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Overview of the Chapter


One major task facing managers is to establish the structure of task and reporting relationships that will allow organizational members to use resources most efficiently and effectively. Structure alone, however, does not provide the incentive or motivation for people to behave in ways that help achieve organizational goals. The managerial functions of organizing and controlling are inseparable, and effective managers must learn to make them work together in a harmonious way.


This chapter looks in detail at the nature of organizational control and describes the steps in the control process. It discusses three types of control available to managers to control and influence organizational members—output control, behaviour control, and clan control. 

Learning Objectives

1. Define organizational control, and describe the four steps of the control process.

2. Identify the main output controls, and discuss their advantages and disadvantages as means of coordinating and motivating employees.

3. Identify the main behaviour controls, and discuss their advantages and disadvantages as means of coordinating and motivating employees.

4. Explain why clan control is most effective for control in innovative organizations.

5. Explain how culture can control managerial behaviour.

Key Terms

bureaucratic control

clan control

concurrent control

control systems

feedback control

feedforward control

operating budget

Lecture Outline

A CASE IN CONTRAST. “Different Approaches to Out put Control Create Different Cultures.” The CEOs at Giddings and Lewis and at Gateway used performance goals in different ways to turn their organizations around and control their managers.

I.
WHAT IS ORGANIZATIONAL CONTROL?

A.
Key Concepts.

1.
Controlling is the process whereby managers monitor and regulate how efficiently and effectively an organization and its members are performing the activities necessary to achieve organizational goals.

2.
In planning and organizing, managers develop the organizational strategy and structure that allow the organization to use resources most effectively.

3.
In controlling, managers monitor and evaluate whether their organization’s strategy and structure support the plans and how they could be improved or changed.

B.
The Importance of Organizational Control.

Figure 13.1:  “How Does Control Help Managers?” shows the six items that control helps managers to do.

1.
Control systems make organizations more successful by helping managers to do the following:
a.
Adapt to change and uncertainty by anticipating changes and being prepared for them.

b.
Discover irregularities and errors.

c.
Reduce costs, increase productivity, or add value.

d.
Detect opportunities, such as new markets, demographic changes, and new suppliers.

e.
Deal with complexity, especially as organizations become large.

f.
Decentralize decision making and facilitate teamwork.

C.
Steps in the Control Process.

Figure 13.2:  “Steps in Organizational Control” outlines the questions asked in each of the four steps of the control process.
1.
Step 1: Establish the standards of performance, goals, or targets against which performance is to be evaluated.

a.
The standards of performance measure efficiency, quality, responsiveness to customers, and innovation.

i.
At the corporate level, a standard of performance that measures efficiency is operating costs, the actual costs of producing goods and services.

ii.
Top managers set up a specific corporate goal, such as reducing operating costs by 10 percent.

iii.
Corporate managers then evaluate divisional managers for their ability to reduce operating costs within their divisions.

b.
Performance standards selected at one level effect those at the other levels.

c.
Managers can set a variety of standards including time, output, quality, and behaviour standards.

i.
Time standards refer to how long it is supposed to take to complete a task.

ii.
Output standards refer to the quantity of the service or product the employee is to produce.

iii.
Quality standards refer to the quality expected in the delivery of goods or services.

iv.
Behaviour standards govern things like hours worked, dress code, or how one interacts with others.  

2.
Step 2: Measure actual performance.

a.
Managers can measure or evaluate two things:

i.
The actual outputs that result from the behaviour of their members.

ii.
The behaviours themselves.

b.
When an organization performs complex, non routine activities it is more difficult to measure outputs or behaviour.

i.
Managers tend to first use output measures, as outputs are easier to measure than behaviour.

ii.
Then managers develop performance measures or standards that allow them to evaluate behaviours.

3.
Step 3: Compare actual performance against chosen standards of performance.

a.
Managers evaluate whether performance deviates from the standards of performance chosen in Step 1.

b.
If performance is higher than expected, managers might decide to raise the standards.

c.
If performance is too low and standards are not met, managers must decide to take corrective action.

4.
Step 4: Evaluate the result and initiate corrective action if the standard is not being achieved.

a.
Whether performance standards have been met or not, managers can learn a lot during this step.

b.
Sometimes, performance problems occur because the standard was too high.

5.
Establishing targets and designing measurement systems is more difficult for managers because of the high level of uncertainty in the environment.

a.
It is vital for managers to design control system to alert them to problems so that they can be dealt with before they become threatening.

b.
Managers may not be satisfied with bringing organizational performance up to standard; they want to push that standard forward.

D.
Control Systems.

1.
Control systems are formal target-setting, monitoring, evaluation, and feedback systems that provide managers with information about how well the organization’s strategy and structure are working.

a.
Effective control systems alert managers when something is going wrong and give them time to respond to opportunities and threats.

b.
An effective control system has three characteristics:

i.
It is flexible enough to allow managers to respond as necessary to unexpected events.

ii.
It provides accurate information.

iii.
It provides managers with the information in a timely manner.

2.
New forms of information technology have revolutionized control systems because they ease the flow of accurate and timely information.

3.
Control systems are developed to measure performance at each stage in the conversion of inputs into finished goods and services.

Figure 3.3:  “Three Types of Control” matches the type of control to the stage of production.
a.
Before the work begins, managers use feedforward control to anticipate problems before they arise.

i.
Examples include stringent supply specifications, screening job applicants, and a timely management information system.

b.
During the actual production phase, concurrent control gives managers immediate feedback on how efficiently inputs are being transformed into outputs so problems are corrected as they arise.

i.
Concurrent control alerts managers to the need to react quickly to the source of the problem.

ii.
Concurrent control is at the heart of total quality management programs.

c.
Once the work is completed, managers use feedback control to provide information about customers’ reactions to goods and services so that corrective action can be taken if necessary.

i.
Examples include monitoring customer returns or fluctuations in sales.

Lecture Enhancer 13.1:  “Using the Exit Interview as Control”

E.
Styles of Control.

1.
Managers use three styles of control to govern and regulate organizational activities: output, behaviour and clan control.

Figure 13.4:  “Three Organizational Control Systems” matches the style of control to the mechanisms of control.
II.
OUTPUT CONTROL

A.
All managers develop a system of output control for their organizations.

B.
Financial Measures of Performance.

Table 13.1:  “Four Measures of Financial Performance” shows the ratios used in measuring financial performance.

1.
Top managers use various financial measures to evaluate performance.

a.
Profit ratios measure how efficiently managers are using the organization’s resources to generate profits.

i.
Return on investment (ROI) is an organization’s net income before taxes, divided by its total assets.

•
It is the most commonly used financial performance measure.

•
ROI allows managers of one organization to compare performance with that of other organizations.

ii.
Gross profit margin is the difference between the amount of revenue generated and the resources used to produce the product.

•
It provides information about how efficiently an organization is using its resources.

b.
Liquidity ratios measure how well managers have protected organizational resources so as to be able to meet short-term obligations.

i.
The current ratio (current assets divided by current liabilities) tells managers whether they have the resources to meet claims for short-term creditors.

ii.
The quick ratio tells whether they can pay these claims without selling inventory.

c.
Leverage ratios such as the debt-to-assets ratio and the times-covered ratio measure the degree to which managers use debt or equity to finance ongoing operations.

d.
Activity ratios provide measures of how well managers are creating value from assets.

i.
Inventory turnover measures how efficiently managers are turning over inventory.

ii.
Days sales outstanding provides information on how efficiently managers are collecting revenue from customers.

2.
The objectivity of financial measures of performance is the reason why so many managers use them to assess efficiency and effectiveness.

3.
Financial information by itself does not provide managers with all the information they need.

a.
Financial results inform managers about the results of decisions they have already made.

b.
They do not tell managers how to find new opportunities to build competitive advantage.

C.
Organizational Goals.

1.
Once top managers have set the overall goals, they then establish performance standards for the divisions and functions.

2.
By evaluating how well performance matches up to the goals set, it can be determined whether plans have been met or adjustments are needed.

D.
Operating Budgets.

1.
The next step in developing an output control system is to establish operating budgets.

2.
An operating budget is a blueprint that states how managers intend to use organizational resources to achieve organizational goals efficiently.

a.
Managers at one level allocate to subordinate managers a specific amount of resources to use to produce goods and services.

b.
These lower-level managers are evaluated for their ability to stay within the budget and to make the best use of resources.

3.
Large organizations often treat each division as a stand-alone responsibility center, then evaluate each division’s contribution to corporate performance.

a.
Managers may be given a fixed budget and evaluated for the amount of goods or services they can produce (a cost or expense budget approach.)

b.
Or managers may be asked to maximize the revenues from the sales of goods and services produced (a revenue budget approach.)

c.
They may be evaluated on the difference between the revenues generated and the budgeted cost of making those goods and services (a profit budget approach.)

E.
Problems with Output Control.

Figure 13.5:  “Pitfalls of Output Control” shows four potential problems: goals that are too difficult may not motivate or may lead to unethical behaviour or a short-term emphasis, and controls may not be responsive enough to changes.
1.
Managers must be sure that the output standards motivate all managers and do not cause managers to behave in inappropriate ways to achieve organizational goals.

a.
Problems can occur if the standards are unrealistic.
b.
Managers should be most concerned about the long term.

c.
If conditions change, it is better for top managers to communicate to managers lower in the hierarchy that they are aware and willing to revise goals and standards.

2.
The inappropriate use of output control systems can lead lower-level managers and workers to behave unethically.

3.
Output control needs to be flexible enough to accommodate changes in the environment.

III.
BEHAVIOUR CONTROL.

A.
The Need for Behaviour Control Systems.

1.
Organizational structure by itself does not provide any mechanism that motivates managers’ and nonmanagerial employees’ behaviour.

2.
An organization structure will work as designed only if managers also establish control systems that allow them to shape employee behaviour.

Lecture Enhancer 13.2:  “The Control Experiments”

B.
Direct Supervision.

1.
The most immediate and potent form of behaviour control is direct supervision by managers.

a.
When managers personally supervise subordinates, they lead by example.

b.
Control through personal supervision can be a very effective way of motivating employees.

2.
Certain problems are associated with direct supervision.

a.
It is very expensive in that many managers will be needed and the costs will increase.

b.
Direct supervision can demotivate subordinates if they feel that they are not free to make their own decisions.

c.
For many jobs direct supervision is not feasible.

C.
Management by Objectives.

1.
To allow managers to monitor progress toward achieving goals, many organizations use some version of management by objectives (MBO).

a.
Management by objectives is a system of evaluating subordinates for their ability to achieve specific organizational goals or performance standards and to meet operating budgets.

b.
Most organizations use MBO because it is pointless to establish goals and then fail to communicate the goals and their measurement to employees.

2.
Managers and their subordinates need to periodically review the subordinates’ progress toward meeting goals.

3.
In companies that decentralize responsibility to empowered teams, managers review team accomplishments and the reward systems are linked to team performance, not to the performance of any one team member.
D.
Bureaucratic Control.

1.
When direct supervision is too expensive and MBO is inappropriate, managers may use bureaucratic control.

2.
Bureaucratic control is control of behaviour by means of a comprehensive system of rules and standard operations procedures (SOPs).

3.
Rules and SOPs guide behaviour and specify what employees are to do when they confront a problem.

a.
It is the responsibility of a manager to develop rules that allow employees to perform their activities efficiently and effectively.

b.
When employees follow the rules, their behaviour is standardized—actions are performed in the same way time and time again.

c.
There is no need to monitor the outputs of behaviour because standardized behaviour leads to standardized outputs.

4.
Service organizations attempt to standardize the behaviour of employees.

a.
Employees are trained to follow the rules that have proved to be most effective.

b.
The better trained the employees are, the more standardized is their behaviour, and the more trust managers can have that outputs will be consistent.

E.
Problems with Bureaucratic Control.

1.
With a bureaucratic control system in place, managers can manage by exception and intervene only when necessary.

2.
Problems associated with bureaucratic control can reduce organizational effectiveness.

a.
Establishing rules is always easier than discarding them.

b.
Because rules constrain and standardize behaviour, there is a danger that people become so used to automatically following rules that they stop thinking for themselves.

i.
Innovation is incompatible with the use of extensive bureaucratic control.

3.
Bureaucratic control is most useful when organizational activities are routine and when employees are making programmed decisions.

4.
It is less useful where nonprogrammed decisions have to be made and managers have to react quickly to changes.

F.
To use output control and behaviour control, managers must be able to identify the outcomes they want to achieve and the behaviours they want to perform to achieve these outcomes.

IV.
CLAN CONTROL

A.
Output and behaviour control are inappropriate for several reasons.

1.
Not all employees can be observed on a day-to-day basis.

2.
Rules and SOPs are of little use in crisis situations or situations requiring innovation.

3.
Output controls can be a crude measure of performance quality and can actually harm performance in some instances.
a.
Professionals such as scientists, doctors and professors often have jobs that are relatively ambiguous in terms of SOPs.

B.
How Clan Control Works.

1.
Clan control is the control exerted on individuals and groups in an organization by shared values, norms, standards of behaviour, and expectations.

a.
Clan control is not an externally imposed system; rather, employees it comes from organizational culture.

2.
Clan control is an important source of control for two reasons:

a.
It makes control possible in situations where managers cannot use output or behaviour control.

b.
When a strong and cohesive set of organizational values and norms is in place, employees focus on thinking about what is best for the organization in the long run.

c.
Employees of some organizations go out of their way to help their organization because the organization has a strong and cohesive organizational culture.

C.
How Culture Controls Managerial Action.

1.
The way in which organizational culture shapes and controls employee behaviour is evident in the way managers perform their four main functions.

Table 13.2:  “How Culture Controls Action” shows the differences in the four management functions for between conservative and innovative organizations.

2.
Planning.

a.
Top managers in an organization with an innovative culture are likely to encourage lower-level managers to participate in the planning process.

b.
Top managers in an organization with conservative values are likely to emphasize formal top-down planning.

3.
Organizing.

a.
Managers in an innovative culture are likely to try to create an organic structure, one that is flat, with few levels in the hierarchy, and in which authority is decentralized.

b.
Managers in a conservative culture are likely to create a well-defined hierarchy of authority and establish clear reporting relationships.

4.
Leading.

a.
In an innovative culture, managers are likely to lead by example.

b.
Managers in a conservative culture are likely to develop management by objectives systems and to constantly monitor subordinates’ progress towards goals.

5.
Controlling.

a.
Managers who want to encourage innovative values and norms choose output and behaviour controls that measure performance in the long run.

b.
Managers who want to encourage conservative values choose specific, difficult goals for subordinates, frequently monitor progress, and develop a clear set of rules.

6.
The actions that managers take can have an impact on the performance of the organization—organizational culture, managerial action, and organizational performance are linked together.

V.
SUMMARY AND REVIEW

Learning Objectives Revisited

Learning Objective 1.  Define organizational control, and describe the four steps of the control process.

· Controlling is the process whereby managers monitor and regulate how efficiently and effectively an organization and its members are performing the activities necessary to achieve organizational goals.

· Control systems are formal target-setting, monitoring, evaluation, and feedback systems that provide managers with information about how well the organization’s strategy and structure are working.

· An effective control system has three characteristics: flexibility, accuracy, and timeliness.

· At the input stage, managers use feedforward control to anticipate problems before they arise so that problems do not occur later, during the conversion process.

· At the conversion stage, concurrent control gives managers immediate feedback on how efficiently inputs are being transformed into outputs.

· At the output stage, managers use feedback control to provide information about customers’ reactions to goods and services so that corrective action can be taken if necessary.

· The control process consists of four steps:

· Step 1: Establish the standards of performance, goals, or targets against which performance is to be evaluated.

· Step 2: Measure actual performance.

· Step 3: Compare actual performance against chosen standards of performance.

· Step 4: Evaluate the result and initiate corrective action if the standard is not being achieved.

Learning Objective 2.  Identify the main output controls, and discuss their advantages and disadvantages as means of coordinating and motivating employees.

· Top managers use various financial measures to evaluate performance.

· Profit ratios measure how efficiently managers are using the organization’s resources to generate profits.

· Liquidity ratios measure how well managers have protected organizational resources so as to be able to meet short-term obligations.

· Leverage ratios such as the debt-to-assets ratio and the times-covered ratio measure the degree to which managers use debt or equity to finance ongoing operations.

· Activity ratios provide measures of how well managers are creating value from assets.

· Once top managers have set the overall goals, they then establish performance standards for the divisions and functions.

· An operating budget is a budget that states how managers intend to use organizational resources to achieve organizational goals.

· Managers must be careful that the output standards do not cause managers to behave in inappropriate ways to achieve organizational goals.

Learning Objective 3.  Identify the main behaviour controls, and discuss their advantages and disadvantages as means of coordinating and motivating employees.
· An organization structure will work as designed only if managers also establish control systems that allow them to shape employee behaviour.

· The most immediate and potent form of behaviour control is direct supervision by managers.

· To provide a framework within which to evaluate subordinates’ behaviour, many organizations implement some version of management by objectives (MBO.)
· Bureaucratic control is control of behaviour by means of a comprehensive system of rules and standard operations procedures.

Learning Objective 4.  Explain why clan control is most effective for control in innovative organizations.

· Output and behaviour control are inappropriate for several reasons.

· Not all employees can be observed on a day-to-day basis.

· Rules and SOPs are of little use in crisis situations or situations requiring innovation.

· Output controls can be a crude measure of performance quality and can actually harm performance in some instances.

· Clan control is the control exerted on individuals and groups in an organization by shared values, norms, standards of behaviour, and expectations.

· Clan control is not an externally imposed system; rather, employees it comes from organizational culture.

· It makes control possible in situations where managers cannot use output or behaviour control.

· When a strong and cohesive set of organizational values and norms is in place, employees focus on thinking about what is best for the organization in the long run.

· Employees of some organizations go out of their way to help their organization because the organization has a strong and cohesive organizational culture.

Learning Objective 5.  Explain how culture can control managerial behaviour.
· The way in which organizational culture shapes and controls employee behaviour is evident in the way managers perform their four main functions.

· Top managers in an organization with an innovative culture are likely to encourage lower-level managers to participate in the planning process, whereas those with conservative values are likely to emphasize formal top-down planning.

· Managers in an innovative culture are likely to try to create an organic structure, one that is flat, with few levels in the hierarchy, and in which authority is decentralized, whereas in a conservative culture are likely to create a well-defined hierarchy of authority and establish clear reporting relationships.

· In an innovative culture, managers are likely to lead by example. Managers in a conservative culture are likely to develop management by objectives systems and to constantly monitor subordinates’ progress towards goals.

· Managers who want to encourage innovative values and norms choose output and behaviour controls that measure performance in the long run, whereas managers who want to encourage conservative values choose specific, difficult goals for subordinates, frequently monitor progress, and develop a clear set of rules.

· The actions that managers take can have an impact on the performance of the organization—organizational culture, managerial action, and organizational performance are linked together.

Lecture Enhancers

Lecture Enhancer 13.1

USING THE EXIT INTERVIEW AS CONTROL


Feedback on problems is the only way to prevent them from recurring. One often-overlooked way of getting this feedback from employees is through the exit interview. Interviews with employees who voluntarily leave the organization serve a dual purpose. For the employee, exit interviews are a chance to say many things they haven’t been able to say before. For employers, the interviews can be an excellent source of information. Many companies, however, do not conduct exit interviews or conduct them ineffectively.


A good exit interview should consist of structured and unstructured questions. If the employee is counting on a reference, he or she may be unwilling to be too truthful. To put the employee at ease and get honest information, some human resource professionals recommend writing the reference in advance and letting the employee know at the beginning of the interview. Then questions such as the following can be used to get honest information about the company as a whole.


“What did you like most about working here?” This helps gain insight into how the employee perceives the corporate culture. At AT&T one of the answers most frequently heard is that they appreciated the benefits package. When exiting employees mention this, it reaffirms to the company that the investment in benefits is paying off.


“What do you feel good about having accomplished?” This helps determine what responsibilities gave the employee a sense of accomplishment.


“If you were in charge here, what would you change?” This question is used to give the employee a chance to figuratively change the work environment. Prepare for a candid answer.


“What best helped you achieve your goals?” This is where managers find out which employee-support systems are working and which are not. If, for example, the vice president’s open door policy was useful in getting some project underway, the policy could be encouraged among other senior management.


“What did you dislike about the work environment here?” An exit interview survey at a Boston hospital showed that twenty percent said they had problems with the work schedule and 15 percent said they disliked their direct supervisor. This information encouraged hospital administrators to implement schedule alternatives and management training for supervisors.


Finally, the exit interview information should be used. Managers at AT&T produce a twice-yearly, in-depth analysis of exit-interview findings which are presented to the senior vice president of human resources. The information is used to reexamine policies, make suggestions for change, and generally help retain skilled employees. Some of the best ideas have come from people who are leaving.

Lecture Enhancer 13.2

THE CONTROL EXPERIMENTS


In Search of Excellence, the Peters and Waterman study of America’s excellent corporations, recounted an experiment conducted by an industrial psychologist. The subjects were given some difficult puzzles to solve and some rather dull proofreading to do. While they attempted these chores, a raucous audiotape consisting of one person speaking Spanish, two people speaking Armenian, a mimeograph machine running, a chattering typewriter, and street noise ran in the background. Half the subjects were given a button they could push to suppress the noise. The other half were not. Those with buttons to push solved five times more puzzles and made one-quarter as many proofreading errors as those who had no button. The news was that never once (and the experiment was repeated several times) did anyone ever push his or her button. The mere fact that people perceived that they had a modicum of control over their destiny—the option of pushing the button—led to an enormous improvement in performance.


In the follow-up book, A Passion for Excellence, another experiment is described, this one at Edison, New Jersey, site of a Ford Motor assembly plant. They had begun an experiment that parallels the one in the lab. Every person on the line in the huge facility was given access to a button that he or she could push to shut down the line—quite a gutsy move on the part of the plant manager. The results that follow occurred during the first 10 months of the experiment.


To begin with, Edison, New Jersey, is not like an industrial psychology lab. People did push their buttons at Edison. To be precise, they shut the facility down 30 times the first day and about 10 times a day thereafter. The good news is that after the first day the average shutdown lasted only about 10 seconds—just time enough to make a quality adjustment, a tweak, a twist, a turn, to tighten up a nut or bolt.


Productivity in the plant did not change. Three other indicators, however, are worthy of note. The number of defects per car produced dropped during the first months of the experiment from 17.1 per car to 0.8 per car. The number of cars requiring rework after they had come off the line fell by 97 percent. And the backlog of union grievances plummeted. Moreover, the change in attitude was as extreme as the numbers. One old pro on the line commented, “It’s like someone opened the window and we can breathe.”

Notes for Topics for Discussion and Action

1.
What is the relationship between organizing and controlling?


The text defines controlling as the process whereby managers monitor and regulate how efficiently and effectively and organization and its members are performing the activities necessary to achieve organizational goals. 


In previous chapters the text defines planning and organizing as the process whereby managers develop the organizational strategy and structure that they hope will allow the organization to use resource most effectively to create value for customers.


In order to control the organization, managers must monitor and evaluate whether their organization’s strategy and structure (which was developed during the organizing function) are working as they intended, how they could be improved, and how they might be changed if they are not working.

2.
How do output control and behaviour control differ?


In an output control system managers must first choose the set of goals or output performance standards or targets that they think will best measure efficiency, quality, innovation, and responsiveness to customers for their organization. Then they measure whether or not the performance goals and standards are being achieved at the four main levels in an organization (corporate, divisional, functional, and individual levels.)


As its name insinuates, behaviour control systems involve providing mechanisms to ensure that workers behave in ways that make the structure work. It concentrates on controlling the behaviour of the workers opposed to their output or results. The three kinds of behaviour control systems are direct supervision, monitoring progress toward goals, and bureaucratic control.

3.
Ask a manager to list the main performance measures that he or she uses to evaluate how well the organization is achieving its goals.


(Note to Instructors: The following are some examples of performance measures)


Managers can use financial measures to determine the performance of the company. These include financial ratios such as profit ratios, leverage ratios and activity rations (mentioned in the text.) If organizational goals are used such as: the company must be first or second in its industry in terms of level of profit; increase the level of sales; increase the quality of inputs or lower their costs; develop a number of new products or patents, a manager would need to measure the respective activities and compare them against the goals to evaluate performance. If operating budgets are used to measure performance then budget are set for functions, divisions, or products and then actual figures are measured against budgeted figures at different time intervals throughout the budgeted period.

4.
Ask the same manager or a different manager to list the main forms of output control and behaviour control that he or she uses to monitor and evaluate employee behaviour.


Examples of output control systems include: financial controls, organizational goals and operating budgets. Examples of behaviour control systems include: direct supervision monitoring progress toward goals and bureaucratic control.

5.
Why is it important for managers to involve subordinates in the control process?


It is very important to involve subordinates in the control process in order to achieve success in any organization. If subordinates are involved in setting the goals and standards, they will feel a sense of ownership toward them which will motivate them to work to achieve those goals. They will be more committed to goals that they helped to design which will also ensure that unrealistic goals are not created. As we saw in A Case In Contrast, William Fife of Giddings and Lewis, dictated the goals that his managers were expected to achieve which resulted in a competitive environment that destroyed the corporate culture.

6.
What clan control, and how does it affect the way employees behave?


Clan control relies on organizational culture and is the control exerted on individuals and groups in an organization by shared values, norms, standards of behaviour, and expectations. If organizational culture is in place then employees are not controlled by some external system of constraints, but rather, employees make organizational values and norms their own, and then they make decisions and act in accordance with these values and norms. Employees also become focused on thinking about what is best for the organization in the long run, taking actions and making decisions that are oriented toward helping the organization to perform well.

7.
What kind of controls would you expect to find most used in (a) a hospital, (b) the Armed Forces, (c) a city police force. Why?


A hospital would make the most use of output and behaviour control systems. One use of output controls is found on the financial side of the hospital administration. Financial controls such as ratios are used to determine the economic health of the hospital such as the number of days outstanding for receivables. Operating budgets are used for each department as well as each function (i.e., marketing and advertising) of the hospital. Organizational goals such as the desire to achieve the best reputation in the treatment of hear disease are usually established.


Behaviour controls such as direct supervision and bureaucratic control and very common. Interns and residents of the hospital are regularly monitored to ensure that they are making the correct diagnosis for patients. Bureaucratic controls are evident in the abundance of rules, policies and procedures that are established and expected to be adhered to. This is done to ensure safety, health and well-being of the employees and patients of the hospital. 


The Armed Forces primarily uses behaviour and clan control systems. Enlistees behaviour is constantly monitored and they are expected to follow a plethora of rules, including the way that they should walk, talk and respond to superiors. There is a deep culture entrenched in the military. Since members of the Armed Forces are representing their country and their arm of the military at all times there is a high level of behaviour that is expected of them, especially when they are in uniform


A city police force uses output, behaviour and clan control systems. Since the city established a budget for the police force, they are under the control of their output. They are expected to keep the crime level below certain levels working within their budget. Behaviour controls are used when policemen are expected to follow established procedures in many of their duties. A culture is created within the police force in regards to the way that they fulfill their duties. Since they are there to protect the people of the city they should deal with the community in a professional manner and develop a trusting relationship with its members.

Notes for Building Management Skills

Understanding Controlling

1.
At what levels does control takes place in this organization?


Control can take place at the corporate, divisional, functional, and individual levels.

2.
Which output performance standards (such as financial measures and organizational goals) do managers use most often to evaluate performance at each levels? 


Performance standards include financial measures (such as ratios), organizational goals, operating budgets. Refer to the answer to question #3 in Topics for Discussion and Action for examples of these standards.

3.
Does the organization have a management by objectives system in place? If it does, describe it. If it does not, speculate about why not?


Management by objectives (MBO) is a system of evaluating subordinates by their ability to achieve specific organizational goals or performance standards and to meet operating budgets. Without measuring whether goals or standards are met, it is pointless to establish them because one would never now if they were achieved. A management by objective system involves the following steps:

(1) Specific goals and objectives are established at each level of the organization.

(2) All levels of employees participate in the goal setting is a process.

(3) Periodic reviews are made of progress toward meeting goals.

4.
How important is behaviour control in this organization? For example, how much of managers’ time is spent directly supervising employees? How formalized is the organization? Do employees receive a book of rules to instruct them about how to perform their jobs? 


Behaviour control systems are use to enable managers to keep their subordinates on track and make their organizational structures work as they are designed to. Direct supervision is used when managers actively monitor and observe the behaviour of their subordinates, teach subordinates the kinds of behaviours that are appropriate and inappropriate, and intervene to take corrective action as needed. It is a very effective way of motivating employees but there are certain problems associated with direct supervision. First, it is very expensive because each manager can only personally manage a small number of subordinates effectively. Second, it can demotivate subordinates if they feel that they are under close scrutiny or are not free to make their own decisions. Third, for many jobs direct supervision is not feasible or possible, such as complex jobs and responsibilities that can only be measured over long periods of time. 


In certain industries it is imperative for there to be a set or book of rules. Other industries, however, rely on employees’ creativity in devising more effective and efficient ways to accomplish tasks and design products. In this case a very formalized environment with a rule book to follow would not be beneficial for success. 

5.
To what extent does clan control have an impact on the organization?  What is its relative important compared with output and behaviour control?


Clan control can have a significant impact on how employees treat customers. For example, in a retail store employees might be encouraged or required to approach customers in a friendly manner and offer assistance before the customer is able to ask themselves. Also, some cultures practice the rule that the customer is always right so that even if the employee internally disagrees with the customer they must behave in a manner that indicates that the customer is right in their conviction.


Clan control makes control possible in situations where managers cannot use output or behaviour control.  Its relative importance will depend on the type of organization.  See question #7 in Topics for Discussion and Action for examples of which types are most appropriate for various organizations.
6.
Based on this analysis, do you think there is a fit between the organization’s control systems and its culture? What is the nature of this fit? How could it be improved?


If there is not a good fit between the organization’s control system and culture, it should be very apparent. There will most likely be a break down somewhere in the system where employees are not producing up to standards or are very unhappy in their positions.

Notes for Management For You

Responses to this exercise will vary.

Notes for Small Group Breakout Exercise

How Best To Control The Sales Force?

1.
Design the control system that you think will best motivate salespeople to achieve these goals.


A control system that would motivate salespeople to achieve set goals may include:

(1) Meeting with their supervisor regularly to set and agree on what level of sales they should strive to achieve each month, quarter and year.

(2) Set numbers for the amount of cold calls they should conduct or number of new customers they should contact for a set period.

(3) Salespeople should spend a set number of hours each week attempting to secure new business.

(4) Salespeople should maintain records for all clients and potential clients that they have visited or made contact with.

(5) Brief summaries of the results of these contacts should be submitted regularly to their supervisor.

(6) Meetings should occur between salespeople and supervisors on a regular basis to determine if the salesperson is achieving their goals and if they are having any problems.

(7) Incentive should be made available for those salespeople who meet or exceed their goals.

2.
What relative importance do you put on (1) output control, (2) behaviour control, and (3) organizational culture in this design?


All three types of control systems are important in this design. Examples of output controls are found in the establishing of sales levels that should be obtained for a given period. Behaviour controls are found in the system by the presence of prescribed behaviours that should be performed by the salespeople. These include: the amount of time that they should spend seeking new business and their required submission of client logs. Organization culture is underlying in this design since the setting of goals by both the supervisor and salesperson shows that management values the opinions and the abilities of their employees. If goals were dictated to the salesperson than that would be a sure signal that their input is not a valued commodity in this organization.

Notes For Managing Ethically

Responses to this set of questions will differ, based upon the varying experiences of students. 

Notes for Web Exercises

As web site information changes, it is best that each instructor check for the most current information when they assign these exercises.
Notes for You’re the Management Consultant

Designing Control Systems for Effective Team Performance

1.
What kind of outputs controls will best facilitate positive interactions both within the teams and between the teams?

Managers and each team should be given organizational goals that are challenging and require them to “stretch”.

2.
What kind of behaviour controls will best facilitate positive interactions both within the teams and between the teams?

With the MBO approach, everyone has knowledge of what is going on, what is expected of the teams and of individuals, and managers and employees buy into their goals because they are part of the decision process.

3.
How would you use clan controls to promote high team performance?

A brainstorming session (including employees) could be used to generate ideas for ways to develop a culture that is conducive to achieving goals. Corporate values and norms should be clearly articulated by the leadership, and various methods of fostering the internalization of those values and norms by employees should be developed.

Notes for Management Case

Mutual Life Goes Public, and Changes Its Name
CASE SYNOPSIS 


In June 1999, Waterloo, Ontario-based Mutual Life of Canada’s policy-holders voted affirmatively for the company to go public.  Mutual Life then changed its name to Clarica and began life as a shareholder-owned company.  The company’s CEO, Bob Astley, noted that there would be considerable change in the company’s operating procedures. He warned shareholders and employees to expect “tough competition, new rules and a lot more people-watching.”


Clarica joined three other life insurers that went public in recent years: Sun Life Assurance Co., Manulife Financial Corp., and Canada Life Assurance Co. This move is opposite to what Canadian life insurers did in the 1950s and ’60s. At that time the companies went from being publicly traded to becoming mutuals so that they would be protected from possible foreign takeovers. Today, however, becoming publicly traded is a response to globalization and the need to raise capital for domestic or foreign expansion.


1.
How have controls changed over time at the company that used to be known as Mutual Life?

It is clear from Astley’s remarks that there is much greater emphasis on output controls at Clarica these days.  The company has moved from annual plans regarding strategy and performance to 90-day business planning and 90-day personal plans.  The pace is different, and everyone is focused on profitability.  There is more concern about the need to report earnings on a quarterly basis and the need to satisfy investors.  It is likely that there was more clan control before Clarica went public, as he cites the increasing stress that employees now feel, trying to meet these new output goals.

2.
Why might you changes in control systems for the company to become publicly traded?


When expectations for employees change this means that the culture also changes, as culture supports, enhances, and informs what the company is trying to do.  With the emphasis on being a publicly traded company, the need for greater accountability means that employees have seen their jobs and their performance re-evaluated.  The culture is more performance-driven now than it would have been when it was a mutual company.  It will likely require more output controls to satisfy shareholders and reporting requirements. 

Notes for Management Case in the News from the pages of the Vancouver Sun
Fast Ferries Directors Resign

Source: C. McInnes, J. Beatty and J. Hunte, The Vancouver Sun, February 25, 1999, p. A1.

CASE SYNOPSIS

The cost of the troubled fast-ferry project is now expected to reach about $450 million. Senior BC Ferries managers misled their board of directors and the minister responsible for the project, leading to the resignation of the board of directors. Much of the financial trouble is blamed on unrealistic budgets and construction timetables and schedules. Lack of a final business plan, complete design, or a final contract were also factors.
Ongoing pressure to show progress lead to the first ship being launched long before it was ready to go, and it was also revealed that the original board of directors of Catamaran Ferrier International had serious concerns about the viability of the project. This board, even with their considerable business expertise, was replaced by members of the BC Ferries Board. At launching of the project, the minister estimated the cost of the project at $210 million. Since then, the cost of each ship has risen to more than $100 million. 
Overall, a serious lack of governance is to blame, resulting in a huge fiscal problem. New blood, such as a new president and interim president of BC Ferries is being appointed.
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