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x Effective Management

Preface
Different Minds Learn in Different Ways

Everyone approaches learning differently. Some learn best by 
listening to lectures, whereas others learn best by reading and 

summarizing course material on their own. Others struggle unless 
concepts and ideas are visually illustrated in charts, models, or graphs, 

whereas others need firsthand experience to gain understanding. Of 
course, many of us learn best when we combine these approaches.
In most introductory courses with most introductory textbooks, how-

ever, student learning boils down to one approach: (1) read the textbook, (2) take 
class notes during the lecture, (3) participate in a bit of class discussion, (4) do a 
few assignments, and then (5) “cram” the night before each exam. Because nearly all 
introductory courses and nearly all introductory textbooks use this approach, stu-
dents who adapt to this approach to learning tend to do well in all of their introduc-
tory courses. Yet, a surprisingly large percentage of college students struggle when 
using this “standard” approach. Consequently, many students work very hard in 
their introductory courses, but do not do very well. (Ask around. You’ll be surprised 
by the number of students who have much higher grades in upper-level courses.) 
If the seventh edition of Effective Management is viewed as just another “introduc-
tory textbook,” with just one approach to learning, think again. Instead of asking 
students to adapt their learning styles to one way of learning, Effective Manage-
ment provides a variety of different learning tools to let students create and combine 
learning methods uniquely suited to the way in which they learn—and not the other 
way around. By integrating a unique organizing system in each chapter (see the 
following Chapter Outline, Learning Objectives and Numbering System, and Sec-
tion Reviews sections) with an extensive multimedia learning package, we have put 
together a complete teaching and learning system designed to educate students with 
all kinds of learning needs in all types of classroom situations. The system is flexible 
enough to be used in traditional classes, in completely online classes, in combina-
tions of those two, or in independent study. In short, the seventh edition of Effective 
Management taps into multiple technologies to teach management to students with 
all kinds of learning styles.

Using Your Book
With today’s busy schedules, very few students have the opportunity to read a chapter 
from beginning to end in one sitting. Because of their schedules and cognitive styles, 
today’s students take anywhere from two to five study sessions to read a chapter com-
pletely. Accordingly, a chapter outline and numbering system, learning objectives, and 
section reviews are used to break chapters into small, self-contained sections that can 
be studied separately over multiple study sessions.
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xiPreface

Chapter Outline
Each chapter begins with a detailed chapter outline that breaks the chap-
ter into numbered sections and subsections. For example, the outline for 
the first part of Chapter 4, Planning and Decision Making, looks like this:

Learning Objectives and Numbering System
The numbered information contained in the chapter outline is then 
repeated in the chapter as learning objectives (at the beginning of ma-
jor parts of the chapter) and as numbered headings and subheadings 

(throughout the chapter) to help 
students remember precisely 
where they are in terms of the 
chapter outline.

Section Reviews
Finally, instead of a big sum-
mary at the end of the chapter, 
students will find a detailed re-
view at the end of each section. 
Together, the chapter outline, 

numbering system, learning objectives, section headings (which mark the 
beginning of a section), and section reviews (which mark the end of a sec-
tion) allow students to break the chapter into small, self-contained sections 
that can be read in their entirety over multiple 
study sessions. This format not only makes it 
easier for busy students to effectively spread their 
studying across multiple days and times, but it 
also adapts textbook learning to evolving student-
learning styles and preferences.

Finally, all student resources and instructor re-
sources are organized by section and sub section 
so that students and instructors always know 
where they are and what they are reviewing.

Text Features
Engaging Style
Chuck’s compelling writing style conveys his passion for both management and teach-
ing. The combination of theories and current stories helps students actually relate to 
how text topics play out in business settings.

What Would You Do?
Chapter-opening What Would You Do? cases create an opportunity for students 
to confront the real issues that managers face before deciding on a course of action, 

OUTLINE

What Would You Do?

 4-1 Benefits and Pitfalls  
of Planning
 4-1a Benefits of Planning
 4-1b Pitfalls of Planning

 4-2 How to Make a Plan That 
Works
 4-2a Setting Goals
 4-2b Developing 

Commitment to Goals
 4-2c Developing Effective 

Action Plans
 4-2d Tracking Progress
 4-2e Maintaining Flexibility

 4-3 Planning from Top  
to Bottom
 4-3a Starting at the Top
 4-3b Bending in the Middle
 4-3c Finishing at the 

Bottom

Effective Management
102

  SMART goals 

 goals that are  s pecific,  m easurable, 

 a ttainable,  r ealistic, and  t imely  

      4-2  How to Make a Plan That Works  

 Planning is a double-edged sword. If done right, planning brings about tremendous in-

creases in individual and organizational performance. If planning is done wrong, however, 

it can have just the opposite effect and harm individual and organizational performance. 

  After reading this section, you should be able to: 

  4-2  Describe how to make a plan that works.  

 There are several elements involved in making a plan that works. 

 As depicted in Exhibit 4.1, planning consists of  4-2a setting goals, 4-2b develop-

ing commitment to the goals, 4-2c developing effective action plans, 4-2d tracking 

progress toward goal achievement,  and  4-2e maintaining flexibility in planning .  

    4-2a  Setting Goals  

 The first step in planning is to set goals. To direct behavior and increase effort, goals 

need to be specific and challenging. 12  For example, deciding to “increase sales this year” 

won’t direct and energize workers as much as deciding to “increase North American 

sales by 4 percent in the next six months.” Likewise, deciding to “drop a few pounds” 

won’t motivate you as much as deciding to “lose 15 pounds.” Specific, challenging goals 

provide a target for which to aim and a standard against which to measure success. 

 One way of writing effective goals for yourself, your job, or your company is to use 

the SMART guidelines.   SMART goals   are specific, measurable, attainable, realistic, 

and timely. 13  Let’s take a look at Honda’s recently announced plan to lead the world in 

fuel efficiency in every vehicle class within three years to see how it measures up to the 

SMART guidelines for goals. 

  First, is the goal   s pecific ? Yes, Honda’s plan does not state that the company will pro-

duce fuel-efficient cars but that every car it makes will lead its class in gas mileage. Is 

the goal   m easurable?  Again the answer is yes, as a class-by-class comparison of fuel 

efficiency with competitors will show whether Honda has achieved its goal. Whether 

the goal is   a ttainable  or not depends on whether Honda is able to develop innovative 

engines that are more efficient than its competitors’. One possibility is a new engine de-

sign that will minimize friction and increase fuel efficiency. The goal is   r ealistic,  given 

that Honda is using and significantly improving existing engine technologies rather 

than inventing brand-new ones. Finally, the goal is   t imely  because Honda announced 

that it plans to achieve its goal in three years. 14   

    4-2b  Developing Commitment to Goals  

 Just because a company sets a goal doesn’t mean that people will try to accomplish it. 

If workers don’t care about a goal, that goal won’t encourage them to work harder or 

smarter. Thus, the second step in planning is to develop commitment to goals. 15  

   Goal commitment   is the determination to achieve a goal. Commitment to achieve 

a goal is not automatic. Managers and workers must choose to commit themselves to 

a goal. Edwin Locke, professor emeritus of management at the University of Maryland 

and the foremost expert on how, why, and when goals work, tells a story about an 
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 K imberly - C lark   spent two years redesigning its Depends products, making them 
look more like gender-specific underwear than adult diapers. Mark Cammarota, who 
manages the Depends brand, says, “Past generations were more accepting that they had 
a condition, and this was the product that they have to wear. The boomers don’t have 
that attitude. They demand and expect more.” 25   

   How to Make a Plan That Works  
 There are five steps to making a plan that works: (1) Set SMART goals, or goals 
that are  s pecific,  m easurable,  a ttainable,  r ealistic, and  t imely. (2) Develop com-
mitment to the goals from the people who contribute to goal achievement. 
Managers can increase workers’ goal commitment by encouraging worker par-
ticipation in goal setting, making goals public, and getting top management to 
show support for workers’ goals. (3) Develop action plans for goal accomplish-
ment. (4) Track progress toward goal achievement by setting both proximal 
and distal goals and by providing workers with regular performance feedback. 
(5) Maintain flexibility. Keeping options open through options-based planning 
and seeking continuous improvement through learning-based planning help 
organizations maintain flexibility as they plan.    

      4-3  Planning from Top to Bottom  
 Planning works best when the goals and action plans at the bottom and middle of the 
organization support the goals and action plans at the top of the organization. In other 
words, planning works best when everybody pulls in the same direction. 

  After reading this section, you should be able to: 

  4-3   Discuss how companies can use plans at all management levels, 
from top to bottom.  

 Exhibit 4.3 illustrates this planning continuity, beginning at the top with a clear defini-
tion of the company purpose and ending at the bottom with the execution of opera-
tional plans. 

 Let’s see how  4-3a top managers create the organization’s purpose statement and 
strategic objectives, 4-3b middle managers develop tactical plans and use manage-
ment by objectives to motivate employee efforts toward the overall purpose and 
strategic objective , and  4-3c first-level managers use operational, single-use, and 
standing plans to implement the tactical plans .  

    4-3a  Starting at the Top  

 As shown in Exhibit 4.4, top management is responsible for developing long-term 
  strategic plans   that make clear how the company will serve customers and position it-
self against competitors in the next two to five years. (The strategic planning and man-
agement process is examined in its entirety in Chapter 5.) Strategic planning begins 
with the creation of an organizational purpose. Although its U.S.-based Chrysler divi-
sion has been earning strong profits, Fiat’s European sales are down 16.7 percent from 

Review 4-2

  learning-based planning 
 learning better ways of achieving goals 
by continually testing, changing, and 
improving plans and strategies  
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handling a particular problem, or changing the direction of a company. Students 
are called upon to put themselves in the situation of the managers at companies like  
NetFlix, Caterpillar, Disney, American Express, Waste Management, and SAS.

What Really Works?
Some studies show that two drinks a day increase life expectancy by decreasing the 
chances of having a heart attack. Other studies show that two drinks a day decrease life 
expectancy. The results of both sets of studies are presented in very definitive terms, so 
the conflicting information confuses and frustrates ordinary people who just want to 
“eat right” and “live right.” Managers also have trouble figuring out what works, based 
on the scientific research published in scholarly business journals. But thankfully, a 
research tool called meta-analysis, which is a study of studies, is helping management 
scholars understand how well their research supports management theories. The What 
Really Works features in Effective Management, seventh edition, present the results of 
various meta-analyses using an  easy-to-understand statistic called the “probability of 
success.” Concrete study results presented in an accessible format give students the best 
estimate of what really works in the business world.

Doing the Right Thing
Because managers set the standard for others in the workplace, unethical behavior and 
practices quickly spread when they do not do the right thing. This seventh edition con-
tains practical, useful advice to help students become more ethical managers or business-
persons by Doing the Right Thing. A range of topics is explored throughout the book.

Management Facts and Trends
Management is happening every day in every company. One way to prepare for a ca-
reer as a manager is by being aware of management trends today. To help students look 
forward to what might be happening in management tomorrow, there are short boxes 
titled Management Fact and Management Trend that give students a short, memo-
rable insight into the direction in which management is headed.

Management Team Decision
From sports to school to work to civic involvement, working in teams is increasingly 
part of our experience. Management Team Decision exercises have been designed to 
give students the opportunity to work as management teams to solve various workplace 
dilemmas.

Practice Being a Manager
These experiential exercises give students the opportunity to role-play management 
scenarios, discuss management dilemmas, and resolve management problems. Most 
are designed to be started and completed during the class session.

Self-Assessments
Self-assessments give students insights into their attitudes, beliefs, and tendencies that 
relate to management issues. Each PowerPoint chapter contains a special slide with 
an embedded spreadsheet to facilitate use of the assessments in the classroom using a 
simple show of hands. The slide automatically generates a distribution, which students 
enjoy seeing.
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MindTap

Students who purchase the MindTap product for Effective Management, seventh edi-
tion, will enjoy a number of innovative features designed to enhance their learning 
experience. The e-book has been enriched with interactive figures and animated videos 
that increase comprehension of the most challenging topics. At the beginning of each 
chapter, students will be asked to take a self-assessment questionnaire that introduces 
an important topic and shows how it relates to students’ current experience. Students 
will also have ready access to the assignments chosen by the instructor, which may in-
clude test-prep quizzes, homework questions, Write Experience essay-writing practice, 
and experiential exercises (role-play activities and group project activities).

New to this edition, the role-play activities give students opportunities to practice 
their managerial and communication skills in an online, real-time environment, while 
the group project activities encourage them to take a modern approach to applying 
key concepts using a digital collaborative workspace. By giving them opportunities to 
collaborate online, apply course concepts, and create solutions to realistic management 
problems, all of these learning activities are designed to enable students to ENGAGE, 
CONNECT, PERFORM, and LEAD. Students are empowered to THINK and ACT like 
managers, with demonstrable skills in critical thinking, analysis, and much more.

Augmenting the entire MindTap experience, robust diagnostic tools powered by 
 Knewton provide students with feedback and personalized study plans based on actual as-
signed coursework rather than a separate set of quizzes. Using recommendations provided 
by Knewton, students can focus their efforts on the most important concepts they need to 
learn at that moment in time, as well as more effectively prepare for exams. Furthermore, 
Knewton gives instructors the ability to focus class time on the most relevant material and 
effectively assist struggling students. Using the MindTap Progress App, instructors can 
track student proficiency, which will allow them to quickly react to where students are in 
their learning and make the best use of class time. This creates even more opportunities 
to train students to “Think and Act Like Managers.” In short, the student-tested, faculty-
approved resources included in the MindTap product will help every student make the 
most of Effective Management, seventh edition—no matter his or her learning style!

Instructor Resources
Instructor Companion Website
Key instructor ancillaries (Instructor Manual, Test Bank, and PowerPoint) are provided 
online. The Instructor Manual is organized in such a way as to allow instructors to get 
going quickly and to minimize the time needed to prepare a superior course. Suggested 
plans for covering the chapter using lecture, group work, and video are included, along 
with a brief chapter outline, and teaching tips and solutions for all chapter assignments. 
And to aid with lectures, a comprehensive set of PowerPoint slides has been created for 
each chapter. All of these resources are available on the Instructor Companion Website 
accessible at www.cengage.com.

Video
The “On the Job” videos are available within MindTap and on DVD and include highly 
engaging studies of real organizations applying the principles covered in the text. Com-
panies profiled include Honest Tea, Stew Leonard’s, and many more.
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Cengage Learning Testing, Powered by Cognero
The test bank for Effective Management, seventh edition, consists of true/false, mul-
tiple-choice, scenario, short-answer, and essay questions that have been reviewed by 
management faculty. The test bank contains over 1,400 questions delivered within the 
Cognero platform and tagged using AACSB categories to help collect and manage the 
data required for accreditation.

Cengage Learning Testing Powered by Cognero is a flexible, online system that al-
lows you to author, edit, and manage test bank content from multiple Cengage Learn-
ing solutions, create multiple test versions in an instant, and deliver tests from your 
LMS, your classroom, or wherever you want. The Cognero testing platform is acces-
sible to registered instructors at www.cengage.com.
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on authors as well as their loved ones. However, throughout this project, my wife, Jenny, 
was unwavering in her support of my writing. She listened patiently, encouraged me 
when I was discouraged, read and commented on most of what I wrote, gave me the 
time to write, and took wonderful care of me and our children during this long process. 
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netflix Headquarters, Los gatos, California1

CEO Reed Hastings started Netflix in 1997 after be-
coming angry about paying Blockbuster Video $40 
for a late return of Apollo 13. Hastings and Netflix 
struck back with flat monthly fees for unlimited DVD 
rentals, easy home delivery and returns via prepaid 
postage envelopes, and no late fees, which let cus-
tomers keep DVDs as long as they wanted. Block-
buster, which earned up to $800 million annually 
from late returns, was slow to respond and lost cus-
tomers in droves.

When Blockbuster, Amazon, and Walmart started 
their own mail-delivery video rentals, Hastings rec-
ognized that Netflix was in competition with “the 
biggest rental company, the biggest e-commerce 
company, and the biggest company, period.” But 
with an average subscriber cost of just $4 a month 
compared to an average subscriber fee of $15, Net-
flix, unlike its competitors, made money from each 
customer. Three years later, Walmart abandoned the 
business, asking Netflix to handle DVD rentals on 
Walmart.com. Amazon entered the DVD rental busi-
ness in Great Britain, expecting that experience to 
prepare it to beat Netflix in the United States. But, 
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like Walmart, Amazon quit after four years of 
losses. Finally, 13 years after Netflix’s founding, 
Blockbuster declared bankruptcy. With DVDs 
mailed to 17 million monthly subscribers from 
50 distribution centers nationwide, Netflix is 
now the industry leader in DVD rentals.

However, its expertise in shipping and dis-
tributing DVDs won’t provide a competitive ad-
vantage when streaming files over the Internet. 
Indeed, Netflix’s streaming video service is in 
competition with Amazon’s Video on Demand, 
Apple’s iTunes, Hulu Plus, and others. Moreover, 
unlike DVDs, which can be rented without studio 
approval, U.S. copyright laws require streaming 
rights to be purchased from TV and movie stu-
dios before downloading content into people’s 
homes. And that creates two new issues. First, 
does Netflix have deep enough pockets to out-
bid its rivals for broad access to the studios’ TV 
and movie content? Second, can it convince the 
studios that it is not a direct competitor so they 
will agree to license their content?

Netflix must also address the significant orga-
nizational challenges accompanying accelerated 

growth. Hastings experienced the same prob-
lem in his first company, Pure Software, where 
he admitted, “Management was my biggest 
challenge; every year there were twice as many 
people and it was trial by fire. I was underpre-
pared for the complexities and personalities.” 
With blazing growth on one hand and the stra-
tegic challenge of obtaining studio content on 
the other, how much time should he and his ex-
ecutive team devote directly to hiring? Deciding 
where decisions will be made is a key part of the 
management function of organizing. So, should 
he and his executive team be directly involved, 
or is this something that he should delegate? 
Finally, what can Netflix, which is located near 
Silicon Valley, home to some of the most attrac-
tive employers in the world, provide in the way 
of pay, perks, and company culture that will at-
tract, inspire, and motivate top talent to achieve 
organizational goals?

If you were in charge of Netflix, 
what would you do?

  1-1 Management is . . .
The management issues facing Netflix are fundamental to any organization: What’s our 
plan? What are top management’s key responsibilities? How can we best position the 
company against key competitors? How can we get things done and put in place con-
trols to make sure plans are followed and goals are met? Good management is basic to 
starting a business, growing a business, and maintaining a business once it has achieved 
some measure of success.

We begin this chapter by defining management and discussing the functions of 
management. Next, we look at what managers do by examining the four kinds of 
managers and reviewing the various roles that managers play. Then we investigate 
what it takes to be a manager by reviewing management skills, what companies look 
for in their managers, the most serious mistakes managers make, and what it is like 
to make the tough transition from being a worker to being a manager. We finish 
this chapter by examining the competitive advantage that companies gain from good 
management. In other words, we learn how to establish a competitive advantage 
through people.
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Effective Management4

To understand how important good management is, think about mistakes man-
agers make. After Motrin failed quality-control tests, managers at McNeil Labora-
tories, a division of Johnson & Johnson, hired people to buy out all the bottles of 
Motrin they could find.2 Is it any wonder that companies pay management consul-
tants nearly $250 billion a year for advice on basic management issues such as how 
to lead people effectively, organize the company efficiently, and manage large-scale 
projects and processes?3 This textbook will help you understand some of the basic 
issues that management consultants help companies resolve. (And it won’t cost you 
billions of dollars.)

After reading this section, you should be able to:

1-1 Describe what management is.

Many of today’s managers got their start welding on the factory floor, clearing dishes 
off tables, or wiping up a spill in aisle 3. Similarly, lots of you will start at the bottom 
and work your way up. There’s no better way to get to know your competition, your 
customers, and your business. But whether you begin your career at the entry level 
or as a supervisor, your job as a manager is not to do the work, but to help others do 
theirs. Management is getting work done through others. Vineet Nayar, chief executive 
officer (CEO) of information technology (IT) services company HCL Technologies, 
doesn’t see himself as the guy who has to do everything. Instead, he sees himself as “the 
guy who is obsessed with enabling employees to create value.” Rather than coming up 
with solutions himself, Nayar creates opportunities for collaboration, peer review, and 
employee feedback on ideas and work processes. Says Nayar, “My job is to make sure 
everybody is enabled to do what they do well.”4

Nayar’s description of managerial responsibilities suggests that managers also have 
to be concerned with efficiency and effectiveness in the work process. Efficiency is 
getting work done with a minimum of effort, expense, or waste. UPS saves time (and 
money) by finding faster, more efficient ways to deliver packages, such as having its 
drivers walk at a quick 2.5 strides per second Recently, it installed keyless systems in 
its trucks that allow drivers to start the engine and open the cargo hold with the quick 
touch of a button, saving about 6.5 minutes per day. David Abney, UPS’s chief operating 
officer, concedes, “We’re obsessive about efficiency.”5

Efficiency alone, however, is not enough to ensure success. Managers must also strive 
for effectiveness, which is accomplishing tasks that help fulfill organizational objec-
tives such as customer service and satisfaction. Home Depot improves its effectiveness 
by reducing checkout lane waiting time. All employees have “First phone” communica-
tion devices that function as price scanners, credit card readers, and receipt printers, 
and allow employees to check out customers anywhere in the store. Also, outfitted with 
new equipment and software, Home Depot’s self-checkout lanes are 30 percent faster 
than before.6

Management Is . . .
Good management is working through others to accomplish tasks that help 
fulfill organizational objectives as efficiently as possible.

Review 1-1

management
getting work done through others

efficiency
getting work done with a minimum of 
effort, expense, or waste

effectiveness
accomplishing tasks that help fulfill 
organizational objectives
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Chapter 1 Management 5

  1-2 Management Functions
After reading this section, you should be able to:

1-2 explain the four functions of management.

Henri Fayol, who was a managing director (CEO) of a large steel company in the early 
1900s, was one of the founders of the field of management. Based on his 20 years of 
experience as a CEO, Fayol argued that “the success of an enterprise generally depends 
much more on the administrative ability of its leaders than on their technical ability.”7 A 
two-year study at Google, code-named Project Oxygen, found that the most important 
trait for a manager to have was “a clear vision and a strategy for the team.” In short, 
Google found that what Fayol observed, administrative ability, or management, is key 
to an organization’s success.

According to Fayol, managers need to perform five managerial functions to be success-
ful: planning, organizing, coordinating, commanding, and controlling.8 Most management 
textbooks today have updated this list by dropping the coordinating function and referring 
to Fayol’s commanding function as “leading.” Fayol’s management functions are thus known 
today in an updated form as planning, organizing, leading, and controlling. Studies indicate 
that managers who perform these management functions well are more successful, gain-
ing promotions for themselves and profits for their companies. For 
example, the more time CEOs spend planning, the more profitable 
their companies are.9 A 25-year study at AT&T found that employees 
with better planning and decision-making skills were more likely to 
be promoted into management jobs, to be successful as managers, 
and to be promoted into upper levels of management.10

The evidence is clear. Managers serve their companies well 
when they plan, organize, lead, and control. So we’ve organized 
this textbook based on these functions of management, as shown 
in Exhibit 1.1. The major sections within each chapter of this text-
book correspond to learning outcomes and are numbered using a 
single digit: 1, 2, 3, and so on. The subsections are also consecu-
tively numbered, beginning with the major section number. For 
example, “1-1” indicates the first learning outcome in Chapter 1, 
and 1-1a is the first major section for that learning outcome. This 
numbering system should help you easily see the relationships 
among topics and follow the topic sequence. It will also help your 
instructor refer to specific topics during class discussion.

Now let’s take a closer look at each of the management func-
tions: 1-2a planning, 1-2b organizing, 1-2c leading, and 1-2d 
controlling.

1-2a Planning

Planning involves determining organizational goals and 
a means for achieving them. As you’ll learn in Chapter 4, 

exhibit 1.1

Management Functions and Organization 
of the textbook

Chapter  1: Management
Chapter  2:  Organizational Environments 

and Cultures
Chapter  3: Ethics and Social Responsibility
Chapter  4: Planning and Decision Making
Chapter  5: Organizational Strategy
Chapter  6: Innovation and Change
Chapter  7: Global Management
Chapter  8:  Designing Adaptive 

Organizations
Chapter  9: Managing Teams
Chapter 10:  Managing Human Resource 

Systems
Chapter 11: Motivation
Chapter 12: Leadership
Chapter 13: Managing Communication
Chapter 14: Control
Chapter 15: Managing Information
Chapter 16:  Managing Service and  

Manufacturing Operations
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planning
determining organizational goals and a 
means for achieving them
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Effective Management6

planning is one of the best ways to improve performance. It encourages people to 
work harder, work hard for extended periods, engage in behaviors directly related 
to goal accomplishment, and think of better ways to do their jobs. But most impor-
tant, companies that plan have larger profits and faster growth than companies that 
don’t plan.

For example, the question “What business are we in?” is at the heart of strategic 
planning. You’ll learn about this in Chapter 5. If you can answer the question “What 
business are you in?” in two sentences or less, chances are you have a very clear plan for 
your business. But getting a clear plan is not so easy. This happened, for example, when 
Cisco Systems, which makes network routers and switches, spent $34 billion to enter 
into the consumer products market with the Flip camera, Kiss Technology–networked 
DVD players, and the Umi video conferencing system. Longtime CEO John Chambers 
admitted that these moves were misguided, led Cisco away from its core business, and 
produced huge losses.11

You’ll learn more about planning in Chapter 4 on planning and decision mak-
ing, Chapter 5 on organizational strategy, Chapter 6 on innovation and change, and  
Chapter 7 on global management.

what really works
Meta-Analysis
Some studies show that having two drinks a 
day increases life expectancy by decreasing the 
chances of having a heart attack. Yet other studies 
show that having two drinks a day shortens life ex-

pectancy. For years, we’ve “buttered” our morning toast 
with margarine instead of butter because margarine was 

supposed to be better for our health. Now, however, new studies 
show that the trans-fatty acids in margarine may be just as bad for our arteries 

as butter. Confusing scientific results like these frustrate ordinary people who want 
to eat right and live right. They also make many people question just how useful most 

scientific research really is.
Managers also find themselves questioning the conflicting scientific research published in 

journals like the Academy of Management Journal, the Academy of Management Review, the Stra-
tegic Management Journal, the Journal of Applied Psychology, and Administrative Science Quarterly. 
The Wall Street Journal may quote a management research article from one of these journals that 
says that total quality management is the best thing since sliced bread (without butter or mar-
garine). Then, just six months later, the Wall Street Journal will quote a different article from the 
same journal that says that total quality management doesn’t work. If management professors 
and researchers have trouble deciding what works and what doesn’t, how can practicing manag-
ers know?

Thankfully, a research tool called meta-analysis is helping management scholars understand 
how well their research supports management theories. It is also useful for practicing managers 

meta-analysis
a study of studies, a statistical approach 
that provides one of the best scientific 
estimates of how well management 
theories and practices work
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Chapter 1 Management 7

because it shows what works and the conditions under which management techniques may work 
better or worse in the real world. Meta-analysis involves studying the scientific studies themselves. It 
is based on this simple idea: If one study shows that a management technique doesn’t work and an-
other 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). For example, medical researchers Richard Peto 
and Rory Collins averaged all of the different results from several hundred studies investigating the 
relationship between aspirin and heart attacks. Their analysis, based on more than 120,000 patients 
from numerous studies, showed that aspirin lowered the incidence of heart attacks by an average of 
4 percent. Prior to this study, doctors prescribed aspirin as a preventive measure for only 38 percent  
of heart-attack victims. Today, because of the meta-analysis results, doctors prescribe aspirin for  
72 percent of heart-attack victims.

Fortunately, you don’t need a PhD to understand the statistics reported in a meta-analysis. In 
fact, one primary advantage of meta-analysis over traditional significance tests is that you can 
convert meta-analysis statistics into intuitive numbers that anyone can easily understand. Each 
 meta-analysis reported in the What Really Works sections of this textbook is accompanied by an 
easy-to-understand statistic called the “probability of success.” As its name suggests, the probability 
of success shows how often a management technique will work.

For example, meta-analyses suggest that the best predictor of a job applicant’s on-the-job  
performance is a test of general mental ability. In other words, smarter people tend to be better 
workers. The average correlation (one of those often misunderstood statistics) between scores on 
general mental-ability tests and job performance is 0.60. However, very few people understand 
what a correlation of 0.60 means. What most managers want to know is how often they will hire 
the right person if they choose job ap-
plicants based on general mental-ability 
test scores. Likewise, they want to know 
how much difference a  cognitive-ability 
test makes when hiring new workers. The 
probability of success may be high, but if 
the difference isn’t really that large, is it 
worth a manager’s time to have job ap-
plicants take a general mental-ability test?

Well, our user-friendly statistics indicate that it’s wise to have job applicants take a general  
mental-ability test. In fact, the probability of success, shown in graphical form here, is 76 percent. 
This means that an employee hired on the basis of a good score on a general mental-ability test 
stands a 76 percent chance of being a better performer than someone picked at random from the 
pool of all job applicants. So chances are you’re going to be right much more often than wrong if you 
use a general mental-ability test to make hiring decisions.12

In summary, each What Really Works section in this textbook is based on meta-analysis research, 
which provides the best scientific evidence that management professors and researchers have 
about what works and what doesn’t work in management. We will use the easy-to-understand index 
known as the “probability of success” to indicate how well a management idea or strategy is likely to 
work in the workplace. Of course, no idea or technique works every time and in every circumstance. 
Nevertheless, the management ideas and strategies discussed in the What Really Works sections can 
usually make a meaningful difference where you work. In today’s competitive, fast-changing, global 
marketplace, few managers can afford to overlook proven management strategies like the ones  
discussed in What Really Works.

10 20 30 40 50 60 70
76

80 90 100

GENERAL MENTAL ABILITY 
probability of success: 76%
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1-2b Organizing

Organizing is deciding where decisions will be made, who will do what jobs and tasks, 
and who will work for whom in the company. Lori Gobillot, vice president of inte-
gration, was charged with organizing the merger of Continental Airlines and United  
Airlines, which had totally different computer systems, dealt with different labor 
unions, and even had different ways of washing planes. The goal of her work was to de-
cide how each of these processes would be merged, changed, or overhauled to produce 
a coherent and efficient company.13

You’ll learn more about organizing in Chapter 8 on designing organizations, Chapter 9  
on managing teams, and Chapter 10 on managing human resources.

1-2c leading

Our third management function, leading, involves inspiring and motivating workers 
to work hard to achieve organizational goals. For Alan Mulally, CEO of Ford Motor  
Company, a critical part of keeping his employees motivated is to “Communicate, commu-
nicate, communicate. Everyone has to know the plan, its status, and areas that need special 
attention.” Accordingly, Mulally distributed a set of cards with Ford’s mission on one side 
and the company’s four most important goals on the other. Mulally’s leadership brought 
Ford back from the brink of bankruptcy. In a series of timely maneuvers and shrewd busi-
ness deals, Mulally kept Ford sufficiently capitalized as the world economy slowed, enabling 
the company to avoid bankruptcy or government bailouts and post healthy profits in 2009 
and 2010, well ahead of Mulally’s promise to make Ford profitable by 2011.14

You’ll learn more about leading in Chapter 11 on motivation, Chapter 12 on leader-
ship, and Chapter 13 on managing communication.

1-2d Controlling

The last function of management, 
controlling, is monitoring progress 
toward goal achievement and tak-
ing corrective action when progress 
isn’t being made. The basic control 
process involves setting standards 
to achieve goals, comparing actual 
performance to those standards, 
and then making changes to return 
performance to those standards. For 
Michael Corbat, CEO of Citigroup, 
managerial and company success are 
contingent on setting goals, measur-
ing performance, and making adjust-
ments and corrections as needed. To 
determine how well his executives 
were performing against their plans, 
Corbat created a scorecard to mea-
sure the company’s 50 top executives 

organizing
deciding where decisions will be made, 
who will do what jobs and tasks, and 
who will work for whom

leading
inspiring and motivating workers to 
work hard to achieve organizational 
goals

Doing the Right Thing
Making a Great Workplace

Yvon Chouinard, founder of outdoor cloth-
ing company Patagonia, says that the key to 
her company’s success is making sure that 
employees feel physically and emotionally 
secure at work, and that they are given the 
freedom to be creative and solve problems. 
Patagonia has an extensive benefits policy 
that includes child care and flexible schedul-
ing, so that employees don’t have to worry 
about how personal issues might conflict 
with work. Although some might worry that 
these expenses hurt the company’s bottom 
line, Chouinard views them as necessary 
costs for building a family atmosphere. So, as 
a manager, do the right thing and make sure 
to take care of the people you manage.15

controlling
monitoring progress toward goal 
achievement and taking corrective 
action when needed
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Chapter 1 Management 9

in four categories: capital, clients, culture, and controls. Scores ranging from 100 (the 
highest) to −40 (the lowest) will show how well each executive is performing.16

You’ll learn more about the control function in Chapter 14 on control, Chapter 15 
on managing information, and Chapter 16 on managing service and manufacturing 
operations.

Management Functions
Henri Fayol’s classic management functions are known today as planning, 
organizing, leading, and controlling. Planning is determining organizational 
goals and a means for achieving them. Organizing is deciding where deci-
sions will be made, who will do what jobs and tasks, and who will work 
for whom. Leading is inspiring and motivating workers to work hard to 
achieve organizational goals. Controlling is monitoring progress toward 
goal achievement and taking corrective action when needed. Studies show 
that performing these management functions well leads to better manage-
rial performance.

  1-3 Kinds of Managers
Not all managerial jobs are the same. The demands and requirements placed on the 
CEO of Sony are significantly different from those placed on the manager of your local 
Wendy’s restaurant.

After reading this section, you should be able to:

1-3 Describe different kinds of managers.

Just as not all managerial jobs are the same, not all managers are the same.
As shown in Exhibit 1.2, there are four kinds of managers, each with different jobs 

and responsibilities: 1-3a top managers, 1-3b middle managers, 1-3c first-line man-
agers, and 1-3d team leaders.

1-3a top Managers

Top managers hold positions like chief executive officer (CEO), chief operating  
officer (COO), chief financial officer (CFO), and chief information officer (CIO), and 
are responsible for the overall direction of the organization. Top managers have the  
following responsibilities:17 First, they are responsible for creating a context for change. 
In fact, Andrew Mason, the CEO of Groupon, was fired because he could not reverse a 
77 percent decline in the company’s stock price.18

Thirty-five percent of all CEOs are eventually fired because of their inability to suc-
cessfully change their companies.19 Creating a context for change includes forming a 
long-range vision or mission for the company. As one CEO said, “The CEO has to think 
about the future more than anyone.”20

The second responsibility of top managers is to develop employees’ commitment 
to and ownership of the company’s performance. Once that vision or mission is set, 
the second responsibility of top managers is to develop employees’ commitment to 

Review 1-2

top managers
executives responsible for the overall 
direction of the organization
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