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Chapter 2
Organizations and 

Managerial Challenges 
in the Twenty-First Century

� Thinking Ahead: Hewlett-Packard

The Lexus, The Olive Tree, and HP

The world is in a second great period of globalization, the first period having

occurred in the late 1800s up until World War I. What has happened since

the end of the Cold War in 1989 has been a major change in the international

system of doing business. Globalization is the integration of capital, technol-

ogy, and information across national borders in a way that is creating a sin-

gle global market, almost a global village.1 The Internet, the dramatic down-

sizing of military forces in the world’s leading nations, and the opening of

international borders to free trade has created a sea change in how individu-

als and organizations go about doing business. This major period of global-

ization challenges CEOs, executives, and managers in all industries to rethink

how they conceive of their business and how to take advantage of these

quickly opening and, in some cases, vast new markets. It is truly a whole new

world of business.

There is another side to this expansive story, which is one of underlying

tension and conflict. Globalization and the new international system of doing

business have the potential to collide with the ancient forces of culture, geog-

raphy, tradition, and community. Therein lies the potential for a powerful

backlash from these local forces if the tensions and conflicts are not addressed.

There is the potential for individuals in local communities to feel brutalized
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and dehumanized by the forces of globalization in a way not unlike how the

European peoples must have felt as the Mongolian hordes swept across the

steppes of Asia centuries ago. However, that need not be the case. Global busi-

nesses that exhibit local community sensitivity coupled with global reach have

the capacity to reduce tensions and resolve conflicts before a backlash occurs.

Language is one of the most powerful forces available for carrying on the

traditions of culture and tradition within a community. India alone has more

than 15 separate languages and more than 300 dialects. It is not uncommon for

two Indians to not know each other’s language or dialect and find the need to

communicate in a third and common tongue, such as English. As a world

leader who has mastered technology and communication, Hewlett-Packard has

a success story to tell through its worldwide localization program. HP has

leveraged the global reach of the Internet while simultaneously touching peo-

ple in local communities with languages they understand. There is no human

force more powerful than communicating with a person where they live in a

familiar language. HP works to do this through their IT Resource Center. We

explore this unique center at the end of the chapter when we look back.

Competition: The Challenges Managers Face

Hewlett-Packard is successful in meeting the competitive challenges of today’s
business environment. Most U.S. executives believe U.S. firms are encounter-
ing unprecedented global competition.2 In the 1990s, the United States enjoyed
its longest period of economic expansion since World War II while facing com-
petition from other robust economies. Singapore, Finland, the Netherlands,
and Switzerland all grew in competitiveness while Japan is losing ground. With
competition increasing both at home and abroad, managers must find creative
ways to deal with the competitive challenges they face at the beginning of the
twenty-first century.

What major challenges must managers overcome in order to remain com-
petitive? Chief executive officers of U.S. corporations cite four issues that are
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paramount: (1) globalizing the firm’s operations to compete in global markets, (2)
managing a diverse workforce, (3) keeping up with technological change and
implementing technology in the workplace, and (4) managing ethical behavior.3, 4

Successful organizations manage all four challenges well. Our focus compa-
nies, Brinker International, Enron, Harley-Davidson, Hewlett-Packard, Patago-
nia, and the American Heart Association, owe their success to their ability to meet
these challenges. You’ll read about how they do this throughout the book and
how other organizations tackle these challenges as well. In this chapter, we intro-
duce you to these four challenges and the complexities of trying to manage them.

Globalization is a challenge that HP has handled well, as you saw in the
opening vignette. HP was one of the few companies in the world to success-
fully marry the technologies of measurement, computing, and communication.
The Internet along with rapid political and social changes have broken down
old national barriers to competition. The world has become a global macro-
economic village with a boundaryless market in which all firms, large and
small, must compete.5

Managing a diverse workforce is something organizations like Levi Strauss
and Coors Brewing Company do extremely well. Both companies reap success
from their efforts. The workforce of today is more diverse than ever before.
Managers are challenged to bring together employees of different backgrounds
in work teams. Often, this means having to deal with communication barriers,
insensitivity, stereotypes, and ignorance of others’ motivations and cultures.6

Technological change is one of the keys to strategic competitiveness. Imag-
ine yourself as a small business owner of a package delivery firm. You’ll be
competing with FedEx, the proud owner of the most technologically advanced
package tracking and delivery system in the world. Would you be able to com-
pete? Technological change can be complex and risky. The boom and bust of
1999 and 2000 in the New Economy showed the risks for the dot.com compa-
nies of dealing with leading-edge technology.

Managing ethical behavior is a challenge that organizations like Johnson &
Johnson are known for. The company’s credo guides employee behavior and
has helped employees do the right thing in some tough situations. Ethical
behavior in business has been at the forefront of public consciousness for some
time now. Insider trading scandals, influence peddling, and contract frauds are
in the news daily, and the companies that are involved pay the price in terms
of lost profits and loss of reputation.

Organizations must manage these four challenges well in order to remain
competitive, or even to survive in today’s turbulent environment. Throughout
the book, we’ll show you how organizational behavior can contribute to man-
aging the challenges.

Managing in a Global Environment

Only a few years ago, business conducted across national borders was referred
to as “international” activity. The word international carries with it a connota-
tion that the individual’s or the organization’s nationality is held strongly in
consciousness.7 Globalization, in contrast, implies that the world is free from
national boundaries and that it is really a borderless world.8 U.S. workers are
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now competing with workers in other countries. Organizations from other
countries are locating subsidiaries in the United States, such as the U.S. man-
ufacturing locations of Honda, Mazda, and Mercedes.

Similarly, what were once referred to as multinational organizations (orga-
nizations that did business in several countries) are now referred to as trans-
national companies. In transnational organizations, the global viewpoint 
supersedes national issues.9 Transnational organizations operate over large
global distances and are multicultural in terms of the people they employ. 3M,
Dow Chemical, Coca-Cola, and other transnational organizations operate
worldwide with diverse populations of employees.

Changes in the Global Marketplace
Social and political upheavals have led organizations to change the way they
conduct business and to encourage their members to think globally. The col-
lapse of Eastern Europe was followed quickly by the demise of the Berlin Wall.
East and West Germany were united into a single country. In the Soviet Union,
perestroika led to the liberation of the satellite countries and the breaking away
of the Soviet Union’s member nations. Perestroika also brought about many
opportunities for U.S. businesses, as witnessed by the press releases showing
extremely long waiting lines at Moscow’s first McDonald’s restaurant.

Business ventures in China have become increasingly attractive to U.S. busi-
nesses. Coca-Cola has led the way. One challenge U.S. managers have tackled is
attempting to understand the Chinese way of doing business. Chinese managers’
business practices have been shaped by the Communist Party, socialism, feu-
dalistic values, and guanxi (building networks for social exchange). Once guanxi
is established, individuals can ask favors of each other with the expectation that
the favor will be returned. For example, it is common in China to use guanxi,
or personal connections, to conduct business or to obtain jobs. The term
guanxi is sometimes a sensitive word, because Communist Party policies oppose
the use of such practices to gain influence. In China, the family is regarded as
being responsible for a worker’s productivity, and in turn, the company is
responsible for the worker’s family. Because of socialism, Chinese managers
have very little experience with rewards and punishments and are reluctant to
use them in the workplace. The concept of guanxi is not unique to China.
There are similar concepts in many other countries, including Russia and Haiti.
It is a broad term that can mean anything from strongly loyal relationships to
ceremonial gift-giving, sometimes seen as bribery. Guanxi is more common in
societies with underdeveloped legal support for private businesses.10

To work with Chinese managers, Americans can learn to build their own
guanxi; understand the Chinese chain of command; and negotiate slow, gen-
eral agreements in order to interact effectively. Using the foreign government
as the local franchisee may be effective in China. For example, Kentucky Fried
Chicken’s operation in China is a joint venture between KFC (60 percent) and
two Chinese government bodies (40 percent).11

In 1993, the European Union integrated fifteen nations into a single mar-
ket by removing trade barriers. The member nations of the European Union
are Belgium, Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Austria, Finland, Sweden, and the United
Kingdom. The integration of Europe provides many opportunities for U.S.
organizations, including 350 million potential customers. Companies like Ford
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Motor Company and IBM, which entered the market early with wholly owned
subsidiaries, will have a head start on these opportunities.12 Competition within
the European Union will increase, however, as will competition from Japan
and the former Soviet nations.

The United States, Canada, and Mexico have dramatically reduced trade
barriers in accordance with the North American Free Trade Agreement
(NAFTA), which took effect in 1994. Organizations have found promising new
markets for their products, and many companies have located plants in Mex-
ico to take advantage of low labor costs. DaimlerChrysler, for example, has 
a massive assembly plant in Saltillo. Prior to NAFTA, Mexico placed heavy 
tariffs on U.S. exports. The agreement immediately eliminated many of these
tariffs and provided that the remaining tariffs be phased out over time.

All of these changes have brought about the need to think globally. Man-
agers can benefit from global thinking by taking a long-term view. Entry into
global markets requires long-term strategies.

Understanding Cultural Differences
One of the keys for any company competing in the global marketplace is to
understand diverse cultures. Whether managing culturally diverse individuals
within a single location or managing individuals at remote locations around
the globe, an appreciation of the differences among cultures is crucial. Micro-
cultural differences can play an important role in understanding the global
work environment, as shown in the accompanying Scientific Foundation.
Knowing cultural differences in symbols may even be important. Computer

Scientific Foundation

Globalization and Microcultural Differences

A study was conducted to examine the effects of
microcultural differences on perceived ethical
problems. Using the Hunt and Vitell general
ethics theory, the study sought to identify the
relationship between perceived ethical problems
and value orientations. Using questionnaires,
data were collected from 173 Javanese, 128
Batak, and 170 Indonesian-Chinese marketing
managers in Indonesia. There were two major
results. First, religious value orientation is posi-
tively related to the perceived ethical problems
scores. Thus, religion and faith-based beliefs
have implications for individual ethics and per-
ceptions. Second, significant differences exist
among the three ethnic microcultural groups rel-
ative to their perceived ethical problems scores.

This research has important implications,
especially for expatriate executives, managers,

and employees working in a global environ-
ment. In particular, acculturation training pro-
grams for expatriates should include aspects of
microcultures so that they develop a deeper and
richer understanding of the subtle differences
and innuendos of the cultures and microcul-
tures in which they become immersed. The per-
ceptions, and especially ethical perceptions, of
local managers may well be at variance from the
expatriate’s own perceptions, values, and ethical
perceptions. The investigators recommend the
establishment of an ethical corporate culture
and the formalization of codes of conduct for
further ethics training within organizations.

SOURCE: S. S. Sarwono and R. W. Armstrong,
“Microcultural Differences and Perceived Ethical
Problems: An International Business Perspective,”
Journal of Business Ethics 30 (2001): 41–56.

1. Describe the dimen-
sions of cultural dif-
ferences in societies
that affect work-
related attitudes.
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icons may not translate well in other cultures. The thumbs up sign, for exam-
ple, means approval in the United States. In Australia, however, it is an obscene
gesture. And manila file folders, like the icons used in Windows applications,
aren’t used in many European countries and therefore aren’t recognized.13

Do cultural differences translate into differences in work-related attitudes?
The pioneering Dutch researcher Geert Hofstede focused on this question.14

He and his colleagues surveyed 160,000 managers and employees of IBM who
were working in sixty different countries.15 In this way, the researchers were
able to study individuals from the same company in the same jobs, but work-
ing in different countries. Hofstede’s work is important, because his studies
showed that national culture explains more differences in work-related atti-
tudes than do age, gender, profession, or position within the organization.
Thus, cultural differences do affect individuals’ work-related attitudes. Hofst-
ede found five dimensions of cultural differences that formed the basis for
work-related attitudes. These dimensions are shown in Figure 2.1.

INDIVIDUALISM VERSUS COLLECTIVISM In cultures where individual-
ism predominates, people belong to loose social frameworks, but their primary
concern is for themselves and their families. People are responsible for taking
care of their own interests. They believe that individuals should make decisions.
Cultures characterized by collectivism are tightly knit social frameworks in
which individual members depend strongly on extended families or clans.
Group decisions are valued and accepted.

The North American culture is individualistic in orientation. It is a “can-
do” culture that values individual freedom and responsibility. In contrast, col-
lectivist cultures emphasize group welfare and harmony. Israeli kibbutzim and
the Japanese culture are examples of societies in which group loyalty and unity
are paramount. Organization charts show these orientations. In Canada and
the United States, which are individualistic cultures, organization charts show
individual positions. In Malaysia, which is a collectivist culture, organization
charts show only sections or departments.

This dimension of cultural differences has other workplace implications.
Individualistic managers, as found in Great Britain and the Netherlands, empha-
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A cultural orientation in
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loose social frameworks,
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collectivism
A cultural orientation in
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large extended families
or clans.

SOURCE: Reprinted with permission of Academy of Management, PO Box 3020,
Briar Cliff, NY 10510-8020. Cultural Constraints in Management Theories
(Figure). G. Hofstede, Academy of Management Executive 7 (1993). Reproduced
by permission of the publisher via Copyright Clearance Center, Inc.

Individualism

High power distance

High uncertainty avoidance

Masculinity

Long-term orientation

Collectivism

Low power distance

Low uncertainty avoidance

Femininity

Short-term orientation

FIGURE 2.1 Hofstede’s Dimensions of Cultural Differences
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size and encourage individual achievement. In contrast, collectivistic managers,
such as in Japan and Colombia, seek to fit harmoniously within the group. They
also encourage these behaviors among their employees. There are also cultural
differences within regions of the world. Arabs are more collectivist than Amer-
icans. Within the Arab culture, however, Egyptians are more individualistic
than Arabs from the Gulf States (Saudi Arabia, Oman, Bahrain, Kuwait, Quatar,
United Arab Emirates). This may be due to the fact that Egyptian businesspeo-
ple tend to have longer and more intense exposures to Western culture.16

POWER DISTANCE The second dimension of cultural differences examines
the acceptance of unequal distribution of power. In countries with a high
power distance, bosses are afforded more power simply because they are the
bosses. Titles are used, formality is the rule, and authority is seldom bypassed.
Power holders are entitled to their privileges, and managers and employees see
one another as fundamentally different kinds of people. India is a country with
a high power distance, as are Venezuela and Mexico.

In countries with a low power distance, people believe that inequality in
society should be minimized. People at various power levels are less threatened
by, and more willing to trust, one another. Managers and employees see one
another as similar. Managers are given power only if they have expertise.
Employees frequently bypass the boss in order to get work done in countries
with a low power distance, such as Denmark and Australia.

UNCERTAINTY AVOIDANCE Some cultures are quite comfortable with
ambiguity and uncertainty, whereas others do not tolerate these conditions  well.
Cultures with high uncertainty avoidance are concerned with security and tend
to avoid conflict. People have a need for consensus. The inherent uncertainty in
life is a threat against which people in such cultures constantly struggle.

Cultures with low uncertainty avoidance are more tolerant of ambiguity.
People are more willing to take risks and more tolerant of individual differ-
ences. Conflict is seen as constructive, and people accept dissenting viewpoints.
Norway and Australia are characterized by low uncertainty avoidance, and this
trait is seen in the value placed on job mobility. Japan and Italy are character-
ized by high uncertainty avoidance, so career stability is emphasized.

MASCULINITY VERSUS FEMININITY In cultures that are characterized by
masculinity, assertiveness and materialism are valued. Men should be assertive,
tough, and decisive, whereas women should be nurturing, modest, and ten-
der.17 Money and possessions are important, and performance is what counts.
Achievement is admired. Cultures that are characterized by femininity empha-
size relationships and concern for others. Men and women are expected to
assume both assertive and nurturing roles. Quality of life is important, and
people and the environment are emphasized.

Masculine societies, such as in Austria and Venezuela, define gender roles
strictly. Feminine societies, in contrast, tend to blur gender roles. Women may
be the providers, and men may stay home with the children. The Scandinavian
countries of Norway, Sweden, and Denmark exemplify the feminine orientation.

TIME ORIENTATION Cultures also differ in time orientation; that is, whether
the culture’s values are oriented toward the future (long-term orientation) or
toward the past and present (short-term orientation).18 In China, a culture
with a long-term orientation, values such as thrift and persistence, which focus
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on the future, are emphasized. In Russia, the orientation is short term. Values
such as respect for tradition (past) and meeting social obligations (present) are
emphasized.

U.S. CULTURE The position of the United States on these five dimensions is
interesting. Hofstede found the United States to be the most individualistic
country of any studied. On the power distance dimension, the United States
ranked among the countries with weak power distance. Its rank on uncertainty
avoidance indicated a tolerance of uncertainty. The United States also ranked
as a masculine culture with a short-term orientation. These values have shaped
U.S. management theory, so Hofstede’s work casts doubt on the universal
applicability of U.S. management theories. Because cultures differ so widely on
these dimensions, management practices should be adjusted to account for cul-
tural differences. Managers in transnational organizations must learn as much
as they can about other cultures in order to lead their culturally diverse orga-
nizations effectively.

Careers in management have taken on a global dimension. Working in
transnational organizations may well give managers the opportunity to work in
other countries. Expatriate managers, those who work in a country other than
their home country, benefit from having as much knowledge as possible about
cultural differences. Because managers are increasingly exposed to global work
experiences, it is never too early to begin planning for this aspect of your career.
Challenge 2.1 asks you to begin gathering information about a country in
which you would like to work, including information on its culture.

International executives are executives whose jobs have international scope,
whether in an expatriate assignment or in a job dealing with international
issues. What kind of competencies should an individual develop in order to
prepare for an international career? There seem to be several attributes, all of
them centering around core competencies and the ability to learn from expe-
rience. Some of the key competencies are integrity, insightfulness, risk taking,
courage to take a stand, and ability to bring out the best in people. Learning-

Challenge 2.1

Planning for a Global Career

Think of a country you would like to work in,
do business in, or visit. Find out about its
culture, using Hofstede’s dimensions as guide-
lines. You can use a variety of sources to

accomplish this, particularly your school
library, government offices, faculty members, or
others who have global experience. You will
want to answer the following questions:

1. Is the culture individualistic or collectivist?
2. Is the power distance high or low?
3. Is uncertainty avoidance high or low?
4. Is the country masculine or feminine in its orientation?
5. Is the time orientation short term or long term?
6. How did you arrive at your answers to the first five questions?
7. How will these characteristics affect business practices in the country you chose to investigate?

expatriate manager
A manager who works
in a country other than
his or her home country.
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oriented attributes of international executives include cultural adventurous-
ness, flexibility, openness to criticism, desire to seek learning opportunities,
and sensitivity to cultural differences.19

Understanding cultural differences becomes especially important for com-
panies that are considering opening foreign offices, because workplace customs
can vary widely from one country to another. Carefully searching out this infor-
mation in advance can help companies successfully manage foreign operations.
Consulate offices and companies operating within the foreign country are excel-
lent sources of information about national customs and legal requirements.
Table 2.1 presents a series of differences among five countries to highlight what
a company might encounter in opening a foreign office in any one of them.

Another reality that can affect global business practices is the cost of layoffs
in other countries. The practice of downsizing is not unique to the United
States. Dismissing a forty-five-year-old middle manager with twenty years of
service and a $50,000 annual salary can vary in cost from a low of $13,000 in
Ireland to a high of $130,000 in Italy.20 The cost of laying off this manager in
the United States would be approximately $19,000. The wide variability in costs
stems from the various legal protections that certain countries give workers. In
Italy, laid-off employees must receive a “notice period” payment (one year’s
pay if they have nine years or more of service) plus a severance payment (based
on pay and years of service). U.S. companies operating overseas often adopt the
European tradition of training and retraining workers to avoid overstaffing and
potential layoffs. An appreciation of the customs and rules for doing business
in another country is essential if a company wants to go global.

Developing Cross-Cultural Sensitivity
As organizations compete in the global marketplace, employees must learn to
deal with individuals from diverse cultural backgrounds. Stereotypes may per-
vade employees’ perceptions of other cultures. In addition, employees may be
unaware of others’ perceptions of the employees’ national culture. A potentially
valuable exercise is to ask members of various cultures to describe one another’s
cultures. This provides a lesson on the misinterpretation of culture.

Intel wants interns and employees to understand the company’s culture, but
more importantly, it wants to understand the employees’ cultures. In an effort
to increase diversity, Intel’s proportion of ethnic minorities in managerial posi-
tions increased from 13 percent in 1993 to 17 percent in 1997, and is still
climbing.21 Many individuals feel their cultural heritage is important and may
walk into uncomfortable situations at work. To prevent this, Intel’s new work-
ers are paired carefully with mentors, and mentors and protégés learn about
each others’ cultures.

Cultural sensitivity training is a popular method for helping employees 
recognize and appreciate cultural differences. Another way of developing sen-
sitivity is to use cross-cultural task forces or teams. The Milwaukee-based GE
Medical Systems Group (GEMS) has 7,000 of its 15,000 employees working
outside the United States. GEMS has developed a vehicle for bringing managers
from each of its three regions (the Americas, Europe, and Asia) together to
work on a variety of business projects. Under the Global Leadership Program,
several work groups made up of managers from various regions of the world
are formed. The teams work on important projects, such as worldwide employee
integration to increase the employees’ sense of belonging throughout the GEMS
international organization.22
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The globalization of business affects all parts of the organization, and human
resource management is affected in particular. Companies have employees
around the world, and human resource managers face the daunting task of
effectively supporting a culturally diverse workforce. Human resource man-
agers must adopt a global view of all functions, including human resource
planning, recruitment and selection, compensation, and training and develop-
ment. They must have a working knowledge of the legal systems in various
countries, as well as of global economics, culture, and customs. Human resource
managers must not only prepare U.S. workers to live outside their native coun-
try, but also help foreign employees interact with U.S. culture. Global human
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TABLE 2.1 OPENING A FOREIGN OFFICE: A FIVE-COUNTRY COMPARISON

Some of the knottiest problems a company faces when it opens a foreign office are right inside that
office. Few U.S. companies are prepared for how different the workplace “rules” abroad can be from U.S.
norms—and how these norms differ from one country to another. Knowing some of these customs in
advance can make a huge difference in the ability to manage a foreign operation successfully, as well as in
the profitability of the operation.

Few prerequisites and compensation levels are mandated. The benefits offered by companies are typi-
cally a blend of what is legally required and what is voluntary. The following are workforce highlights from
five countries, gathered from consulate offices and owners of U.S. companies.

BELGIUM Perks: As elsewhere in Europe, a car and a cellular phone for managers and salespeople. Dis-
cretionary use of an expense account. Benefits: Health care and social security are required by law; these
amount to 33% of gross salary. Even a secretary signs a contract when hired, and cannot be fired just like
that. Severance provisions are much higher than in the United States. After ten years, a middle manager
could expect severance pay of one to two years’ salary. Compensation: Almost every employee participates
in a bonus plan. Employees also get a separate bonus, equal to three weeks’ salary, when they take their
vacation. Cost of a good electronic engineer: $35,000. Vacation: Four weeks, by law. Holidays: Twelve days.
Language: English is all that’s necessary. U.S. workers: Relatively easy to bring in. Other: Dated attitudes
toward women employees and minorities prevail here and throughout Europe, but upcoming legislation
should force attitudes to change.

GREAT BRITAIN Perks: Managers and salespeople expect company cars, often with cellular phones.
High tax rates have made objects, rather than cash, preferred by employees. Benefits: Private medical
insurance to complement national health care. Pension plans are not as common as in the United States.
Compensation: It’s difficult to find people to work for straight commission. A Christmas bonus is expected
by all. Cost of a good electronic engineer: $25,000. Vacation: Three to five weeks typically, but not man-
dated by law. Holidays: Eight legal holidays; most companies offer twelve. Language: English. U.S.

workers: It’s not easy, but the Brits are cooperative if you want to bring in U.S. citizens to seed a company.
Other: The buying cycle is much longer. What takes two visits to sell here might take five there.

HUNGARY Perks: Company car for managers and salespeople. Pay in hard currency. Travel abroad is
prized. Benefits: Health care coverage is legally required and costs plenty—some 40% of wages. But wage
rates are low. Many companies also make home-construction loans and provide lunch, commuting, and
day-care allowances. There’s a heavy penalty for trying to reduce benefits to employees. Compensation:

High tax rate makes bonuses not very rewarding, so they aren’t expected. Cost of a good electronic engi-
neer: $10,000. Vacation: Fifteen days required by law. Companies typically add one to nine days for every
three years of service. Holidays: Eight days. Language: Most Hungarians speak German or Russian as a
second language. U.S. workers: Laws recently became more restrictive, but there’s little problem for man-
agers or technical employees. Other: Buying a Hungarian property is complicated because of the privatiza-
tion process, but overhead is easily lowered. Office space is scarce and expensive. Never toast a contract
with beer mugs—it recalls the conquest of Hungary. Use slivovitz instead.

(continued)
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resource management is a complex endeavor, but it is critical to the success of
organizations in the global marketplace.

Globalization is one challenge managers must meet in order to remain
competitive in the changing world. Related to globalization is the challenge of
managing an increasingly diverse workforce. Cultural differences contribute a
great deal to the diversity of the workforce, but there are other forms of diver-
sity as well.

Managing Workforce Diversity

Workforce diversity is an increasingly important issue for organizations. HP
believes that diversity drives creativity and that creativity is at the heart of
invention. The United States, as a melting pot nation, has always had a mix of
individuals in its workforce. We once sought to be all alike, as in the melting
pot, but we now recognize and appreciate individual differences. Diversity
encompasses all forms of differences among individuals, including culture,
gender, age, ability, religion, personality, social status, and sexual orientation.
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JAPAN Perks: Company car for executives. Add a chauffeur for the president, vice-presidents, and
perhaps managing director of a U.S. company’s office. Benefits: National health care and social-security
costs are split 50–50 by employer and employee. Companies also pay for workers’ compensation insur-
ance, unemployment insurance, and pension costs. Transportation allowance (four-hour daily train com-
mutes aren’t unusual), lunch allowance. Expense budgets can run very high; a middle manager might
entertain clients five nights a week. Compensation: Bonuses for individual performance are unpopular.
Employees prefer straight salary. All receive New Year’s bonus based on company’s performance: 1.2
times a month’s salary in a good year, half a month’s salary in a bad year. Cost of a good electronic engi-
neer: $30,000. Vacation: Two weeks, by law, usually taken a day or two at a time. Holidays: Twenty legally
mandated days, including New Year’s and August holidays, during which the whole country shuts down.
Language: English fluency is very rare. Many Japanese understand English, but they are taught to write,
rather than speak it. Outside the cities, no English. U.S. workers: Not difficult; U.S. limitations pose more
difficulty than Japanese rules do. Other: There’s a tremendous shortage of people for management posi-
tions, and head-hunting is not accepted. Communication problems can be awesome. There is no effective,
acceptable way to say no in Japanese, so you often don’t know where you stand.

SOUTH KOREA Perks: Pick-up by a car pool, graduating to a company car and driver. For a vice-president,
a golf-club membership and lessons, for any salesperson, a generous lump-sum expense account, which
employee may keep if he or she does not spend it all. Benefits: Law requires companies with more than
ten employees to pay for one medical examination each year and set aside one month’s salary per year,
per employee, as severance. Many companies offer low- or no-interest car and housing loans; some build
their own apartment buildings and offer cheap leases to key employees. Compensation: Employees
respond well to commission only. Spring, fall, and New Year’s bonuses are expected; size of bonus reflects
company performance. Cost of a good electronic engineer: $19,000. Vacation: Law requires three vacation
days. Holidays: Nineteen days. U.S. workers: Company must prove no Korean could do the job, but criteria
for this are not rigorous. Language: It’s easy to find people who speak English, though not as easy among
production people. Other: South Koreans hold the United States in high esteem.

SOURCE: Reprinted with permission of Inc. Magazine, Goldhirsh Group, Inc., 38 Commercial Wharf, Boston, MA
02110 (http://www.inc.com). Opening a Foreign Office: A Five-Country Comparison (Table), Inc. Magazine, April
1992. Reproduced by permission of the publisher via Copyright Clearance Center, Inc.
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Attention to diversity has increased in recent years.
This is largely because of the changing demographics of
the working population. Managers feel that dealing with
diversity successfully is a paramount concern for two rea-
sons. First, managers need to know how to motivate diverse
work groups. Second, managers need to know how to com-
municate effectively with employees who have different
values and language skills.

Several demographic trends are affecting organizations.
By the year 2020, the workforce will be more culturally
diverse, more female, and older than ever. In addition, leg-
islation and new technologies have brought more workers
with disabilities into the workforce. Hence, learning to
work together is an increasingly important skill. Organiza-
tional Reality 2.1 describes how Alcon Laboratories, the
Swiss-owned and Fort Worth-based international com-
pany whose mission is to improve and preserve eyesight
and hearing, creates an opportunity for learning to work
together through diversity training. Valuing diversity in
organizations is an increasingly important issue.23

Cultural Diversity
Cultural diversity in the workplace is growing because of
the globalization of business, as we discussed earlier. Peo-
ple of diverse national origins—Koreans, Bolivians, Pak-
istanis, Vietnamese, Swedes, Australians, and others—find

themselves cooperating in teams to perform the work of the organization. In
addition, changing demographics within the United States significantly affect
the cultural diversity in organizations. By 2020, minorities will constitute more
than one-half of the new entrants to the U.S. workforce. The participation rates
of African Americans and Hispanic Americans in the labor force increased 
dramatically in recent years. By 2020, white non-Hispanics will constitute 68
percent of the labor force (down from 76 percent in 1997); 14 percent of the
workforce will be Hispanic (up from 9 percent); African Americans’ share will
remain at 11 percent, and 6 percent will be Asian.24

These trends have important implications for organizations. African Amer-
icans and Hispanic Americans are overrepresented in declining occupations,
thus limiting their opportunities. Further, African Americans and Hispanic
Americans tend to live in a small number of large cities that are facing severe
economic difficulties and high crime rates. Because of these factors, minority
workers are likely to be at a disadvantage within organizations.

The jobs available in the future will require more skill than has been the case
in the past. Often, minority workers have not had opportunities to develop
leading-edge skills. Minority skill deficits are large, and the proportions of
African Americans and Hispanic Americans who are qualified for higher level
jobs are often much lower than the proportions of qualified whites and Asian
Americans.25 Minority workers are less likely to be prepared because they are
less likely to have had satisfactory schooling and on-the-job training. Educa-
tional systems within the workplace are needed to supply minority workers the
skills necessary for success. Companies such as Motorola are already recogniz-
ing and meeting this need by focusing on basic skills training.
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The globalization of business and changing demographic trends present
organizations with a tremendously culturally diverse workforce. This repre-
sents both a challenge and a risk. The challenge is to harness the wealth of dif-
ferences that cultural diversity provides. The risk is that prejudices and stereo-
types may prevent managers and employees from developing synergies that can
benefit the organization.

Gender Diversity
The feminization of the workforce has increased substantially. The number of
women in the labor force increased from 31.5 million in 1970 to 63 million in
1998. This increase accounts for almost 60 percent of the overall expansion of
the entire labor force in the United States for this time period. In 1998, women
made up almost 46 percent of the labor force, and by the year 2020, the labor
force is predicted to be balanced with respect to gender. Women are also bet-
ter prepared to contribute in organizations than ever before. Women now earn
41 percent of all doctorates, 57 percent of master’s degrees, and 56 percent of
all undergraduate degrees. Thus, women are better educated, and more are
electing to work. In 1998, 70 percent of U.S. women were employed.26

Women’s participation in the workforce is increasing, but their share of the
rewards of participation is not increasing commensurately. Women hold only
11.2 percent of corporate officer positions in the Fortune 500 companies.27

Only 3.8 percent of the chairpersons and CEOs of Fortune 500 firms are
women.28 HP CEO Carly Fiorina is still the exception, not the rule. Salaries for
women persist at a level of 77 percent of their male counterparts’ earnings.29

Organizational Reality 2.1

Working Together at Alcon Laboratories

Demographic changes have been transforming
workplaces around the world for generations.
Within the past ten to twenty years, the focus in
the United States has been on the dramatic
increase in the number of women and minority
employees in many organizations. Diversity
training has evolved to address this issue. Alcon
Laboratories addresses the issue of diversity
through its “Working Together” training
program. Begun in the early 1990s, Working
Together is a multimodule diversity training
program that uses case studies, self-report rating
scales, role-playing, and videotapes as delivery
methods. The first module presents the rationale
for why appreciating diversity at work is impor-
tant for both individuals and organizations. The
second module explores the participants’ per-
sonal attitudes and beliefs about those who are
“different.” The third module addresses the issue

of bias, and how a person’s attitudes and behav-
iors influence his or her interactions with other
people. The fourth module makes a case for
becoming a Diversity Change Agent, bringing
attention to specific actions individuals may take
to help create a more respectful work environ-
ment for all. The final module asks participants
to make a personal commitment to become
Diversity Change Agents, thus contributing to
an organizational culture that creates a climate
for the success of each and every employee by
appreciating the uniqueness that each person
brings to the workplace. Alcon Labs has found
that working together contributes to a stronger,
healthier work environment.

SOURCE: J. Gavin, Alcon Laboratories: A Case
Study in Commitment to Employees and Their
Health, available from the Office of Vice President
for Human Resources, Alcon Labs, December 2000.
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Furthermore, because benefits are tied to compensation, women also receive
lower levels of benefits.

In addition to lower earnings, women face other obstacles at work. The
glass ceiling is a transparent barrier that keeps women from rising above a cer-
tain level in organizations. In the United States, it is rare to find women in posi-
tions above middle management in corporations.30 The glass ceiling is not
based on women’s lack of ability to handle upper-level management positions.
Instead, the barrier keeps women from advancing higher in an organization
because they are women.

There is reason to believe that, on a global basis, the leadership picture 
for women is improving and will continue to improve. For example, the num-
ber of female political leaders around the world increased dramatically in
recent decades. In the 1970s there were only five such leaders. In the 1990s, 
twenty-one female leaders came into power. Countries such as Ireland, Sri
Lanka, Iceland, and Norway all had female political leaders in the 1990s.
Women around the world are leading major global companies, albeit not in the
United States. These global female business leaders do not come predominantly
from the West. In addition, a large number of women have founded entrepre-
neurial businesses. Women now own one-third of all American businesses, and
these women-owned businesses employ more people than the entire Fortune
500 combined.31

Removing the glass ceiling and other obstacles to women’s success repre-
sents a major challenge to organizations. Policies that promote equity in pay
and benefits, encourage benefit programs of special interest to women, and
provide equal starting salaries for jobs of equal value are needed in organiza-
tions. Corporations that shatter the glass ceiling have several practices in com-
mon. Upper managers clearly demonstrate support for the advancement of
women, often with a statement of commitment issued by the CEO. Women are
represented on standing committees that address strategic business issues of
importance to the company. Women are targeted for participation in executive
education programs, and systems are in place for identifying women with high
potential for advancement.32 Three of the best companies in terms of their
advancement and development of women are Motorola, Deloitte and Touche,
and the Bank of Montreal.33

Although women in our society have adopted the provider role, men have
not been as quick to share domestic responsibilities. Managing the home and
arranging for child care are still seen as the woman’s domain. In addition,
working women often find themselves having to care for their elderly parents.
Because of their multiple roles, women are more likely than men to experience
conflicts between work and home. Organizations can offer incentives such as
flexible work schedules, child care, elder care, and work site health promotion
programs to assist working women in managing the stress of their lives.34

More women in the workforce means that organizations must help them
achieve their potential. To do less would be to underutilize the talents of half
of the U.S. workforce.

The glass ceiling is not the only gender barrier in organizations. Males may
suffer from discrimination when they are employed in traditionally female 
jobs such as nursing, elementary school teaching, and social work. Males may
be overlooked as candidates for managerial positions in traditionally female
occupations.35
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Web Sighting
Workingwoman.com redefines
the way business is conducted
by enabling businesswomen to
succeed in their careers with the
aid of Internet-based tools, appli-
cations, knowledge, and industry
networking capabilities. What
specific services does working-
woman.com provide to help
women overcome the glass-
ceiling phenomenon in organiza-
tions?
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Age Diversity
The graying of the U.S. workforce is another source of diversity in organizations.
Aging baby boomers (those individuals born from 1946 through 1964) con-
tributed to the rise of the median age in the United States to thirty-six in the
year 2000—six years older than at any earlier time in history. This also means
that the number of middle-aged Americans is rising dramatically. In the work-
force, the number of younger workers is declining, as is the number of older
workers (over age sixty-five). The net result will be a gain in workers aged thirty-
five to fifty-four. By 2030, there will be seventy million older persons, more than
twice their number in 1996. People over age sixty-five will comprise 13 percent
of the population in 2010, and 20 percent of the population by 2030.36

This change in worker profile has profound implications for organizations.
The job crunch among middle-aged workers will become more intense as com-
panies seek flatter organizations and the elimination of middle-management
jobs. Older workers are often higher paid, and companies that employ large
numbers of aging baby boomers may find these pay scales a handicap to com-
petitiveness.37 However, a more experienced, stable, reliable, and healthy work-
force can pay dividends to companies. The baby boomers are well trained and
educated, and their knowledge can be a definite asset to organizations.

Another effect of the aging workforce is greater intergenerational contact in
the workplace.38 As organizations grow flatter, workers who were traditionally
segregated by old corporate hierarchies (with older workers at the top and
younger workers at the bottom) are working together. Four generations are
cooperating: the silent generation (people born from 1930 through 1945), a
small group that includes most organizations’ top managers; the baby boomers,
whose substantial numbers give them a strong influence; the baby bust gener-
ation, popularly known as Generation X (those born from 1965 through 1976);
and the subsequent generation, tentatively called Generation Y or the baby
boomlet.39 Although there is certainly diversity within each generation, each
generation differs in general ways from other generations.

The differences in attitudes and values among these four generations can be
substantial, and managers face the challenge of integrating these individuals
into a cohesive group. Currently, as already noted, most positions of leadership
are held by members of the silent generation. Baby boomers regard the silent
generation as complacent and as having done little to reduce social inequities.
Baby boomers strive for moral rights in the workplace and take a more activist
position regarding employee rights. The baby busters, newer to the workplace,
are impatient, want short-term gratification, and believe that family should
come before work. They scorn the achievement orientation and materialism of
the baby boomers. Managing such diverse perspectives is a challenge that must
be addressed.

One company that is succeeding in accommodating the baby busters is
Patagonia, a manufacturer of products for outdoor enthusiasts and one of our
focus companies. Although the company does not actively recruit twenty-year-
olds, approximately 20 percent of Patagonia’s workers are in this age group
because they are attracted to its products. To retain baby busters, the company
offers several options, one of which is flextime. Employees can arrive at work
as early as 6 A.M., and work as late as 6 P.M., as long as they work the core hours
between 9 A.M. and 3 P.M. Workers also have the option of working at the office
for five hours a day and at home for three hours.
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Personal leaves of absence are also offered, generally unpaid, for as much as
four months per year. This allows employees to take an extended summer
break and prevents job burnout. Patagonia has taken into consideration the
baby busters’ desires for more time for personal concerns and has incorporated
these desires into the company.40

Younger workers may have false impressions of older workers, viewing
them as resistant to change, unable to learn new work methods, less physically
capable, and less creative than younger employees. Research indicates, how-
ever, that older employees are more satisfied with their jobs, are more com-
mitted to the organization, and possess more internal work motivation than
their younger cohorts.41 Research also indicates that direct experience with
older workers reduces younger workers’ negative beliefs.42 Motivating aging
workers and helping them maintain high levels of contribution to the organi-
zation is a key task for managers.

Ability Diversity
The workforce is full of individuals with different abilities, presenting another
form of diversity. Individuals with disabilities are an underutilized human
resource. An estimated 54 million individuals with disabilities live in the United
States, and their unemployment rate is estimated to exceed 50 percent.43 Nev-
ertheless, the representation of individuals with disabilities in the workforce has
increased because of the Americans with Disabilities Act, which went into effect
in the summer of 1992. Under this law, employers are required to make rea-
sonable accommodations to permit workers with disabilities to perform jobs.
The act defines a person with a disability as “anyone possessing a physical or
mental impairment that substantially limits one or more major life activities.”44

It protects individuals with temporary, as well as permanent, disabilities. The
act’s protection encompasses a broad range of illnesses that produce disabili-
ties. Among these are acquired immune deficiency syndrome (AIDS), cancer,
hypertension, anxiety disorders, dyslexia, blindness, and cerebral palsy, to
name only a few.

Some companies recognized the value of employing workers with disabilities
long before the legislation. Pizza Hut employs 3,000 workers with disabilities
and plans to hire more. The turnover rate for Pizza Hut workers with disabil-
ities is only one-fifth of the normal turnover rate.45

McDonald’s created McJobs, a program that has trained and hired more
than 9,000 mentally and physically challenged individuals since 1981.46 McJobs
is a corporate plan to recruit, train, and retain individuals with disabilities. Its
participants include workers with visual, hearing, or orthopedic impairments;
learning disabilities; and mental retardation. Through classroom and on-site
training, the McJobs program prepares individuals with disabilities for the
work environment. Before McJobs workers go onsite, sensitivity training ses-
sions are held with store managers and crew members. These sessions help
workers without disabilities understand what it means to be a worker with a
disabling condition. Most McJobs workers start part time and advance accord-
ing to their own abilities and the opportunities available. Some McJobs work-
ers with visual impairments prefer to work on the back line, whereas others
who use wheelchairs can work the drive-through window.

Companies like Pizza Hut and McDonald’s have led the way in hiring individ-
uals with disabilities. One key to the success of these firms is helping able-bodied

pson Learning 
®

Thomp



Chapter 2 � Organizations and Managerial Challenges in the Twenty-First Century

49

employees understand how workers with disabilities can contribute to the orga-
nization. In this way, ability diversity becomes an asset and helps organizations
meet the challenge of unleashing the talents of workers with disabilities.

Differences Are Assets
Diversity involves much more than culture, gender, age, ability, or personality.
It also encompasses religion, social status, and sexual orientation. The scope of
diversity is broad and inclusive. All these types of diversity lend heterogeneity
to the workforce.

The issue of sexual orientation as a form of diversity has received increas-
ing attention from organizations. Approximately 1.5 million households in the
United States are identified as homosexual domestic partnerships.47 Sexual ori-
entation is an emotionally charged issue. Often, heterosexual resistance to
accepting gay, lesbian, or bisexual workers is caused by moral beliefs. Although
organizations must respect these beliefs, they must also send a message that all
people are valued. The threat of job discrimination leads many gay men and
lesbians to keep their sexual orientation secret at work. This secrecy has a cost,
however. Closeted gay workers report lower job satisfaction and organizational
commitment, and more role conflict and conflict between work and home life
issues than do openly gay workers or heterosexual workers.48 People who work
in organizations full of fear, distrust, stigmatization, and harassment are not
likely to be able to perform well. A tolerant atmosphere can improve the pro-
ductivity of heterosexual and homosexual workers alike. Training must explain
how homophobia hinders everyone’s productivity. Education and training can
be supplemented by everyday practices like using inclusive language—for
example, using the term “partner” instead of “spouse” in verbal and written
communication. Some companies offer benefits to same-sex partners. Coors
Brewing Company, the Walt Disney Company, and Lotus Development Cor-
poration were among the first to extend these benefits.

Part of the challenge in managing diversity lies in attempting to combat
prejudices and discrimination. Whereas prejudice is an attitude, discrimination
is behavior. Both are detrimental to organizations that depend on productivity
from every single worker. Often, in studies of ratings of promotion potential,
minorities are rated lower than whites, and females are rated lower than males.49

The disparity between the pay of women and minority-group members rela-
tive to white men increases with age.50 It is to organizations’ benefit to make
sure that good workers are promoted and compensated fairly, but as the work-
force becomes increasingly diverse, the potential for unfair treatment also
increases.

Diversity is advantageous to the organization in a multitude of ways. Some
organizations have recognized the potential benefits of aggressively working to
increase the diversity of their workforces. Tricon Global Restaurants’ Kentucky
Fried Chicken (KFC) has a goal of attracting and retaining female and minority-
group executives. A president of KFC’s U.S. operations said, “We want to bring
in the best people. If there are two equally qualified people, we’d clearly like to
have diversity.”51

Digital Equipment Corporation (DEC—now part of Compaq Computer)
faced a challenge in managing diversity in its Springfield, Massachusetts, plant,
which employed predominantly African American workers. The task was to
overcome the perception that the plant was separate from, different from, and
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not as good as DEC’s predominantly white plants. DEC’s Springfield employ-
ees tackled the issue by stressing empowerment (sharing power throughout the
organization) and pushing for high-technology products that would give it a
solid identity. The model used by the plant, called Valuing Differences, was
based on two key ideas. First, people work best when they are valued and when
diversity is taken into account. Second, when people feel valued, they build
relationships and work together as a team.52

Managing diversity is one way a company can become more competitive. It
is more than simply being a good corporate citizen or complying with affir-
mative action.53 It is also more than assimilating women and minorities into a
dominant male culture. Managing diversity includes a painful examination of
hidden assumptions that employees hold. Biases and prejudices about people’s
differences must be uncovered and dealt with so that differences can be cele-
brated and exploited to their full advantage.

Diversity’s Benefits and Problems
Diversity can enhance organizational performance. Organizations can reap five
main benefits from diversity. First, diversity management can help firms attract
and retain the best available human talent. The companies that appear at the
top of “Best Places to Work” lists are usually excellent at managing diversity.
Second, diversity can enhance marketing efforts. Just as workforces are becom-
ing more diverse, so are markets. Having a diverse workforce can help the com-
pany improve its marketing plans by drawing on insights of employees from
various cultural backgrounds. Third, diversity promotes creativity and innova-
tion. The most innovative companies, such as HP, deliberately put together
diverse teams to foster creativity. Fourth, diversity results in better problem
solving. Diverse groups bring more expertise and experience to bear on prob-
lems and decisions. They also encourage higher levels of critical thinking. Fifth,
diversity enhances organizational flexibility. Inflexible organizations are char-
acterized by narrow thinking, rigidity, and standard definitions of “good” work
styles. In contrast, diversity makes an organization challenge old assumptions
and become more adaptable. These five benefits can add up to competitive
advantage for a company that manages diversity well.

Lest we paint an overly rosy picture of diversity, we must recognize its
potential problems. Five problems are particularly important: resistance to
change, lack of cohesiveness, communication problems, conflicts, and decision
making. People are more highly attracted to, and feel more comfortable with,
others like themselves. It stands to reason that diversity efforts may be met with
considerable resistance when individuals are forced to interact with others
unlike themselves. Managers should be prepared for this resistance rather than
naively assuming that everybody supports diversity. (Managing resistance to
change is presented at length in Chapter 18.) Another potential problem with
diversity is the issue of cohesiveness, that invisible “glue” that holds a group
together. Cohesive, or tightly knit, groups are preferred by most people. It takes
longer for a diverse group of individuals to become cohesive. In addition, cohe-
sive groups have higher morale and better communication. We can reason that
it may take longer for diverse groups to develop high morale.

Another obstacle to performance in diverse groups is communication. 
Culturally diverse groups may encounter special challenges in terms of commu-
nication barriers. Misunderstandings can occur that can lower work group effec-
tiveness. Conflicts can also arise, and decision making may take more time.54
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In summary, diversity has several advantages that can lead to improved pro-
ductivity and competitive advantage. In diverse groups, however, certain aspects
of group functioning can become problematic. The key is to maximize the ben-
efits of diversity and prevent or resolve the potential problems.

Pillsbury is one company that lays out the performance case for managing
and valuing differences. Pillsbury’s managers argue that the same business
rationale for cross-functional teams is relevant to all kinds of diversity. Man-
aging differences includes bringing race and gender, as well as marketing 
expertise, into a team. To open up a very profitable baked-goods market in a
tough-to-crack niche, Pillsbury hired some Spanish-speaking Hispanics. The
company lacked the language expertise and cultural access to the Hispanic
community. Pillsbury’s vice president of human resources conducted his own
study of the food industry, asking an independent group to rate the diversity
performance of ten companies and correlating it with financial performance
over a ten-year period. Along with many other studies, the Pillsbury research
suggests that diversity is a strong contributor to financial performance.55

Whereas the struggle for equal employment opportunity is a battle against
racism and prejudice, managing diversity is a battle to value the differences that
individuals bring to the workplace. Organizations that manage diversity effec-
tively can reap the rewards of increased productivity and improved organiza-
tional health.

Managing Technological Innovation

Another challenge that managers face is effectively managing technological
innovation. Technology consists of the intellectual and mechanical processes
used by an organization to transform inputs into products or services that 
meet organizational goals. Managers face the challenge of rapidly changing
technology and of putting the technology to optimum use in organizations.
The inability of managers to incorporate new technologies successfully into
their organizations is a major factor that has limited economic growth in the
United States.56 Although the United States still leads the way in developing
new technologies, it lags behind in making productive use of these new tech-
nologies in workplace settings.57

The Internet has radically changed the way organizations communicate 
and perform work. By integrating computer, cable, and telecommunications
technologies, businesses have learned new ways to compete. Organizational
Reality 2.2 describes how Kmart is taking advantage of the Internet through
BlueLight.com for on-line retailing. In networked organizations, time, dis-
tance, and space become irrelevant. A networked organization can do business
anytime and anywhere, which is essential in the global marketplace. And net-
working is essential for companies that want to provide quality service to 
customers. Del Monte Foods gets daily inventory reports electronically from
grocers. When inventory falls to a certain level, the Del Monte network processes
a restocking order. This allows retailers to drastically cut their investments in
inventories. The World Wide Web has created a virtual commercial district.
Customers can book air travel, buy compact discs, and “surf the Net” to con-
duct business around the globe.58
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One fascinating technological change is the development of expert systems,
computer-based applications that use a representation of human expertise in 
a specialized field of knowledge to solve problems. Expert systems can be 
used in many ways, including providing advice to nonexperts, providing 
assistance to experts, replacing experts, and serving as a training and develop-
ment tool in organizations.59 They are used in medical decision making, diag-
nosis, and medical informatics.60 Anheuser-Busch has used an expert system to
assist managers in ensuring that personnel decisions comply with antidiscrim-
ination laws.61

Robots, another technological innovation, were invented in the United
States, and advanced research on robotics is still conducted here. However,
Japan leads the world in the use of robotics in organizations. Organizations in
the United States have fewer total robots than were added in 1989 alone in
Japan.62 Robots in Japan are treated like part of the family. They are even
named after favorite celebrities, singers, and movie stars. Whereas Japanese
workers are happy to let robots take over repetitive or dangerous work, Amer-
icans are more suspicious of labor-saving robots because employers often use

Organizational Reality 2.2

Kmart Goes On-Line as BlueLight.com

Although Kmart is America’s number two dis-
count retailer and has been around for more
than 100 years, the company has fallen on hard
times in recent years. Kmart is not exactly cool
and has not really had a leading role in innova-
tion for some time. Kmart CEO Chuck Conaway
was brought into the company in early 2000 to
turn it around—no small task in a 275,000-
person organization. One of the innovations sig-
naling changes at Kmart was its joint venture

with Softbank Venture Capital and Martha
Stewart Living Omnimedia to create BlueLight
.com, Kmart’s Internet subsidiary. BlueLight.com
aims to put Kmart on the map as a leading on-
line retailer. While the early returns suggest that
BlueLight is starting to see success, the size of the
new venture is still small, initially a 115-person
start-up, compared to the mother company.
However, BlueLight may have first-mover advan-
tage over competitors Target and Wal-Mart,
both of whom have to play catch-up.

Even though the Kmart brand has taken a
beating over the past few years, the discount
chain still has a very impressive reach. For
example, 85 percent of the U.S. population lives
within fifteen minutes of a Kmart, 4 million
people visit a Kmart every day, and Kmart
sends out about 70 million advertising circulars
each week. With these advantages and a lead on
the web, BlueLight may revitalize America’s
oldest discount retailer.

SOURCE: S. Koudsi, “Attention Kmart Bashers:
The Folks at BlueLight Are Turning the Troubled
Retailer into an Online Force,” Fortune
(November 13, 2000): 213+.
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Kmart’s BlueLight special still burns bright.

expert system
A computer-based appli-
cation that uses a repre-
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them to cut jobs.63 The main reason for the reluctance of U.S. organizations to
use robots is their slow payout. Robotics represents a big investment that does
not pay off in the short term. Japanese managers are more willing to use a long-
term horizon to evaluate the effectiveness of robotics technology. Labor unions
may also resist robotics because of the fear that robots will replace employees.

Some U.S. companies that experimented with robotics had bad experiences.
Deere & Company originally used robots to paint its tractors, but the company
scrapped them because programming the robots for the multitude of types of
paint used took too long. Now Deere uses robots to torque cap screws on trac-
tors, a repetitive job that once had a high degree of human error.

It is tempting to view technology from only the positive side; however, a lit-
tle realism is in order. Some firms that have been disappointed with costly tech-
nologies are electing to de-engineer. And computer innovations often fail; 42
percent of information technology projects are abandoned before completion,
and half of all technology projects fail to meet managers’ expectations. Pacific
Gas and Electric (part of PG&E Corporation) spent tens of millions of dollars
on a new IBM-based system. Deregulation then hit the utility industry, and
customers were permitted to choose among utility companies. Keeping up with
multiple suppliers and fast-changing prices was too much, and the massive new
system couldn’t handle the additional burden quickly enough. It was scrapped
in favor of a new project using the old first-generation computer system, which
is being updated and gradually replaced. Because some innovations fail to live
up to expectations, and some simply fail, it is important to effectivly manage
both revolutionary and evolutionary approaches to technological transitions.64

Alternative Work Arrangements
Technological advances have been responsible, to a large degree, for the advent
of alternative work arrangements, the nontraditional work practices, settings,
and locations that are now supplementing traditional workplaces. One alter-
native work arrangement is telecommuting, transmitting work from a home
computer to the office using a modem. IBM, for example, was one of the first
companies to experiment with the notion of installing computer terminals at
employees’ homes and having employees work at home. By telecommuting,
employees gain flexibility, save the commute to work, and enjoy the comforts
of being at home. Telecommuting also has disadvantages, however, including
distractions, lack of opportunities to socialize with other workers, lack of inter-
action with supervisors, and decreased identification with the organization.
Despite these disadvantages, telecommuters still feel “plugged in” to the com-
munication system at the office. Studies show that telecommuters often report
higher satisfaction with office communication than do workers in traditional
office environments.65

Estimates are that 30 to 40 million Americans are telecommuting. Why do
companies encourage telecommuting? Cost reductions are an obvious motiva-
tor. Since 1991, AT&T has gained $550 million in cash flow from eliminating
office space and reducing overhead costs. Another reason is to increase pro-
ductivity. At IBM, a survey of telecommuters indicated that 87 percent believed
they were more productive in the alternative work arrangement. Telecommut-
ing also allows companies access to workers with key skills regardless of their
locations. Alternative workplaces also give companies an advantage in hiring
and keeping talented employees, who find the flexibility of working at home
very attractive.
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There is a spectrum of other alternative work arrangements. Hoteling is a
shared-office arrangement wherein employees have mobile file cabinets and
lockers for personal storage, and “hotel” work spaces are furnished for them.
These spaces must be reserved instead of being permanently assigned. The
computer system routes phone calls and e-mail as necessary. Individuals’ per-
sonal photos and memorabilia are stored electronically and “placed” on occu-
pants’ computer desktops upon arrival.

Satellite offices comprise another alternative work arrangement. In such
offices, large facilities are broken into a network of smaller workplaces that are
located close to employees’ homes. Satellites are often located in comparatively
inexpensive cities and suburban areas. They usually have simpler and less costly
furnishings and fixtures than the more centrally located offices. Satellites can
save a company as much as 50 percent in real estate costs and can be quite
attractive to employees who do not want to work in a large urban area. This
can broaden the pool of potential employees, who can communicate with the
home office via various technologies.66

All of these alternative work arrangements signal a trend toward virtual
offices, in which people work anytime, anywhere, and with anyone. The con-
cept involves work being where people are, rather than people moving to where
the work is. Information technologies make connectivity, collaboration, and
communication easy. Critical voice-mails and messages can be delivered to and
from the central office, a client’s office, the airport, the car, or home.

The Changing Nature of Managerial Work
Technological innovation affects the very nature of the management job. Man-
agers who once had to coax workers back to their desks from coffee breaks now
find that they need to encourage workers mesmerized by new technology to
take more frequent breaks.67 Working with a computer can be stressful, both
physically and psychologically. Eye strain, neck and back strain, and headaches
can result from sitting at a computer terminal too long. In addition, workers
can become accustomed to the fast response time of the computer and expect
the same from their coworkers. When coworkers do not respond with the
speed and accuracy of the computer, they may receive a harsh retort.

Computerized monitoring provides managers with a wealth of information
about employee performance, but it also holds great potential for misuse. The
telecommunications, airline, and mail-order merchandise industries make
wide use of systems that secretly monitor employees’ interactions with cus-
tomers. Employers praise such systems, saying that they improve customer ser-
vice. Workers, however, are not so positive; they react with higher levels of
depression, anxiety, and exhaustion from working under such secret scrutiny.
At Bell Canada, operators were evaluated on a system that tabulated average
working time with customers. Operators found the practice highly stressful,
and they sabotaged the system by giving callers wrong directory assistance
numbers rather than taking the time to look up the correct ones. As a result,
Bell Canada now uses average working time scores for entire offices rather than
for individuals.68

New technologies and rapid innovation place a premium on a manager’s
technical skills. Early management theories rated technical skills as less impor-
tant than human and conceptual skills, but this has become wisdom of the past.
Managers today must develop technical competence in order to gain workers’
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respect, which does not come automatically. Computer-integrated manufac-
turing systems, for example, have been shown to require managers to use par-
ticipative management styles, open communication, and greater technical
expertise in order to be effective.69

In a world of rapid technological innovation, managers must focus more
carefully on helping workers manage the stress of their work. They must also
take advantage of the wealth of information at their disposal to motivate,
coach, and counsel workers rather than try to control them more stringently
or police them. In addition, managers will need to develop their technical com-
petence in order to gain workers’ respect.

Technological change occurs so rapidly that turbulence characterizes most
organizations. Workers must constantly learn and adapt to changing technol-
ogy so that organizations can remain competitive. Managers must grapple with
the challenge of helping workers adapt and make effective use of new tech-
nologies.

Helping Employees Adjust to Technological Change
Most workers are well aware of the benefits of modern technologies. The avail-
ability of skilled jobs and improved working conditions have been by-products
of innovation in many organizations. Technology is also bringing disadvan-
taged individuals into the workforce. Microchips have dramatically increased
opportunities for workers with visual impairments. Information can be decoded
into speech using a speech synthesizer, into braille using a hard-copy printer,
or into enlarged print visible on a computer monitor. Workers with visual
impairments are no longer dependent on sighted persons to translate printed
information for them, and this has opened new doors of opportunity.70 Engi-
neers at Carnegie-Mellon University have developed PizzaBot, a robot that
individuals with disabilities can operate using a voice-recognition system.
Despite these and other benefits of new technology in the workplace, however,
employees may still resist change.

Technological innovations bring about changes in employees’ work envi-
ronments, and change has been described as the ultimate stressor. Many work-
ers react negatively to change that they perceive as threatening to their work
situation. Many of their fears center around loss—of freedom, of control, of
the things they like about their jobs.71 Employees may fear deterioration of
their quality of work life and increased pressure at work. Further, employees
may fear being replaced by technology or being displaced into jobs of lower
skill levels.

Managers can take several actions to help employees adjust to changing
technology. The workers’ participation in early phases of the decision-making
process regarding technological changes is important. Individuals who partici-
pate in planning for the implementation of new technology gain important
information about the potential changes in their jobs; therefore, they are less
resistant to the change. Workers are the users of the new technology. Their
input in early stages can lead to a smoother transition into the new ways of per-
forming work.

Managers should also keep in mind the effects that new technology has on
the skill requirements of workers. Many employees support changes that
increase the skill requirements of their jobs. Increased skill requirements often
lead to increases in job autonomy, more responsibility, and potential pay
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increases, all of which are received positively by employees. Whenever possible,
managers should select technology that increases workers’ skill requirements.

Providing effective training about ways to use the new technology also is
essential. Training helps employees perceive that they control the technology
rather than being controlled by it. The training should be designed to match
workers’ needs, and it should increase the workers’ sense of mastery of the new
technology.

Support groups within the organization are another way of helping employ-
ees adjust to technological change. Technological change is stressful, and sup-
port groups are important emotional outlets for workers. Support groups can
also function as information exchanges so that workers can share advice on
using the technology. Workers feel less alone with the problem when they
know that other workers share their frustration.

A related challenge is to encourage workers to invent new uses for technol-
ogy already in place. Reinvention is the term for creatively applying new tech-
nology.72 Innovators should be rewarded for their efforts. Individuals who
explore the boundaries of a new technology can personalize the technology and
adapt it to their own job needs, as well as share this information with others in
the work group. In one large public utility, service representatives (without
their supervisor’s knowledge) developed a personal note-passing system that
later became the basis of a formal communication system that improved the
efficiency of their work group.

Managers face a substantial challenge in leading organizations to adopt new
technologies more humanely and effectively. Technological changes are essen-
tial for earnings growth and for expanded employment opportunities. The
adoption of new technologies is a critical determinant of U.S. competitiveness
in the global marketplace.

Managing Ethical Issues at Work

In addition to the challenges of globalization, workforce diversity, and tech-
nology, managers frequently face ethical challenges and dilemmas in organiza-
tions. Some organizations manage ethical issues well. Johnson & Johnson
employees operate under an organizational credo, presented later in this sec-
tion. Another organization that manages ethical issues well is Merck and Com-
pany. This pharmaceutical company’s emphasis on ethical behavior has earned
it recognition as one of America’s most admired companies in Fortune’s polls
of CEOs.

Despite the positive way some organizations handle ethical issues, how-
ever, unethical conduct does sometimes occur. A few of the ethical problems
that managers report as toughest to resolve include employee theft, environ-
mental issues, comparable worth of employees, conflicts of interest, and sexual
harassment.73

How can people in organizations rationally think through ethical decisions
so that they make the “right” choices? Ethical theories help us understand, 
evaluate, and classify moral arguments; make decisions; and then defend con-
clusions about what is right and wrong. Ethical theories can be classified as
consequential, rule based, or character.
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Consequential theories of ethics emphasize the consequences or results of
behavior. John Stuart Mill’s utilitarianism, a well-known consequential theory,
suggests that right and wrong are determined by the consequences of the
action.74 “Good” is the ultimate moral value, and we should maximize the most
good for the greatest number of people. But do good ethics make for good
business?75 Right actions do not always produce good consequences, and good
consequences do not always follow from right actions. And how do we deter-
mine the greatest good—in short-term or long-term consequences? Using the
“greatest number” criterion can imply that minorities (less than 50 percent)
might be excluded in evaluating the morality of actions. An issue that may be
important for a minority but unimportant for the majority might be ignored.
These are but a few of the dilemmas raised by utilitarianism.

In contrast, rule-based theories of ethics emphasize the character of the act
itself, not its effects, in arriving at universal moral rights and wrongs.76 Moral
rights, the basis for legal rights, are associated with such theories. In a theolog-
ical context, the Bible, the Talmud, and the Koran are rule-based guides to eth-
ical behavior. Immanuel Kant worked toward the ultimate moral principle in
formulating his categorical imperative, a universal standard of behavior.77 Kant
argued that individuals should be treated with respect and dignity and that they
should not be used as a means to an end. He argued that we should put our-
selves in the other person’s position and ask if we would make the same deci-
sion if we were in that person’s situation.

Corporations and business enterprises are more prone to subscribe to con-
sequential ethics than rule-based ethics, in part due to the persuasive arguments
of the Scottish political economist and moral philosopher Adam Smith.78 He
believed that the self-interest of human beings is God’s providence, not the gov-
ernment’s. Smith set forth a doctrine of natural liberty, presenting the classical
argument for open market competition and free trade. Within this framework,
people should be allowed to pursue what is in their economic self-interest, and
the natural efficiency of the marketplace would serve the well-being of society.
However, an alternative to those theories is offered through virtue-ethics.

Character theories of ethics emphasize the character of the individual and
the intent of the actor, in contrast to either the character of the act itself or the
consequences of the act. These theories emphasize virtue-ethics and are based
on an Aristotelean approach to character. Robert Solomon is the best known
advocate of this Aristotelean approach to business ethics.79 He advocates a
business ethics theory that centers on the individual within the corporation,
thus emphasizing both corporate roles and personal virtues. The center of Aris-
totle’s vision was on the inner character and virtuousness of the individual, not
on the person’s behavior or actions. Thus, the “good” person who acted out 
of virtuous and “right” intentions was one with integrity and ultimately good
ethical standards. For Solomon, the six dimensions of virtue-ethics are com-
munity, excellence, role identity, integrity, judgment (phronesis), and holism.
Further, “the virtues” are a shorthand way of summarizing the ideals that
define good character. These include honesty, loyalty, sincerity, courage, relia-
bility, trustworthiness, benevolence, sensitivity, helpfulness, cooperativeness,
civility, decency, modesty, openness, and gracefulness, just to name a few.

Cultural relativism contends that there are no universal ethical principles and
that people should not impose their own ethical standards on others. Local stan-
dards should be the guides for ethical behavior. Cultural relativism encourages
individuals to operate under the old adage “When in Rome, do as the Romans
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do.” Strict adherence to cultural relativism can lead individuals to deny their
accountability for their own decisions and to avoid difficult ethical dilemmas.

Levi Strauss Company made a costly decision when its leadership decided
not to do business in mainland China. That market alone could have doubled
its revenues from international operations. But concerns about human rights
violations, child labor, and the Chinese government’s role in plant operations
made the venture inconsistent with the company’s basic values, ethics, and
social responsibility. The company elected to forgo the opportunity rather than
to follow cultural relativism.80

People need ethical theories to help them think through confusing, com-
plex, difficult moral choices and ethical decisions. In contemporary organiza-
tions, people face ethical and moral dilemmas in many diverse areas. The key
areas we address are employee rights, sexual harassment, romantic involve-
ments, organizational justice, whistle-blowing, and social responsibility. We
conclude with a discussion of professionalism and codes of ethics.

Employee Rights
Managing the rights of employees at work creates many ethical dilemmas in
organizations. Some of these dilemmas are privacy issues related to technology.
Computerized monitoring, as we discussed earlier in the chapter, constitutes
an invasion of privacy in the minds of some individuals. The use of employee
data from computerized information systems presents many ethical concerns.
Safeguarding the employee’s right to privacy and at the same time preserving
access to the data for those who need it requires that the manager balance com-
peting interests.

Drug testing, free speech, downsizing and layoffs, and due process are but
a few of the issues involving employee rights that managers face. Perhaps no
issue generates as much need for managers to balance the interests of employ-
ees and the interests of the organization as the reality of AIDS in the workplace.
New drugs have shown the promise of extended lives for people with human
immunodeficiency virus (HIV), and this means that HIV-infected individuals
can remain in the workforce and stay productive. Managers may be caught in
the middle of a conflict between the rights of HIV-infected workers and the
rights of their coworkers who feel threatened.

Employers are not required to make concessions to coworkers, but employ-
ers do have obligations to educate, reassure, and provide emotional support to
coworkers. Confidentiality may also be a difficult issue. Some employees with
HIV or AIDS do not wish to waive confidentiality and do not want to reveal
their condition to their coworkers because of fears of stigmatization or even
reprisals. In any case, management should discuss with the affected employee
the ramifications of trying to maintain confidentiality and should assure the
employee that every effort will be made to prevent negative consequences for
him or her in the workplace.81

Laws exist that protect HIV-infected workers. As mentioned earlier, the
Americans with Disabilities Act requires employees to treat HIV-infected work-
ers as disabled individuals and to make reasonable accommodations for them.
The ethical dilemmas involved with this situation, however, go far beyond the
legal issues. How does a manager protect the dignity of the person with AIDS
and preserve the morale and productivity of the work group when so much
prejudice and ignorance surround this disease? Many organizations, such as
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Wells Fargo, believe the answer is education.82 Wells Fargo has a written AIDS
policy because of the special issues associated with the disease—such as confi-
dentiality, employee socialization, coworker education, and counseling—that
must be addressed. The Body Shop’s employee education program consists of
factual seminars combined with interactive theater workshops. The workshops
depict a scenario in which an HIV-positive worker must make decisions, and
the audience decides what the worker should do. This helps participants explore
the emotional and social issues surrounding HIV.83 Many fears arise because
of a lack of knowledge about AIDS.

Sexual Harassment
According to the Equal Employment Opportunity Commission, sexual harass-
ment is unwelcome sexual attention, whether verbal or physical, that affects an
employee’s job conditions or creates a hostile working environment.84 Court
rulings, too, have broadened the definition of sexual harassment beyond job-
related abuse to include acts that create a hostile work environment. In addi-
tion, Supreme Court rulings presume companies are to blame when managers
create a sexually hostile working environment. Some organizations are more
tolerant of sexual harassment. Complaints are not taken seriously, it is risky to
complain, and perpetrators are unlikely to be punished. In these organizations,
sexual harassment is more likely to occur. Sexual harassment is also more likely
to occur in male-dominated workplaces.85 Managers can defend themselves by
demonstrating that they took action to eliminate workplace harassment and
that the complaining employee did not take advantage of company procedures
to deal with harassment. Even the best sexual harassment policy, however, will
not absolve a company when harassment leads to firing, demotions, or unde-
sirable working assignments.86 How much do you know about sexual harass-
ment? Complete Challenge 2.2 to get an idea.

There are three types of sexual harassment. Gender harassment includes
crude comments or sexual jokes and behaviors that disparage someone’s gen-
der or convey hostility toward a particular gender. Unwanted sexual attention
involves unwanted touching or repeated unwanted pressures for dates. Sexual
coercion consists of implicit or explicit demands for sexual favors by threaten-
ing negative job-related consequences or promising job-related rewards.87

Recent theory has focused attention on the aggressive behavior of sexual
harassers.88

Sexual harassment costs the typical Fortune 500 company $6.7 million per
year in absenteeism, turnover, and loss of productivity. ICN Pharmaceuticals
has paid out millions to settle four sexual harassment complaints against CEO
Milan Panic. TWA reached a $2.6 million settlement with the EEOC in 2001
after the agency found widespread sexual harassment of female employees at
the airline’s New York JFK International Airport facility. Plaintiffs may now
sue not only for back pay, but also for compensatory and punitive damages.
And these costs do not take into account the negative publicity that firms may
encounter from sexual harassment cases, which can cost untold millions. Sex-
ual harassment can have strong negative effects on victims. Victims are less sat-
isfied with their work, supervisors, and coworkers and may psychologically
withdraw at work. They may suffer poorer mental health and even exhibit
symptoms of post-traumatic stress disorder in conjunction with the harass-
ment experience. Some victims report alcohol abuse, depression, headaches,
and nausea.89
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Several companies have created comprehensive sexual harassment pro-
grams that seem to work. Atlantic Richfield (ARCO), owned by British Petro-
leum and a player in the male-dominated energy industry, has a handbook on
preventing sexual harassment that includes phone numbers of state agencies
where employees can file complaints. In essence, it gives employees a road map
to the courthouse, and the openness seems to work. Lawsuits rarely happen at
ARCO. When sexual harassment complaints come in, the company assumes
the allegations are true and investigates thoroughly. The process has resulted in
the firing of highly placed managers—the captain of an oil tanker was fired for
sexually harassing coworkers. Other companies believe in the power of train-
ing programs. Some of the best training programs use role-playing, videotapes,
and group discussions of real cases to help supervisors recognize unlawful sex-
ual harassment and investigate complaints properly.

Romantic Involvements
Hugging, sexual innuendos, and repeated requests for dates may constitute sex-
ual harassment for some, but they are a prelude to romance for others. This
situation carries with it a different set of ethical dilemmas for organizations.

Challenge 2.2

How Much Do You Know about Sexual Harassment?

Indicate whether you believe each statement below is true (T) or false (F).

_____ 1. Sexual harassment is unprofessional behavior.

_____ 2. Sexual harassment is against the law in all fifty states.

_____ 3. Sexual advances are a form of sexual harassment.

_____ 4. A request for sexual activity is a form of sexual harassment.

_____ 5. Verbal or physical conduct of a sexual nature may be sexual harassment.

_____ 6. Sexual harassment occurs when submission to sex acts is a condition of employment.

_____ 7. Sexual harassment occurs when submission to or rejection of sexual acts is a basis for
performance evaluation.

_____ 8. Sexual harassment occurs when such behavior interferes with an employee’s perfor-
mance or creates an intimidating, hostile, and offensive environment.

_____ 9. Sexual harassment includes physical contact of a sexual nature, such as touching.

_____ 10. Sexual harassment requires that a person have the intent to harass, harm, or intimidate.

All of the items are true except item 10, which
is false. While somewhat ambiguous, sexual
harassment is defined in the eyes of the
beholder. Give yourself 1 point for each correct
answer. This score reflects how much you know

about sexual harassment. Scores can range from
0 (poorly informed about sexual harassment) to
10 (well informed about sexual harassment). If
your score was less than 5, you need to learn
more about sexual harassment.

See W. O’Donohue, ed., Sexual Harassment (Boston: Allyn and Bacon, 1997) for theory, research and
treatment. See http://www.eeoc.gov/stats/harass.html for the latest statistics.
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A recent fax poll indicated that three-fourths of the respondents felt it was
okay to date a coworker, while three-fourths disapproved of dating a superior
or subordinate. In Meritor vs. Vinson, the Supreme Court ruled that the agency
principle applies to supervisor–subordinate relationships. Employers are liable
for acts of their agents (supervisors) and can thus be held liable for sexual
harassment. Other employees might claim that the subordinate who is roman-
tically involved with the supervisor gets preferential treatment. Dating between
coworkers poses less liability for the company because the agency principle
does not apply. Policing coworker dating can also backfire: Wal-Mart lost a
lawsuit when it tried to forbid coworkers from dating.

Workplace romances may result, for the participants, in experiences that
can be positive or negative, temporary or permanent, exploitative to nonex-
ploitative. The effects of office romances can similarly be positive or negative,
or they can simply be mild diversions. Romances can be damaging to organi-
zational effectiveness, or they can occasionally enhance effectiveness through
their positive effects on participants. Two particular kinds of romances are haz-
ardous in the workplace. Hierarchical romances, in which one person directly
reports to another, can create tremendous conflicts of interest. Utilitarian
romances, in which one person satisfies the needs of another in exchange for
task-related or career-related favors, are potentially damaging in the workplace.
Though most managers realize that workplace romance cannot be eliminated
through rules and policies, they believe that intervention is a must when
romance constitutes a serious threat to productivity or workplace morale.90

Organizational Justice
Another area in which moral and ethical dilemmas may arise for people 
at work concerns organizational justice, both distributive and procedural. 
Distributive justice concerns the fairness of outcomes individuals receive. For
example, the salaries and bonuses of U.S. corporate executives became a cen-
tral issue with Japanese executives when President George Bush and American
CEOs in key industries visited Japan in 1992. The Japanese CEOs questioned
the distributive justice in keeping the American CEOs’ salaries at high levels at
a time when so many companies were in difficulty and laying off workers.

Procedural justice concerns the fairness of the process by which outcomes
are allocated. The ethical questions here do not concern the just or unjust 
distribution of organizational resources. Rather, the ethical questions in 
procedural justice concern the process. Has the organization used the correct
procedures in allocating resources? Have the right considerations, such as com-
petence and skill, been brought to bear in the decision process? And have 
the wrong considerations, such as race and gender, been excluded from the
decision process? Some research has shown cultural differences in the effects 
of distributive and procedural justice, such as between Hong Kong and the
United States.91

Whistle-Blowing
Whistle-blowers are employees who inform authorities of wrongdoings by their
companies or coworkers. Whistle-blowers can be perceived as either heroes 
or “vile wretches” depending on the circumstances of the situation. For a whistle-
blower to be considered a public hero, the gravity of the situation that the
whistle-blower reports to authorities must be of such magnitude and quality 
as to be perceived as abhorrent by others.92 In contrast, the whistle-blower is
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considered a vile wretch if others see the act of whistle-blowing as more offen-
sive than the situation the whistle-blower reports to authorities.

Whistle-blowing is important in the United States because committed orga-
nizational members sometimes engage in unethical behavior in an intense
desire to succeed. Many examples of whistle-blowing can be found in corporate
America. In a suit that may top the current record for a whistle-blower award,
a $171.6 million award was leveled against FMC Corporation, a government
defense contractor. A testing supervisor, Henry Boisvert, was fired for refusing
to sign his name to a report he thought was inaccurate. The issue in the suit was
the Bradley fighting vehicle, a tanklike troop carrier purchased by the Army that
is supposed to be able to “swim” across rivers and lakes. Boisvert tested the
Bradley and found that its viability in water was not good; in fact, it “swam”
like a rock. He wrote a report, and his supervisor told him the report was not
to leave the company. When he refused to sign a falsified report, he was fired.
Former FMC welders testified at the trial that they weren’t given enough time
to do their work and filled gaps with putty. Quality control measures were a
sham. Through Boisvert’s whistle-blowing, the government will recover dam-
ages from FMC.93 Laws are now in place to provide remedies for workers who
suffer employment discrimination in retaliation for whistle-blowing.

Organizations can manage whistle-blowing by communicating the condi-
tions that are appropriate for the disclosure of wrongdoing. Clearly delineating
wrongful behavior and the appropriate ways to respond are important organi-
zational actions.

Social Responsibility
Corporate social responsibility is the obligation of an organization to behave in
ethical ways in the social environment in which it operates. Ethical conduct at
the individual level can translate into social responsibility at the organizational
level. When Malden Mills, the maker of Polartec, burned down in 1995, the
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company’s president, Aaron Feuerstein, paid workers during the months it
took to rebuild the company. Although doing so cost the company a lot of
money and was not required by law, Feuerstein said his own values caused him
to do the socially responsible thing. Malden Mills recovered financially and
continues its success with Polartec.

Socially responsible actions are expected of organizations. Current concerns
include protecting the environment, promoting worker safety, supporting
social issues, and investing in the community, among others. Some organiza-
tions, like IBM, loan executives to inner-city schools to teach science and math.
Other organizations like Patagonia demonstrate social responsibility through
environmentalism. Firms that are seen as socially responsible have a competi-
tive advantage in attracting applicants.94

Codes of Ethics
One of the characteristics of mature professions is the existence of a code of
ethics to which the practitioners adhere in their actions and behavior. An exam-
ple is the Hippocratic oath in medicine. Although some of the individual dif-
ferences we address in Chapter 4 produce ethical or unethical orientations in
specific people, a profession’s code of ethics becomes a standard against which
members can measure themselves in the absence of internalized standards.

No universal code of ethics or oath exists for business as it does for medi-
cine. However, Paul Harris and four business colleagues, who founded Rotary
International in 1904, made an effort to address ethical and moral behavior
right from the beginning. They developed the four-way test, shown in Figure
2.2, which is now used in more than 160 nations throughout the world by the
1.2 million Rotarians in 29,000 Rotary clubs. Figure 2.2 focuses the questioner
on key ethical and moral questions.

Beyond the individual and professional level, corporate culture is another
excellent starting point for addressing ethics and morality. In Chapter 16 we
examine how corporate culture and leader behavior trickle down the company,
setting a standard for all below. In some cases, the corporate ethics may be cap-
tured in a regulation. For example, the Joint Ethics Regulation (DOD 5500.7-R,
August 1993) specifies the ethical standards to which all U.S. military person-
nel are to adhere. In other cases, the corporate ethics may be in the form of a
credo. Johnson & Johnson’s credo, shown in Figure 2.3, helped hundreds of
employees ethically address the criminal tampering with Tylenol products. In
its 1986 centennial annual report, J & J attributed its success in this crisis, as
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FIGURE 2.2 The Four-Way Test

The Four-Way Test
OF WHAT WE THINK, SAY, OR DO

1.

2.

3.

4.

Is it the TRUTH?

Is it FAIR to all concerned?

Will it build GOODWILL and better friendships?

Will it be BENEFICIAL to all concerned?
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well as its long-term business growth (a compound sales rate of 11.6 percent
for 100 years), to “our unique form of decentralized management, our adher-
ence to the ethical principles embodied in our credo, and our emphasis on
managing the business for the long term.”

Individual codes of ethics, professional oaths, and organizational credos all
must be anchored in a moral, ethical framework. They are always open to ques-
tion and continuous improvement using ethical theories as a tool for reexam-
ining the soundness of the current standard. Although a universal right and
wrong may exist, it would be hard to argue that there is only one code of ethics
to which all individuals, professions, and organizations can subscribe.

Managerial Implications: Facing 
the Challenges

The success of organizations in the new millennium will depend on managers’
ability to address the challenges of globalization, diversity, technology, and

FIGURE 2.3 The Johnson & Johnson Credo

We believe our first responsibility is to the doctors, nurses and patients,
to mothers and all others who use our products and services.
In meeting their needs everything we do must be of high quality.
We must constantly strive to reduce our costs
in order to maintain reasonable prices.
Customers' orders must be serviced promptly and accurately.
Our suppliers and distributors must have an opportunity
to make a fair profit.

We are responsible to our employees,
the men and women who work with us throughout the world.
Everyone must be considered as an individual.
We must respect their dignity and recognize their merit.
They must have a sense of security in their jobs.
Compensation must be fair and adequate,
and working conditions clean, orderly and safe.
Employees must feel free to make suggestions and complaints.
There must be equal opportunity for employment, development
and advancement for those qualified.
We must provide competent management,
and their actions must be just and ethical.

We are responsible to the communities in which we live and work
and to the world community as well.
We must be good citizens—support good works and charities
and bear our fair share of taxes.
We must encourage civic improvements and better health and education.
We must maintain in good order
the property we are privileged to use,
protecting the environment and natural resources.

Our final responsibility is to our stockholders.
Business must make a sound profit.
We must experiment with new ideas.
Research must be carried on, innovative programs developed
and mistakes paid for.
New equipment must be purchased, new facilities provided
and new products launched.  
Reserves must be created to provide for adverse times.
When we operate according to these principles,
the stockholders should realize a fair return.
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ethics. Failure to address the challenges can be costly. Think about Pepsi’s losses
to Coke in the global cola wars. Coke is winning the battle and capitalizing on
the huge opportunities and profits from global markets. A racial discrimination
lawsuit against Texaco not only cost the company millions in a settlement, but
also damaged the company’s reputation. Mitsubishi suffered a similar fate in a
sexual harassment scandal. Failure to address these challenges can mean costly
losses, damage to reputations, and ultimately an organization’s demise.

These four challenges are also important because the way managers handle
them shapes employee behavior. Developing global mind-sets among employ-
ees expands their worldview and puts competition on a larger scale. Knowing
that diversity is valued and differences are assets causes employees to think
twice about engaging in behaviors that are discriminatory. Valuing technolog-
ical change leads employees to experiment with new technologies and develop
innovative ways to perform their jobs. Sending a message that unethical behav-
ior is not tolerated lets employees know that doing the right thing pays off.

These four challenges are recurring themes that you will see throughout this
book. We will show you how companies are tackling these challenges and how
organizational behavior can be used to do this effectively, which is a must if
organizations are to remain competitive.

� Looking Back: Hewlett-Packard

The HP IT Resource Center

HP provides computing and imaging solutions and services for business and

home users around the world. To enhance the customer support experience

while decreasing costs associated with providing worldwide support services,

HP created an on-line IT Resource Center. The IT Resource Center is designed

to deliver comprehensive IT support and proactive knowledge services via the

Web. The site is the largest source of multivendor, multiplatform content for

problem resolution along with personalized services and access to expert per-

spectives, communities, and forums. One of the keys to the success of such a

center is the promise and the delivery of worldwide support in the local lan-

guages of its users. The task of building and maintaining a multilingual site of

this scale is a very complex one. Not only is there a requirement for the expert

localization of the site’s content, but the need for coordination between HP and

the localization teams, the ability to track and manage the content while it is in
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1. To ensure that their organizations meet the com-
petition, managers must tackle four important
challenges: globalization, workforce diversity,
technological change, and ethical behavior at
work.

2. The five cultural differences that affect work-
related attitudes are individualism versus collec-
tivism, power distance, uncertainty avoidance,
masculinity versus femininity, and time orienta-
tion.
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process, and sophisticated computer-assisted translation tools to speed the

work of human translators, ensuring quality translations. The site has French,

Spanish, Portuguese, and Japanese versions.

The IT Resource Center found that Uniscape, Inc., had a Web-based local-

ization solution called Uniscape GNet™. By using Uniscape GNet, HP was able

to avoid the manual manipulation of files and redundant translation work that

had slowed them down in the beginning. The new global environment

demanded that the IT Resource Center be able to accurately localize informa-

tion at Internet speeds. Uniscape GNet separates formatting from content and

compares them against a centralized Multilingual Knowledge Bank. The bank

finds all of the content that has been localized by human translators in previ-

ous work, avoiding redundant translation work. HP’s selected translators then

use specialized software to localize the documents to the appropriate language.

Once the translation of content is complete, the formatting is replaced and the

documents are routed to quality assurance in the final approval process.

Through this complex and highly sophisticated process, the HP IT Resource

Center works at Internet speeds to provide worldwide service in a global busi-

ness environment with a local touch. The IT Resource Center compliments the

600 sales and support offices and distributorships that HP maintains in more

than 120 countries. HP’s worldwide localization program aims to provide high-

technology business service in a language that people can easily understand,

because it is their language.
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1. How can managers be encouraged to develop
global thinking? How can managers dispel stereo-
types about other cultures?

2. Some people have argued that in designing expert
systems, human judgment is made obsolete.
What do you think?

3. Why do some companies encourage alternative
work arrangements?

4. What effects will the globalization of business
have on a company’s culture? How can an orga-
nization with a strong “made in America” iden-
tity compete in the global marketplace?

5. Why is diversity such an important issue? Is the
workforce more diverse today than in the past?

6. How does a manager strike a balance between
encouraging employees to celebrate their own
cultures and forming a single unified culture
within the organization?

7. Do you agree with Hofstede’s findings about U.S.
culture? Other cultures? On what do you base
your agreement or disagreement?

8. (communication question) Select one of the four
challenges (globalization, diversity, technology,
ethics) and write a brief position paper arguing
for its importance to managers.

9. (communication question) Find someone whose
culture is different from your own. This might be
a classmate, an international student, or a Native

Discussion and Communication Questions

1. What are Hofstede’s five dimensions of cultural
differences that affect work attitudes? Using these
dimensions, describe the United States.

2. What are the primary sources of diversity in the
U.S. workforce?

3. What are the potential benefits and problems of
diversity?

4. What is the reality of the glass ceiling? What
would it take to change this reality?

5. Why do employees fear technological innova-
tions, and how can managers help employees
adjust?

6. What are some of the ethical challenges encoun-
tered in organizations?

7. Describe the difference between distributive and
procedural justice.

Review Questions

3. Diversity encompasses gender, culture, personal-
ity, sexual orientation, religion, ability, social sta-
tus, and a host of other differences.

4. Managers must take a proactive approach to
managing diversity so that differences are valued
and capitalized upon.

5. Alternative work arrangements, facilitated by tech-
nology, are changing the way work is performed.

6. Through supportive relationships and training,

managers can help employees adjust to techno-
logical change.

7. Three types of ethical theories include conse-
quential theories, rule-based theories, and charac-
ter theories.

8. Ethical dilemmas emerge for people at work in
the areas of employee rights, sexual harassment,
romantic involvements, organizational justice,
whistle-blowing, and social responsibility.

transnational organization (p. 36)
guanxi (p. 36)
individualism (p. 38)
collectivism (p. 38)
power distance (p. 39)
uncertainty avoidance (p. 39)
masculinity (p. 39)
femininity (p. 39)

time orientation (p. 39)
expatriate manager (p. 40)
diversity (p. 43)
glass ceiling (p. 46)
technology (p. 51)
expert system (p. 52)
robotics (p. 52)
telecommuting (p. 53)

reinvention (p. 56)
consequential theory (p. 57)
rule-based theory (p. 57)
character theory (p. 57)
distributive justice (p. 61)
procedural justice (p. 61)
whistle-blower (p. 61)
social responsibility (p. 62)

Key Terms
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1. Preparation (pre-class)
Read the background on the International Orienta-
tion Scale and the case study “Office Supplies 
International—Marketing Associate,” complete 
the ratings and questions, and fill out the self-
assessment inventory.

2. Group Discussions
Groups of four to six people discuss their answers to
the case study questions and their own responses to
the self-assessment.

3. Class Discussion
Instructor leads a discussion on the International
Orientation Scale and the difficulties and challenges
of adjusting to a new culture. Why do some people
adjust more easily than others? What can you do to
adjust to a new culture? What can you regularly do
that will help you adjust in the future to almost any
new culture?

Office Supplies International—
Marketing Associate*
Jonathan Fraser is a marketing associate for a large
multinational corporation, Office Supplies Interna-
tional (OSI), in Buffalo, New York. He is being con-
sidered for a transfer to the international division of

OSI. This position will require that he spend be-
tween one and three years working abroad in one of
OSI’s three foreign subsidiaries: OSI-France, OSI-
Japan, or OSI-Australia. This transfer is considered a
fast track career move at OSI, and Jonathan feels
honored to be in the running for the position.

Jonathan has been working at OSI since he gradu-
ated with his bachelor’s degree in marketing ten years
ago. He is married and has lived and worked in Buf-
falo all his life. Jonathan’s parents are first-generation
German Americans. His grandparents, although
deceased, spoke only German at home and upheld
many of their ethnic traditions. His parents, although
quite “Americanized,” have retained some of their
German traditions. To communicate better with his
grandparents, Jonathan took German in high school,
but never used it because his grandparents had
passed away.

In college, Jonathan joined the German Club and
was a club officer for two years. His other collegiate
extracurricular activity was playing for the varsity
baseball team. Jonathan still enjoys playing in a
summer softball league with his college friends.
Given his athletic interests, he volunteered to be the
athletic programming coordinator at OSI, where he

Experiential Exercises

2.1 International Orientations

1. Suppose your company has the opportunity to in-
stall a marvelous new technology, but it will mean
that 20 percent of the jobs in the company will be
lost. As a manager, would you adopt the new
technology? How would you make the decision?

2. What is the most difficult ethical dilemma you
have ever faced at work or school? Why? How
was it resolved?

3. Some companies have a policy that employees
should not become romantically involved with
each other. Is this ethical? Is it ethical to have a
policy about sexual orientation for an organiza-
tion and its employees?

4. What are some of the concerns that a person
with AIDS would have about his or her job?
What are some of the fears that coworkers would
have? How can a manager balance these two sets
of concerns?

5. Suppose you are visiting Taiwan and attempting
to do business there. You are given a gift by your
Taiwanese host, who is your prospective client.
Your interpreter explains that it is customary to
exchange gifts before transacting business. You
have no gift to offer. How would you handle the
situation?

Ethics Questions

American at your university. Interview the person
about his or her culture, using Hofstede’s dimen-
sions. Also ask what you might need to know

about doing business in the person’s country
(e.g., customs, etiquette). Be prepared to share
this information in class.
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organizes the company’s softball and volleyball
teams. Jonathan has been making steady progress at
OSI. Last year, he was named marketing associate of
the year.

His wife, Sue, is also a Buffalo native. She teaches
English literature at the high school in one of the
middle-class suburbs of Buffalo. Sue took five years
off from teaching after she had a baby, but returned
to teaching this year when Janine, their five-year-old
daughter, started kindergarten. She is happy to be
resuming her career. One or two nights a week, Sue
volunteers at the city mission where she works as a
career counselor and a basic skills trainer. For fun,
she takes both pottery and ethnic cooking classes.

Both Sue and Jonathan are excited about the
potential transfer and accompanying pay raise. They
are, however, also feeling apprehensive and cautious.
Neither Sue nor Jonathan has ever lived away from
their families in Buffalo, and Sue is concerned about
giving up her newly reestablished career. Their
daughter Janine has just started school, and
Jonathan and Sue are uncertain whether living
abroad is the best thing for her at her age.

Using the three-point scale below, try to rate
Jonathan and Sue as potential expatriates. Write a
sentence or two on why you gave the ratings you did.

Rating Scale

1. Based on this dimension, this person would
adjust well to living abroad.

2. Based on this dimension, this person may or
may not adjust well to living abroad.

3. Based on this dimension, this person would not
adjust well to living abroad.

Jonathan’s International Orientation
rating and

rating dimension reason for rating
International attitudes
Foreign experiences
Comfort with differences
Participation in cultural events

Sue’s International Orientation
rating and

rating dimension reason for rating
International attitudes
Foreign experiences
Comfort with differences
Participation in cultural events

Discussion Questions: 
Office Supplies International

1. Imagine that you are the international human
resource manager for OSI. Your job is to inter-
view both Jonathan and Sue to determine whether
they should be sent abroad. What are some of the
questions you would ask? What critical informa-
tion do you feel is missing? It might be helpful
to role-play the three parts and evaluate your
classmates’ responses as Jonathan and Sue.

2. Suppose France is the country where they would
be sent. To what extent woud your ratings
change? What else would you change about the
way you are assessing the couple?

3. Now answer the same questions, except this time
they are being sent to Japan. Repeat the exercise
for Australia.

4. For those dimensions that you rated Sue and
Jonathan either 2 or 3 (indicating that they
might have a potential adjustment problem),
what would you suggest for training and devel-
opment? What might be included in a training
program?

5. Reflect on your own life for a moment and give
yourself a rating on each of the following dimen-
sions. Try to justify why you rated yourself as you
did. Do you feel that you would adjust well to
living abroad? What might be difficult for you?

rating and reason for
rating France, Japan,

rating dimension Australia (or other)
International attitudes
Foreign experiences
Comfort with differences
Participation in cultural

events

6. Generally, what are some of the potential prob-
lems a dual-career couple might face? What are
some of the solutions to those problems?

7. How would the ages of children affect the expa-
triate’s assignment? At what age should the chil-
dren’s international orientations be assessed
along with their parents?

International Orientation Scale
The following sample items are taken from the Inter-
national Orientation Scale. Answer each question
and give yourself a score for each dimension. The
highest possible score for any dimension is 20 points.
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Dimension 1: International Attitudes
Use the following scale to answer questions Q1
through Q4.

1 Strongly agree
2 Agree somewhat
3 Maybe or unsure
4 Disagree somewhat
5 Strongly disagree

Q1. Foreign language skills should be taught as early
as elementary school. _____

Q2. Traveling the world is a priority in my life.
_____

Q3. A year-long overseas assignment (from my
company) would be a fantastic opportunity for
my family and me. _____

Q4. Other countries fascinate me. _____
Total Dimension 1 __________

Dimension 2: Foreign Experiences

Q1. I have studied a foreign language.
1 Never
2 For less than a year
3 For a year
4 For a few years
5 For several years

Q2. I am fluent in another language.
1 I don’t know another language.
2 I am limited to very short and sim-

ple phrases.
3 I know basic grammatical structure

and speak with a limited vocabulary.
4 I understand conversation on most

topics.
5 I am very fluent in another lan-

guage.

Q3. I have spent time overseas (traveling, studying
abroad, etc.).

1 Never
2 About a week
3 A few weeks
4 A few months
5 Several months or years

Q4. I was overseas before the age of 18.
1 Never
2 About a week
3 A few weeks
4 A few months
5 Several months or years

Total Dimension 2 __________

Dimension 3: Comfort with Differences
Use the following scale for questions Q1 through Q4.

1 Quite similar
2 Mostly similar
3 Somewhat different
4 Quite different
5 Extremely different

Q1. My friends’ career goals, interests, and educa-
tion are . . . _____

Q2. My friends’ ethnic backgrounds are . . . _____
Q3. My friends’ religious affiliations are . . . _____
Q4. My friends’ first languages are . . . _____
Total Dimension 3 __________

Dimension 4: Participation in Cultural Events
Use the following scale to answer questions Q1
through Q4.

1 Never
2 Seldom
3 Sometimes
4 Frequently
5 As often as possible

Q1. I eat at a variety of ethnic restaurants (e.g.,
Greek, Polynesian, Thai, German). _____

Q2. I watch the major networks’ world news pro-
grams. _____

Q3. I attend ethnic festivals. _____
Q4. I visit art galleries and museums. _____
Total Dimension 4 __________

Self-Assessment Discussion Questions:
Do any of these scores suprise you?
Would you like to improve your international orien-
tation?
If so, what could you do to change various aspects
of your life?

*“Office Supplies International—Marketing Associate”
by Paula Caligiuri. Copyright © 1994 by Paula
Caligiuri, Ph.D. Information for The International Ori-
entation Scale can be obtained by contacting Paula
Caligiuri, Ph.D. at 732-445-5228 or e-mail:
paula@caligiuri.com. Reprinted by permission of the
author.

Dorothy Marcic and Sheila Puffer, Management Inter-
national, West Publishing, 1994. All rights reserved.
May not be reproduced without written permission of
the publisher.
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Divide the class into five groups. Each group should
choose one of the following scenarios and agree on a
course of action.

1. Sam works for you. He is technically capable and
a good worker, but he does not get along well
with others in the work group. When Sam has
an opportunity to transfer, you encourage him
to take it. What would you say to Sam’s poten-
tial supervisor when he asks about Sam?

2. Your boss has told you that you must reduce your
work group by 30 percent. Which of the following
criteria would you use to lay off workers?

a. Lay off older, higher paid employees.
b. Lay off younger, lower paid employees.
c. Lay off workers based on seniority only.
d. Lay off workers based on performance only.

3. You are an engineer, but you are not working on
your company’s Department of Transportation
(DOT) project. One day you overhear a conver-
sation in the cafeteria between the program
manager and the project engineer that makes
you reasonably sure a large contract will soon be
given to the ABC Company to develop and
manufacture a key DOT subsystem. ABC is a
small firm, and its stock is traded over the
counter. You feel sure that the stock will rise
from its present $2.25 per share as soon as news
of the DOT contract gets out. Would you go out
and buy ABC’s stock?

4. You are the project engineer working on the
development of a small liquid rocket engine.
You know that if you could achieve a throttling
ratio greater than 8 to 1, your system would be
considered a success and continue to receive
funding support. To date, the best you have
achieved is a 4 to 1 ratio. You have an unproven

idea that you feel has a 50 percent chance of
being successful. Your project is currently being
reviewed to determine if it should be continued.
You would like to continue it. How optimisti-
cally should you present the test results?

5. Imagine that you are the president of a company
in a highly competitive industry. You learn that
a competitor has made an important scientific
discovery that is not patentable and will give that
company an advantage that will substantially
reduce the profits of your company for about a
year. There is some hope of hiring one of the
competitor’s employees who knows the details of
the discovery. Would you try to hire this person?

Each group should present its scenario and chosen
course of action to the class. The class should then
evaluate the ethics of the course of action, using the
following questions to guide discussion:

1. Are you following rules that are understood and
accepted?

2. Are you comfortable discussing and defending
your action?

3. Would you want someone to do this to you?

4. What if everyone acted this way?

5. Are there alternatives that rest on firmer ethical
ground?

Scenarios adapted from R.A. DiBattista, “Providing a
Rationale for Ethical Conduct from Alternatives Taken
in Ethical Dilemmas,” Journal of General Psychology
116 (1989): 207–214; discussion questions adapted
with the permission of The Free Press, a Division of
Simon & Schuster, Inc. from The Manager as Nego-
tiator: Bargaining for Cooperation and Competitive
Gain by David A. Lax and James K. Sebenius 0-02-
918770-2. Copyright © 1986 by David A. Lax and
James K. Sebenius.

2.2 Ethical Dilemmas

For more practice exercises, consult the fifth edition of Organizational Behavior: Experiences and Cases by Dorothy
Marcic and Joseph Seltzer (South-Western, 1998).
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The Growth of Harley-Davidson
In 1903, William Harley and Arthur Davidson,
produced the first Harley-Davidson® motorcy-
cle for sale to the public. Manufactured in a
wooden shed, measuring 150 square feet, the
first year’s production was just three motorcy-
cles. One of these three motorcycles was sold by
the first Harley-Davidson dealer, C. H. Lang of
Chicago, Illinois.

From these humble beginnings, Harley-
Davidson grew rapidly to become the largest
motorcycle manufacturer in the world by the
early 1920s. The company’s dealer network
exploded as well. In 1920, over 2,000 dealers 
in 67 countries worldwide sold new Harley-
Davidson® motorcycles. By the 1930s, virtually
all of Harley-Davidson’s American competi-
tion was gone. During World War II, Harley-
Davidson suspended nearly all production of
civilian motorcycles in order to produce motor-
cycles for the military. However, once the war
ended, the company quickly converted back to
production for the civilian market.

In subsequent decades, Harley-Davidson
continued to grow, both domestically and inter-
nationally. This growth was fueled in part
through acquisitions. Some of these acquisitions
enabled it to capitalize on new technologies. For
instance, in the early 1960s, Harley-Davidson
acquired a significant position in the Tomahawk
Boat Manufacturing Company in recognition of
the increasing relevance of fiberglass compo-
nents in motorcycle manufacturing. In 1969,
Harley-Davidson merged with American
Machine and Foundry (AMF).

Over the years, other competitors—many
from overseas—entered the American market-
place. Beginning in the early 1970s, “a decade of
transition in the American motorcycle industry
followed, which nearly signaled the end of the
Motor Company.” However, in 1981, Harley-
Davidson senior executives bought the company
from the AMF corporate owners. The new own-
ers proceeded to turn Harley-Davidson around
in a dramatic fashion. Product innovations that
demonstrated a new commitment to quality

were initiated. Production methods were refined
and streamlined.

In 1983, two events occurred that played
significant roles in Harley-Davidson’s future
success. One event was the receipt of tariff relief
from the International Trade Commission on
all imported Japanese motorcycles 700cc or
larger. This relief was in response to Japanese
motorcycle manufacturers stockpiling unsold
motorcycles in the United States. Then, in 1987,
Harley-Davidson made business and American
history by petitioning the International Trade
Commission for “early termination of the five-
year tariffs on heavyweight motorcycles.”
Harley-Davidson was confident in its ability to
compete effectively in the international market-
place.

The second event that played a significant
role in its success after 1983 was the formation
of the Harley Owners Group® (H.O.G.). This
was one of the company’s most unique endeav-
ors. H.O.G. organized rallies and other riding
activities for its members. These clubs were
responsible for transforming motorcycling into
a family-oriented social sport. Currently, H.O.G.
is “the largest factory-sponsored motorcycle
club in the world with more than 600,000 proud
members and 1,200 chapters worldwide.”

Harley-Davidson has a loyal customer base.
In 2000, 45 percent of the Harley-Davidson pur-
chasers were previous owners. Another 30 per-
cent switched to Harleys from competitive
brands, and the remaining 25 percent had not
owned a motorcycle in the preceding five years
or were new to motorcycling.

Harley-Davidson’s customer base is chang-
ing as well. From the late 1980s to the late 1990s,
the number of female Harley customers more
than tripled, the median age of purchasers rose
by almost 10 years (from 34.7 to 44.4), and the
median income almost doubled (from $38,400
to $73,600).

Harley-Davidson continues to grow. With
corporate headquarters in Milwaukee, Wiscon-
sin, the company has parts manufacturing and
distribution facilities at several sites in Wiscon-

Case
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sin, assembly plants in Missouri and Pennsylva-
nia and overseas in Brazil, and a testing facility
in Alabama. It also invests in research and devel-
opment to provide dealers with an “ever-
improving, ever-evolving motorcycle line.” The
company has also diversified the support ser-
vices provided to dealers throughout the world.
These services include dealer management sys-
tems software as well as financing and insurance
services for both dealers and customers.

Growth continues in Latin America, Europe,
and the Asia Pacific region. “More and more
people around the world recognize Harley-
Davidson as the world’s premier brand of
motorcycle, in a distinct class all its own.”

Discussion Questions

1. How can Hofstede’s dimensions of cultural
differences help Harley-Davidson under-

stand the challenges the company may face
in pursuing global growth?

2. Can technology affect Harley-Davidson’s
competitive position in the global market-
place? If so, how?

3. What ethical challenges do you think
Harley-Davidson is likely to encounter as it
further develops its presence in the global
marketplace?

SOURCE: This case was written by Michael K.
McCuddy, The Louis S. and Mary L. Morgal Pro-
fessor of Christian Business Ethics and Professor
of Management, College of Business Adminis-
tration, Valparaiso University. This case was
developed from material contained on the
Harley-Davidson, Inc., Web site at http://www
.harley-davidson.com.
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Company Connections

http://www.chilisjobs.com/

Chili’s Grill & Bar is part of the Brinker International restaurant conglomerate,
with over 700 locations worldwide. The Tex-Mex, neighborhood-grill ambiance
attracts repeat visits from loyal customers, while Chili’s menu of juicy burgers,
spicy chili, and alcoholic beverages has earned it a place among the fastest
growing restaurant chains. Click around Chili’s jobs site and answer the fol-
lowing questions.

1. Click around the various links at the site and identify specific aspects of
Chili’s restaurant operations that relate to the four components of the
open-systems view of organizations.

2. Does the site seem to describe aspects of the company’s formal organiza-
tion or the informal organization? Give examples.

3. Chili’s is considered an industry leader in management retention. What are
some of the challenges that globalization presents to Chili’s management
worldwide? What can you find out about the company’s incentive strategy
to attract and retain good managers?

Topic Trails

http://www.uniscape.com

Globalization, workforce diversity, technological change, and ethical issues will
continue to create formidable organizational and managerial challenges to
businesses in the twenty-first century. Uniscape, a pioneer in e-commerce
globalization, is at the forefront of developing next-generation technologies
that create new efficiencies and productivity in the workplace. The firm is rec-
ognized as one of the preeminent solutions providers in the industry, provid-
ing globalization, culturalization, and localization solutions for Web sites.

1. Describe Uniscape’s mission and services, and explain how the firm is
addressing the challenges that face organizations in a changing environ-
ment.

2. Go to the “customers” link from the home page, and list some of Uni-
scape’s customers. Click on one of the customer case-study hyperlinks, and
explain how Uniscape provides solutions to meet the needs and challenges
of that customer. How might these solutions create new challenges for
managers that have to learn to operate new Web-based technologies?

3. Click on the “globalization” link from the home page, and read up on this
topic from Uniscape’s perspective. List specific reasons why companies
must think and act on a global scale according to Uniscape. How does
diversity play a role in “going global”?

Internet Exercises
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Procter & Gamble (A)
Procter & Gamble (P&G), headquartered in Cincinnati, Ohio, is a major global
marketer of a variety of consumer products. P&G’s product lines include baby
care products such as diapers, wipes, and disposable bibs; beauty care products
such as cosmetics, deodorant, hair care, skin care, and men’s and women’s fra-
grances; fabric and home care products like detergents and bleaches, fabric
conditioners, and household cleaners; feminine care products including sani-
tary pads and tampons; food and beverage products such as snacks, coffee,
shortening and cooking oils; health care products like toothbrushes, mouth-
wash, cold and allergy remedies, and various pharmaceuticals; and tissues and
towel products including facial and toilet tissues and paper towels. Some of
Procter & Gamble’s better-known brands include Tide® and Cheer® laundry
detergents, Downy® fabric softener, Mr. Clean® household cleaner, Bounty®
paper towels, Pampers® diapers, Cover Girl® cosmetics, Giorgio® fragrances,
Old Spice® deodorant, Old Spice® cologne, Head & Shoulders® shampoo, Safe-
guard® soap, Crest® toothpaste, Pepto-Bismol® stomach remedy, Scope® mouth-
wash, DayQuil® and NyQuil® cold remedies, Crisco® shortening, Folgers®
coffee, Pringles® potato chips, Sunny Delight® juice drink, and PUR® water fil-
tration systems.

Procter & Gamble’s varied product lines grew out of a business that was
established over 160 years ago to produce soaps and candles. William Procter,
an English immigrant, and James Gamble, an Irish immigrant, formed Procter
& Gamble as a partnership in 1837. The business flourished, and by 1890, Proc-
ter & Gamble had grown into a multimillion-dollar operation. The partners
incorporated to raise additional capital for further expansion.

As P&G grew, so did its global presence. Its first manufacturing plant out-
side the United States was in Canada in 1915. Its first overseas subsidiary was
developed in England in 1930. P&G’s Middle East business was established in
1961. Operations began in Japan in 1971, and joint venture manufacturing
started in China in 1988. While only a sampling of P&G’s global expansions,
these examples reflect the company’s growing presence throughout the world.
With approximately $39.2 billion in sales in fiscal year 2000/2001, Procter &
Gamble now sells about 300 different brands in seven product lines to almost
5 billion customers in over 140 countries. P&G employs more than 110,000
people worldwide and has on-the-ground operations in more than 70 nations.

Procter & Gamble has long been an innovator in developing new products,
developing and applying technology, and managing its employees. More
recently, P&G has gained recognition for its attention to environmental issues
and animal rights.

From the early days of making soaps and candles, innovative new products
were developed and “rolled out one after another.” Among these product inno-
vations were Ivory Flakes® (a soap in flake form), Crisco® (the first all-vegetable
shortening), Pampers® (the first disposable diapers), Olean® (a fat-free cook-
ing oil), Febreze® (a product for removing odors from fabrics), and Actonel (a
drug for the treatment and prevention of postmenopausal osteoporosis), to
name but a few.

COHESION CASE: PART I
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Technological innovations have characterized P&G as well. For instance, in
developing Ultra Pampers® and Luvs Super Baby Pants®, P&G used a new tech-
nology that made diapers thinner. Another example is provided by the refill
packs for liquid products that were introduced in Germany in 1988. These refill
packs significantly reduced the amount of packaging that was needed, which,
in turn, reduced solid waste. In 1990, P&G introduced product packaging that
was made from 100 percent recycled plastics. In 2000, P&G partnered with
Institutional Venture Partners to launch reflect.com, the first interactive, per-
sonalized beauty company. Scientists at P&G Pharmaceuticals, a division of
Procter & Gamble Health Care, are currently focusing on developing new tech-
nologies and reapplying existing technologies for the development of drugs and
therapies to treat cardiovascular and related diseases, infectious diseases, and
musculoskeletal diseases.

All this technological innovation has not gone unnoticed. In 1995, the
United States awarded the National Medal of Technology to Procter & Gam-
ble in recognition of its achievements in “creating, developing, and applying
advanced technologies to consumer products that have helped improve the
quality of life for billions of consumers worldwide.” P&G has been consistently
recognized as a leading innovator in the use of Information Technology. For
instance, in 1998, the company received the Enterprise Value Award from CIO
Magazine for “achieving dramatic business value through innovative applica-
tion of Information Technology.”

Procter & Gamble has also been credited as an innovator and leader in
dealing with environmental issues and animal rights issues. P&G has been rec-
ognized throughout the world for its efforts at waste reduction and environ-
mental protection. The United States Environmental Protection Agency, the
state of California, the Mexico EPA and Ministry of Social Development, 
the Personnel Management Association of the Philippines, the Minister of the
Environment in Turkey, and the World Environmental Center, among others,
have cited Procter & Gamble for its environmental record. In 2001, the Humane
Society of the United States recognized “P&G’s longstanding financial and sci-
entific commitment to advancing alternatives to animal testing.”

Not only has P&G been an innovator in terms of products, technology, the
environment, and animal rights, it has also been an innovator with regard to
its human resources. For example, in building a new production facility in
1886, P&G incorporated “the latest technological advances with a pleasant
work environment for employees—a progressive approach at that time.” Then
in 1887, the company implemented a pioneering profit-sharing program for its
factory employees. In 1919, William Cooper Procter, grandson of William
Procter, one of the founders, revised the company’s articles of incorporation to
include the provision that the “interests of the Company and its employees are
inseparable.” Years later, in 1994, the United States Department of Labor pre-
sented the company the Opportunity 2000 Award, recognizing its commitment
to equal employment opportunity and workforce diversity. In recent years,
P&G has been recognized by Fortune magazine, The Wall Street Journal/Harris
Interactive, Hispanic Magazine and Working Mother magazine, among others,
as a great place for women and minorities to work.
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The inseparable interests of the company and its employees have become
one of Procter & Gamble’s eight guiding principles. Additional guiding princi-
ples further attest to the important role that people play at Procter & Gamble,
as well as to the company’s orientation toward innovation for marketplace suc-
cess. As currently stated, Procter & Gamble’s basic guiding principles are the
following:

“We show respect for all individuals.

“The interests of the company and the individual are inseparable.

“We are strategically focused in our work.

“Innovation is the cornerstone of our success.

“We are externally focused.

“We value personal mastery.

“We seek to be the best.

“Mutual interdependency is a way of life.”

These eight principles describe how Procter & Gamble strives to work.
Worldwide, P&G employees strive to follow these principles in working toward
a common objective. This common objective is expressed in the company’s
Statement of Purpose:

“We will provide products of superior quality and value that improve the lives
of the world’s consumers.

“As a result, consumers will reward us with leadership sales, profit and value
creation, allowing our people, our shareholders, and the communities in which
we live and work to prosper.”

Procter & Gamble’s eight principles and Statement of Purpose provide 
a solid foundation to guide company operations, managerial decisions, 
and employee behavior. Even as P&G seeks to strengthen its operations 
and market position, it remains faithful to the guiding principles and Statement
of Purpose. For example, being ever vigilant of the global business environ-
ment, P&G, in the early 1990s, launched a major program to improve organi-
zational effectiveness and ensure global cost competitiveness. Through this
organizational improvement program, P&G sought “to get its best ideas to
market faster and more cost efficiently than ever before, providing con-
sumers with better value.” A further effort to improve its global competi-
tive position and success was announced in September 1998. Called Organiza-
tion 2005, “a global organization design to drive innovative ideas to world 
markets faster,” this was a major plan to reorganize the company and change
its culture.

Discussion Questions

1. What is Procter & Gamble’s business philosophy and approach? How does
its business philosophy and approach help it to compete in the market-
place?

2. What lessons about leading and managing organizations does Procter &
Gamble provide?
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3. Which of the organizational challenges––globalization, diversity, technol-
ogy, and ethics––are likely to have the greatest impact on Procter & Gam-
ble’s future operations? Explain your answer.

SOURCE: This case was written by Michael K. McCuddy, The Louis S. and 
Mary L. Morgal Professor of Christian Business Ethics and Professor of Man-
agement, College of Business Administration, Valparaiso University. This case
was developed from material contained on Procter & Gamble’s Web site at
http://www.pg.com/main.jhtml.
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