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L E A R N I N G  O B J E C T I V E SL E A R N I N G  O B J E C T I V E S

After studying this chapter, you should be able to

Describe the emerging borderless world and more
text to show runovers.

OUTLINE
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The Person

The Environment 

Performance in
Organizations 

The Four Variables of
Performance 

Individual Performance

Organizational
Performance 

High Performers 

Outputs Over Inputs 

Performance Evaluation
and Feedback 

Individual Performance
Feedback

Organizational Performance 

Want to Work for a High-
Performing Organization?

L E A R N I N G  O B J E C T I V E S

After reading this module, you should be able to

Explain the difference between behavior and 
performance.

Explain how people “know” what they know.

Identify the variables of performance and the rea-
sons each is essential to high performance of an
individual. Relate these variables to organizational
performance.

Define the components of the output-over-input
formulation and discuss the different ways that
efficiency and profitability can be improved.

Discuss why organizations fail.

Identify the eight attributes used in Fortune’s list of
America’s Most Admired Companies. Compare these
attributes with the reasons for organization failures.

Explain benchmarking, economic value added (EVA),
and market value added (MVA).
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The Environment of Entrepreneurship and
Small-Business Management
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A Behavior Known as Performance

M A N A G E M E N T  P R O B L E M

It was a sunny day off the coast of Key West, Florida, when the commanding officer of a nuclear

submarine told the diving officer to “take her down to 150 feet.” The klaxon horn notified the

crew that a dive was in process. At the proper time a command was given to “blow negative

to the mark” to stop the descent of the 7,000 ton, cigar-shaped tube of steel and settle in on

the ordered depth. 

Nellie Trebor was on a two-week reserve training cruise and was relaxing in the control room

when the general alarm sounded and “flooding in the maneuvering room” blared over the

speaker system. The crew immediately performed emergency duties. At first, Trebor thought this

was just another drill to test the efficiency of the crew. However, the depth gauge indicated the

submarine was going down. Was the maneuvering room really flooding? Trebor knew that the

threat of flooding is the greatest fear on a submarine. If a main compartment ruptures and

water starts coming in faster than it can be blown out, the submarine can sink like a rock. With

his eyes glued to the depth gauge, he listened to the orders being issued and the responding

actions and reports. The gauge continued to show increasing depth, and then the needle began

to quiver and indicated the submarine was starting to go up——positive buoyancy was achieved! 

For his superb performance demonstrating why he was qualified to wear his gold “dolphins,”

the diving officer was awarded a commendation. All members of the crew must earn their dol-

phins, just as an aviator must earn his or her wings. Qualification requires learning the jobs

of all the crew, mastering 700 to 800 technical tasks to assure high performance in a life or

death situation. Nellie was proud to have witnessed such a high level of performance from so

many different people, and he knew that indeed his life had depended on it.

What does it mean to be “qualified”? Is being a qualified crew member or officer of a submarine

different from being a qualified employee or manager in a business organization? 

Gold dolphins worn by qualified U.S. naval officers. This insignia of the U.S. Navy’s Submarine
Service is a sub flanked by two dolphins, the traditional attendants to Poseidon, the Greek god
of the sea and patron deity of sailors, and are symbolic of a calm sea.
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Fortunately, facing a life-threatening situation such as that experienced by
Nellie Trebor certainly is not an everyday occurrence for most people. On
the other hand, many organizations do face life-threatening situations and
often are not as successful as Nellie’s submarine crew. In 1998, for example,
86,496 businesses faced life-threatening actions and failed.1 Why did so many
organizations fail? Exhibit 1 lists reasons for organizational failures, based on
a Dun & Bradstreet report.2

Identity crisis refers to a lack of understanding of the business. Basically,
this is a deficiency in clarity of the organization’s mission and its core and
distinctive competencies. Likewise, a failure of vision is an inability to look
into the future and recognize opportunities as well as an unwillingness to
engage in risk-taking to seize upon these opportunities. The big squeeze refers
to an organization’s failure to prepare for downturns when the economy is
thriving, thus robbing the organization of flexibility. The glue sticks, and sticks
describes complacency and a general resistance to change within the organ-
ization. A lack of understanding of the customer’s needs and desires leads to
poor customer relations and loss of sales—the result of the anybody out there?
reason for failure. The last mistake listed in Exhibit 1, enemies within, 
stems from neglecting the internal environment of an organization. Poor
employee relations are the inevitable result of this neglect, and poor employee
relations are not consistent with motivated employees. 

Why do people behave as they do? A classic formulation set forth by Kurt
Lewin is that behavior is an interactive function of a person and his or her
environment, or stated as B � f(P, E).3

The Person 
A person at any point in time is a combination of nature and nurture. The
nature part is inherited and accounts for many of the significant ways in
which people differ from one another. One framework classifying these dif-
ferences identifies six primary, or core, dimensions of diversity.4 Primary dif-
ferences are considered as not readily changeable. 

• Age

• Ethnicity

• Gender

Behavior in Organizations 

Experts identify six big mistakes:
1. Identity Crisis. Lack of understanding.
2. Caution: Failures of Vision. Inability to see opportunities.
3. The Big Squeeze. Lack of flexibility to meet challenges.
4. The Glue Sticks, and Sticks. Resistance to change.
5. Anybody Out There? Poor customer relations.
6. Enemies Within. Poor Employee Relations.

Why Organizations   Fail

E x h i b i t 1
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• Physical abilities

• Race

• Sexual/affectional orientation 

A current challenge facing management is to learn how to manage this
diversity. Managing diversity requires valuing diversity and valuing diver-
sity requires understanding diversity. This statement applies to people 
in general. 

The Environment 
Family members, friends, neighbors, the community, and society all are part
of the environment that influences a person’s behavior. Within an organiza-
tion the management and structural considerations (organization design, sys-
tems, policies, procedures, rules, regulations, etc.) play a major role in deter-
mining the behavior of employees. An employee behavior that all
organizations want—whether General Electric, Intel, Cisco, the Secret Ser-
vice, the Federal Bureau of Investigations, the Mafia, the commanding offi-
cer of the submarine in the opening vignette, your university and this class—
is a behavior known as performance. All organizations want performance from
their members; however, the criteria for performance vary widely across these
organizations, and while performance is highly desired, not all organizations
know how to inspire it. Remember, over 86,000 businesses failed during
1998. Thus, it is essential for management and organizational members to
understand this important concept. 

Exhibit 2 illustrates the four variables of performance. Performance is a
function of the interactive effect of Ability, Motivation, clarity of Expectations,
and Opportunity, that is, P � f (A, M, E, O).

E x h i b i t 2 The Four Variables of Performance

Performance

Performance
Efficient Achievement

of Goals and
Objectives

Motivation

Ability
Clarity of

Expectations

Opportunity
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The Four Variables of Performance 

Ability Ability refers to what a person knows and can do if he or she so
chooses. It comprises aptitude interacting with learning. Aptitude describes a
person’s natural tendency or inclination/quickness to learn or understand.5

How do you “know” what you “know”? The obvious answer is you learned
what you know. The real question is how do you know what you learned is
correct or whether most people would agree with your “knowledge” on a
given subject? Charles Pierce, an American philosopher of renown, identified
four general methods of knowing, as shown in Exhibit 3.6

The first is the method of tenacity. Tenacity is based on a person holding
on to a belief, or tradition, because he “knows” it to be true, has always
known it to be true, and will often cling to this “knowledge” even when faced
with conflicting facts.

The second method is the method of authority. This is knowledge acquired
from an authoritative source: “It is a legal matter and an attorney-at-law told
me.” “I read it in a book.” “My professor told me so.” This is a common way
people acquire knowledge daily. The caveat is to be a sophisticated consumer
of information and make sure that the authoritative source’s base of “know-
ing” isn’t the method of tenacity.

Pierce’s third way of “knowing” is the a priori method, sometimes referred
to as the method of intuition. This method is based on reasoning and not nec-
essarily experience. However, in reasoning, what is reasonable to one per-
son may not be reasonable to another. In our jury system, for example, an
alleged criminal must be found guilty beyond a reasonable doubt. Sexual
harassment cases refer to what a reasonable person would consider harass-
ment, and the Americans with Disabilities Act states that organizations must
provide reasonable accommodation to prospective employees who are dis-
abled. In each of these cases someone, or a jury of someones, has to decide
what is reasonable.

The fourth way of “knowing” is the method of science. This method starts
with a theory—a stated relationship between and among variables. Anyone
can have a theory, but a good theory is a practical theory. If it is not practi-
cal, then it is not a good theory. The goodness, or power, of a theory has to
be determined by rigorous scientific inquiry. The power of a theory is its abil-
ity to both explain and predict phenomena.7 With powerful theories, we build
skyscrapers, make moon landings, and construct submarines that can navi-
gate in icy Arctic waters. Our theories in the physical sciences are generally
more powerful than theories in the social sciences. This is understandable
because we have been studying physical phenomena much longer than we
have been studying the behavior of people.

As indicated earlier, ability is a function of aptitude interacting with learn-
ing. The importance of learning is evident from the attention it is receiving
in the management and research literature.8 For example, learning has been
identified as the key to organization change and renewal. Daniel R. Tobin, a
corporate learning systems consultant defines what he calls transformational
learning as the “identification, acquisition, and application of information that
enables an organization, and the people within that organization, to reach
their goals.” It is his premise that organizational transformation can be
achieved only “when employees have acquired the knowledge and skills they

Performance in Organizations

    Tenacity
    Authority
    Intuition
    Scientific Inquiry

 

E x h i b i t 3
The Four Methods of Knowing
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need to take command of their careers and to see how their own work con-
tributes to the larger work of their companies.”9

Learning organizations are skilled in acquiring relevant information, pro-
cessing the information, and storing and retrieving the information to assure
its availability to decision makers throughout the organization. Exhibit 4 shows
a summary of different prescriptions offered as ways of enhancing organiza-
tional learning. The importance of both a shared vision and strategic alliances
to organizational performance is a continuing theme. The linking of these con-
cepts to the acquisition of learning and knowledge throughout the organiza-
tion is essential.10 Fortune magazine goes so far as to say that an organization’s
most valuable asset is its intellectual capital and states, “Business pioneers are
finding surprising ways to put real dollars on the bottom line as they discover
how to measure and manage the ultimate intangible knowledge.”11

Learning usually involves hard work, reinforcement, and practice. A
teacher or trainer, a parent, a peer, a mentor, or a supervisor can offer rein-
forcement and emphasize the need to practice, practice, practice. What is
needed at the outset, however, is motivation.12

Motivation Motivation is the second of the four variables of performance.
As discussed previously, ability is what a person can do, Motivation is what
a person will do. Ability is of little use if a person is unwilling to apply it.
Motivation requires expending effort (physical and/or mental), being persist-
ent, and applying the expended effort appropriately. Many times a person will
become enthused about something and put a lot of effort into it. However,
when things go wrong, or obstacles crop up, he or she loses enthusiasm and
gives up. Both effort and persistence are necessary to high performance. More
will be said about applying effort appropriately when the third variable of
performance, clarity of expectations, is discussed. 

Management guru Peter Drucker, author of over 30 books, has indicated that
it is the job of the manager to get extraordinary performance out of ordinary

E x h i b i t 4Shared vision

Self-examination

Radical new structures/
Learning teams

External alliances

A powerful, shared vision provides the focus and the
energy for learning. It serves as a benchmark against
which to compare current reality and future progress.

Because the scrutiny of current assumptions and practices
often is not part of “business as usual,” managers may
adopt a number of specific tools to assist with the process
of self-examination.

Bureaucratic, functional organizations often fail to process
the types of information needed to improve communica-
tion and the transfer of learning within organizations;
some organizations have experimented with more radical
structures such as cluster organizations or redundant
organizations. When organizations need new ideas and
fresh perspectives, they often resort to creating special
multifunctional teams, or “skunkworks,” that transcend
structural bureaucracies and/or break away from daily
organizational functioning.

Learning organizations often establish programs with
external parties for the purpose of generating a steady
flow of new ideas.  

SOURCE: Nicole A. Wishart, Joyce J. Elam, and
Daniel Robey, “Redrawing the Portrait of a Learn-
ing Organization: Inside Knight-Ridder, Inc.,“
Academy of Management Executive, vol. 10, no. 1,
1996. 
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people. The reason for this, of course, is that most people are ordinary. There
are relatively few geniuses and relatively few slackers. Thus, a key part of the
leadership function of management is to design and implement a system that
will motivate common people to achieve uncommon results.13

The major theories of motivation usually are categorized as content or
process. A content theory of motivation states a relationship between some
inner need or drive that accounts for a person putting forth effort. The more
popular content theories are Maslow’s Hierarchy of Needs, Aldefer’s ERG The-
ory, Herzberg’s Two-Factor Theory, and McClelland’s Acquired Needs Theory. 

Process theories of motivation, in contrast, hold that there is a process that
involves something that energizes a person, something that sustains that con-
dition, and something that can terminate his or her effort, effectively turn-
ing the person “off.” In the final analysis, all motivation (and, for that mat-
ter, development) is self-motivation. However, the organization and its
management as indicated compose the environment with which members
interact, and can create a culture or climate that is conducive, or detrimen-
tal, to both development and motivation. The process theories of motivation
receiving the most attention in the literature are reinforcement theory (some-
times referred to as stimulus-response theory or behavior modification),
equity theory, expectancy theory, and the Porter-Lawler model. The theoret-
ical relationships involved in the content and process theories, as well as how
well these theories hold up under scientific inquiry (i.e., the goodness of the
theory as discussed earlier), are covered in most management and organiza-
tional behavior text books and will not be considered here.

Genentech has a policy that helps its scientists get recognition as experts
in their fields. As a part of recruiting and keeping top talent, it lets them
publish their research promptly in leading journals just as if they were on
staff at a research institute or a major university. According to the Science
Watch newsletter, this practice has “yielded extraordinary results. . . . Genen-
tech ranked fourth among research institutions in molecular biology and
genetics, based on the number of citations per paper, beating out universi-
ties such as MIT, Princeton, and Harvard.”14 Fostering a sense of urgency,
abandoning the idea that status and salaries should depend on age, and insti-
tuting a policy of sabbaticals have also been found to provide a motivational
environment for knowledge workers.15

Clarity of expectations Clarity of expectations is the third interactive vari-
able of performance. While ability is what a person can do, and motivation is
what a person will do, it is clarity of expectations that provides the direction
concerning what is to be done. In organizations, it is the planning process that
should provide this direction. The much-written-about importance of a mis-
sion/vision is essential as a framework for agreed-upon goal setting, which in
turn is the starting point for crafting a strategy stating exactly how the goals
are to be achieved. This variable of performance establishes the criteria for what
constitutes performance, and is perhaps one of the most difficult analytical
tasks facing management of any business organization. It requires a thorough
understanding of the strengths and weaknesses within the organization, as well
as knowledge of opportunities and threats that are present in the external envi-
ronment. The results of this analysis should provide information concerning
the attractiveness of the industry, or industries, that an organization is com-
peting in, as well as the strengths of each of the business units. General Elec-
tric plots business units on a nine-cell Attractiveness–Business Strength Matrix.
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The industry attractiveness and business strength variables are weighted.
Each industry is then rated on each attractiveness variable, and each busi-
ness unit is rated on each competitive strength variable. The resulting cal-
culations are used in placing the business units in one of the nine cells of
the Attractiveness–Business Strength Matrix. Management then applies this
information in deciding the role each business unit should be playing in the
future plans of the organization. The precision and attention given to the
identification and evaluation of these variables play an important part in the
overall strategic plans of G.E. and provide clarity concerning corporate
assumptions and expectations.16

The conclusion of the planning process should result in all members of
the organization having a clear understanding of goals and objectives, along
with agreed-upon methods of measurement, that will be used as the criteria
for determining the level of performance. 

Opportunity Opportunity is the fourth and final interactive variable of
performance to be considered here. While ability, motivation, and clarity of
expectations are necessary for performance, a person must also be provided
the opportunity to perform. At its most basic level, this variable relates to a
workplace free of discrimination and stereotyping. The Civil Rights Act of
1963 and the 1972 revision establishing the Equal Employment Opportunity
Commission prohibit discrimination in employment matters on the basis of
race, gender, religion, and national origin. Later laws have added persons over
age 40 and persons with disabilities as classes protected from employment
discrimination. Following the law by providing equal employment opportu-
nities for applicants and employees is considered a given in this module.

Opportunity as the fourth interactive variable of performance concerns the
allocation of resources. Resources are typically allocated during the strategic
planning process and documented with budgets. It is essential that resources
be allocated commensurate with expected goals and objectives. If there is a
shortage of allocated resources in relationship to expected achievements, the
individuals affected are being deprived of the opportunity to perform.

It is recognized that in the short run a shortage of resources can be par-
tially, or even fully, compensated for by extraordinary effort (the motivation
variable). However, this will work only if there is sufficient trust throughout
the organization that sharing the burden of getting the organization through

Industry Attractiveness Business Strength

Market Size

Growth Rate

Profit Margin

Competition Intensity

Seasonality/Cyclicality

Technology & Capital

Social Impact

Regulation

Environment

Opportunities & Threats

Barriers to Exit/Entry

Market Share

Core Competencies

Profit Margin vs. Competitors

Ability to Match Price/Service

Relative Costs

Knowledge

Technological Ability

Management Caliber
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a difficult time will yield a reward for performance when the organization is
able to offer it.

The four interactive variables discussed—ability, motivation, clarity of
expectations, and opportunity—are integral to the performance of individuals
and organizations. The following table summarizes the previous discussion.

The Manager’s Shoptalk box discusses how the four variables of performance
can be combined to produce a lean production system. 

If the performance of someone in your organization is lower than desired it
is because there is a problem, or deficiency, in one or more of the perform-
ance variables. To make a proper prescription for improving performance it
is necessary to identify which variable or variables are causing the problem. 

Start by determining whether there is clarity of expectations. If there is
not a complete understanding of the results that are expected, and how those
results relate to the evaluation of performance, then it is likely that a com-
munication problem exists. It is important to get agreement concerning what
the expected results are and to document this agreement.

If it is determined that clarity of expectations/performance criteria are not
the problem, opportunity may be the culprit. You will recall that opportunity
to perform has to do with making sure that resources are allocated commen-
surate with expectations. If a lack of resources is identified as the cause of the
performance problem, then it is necessary to either increase the resources so
they are consistent with the expected performance, or reduce the expected
results to be consistent with the resources that are available. When it is agreed
that resources are allocated commensurate with expected results, this should
be documented. It is the responsibility of the organization to communicate
clearly what the criteria/expectations are and to allocate resources accordingly.

If there is clarity of expectations, and sufficient resources are available, the
reason for the poor performance is due to a lack of ability and/or motivation.
If ability is the problem, a decision must be made about whether training or
termination is the appropriate prescription. It is often assumed that a person
has the ability to perform as a manager when he or she has had little or no
education or training in management. Frequently, individuals who are the best
performers in a technical or professional job are promoted to the managerial
positions. The best engineer is promoted to engineering manager, the best
salesperson is appointed sales manager, and so on. It would make no sense
to tell the best accountant that he was being promoted to the position of archi-
tectural engineer and instruct him to design a bridge. Why not? Because an
individual has knowledge of accounting practices is no reason to conclude
that he thus has the ability/knowledge required for designing a bridge.

Individual Organization

Ability

Motivation

Clarity of Expectations

     Job Descriptions

     Goals, Objectives, Strategies

Opportunity

Core/Distinctive Competencies/Alliances

Achievement–Oriented Culture/Climate

Open System with all Stakeholders

Resources

Individual Performance 



However, in many organizations the accountant could very likely be pro-
moted to a managerial position and be expected to have the required abili-
ties to perform highly as a manager. When this happens, the person who has
not learned how to perform the functions of the new position usually will
go on doing what she does know how to do, that is what got her the pro-
motion—being the best accountant or engineer in the department. Unfortu-
nately, that is the wrong action to take. The people in her department expect
their newly promoted manager to be a high performer as a manager and to
leave the performance of her superior technical skills to them now.

If the performance problem is due to a lack of ability or motivation, it is
necessary to determine whether the situation is correctable in an acceptable
time frame. As with clarity and opportunity, it is essential to keep a record
documenting all discussions concerning ability and motivation to perform and
the need for improvement. Then, if it should become necessary to terminate
the employee for unacceptable performance, the documentation will become
crucial if the employee decides to file wrongful termination litigation.

In fact, you should follow this same process any time you are not satis-
fied with your own performance. For example, whenever you are unclear
about what the requirements are, what a question on an examination is really
asking, or what the criteria for determining your grade are, it is important to
meet with your instructor and request further clarification. 

Students often deprive themselves of the opportunity to perform. An
example of this would be taking 4 or 5 classes, working 30–40 hours a week,

13

When Henry Ford introduced a continuous flow assem-
bly line in 1913, it was the beginning of mass produc-
tion and a technological revolution in the effective
and efficient production of automobiles. Prior to that
time, automobiles were produced on a craft basis.
Over forty years later a new system known as the Toy-
ota Production System was introduced. This system
which became widely known as a lean production system,
was a technological breakthrough as startling as its mass pro-
duction predecessor.

The lean production system principles included teamwork,
communication, efficient use of resources, elimination of
waste, just-in-time inventory, and the concept of continuous
improvement. It was hailed as being as much an improvement
in efficiency over mass production as mass production was
over the craft system. 

“Madame” Beatrice Alexander founded her doll company
only ten years after Henry Ford introduced his mass produc-
tion breakthrough. The dolls were widely accepted and sought
after by collectors, and her business prospered. However, after
she sold the business the tide began to shift and the company
was headed for bankruptcy by 1995. It simply was unable to
remain profitable.

A firm of manufacturing specialists well versed in the
lean production system decided that if it worked so
well for the auto industry, why not apply it to the
manufacturing of dolls? Workers were organized in
teams of seven or eight persons, with each team

given responsibility for completing 300 doll assem-
blies a day. As a result, work in progress has been re-

duced by 96 percent and orders can be filled in two weeks
or less, compared with the previous lead time of two months.
New marketing programs have been developed, including ca-
ble television home-shopping channels. Sales have risen to
$32 million in 1998, from $23.8 million in 1995. Although not
yet profitable, the company appears to be returning to health.
“The workers of Alexander Doll have a vivid incentive to apply
Toyota’s techniques, because the building itself is a constant
reminder of what happens to companies that don’t adapt to
changing times. The doll factory’s first occupant? Stude-
baker.”17

SOURCE: James P. Womack, Daniel T. Jones, and Daniel Roos, The Machine
That Changed The World——The Story of Lean Production, Harper Perennial,
1990. Alex Taylor III, “It Worked for Toyota. Can It Work for Toys?” Fortune,
January 11, 1999, 36.

M A N A G E R ’ S  S H O P T A L K

Lean Production Brings Doll Company Back to Health
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and trying to squeeze in social time, as well. Time is the most valuable
resource that anyone has, and, in the situation described, something has to
give. It is often the time spent on studying and homework that is allocated
insufficiently to meet class requirements. Performance on the job may suffer
as well. When you have clarity and opportunity, it is up to you and your abil-
ity and motivation. Can you perform and will you perform? 

According to Peter Drucker, “The focus of the organization must be on per-
formance . . . . The spirit of organization is high performance standards, for
the group as well as for each individual. The organization must inculcate in
itself the habit of achievement.”18

High Performers 
Each year Fortune magazine publishes a list of the America’s Most Admired
Companies based on eight attributes: innovativeness, quality of management,
employee talent, quality of products/services, long-term investment value,
financial soundness, social responsibility, and use of corporate assets. This
listing is the result of a survey of over 10,000 directors, executives, and secu-
rities analysts who were asked to “choose the companies they admire most,
regardless of industry.”19

Exhibit 5 shows the top ten companies for 1998. Eight of the top ten were
also in the top ten in 1997. Four of the ten (Coca-Cola, Intel, General Elec-
tric, Microsoft) were among the 15 most profitable companies in 1997, and
each of the ten is the most admired company in its industry. These compa-
nies are admired because they are high-performing organizations. The chief
executives of these companies are a who’s who list of high managerial abil-
ity and motivation who have demonstrated a clear vision for their organiza-

Organizational Performance 

CompanyRank Last Year CEO

General Electric

Coca-Cola

Microsoft

Dell

Berkshire Hathaway

Wal-Mart

Southwest Airlines

Intel

Merck

Disney

1

2

3

4

5

6

7

8

9

10

1

3

2

—

7

—

6

4

1

8

Jack Welch

Doug Ivester

Bill Gates

Michael Dell

Warren Buffett

David Glass

Herb Kelleher

Craig Barrett

Raymond Gilmartin

Michael Eisner

E x h i b i t 5
Top Ten Companies in 1998

SOURCE: Eryn Brown, “America’s Most Admired
Companies,” Fortune, March 1, 1999. Sculptures
by Robert Grossman; photographs by James Wor-
rell, “Head and Shoulders Above the Rest,” For-
tune, March 1, 1999.

Bill Gates Michael Dell Herb KelleherJack Welch

Sculptures by Robert Grossman; photographs by
James Worrell, “Head and Shoulders Above the
Rest,” Fortune, March 1, 1999.



tions. As stated in Fortune, they “keep shareholders happy by beating the
pants off the competition.”20

It is the job of management to accomplish goals, resulting from the organiza-
tion’s mission, “in an effective and efficient manner through planning, organizing,
leading, and controlling organizational resources.”21 The Leadership box describes
one manager who has excelled at cost cutting to achieve efficiency goals. 

Outputs and Inputs 
To be efficient requires an understanding of the dynamics associated with
acquiring inputs and transforming them into outputs. The output (O) of an
organization is its goods and/or services. It consists of the volume, price and
mix of products/services and, when sold, becomes the sales revenue of the
organization. The Input (I) represents the cost of all inputs used by the
organization, and the cost of the transformation process. It is the job of man-
agement to increase the ratio of the organization’s outputs to its inputs, or
the productivity of the organization. The easiest way to increase productivity, of
course, is to increase the price. Unfortunately, competition probably will not permit a
significant increase in price without an adverse impact on volume.

15

Diversification frequently is used in crafting strategic
plans. Mergers and acquisitions have been occurring
at a frantic pace by organizations seeking a competi-
tive advantage in technology, operations, marketing,
and management/administration. During 1998 there
were 12,533 mergers with a value of over $1.6 trillion.
The eight top consolidations are as follows:22 

Companies Market Value (Billions) 
Exxon and Mobil 86 
Travelers/Citigroup 73 
SBC Comm. & Ameritech 72 
Bell Atlantic and GTE 71 
AT&T and Tele-Comm. 70 
NationsBank/Bank America 62 
British Petroleum and Amoco 55 
Daimler-Benz and Chrysler 40 

SOURCE: Geoffrey Colvin, “The Year of the Megamerger,” Fortune, January 11,
1999 62-64. 

Thomas T. Stallcup is the president (not CEO) of Daimler-
Chrysler, the German company resulting from the merger of
Daimler-Benz and Chrysler Corporation. He was brought to
Chrysler in the early 1990s as a purchasing executive. Co-chair-
men Juergen Schrempp and Robert Eaton have given Mr. Stall-
cup the job of developing a strategy for making cost-cutting
partners out of DaimlerChrysler’s thousands of suppliers. Stall-
cup is under pressure to meet a target of reducing purchasing

costs of the new company by $1. 5 billion, as promised
to investors.

Mr. Stallcup has a reputation for pinching pennies in
a creative way while at Chrysler. His technique, unlike
that used in many other large organizations, has

been to work with suppliers as partners, sharing cost
savings with them on a 50–50 basis rather than squeez-

ing reduced prices based on purchasing power.
When the May 7, 1998, merger was announced, Mr. Stall-

cup was appointed to head an eight-member integration com-
mittee established by the co-chairmen. The committee has in-
tegration teams from both Chrysler and Daimler engineering,
manufacturing, and marketing and sales functional areas. Mr.
Stallcup is confident that the $1.5 billion promised reduction is
achievable.

His Supplier Cost Reduction Effort, known as SCORE, en-
courages suppliers to be creative because they know they will
share equally in implemented cost savings. This program
saved Chrysler Corporation almost $6 billion since Mr. Stallcup
joined the company in the early 1990s. Mr. Stallcup has his cur-
rent position, and his current challenge, because he has a track
record of being a high performer. It is interesting to note that
Mr. Stallcup has a master’s degree from Miami University of
Ohio, with a major in organizational behavior. The topic of his
thesis was “Resistance to Change.”23

SOURCE: Robert L. Simison, “A Cost-Cutter’s Charge: Save $1.5 Billion,” The
Wall Street Journal, November 13, 1998, B1.

L E A D I N G  T H E  R E V O L U T I O N:  L E A D E R S H I P

Goal: Save $1.5 Billion!
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During the 1990s, downsizing was a popular way of reducing the cost of
inputs. U. S. News and World Report found that “American companies have
been discharging workers at the rate of 500,000 a year since 1991.”24 Exhibit
6 shows staff reductions in some well-known companies and organizations. 

The arrow pointing downward by the Input (I) represents a reduction in
costs as a result of this downsizing. But why the question mark next to the
Output (O)? The question mark indicates that, without a knowledge of out-
put results, there is no assurance that a reduction in the inputs will improve
efficiency. Indeed, a study conducted by the American Management Associa-
tion found that fewer than half the companies that downsized since 1990
increased operating profits the following year and even fewer were profitable
over the longer term. If the revenue drops more than the costs, the ratio of
Outputs to Inputs is decreased.

Raising output is more difficult and requires greater vision and innovation
than merely laying people off. A study of 847 large corporations for the period
from 1989 to 1992 found that the market value of higher-than-average profit
through cost cutting (reducing the I) was �11.6 percent while those com-
panies with higher-than-average profits through revenue growth (raising the
O) was �23.5 percent. So, revenue growth seems the more productive
approach, but it does require a refocus of organizational efforts. A recent
study indicated that “90% of managers report that they want to improve per-
formance through revenue growth, not downsizing.25 Strategic planning sys-
tems and mission and vision statements were reported as being the most pop-
ular tools in focusing on revenue growth.

Exhibit 7 shows five ways in which the ratio of outputs over inputs can
be increased, thus increasing efficiency. The first relationship is holding out-
puts constant while decreasing inputs. The second way to improve efficiency
is to decrease output, and to decrease input even more, as shown by the dif-
ference in length of the downward-pointing arrows. A third way to improve
the ratio of outputs to inputs is to hold costs the same while increasing rev-
enue. Also, both revenue and costs can be increased, and as long as the out-
put is increased more than the input, the ratio is once again favorable. The
last relationship shown is by far the most desirable. Here, output is increased
while inputs are decreased. 

IBM has steadily improved both overall revenues and overall profitability
the last few years, ranking sixth and seventh respectively in 1997 on For-

Downsizing

IBM
AT&T
GM
U.S. Postal Service
Sears
Boeing

85,000
83,500
74,000
55,000
50,000
30,000

Staff Reductions of 500,000/Year since 1991

O
I

?
�

E x h i b i t 6
Performance Improvement
Management
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tune’s 500 Largest U.S. Corporations.26 IBM also has been steadily increasing
its market share in the personal computer industry. Exhibit 8 is an excellent
example of significant changes made in IBM assembly plants to improve effi-
ciency by reducing the cost of inputs. The overall result was a turnaround
of over $1 billion dollars in previous operating losses.27

Individual Performance Feedback 
It was indicated earlier that the purpose of clarity of expectations is to pro-
vide the criteria for determining the quality of a person’s performance.
Feedback is one of the five core dimensions of an enriched job. It is essen-
tial for workers to have knowledge of the actual results of their work activ-
ities.28 When both clarity of expectations and opportunity are present, it is
up to the abilities and motivation of the individual. Appraising perform-
ance should be a daily responsibility of the leadership function of manage-
ment. The organization will undoubtedly have a formal performance eval-
uation system providing for a periodic performance review that may include
a self-evaluation. Some organizations also are using feedback from other
sources such as peers, customers, and suppliers, as well as supervisors, to
identify the quality of a person’s performance. These are referred to as 360-
degree appraisals.29

The three essential components of the managerial function of controlling
are:

• a standard, or yardstick, against which performance can be measured; 

• a timely and accurate system of information that can be compared with
the standard of performance, and; 

• appropriate action, taken as necessary according to the quality of 
performance. 

Productivity Improvement

Five Ways to Improve

O�
 I

O
I

O
 I�

O
I

O
I

$

E x h i b i t 7

E x h i b i t 8
Turnaround of Over $1 Billion in
Operating Losses 

Performance Evaluation and Feedback 

1997 1994

Models assembled at IBM plants

Available options

Types of major components

Variety of parts in inventory

Parts replenished daily by suppliers

% of U.S. PCs assembled by distributors

150

350

200

5,000

62%

31%

3,400

750

400

56,000

5%

0%
SOURCE: Raju Narisetti, “How IBM Turned Around
Its Ailing PC Division,” The Wall Street Journal,
March 12, 1998, p. B12. 
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The second component of control—timely and accurate information—

is the basis of performance appraisal feedback. In a smooth-working high-
performing organization, both the standards of performance and timely and
accurate feedback are available so the employee can take the necessary pre-
ventive, or corrective, action.

The best kind of control is self-control. It is important, of course, that high
performance be rewarded and that poor performance be discussed with the
employee as soon as it has been identified (not saved up for the annual per-
formance review discussion). Performance that is rewarded tends to be
repeated. This is referred to as Thorndyke’s law of effect, which says, “behav-
ior with favorable consequences tends to be repeated, while behavior with
unfavorable consequences tends to disappear.”30

Organizational Performance 
High-performing organizations usually are leaders in their industry. They are
typically at the top, or near the top, of their industry on Fortune’s annual list
of admired companies discussed earlier. They tend to score highly on most
of the eight key attributes of reputation: innovativeness, quality of manage-
ment; employee talent, quality of products/services, long-term investment
value, financial soundness, social responsibility, and use of corporate assets. 

These attributes are considered to be important indicators of a company’s
performance. They also are quite consistent with Peter Drucker’s position that
organizations should have measurable goals in eight areas of focus: innova-
tion, managerial performance and development, worker performance and atti-
tude, productivity, profitability, public responsibility, market standing, and
physical and financial resources. 31 For high-performing companies, they are,
in all likelihood, using “stretch” goals and objectives in the above areas.

Benchmarking is a process that is used by high-performing organizations
to establish high-performance goals. Benchmarking is defined as “measuring
your performance against that of best-in-class companies, determining how
the best-in-class achieve those performance levels, and using the information
as a basis for (their) own company’s targets, strategies, and implementa-
tion.”32 Exhibit 9 shows a typical benchmarking process. 

Another popular measure of organizational performance is economic value
added (EVA). EVA goes right to the basics in business organizations: Is stock-
holder wealth being created or destroyed by management? Each year Fortune

1. Project conception:  Identify the need and decide to benchmark.

2. Planning: Determine the scope and objectives and develop a benchmarking plan.

3. Preliminary data collection: Collect data on industry companies and similar
    processes, as well as detailed data on your own processes.

4. Best-in-class selection: Select companies with best-in-class processes.

5. Best-in-class collection: Collect detailed data from companies with best-in-class
    processes.

6. Assessment: Compare your own and best-in-class processes and develop
    recommendation

7. Implementation planning: Develop operational improvement plans to attain
    superior performance.

8. Implementation: Enact operational plans and monitor process improvements.

9. Recalibration: Update benchmark findings and assess improvements  in processes.

E x h i b i t 9
Benchmarking 

SOURCE: James R. Evans and William M. Lindsay,
The Management and Control of Quality, Fourth
Edition, South-Western College Publishing, 373. 
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publishes a list of wealth creators showing “how outstanding EVA perform-
ance builds piles of market value added (MVA), or huge gains for share-
holders. Put simply, EVA helped American companies vastly improve their
management by sending them back to the basics. Far from being new, EVA,
in effect, is one of the long-standing pillars of finance theory: Until a com-
pany posts a profit greater than its cost of capital, it’s not making money for
shareholders, no matter how good accounting earnings look.” Exhibit 10
shows the top 15 wealth-creating companies. These are from a field of 1,000
companies. The market value added (MVA) is the difference between what
capital investors put into a company and the money they can take out. The
economic value added is the after-tax net operating profit minus the cost of
capital. An EVA that is growing is typically a good sign that a company’s stock
price will soar. If the return on capital exceeds the cost of capital, then the
company is using the investor’s money wisely and would certainly be con-
sidered by the investor as a high performer.33

High-performing organizations consist of a high-performing management
team and a large percentage of high-performing employees. There is an old
saying that like has a tendency to beget like. This certainly applies to top-
performing companies, because any company is only as good as its people
make it. Cisco Systems is one of the top three companies in five of the eight
attributes in Fortune’s Most Admired Companies (#3 in Quality of Manage-
ment, #2 on Employee Talent, #3 on Long-Term Investment Value, #3 on
Financial Soundness, and #1 on Use of Corporate Assets). John Chambers,

E x h i b i t 10
MARKET
VALUE
ADDED

$ millions

MVA RANK

1998 1997 1993 COMPANY

ECONOMIC
VALUE
ADDED

$ millions
Capital

$ millions
Return on

capital
Cost of
capital

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

2

1

3

5

4

8

7

11

6

10

9

14

18

12

13

5

2

12

4

24

9

11

16

3

6

7

1

27

77

26

GENERAL ELECTRIC

COCA-COLA

MICROSOFT

MERCK

INTEL

PROCTER & GAMBLE

EXXON

PFIZER

PHILIP MORRIS

BRISTOL-MYERS SQUIBB

JOHNSON & JOHNSON

WAL-MART STORES

ELI LILLY

CISCO SYSTEMS

GILLETTE

$195,830

$158,247

$143,740

$107,418

$90,010

$88,706

$85,557

$83,835

$82,412

$81,312

$71,433

$69,678

$67,204

$50,422

$50,209

$1,917

$2,615

$2,781

$1,921

$4,821

$587

$(412)

$1,077

$3,524

$1,802

$1,320

$920

$199

$1,472

$618

$59,251

$10,957

$8,676

$23,112

$21,436

$24,419

$88,122

$15,220

$43,146

$14,627

$19,803

$33,890

$13,049

$5,221

$9,724

17.3%

36.3%

52.9%

23.2%

42.7%

15.2%

9.4%

19.9%

20.2%

25.3%

20.2%

13.5%

14.3%

50.9%

18.8%

13.8%

12.1%

14.2%

14.5%

15.1%

12.8%

9.9%

12.1%

11.9%

12.5%

12.9%

10.5%

12.8%

14.3%

12.0%

SOURCE: Shawn Tully, “America’s Greatest Wealth Creators,” Fortune, November 9, 1998, 194.

Want to Work for a High-Performing Organization? 
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Cisco’s CEO, said, “Our philosophy is very simple—if you get the best peo-
ple in the industry to fit into your culture and you motivate them properly,
then you’re going to be an industry leader.”34

Mr. Chambers considers an effective recruiting program as integral to
Cisco’s strategic planning. Another key part of Cisco’s core strategy of growth
has been acquisitions. One of the primary reasons for an ambitious acquisi-
tion strategy has been to get the research and development and engineering
talent of the acquired companies. Microsoft is the top company in market
value—and in Fortune’s Admired Companies attributes of employee talent
and financial soundness. It receives approximately 12,000 resumes a month.
The director of recruiting states, “We are looking for people who are better
than we are. . . the best thing we can do for our competitors is hire poorly.”35

Exhibit 11 is a list of tips for attracting top-level talent. 
A major difference between high- and lower-performing organizations is

that high-performing organizations have less tolerance for poor performers
than their lower-performing counterparts. Performance shortfalls are quickly
corrected and the culture of the organizations is such that average, or mar-
ginal, performance is considered unacceptable. High-performing organiza-
tions give a lot in the form of rewards, and in exchange they insist upon a
lot in the form of superior performance.36

Keep senior executives involved in hiring. If they don’t care about recruiting, no
one else will either.

Recruiters should attend meetings of units for which they hire. It helps them keep
tabs on hiring needs.

When interviewing, teach candidates something in the morning and then ask about
it in the afternoon.

Written tests yield people who answer the questions correctly, not necessarily those
who think creatively.

If new hires depart within 12 months, find out why.

E x h i b i t 11
Tips for Nabbing Top-Notch
Talent 

SOURCE: Erin M. Davies, “Wired for Hiring: Mi-
crosoft’s Slick Recruiting Machine,” Fortune, Feb-
ruary 5, 1996, 123–124.

Summary and Management Solution

This module emphasizes the importance of a behavior
that all business organizations need for their survival—
Performance. Behavior is a function of a person interact-
ing with an environment. The organization and its man-
agement comprise the working environment of
individuals. Performance requires a person to have abil-
ity, motivation, clarity of expectations, and opportunity.
Ability stems from aptitude and learning, while motiva-
tion involves expending effort in a persistent manner to-
ward the effective and efficient accomplishment of goals.
It is the responsibility of the organization to make clear
the expectations and the criteria for high performance,
and to make sure that sufficient resources are allocated
to provide the opportunity for performance. Organiza-

tional performance is discussed in terms of outputs over
inputs. Outputs include the volume, price, and mix of
products and services offered by an organization. Rev-
enue results from the sale of the output. Inputs represent
all costs facing the organization: costs for people, mate-
rials, machines, supplies, buildings, and the process of
transforming inputs into outputs. It is the job of man-
agement to accomplish goals effectively and efficiently,
and this is done by increasing the ratio of outputs to in-
puts. Five different ways of increasing this ratio were
discussed.

In the Management Problem presented at the begin-
ning of this module, Nellie Trebor’s life depended upon
the performance of the diving officer during an emer-
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gency. The diving officer held the position because he
had demonstrated, over an extended period of time and
by passing tests of numerous technical requirements, his
ability to be designated as “qualified” as a submarine of-
ficer. Similarly, prosperity, and, at times, the survival of
an organization depends upon the ability and motivation

of its management and other organizational members to
be qualified to perform their responsibilities in such a
way as to contribute to the success of the organization.
Benchmarking and economic value added are discussed
as important tools both for improving and for measuring
organization and management performance. 

Discussion Questions

1. Assume that you are a professor teaching a senior-
level course that starts at 8:00 A.M. A significant part of
the course requirements is presenting and discussing
case studies. Several students consistently come in
late, and some are absent on days when other teams
are presenting their case studies. During the discus-
sion session following the case presentation, the same
few students seem to be involved in asking questions
and discussing the case. Most students have very little
or nothing to contribute to these discussions. How
would you evaluate student performance? What
should you do, if anything, to correct the situation? 

2. Explain the difference between behavior and per-
formance. 

3. Discuss the variables of performance and relate
them to the functions of management (Planning,
Organizing, Leading, Controlling). 

4. “What we need in today’s organizations are leaders,
not managers.” Discuss this statement, taking into
consideration any insights you may have attained in
discussing question 3. 

5. Do you think that people often say “I can’t” when
they really mean “I won’t”? Explain. 

6 Pick a manager or supervisor for whom you have
worked or for whom you are currently working and
diagnose his or her performance using the four vari-
ables of performance. 

7. Pick a team member on a project assigned for this
class, or another class, and diagnose his or her per-
formance using the four variables of performance. 

8. Evaluate your performance in this class and in the
university using the four variables of performance. 

9. Applying the Output over Input formulation, dis-
cuss the performance of your selected company
from Fortune’s Most Admired American Companies
of 1998. 

10. Describe how downsizing might reduce the overall
performance of an organization. 

11. Describe benchmarking, EVA, and MVA and discuss
their relationship to both managerial and organiza-
tional performance. 

Management in Practice: Experiential Exercise

What’s Your EQ at Work?
Answering the following 25 questions will allow you to rate
your social skills and self-awareness. EQ, the social equivalent
of IQ, is complex. The reason it is complex is in no small part
because it depends on some pretty slippery variables—includ-
ing your innate compatibility, or lack thereof, with the people
who are your coworkers. But if you want to get a rough idea of
how your EQ stacks up, this quiz will help. 

As honestly as you can, estimate how you rate in the eyes of
peers, bosses, and subordinates on each of the following traits,
on a scale of 1 to 4, with 4 representing strong agreement, and
one, strong disagreement. 

Disagree Agree 
Strongly Strongly

1. I usually stay composed, 
positive, and unflappable 
even in trying moments. 1 2 3 4

2. I can think clearly and stay 
focused on the task at hand  
under pressure. 1 2 3 4

3. I am able to admit my 
own mistakes. 1 2 3 4

4. I usually or always meet commit-
ments and keep promises. 1 2 3 4



22 MODULE A Behavior Known as Performance

5. I hold myself accountable 
for meeting my goals. 1 2 3 4

6. I’m organized and careful
in my work. 1 2 3 4

7. I regularly seek out fresh 
ideas from a wide variety 
of sources. 1 2 3 4

8. I’m good at generating 
new ideas. 1 2 3 4

9. I can smoothly handle multiple
demands and changing priorities. 1 2 3 4

10. I’m results-oriented, with a 
strong drive to meet my 
objectives. 1 2 3 4

11. I like to set challenging goals
and take calculated risks to
reach them. 1 2 3 4

12. I’m always trying to learn how
to improve my performance, 
including asking advice from 
people younger than I am. 1 2 3 4

13. I readily make sacrifices to 
meet an important organiza-
tional goal.  1 2 3 4

14. The company’s mission is 
something I understand and 
can identify with. 1 2 3 4

15. The values of my team—or of 
our division or department, or the
company—influence my decisions 
and clarify the choices I make. 1 2 3 4

16. I actively seek out opportuni-
ties to further the overall goals 
of the organization and enlist 
others to help me. 1 2 3 4

17. I pursue goals beyond what’s
required or expected of me in
my current job. 1 2 3 4

18. Obstacles and setbacks may delay  
me a little, but they don’t stop me. 1 2 3 4

19. Cutting through red tape and 
bending outdated rules are 
sometimes necessary. 1 2 3 4

20. I seek fresh perspectives, even  
if that means trying something 
totally new. 1 2 3 4

21. My impulses or distressing 
emotions don’t often get the 
best of me at work. 1 2 3 4

22. I can change tactics quickly 
when circumstances change. 1 2 3 4

23. Pursuing new information is my 
best bet for cutting down on 
ways to do things better. 1 2 3 4

24. I usually don’t attribute setbacks
to a personal flaw (mine or 
someone else’s). 1 2 3 4

25. I operate from an expectation 
of success rather than a fear 
of failure. 1 2 3 4

Total Score

A score below 70 indicates a problem. If your total is somewhere
in the basement, don’t despair: EQ is not unimprovable. “Emo-
tional intelligence can be learned, and in fact we are each
building it, in varying degrees, throughout life. It’s sometimes
called maturity,” says Daniel Golcman. “EQ is nothing more or
less than a collection of tools that we can sharpen to help en-
sure our own survival.” 

SOURCE: Anne Fisher, “Success Secret: A High Emotional IQ,” Fortune, October 26, 1998, 298. 

Management in Practice: Ethical Dilemma

It’s a Fake! 
Tommy Hilfiger is a well-known merchandiser of upscale
clothing popular with teens. A significant budget is allocated
for advertising and promotion of the Tommy Hilfiger product
name. A part of protecting the upscale appeal of brand name
products is not to sell them through discount chain retailers.
Hilfiger “doesn’t sell to Wal-Mart because in a discount chain,
he can’t control his carefully crafted upscale image, embodied
in its red, white, and blue flag and its crest logo.” Hilfiger’s
chief executive officer states, “There are thousands of compa-
nies that produce polo shirts. What separates us is the trade-
mark.” 

But wait, . . . during the past two years, Wal-Mart has sold
at least $5 million of Tommy Hilfiger–labeled clothes. Tommy

Hilfiger is suing Wal-Mart, and a federal judge issued an in-
junction against Wal-Mart, forbidding it to sell fake Hilfiger
clothes. 

Following the court injunction, an assistant store manager
in a North Carolina Wal-Mart paid $7,192 in cash to an
unidentified salesman, for 144 pairs of Tommy Hilfiger jeans,
100 windsuits, and 100 jersey shirts. A neat profit could be
made at those prices for this merchandise—the price is a real
steal. The problem: the merchandise wasn’t real Tommy Hil-
figer. Protests arose. Was Wal-Mart ripping off both Tommy
Hilfiger and its customers, who are expecting to get authentic
Hilfiger clothes? How could this be happening? Wal-Mart is a
leader in its industry and number 6 overall on Fortune’s list of
America’s Most Admired Companies, although it is not in the
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top 100 on the attribute of social responsibility. Well, it seems
that Wal-Mart management neglected to tell its store man-
agers about the injunction, and store managers know that
brand-name clothing is highly desired by their customers, es-
pecially at unusually low prices. 

It is interesting to note that Wal-Mart recently sued Ama-
zon.com, accusing it of “stealing its computer secrets.” It is
Wal-Mart’s contention that Amazon.com tried to recruit Wal-
Mart employees for the purpose of copying Wal-Mart’s highly
efficient computer system. Wal-Mart is seeking an injunction,
compensatory damages, and revenue that Amazon.com may
have realized from using Wal-Mart trade secrets. Wal-Mart’s
1998 fourth-quarter income rose 21 percent to $1.56 billion,
and the market value of its shares has more than doubled in
price in 1998.

Assume you are the store manager at the North Carolina
Wal-Mart store. Top executives expect you to get every drop
of profit you can from your merchandise (increase your out-

put while maintaining or reducing input). Exhibit 12 may be
useful in considering this ethical dilemma.

What Do You Do? 
1. Your bonus depends upon how well your store contributes to

the revenue and profitability of the company. Continue to
buy brand name merchandise whenever and wherever you
can if it is at a bargain price. However, make sure that you get
an invoice in the future. That way you can identify who you
bought the merchandise from. If it is alleged that the mer-
chandise is fake, you can claim it is not your fault—you
thought you were buying the real stuff on a liquidation basis. 

2. Follow the directions of your regional manager concerning
this matter, but try to make sure that you are not breaking
the law. 

3. Consider not only the economic and legal aspects of your
decision but also whether what you are doing would be
considered ethical.

SOURCE: Based on Emily Nelson, “Tommy Hilfiger Just Can’t Seem to Stay Out of Local Wal-Mart,” The Wall Street Journal, January 28, 1999, A1–A7; Emily
Nelson, “Wal-Mart Accuses Amazon.com of Stealing Its Secrets in Lawsuit,” The Wall Street Journal, October 19, 1998; http://cgi.pathfinder.com/cgi-bin/
fortune/mostadmired/mabasic.cg; Emily Nelson, “Wal-Mart Net Rose 21% in 4th Period, Beating Estimates,” The Wall Street Journal, February 17, 1999, B5.

Type of
Responsibility

Societal
Expectations Examples

Philanthropic

Ethical

Legal

Economic

Desired

Expected

Required

Required

Corporate contributions/
Community involvement

Avoid questionable practices

Obey laws & regulations

Be Profitable

E x h i b i t 12
Corporate Social Responsibility

SOURCE: Adapted from Archie B. Carroll, Business
& Society, Second Edition (Ohio: South-Western
Publishing Co., 1993). 

Surf the Net

Exhibit 5 shows Fortune’s list of America’s Most Admired Com-
panies for 1998. You can access Fortune’s home page at the fol-
lowing address:
http://cgi.pathfinder.com/fortune/ 
Click on “America’s Most Admired Companies—Rank the
Companies by Your Own Criteria.” You can then request cus-
tom rankings according to your own desires. For example, you
can rank the companies (top 10, 50, or 100) by your attribute of
choice (innovativeness, quality of management, employee tal-

ent, quality of products/services, long-term investment value,
financial soundness, social responsibility, use of corporate as-
sets), by selected industry(ies), and you can rate each attribute
by how important you consider it. Select an attribute and print
out the results. Prepare a one-page report on why you think that
atttribute is important for corporate performance. While on the
Fortune home page, you can also browse through other subjects
from the current issue or research Fortune’s archives to see what
is current in the area of management performance. 

Case for Critical Analysis

George Milton has a problem. Four months ago he was work-
ing as a design engineer in the Advance Engineering and De-
velopment Department of the Apex Automotive Engineering

Company. He was widely respected for his engineering design
expertise, and his performance reviews were consistently
above average. Now everything seems different, and it all
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started when the president called him in and told him some
changes were being made. He was being promoted to the man-
ager’s job in Advance Engineering and Development. 

George expressed some misgivings about going into man-
agement because he enjoyed engineering and applying his tal-
ents to improving the design of company products. He also
said that he had little training or experience in managing, and
he wasn’t sure about his ability to fit into that role. He was even
less sure of how well he could perform the new responsibili-
ties. 

The president told him that he was the best engineer in the
organization, and the engineering organization was badly in
need of new leadership. He further indicated that he was con-
fident in George’s ability to be as high a performer in the new
job as he had been in his present and previous technical and
professional jobs. Besides, the new job would mean a raise in
pay and status in the organization. 

George accepted the new job. Now he was expected to de-
velop plans, including goals, strategies, and resources re-
quired, and submit them by next month. He also had to hire
three engineers and one technician to replace employees who
were leaving. And then there was the serious conflict between
his department and the manufacturing engineering depart-
ment concerning the producibility of a new design by one of

his junior engineers. This conflict had become so heated that
several people from each of the two departments are barely
speaking to one another, and certainly not cooperating to
solve the problem. 

One of the employees who left did so because of this con-
flict and three others were recruited for higher pay and what
they considered “better working conditions.” And last, but not
least, George still was trying to complete the design of the
valve assembly that was his major project before getting pro-
moted. He didn’t really have anyone to assign this work to,
and, besides, it was his pet project. He was best qualified to
finish the design work. His problem is that there aren’t enough
hours in the day to do everything, so he has been spending
most of his time on the design project. That was what he was
most interested in and what he knew the most about. The
management and administrative responsibilities simple were
not his cup of tea. 

Questions 
1. What is the source of George Milton’s problem? 
2. How would you prioritize the problems George is facing? 
3. How would you evaluate George’s performance? Use the

variables of performance in your evaluation analysis.

SOURCE: Peter Fabris, “Intel Outside,” CIO, Section 1, August 15, 1998, 64–69.
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