindering performance. However, if there is low consensus, high consistency, and low
distinctiveness, then attributions to internal or personal causes for the behavior will proba-
bly be made. The supervisor making an internal attribution may conclude that the associate
just doesn’t have the ability, or is not giving the necessary effort, or does not have the moti-
vation to perform well. There is some research evidence from field settings to directly sup-
port predictions from the Kelley model.%°

In addition to Kelley, other well-known theorists, such as \Weiner, use attribution theory
to help explain achievement motivation and to predict subsequent changes in performance
and how people feel about themselves.®® Some research findings from Weiner’s work
include the following:

1. Bad-luck attributions (external) take the sting out of a negative outcome, but good-luck
attributions (external) reduce the joy associated with success.

2. When individuals attribute their success to internal rather than external factors, they
have higher expectations for future success, report a greater desire for achievement, and
set higher performance goals.®*
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FIGURE 6.6 Example of Organizational
Kelley’s Model of Behavior (poor performance Type of Information/ Attribution
Attribution of an associate) Observation Made
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Attribution Errors

Social psychologists recognize two potent biases when people make attributions. The first
is called the fundamental attribution error. Research has found that people tend to ignore
powerful situational forces when explaining others’ behavior.°? People tend to attribute
others’ behavior to personal factors (for example, intelligence, ability, motivation, atti-
tudes, or personality), even when it is very clear that the situation or circumstances caused
the person to behave the way he or she did.

Another attribution bias that has emerged from the research is that people tend to pre-
sent themselves favorably. This self-serving bias has been found in study after study; people
readily accept credit when told they have succeeded (attributing the success to their ability
and effort), yet often attribute failure to such external, situational factors as bad luck or the
problem’s inherent “impossibility.°® For example, in explaining their victories, athletes
commonly credit themselves, but they are more likely to attribute losses to something
else—bad breaks, poor officiating, or the other team’s superior effort.®*
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When something goes wrong in the workplace, there is a tendency for the manager to
blame the problem on the inability or poor attitude of associates, but the situation is blamed
as far as he or she personally is concerned. The reverse is true of associates. They blame the
situation for their difficulties but make a personal attribution in terms of their manager. By
the same token, if something goes well, the manager makes personal attributions for him- or
herself and situational attributions for associates, and the associates make personal attribu-
tions for themselves but situational attributions for the manager. In other words, it is typical
to have conflicting attributional biases among managers and associates in organizations.*®
As a way of creating more productive relationships, theorists and researchers suggest that
efforts must be made to reduce divergent perceptions and perspectives among the parties
through increased interpersonal interaction, open communication channels and workshops,
and team-building sessions devoted to reducing attributional errors.%® Although Martinko,
in his book on Attribution Theory, demonstrates the validity and potential of attributional
perspectives within an organizational context, theoretical, information processing, and situ-
ational factors all affect the attribution models of organizational behavior.®” Despite this
complexity, attribution theory does seem to have considerable potential for application and
relevance, instead of being a purely academic exercise in theory building.

Other Work Motivation Theories: Control and Agency

In addition to the micro-oriented expectancy and equity motivation theories coming out of
cognitive psychology, there are other, more broad-based theories that have emerged in
organizational behavior. Representatives of such theories are control theory and agency
theory.

One version of control theory, like the other theories discussed so far, is essentially a
cognitive phenomenon relating to the degree that individuals perceive they are in control of
their own lives, or are in control of their jobs. Recent studies have shown that those who
believe they have such personal control tolerate unpleasant events and experience less
stress on the job than those who do not perceive such control.*® There is also some evidence
that perceived control will affect job satisfaction and absenteeism.®® Another version of
control theory, which also has implications for organizational behavior, relates to the more
traditional management function of control. Traditional guidelines for effective manage-
ment have included controlling both the inputs and outputs of organizations, but research
has also analyzed strategically controlling human resources as well.*%° Especially relevant
to today’s workplace environment is that a sense of control seems very helpful when
increasing job demands are placed on the employee. Thus, persons who are given more
work, but also the control to complete that work, may not feel as negatively about their new
assignments. On the other hand, more peripheral aspects of work control, such as when
they start or stop a task or arrange the work flow, seem less related to work motivation.'%*

Similar to control theory’s being taken from the traditional management literature,
agency theory as applied to organizational behavior comes from the financial economics
literature. As given attention in Chapter 4, an agency relationship involves one or more
individuals (the principal) engaging another person or persons (the agent) to perform some
service on their behalf.X%? The key to agency theory is the assumption that the interests of
principals and agents diverge or may be in conflict with one another. The implications for
organizational behavior involve how the principals (owners, board members, or top man-
agement) can limit divergence from their interests or objectives by establishing appropriate
rewards or incentives for the agents (subordinates, middle management, or operating
employees) for appropriate outcomes. Although there was initial research evidence sup-
porting an agency theory interpretation of areas in organizational behavior such as pay for
performance,®® compensation contracts,'** foreign subsidiary compensation strategies,**®
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and variable pay compensation strategies,*°® however, a recent meta-analysis of empirical
ownership-performance studies found little overall support for agency theory.*®” Yet,
agency theory is often used to explain some of the excesses and ethical meltdowns that
have occurred in organizations in recent years. For example, Don Hambrick recently
observed the following:

Today’s top executives, in America at least, are exceedingly obsessed with shareholder value,
in ways that their predecessors were not. This obsession is due to the new “rules of the game”
that the executives themselves face—rules that agency theorists applaud, even if they didn’t
literally engineer them.®

Like the other cognitive-based theories, agency theory helps us better understand the
motivation of managers in today’s organizations. However, because of the complexities
involved, as was also noted in the other work motivation theories, agency theory obviously
is not the final answer. One primary criticism of agency theory that has emerged is that,
agency theory strongly emphasizes the roles that various forms of extrinsic motives play in
shaping behaviors. Conversely, intrinsic motives, which may be quite powerful, are not
accounted for in agency models. When combined with notions of control or the lack of con-
trol in a setting, the bias generated by an extrinsic-motive model may confuse any study or
theoretical development.2°® Yet, as one argument for employee ownership noted, firms indi-
cated that 75 percent experienced increases in sales, profits, and stock price when employ-
ees became owners and another study indicated that companies with employee stock
ownership plans had total shareholder returns about 7 percent greater than firms where
employees did not have an opportunity for ownership.**°

Recently, agency theory has been expanded to the macro level. It has been used to explain
financing decisions in franchising operations'** and to study the various forms of control
that limit the decision-making authority of professional service organizations.** In the lat-
ter study, community control, bureaucratic control, and client control combined with the
degree of self-control exhibited by the professional service agent to reduce decision-making
autonomy. Thus, agency theory is also related to control theory and, for the future, theory
development and research can contribute to the better understanding of work motivation.

MOTIVATIONAL APPLICATION THROUGH JOB DESIGN

Besides gaining an understanding of motivational needs and theoretical processes, the
study of organizational behavior also focuses on motivational techniques of job design and
goal setting. Job design may be defined as the methods that management uses to develop
the content of a job, including all relevant tasks, as well as the processes by which jobs are
constructed and revised. In light of the new environment, job design is an increasingly
important application technique. Most importantly, the nature of work is changing because
of advanced information technology and globalization. Consequently, two new develop-
ments have emerged. The first is a blurring of the distinction between on-work and off-work
time. A person carrying a cell phone and/or PDA (personal digital assistant) and a home
office containing a fax machine and Internet access is “at work” even when not in the office
and is “on-call” practically every moment of the day. This includes drive time and time
spent in airports or while flying across the world. The second development, which is tied to
the first, is the rising number of telecommuting jobs or teleworking, in which the employee
performs substantial amounts of work at home. An increasing number of organizations pro-
vide employees with advanced information technology for home use. These recent trends
create new challenges for job design models, which are already based on an extensive and
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growing theoretical and research base and are being widely applied to the actual practice of
management. A summary of the major job design applications follows.

Job Rotation

The simplest form of job design involves moving employees from one relatively simple job
to another after short time periods (one hour, half-days, every day). For example, at
McDonald’s, an employee may cook French fries one day, fry hamburgers the next, wait on
the front counter during the next shift, and draw soft drinks the next. This form of job rota-
tion has several advantages. First, the odds of injury are reduced, as each worker must refo-
cus on a new task throughout the workday. Further, the incidence of repetitive strain
injuries (e.g., carpal tunnel syndrome) may also be reduced. Second, as employees learn
sets of tasks, they are more flexible and able to cover for someone who is absent or who
quits. Third, supervisors who are promoted from the ranks know more about how the entire
operation works. A manager promoted from the ranks at McDonald’s after only six months
on the job has probably been exposed to every production task performed at the unit. The
primary disadvantage of job rotation is that each individual task eventually becomes as bor-
ing as the rest of the simple tasks. In other words, over the long term there is no substantial
difference between cooking French fries and frying hamburgers. Consequently, job satis-
faction and/or performance may decline. Rotation does, however, have some research evi-
dence showing a positive impact,**® especially for cross-training and developing
employees for broadened responsibilities.*** In any event, it is a better alternative to job
design than doing nothing.

Job Enlargement

This job design process involves increasing the number of tasks each employee performs.
A sales clerk who waits on customers, finalizes the sale, helps with credit applications,
arranges merchandise, and reorders stock has an enlarged job, when compared to a check-
out clerk or a shelf stocker at Wal-Mart. Workers in enlarged jobs are able to use more skills
in performing their tasks. Many times, however, enlargement reduces the efficiency with
which tasks are completed, thereby slowing work down. Imagine being waited on individ-
ually at Wal-Mart. The company’s competitive advantage for low labor costs compared to a
full-service department store would be quickly and dramatically reduced. However,
enlargement does not necessarily result in improved employee satisfaction and commit-
ment. For example, one of the major by-products of recent downsizing is enlarged jobs
assigned to the members of the organization who remain. The survivors with anxiety of
“I’m next” and greatly enlarged jobs are less, rather than more, satisfied and committed to
the organization.

Job Enrichment

Job enrichment represents an extension of the earlier, more simplified job rotation and job
enlargement techniques of job design. Because it is a direct outgrowth of Herzberg’s two-
factor theory of motivation (covered earlier in the chapter), the assumption is that in order
to motivate personnel, the job must be designed to provide opportunities for achievement,
recognition, responsibility, advancement, and growth. The technique entails “enriching”
the job so that these factors are included. In particular, job enrichment is concerned with
designing jobs that include a greater variety of work content; require a higher level of
knowledge and skill; give workers more autonomy and responsibility in terms of planning,
directing, and controlling their own performance; and provide the opportunity for personal
growth and a meaningful work experience. As opposed to job rotation and job enlargement,
which horizontally loads the job, job enrichment vertically loads the job; there are not
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FIGURE 6.7
The Hackman-
Oldham job
Characteristics
Model of Work
Motivation

necessarily more tasks to perform, but more responsibility and accountability. For example,
instead of having workers do a mundane, specialized task, then passing off to another
worker doing another minute part of the task, and eventually having an inspector at the end,
under job enrichment, the worker would be given a complete module of work to do (job
enlargement) and, importantly, would inspect his or her own work (responsibility) and put
a personal identifier on it (accountability).

As with the other application techniques discussed in this text, job enrichment is not a
panacea for all job design problems facing modern management. After noting that there are
documented cases where this approach to job design did not work, Miner concluded that
the biggest problem is that traditional job enrichment has little to say about when and why
the failures can be expected to occur.**® Some of the explanations that have been suggested
include that job enrichment is difficult to truly implement, that many employees simply
prefer an old familiar job to an enriched job, and that employees in general and unions in
particular are resistant to the change. Some employees have expressed preferences for
higher pay rather than enriched jobs, and others enjoy their current patterns of on-the-job
socialization and friendships more than they do increased responsibility and autonomy.
Essentially, job enrichment in some situations may inhibit a person’s social life at work.

Despite some potential limitations, job enrichment is still a viable approach, and
research provides continuing evidence that it has mostly beneficial results (more employee
satisfaction and customer service, less employee overload, and fewer employee errors).**6
There is even a study that found employees were more creative when they worked in an
enriching context of complex, challenging jobs and a supportive, noncontrolling supervi-
sory climate.'*” However, management must still use job enrichment selectively and give
proper recognition to the complex human and situational variables.*'® The job characteris-
tics models of job enrichment are a step in this direction.

The Job Characteristics Approach to Task Design

To meet some of the limitations of the relatively simple Herzberg approach to job enrich-
ment (which he prefers to call orthodox job enrichment, or OJE), a group of researchers
began to concentrate on the relationship between certain job characteristics, or the job
scope, and employee motivation. Richard Hackman and Greg Oldham developed the most
widely recognized model of job characteristics,**° shown in Figure 6.7. This model recog-
nizes that certain job characteristics contribute to certain psychological states and that the
strength of employees’ need for growth has an important moderating effect. The core job
characteristics can be summarized briefly as follows:

CRITICAL PERSONAL
CHARACTERISTICS PSYCHOLOGICAL AND WORK
STATES OUTCOMES

Variety of skill High internal
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1. Skill variety refers to the extent to which the job requires the employee to draw from a
number of different skills and abilities as well as on a range of knowledge.

2. Task identity refers to whether the job has an identifiable beginning and end. How com-
plete a module of work does the employee perform?

3. Task significance involves the importance of the task. It involves both internal significance—
how important is the task to the organization?—and external significance—how proud
are employees to tell relatives, friends, and neighbors what they do and where they
work?

4. Autonomy refers to job independence. How much freedom and control do employees
have, for example, to schedule their own work, make decisions, or determine the means
to accomplish objectives?

5. Feedback refers to objective information about progress and performance and can come
from the job itself or from supervisors or an information system.

The critical psychological states can be summarized as follows:

1. Meaningfulness. This cognitive state involves the degree to which employees perceive
their work as making a valued contribution, as being important and worthwhile.

2. Responsibility. This state is concerned with the extent to which employees feel a sense
of being personally responsible or accountable for the work being done.

3. Knowledge of results. Coming directly from the feedback, this psychological state
involves the degree to which employees understand how they are performing in the job.

In essence, this model says that certain job characteristics lead to critical psychological
states. That is, skill variety, task identity, and task significance lead to experienced mean-
ingfulness; autonomy leads to the feeling of responsibility; and feedback leads to knowl-
edge of results. The more these three psychological states are present, the more employees
will feel good about themselves when they perform well. Hackman states: “The model pos-
tulates that internal rewards are obtained by an individual when he learns (knowledge of
results) that he personally (experienced responsibility) has performed well on a task that he
cares about (experienced meaningfulness).”*?° Hackman then points out that these internal
rewards are reinforcing to employees, causing them to perform well. If they don’t perform
well, they will try harder in order to get the internal rewards that good performance brings.
He concludes: “The net result is a self-perpetuating cycle of positive work motivation pow-
ered by self-generated rewards. This cycle is predicted to continue until one or more of the
three psychological states is no longer present, or until the individual no longer values the
internal rewards that derive from good performance.”*?* Not only did Hackman and
Oldham provide original research supporting the existence of these relationships, but sub-
sequent research has found strong support for the linkages between the core job dimensions
and the critical psychological states, and between these states and the predicted
outcomes.*?? (Also see the OB Principle at the end of this chapter).

An example of an enriched job, according to the Hackman-Oldham characteristics
model, would be that of a surgeon. Surgeons must draw on a wide variety of skills and abil-
ities; usually surgeons can readily identify the task because they handle patients from
beginning to end (that is, they play a role in the diagnosis, perform the operation, and are
responsible for postoperative care and follow-up); the job has life-and-death significance;
there is a great deal of autonomy, as surgeons have the final word on all decisions concern-
ing patients; and there is clear, direct feedback during the operation itself (real-time moni-
toring of the vital signs and the “scalpel”-"scalpel” type of feedback communication) and
afterwards, because, of course, the patient’s recovery and subsequent health determine the
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success of the operation. According to this explanation, these job characteristics determine
the surgeon’s considerable motivation—not the needs developed while growing up or his or
her valences, instrumentalities, and expectancies as postulated by the process theories dis-
cussed earlier.

At the other extreme would be most traditional blue-collar and white-collar jobs. All five
job characteristics would be relatively minimal or nonexistent in the perceptions of many
such jobholders and thus can help explain the motivation problem with these low-level
jobs. In other words, the job design, not just the person holding the job, helps explain the
motivation to perform under this approach.

Practical Guidelines for Redesigning Jobs

Specific guidelines such as those found in Figure 6.8 are offered to redesign jobs. Such eas-
ily implementable guidelines make the job design area popular and practical for more
effective high performance management. An actual example would be the application that
was made in a large department store.*?® In a training session format, the sales employees’
jobs were redesigned in the following manner:

1. Skill variety. The salespeople were asked to try to think of and use
a. Different selling approaches
b. New merchandise displays
c. Better ways of recording sales and keeping records

2. Task identity. The salespeople were asked to
a. Keep a personal record of daily sales volume in dollars
b. Keep a record of number of sales/customers
c. Mark off an individual display area that they considered their own and keep it com-
plete and orderly
3. Task significance. The salespeople were reminded that
a. Selling a product is the basic overall objective of the store
b. The appearance of the display area is important to selling
c. They are “the store” to customers; they were told that courtesy and pleasantness
help build the store’s reputation and set the stage for future sales

Core Job Characteristics Guidelines for Practice

Provide cross-training
SKILL VARIETY <: , 5 ,
Expand duties requiring more skills
Give projects a deadline for completion
TASK IDENTITY <: ,
Form self-contained work modules
Communicate importance of the job
TASK SIGNIFICANCE =<} ‘ o
Enhance image of the organization
Empower to make decisions
AUTONOMY < , o
Give more responsibility and
accountability
Implement information systems
FEEDBACK <: S
Supervisors give objective,
immediate information on how

the employee is doing



Chapter 6 Motivational Needs, Processes, and Applications 183

4. Autonomy. The salespeople were
a. Encouraged to develop and use their own unique approach and sales pitch
b. Allowed freedom to select their own break and lunch times
c. Encouraged to make suggestions for changes in all phases of the policy and
operations

5. Feedback from the job itself. Salespeople were
a. Encouraged to keep personal records of their own sales volume
b. Encouraged to keep a sales/customer ratio
¢. Reminded that establishing a good rapport with customers is also a success; they
were told that if the potential customer leaves with a good feeling about the store
and its employees, the salesperson has been successful
6. Feedback from agents. Salespeople were encouraged to
a. Observe and help each other with techniques of selling
b. Seek out information from their boss and relevant departments on all phases of
their jobs
¢. Invite customer reactions and thoughts concerning merchandise, service, and so
forth

Both the salespeople’s functional (conversing with customers, showing merchandise, han-
dling returns, and so forth) and dysfunctional (socializing with coworkers or visitors, idly
standing around, being gone for no legitimate reason) performance behaviors moved in the
desired directions, and a subanalysis also indicated they were more satisfied. A control
group of salespeople, with everything else the same except that they did not have their jobs
redesigned, showed no change in their performance behaviors. Thus, this study provided
evidence that the job characteristics approach can be practically applied with desirable per-
formance and satisfaction results.** Many well-known companies have actually imple-
mented job design changes in accordance with the job characteristics model. For example,
in terms of building in autonomy in jobs, well-known firms in the hospitality (e.g., Disney,
Ritz Carlton) and retail industries allow their frontline employees to “make it right” for the
“guest”/customer at any cost. For instance, at the very successful Container Stores, every
salesperson has a key to the till in order to make any decision the customer needs.

MOTIVATIONAL APPLICATION THROUGH GOAL SETTING

As indicated, the other major motivational application technique besides job design is goal
setting. Goal achievement is a factor that influences the success levels of individual
employees, departments and business units, and the overall organization. A goal is a per-
formance target that an individual or group seeks to accomplish at work. Goal setting is the
process of motivating employees by establishing effective and meaningful performance tar-
gets. It is often given as an example of how the field of organizational behavior should
progress from a sound theoretical foundation to sophisticated research to the actual appli-
cation of more effective management practice.

Theoretical Understanding of Goal Setting

Although a paper by Locke is usually considered to be the seminal work on a theory of goal
setting,*?® he suggests that it really goes back to scientific management at the turn of the
century. Locke credits its first proponent, Frederick W. Taylor, with being the “father of
employee motivation theory,”*?® and he says that Taylor’s use “of tasks was a forerunner of
modern-day goal setting.”*%’
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FIGURE 6.9
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Although Locke argues that the expectancy theories of work motivation discussed ear-
lier originally ignored goal setting and were nothing more than “cognitive hedonism,”*?
his theoretical formulation for goal setting is very similar. He basically accepts the pur-
posefulness of behavior, which comes out of Tolman’s pioneering cognitive theorizing, and
the importance of values, or valence, and consequences. Thus, as in the expectancy theo-
ries of work motivation, values and value judgments, which are defined as the things the
individual acts on to gain and/or to keep, are important cognitive determinants of behavior.
Emotions or desires are the ways the person experiences these values. In addition to values,
intentions or goals play an important role as cognitive determinants of behavior. It is here,
of course, where Locke’s theory of goal setting goes beyond expectancy theories of work
motivation, because people strive to attain goals in order to satisfy their emotions and
desires. Goals provide a directional nature to people’s behavior and guide their thoughts
and actions to one outcome rather than another. The individual then responds and performs
according to these intentions or goals, even if the goals are not attained. Consequences,
feedback, or reinforcement are the result of these responses.

Research Evidence on the Impact of Goal Setting

Locke’s theory has generated considerable research. In particular, a series of laboratory stud-
ies by Locke and his colleagues and a series of field studies by Locke’s frequent coauthor
Gary Latham and other colleagues have been carried out to test the linkage between goal set-
ting and performance.*?® Over the past 15 years, numerous studies have been conducted to
refine and extend goal-setting theory and practice. Recently, Locke and Latham summarized
the 35-year work on goal setting and task motivation and performance as follows:

With goal-setting theory, specific difficult goals have been shown to increase performance on
well over 100 different tasks involving more than 40,000 participants in at least eight coun-
tries working in laboratory, simulation, and field settings. . . . The effects are applicable not
only to the individual but to groups, organizational units, and entire organizations.**

Specifically, Locke and Latham relate goals to performance and satisfaction in the
model shown in Figure 6.9. The following sections give more detail on this model and a
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OB in ACtiOH: Using Stretch Goals

Goal setting is widely recognized as a technique to
improve performance. However, there are a number of
problems associated with the indiscriminate use of ambi-
tious goals. Steven Kerr, a noted organizational behav-
ior researcher and former chief learning officer at both
General Electric and Goldman Sachs, has noted that
many organizations fail to effectively use what he calls
“stretch goals.” The goals are set very high, but the
needed support to accomplish them is often missing. For
example, top management may ask their people to
increase output by 25% but fail to provide them with
the knowledge, tools, and means to reach such ambi-
tious goals. As a result, the only way that people can
meet these new and demanding challenges is by work-
ing longer—often on their own time. In fact, notes Kerr,
everywhere in America people are working evenings
and weekends in order to meet the goals that the organ-
ization has set for them.

This is not necessary, however, if the enterprise care-
fully examines what needs to be done and how it has to
occur. Kerr recommends three rules that can help orga-
nizations create stretch goals and reach them without
exhausting and burning out their human resources.

These include (1) do not set goals that overly stress peo-
ple; (2) if goals require people to stretch, do not punish
them if they fail; and (3) if they are being asked to do
things that they have never done before, give them
whatever tools and help are available.

How should goals be set? Kerr believes that easy goals
are too simple and do not improve performance and that
difficult goals may be so difficult that people cannot
attain them—so they give up. Stretch goals force them to
go beyond what they are accustomed to doing, and thus
improve performance, but, importantly, they are also
attainable. At the same time, the organization has to be
willing to reward the personnel for attaining the stretch
goals. How can this be done? One way is with money.
Financial rewards are very direct and encourage individ-
uals to continue their efforts. However, if management
decide that they will give back to those involved one-
third of the performance gain (i.e., gainsharing), they
must stick to this and not back down when big gains are
realized. If organizations follow these simple suggestions
of using stretch goals and pay for performance, they can
increase their productivity and employees can be chal-
lenged and rewarded for their efforts.

summary of the extensive research that makes goal-setting theory and application a pro-
totype evidence-based approach for the field of organizational behavior.

The Importance of Specific Goals

Specific goals have been found to be more effective than vague or general goals, such as “do
your best,” as well as no goals at all. Specific goals result in higher levels of performance. For
instance, salespeople should have goals in dollar amounts or units of volume, production
departments should have targeted and defined goals in terms of numbers, percentages, and
dates, and all other departments should incorporate measurable objectives or specific metrics
and dates rather than things such as “try as hard as you can” or “try to do better than last year.”

The Importance of Difficult and Challenging Goals

Besides clearly stated goals, performance targets should also be challenging rather than
easy or routine. At the same time, goals should be reachable and not so difficult that pursu-
ing them becomes frustrating. The accompanying OB in Action: Using Stretch Goals gives
some practical guidelines.

Recent research indicates some moderators of the relationship between goal difficulty
and subsequent performance. Two forms of feedback can enhance goal achievement: (1)
process feedback and (2) outcome feedback. Process feedback is related to information as
to how the individual or unit is proceeding in attempting to reach the goal, whereas out-
come feedback is information related to and stated in terms of the actual goal itself.*3*
Other researchers have investigated the role that competition plays in moderating the goal
difficulty—performance relationship, but results have been mixed. One study revealed that
the lack of competition combined with difficult goals led to higher performance, whereas
another found no effects related to competition.**

185
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In still another research stream, perceived goal difficulty had negative effects on self-
reports of job performance. In other words, an employee who thought a job was highly dif-
ficult reported performing at a lower level. However, goal difficulty, when combined with
goal clarity, led to increased reports of effort, which in turn led to more positive self-reports
of performance in the same study.**?

Goal Acceptance, Participation, and Commitment

Specific goals are most likely to affect performance when employees accept and are com-
mitted to them. This ownership and acceptance of goals are best accomplished through a
participative process.®®* Self-commitment can be given to assigned goals as well as to
personal or self-set goals, especially when goals are equivocal. Commitment tends to run
higher when goals are specific as opposed to general or broad. Monetary incentives can
also increase commitment to goals if the goals are perceived as being achievable.*®
Some of the mixed results and complexity on the moderating role of goal commitment
may b(1936due to measurement problems that recent research may help solve for the
future.

Self-efficacy and Goals

As will be given detailed attention in Chapter 7, self-efficacy is the perception or belief of
the individual that he or she can successfully accomplish a specific task, and it is associated
with goal commitment.**” People exhibiting higher levels of self-efficacy tend to set more
challenging personal goals and are more likely to achieve them, and commitment to self-
set personal goals is normally also higher than commitment to goals set by others (imposed
goals).*®® Self-efficacy is also related to imposed goals. Some individuals may reject
imposed goals, but if they have self-efficacy still maintain high personal goals. Further, if
the imposed goal is impossible, personal goals and self-efficacy may be reduced, along with
performance.***

Objective and Timely Feedback

Studies have also found objective and timely feedback is preferable to no feedback and, as
noted earlier, can be related to the process used to achieve a goal or the content (degree of
achievement) of the goal. It is probably fair to say that feedback is a necessary but not suf-
ficient condition for successful application of goal setting.**° In one research study it was
found that daily feedback had positive influences on both productivity and employee satis-
faction,*** and in another study feedback on progress toward individual and team goals
greatly affected the decisions being made. #? “Just in time” information gathered through
technology found in today’s “expert systems” can also be effectively used to provide timely
feedback.*®

Other Moderators in Goal Setting

Although the application guidelines from goal-setting theory and research are probably as
direct as any in the entire field of organizational behavior, there are still some other moder-
ating variables. Besides commitment, importance, self-efficacy, and feedback shown in
Figure 6.9 and discussed above, it should be noted that task complexity*** (also noted in the
Locke and Latham model as indicated in Figure 6.9) and others are found in the literature,
and there are some contradictory findings. For example, a study by Latham and Saari
revealed that a supportive management style had an important moderating effect, and that,
contrary to results in previous studies, specific goals did not lead to better performance than
a generalized goal such as “do your best.”**> However, other studies have found a signifi-
cant relationship between goal levels and performance.’*® Leader style may also affect goal
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commitment. Recent research revealed that an interaction between leader-member
exchange and goal commitment accounted for a significant amount of variance in the per-
formance level of a sales force.*” Another analysis indicated that there are also some unex-
plored areas, such as the distinction between quantity and quality goals,**® that may limit
and make the application of goal setting more complex.

AWord of Caution Regarding Goal Setting

In the words of Ambrose and Kulik, who conducted a comprehensive review of goal-
setting research, there are boundary conditions that surround the relationships between
goal setting and performance that should be carefully noted for effective application.'*°
First, one study noted that goals can narrow an individual’s focus to perform only behav-
iors directly associated with goal attainment, at the cost of other desirable behaviors. This
type of tunnel vision was revealed in a study in which students were given a specific goal
of correcting the grammar on a recruiting brochure. They did so at the expense of improv-
ing the content of the brochure. Those with a more general goal (e.g., make it better)
worked on both the content and the grammar.** Furthermore, difficult goals increase the
level of risk managers and employees are willing to take, and this increase may be coun-
terproductive.’® Also, a study found that goals inhibited subjects from helping others
who were requesting assistance, which has implications for teamwork.'>? Other studies
have found that difficult goals may lead to stress, put a perceptual ceiling on performance,
cause the employees to ignore nongoal areas, and encourage short-range thinking, dis-
honesty, or cheating.*>® However, Locke and Latham do provide specific guidelines of
how these potential pitfalls can be overcome by better communication, rewards, and set-
ting examples.***

Recently, the argument has been made for the value of learning goals versus perfor-
mance outcome goals. Setting very ambitious “stretch goals” to increase the numbers
without providing the means to attain these goals may lead to not only stress and burnout,
but also unethical behavior. As Seijts and Latham point out, “in situations where primarily
the acquisition of knowledge and skills rather than an increase in effort and persistence is
required, a specific challenging learning rather than an outcome goal should be set.”**°* On
balance, however, there has been very impressive evidence for the positive impact of set-
ting specific, difficult goals that are accepted and of providing feedback on progress
toward goals.

Other Performance Management Application Techniques
Associated with Goal Setting

Much of the discussion so far has been directly concerned with goal-setting theory,
research findings, and application for performance improvement of an individual manager
or work unit. Besides goal setting per se, because of its demonstrated relationship to per-
formance, a related approach recently given attention is goal orientation, originally con-
ceptualized by Carol Dweck through her research on children. She found a dispositional
personality dimension related to pursuing goals in achievement situations that could be
characterized as (1) learning goal orientation (those who want to develop competence by
mastering challenging situations) and (2) performance goal orientation (those who want to
demonstrate and validate competence by seeking favorable judgments).*®® Although con-
ventional wisdom would indicate the superiority of performance goal orientation, consid-
erable recent research in the field of organizational behavior over the past decade indicates
otherwise.®®” A recent summary of this research concluded that a learning goal orientation
has a positive impact on work-related behaviors and performance.'®® This learning goal
orientation is especially relevant to effective performance in today’s environment that
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requires proactive, problem-solving responses to setbacks, creativity and openness to new
ideas, and adaptation to new and changing situations.*®

More recently Dweck has evolved the learning goal orientation into what she calls a
“growth mindset” (people who have the belief that their basic qualities can be developed
through their efforts) and the performance goal orientation into a “fixed mindset” (those
who believe their qualities are set and have an urgency to prove themselves over and
over).*®° She uses infamous celebrity CEOs known for having a devastating effect on their
firms such as “Chainsaw” Al Dunlop of Scott Paper and Sunbeam, Jerry Levin and Steve
Case of AOL Time Warner, and Ken Lay and Jeff Skilling of Enron as examples of those
having a fixed mindset. By contrast, those who led their firms to dramatically successful
turnarounds such as Jack Welch, when he was at the pinnacle of General Electric, Lou
Gerstner at IBM, and Anne Mulcahy at Xerox are good representatives of having a growth
mindset. In concluding, Dweck observed,

Jack, Lou and Anne—all believing in growth, all brimming with passion. And all believing
that leadership is about growth and passion, not about brilliance. The fixed-mindset leaders
were, in the end, full of bitterness, but the growth-minded leaders were full of gratitude. They
called their workers the real heroes.*®*

Besides goal orientation or mindset, there are also other performance management tech-
niques related to goal setting. One is benchmarking, which is a form of goal setting, though
it is meant to be more inclusive and is often portrayed as part of total quality management.
Benchmarking is the process of comparing work and service methods against the best prac-
tices and outcomes for the purpose of identifying changes stated as specific goals that will
result in higher-quality output. Importantly, benchmarking incorporates the use of goal set-
ting to set targets that are pursued, identified, and then used as the basis for future action.
The benchmarking process involves looking both inside and outside the organization for
ways of improving performance.

With benchmarking, the idea is to enable the organization to learn from others and then
to formulate specific change goals based on procedures and work assignments that have
been observed in world-class organizations. Companies that have effectively used bench-
marking include IBM and Magnavox. IBM benchmarked its efforts in comparison to
Xerox, Motorola, 3M, Hewlett-Packard, and some Japanese firms that used just-in-time
inventory controls. Magnavox benchmarked a series of HR practices, which they turned
into 14 training measures that are now commonly called metrics, again with strong evi-
dence of success.

A stretch target or goal, discussed in the earlier OB in Action, is another currently pop-
ular technique associated with goal setting. Stretch targets may be defined as objectives or
goals that force organizations to significantly alter their processes in ways that involve a
whole new paradigm of operations.*®? In a manner similar to benchmarking, stretch targets
seek to integrate and align the internal operation and culture with external best practices.
Examples of stretch targets include enhancing motivation, performance, and creative deci-
sion making through specific numbers, percentages, and dates.

One area of application associated with goal setting with international implications is
that of goal source. Questions remain as to how to implement goal-setting programs across
cultures. During a goal-setting program, subordinates often receive information from a
supervisor or leader. If that leader (the goal source) is distrusted, the message may be
rejected. If the leader or goal source is trusted, goal acceptance and commitment and per-
formance may be higher. One study conducted in England confirmed that English workers,
who were more likely to trust a shop steward than a supervisor due to several key historical
and cultural reasons, did indeed accept goals and perform at higher rates when the steward
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helped deliver the goals.'®® This goal source impact applied in a cross-cultural environment
would suggest that, depending on cultural dimensions such as power distance, home country
nationals involved in the goal-setting process may have more of an impact on home coun-
try employees than would expatriates or those from another country home office.

Impact on the Psychological Contract

Goal setting can be used to create psychological contracts with employees. In any exchange
situation at work, there are both formal and informal expectations regarding what is given
and what should be received in return. Imposing new goals may violate existing views of
what is present in the psychological contract, creating either resistance to the program or a
renegotiation of the rewards to be received. Note that any linkage between goals and per-
formance has a psychological contract implied in the relationship. Organizations that rou-
tinely demand higher performances yet fail to respond with rewards to their people can
expect increasingly negative responses and reactions.*®*

A number of other instances of contract violations may inhibit the success rates of goal
setting. These violations include restructuring, downsizing, increased reliance on tempo-
rary workers, and globalization. Goal setting in part constructs a social role at work that is
intertwined with other elements of a psychological contract.*®> Consequently, successful
applications of goal-setting programs must account for how resulting processes will affect
existing psychological contracts of employees.*®

Summary

Motivation is probably more closely associated with the micro perspective of organiza-
tional behavior than is any other topic. A comprehensive understanding of motivation
includes the need—drive—incentive sequence, or cycle. The basic process involves needs,
which set drives in motion to accomplish incentives (anything that alleviates a need and
reduces a drive). The drives, or motives, may be classified into primary and secondary cat-
egories. The primary motives are unlearned and physiologically based. Common primary
motives are hunger, thirst, sleep, avoidance of pain, sex, and maternal concern. Secondary
motives are learned and are most relevant to the study of organizational behavior. The
needs for power, achievement, affiliation, security, and status are major motivating forces
in the behavior of organizational participants.

Besides the various needs, motivation can also be broken down into its source—extrinsic
and intrinsic. Extrinsic motives are the visible consequences external to the individual (e.g.,
money), usually contingently administered by others, to mativate the individual. Intrinsic
motives are internal to the individual, and are self-induced to learn, achieve, or in some way
better oneself.

When the theories are specifically focused on work motivation, there are both historically
important and contemporary approaches. The older Maslow and Herzberg models attempt to
identify specific content factors in the employee (in the case of Maslow) or in the job envi-
ronment (in the case of Herzberg) that are motivating. Although such a content approach has
surface logic, is easy to understand, and can be readily translated into practice, the research
evidence points out some definite limitations. There is very little research support for these
models’ theoretical basis and predictability. The trade-off for simplicity sacrifices true under-
standing of the complexity of work motivation. On the positive side, however, these histori-
cally important models have given emphasis to important content factors that were largely
ignored by the human relationists. In addition, the Herzberg model is useful as an explanation
for job satisfaction and as a point of departure for practical application to enrich jobs.

The contemporary process theories provide a much sounder theoretical explanation of
the complexity of work motivation. The expectancy model of Porter and Lawler help
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explain the important cognitive variables and how they relate to one another in the process
of work motivation. The Porter-Lawler model also gives specific attention to the important
relationship between performance and satisfaction. Porter and Lawler propose that per-
formance leads to satisfaction, instead of the human relations assumption of the reverse.
The research literature is generally supportive of such expectancy models, but conceptual
and methodological problems remain. Unlike the older content models, these expectancy
models are relatively complex and difficult to translate into actual practice.

Another contemporary approach to explaining work mativation is equity theory. This
theory is based on perceived input—outcome ratios of oneself compared to relevant other(s).
Like the expectancy models, equity theory can lead to increased understanding of the com-
plex cognitive process of work motivation but also has the same limitation for prediction
and control in the practice of human resource management. More recently, this equity the-
ory has been applied to the analysis of organizational justice in the workplace. Other
relevent cognitive understanding of motivation comes from attribution theory (i.e., internal
versus external locus of control and stability, consensus, consistency, and distinctiveness
attributions). Finally, control and agency theories, coming from other disciplines, are
briefly discussed as representative of other approaches receiving research attention in orga-
nizational behavior.

The last part of the chapter deals with two of the most important application areas of
work motivation: job design and goal setting. Although the concern for designing jobs
goes back to the scientific management movement at the turn of the twentieth century, the
recent concern for human resource management as a comp