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UNIT 3

MANAGING A BUSINESS

Introducing a corporate manager
[—

Naomi Milgrom (pictured) is the chief executive
officer (CEO) of ARJ Group Holdings Pty Ltd.
While you may not have heard of this privately
owned company, you may know the retail chains that
it operates: Sussan, Sportsgirl and Suzanne Grae.
The ARJ Group employs almost 4000 staff and sells
a wide range of women’s wear to women of all
ages. In 2015, the company earned revenue of over
$475 million. Milgrom, widely recognised for
her contributions to the fashion and retail indus-
tries, has steered the company through good times
and bad.

Milgrom is an experienced manager and business woman. In 1999, she bought the then ailing retail chain
Sportsgirl — which had been losing money for five years — and transformed it into a profitable business by
the year 2000, and then to the lucrative business it is today. Milgrom believes the secret to running a successful
business is the people within the business — the employees. She has been quoted as saying, ‘talented people
in the right culture, with the right coaching and development, can provide a competitive edge that a business is
looking for’. She also believes that an autocratic management style is no longer appropriate and managers who
are focused on, and exclusively concerned with, cost and profit (the bottom line) are ineffective. Employees
are important to Milgrom’s business, as is adapting to changes in the economy and consumer trends to keep

the business flourishing.

AREA OF STUDY OUTCOME CHAPTER

1 Business
foundations

Discuss the key characteristics of businesses
and stakeholders, and analyse the relationship
between corporate culture, management
styles and management skills

1 The nature of business

2 The nature of management

2 Managing
employees

of employees

Explain theories of motivation and apply them
to a range of contexts, and analyse and
evaluate strategies related to the management

3 Human resource management —
motivating employees

4 Human resource management —
managing employees and
workplace relations

3 Operations
management

operations

Analyse the relationship between business
objectives and operations management, and
propose and evaluate strategies to improve
the efficiency and effectiveness of business

5 Operations management

Source: VCE Business Management Study Design (2017-2021) extracts © VCAA; reproduced by permission.






CHAPTER 1
The nature of business

1.1 Overview
1.1.1 Why it is important

There are approximately 2.2 million businesses in Australia. Of these, the vast majority are sole traders and
partnerships. If you look around your local area you will see plenty of examples of businesses. Some are
considered small because they have fewer than 20 employees. They might be sole traders and partnerships.
There are also companies, social enterprises and government business enterprises. Have you ever heard of
Wesfarmers? It is one of Australia’s largest companies and any one of its 100 000 employees might work for
Bunnings, Officeworks, Target, Kmart or one of Wesfarmers’ coal, energy, fertiliser or insurance interests. All
of these different types of businesses have some things in common. They all have objectives and stakeholders
with vested interests in the business. In this chapter, you will be studying the different types of businesses and
the various objectives and stakeholders they have.

—
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NBN CO LIMITED — A GOVERNMENT BUSINESS ENTERPRISE

Many of Australia’s businesses are household names. You may have

heard of the National Broadband Network in the media. What you The National Broadband Network,

may not know is that NBN Co Limited, a company established by managed by a government busi-

the government, was created in 2009 to design, build and operate ness enterprise, will benefit all
Australians.

the infrastructure (basic facilities, services and installations) that will
enable advanced digital services to be provided to Australians.

NBN Co is a government business enterprise (GBE). This means
that it is owned by the federal government. Currently, NBN Co
employs over 6000 people and has estimated that thousands of local
jobs will be created as they continue to build the $38 billion network.

The National Broadband Network is the largest infrastructure
project in Australia’s history to date. It has to be carefully designed
and executed to ensure it delivers maximum value to customers.
When the National Broadband Network is finally completed, it will
allow people and businesses to access high-speed broadband ser-
vices all across Australia.

1.1.2 What you will learn
Key knowledge

Use each of the points below from the VCE Business Management Study Design as a heading in your
summary notes.

Types of businesses including sole traders, partnerships,
private limited companies, public listed companies, social enterprises
and government business enterprises

The nature of business

Characteristics of stakeholders of businesses including Business objectives including to make a profit,
their interests, potential conflicts between stakeholders, to increase market share, to fulfil a market and/or
and corporate social responsibility considerations social need and to meet shareholder expectations
Key skills

These are the skills you need to demonstrate. Can you demonstrate these skills?
* Define, describe and apply relevant business management concepts and terms
* Analyse case studies and contemporary examples of business management
* Interpret, discuss and evaluate business information and ideas
* Apply business management knowledge to practical and/or simulated business situations

Source: VCE Business Management Study Design (2017-2021) extracts © VCAA; reproduced by permission.

Resources

Digital doc: Key terms glossary (doc-29432)
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1.2 BACKGROUND KNOWLEDGE Introduction to
business

BACKGROUND INFORMATION
Businesses can be categorised by size, sector and the industry in which they operate.

A business is any activity that is conducted by an individual or individuals to produce and sell goods and
services that will satisfy the needs of society, with the main objective of making profit. As well as making
profit for owners, businesses make important contributions to the economic and social wellbeing of our
nation. As you study this subject you should realise that businesses can be classified in a variety of ways. Just
like soft drinks, businesses come in different sizes. They also come in different flavours; that is, they can be
classified by the part of the economy that they operate in and also according to the particular good or service
that they produce.

Classifying business

Size Sector Business activity

Businesses can be categorised by size, as well as the sector and industry in
which they operate. Myer, Australia’s largest department store group by revenue
and store count, is a privately owned retailer, employing over 14 000 people.

1.2.1 Business size
While there is no single universally accepted definition of a small, medium or large business, a number of
measurements can be used to determine the size of a business, including:

* the number of employees (those who are hired to do work for the business) — a large number of employ-
ees, for example, will suggest that a business is large. Many small businesses in Australia have no
employees, as the owner or owners operate the business on their own. The Australian Bureau of Statis-
tics (ABS) refers to these businesses as ‘non-employing’. In the past, a small business has been defined
by the ABS as one that employs fewer than 20 people. Many people continue to use this definition.
However, the Fair Work Commission defines a small business as one that has less than 15 employees.
Historically, the ABS has defined a medium business as one that employs 20 or more people, but fewer
than 200 people; a large business has been considered to be one that employs 200 or more people.
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the number of owners (of the business) — for example, if a business is a sole trader (a type of business
that has one owner), it is likely to be small. Medium and large businesses tend to be companies with
many owners (or shareholders).

the legal structure — for example, is the business set up as a sole trader, partnership or company?

the amount of revenue earned — for example, a large business will earn revenue of several million
dollars annually. The Australian Taxation Office (ATO) defines a small business as one that has less than
$10 million in annual turnover (the money received from sales). Large businesses are defined as those
with turnover levels above $250 million.

the amount of assets owned — for example, the Australian Bureau of Statistics (ABS) has historically
defined a large business as one that has assets worth more than $200 million.

market share (the proportion of total sales in a given market or industry that is controlled or held by a
business) — a small market share, for example, may suggest that a business is small.

We’ve looked at a number of measurements for distinguishing the size of a business, but there are many
other factors that can help us to make a final judgement about the size of a business, such as:

who makes most management decisions, such as who to hire, what to produce, how to advertise a
product? — if it is the owner, then the business is most likely small. By comparison, managers working
on behalf of the owners typically make the decisions in medium-sized and large businesses.

who provides most of the capital (finance)? — the owner of a small business is likely to provide most
of the capital. Medium-sized and large businesses are able to raise large amounts of capital, perhaps by
taking on more debt, such as through a bank loan, or by issuing more shares.

is the business independently owned and operated? — small businesses tend to be owned and operated
by the same person, with the owner able to make independent decisions. For example, the owner of
a local hamburger shop will be able to decide independently what food he or she will serve, while a
large business like Coca-Cola will have entire teams of individuals developing products in line with the
company’s strategic goals.

how many locations does the business have? — a business that is locally based is likely to be small. Note
that this does not mean that the business will only trade locally, as many small businesses are able to
export products to overseas markets. Small businesses will be based in the one location whereas a large
multinational corporation (or company) may have offices around the world.

The table below summarises the features of, and distinctions between, the different sized businesses.

DID YOU KNOW?

In June 2017 there were more than 2 million small businesses in Australia, which represented 97 per cent of all
businesses. Most small businesses employ fewer than five people, including the owner, and are often referred to
as micro businesses. Almost 1.4 million of these businesses are non-employing — they have no employees.

Common classification of businesses based on size

Business type Corner store Services club Woolworths

Local mechanic Motel/hotel Qantas

Hairdressing salon Engineering factory National Australia Bank
Number of employees | Fewer than 20 20-199 200 or more

according to the ABS
business register
definition
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Type of ownership

Independently owned and
operated by usually one
or two people

Owned and operated by a
few people and/or private
shareholders

Owned usually by
thousands of
public shareholders

Most common legal
structure

Sole trader
Partnership

Partnership
Private company

Public company
(numerous)

Decision-making

Owner responsible for
majority of decisions;
simple and quick
implementation of
decisions

Owner basically
responsible for majority of
decisions; more
complicated
decision-making with
slower implementation, due
to influence of directors

Complex decision-making,
due to division of
responsibilities among
directors, senior and middle
management; possibly slow
implementation of
decisions, due to the layers
of management

Sources of finance

Owner (usually from own
savings or a loan);
difficulty in accessing
loans

Owners’/partners’ own
savings or a loan and/or
private shareholders; easier
accessibility to larger loans

Many sources, including
cash reserves, retained
profit, sale of shares, and
loans from domestic and
overseas institutions

Market share

Small, usually local area;
not dominant in the
industry

Medium-sized, due to
dominance within a
geographic region; some
market dominance

Large, especially for
multinational corporations
that dominate the markets
of many countries

Australia Post is a large business because it employs more than 34 000 people and earned revenue of
$6.8 billion in 2016-17. As of June 2015, the business owned assets of more than $5.5 billion. Australia Post is
also a government business enterprise (GBE), as the Commonwealth Government is its sole shareholder. As a

GBE it operates in the public sector, but it also operates in the transport, postal and warehousing industries.

i)

505T

1.2.2 Public or private sector

According to the ABS, just over 2.2 million businesses were operating in the private sector in June 2017. The
private sector is the part of Australia’s economy that is operated by private individuals and companies usually
for the purpose of making profit. Businesses such as sole traders, partnerships and companies make up the
private sector. The public sector is the part of Australia’s economy that is operated by government. Businesses
operating in the public sector are the least common type of business, according to the ABS. It estimated that
in 2016-17, there were only 393 public sector businesses actively trading goods and services. Businesses
operating in the public sector are referred to as government business enterprises (GBEs); these are businesses
that are owned and operated by the government.
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The top five public listed companies in Australia in relation to total revenue in 2017 were Wesfarmers (includ-
ing Bunnings, Target and Kmart), Woolworths, Commonwealth Bank of Australia, BHP and Westpac Banking
Corporation.

1.2.3 Business activity
Businesses can also be classified under the industry sector in which they operate. These sectors are known as
primary, secondary and tertiary, and are determined by the good or service that businesses produce. Businesses
such as OZ Minerals Ltd are involved in primary industry (farming, mining, forestry). These are industries
concerned with extracting resources directly from nature. Manufacturers such as Kellogg (Aust.) Pty Ltd
operate in the secondary industry (where raw materials are turned into finished or semi-finished products).
The secondary industry takes raw materials from the primary sector and adds value to them, by processing
or manufacturing materials, or through assembly and construction. The third category is the tertiary industry,
which involves the provision of services. For example, businesses in the tertiary industry will operate in
wholesaling, retailing and transport. Optus is a large company that works in the tertiary industry. The tertiary
sector can be further divided into the quaternary sector, which involves the provision of information in areas
such as the media, computing, finance, property and education, and the quinary sector, which involves paid
and voluntary domestic services.

Australian businesses can also be categorised by the individual industries in which they operate. When
it gathers data, the ABS will typically group businesses that provide a particular good or service into 19
industries. These are made up of, for example, mining, manufacturing, retail, construction, education and
health. The table below shows these industries and the number of businesses operating within each industry
in Australia.

Number of businesses by industry in Australia, 2016—17

Number of businesses Number of businesses
Industry division operating June 2017 Industry division operating June 2017

Agriculture, forestry and 176140 Financial and insurance 202110

fishing services

Mining 7853 Rental, hiring and real 246 664
estate services

8 Jacaranda Key Concepts in VCE Business Management Units 3 & 4 Fifth Edition



Number of businesses Number of businesses

Industry division operating June 2017 Industry division operating June 2017

Manufacturing 83789 Professional, scientific 270654
and technical services

Electricity, gas, water and 6591 Administrative and 85760

waste services support services

Construction 371599 Public administration and 7427
safety

Wholesale trade 78989 Education and training 29724

Retail trade 130387 Health care and social 128543
assistance

Accommodation and food 92757 Arts and recreation 27248

services services

Transport, postal and 149544 Other services 94220

warehousing

Information media and 21017 Currently unknown® 27283

telecommunications

All industries 2238299

@This category consists of those businesses that are yet to be coded by the ATO to an industry.
Source: Table 1 Businesses by industry division, from ABS 8165.0, Counts of Australian businesses, including entries and exits, June
2013-June 2017.

The industry sector in which a business operates is determined by the goods or services it produces. Arnott’s
is Australia’s largest producer of biscuits (secondary sector), while Optus is Australia’s second-largest
telecommunications company (tertiary sector).

1.2 Activities
TEST your understanding

1. Distinguish between revenue and assets.
2. State whether the following businesses are small, medium or large, and the reason for your decision.
(@ Qantas employs approximately 27 000 people.
(b) National Australia Bank is an international financial services company that has customers in
Australia, New Zealand, Asia, the United Kingdom and the United States.
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(c) Brookfarm is owned by Carolyn and Martin Brook; it produces gourmet macadamia nuts for
domestic and export markets and employs more than 20 staff.
(d) Ripe Maternity Wear was started by two friends in 1996 to manufacture contemporary maternity
clothes. It supplies clothes worldwide, employing no more than 20 staff.
3. Are the following statements true or false?
(@) Large businesses employ a small number of people.
(b) Small businesses do not usually have a large share of a particular market.
() In small businesses, decisions are usually made by the owners of the business.
. Explain the difference between the private sector and public sector.
5. Ouitline the key characteristics of the primary, secondary and tertiary industries.

iy

APPLY your understanding

6. Prepare a database of 10—15 businesses that you have dealt with over the past few months — you may have
bought something from them or worked in one. Copy and complete the table below and then answer the
questions that follow. One example has been entered for you.

Business Business No. of Business Industry Industry
name activity employees @ size sector division

1 Redbank Café Food and drink Small Tertiary Retail trade

(@) What percentage of the businesses in your database are small? What percentages are
medium-sized and large?

(b) How do the percentages compare with the figures for Australia?

(c) Provide two reasons for the differences/similarities between the figures.

7. Using the internet or newspapers, look for articles about small, medium-sized and large businesses that
interest you. Start a file of news clippings or printouts and write an information page to attach to each article.
Include the following:

(@) what the article is about

(b) background information about the business

(c) the section of the VCE Business Management course to which the article relates, e. g. Area of
Study 1, Outcome 1.

1.3 Types of businesses: sole traders and
partnerships

O KEY CONCEPT There are a number of types of businesses, including sole traders and
partnerships. Each type of business has certain advantages and disadvantages.

1.3.1 Types of businesses

There are a number of different types of businesses. Three common legal structures used by businesses in
Australia are: sole traders, whereby an individual owns and runs a business; partnerships, whereby a group
of people will own and run a business together; and companies, which are owned by shareholders. We will
explore both private limited companies and public listed companies in the next subtopic. Each of these struc-
tures has certain advantages and disadvantages. Two other types of businesses are social enterprises and
government business enterprises. These are explored in subtopic 1.5.
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Types of businesses

. . . Government
. Private limited Social ;
Sole trader Partnerships . - business
companies enterprises .
enterprises
1 Resources

1 eLesson: Types of business structures (eles-2924)

EXAM TIP

The Unit 3, Area of Study 1 outcome states that you need to ‘be able to discuss the key characteristics of
businesses’. This suggests that you should know the advantages and disadvantages of each type of business.

1.3.2 Sole trader

A sole trader business has one person who owns and runs the business. The owner may employ other people
to work in the business, but the owner or sole trader is the person who provides all the finance, makes all the
decisions and takes all the responsibility for the operation of the business.

This type of business is easy to establish, as the only legal requirement specific to a sole trader is that the
name of the business must be registered with the Australian Securities and Investments Commisssion (ASIC),
but only if it is different from the name of the owner. A sole trader is not regarded as a separate legal entity —
that is, the owner and the business are regarded as the same. This means that if the business is sued, then the
owner is sued. Also, if the business enters a legal contract, then the owner is the one entering the contract. If
the business runs into financial difficulties, the owner has the financial problem and is personally responsible
for any business debts. This responsibility is known as unlimited liability, and may involve the owner having
to sell personal assets, such as property or motor vehicles, to pay for the liabilities of the business.

The advantages and disadvantages of being a sole trader

¢ Personal (unlimited)
liability for business
debts

* End of business when
owner dies

e Difficult to operate if sick

* Need to carry all losses

® Burden of management

¢ Need to perform wide
variety of tasks

¢ Difficulty in raising

Advantages

omplete contro

® |ess costly to operate

* No partner disputes

* Owner’s right to keep
all profits

® | ess government
regulation

* Profit is taxed as
personal income

Disadvantages
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1.3.3 Partnership

A partnership is a business owned by two or more people. Most partnerships have a maximum of 20 partners.
There are exceptions to this number, including medical practitioners and stockbrokers (allowed up to 50
partners); veterinarians, architects and chemists (allowed up to 100 partners); and solicitors and accountants
(allowed up to 400 partners). A partnership is similar to a sole trader in that it is not a separate legal entity from
the partners — that is, the owners and the business are regarded as the same. Like sole traders, the partners in
a business are also subject to unlimited liability, and so could be personally responsible for the debts of the
business.

A partnership can be made verbally or in writing, or by implication (that is, if two people set up a business
together without a legally binding partnership agreement). A written partnership agreement is not compulsory,
but it is certainly worthwhile if disputes arise. A partnership agreement usually has a standard set of conditions
(see the following ‘Did you know?’ feature).

Limited partnerships were introduced to allow one or more partners to contribute financially to the business
but take no part in running the partnership. In this case, the partner is referred to as a silent or sleeping partner.
The main reason for their investment is to add more capital or finance to an existing partnership.

The advantages and disadvantages of a partnership

® Personal unlimited
liability

e Liability for all debts,
including partner's
debts, even before the
partnership has begun

® Possibility of disputes

¢ Difficulty in finding a
suitable partner

¢ Divided loyalty and
authority

e | ess costly to operate
than a company

e Shared responsibility
and workload

¢ Pooled funds and talent

* Minimal government
regulation

* No taxes on business
profits, only on personal Disadvantages
income

e On death of one partner,
business can keep going

While a sole trader pays tax using his or her personal tax file number, a partnership has its own tax file
number — separate from those of each of the partners — and lodges its own tax return. Once the ATO has
assessed the partnership’s tax return and all taxes have been paid, the profits are divided among the partners
according to the partnership agreement. Each partner then adds their share of the profit (or loss) to their
personal income to be assessed by the ATO.

DID YOU KNOW?

A partnership agreement may contain any of the following points:
¢ how long the partnership will exist
e the amount of money that each partner contributes
¢ how the profits and losses will be shared
e the duties of each partner
e limitations on the authority of the partners
e how the partnership may be dissolved
¢ methods of resolving disputes.
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Sole traders Summary screen and practice questions

Partnerships Summary screen and practice questions

Resources

eLesson: A family business — Fleming’s Nurseries (eles-1063)

1.3 Activities
TEST your understanding

1. Define the following terms in your own words:

(@ unlimited liability

(b) shareholders.

Explain the difference between a sole trader and a partnership.

Under what circumstances will a sole trader not need to register a business name?

4. |dentify three advantages and three disadvantages of setting up a business as a sole trader. For each
advantage and disadvantage, explain why you believe it is an advantage or a disadvantage.

5. Outline the advantages and disadvantages of a partnership.

wn

APPLY your understanding
6. Using the internet, find:
(@) five examples of sole traders or partnerships that would not have to register their business name
(b) five examples of businesses that would have to register their name.
7. Eve operates a successful homemade-casserole business as a sole trader. She is interested in taking on
partners in her business.
(@ What advantages will Eve gain from a partnership arrangement that she does not have as a sole
trader?
(b) What disadvantages could Eve experience from the partnership arrangement?

EXAM practice

8. Define the term ‘partnership’. (1 mark)
9. Distinguish between a sole trader’s business and a partnership. (2 marks)
10. Explain two reasons why a business may choose to operate as a sole trader rather than as a
partnership. (4 marks)
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1.4 Types of businesses: private limited companies
and public listed companies

O KEY CONCEPT There are a number of types of businesses, including private limited companies
and public listed companies. Each type of business has certain advantages and disadvantages.

1.4.1 Incorporation

Many businesses which have begun as sole traders or partnerships may find that, as their business grows,
there are advantages in changing the ownership structure to that of a company. This process is known as
incorporation.

The process of incorporation is governed by the Commonwealth Corporations Act 2001, and is adminis-
tered by the Australian Securities and Investments Commission (ASIC). In order for a business to become
incorporated, a company name must be registered with ASIC, which will issue a certificate of incorporation
and an Australian Company Number (ACN). Directors must be appointed to run the company on behalf of
the owners. Once incorporated, the company has a separate legal identity to its owners, who are now known
as shareholders (referred to in the Corporations Act as ‘members’).

Incorporation also brings to the shareholders the benefits of limited liability. In limited liability companies,
the most money that a shareholder can lose is the amount that he or she paid for their shares. If the company
goes into liquidation, the shareholders cannot be forced to sell their personal assets to pay for the debts of the
business. This same protection does not extend to the directors of a company, as they have an obligation to
ensure the company obeys the law and acts in the interests of the shareholders.

Financial institutions often ask directors to give personal guarantees for some business loans. Under some
circumstances, therefore, directors can be forced to sell their personal assets to help pay for business debts.
To offset this risk, companies can insure against such an event.

The letters ‘Ltd’ signify that a business is a company that has limited liability. A company can be organised
as either a proprietary (private) or public company.

DID YOU KNOW?

If directors make false or misleading statements or omissions, if they fail to appoint a secretary or if they
recklessly borrow money knowing that the debts probably will not be repaid, then the protection offered by the
company in being a separate legal entity will not cover the directors. Directors accused of such unlawful
behaviour may face common law suits and criminal charges.

1.4.2 Private limited companies

A private limited (or proprietary) company is the most common type of company structure in Australia.
Private limited companies must have at least one shareholder and a maximum of 50 non-employee sharehold-
ers (members who aren’t employees of the company). A private company must also have at least one director.
Therefore, it is quite possible for a private limited company to be owned by a single shareholder, who is also
the director of the company. Private companies tend to be small to medium-sized, family-owned businesses.
In many cases, one family owns most of the shares in a private company.

Shares in a private company are offered only to those people whom the business wishes to have as part
owners. Shareholders can sell their shares only to people approved of by the other directors. This is why such a
company is called a ‘private’ company. It is not listed on, and its shares are not sold through, a stock exchange.
A private company must have the words ‘Proprietary Limited’, abbreviated to ‘Pty Ltd’, after its name.
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Sometimes, the decision is taken to close a business. However, closing a private company is much more
complex than closing a sole trader business or a partnership. All shareholders of the company must agree to
the company being wound up. A liquidator will manage the process of selling the company’s assets, paying

its debts, and distributing funds from the asset sales among the shareholders.

The advantages and disadvantages of private limited companies

Advantages

separate legal entity

e Easy transfer of ownership

¢ A long life/perpetual
succession—a company
does not have to be wound
up in the event of the death,
disability or retirement of
any person involved

¢ Experienced management
through board of directors

e Greater spread of risk

e Company tax rate is lower
than personal income
tax rate

e Growth potential

e Can have one shareholder
and one director

e Cost of formation

e The company is taxed on
any profits and dividends,
and the income from
the company to the
shareholder is taxed
as personal income

e Personal liability for
business debts if directors
knew that debts could not
be paid

* Requirement to produce
an annual report of audited
accounts

e Public disclosure —
reporting of certain

information

Disadvantages

study[J])

Private limited companies Summary screen and practice questions

1.4.3 Public listed companies
The shares for public listed companies are listed on the
Australian Securities Exchange, and the general public
may buy and sell shares in those companies. Whereas
private companies tend to be small or medium-sized
businesses, most public companies are large in size and
market a large range of products — for example, Telstra,
BHP, Woolworths, Virgin Australia and Westpac.
A public company has:
¢ a minimum of one shareholder, with no maximum
number
* no restrictions on the transfer of shares or raising of
money from the public via share offers
* arequirement to provide certain information when
selling its shares for the first time
* aminimum requirement of three directors (of whom
two must live in Australia)
* the word ‘Limited’ or ‘Ltd’ in its name

There are almost 2200 public companies listed
on the Australian Securities Exchange. The share
price for each company changes according to
demand and supply. If a company is considered
a ‘good buy’, its share price is likely to rise (green
indicates the stock or share price is rising, and
red indicates the share price is falling).
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* arequirement to publish its audited financial accounts each year — included in an annual report.
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The advantages and disadvantages of public listed companies are much the same as for private limited
companies. Furthermore, public listed companies can attract extra capital by issuing shares on the share mar-
ket. A private limited company must not offer its shares to the public. Because a public company has the ability
to raise capital from the public, there is a greater potential for growth. However, because of this capital-raising
capacity, public listed companies are required to abide by stringent compliance rules and disclose corporate
financial information. A public listed company is a highly complex business structure and it requires greater
accountability and compliance than for a private limited company.

study(]])
> A0S 1 > Topic 1 > Conoeptd 3

Public listed companies Summary screen and practice questions

1.4 Activities
TEST your understanding

. Explain the legal steps that are required to incorporate a business.

Explain what limited liability is and how it affects shareholders in a company.

In what circumstances might directors be held personally responsible for debts incurred by a company?
Explain the key differences between a private limited company and a public listed company.

Identify what you believe to be the three main advantages and three main disadvantages of a private limited
company. Explain each selection.

6. Outline the advantages and disadvantages of a public listed company.

IR NCIRIDR=S

APPLY your understanding
7. Identify the types of business that are most appropriate for each of the following scenarios. In each case,
explain why you selected that type of business.
(@ A financial planning, accounting and investment service
(b) A miner seeking to invest in new exploration and drilling programs
(c) A retailer of home entertainment products that wishes to expand to numerous locations nationally
within five years
(d) A food manufacturer that requires $67 million to establish a production facility
(e) A medical practice offering comprehensive healthcare

EXAM practice

8. Define the term ‘private limited company’. (1 mark)
9. Outline two reasons why a business may choose to operate as a private limited company rather than as a
public listed company. (4 marks)
10. Discuss the key characteristics of a public listed company. (4 marks)

1.5 Types of businesses: social enterprises and
government business enterprises

O KEY CONCEPT There are a number of types of businesses, including social enterprises and
government business enterprises. Each type of business has certain advantages and disadvantages.
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1.5.1 Social enterprises

A social enterprise is a business that produces goods
and services for the market, but operates with the pri-
mary objective of fulfilling a social need. The business
may make a profit, but will concentrate on some sort
of community or environmental need. A majority of the
profit that the social enterprise makes will be reinvested
back into the business so that it can continue to fulfil the
social need, or will be distributed to meet the community
or environmental need. There are an estimated 20 000
social enterprises in Australia. In 2018, the Victorian
Government stated that there were more than 3500 social
enterprises trading across metropolitan and regional Vic-
toria — employing approximately 60000 people and
contributing $5.2 billion to the Victorian economy.

In Australia, a social enterprise can operate in many
ways — it can take the form of a cooperative (a business
that is owned and operated by the group of members),
or a privately owned business. A social enterprise will
often run just like a commercial business. Unlike chari-
ties, social enterprises do not rely on donations as their

The Big Issue magazine is a social enterprise

that promotes social inclusion and works

to alleviate poverty in Australia. The enter-

prise employs approximately 500 homeless,
marginalised and disadvantaged people who sell
the magazine on the street. Each vendor pur-
chases magazines and then sells them for twice
the price, earning the difference.

e EEHNDER S =S EREEF—S EAETON

main source of income. Some social enterprises will obtain funding from the government to support their
social goal. Fundamentally, they exist to benefit society, rather than solely for the pursuit of profit. Some
examples of typical social needs that may be addressed by social enterprises include:

» providing opportunities for local unemployed people

» developing skills, providing vocational training or lifelong learning opportunities for disadvantaged

people in the community

» creating accessibility to a better quality of life for disadvantaged members of the community
» providing essential services to disadvantaged communities

» focusing on waste minimisation and recycling.

The advantages and disadvantages of social enterprises

Advantages

enterprise may meet a
need that commercial
businesses choose
not to

® Meeting a social need

e Difficulty in obtaining
capital to start the
business — it can be
hard to find finance

e Significant operating
costs — social
enterprises will often
take on costs that
conventional businesses
would not

e |t can be difficult to

can have a positive
effect on profit and
market share.

focus on both social

Disadvantages
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DID YOU KNOW?

When the sole petrol station in the town closed down in 2002, Yackandandah Community Development
Company was established to secure the future supply of local fuel. The local community wholly owns it, with
most of its shares held by residents of Yackandandah. The enterprise now sells hardware, produce and farm
products as well as fuel. Fifty per cent of the profits are returned to the shareholders and the rest is invested in
community projects.

1.5.2 Government business enterprises

A government business enterprise (GBE) is a type of business that is government owned and operated.
Like companies, GBEs participate in commercial activities with the goal of making a profit. We may not
always think of them as being businesses, but they actually run just like companies. However, GBEs carry out
government policies while they deliver community services. They operate at both the federal and state level
of government.

GBE:s also aim to increase the value of their assets and returns to their shareholder (the government). A
board of management or board of directors usually controls a GBE, with government input into the board.
The government maintains a strong interest in the performance and financial returns of the GBE.

Typically, GBEs are large businesses that employ many people. Some of the largest employers in Australia
are GBEs. Australia Post, NBN Co and VicRoads are examples of GBEs in Australia. VicRoads is also a
statutory corporation — an Act of Parliament (a law) had to be passed to establish it.

NBN Co was established as a business in April 2009, tasked with designing, building and operating Aus-
tralia’s National Broadband Network. Like a privately owned enterprise, a GBE will have a chief financial
officer (CFO). In February 2018, Stephen Rue (CFO at NBN Co) announced revenue of $891 million for the
second half of 2017.

18 Jacaranda Key Concepts in VCE Business Management Units 3 & 4 Fifth Edition



The advantages and disadvantages of government business enterprises

¢ Political interference in

Advantages the day-to-day
operation of the GBE

¢ Inefficiencies caused by
government ‘red-tape’ —
excessive regulation or
rigid conformity to rules

e Management of GBEs can
be less effective than that
of the private sector

® There can be less
accountability within a GBE,
resulting in less productivity

services in areas where

private sector businesses

might hesitate to invest

¢ A GBE can operate with
some independence from
government

® Provision of healthy
competition to businesses
operating in the private
sector — this can lead to
lower prices in the markets
where GBEs are competing

Disadvantages

DID YOU KNOW?

Over the past 30 years, there has been a worldwide trend to privatise GBEs. This means they are sold to the
private sector, and then run as profit-making businesses. This process is known as privatisation. During the
1990s, the Australian Government privatised a number of public sector businesses, including Telstra, Qantas and

the Commonwealth Bank.
The Victorian Government has privatised gas, Melbourne rail services and electricity.
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Government business enterprises Summary screen and practice questions

1.5 Activities
TEST your understanding

1. In what ways does a social enterprise differ from a company?

2. Summarise the advantages and disadvantages of a social enterprise.

3. What is the main purpose of a government business enterprise?

4. Outline the advantages and disadvantages of a government business enterprise.

APPLY your understanding

5. Shane is planning to manufacture home water filtration units and sell the products locally. He then wants to
use the proceeds of these sales to provide the same product to communities in developing countries.
Explain to Shane why a social enterprise would be an appropriate business type for this idea. >
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6. In your notebook, construct a table with six columns labelled as in the example below. From the list of
businesses provided, write each name in the correct column for its particular business type. The first
business has been entered for you, as an example.

Ray Coulton Carpentry Rural Services Co-op Tynan Motors Pty Ltd
Fairfax Limited Perpetual Water Jacinta’s Newsagency
M&M Communications Tip Top Bakeries Pty Ltd Newcrest Mining Ltd
Bigga Community Group Paul Banwell Motors Sue King Plumbing
Ozemail Limited Tynan Motors Pty Ltd R&R Antiques Pty Ltd
Government
Private limited Public listed Social business
Sole trader Partnership company company enterprise enterprise
Ray Coulton
Carpentry

7. Use internet sources to research a social enterprise. An example is KereKere. Answer the following questions
for the social enterprise that you find.
(@) Who owns the social enterprise?
(b) Who manages this business?
(c) What is the objective of the social enterprise?
(d) How does the business contribute to the community?
8. Use the Defence Housing Australia weblink in the Resources tab to find out what this government business
enterprise does. Answer the following questions.
(@) Who owns Defence Housing Australia?
(b) Who manages this business?
(c) What is the objective of Defence Housing Australia?
(d) How many staff does Defence Housing Australia employ?

EXAM practice

9. Explain the key characteristics of a social enterprise. (2 marks)
10. Distinguish between a social enterprise and a government business enterprise. (4 marks)
11. Discuss the use of a government business enterprise as a type of business. (4 marks)

Resources

Weblink: Defence Housing Australia

1.0 EXTEND YOUR KNOWLEDGE Changing the
type of business through privatisation

O KEY CONCEPT Businesses can change from one type to another, for example, from a
government business enterprise to a public listed company.

The process of privatisation started in Australia in the 1980s, and over the past 20 years there has been a
worldwide trend to privatise GBEs. Privatisation involves the transfer of ownership of government assets to
the private sector. This often results in government owned corporations being sold to the private sector through
a float (the issuing of shares to the public for the first time), and then run as profit-making businesses.
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One of the main arguments made to support privatisation is that greater efficiencies can be achieved when an
enterprise is transferred away from the public sector to the private sector. The private ownership of a business
typically places more importance on maximising profit, as opposed to ownership by government, which is
less concerned with profit and more concerned with policy. Critics of privatisation suggest that some goods
and services, such as defence, education and health care, should be owned and managed by the government
to ensure that everyone in society has equal access to them.

A recent example of privatisation is that of Medibank, which was floated on the Australian Securities
Exchange (ASX) in 2014. In this way, Medibank was transformed from a government business enterprise to
a public listed company.

MEDIBANK

Medibank Private Limited is a company that is listed
on the ASX and is headquartered in Melbourne.
It employs nearly 3000 people. It provides private
health insurance and complementary health services
to more than 3.7 million people in Australia and New
Zealand through its Medibank and ahm brands.

However, Medibank has not always been a public
listed company. The Australian government estab-
lished Medibank Private in 1976 as a not-for-profit
private health insurer that would provide compe-
tition for private for-profit health funds. It was a
product of the then-Labor government’s decision to
establish a universal health scheme. Medibank was
originally an operating division of the Health Insur-
ance Commission (HIC) — now known as Medicare
Australia.

In early 1997, the Australian government announced that it would incorporate Medibank, transferring ownership
from the HIC to the government. The following year Medibank split from the Commission to become Medibank
Private Limited. The Commonwealth became its sole shareholder.

The Howard government in 2006 announced that Medibank would be sold if it won the 2007 election. Leg-
islation was passed enabling Medibank’s sale through the Medibank Sale Act 2006. However, the Howard
government lost the 2007 election, and in 2009 the Rudd government converted Medibank Private into a ‘for
profit’ corporation.

The Coalition government announced that Medibank Private would be sold through an initial public offering
(IPO) in March 2014, hoping to raise $4 billion from the sale. IPO refers to the first time that a company sells
shares to the open market.

When announcing the process for the privatisation of Medibank, Minister for Finance Mathias Cormann said,
‘Medibank Private is already performing very well as a business, but there are obviously some restrictions that
come with being government owned and we believe that in private ownership, Medibank private will be able to
perform even better.’

The sale of Medibank commenced with a campaign to convince investors to pre-register their interest. A
prospectus was made available in October. More than 750000 people pre-registered for the shares, includ-
ing one in six Medibank policyholders, and the IPO ended up being oversubscribed (more people wanted to buy
Medibank shares than there were shares available).

The company listed on the ASX in November, with its share price opening at $2.22 — much higher than its IPO
price — before closing at $2.14. This meant that the 440 000 retail investors who paid $2 for each share benefited
from a 14c rise in the share price. The sale ended up raising $5.7 billion for the Australian government. It was
expected that the proceeds from the sale would be invested into infrastructure through the government’s asset
recycling initiative.

Critics, such as the federal Labor Opposition, were concerned that the sale would negatively impact on Med-
ibank’s staff members and policy holders, particularly that it might lead to an increase in private health insurance
premiums. The Opposition also believed that the sale would increase the budget deficit (because the govern-
ment would lose Medibank’s annual dividend payment). Some fund managers suggested that Medibank was not
a company that was likely to see strong growth.

Medibank Private Ltd was originally established
as a not-for-profit private health insurer. It even-
tually became a government business enterprise.
The business was floated on the ASX in 2014,
thereby becoming a public listed company.

g = ;
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Medibank Private is now a multi-billion-

dollar revenue business, and holds just under Medibank Private is now a multi-billion-dollar revenue
27 per cent of the private health insur- business, with corporate headquarters located in
ance market in Australia. In February 2018, Docklands, Melbourne.

Medibank announced a half-year profit of
$245.6 million, an increase of 6 per cent
on the previous year’s first-half result. The
result was attributed to higher premiums
and cost cutting. Medibank chief executive
officer (CEO) Craig Drummond said, ‘2018
marks a step change for Medibank. We are
now positioning for growth which will allow
us to leverage our scale to build the core
business and transform into a broader health
services company.’

The profit was better than market expec-
tations and Medibank Private’s share price
jumped more than 3 per cent to $3.15 by the
close of trade.

In response to increasing consumer disquiet about rising premiums, Mr Drummond also announced that
Medibank would start a ‘priority program’ to recognise and thank long-term customers. Customers who have
maintained hospital and extras cover for more than 10 years will share a one-off $20-million loyalty bonus from
June 2018. For example, priority customers will be able to put the bonus towards increasing their extras limits or
seeing a physiotherapist.

DID YOU KNOW?

When Medibank Private floated on the ASX, its five female directors made history by sitting on the only board of
the 100 largest companies to have more women than men. In 2018, there were still five women on Medibank’s
board of eight directors: chairman Elizabeth Alexander, Tracey Batten (a former CEO of St Vincent’s Health
Australia, Eastern Health and Dental Health Services Victoria), former premier of Queensland Anna Bligh, Japara
Healthcare chair Linda Bardo Nicholls, and CSL and Transurban director Christine O’Reilly.

1.6 Activities
TEST your understanding

Define the term ‘privatisation’.

Outline the arguments for and against privatisation.

Explain why Medibank Private was a government business enterprise.

Describe the process of privatisation as it applied to Medibank.

Explain why Medibank Private is now a public listed company.

Outline what a chief executive officer (CEO) is. Why does Medibank have a CEO?

QROIEENCORIDR-S

EXTEND your understanding

7. A good indicator of how well a public limited company is performing is its share price. If it is achieving its
objectives, such as making a profit, a company’s share price will often rise. The table on the next page lists
the closing share price (closing means the last price the shares sold for at end of the day’s trading) for
Medibank shares on the 30th of June since 2015.

(@) Using online sources, find the most recent closing share price for Medibank shares and draw a line
chart of Medibank’s performance.

(b) If you had purchased shares in Medibank Private when it floated in 2014, would you believe that
your investment has performed well?
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(c) Using Medibank’s share price as evidence, explain how successful the privatisation of Medibank

Closing share price for Medibank
(code MPL)

Private was.

30 June 2015 $2.01
30 June 2016 $2.95
30 June 2017 $2.80
30 June 2018 $2.92

8. Use the internet to research another public listed company that was privatised after once being a
government business enterprise. Some examples include Telstra, Qantas and the Commonwealth Bank.
Prepare a report that covers:
¢ the full name of the company
e a brief history of the business
e a description of the company’s product/s
¢ why the business became a pubilic listed company
¢ the long-term plans for the company.

1.7 APPLY YOUR SKILLS Analysing and discussing
social enterprises

PRACTISE YOUR SKILLS

¢ Define, describe and apply relevant business management concepts and terms

¢ Analyse case studies and contemporary examples of business management

¢ Interpret, discuss and evaluate business information and ideas

¢ Apply business management knowledge to practical and/or simulated business situations

There is an increasing group of entrepreneurs across the globe setting up businesses to tackle social issues,
ranging from unemployment to empowering women and girls and fighting poverty. These businesses are
referred to as social enterprises: commercially viable businesses that are established to achieve social objec-
tives, rather than focus on making profit for shareholders or owners. A social enterprise will typically seek to
generate a profit from its trading activity to continue to tackle social problems and improve communities or
the environment.

VANGUARD DOES THE LAUNDRY TO PROVIDE JOBS

Luke Terry’s friends laughed when he decided to set up a business that would recruit unemployed people with
mental illnesses to do laundry for a hospital in eastern Australia. The commercial laundry service that he founded
in Toowoomba, Vanguard Laundry Services, now employs more than 40 people and cleans 20 tonnes of linen a
week for 90 commercial clients.

In his former role as CEO of Toowoomba Clubhouse, a not-for-profit organisation supporting people with a lived
experience of mental illness and struggling to secure employment, Terry had people from the local community
asking him if he could help them to find a job. After searching locally, he received an offer to take care of the
washing for St Vincent’s Private Hospital in Toowoomba. He spent three years fundraising — raising $6 million
from more than 100 sources — and Vanguard was finally established when the laundry facility opened at the end
of 2016. Since then, the social enterprise has experienced rapid growth and has had a substantial social impact.
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As a social enterprise, the Vanguard laundry provides jobs
to unemployed people who have a lived experience of men- Luke Terry, m.anaging director of Vanguard
tal illness. Any surplus it makes is re-invested back into Laundry Services
improving the laundry services or supporting local mental 4
health employment projects. As the managing director of the
business, Terry believes that the social enterprise business
model is healthy for staff and for the wider community.

Many of Vanguard’s employees suffer from bipolar disor-
der, depression, anxiety or physical health problems. For
them, having a job brings a number of benefits. A 2018
Swinburne University study funded by AMP Foundation
evaluated the mental health and wellbeing impacts of Van-
guard. The study found that fewer than a third of Vanguard’s
employees had significant employment experience before
starting work at Vanguard. It was also found that after just
one year, Vanguard workers were much less likely to rely on welfare. Furthermore, the employees were less likely
to visit hospital and almost 80 per cent said they simply felt better now.

One of Vanguard’s goals is for its workers to, eventually, move on to other employment. The business has staff
dedicated to supporting welfare and career development, and also offers courses on money management and
quitting smoking.

The social enterprise’s custom-built commercial laundry uses state-of-the art technology. The business also
offers a full barrier wall system — a permanent structure that is installed in the laundry facilitating the separation of
the dirty (soiled) side of the building from the clean side to avoid any cross contamination and therefore meeting
industry health standards.

CHANGE SUPPORTS RETAILERS IN DONATING TO GLOBAL DEVELOPMENT PROJECTS

Jeremy Meltzer, a Melbourne-based entrepreneur,

founded i = Change in 2013. It is a social enterprise Jeremy Meltzer, founder of i=Change.

that funds global development projects — typically U ®
ones that aid impoverished women and girls. The
business partners with online retailers to encour-
age them to integrate social responsibility into their
e-commerce platforms.

Meltzer was inspired to establish i = Change after
becoming increasingly aware of the systemic vio-
lence and abuse facing women and girls across the
globe. He lived for some time in Cuba and was
shocked at how violence against women appeared
to be considered ‘normal’ across Latin America.

Since then, every time that he has had the
opportunity to travel, Melizer has visited non-
governmental organisations (NGOs) that work with
women and girls around the world. To better under-
stand the issue, he has met with the NGOs and
women'’s rights activists, sat with communities and
spoken to media around the world. Meltzer has pointed out that the United Nations (UN) states that violence
against women and girls is rooted in structural inequality in power relations between women and men. According
to the UN, it persists in every country in the world and is one of the most systematic and widespread human
rights violations.

With these issues in mind, Meltzer decided to incorporate a charitable component into a business he had
already established with his father — an olive oil company, Yellingbo, that sells products online. Meltzer had
woken up early one morning with an idea — what if sales could be turned into a force for good, and customers
could give to charities and communities in need with every purchase? He spent weeks working on the idea,
speaking to IT people about how a platform could be created, and then tweaking the initiative.
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Instead of inviting customers to donate to a charity after completing a purchase, Meltzer flipped the model.
Partnering with a small number of NGOs that have a focus on women and girl’s development, such as the Nike
Foundation and Women for Women International, Meltzer created an online platform for the olive oil business
where, for every bottle that the customer purchased, the business donated two dollars to a charity of the cus-
tomer’s choice. There was an amazing response, with approximately 20 per cent of customers adding extra
donations as well as people talking about it on social media.

Meltzer decided to develop the idea into something bigger that could be offered to other e-commerce busi-
nesses. He returned to the drawing board to transform his lightbulb moment into a bona fide social enterprise.
i=Change was born.

Shoe retailer Nine West became i=Change’s first retail partner. Together they tested, refined and improved
Meltzer’s cause marketing platform. The company soon experienced the value of appealing to customers who
want to support brands that give back to society.

The i=Change platform is a simple plug-and-play application that customers experience after their purchase.
It involves online retailers committing to a donation with every sale, usually $1, and customers choosing where
the donation goes, via the i=Change platform, at checkout. The customer can click a link to read about the
life-changing project that the business will be donating to, or can choose to donate more if they wish. Customers
can also share their choice. The entire donation is forwarded to the charity project of the customer’s choice —
the social enterprise does not keep any proportion of a donation. Instead, i = Change charges its retail partners
a separate fee for use of the platform.

Meltzer believes strongly that social enterprises need to be successful businesses in order to have an impact
on the area of social change that is being focused on. He says a social enterprise needs to be profitable to be
able to pay employees and continue to use the profits to achieve its chosen social objectives.

i=Change currently has more than 40 participating retailers, including brands such as Pandora and Camilla,
and recently hit $600 000 in donations. It has partnered with over 20 charities and NGOs across the world, donat-
ing to causes ranging from providing housing for refugee families in Australia, to preventing child marriage in
Bangladesh, to keeping girls in Zimbabwe in school.

The social enterprise is now focused on raising capital with the aim of expanding into the US market.

1.7 Activities
TEST your skills

1. Define the term ‘social enterprise’ in your own words.

2. Read ‘Vanguard does the laundry to provide jobs’. Outline why Luke Terry established Vanguard Laundry
Services.

What is Vanguard’s objective?

Explain what Vanguard does with any surplus it makes.

Outline the benefits that Vanguard brings to the Toowoomba community.

Read ‘i = Change supports retailers in donating to global development projects’. Explain where Jeremy
Meltzer’s idea for i = Change came from.

7. What is i = Change’s objective?

8. Outline how Meltzer’s online cause-marketing platform works.

9. Why does Meltzer believe that social enterprises need to be profitable businesses?

2 (O 5= (EY

APPLY your skills

10. Using internet sources, find an example of a social enterprise. For example, you might use the ‘Social

Traders’ website to identify names of social enterprises in Australia.

(@) What is the objective of the social enterprise?

(b) Explain how the social enterprise achieves its objective.

11. Identify whether or not the following businesses are social enterprises. Justify each response.

(@) Sports4U Pty Ltd designs, develops and sells sporting apparel including compression wear and
general fitness garments. Its mission is to advance human performance through the development
of the best available athletic garments at the lowest possible prices.

(b) Delia is a sole trader operating a landscape gardening business. She started the business to pay
off her and her husband’s mortgage.
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(c) Christine owns a café that has environmental and social objectives. It provides jobs for young
people with learning difficulties and other disabilities. As well as being used to provide training
programs, revenue from the café funds other local community programs.

(d) Ossivision Australia is a private company that has an objective of aiding the homeless community.

The business puts the proceeds from the sale of its sunglasses towards acquiring blankets and
distributing them to the homeless.

(e) Assistenz Health is a public company that produces and distributes healthcare products to pharmacies.
Its vision is to improve healthcare while creating unprecedented value and opportunity for customers,
employees and investors.

12. The task word (sometimes referred to as command word or instructional word) ‘discuss’ generally requires
you to consider both sides of something. This might mean writing about the advantages and
disadvantages, the strengths and weaknesses or the benefits and costs of that thing. Using the example of
Vanguard Laundry Services or i = Change, discuss the use of a social enterprise as a type of business.

1.8 Business objectives

O KEY CONCEPT There is a range of different business objectives, including to make a profit, to
increase market share, to fulfil a market and/or social need and to meet shareholder expectations.
Objectives and related business strategies vary according to the type of business.

1.8.1 Business objectives

Every business aims to achieve an objective. An objective gives a business direction; that is, it provides the
business with a path to follow, increasing its chances of being successful. The Port Arthur Historic Site Man-
agement Authority is a government business enterprise with objectives that relate to conserving, managing
and promoting the Port Arthur historic sites in Tasmania as cultural tourism places of international signifi-
cance. As a GBE, its objectives are very different to those of other types of businesses. Just as there are several
types of businesses, there is a range of different objectives.

Business objectives

. ) ) ) To meet
’ To increase To fulfill a market  To fulfill a social
To make a profit shareholder
market share need need .
expectations

To make a profit

Making a profit is an objective that is central to many businesses. Profit is what is left after business expenses
have been deducted from money earned from sales (revenue). A loss occurs when the expenses exceed the
revenue. For example, if business expenses totalled $100 000 per year and revenue from sales was $300 000,
the business would have made a profit.

A major indicator of a business’s success is the size of its profit, so many businesses not only want to
make a profit, they want to maximise their profit. A business may have other objectives that will support it in
achieving its main objective of making profit, such as increasing sales, expanding the business, or increasing
market share.
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Port Arthur Historic Site Management Authority is responsible for the Port Arthur, Coal Mines and Cas-
cades Female Factory historic sites. The GBE has objectives, so that its management and employees
know what to do to ensure that the enterprise is successful.

To increase market share

As mentioned in section 1.2.1, market share is a business’s proportion of total sales in a market or an industry.
This is easy to visualise using a pie chart that shows the percentage of sales the business has in relation to all its
competitors. In most industries, market share is usually an objective only for large businesses. Such businesses
often develop an extensive product range, using many different brand names, to gain an extra few percentage
points of market share. Small market share gains often translate into large profits for these businesses.

To fulfil a market need

For many businesses, their purpose is to fulfil some sort of market need. For example, a business may exist to
meet customer expectations or provide a good or service that is not otherwise available to a market. In some
cases, it is quite possible that small businesses may be able to meet specific market needs more efficiently
than larger businesses. For example, a small general store in a rural area may have the objective of meeting
the specific needs of a local community, whereas larger food retail businesses might struggle to meet these
needs. A business may have other objectives that will support it in fulfilling a market need including objectives
related to the function of the product as well as quality, price and convenience.

To fulfil a social need

Sometimes a business will aim to fulfil a social need. This objective involves the production and/or selling
of goods and services for the purpose of making the world a better place. A business with such a focus may
generate an income, but its primary purpose is the common good. Objectives related to fulfilling social needs
might include improving human wellbeing, such as providing opportunities for local unemployed people or
assisting disadvantaged people in the community, or focusing on the environment, such as minimising waste
and recycling.
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To meet shareholder expectations

Making profit is the primary objective of many businesses. This is particularly important for investors in
a company — its shareholders. Shareholders expect to make a return on their investment. They expect the
business that they have invested in to make a profit as they receive a proportion of the profits (called dividends).
They also make a capital gain if the value of a company’s shares increases. If the part of the profit gained by
the company is returned to shareholders, or the value of a company’s shares increase, then shareholders will
have their expectations met.
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Financial objectives Summary screen and practice questions

Social objectives Summary screen and practice questions

Shareholder expectations Summary screen and practice questions

1.8.2 Setting business objectives

As businesses seek to achieve different things, each business will have different objectives. It is obvious that
many businesses exist to make a profit and will consequently measure their performance against objectives
established around profitability (sales, market share, returns on investment). However, profits are not the only
objective.

Many businesses today, such as Bendigo and Adelaide Bank, include customer service, community involve-
ment, the environment and concern for employees within their objectives. Bendigo and Adelaide Bank focuses
on customers, communities and partners, and sustainable earnings and growth.

Government business enterprises will, of course, have objectives reflecting the provision of services to the
community. VicRoads’ objective is to deliver social, economic and environmental benefits to communities. It
does this by managing Victoria’s roads and transport.

Social enterprises exist to achieve objectives in addition to making a profit. If there is a profit motive, that
profit is used to further help those in need. The primary objective of a social enterprise is not to make profit
to distribute to shareholders. For example, The Social Studio is a social enterprise; its objective is to raise
awareness of the refugee experience.

Although making a profit is crucial for the long-term survival of most businesses, concentrating on this
objective to the exclusion of all others may eventually harm the business. Poor customer service, low staff
retention rates, and damage to the environment or to the business reputation are some likely consequences,
when a business is focused solely on making profits.

Businesses develop objectives and related strategies to provide direction to stakeholders. Performance
is analysed using key performance indicators.

Set objectives Y Develop strategies _ Analyse performance

Key performance indicators
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Objectives from a range of businesses

Bakers Delight
(private limited company)

Vision
‘To be the world’s best fresh bread retailer.’

VicRoads
(government business enterprise)

Purpose

‘... to deliver social, economic and environmental benefits to
communities throughout Victoria by managing the Victorian
arterial road network and its use as an integral part of the
overall transport system.’

The Social Studio
(social enterprise)

Objective

“To create awareness and change public perceptions for people
who have experienced being a refugee.’

Commonwealth Bank

(public listed company)
Vision
‘To excel at securing and enhancing the financial wellbeing of
people, businesses and communities.’

COMMUNICATING OBJECTIVES

Businesses communicate their objectives in many different ways. The objectives of a small business are often
found in the business plan. The objectives of larger businesses are often clarified in a vision statement, which
broadly expresses what a business hopes to become; or a mission statement, which formally expresses the
reasons for a business’s existence, its purpose and its method of operation. Sometimes business objectives may
be expressed in a ‘purpose’, a 'values statement’ or as ‘strategic priorities’. In whatever form they take, the
objectives are usually communicated to stakeholders using noticeboards, websites or annual reports.

1.8.3 Developing business strategies

Once a business has established a set of specific objectives, the next step is to determine what needs to be done
to achieve the objectives. Strategies outline how the business will attempt to achieve its objectives — they
are a series of actions undertaken to achieve an end result. For example, a strategy to achieve the objective of
increased profit may be the introduction of a new product range.

Successful businesses develop a range of different strategies to achieve objectives in different areas of
management responsibility. A marketing objective, for example, might be to increase market share by
10 per cent. Strategies to achieve this might include:

* targeting a new group of customers

* increasing sales by using a new promotional campaign

* increasing the number of distribution outlets

* improving the performance or quality of the existing product.

A business needs to make sure all the objectives and strategies are linked. Money will be required, for
example, to implement the marketing strategies, so the finance strategies need to reflect this link.
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1.8.4 Analysing performance

After determining the business’s objectives and strategies, management will eventually need to ask, ‘How well
did we do?’ Performance is analysed by determining whether the business objectives have been achieved. This
can be done by constantly asking:

* How is the business performing?

* How does the business’s performance compare to that of similar businesses?

* Is the business performing as planned?

» Has the business’s performance improved over time?

Once measurements have been collected, businesses can identify and investigate any discrepancies in com-
parison with original planned objectives. The business needs to ask whether the desired results were achieved
and, if not, where and why they failed. If strategies were successful, the business should examine what made
them a success and reuse these strategies. By analysing successful operations, the business may also identify
weak spots that can be improved.

A business can analyse its performance by assessing whether it has been effective as well as efficient.
Effectiveness indicates to what degree a business has accomplished the objectives it set out to achieve. In other
words, the business is ‘doing the right things’. If a business’s objective was to make profit, then improving
profit from one year to the next would be seen as effective. Efficiency refers to how well a business uses the
resources needed to achieve an objective. The most efficient use of resources occurs when benefits are greater
than the costs of resources employed. If a business reduced the amount of waste it produced while achieving
its objective of profit, for example, then this may be considered to be efficient.

Businesses use key performance indicators (KPIs) to precisely analyse performance. KPIs are criteria
used as a measure of the success, or the efficiency and effectiveness, of a particular area of the business’s
operations. Examples of key performance indicators that relate to some of the business objectives we have
explored can be seen in the table below. Key performance indicators are covered in more detail in chapter 6.

Key performance
Business objective indicator How the KPI can be used to evaluate performance

To make a profit Net profit figures An improvement in net profit means that the business has
improved its performance, either by earning more revenue or by
reducing expenses and costs.

To increase market | Percentage of market | An increase in market share suggests that the business is
share share performing successfully, as it has a greater proportion of the sales
in the market.

To fulfil a social Level of wastage If the amount of unwanted or unusable material created by the
need production process is reduced, then the business has reduced its
impact on the environment. It has also improved efficiency.

1.8 Activities
TEST your understanding

1. Outline the difference between an objective and a strategy.
2. Explain the importance of business objectives.
3. Examine the four businesses’ objectives outlined in the figure at the end of section 1.8.2, and then answer
the following questions.
(@) Are there common features of these objectives? What are they?
(b) What are the differences between these objectives?
(c) Would it be important for employees, managers and customers to be familiar with a business’s
objectives? Why?
4. Complete the following sentences by filling in the blanks.

(@) Making a is a central objective for many businesses.
(b) Fulfilling a involves producing and/or selling goods and services for the
purpose of making the world a place.
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(c) Fulfilling a involves meeting customer expectations or providing a good or
service that is not available to a market.
(d) Shareholders expect to receive a proportion of the profits (called ) as well as make a
capital if the value of a company’s shares increases.
(e) Market share is a business’s of total industry
5. Why should businesses analyse their performance?
6. Differentiate between effectiveness and efficiency.
7. What is a key performance indicator and what is it used for?

APPLY your understanding
8. Working with a partner, write a suitable business objective for the following businesses.
(@) Your local fish and chip shop
(b) Your local accounting firm
(c) A company that exports products
(d) A social enterprise employing the homeless
9. What are your objectives for this year? Do you have a strategy to achieve those objectives? Complete the
table below to see how strategies are linked to objectives (both personal and business ones). The table has
been started for you.
10. Use the NAB weblink in the Resources tab to determine NAB’s objective. List the strategies you find.
11. Use the Australia Post weblink in the Resources tab to find out what type of business it is. Outline Australia
Post’s objectives.

Business
Personal objective @ Strategy to achieve it objective Strategy to achieve it

Get an ‘A’ in VCE 1. Read textbook Increase profit 1. Launch new advertising campaign
Business 2. Complete homework 2. Improve customer service training
Management 3. 3.

4. 4.

EXAM practice

12. Distinguish between the objectives to make a profit and to increase market share. (2 marks)

13. Explain the business objective ‘to meet shareholder expectations’. (2 marks)

14. Anja has established a social enterprise called ‘Social Bikes’. Describe two business objectives that Social
Bikes will need to achieve. (4 marks)

Resources

Weblink: NAB
Weblink: Australia Post

1.9 APPLY YOUR SKILLS Business objectives
and KPls

PRACTISE YOUR SKILLS

¢ Define, describe and apply relevant business management concepts and terms

¢ Analyse case studies and contemporary examples of business management

¢ Interpret, discuss and evaluate business information and ideas

¢ Apply business management knowledge to practical and/or simulated business situations
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1.9.1 Business objectives

OBJECTIVE: GIVE AWAY ONE MILLION MEALS A YEAR

FareShare is a small social enterprise that gives away healthy, nutritious

meals to hungry and homeless people in Victoria using food donated by FareShare is a social

businesses. Its vision is ‘a society where food is not wasted and no one enterprise that gives away

goes hungry’. FareShare ‘rescues’ food that would otherwise have ended healthy meals to the hungry

up as waste in landfill. and homeless. Staff and
The enterprise started in 2000 with volunteers cooking 300 pies a week. many volunteers run it.

For some time, its aspirational target has been to cook one million meals
in a year. It finally achieved this in 2015, with its volunteers and staff
cooking approximately 5000 meals every day. FareShare now employs
20 paid staff and has eight vans that supply meals to more than 400
Victorian charities including Vinnies vans, the Salvos and the Asylum
Seeker Resource Centre.

FareShare’s major food and kitchen donors include Woolworths, Coles
DC, Bakers Delight, Fonterra, Corona Manufacturing and Linfox Logis-
tics. Moorabbin Airport recently donated a block of land to FareShare.
This land was transformed into an enormous vegetable garden to sup-
ply the enterprise’s kitchen in Abbotsford with fresh produce. FareShare
spokeswoman Lucy Farmer said, ‘The one thing that really constrains us
is a reliable source of ingredients, specifically vegetables’.

‘We want our food to be nutritious. One of the best ways to do that
is have vegetables in it, but they are often tough to source on a regular
basis. But this should help solve that issue,’ she said.

FareShare does have other objectives. Part of its mission relates to
raising awareness about food insecurity and the value of food rescue.
FareShare also helps the environment, as reducing waste that ends up in
landfill reduces methane pollution and the demand for new food products.
In 2017, FareShare rescued 821 tonnes of food, which it used to cook
1 158 569 meals!

1.9.1 Activities
TEST your skills

1. Define the term ‘business objective’.

2. Explain what a ‘vision’ is.

3. Describe what FareShare does and how its work benefits the community.

4. Explain why FareShare’s mission is very different from that of other businesses that have a main focus on
making a profit.

5. Using evidence from the case study, has FareShare achieved it objectives?

APPLY your skills

6. Use the FareShare weblink in the Resources tab to watch the video about FareShare.

(@) What objectives are businesses such as Woolworths achieving by donating food to FareShare?
(b) Approximately how many tonnes of food are wasted each year in Australia?

(¢) How many volunteers work for FareShare? Why do you think people volunteer to work for no wages?
(d) Explain what would happen to the surplus food if FareShare did not collect it.

7. The task word (sometimes referred to as command word or instructional word) ’discuss’ generally requires
you to consider both sides of something. This might mean writing about the advantages and disadvantages,
the strengths and weaknesses or the benefits and costs of that thing. Discuss the strengths and weaknesses
of FareShare as a social enterprise.

8. The task word (sometimes referred to as command word or instructional word) ‘evaluate’ generally requires
you to consider both sides of something, and then provide an overall conclusion or judgement related to
which argument is the more persuasive and why. Evaluate the need for social enterprises in our society.
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Resources

Weblink: FareShare

1.9.2 Goal!

Ask your teacher for permission to complete this activity in class time. The aim of this activity is to apply
your theoretical understanding of business management to a practical activity.

Materials required
* Basketballs
* Basketball rings
* Space

Instructions

1.
2.

. As each student is shooting at goal, record the

Arrange your class into groups of three or four.

Find a place where your class can set up to have

shots at basketball rings. You or your teacher may
need to book the school gym or the basketball court.
(Note: Other sports can be substituted, as long as it

is possible to achieve the objective of the activity — to
score a goal.)

Work out an order among the members of your group.
Every student should have 10 shots at goal.

result. Did they score a goal, hit the ring or miss
completely?

1

9.2 Activities

TEST your skills

1.
2.
3.

How did your group manage the task? Did you work well together?
What was the objective for your group?
Explain what ‘effectiveness’ means.

4. What does ‘efficiency’ mean?

APPLY your skills

5.
6.
7.

How can you measure the effectiveness of your group’s performance in this activity?
Can you think of a way to measure your group’s efficiency?
Complete the following table, using the results from your goal shooting. The table has been started for you.

Effective Score a goal from every shot

Ineffective

Is it possible for a business to be effective but inefficient?
Is it possible for a business to be efficient, but ineffective?
Explain your answer using business examples.
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1.10 Business stakeholders in the internal

environment

O KEY CONCEPT Businesses have many stakeholders, with varying interests. Internal stakeholders
include owners, shareholders, directors, management and employees.

Businesses have many stakeholders. ‘Stake-
holders’ refers to the people and groups
that interact in some way with the business
and have a vested interest (or stake) in its
activities.

Many of these stakeholders are found
in the internal environment — inside the
business. These stakeholders are part of the
business itself, including owners, sharehold-
ers, directors, management and employees
as well as any formal or informal groups
that are created within the business. Other
stakeholders are found in the external envi-
ronment — outside the business and beyond
its full control. These stakeholders include
government, competitors, interest groups
(such as trade unions, consumer groups and
specific issue groups), customers, suppliers
and members of the community. All of these
groups and individuals can be affected by
the activities of a business. They can also
influence the activities of the business they
have an interest in.

Each business will have many stakeholders that they need
to consider. Stakeholders have a vested interest in the com-
pany, and successful businesses are actively aware of their
stakeholders’ interests.

B Internal stakeholders

B External stakeholders

WMembers of the
community

_
3
(0]
o
(0]
7]
@
Q
g
s

The internal stakeholders of businesses and their interests

Internal stakeholder

Owners Want the business to make profit — they may depend on the success of the business

for their income or wealth

Will typically want the business to conduct itself in a socially responsible manner

Shareholders Want the business that they have invested in to make profit as this affects the value of

their shares and the amount of dividends they receive
Many will want the business to be socially responsible

Directors Have responsibility for developing and overseeing the strategic direction of the

company in return for status and remuneration

Management Want the business to perform financially, and in return, expect to be fairly remunerated

increased sales

Will typically want the business to be socially responsible as this is likely to lead to

Need to satisfy as many stakeholder expectations as possible while making sure that
their position in the business is secure

Employees Expect to be paid fairly, trained properly and treated ethically in return for their

contribution to production
Need to know that their job is secure in the long term
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Business stakeholders and their interests Summary screen and practice questions

1.10.1 Owners

A business may be owned by a sole trader, by partners or by a number of shareholders.
The extent to which the owner is involved in the management or daily operations of the
business will affect his or her vested interest in its activities. For example, a sole trader
or a partner is likely to have a direct say in what the business does.

The owners who manage or operate the business on a day-to-day basis will possibly
have a very personal vested interest in the business — they are likely to depend on the
success of the business for their income or wealth. Furthermore, the performance and
conduct of the business can affect the reputation of the owner. For example, operating
a business that is known to have dishonest dealings with other stakeholders is likely to
reflect poorly on the characters of the owners of the business. Alternatively, the failure
of a small business might leave a sole trader or partner in debt.

1.10.2 Shareholders

Shareholders purchase shares in a company, so they are partial owners of . .

. . .. . ) Socially responsible com-
businesses. Despite not usually being involved in the day-to-day operations panies are an attractive
of a business, shareholders do have some say in the running of a business, proposition to many
for example, by voting at a company’s annual general meeting. In this way, shareholders; however,
they can influence major decisions. For example, shareholders may vote for the primary objective for

. . . most shareholders is to
the directors of the company or to approve an annual report. It is also quite ) .
) ; make a profit from their
possible that a shareholder can also be a director, manager or employee of a investment.
company.

Shareholders want the company that they have invested in to be prof-
itable as they receive a proportion of the profits (called dividends). They also
make a capital gain if the value of a business’s shares increases. Many share-
holders realise that by being socially responsible a business can improve its
reputation, but they know that this can also increase financial costs to the
business.

There are shareholders who will only invest in companies they see as
socially responsible, which is known as socially responsible investing. Other
shareholders might think that it would be best to ignore social responsibility.
Most would be pleased, however, about the introduction of any strategy that
improves productivity, boosts sales or leads to increases in profit.

DID YOU KNOW?

In Australia, many industries generate emissions of the most common greenhouse gas — carbon dioxide. The
coal and power industries and resource projects have adopted a range of measures to reduce emissions,
including the use of energy-efficient technology.
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1.10.3 Directors

The directors of a company are the people who have overall responsibility for managing the company’s
business activities. A director must be honest and careful in their dealings and be aware of what the company
is doing at all times. Small companies must have at least one director. Larger companies may have many
directors who are collectively known as the ‘board of directors’. The board’s role is to develop and oversee
the strategic direction of the company. In return, members of the board expect to acquire power and status by
being the director of a company. The directors of a company also expect to be fairly remunerated, including
earning directors’ fees and receiving share options.

e 9

DID YOU KNOW?

It is possible for a private limited company to have a single director who is also the sole shareholder of the
company. This person must maintain minutes (a written record) of any resolutions made concerning the
management of the company’s business. Each resolution must also be passed and signed off by the sole
director and shareholder.

1.10.4 Management

Management has the responsibility of running a profitable or successful business.
These people must ensure that the strategies that the business has implemented will
achieve its objectives. Poor financial performance, for example, would result in man-
agement reviewing the business’s strategies, processes and employee performance. In
return, management staff expect to be fairly remunerated, including through a salary
and other benefits.

Most managers today understand that socially responsible activities should lead
to increased sales. There are many complex legal issues that managers must contend
with today, however, and introducing new socially responsible policies and procedures can be expensive and
time consuming. Management could introduce new technology to reduce waste and improve productivity, so
that the business remains competitive, helping to boost sales and profit, but this could mean that employees
lose their jobs. Management could offer employees higher wages and better working conditions, but they may
be forced to raise the price of products to cover this cost, leading to a fall in sales. Managers must endeavour
to satisfy as many stakeholder expectations as possible while making sure that their position in the business
is secure.
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1.10.5 Employees

Employees are the people who work for the business. Their contribution is vital as they are
involved in the manufacture or production of the good or service that the business sells. The
quality of the product depends on their skill and commitment to the process. Employees
should be valued as members of the business by being paid fairly, trained properly and
treated ethically. Employees need to know that their job is secure in the long term. If
businesses can provide for their needs, employees will be more inclined to put effort into
work tasks and will be motivated to meet customer expectations.

DID YOU KNOW?

Henry Ford, the founder of the Ford Motor Company, purchased a small piece of land in 1929 located along the
Amazon river in Brazil. His plan was to establish a prefabricated industrial town named Fordlandia for the
purpose of securing a source of cultivated rubber for the company’s car manufacturing operations. Ford had
early success in imposing ‘American’ lifestyles and values on the community, but the indigenous workforce soon
rejected the strict assembly-line philosophies, refusing to work. Riots ensued and management were forced to
flee. Finally, after a botanist hired by Ford to assess the situation concluded that the land was terrible for growing
rubber trees, the town was abandoned. Today, the venture is considered a massive failure.

1.10 Activities
TEST your understanding

1. Define the term ‘stakeholder’ in your own words.

2. Explain the difference between internal and external stakeholders.

3. Are a shareholder and a stakeholder the same thing? Explain your answer.

4. Use a table like the one below to summarise details of a business’s internal stakeholders and their interests
covered in this subtopic.

Internal stakeholder Description Interest

| |
| |

| |

APPLY your understanding

5. In a small group, brainstorm the internal stakeholders of your school. Choose a representative to share your
comments with the other groups in your class.

6. Choose a business that you have heard about and use the internet to research the internal stakeholders of
the business. For example, you could find out about how many owners the business has. Do these owners
have direct involvement in the operations of the business?

7. Use the Internal business stakeholder weblinks in the Resources tab to look at the websites of the
following businesses. Choose one and complete the table below.

Scentre Group

Village Roadshow

Visy

Link Housing Ltd

Name of business
Number of shareholders/owners
Number of directors

Number of senior managers

Number of employees
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EXAM practice

8. Define the term ‘stakeholder’. (1 mark)

9. Describe the interests of employees. (2 marks)
10. Distinguish between management and shareholders. (4 marks)

Resources

Weblink: Internal business stakeholder: Scentre Group
Weblink: Internal business stakeholder: Village Roadshow
Weblink: Internal business stakeholder: Visy

Weblink: Internal business stakeholder: Link Housing Ltd

1.11 Business stakeholders in the external
environment

O KEY CONCEPT External stakeholders include government, competitors, interest groups,
customers, suppliers and members of the community.

External stakeholders are found outside the business and beyond the full control of the business. Nevertheless,
they can still either affect or be affected by the activities of a business. These stakeholders include government,
competitors, interest groups (such as trade unions, consumer groups and specific issue groups), customers,
suppliers and members of the community.

Qantas CEO Alan Joyce speaks to the media with Australia’s former Foreign Minister Julie
Bishop as the new QANTAS Boeing 787 Dreamliner aircraft arrives on its first flight into
Sydney in 2017.
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1.11.1 Government

Government exists at three levels in Australia (federal,
state and local). Elected governments attempt to make or
change laws that have an impact on businesses. Govern-
ments can regulate or deregulate business activity. Each
level of government imposes its own direct and indi-
rect regulations to which all businesses must adhere.
These regulations may influence a business to change
its activities; for example, if taxes become too high.

Government can also encourage businesses to expand
by, for example, offering government grants. The government benefits from successful business
by receiving a portion of their profits through its collection of taxation revenue.

1.11.2 Competitors

Competition is rivalry among businesses that try to supply
the needs and wants of a market. Competitors, therefore, are
other businesses or individuals who offer rival, or competing,
goods or services to those offered by the business. Business
owners or managers need to aim to achieve a sustainable

competitive advantage over their competitors to capture a *

larger share of the market. o L»”'
A business needs to be constantly prepared to respond to g

any change in the actions of its competitors, as competi-

tors themselves will attempt to gain a competitive edge over the business whenever they can. When ING

Direct Australia, a subsidiary of the Dutch financial services company, ING Group, was launched in

Australia, they began to offer customers high returns on savings accounts. To stay competitive, the big four

banks — ANZ, Commonwealth, NAB and Westpac — now also offer high-interest online savings accounts.

From the business point of view, competition can stimulate greater efficiency in production and usually results

in a better quality good or service at a lower cost to the business.

1.11.3 Interest groups

Interest groups are organisations of people who attempt to
directly influence or persuade businesses to adopt or change
particular activities, processes or policies. Three common [ {\\ \

types are trade unions, consumer groups and specific issue - y )
groups.

Trade unions

Unions represent employees in many workplaces in Aus-
tralia. They attempt to negotiate favourable pay and work
conditions on the employees’ behalf. Unions work to prevent
anything that diminishes employee rights, safety or condi-
tions. They will work with management to resolve workplace issues and act as an advocate for employees.
Some people have criticised unions, saying that although they understand that profitability can lead to more
jobs, they prefer to seek higher wages for union members rather than new jobs for non-union members.
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Trade unions have a lot of power, including the ability to organise strikes if certain demands
are not met. While the Australian Council of Trade Unions (ACTU) represents about

1.8 million workers, union membership in Australia more than halved between 1990 and
2016 (from 40.5 per cent of the workforce to just 15 per cent, according to Australian Bureau
of Statistics data). The steady decline in union membership is partly due to a shift from
blue-collar jobs to those in the service sector, which is less unionised.

"_‘ _}

"~-DON'T TRADE &
X .OUR FUTURE *

PROTECT JOBS « PROTECT STANDARDS © PROTECT SAFERY

Consumer groups

These interest groups, such as CHOICE, Australia’s leading consumer advocacy group, monitor a busi-
ness’s performance in terms of product safety, packaging, pricing and advertising. Consumer groups pressure
businesses to sell products that are safe, appropriately packaged, reasonably priced and advertised with
honesty.

Specific issue groups

These groups combine to focus on one specific area, such as youth unemployment, civil liberties, anti-
globalisation or environmental protection. Mining companies such as Rio Tinto and BHP, for example,
often receive criticism from environmental groups over their mining activities. The companies respond by
undertaking environmental impact studies and rehabilitation works.

1.11.4 Customers

Customers expect to purchase quality products at reasonable prices and they expect {

to receive high levels of service. They are becoming more aware of socially respon- -
sible businesses and this is one of the factors they consider when making purchasing CA
decisions. Many customers wish to purchase products from businesses they know have
acted in a socially responsible manner. A business needs to be aware of changes in ¢ A
customer preferences and tastes, and respond to these so that it can continue to satisfy ‘
their needs. For example, a business might introduce more environmentally friendly products to its range to
ensure its future profitability in response to changing customer expectations.
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1.11.5 Suppliers

Suppliers provide resources to a business that will be used in its production process.

Resources can include raw materials, equipment, machinery, finance and informa- .@E-
tion. It is essential for the business to develop good relationships with suppliers to 1 v'_
ensure the timely delivery of quality resources. In return, suppliers expect to be paid - B
promptly and in full. It is also in each supplier’s best interests to ensure that the 5 ;’

a = L

resources supplied are of high quality, and delivered in the right quantities at the
right times, as this will ensure a profitable business. Most businesses will have mul-
tiple suppliers providing a range of equipment and materials to ensure a constant supply of resources. Many
businesses today expect their suppliers to behave in a socially responsible manner, and believe that their
relationships with suppliers also need to meet corporate social responsibility considerations.

1.11.6 Members of the community

A business has a responsibility to the general community to be a good corporate Q Q
citizen. Members of the community expect that a business will give back to society

something of what they take out in generating profit. A socially responsible busi-
ness is likely to participate in community projects and activities. For example, She
Wear — which supplies footwear and accessories for women at work — partners :
with three charities that the owner, Stacey Head, believes resonate with herself & L
and with her customers. These charities are the National Breast Cancer Founda-
tion, mental health organisation R U OK? and the RSPCA. Telstra encourages staff to become involved in
issues they are passionate about by providing an annual day of paid volunteering leave and matching every
dollar employees donate through payroll, giving up to $1000 per employee per year and $750 000 overall.
Members of the community increasingly expect businesses to show concern for the environment. Some
might be worried about businesses using valuable land resources or showing disregard for carbon emissions.
They may be concerned about waste disposal or pollution. There is growing pressure for businesses to adopt
sustainable operating policies. Increasingly, businesses are making decisions that will allow them, and the
rest of society, to continue to interact with the environment. For example, Wesfarmers Ltd strives to source
products in a responsible manner while working with suppliers to improve their social and environmental
practices, to reduce the emissions intensity of its businesses and to reduce its waste to landfill and water use.
In its 2017 Sustainability Report, Wesfarmers outlined how it has reduced its environmental impact. Over the
past five years, the company has reduced its greenhouse gas emissions intensity by 16 per cent.
Furthermore, some people within the general community may be concerned about their future welfare
through their own employment within businesses. Businesses employ large numbers of people. In June 2016,
the Australian Bureau of Statistics (ABS) estimated there were 4.7 million people employed in small busi-
nesses, 2.5 million people employed in medium-sized businesses and 3.5 million people employed in large
businesses.

The external stakeholders of businesses and their interests

External
stakeholder Interest

Government Make or change laws that have an impact on businesses

Want the business to do well because this is good for the economy — the government also
benefits from successful business by receiving a portion of their profits through its collection of
taxation revenue

Competitors Want to have a competitive advantage over the business

Likely to be prepared to respond to any change in the actions of the business to gain a
competitive edge — this may include changing prices or improving the quality of products

(Continued)
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External
stakeholder

Interest Trade unions want to prevent anything that diminishes employee rights, safety or conditions —
groups they work to achieve favourable pay and work conditions for employee members.

Consumer groups want to ensure that the business sells products that are safe, appropriately
packaged, reasonably priced and advertised with honesty.

Specific interest groups want the business to consider their area of interest, whether it is in the
area of unemployment, civil liberties, anti-globalisation or environmental protection.

Customers Expect to purchase quality products at reasonable prices and to receive high levels of service

Are becoming increasingly aware of socially responsible businesses and many will purchase
products from businesses they know have acted in a socially responsible manner

Suppliers Must provide quality materials that are delivered reliably (in the right quantities at the right times)
to ensure that the business makes a profit

Expect to be paid promptly and in full

Members Expect that a business will give back to society something of what they take out in generating

of the profit

community Expect businesses to show concern for their future welfare through their own employment within
businesses

Expect the business to show concern for the environment

1.11 Activities
TEST your understanding

1. In your own words, explain what is meant by ‘government’.
2. Explain the importance of:
(@) competitors
(b) customers.
Brainstorm as many different types of suppliers as you can in 60 seconds.
4. Identify two examples of:
(@) trade unions
(b) consumer groups
(c) specific issue groups.
5. Use a table like the one below to summarise details of a business’s external stakeholders and their interests
covered in this subtopic.

©

APPLY your understanding

6. In a small group, brainstorm the external stakeholders of your school. Choose a representative to share your
comments with the other groups in your class.

7. Choose a business that you have heard about and use the internet to research the external stakeholders of
the business. For example, you could find out about how many customers the business has. In what ways
does the business communicate with its customers?

8. Use the Coles weblink in the Resources tab to find as many of Coles’ stakeholders on its website as you
can. Answer the following questions.

(@) What type of business is Coles?
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(b) List Coles’ stakeholders.
(c) Identify ways in which Coles communicates with its stakeholders.

EXAM practice
9. Describe the interests of customers. (2 marks)
10. Outline the characteristics of unions. (2 marks)
11. Distinguish between competitors and suppliers. (4 marks)

Resources

Weblink: Coles

1.12 Potential conflicts between stakeholders and
corporate social responsibility considerations

O KEY CONCEPT The varying interests of stakeholders can sometimes conflict. Society expects
businesses to act in a socially responsible manner.

1.12.1 Potential conflicts between stakeholders

All stakeholders who interact with a business have an interest in its activities. Some of their expectations are
compatible. For example, customers want quality products at reasonable prices. If the business meets this
expectation, sales should increase, leading to greater profits. This, in turn, satisfies the shareholders, who are
rewarded with higher dividends.

However, some expectations are incompatible; that is, they oppose The 1998 Longford gas disaster

each other. In this case, satisfying one set of stakeholders will most llze] e e s el G
probably result in other stakeholders being dissatisfied. For exam- Victoria’s gas supply for two
ple, employees and their unions require safe working conditions and weeks. Esso was later found

reasonable wages, while customers want reasonably priced products. Gy @ SelEly cen s i
the explosion by failing to provide

Providing a wage rise or working conditions beyond what is legally O T 0 S e
required is socially responsible, but it will cost the business money in employee training.

the short term. If the business wishes to retain profit margins to satisfy
shareholders, it may be forced to raise the prices of its products. This
action will upset customers. On the other hand, the business may retain
prices at the original level, reducing its profit. Doing this could cause
disquiet among shareholders.

In an effort to maintain profit, the management of a business may
choose to cut costs, for example, and ignore some of its responsi-
bilities. These types of decisions can endanger employees or society
or damage the environment through pollution, raising serious legal
and social responsibility considerations. Management might choose
to reduce costs by sacking employees or by compromising on prod-
uct quality or safety, which raises other legal and social responsibility
considerations.
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Stakeholders and their conflicting interests

Conflict leads to the
concept of corporate
social responsibility

Stakeholders have Interests can
various interests conflict

Stakeholders Conflicting interest

Employees and shareholders Employees require safe working conditions and reasonable wages, but this will
reduce the business’s profit and dividends to shareholders.

Management and customers Management could attempt to maintain profit and a high dividend to satisfy
shareholders by raising the prices of products, but this will upset customers,
who expect reasonably priced products.

Management and members of | Management might decide to cut costs by neglecting maintenance, which could
the community possibly put members of the community in danger.

Suppliers and members of the | Suppliers expect to be paid fairly and promptly, but they might reduce costs by
community using unethical or socially irresponsible practices, which can upset members of
the community.

Management and suppliers Management wishes to keep costs down to improve profit but suppliers
providing ethical materials require higher prices to cover their costs.

DID YOU KNOW?

Ethisphere, a research-based international business dedicated to defining and measuring standards of ethical
business practices, published its World’s Most Ethical Companies list in 2018. In doing so, it said that companies
that focus on transparency and authenticity are rewarded with the trust of their employees, their customers and
their investors — the companies that support the rule of law and operate with decency and fair play will always
succeed in the long term.

study[T])
> 2051 > Topic3 > Conoopt 2 2

Conflicting interests of stakeholders Summary screen and practice questions

1.12.2 Corporate social responsibility
Society increasingly expects businesses to consider corporate social responsibility and do the ‘right’
thing in the interests of all stakeholders. Modern businesses are expected to be enterprising and comply
with the law, as well as being socially just and ecologically sustainable in their operations. Many busi-
nesses are now extremely sensitive to public opinion and strive to be recognised as being ‘good corporate
citizens’.

Businesses recognise that they increase their chances of success when they pursue objectives that align with
the interests and expectations of all stakeholders. However, these interests and expectations are not always
compatible.
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Corporate social responsibility considerations

Reconciling conflicting interests is not always easy. Senior management must constantly assess the actions
of the business and attempt to satisfy as many stakeholder expectations as possible while acting in a socially
responsible manner.

As society’s expectations of acceptable business behaviour increase, socially aware businesses recognise
the importance and necessity of concentrating on sustainable business objectives; that is, focusing on financial
outcomes while also being conscious of environmental and social performance. Many businesses today focus
on the triple bottom line — financial (or economic), social and environmental performance — where share-
holder value increases through the careful management of stakeholder value. More businesses understand
that reconciling conflicting interests and increasing stakeholder value ensures long-term growth and survival.
That is, businesses that take their social responsibilities seriously are often ‘rewarded’ with improved business
performance.

Customers who believe that a business has a reputation for being socially responsible are more likely to
continue to deal with the business. They are also likely to refer the business to other customers. Employees
will want to work for the business, reducing costs of replacing staff and increasing productivity. While it
can be expensive and time-consuming to introduce socially responsible strategies, they would be expected
to bring about increased sales and profits. By comparison, a lack of social responsibility can damage a
business’s reputation and reduce its competitive advantage. Customers may react and stop purchasing a
business’s product if they learn that the business is exploiting employees, accepting bribes or polluting the
environment.

One way for a business to be more socially responsible is to act ‘greener’. This can be done by recycling more
and investing in renewable and sustainable resources.

=00

5

\<v MARKET

SUSTAINABILITY
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Yarra Valley Water is a statutory corporation that provides water and sanitation services to more
than 1.8 million people and over 50 000 businesses in the northern and eastern suburbs of
Melbourne. The government business enterprise is committed to protecting the environment
and prioritises sustainability. In 2017, Yarra Valley Water was awarded the Banksia Sustainability
Award for its Waste to Energy project, in the category of Leadership in the Circular Economy
Award. The Banksia Sustainability Awards are regarded as the most prestigious and longest
running sustainability awards in Australia. The Waste to Energy facility converts commercial
organic waste into a renewable and sustainable source of energy.

DID YOU KNOW?

It is important to note that the central theme of corporate social responsibility is ‘above and beyond’ making a
profit and obeying the law. It is also worth noting that social responsibility is good business — customers
eventually find out which businesses are acting responsibly and which are not.

study[T])
_Unit3_> 2051 > Topios > Concopt3 4

Corporate social responsibility considerations Summary screen and practice questions

1.12 Activities
TEST your understanding

1. Define the term ‘corporate social responsibility’ in your own words.

2. Explain why there are potential conflicts between the interests of stakeholders.

3. Looking at the information in the table in section 1.12.1, in what ways do the interests of stakeholders
conflict?

4. Suggest ways in which a business could reconcile the following pairs of conflicting interests.
(@) Consumers demanding cheaper products and employees wanting higher wages
(b) Shareholders desiring a higher return on their investment and society wanting a clean environment
(c) Managers being required to keep costs of production down and socially responsible suppliers

wanting higher prices for inputs
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5. List some business activities that could involve corporate social responsibility considerations.
6. Complete the following table to identify the advantages and disadvantages of adopting socially responsible

strategies.
Advantages Disadvantages
Customers are more likely to want to deal with a It can be expensive to introduce and implement
socially responsible business. socially responsible strategies.

APPLY your understanding

7. Campbell Anderson, former president of the Business Council of Australia, said: ‘Business is acutely aware
that being out of step with community expectations can mean losing market share and poor employee
morale and productivity, all of which can dramatically affect the bottom line.’ Discuss this statement, using
business examples.

8. You have been asked by a friend whether it is a good idea to purchase shares in businesses that have good
environmental performance. What advice would you give to your friend?

9. “To be effective, corporate strategy must take into account the interests, needs, and expectations of all the
business’s stakeholders. Companies should have a strategy that combines business goals and broad social
interests.” Do you agree? Explain your answer.

EXAM practice

10. Outline the competing demands that two stakeholders may place on a business. (2 marks)

11. Explain one potential conflict between the demands of shareholders and employees. (2 marks)

12. Describe the positive and negative consequences of a business implementing socially responsible
practices. (4 marks)

13. ‘Corporate social responsibility considerations are an unwelcome constraint on businesses.’ Discuss this
statement. (4 marks)

1.13 EXTEND YOUR KNOWLEDGE Stakeholders
and corporate social responsibility

O KEY CONCEPT Businesses attempt to work with all stakeholders in an effort to act in a socially
responsible manner.

1.13.1 Stakeholder engagement
Stakeholder engagement refers to businesses sharing information with and seeking input from stakeholders,
and involving them in decision-making. Businesses anticipate that, by discovering the social and environmen-
tal issues that are important to their stakeholders, the business is more likely to act in a socially responsible
manner.

There are conflicts between some stakeholder interests, of course. Employees want high wages, which is
a cost to business, but customers want cheap products. Shareholders want high dividends generated from
high profits. However, by addressing expectations such as customer wishes and employee and shareholder
interests, businesses expect that both of the latter groups would benefit from the increased sales. Businesses
also anticipate that a positive image will be maintained if all stakeholders have their expectations satisfied.
This leads to increased sales and an improved reputation for socially responsible management.
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STAKEHOLDER ENGAGEMENT AT BHP

With more than 60000 employees and con-

tractors working in more than 25 countries, A BHP coalmining operation in Western Australia. BHP
BHP (known formerly as BHP Billiton Ltd) is engages its stakeholders to meet its social responsibility
the world’s largest mining company. It was intentions.

formed in 2001, following a merger between
BHP and Billiton. BHP’s major businesses
include coal, copper, iron ore, uranium and
titanium minerals, and it also has substan-
tial interests in oil, gas, liquefied natural gas
and diamonds. The headquarters for BHP
is located in Melbourne. BHP identifies its
stakeholders in its sustainability reporting, as
well as explaining how it engages them.

BHP claims that it regularly consults
employees and contractors, local and
Indigenous communities, shareholders and
customers. It realises that other groups, such
as the investment community, business partners, community organisations, unions, non-government organi-
sations, suppliers, governments, media and industry associations have an influence on the business. Some of
BHP’s stakeholder engagement methods are described under the following headings.

Community organisations

Community organisations often represent
local and Indigenous communities near A BHP project manager discusses a development at
BHP’s operations. Community organisations Roxby Downs with a stakeholder.

need to be assured that any potential
environmental and social impacts associ-
ated with BHP’s operations are kept to a
minimum, and that opportunities arising from
the operations are maximised. BHP says
that individual sites work with their own host
communities, using community consultation
and engagement groups.

Customers

BHP’s customers are mostly other large busi-
nesses. BHP says that they are usually inter-
ested in product quality, cost and delivery.
The marketing area regularly communicates
with customers. Technical support assists in
the use and handling of products. Customers
receive information about products and have
the opportunity to visit BHP operations sites
to learn more about its products.

Employees and contractors

Employees and contractors are very much concerned with their own health and safety as well as working condi-
tions in general. Members of staff need to be provided with career and training opportunities to maintain employee
satisfaction. BHP realises that an operation’s employees and contractors, who live locally, will also be concerned
about such things as local employment, business creation and social infrastructure, schooling and health care.
Quality of housing is also important to staff who live in remote communities. Processes need to be in place
to enable employees and contractors to participate in performance improvement initiatives, and to take part in
performance reviews and employee surveys. Communication is vital.
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Government

BHP respects the authority of government at national, state (or regional) and local levels. It attempts to work
openly and constructively with the government of the country in which it is operating.

Shareholders

BHP has shareholders in Australia, Europe and North America. Shareholders are interested in seeing suitable
business performance and governance, leading to profit. BHP communicates with shareholders at annual general
meetings, through regular print and electronic communications, and through its website.

Suppliers

BHP’s suppliers include local businesses close to its operations as well as large international suppliers. Its sup-
pliers are interested in supply agreements and payment processes as well as the standards that BHP requires
of them. A single point of contact at BHP ensures that regular reporting and communications are maintained
between the company and its suppliers. BHP attempts to use local suppliers and supports these suppliers in
enhancing community development opportunities.

1.13.1 Activities
TEST your understanding

1. What is meant by the term ‘stakeholder engagement’?
2. List BHP’s stakeholders.
3. Outline some of the conflicts that could occur between the stakeholders of BHP.

EXTEND your understanding

4. Complete the following table to demonstrate how BHP engages with its stakeholders.

Stakeholder Explanation m Engagement method

Community They often represent They need to be Individual sites work
organisations local and Indigenous assured that with communities,
communities near environmental and using community
BHP’s operations. social impacts will be | consultation and
minimised and that engagement groups.
opportunities are
maximised.

5. Explain how the management of conflicting stakeholder interests can lead to a business being viewed as
socially responsible.

6. Use the BHP weblink in the Resources tab to find information about sustainable development as it applies to
BHP. Write a report explaining how BHP performs in the area of socially responsible management.

Resources

Weblink: BHP
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1.13.2 Environmental damage
BHP is often criticised for the massive amounts of greenhouse gas emissions resulting from its mining of fossil
fuels. In 2013, it was listed as one of 90 global companies responsible for producing nearly two-thirds of the
greenhouse gas emissions generated since the beginning of the industrial age. Geographer Richard Heede’s
research found that the vast majority of these companies produced oil, gas or coal.

BHP has also had some involvement in a number of significant accidents, one of which, in 2015, caused
an environmental disaster in Brazil.

SAMARCO DAM FAILURE

In November 2015, the Fundao tailings dam

located in south-eastern Brazil, which was holding A general view of the village of Bento Rodrigues, in
back waste from an iron ore mine, failed. A com- Mariana, the south-eastern Brazilian state of Minas
pany named Samarco, a joint venture between Gerais following the bursting of the Fundao tail-
BHP and Vale (a Brazilian multinational), operated ings dam in November 2015. After the dam failed,
the dam. a deluge of thick, red toxic mud was unleashed,

The incident, which is considered to be the smothering the village and killing 19 people. The
worst environmental disaster in Brazil’s history, mining company Samarco, which operated the site,
caused a mudslide and the flooding of the commu- is jointly owned by Vale of Brazil and BHP.

nities of Bento Rodrigues, Gesteira and Paracatu.
Nineteen people were killed and more than 50 were
injured. Families were left without homes and the
local environment was damaged by mining waste.
For example, the water supply in hundreds of other
municipalities was interrupted and could possi-
bly be polluted for generations. As the mine is no
longer operating, thousands of people were left
without work.

It was believed early on that the weaknesses
in the dam that led to its collapse were brought
to management’s attention in a 2013 report, but
BHP denied this. Samarco, Vale and BHP com-
missioned an investigation that was published in
2016 — it found that construction flaws had damaged the dam’s original drainage system and described attempts
to correct the problems. Three small seismic shocks in the area about 90 minutes before the dam failed were
cited as accelerating the failure process. The companies have defended their employees and executives against
accusations that they had previous knowledge of the risk to the dam’s structures.

BHP continues to face government investigations and legal action in Brazil relating to the dam failure. In October
2016, it was reported that Brazilian prosecutors had charged 21 people, including executives of Vale and BHP,
with homicide for their roles in the collapse of the dam. Following delays, a court in Brazil at the end of 2017
decided to resume criminal proceedings.

As well as facing criminal charges, the costs to Samarco of repairing the damage caused by the disaster and
rebuilding the community could be several billions of dollars. The three companies face class actions. Samarco,
BHP and Vale have established a foundation (the Renova Foundation) to develop and execute environmental and
socio-economic programs to restore the environment, local communities and social conditions of the affected
areas. Samarco has already agreed to a multibillion-dollar settlement with Brazilian authorities, spread out over
several years. For example, in March 2016, Samarco agreed to pay the Brazilian government US$2.3 billion —
with US$500 million paid in 2016 and US$300 million in 2017 and 2018.

BHP chief executive officer (CEO) Andrew Mackenzie has said that rebuilding the local Brazilian community and
restoring the environment impacted by the disaster is a priority. He said, ‘Our team in Brazil are focused on doing
everything they can to support the response efforts, repair and maintain existing dams, rebuild communities and
restore the environment impacted by the dam failure.’

In late 2017, BHP agreed to fund a total of up to US$181 million to support the Renova Foundation and
Samarco. In a media statement, BHP said that, ‘Funds will be released to Samarco only as required, and subject
to achievement of key milestones.’ In June 2018, Samarco and parent companies Vale and BHP signed a deal
with Brazilian authorities settling a lawsuit related to the dam burst. The parties will continue to attempt to reach
another settlement.
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1.13.2 Activities
TEST your understanding

1.

Where is the Fundao tailings dam located?

2. Describe BHP’s role in the dam failure.
3. Outline the consequences of the dam failure.

EXTEND your understanding

4. Use the following table to outline the effect of the Samarco dam failure on BHP’s stakeholders.

Stakeholder Effect of the dam failure on the stakeholder

Members of the Lives have been lost, homes destroyed, livelihoods lost, water supply polluted,
local community environment damaged

5. Explain the costs of a business not meeting corporate social responsibility considerations.
6. Use internet sources to find BHP’s Samarco media webpage. The page is designed to keep stakeholders up

to date with the efforts to rebuild local communities and restore the environment impacted by the dam failure
in Brazil. Find the latest update and summarise the information you locate.

1.14 Review
1.14.1 Summary

Types of businesses

Businesses can be categorised by size (they can be small, medium or large), by sector (they can operate
in the public or private sector), and also by the industry that they operate in.

A sole trader is a business owned and operated by one person.

A partnership is a business owned and operated by a minimum of two people.

A private limited company is an incorporated business that has a minimum of one shareholder and a
maximum of 50 non-employee shareholders, and whose shares are offered only to those people whom
the business wishes to have as part owners.

A public listed company is an incorporated business with a minimum of one shareholder and whose
shares are openly traded on the Australian Securities Exchange.

A social enterprise is a business that produces goods and services for the market, but operates with the
primary objective of fulfilling a social need.

A government business enterprise is a type of business that is government owned and operated.

Each type of business has certain advantages and disadvantages.

Business objectives

An objective is a desired outcome or specific result that a business intends to achieve.

A vision statement states what the business aspires to become.

A mission statement expresses why a business exists, its purpose and how it will operate.

The main objective of businesses is to make profit. Profit is not the only objective, however, as many
businesses also pursue goals such as increasing market share, fulfilling a market need, fulfilling a social
need and meeting shareholder expectations.

Strategies are the actions that a business takes to achieve specific objectives.
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* A business will analyse performance by assessing whether it has been effective as well as efficient.

» Effectiveness is the degree to which a business has achieved its stated objectives. In other words, the
business is ‘doing the right things’.

» Efficiency refers to ‘how well” a business uses its resources to achieve its objectives.

* Businesses can use key performance indicators to analyse performance.

Stakeholders of businesses

* Businesses have many stakeholders, with varying interests, and these interests can conflict.

» Stakeholders for a business include owners, shareholders, directors, management, employees, govern-
ment, competitors, interest groups, customers, suppliers and the community.

* Businesses attempt to satisfy all stakeholder expectations, anticipating that this will result in them acting
in a more socially responsible manner.

» Corporate social responsibility refers to the obligations a business has over and above its legal respon-
sibilities to the wellbeing of employees and customers, shareholders and the community as well as the
environment.

1.14.2 Key terms

assets items of value owned by a business

business any activity conducted by an individual or individuals to produce and sell goods and services that
satisfy the needs of society, as well as making profit

competitive advantage occurs when a firm, industry or economy has a lower cost price structure than its
rivals. In this situation, goods and services can be sold more cheaply, undercutting competitors, and expanding
domestic and foreign sales. The concept can also be extended to product quality range and flexibility in
adapting to new trends in the market.

competitors other businesses or individuals who offer rival, or competing, goods or services to the ones
offered by the business

corporate social responsibility the obligations a business has over and above its legal responsibilities to the
wellbeing of employees and customers, shareholders and the community as well as the environment
customers the people who purchase goods and services from the business, expecting high quality at
competitive prices

directors (of a company) the people who have overall responsibility for managing the company’s business
activities

effectiveness the degree to which a business has achieved its stated objectives

efficiency how well a business uses resources to achieve objectives

employees the people who work for the business and who expect to be paid fairly, trained properly and treated
ethically in return for their contribution to production

government the group of people with the authority to govern a community. In Australia, this exists at three
levels (federal, state and local).

government business enterprise a type of business that is government owned and operated

incorporation the process that businesses go through to become a registered company and a separate legal
entity from the owner/shareholder

industry the classification of groups of businesses related to the particular good or service they produce
interest groups organisations who attempt to directly influence or persuade a business to adopt or change
particular activities, processes or policies

key performance indicators specific criteria used to measure the efficiency and/or effectiveness of the
business’s performance

limited liability the shareholders in a company will not be held personally responsible for the debts of that
business

management the people who have the responsibility for successfully achieving the objectives of the business
market share the proportion of total sales in a given market or industry that is controlled or held by a business,
calculated for a specific period of time

mission statement expresses why the business exists, its purpose and how it will operate

objective a desired outcome or specific result that a business intends to achieve

partnership a business owned by two or more people
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private limited company an incorporated business that has a minimum of one shareholder and a maximum of
50 non-employee shareholders, and whose shares are offered only to those people whom the business wishes
to have as part owners

profit what is left after business expenses have been deducted from money earned from sales (revenue)
public listed company an incorporated business with a minimum of five shareholders, and whose shares are
openly traded on the Australian Securities Exchange

revenue the income that a business earns from the sale of goods and services to customers

shareholders (or members) the owners of a company

silent or sleeping partner contributes financially to the business but takes no part in the running of the
business

social enterprise a business with the objective of fulfilling a social need

sole trader a business owned and operated by one person

stakeholders groups and individuals who interact with the business and have a vested interest in its activities
strategies the actions that a business takes to achieve specific objectives

suppliers businesses or individuals who supply materials and other resources to a business so that it can
conduct its operations

triple bottom line the economic, social and environmental performance of a business

unlimited liability the business owner is personally responsible for all the debts of his or her business

vision statement states what the business aspires to become

Resources

Digital doc: Key terms glossary (doc-29432)

1.14.3 Review questions

TEST your understanding

1. Distinguish between the three main business sizes.

2. Provide one example of a business that operates in the private sector and one example of a business

that operates in the public sector.
3. Define the term ‘industry’ and outline the three main areas of industry.
4. Describe the key characteristics of the following types of business.
(a) Sole traders
(b) Partnerships
(c) Private limited companies
(d) Public listed companies
(e) Social enterprises
(f) Government business enterprises
Identify and explain three advantages and disadvantages of each type of business.
Does every business have profit as its main objective?
Outline the difference between a vision statement and a mission statement.
Describe the five main business objectives.
Explain what a strategy is, using an example.
10. Explain the difference between effectiveness and efficiency.
11. Define the term ‘key performance indicator’ and explain what they are used for.
12. What is a stakeholder?
13. Distinguish between internal and external stakeholders.
14. List the main stakeholders of businesses.
15. In what ways can stakeholder interests potentially conflict?
16. Outline what is meant by the term ‘corporate social responsibility’.

A A
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APPLY your understanding

17.

18.

19.

20.

21.

Copy and complete the table below, listing several businesses that you know of in each category. The
first example has been completed for you.

T R

Large Over 200 employees Coca-Cola Amatil, which makes Coca-Cola

Medium

Small

Summarise the characteristics and objectives of the various types of businesses, by completing the
following table.

Sole trader To make profit

Partnership

Private limited company From one to fifty shareholders

Public listed company

Social enterprise

Government business enterprise

Compare the following types of business (how are they similar and how are they different).

(a) Sole traders and public listed companies

(b) Private limited companies and social enterprises

(c) Partnerships and government business enterprises

Using an example of a real business, outline how the interests of its stakeholders can affect its activities.
Try to cover at least three stakeholders.

Explain how attempting to meet all stakeholder expectations can lead a business to behave in a socially
responsible manner.

EXAM practice

22.

23.

24.

25.

26.

VicEd is a government business enterprise. Explain the difference between a government business
enterprise and one other type of business. (2 marks)
Koda is planning to establish his own bakery business. He prefers to work on his own and has decided
to operate as a sole trader.
(a) Discuss Koda’s decision to operate his business as a sole trader. (4 marks)
(b) Explain one business objective that Koda’s business might aim to achieve. (2 marks)
Distinguish between the objectives to fulfil a market need and to fulfil a social need.
(2 marks)
The demands of stakeholders on a business potentially conflict. Explain why this may occur.
(2 marks)
Karratha Resources Ltd is a large mining company. It is currently experiencing financial difficulties
and the CEO has decided that 100 employees will need to lose their jobs.

Describe the interests of two stakeholders in the business and how Karratha Resources should take
this into account when considering its corporate social responsibilities. (6 marks)
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Resources

Digital doc: Missing word glossary quiz (doc-29433)
Digital doc: Crossword (doc-29434)

study([J])

Sit past VCAA exam

.14.4 School-assessed coursework

OUTCOME 1

Discuss the key characteristics of businesses and stakeholders, and analyse the relationship between
corporate culture, management styles and management skills.
Note: This assessment task is for the first half of Outcome 1 only.

ASSESSMENT task — structured questions

Time allowed: 30 minutes

Marks allocated: 20 marks — The task contributes 10 marks out of a total of 20 marks for Outcome 1.
(The marks for each question are indicated at the end of each question.)

Conditions: Closed book (No notes or textbooks may be used when completing this task.)

Qantas

Qantas is the world’s second oldest continuously operating airline. The business was founded in the Queensland
outback in 1920 and is Australia’s largest domestic and international airline. It is also recognised as being one
of the world’s foremost long distance airlines, having pioneered services from Australia to North America and
Europe. Shares in Qantas have been available to the public since the airline was floated in 1995.
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The business now employs approximately 30 000 people and covers 86 destinations in 36 countries. A Qantas
transformation program was announced in 2012, following a period of poor financial results. The goal of the
program is to build a strong, sustainable business for the long term. One of Qantas’s most important objectives

is enhancing long-term shareholder value.
>
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The Qantas Group’s main business is transporting passengers. As well as its Qantas and Jetstar brand fly-
ing operations, Qantas operates a diverse portfolio of airline-related businesses. These include Qantas Link,
Q Catering, Qantas Freight Enterprises, Express Ground Handling and Qantas Holidays.

For the full year ended 30 June 2017, Qantas reported a before-tax profit of $1401 million, down 8.6 per
cent compared to the previous year’s record profit before tax. Net profit after tax was $853 million. Qantas CEO
Alan Joyce said, ‘Three years ago, we started an ambitious turnaround program to make the Qantas Group
strong and profitable. We tackled some difficult structural issues, became a lot more efficient and kept improving
customer service. Today’s announcements show this plan has well-and-truly paid off.’

Read the case study above, then answer the following questions.
1. Define the following terms and provide an example for each.
e Stakeholders
e Shareholders (2 marks)
2. (a) What type of business is Qantas? Explain your answer in terms of ownership and objectives.
(3 marks)
(b) Discuss the use of this type of business. (4 marks)
(c) Explain the characteristics of one other type of business. (2 marks)
. Using Qantas as an example, identify and explain one business objective. (3 marks)
. Describe the key characteristics of management as a stakeholder. (2 marks)
5. Analyse the potential conflicts between Qantas’ employees and customers. (4 marks)

AW

Resources

Digital doc: School-assessed coursework (doc-29435)

56 Jacaranda Key Concepts in VCE Business Management Units 3 & 4 Fifth Edition



CHAPTER 2
The nature of management

2.1 Overview
2.1.1 Why it is important

What is management? Many business writers have asked this
question and many different theories have been composed on
the topic. You might believe that a manager is the boss or the
person in charge of a business. It is widely accepted that man-
agement is the process of efficiently and effectively coordinating
all the efforts of people and other available resources to achieve
business objectives. There is no doubt that management has a
significant role to play in the success of a business. In this chap-
ter, you will be studying areas of management responsibility,
how managers use a range of styles and skills when managing a
business, corporate culture and the relationship between each of
these.

MANAGEMENT AT MORGAN STANLEY

Morgan Stanley is a global company that pro-
vides financial services to other corporations,
governments, financial institutions and indi-
vidual customers. The financial services that
the company provides are numerous, but to
give just one example, Morgan Stanley pro-
vides a financial advisory service regarding
corporate lending.

The company has its headquarters in New
York City, but it started operations in Aus-
tralia more than 50 years ago. It currently
has more than 500 employees located in its
offices in Sydney, Melbourne, Adelaide, Bris-
bane and Perth. Morgan Stanley operates in
42 countries around the world, with over 1200
offices and more than 55 000 employees glob-
ally. It has relatively few levels of management
with a strong focus on teamwork, making use
of employee-focused management styles and
management skills.

The company has created a positive corporate culture. Morgan Stanley’s chairman and CEO, James Gorman,
has noted that, ‘culture matters more than anything’. Its culture is based on diversity (recognising individual
differences) and inclusion — developed by bringing together and valuing staff with diverse backgrounds, talents,
perspectives, cultural identities and experiences. Morgan Stanley’s culture can also be seen in its principle of
‘keep your balance’. The company encourages staff to enjoy a life outside of work, and realises the importance
of personal events in its employees’ lives.

Morgan Stanley makes use of employee-focused
management styles and skills.
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2.1.2 What you will learn
Key knowledge

Use each of the points below from the VCE Business Management Study Design as a heading in your
summary notes.

The areas of management responsibility including operations, finance, human resources, sales and marketing,
and technology support, and how each area contributes to the achievement of business objectives

Management styles including
autocratic, persuasive,
consultative, participative
and laissez-faire

Corporate culture both official
and real, and strategies
for its development

The nature of management

The appropriateness of
The relationship between management styles in relation
management styles and to the nature of task, time,

management skills experience of employees
and manager preference

Management skills including communicating, delegating, planning, leading, decision-making and interpersonal

Key skills
These are the skills you need to demonstrate. Can you demonstrate these skills?
* Define, describe and apply relevant business management concepts and terms
* Analyse case studies and contemporary examples of business management
* Interpret, discuss and evaluate business information and ideas
* Apply business management knowledge to practical and/or simulated business situations
* Analyse and discuss management styles and management skills necessary for successful business
management
* Evaluate management styles and management skills and their appropriateness for a range of business
situations
* Propose and justify management strategies for developing corporate culture

Source: VCE Business Management Study Design (2017-2021) extracts © VCAA; reproduced by permission.

Resources

Digital doc: Key terms glossary (doc-29436)

2.2 Areas of management responsibility

O KEY CONCEPT Businesses typically have areas of management responsibility including
operations, finance, human resources, sales and marketing, and technology support. These areas of
management implement different strategies to support the business in achieving its objectives.
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All businesses, regardless of size, have areas of management responsibility that must be addressed if the
business is to successfully achieve its objectives. The large numbers of staff employed by a company or a
government business enterprise will often require a complex management structure, where employees who
work on similar activities are grouped together into departments. This can be seen in the business structure
diagram below. A different manager would supervise each area of management responsibility. A CEO (chief
executive officer) might monitor the progress of the department managers. The manager responsible for each
area will be involved in determining business objectives, along with the CEO. The managers of each area
will also need to ensure that the strategies being used within their departments align with the objectives and
strategies of the entire business.

Typical areas of management responsibility for a company or government business enterprise

Board of directors

Chief
executive officer

Human Finance Operations Sales and Technology
resources manager manager manager marketing manager support manager

The managers of sole traders and partnerships are usually the owners. The owners, and not specialist
managers, will have responsibility for the different areas of management. Just like large businesses, the
owner—operator of a small business will need to ensure that the strategies used in each area of management
responsibility are contributing to the achievement of business objectives.

Resources

elLesson: Areas of management responsibility (eles-2940)

2.2.1 Operations

The operations area is responsible for the pro-
duction of the business’s product, whether
it is a manufactured good or the provision
of a service. It oversees the transformation
of inputs into output, that is, the finished
product. Being responsible for production,
operations is a vital area of management
responsibility — without a product to sell
a business would be unable to achieve its
objectives. Operations strategies contribute to
business objectives including making profit,
improving productivity and increasing market
share.

The strategies used by the operations area
depend on whether the business transforms inputs into goods or services. Generally, the operations strategies

The operations area is responsible for the production of the
business’s good or service.

7i g — S
~4 !
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include the use of technology, materials management, quality management and waste minimisation in the
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production process. An operations manager might, for example, introduce a quality strategy to improve the
competitiveness of the business’s product. Quality control — the use of inspections at various points in the
production process — could be used to minimise waste and defects and ensure that the product meets certain
standards.

The operations area is sometimes referred to by other names, such as production, quality or supply. This
management area will be covered in more detail in chapter 5.

study(T]
m Concept 1 Operations Summary screen and practice questions

2.2.2 Finance

The finance area is responsible for managing the financial aspects of the business. This can include developing
financial policies, raising finance, budgeting, accounting and reporting, and cash control. In doing so, the
strategies used by the finance area contribute to analysing whether or not a business has achieved objectives
including making profit and increasing market share.

The strategies used by the finance area will relate to accounting and financial management. Accounting
involves the recording and analysis of all the business’s financial transactions. Accountants will, for example,
produce balance sheets that show the value of the business’s assets, liabilities and owner’s equity (proprietor-
ship) at a certain point in time. This represents the business’s financial position. Financial management is
concerned with how a business funds its activities. It is very important that the business is able to manage all
of its borrowings and to use the types of borrowings that best meet its needs.

The finance area is sometimes referred to by other names, such as administration.

study(T)
m Concept 2 Finance Summary screen and practice questions

2.2.3 Human resources

The human resources area is responsible for coordi-
nating all the activities involved from acquiring to
terminating employees of the business. It manages
the relationship between the employer and employees.
A particular focus of this area of management is on
positive work and employment relationships, assist-
ing employee motivation and labour productivity, and
ultimately supporting the attainment of these objec-
tives. The management of employees is an important
area of management because it is employees who make
a significant contribution to the achievement of busi-
ness objectives. Motivated, skilled and knowledgeable
employees are much more likely to work productively
to achieve objectives such as profit, increasing market
share, and providing a return to investors.

The human resources area is responsible for the
management of the business’s people.

SN
-+ ¢
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The strategies used by the human resources area focus on improving the motivation of employees and
meeting their expectations. An important aspect of human resource management is the management of the
employment cycle. This begins with the establishment phase — getting people to work for the business.
The right people need to be recruited and selected. They then need to be inducted, trained and developed.
The performance of employees also needs to be managed, whether by observing employees, appraising their
performance or by evaluating performance against objectives. This is the maintenance stage. Finally, there
will be times when employees leave the business. This is known as termination. Termination management
may involve retirement, redundancy, resignation or dismissal, as well as the entitlement and transition issues
that go along with each of these.

The human resources area is sometimes referred to by other names, such as people and development, or
personnel. This management area will be covered in more detail in chapters 3 and 4.

study(T)
m Concept 3 Human resources Summary screen and practice questions

2.2.4 Sales and marketing

The sales and marketing area is responsible for promot-

. . . . . The sales and marketing area is respon-
ing the business and selling its products in the market. 9 P

sible for promoting the product, such as

One concern for this area is the marketing mix, often through the use of billboards, develop-
referred to as the 7Ps (product, price, place, promotion, ing, pricing and distributing the product,
people, physical evidence and process). Marketing strate- forming relationships with existing and

new customers, building brand loyalty

gies arise through the marketing mix: developing the prod-
uct, pricing, promoting and distributing products to present
and potential customers. Sales strategies include forming
relationships with existing and new customers, building
brand loyalty and creating new sales channels, such as
online.

Sales and marketing strategies contribute to business objec-
tives, such as improving sales and increasing market share,
thereby leading to making a profit. The individual or the
team responsible for the sales and marketing area might work
with the finance area, for example, to determine the right
price for the business’s product. Pricing is very important
for achieving business objectives. A price that is set too
high could mean that sales will be lost, unless the busi-
ness offers superior customer service. A price that is set too
low may give customers the impression that the product is
cheap and of low quality. Low pricing may not generate ade-
quate profit to cover expenses and could also lead to low
sales.

The sales and marketing area is sometimes referred to by other

names, such as simply ‘sales’ or ‘marketing’.
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study(T]
m (ofe)y o518 Sales and marketing Summary screen and practice questions

2.2.5 Technology support

The technology support area is responsi-
ble for installing and maintaining tech-
nology, as well as providing assistance to
the users of technology in the business.
These technologies may include mobile
phones, computers, computer networks,
software products or other electronics.
Technology support will often attempt to
help employees solve specific computer-
related problems. In doing so, the strate-
gies used by the technology support area
contribute to business objectives such as
improving productivity, thereby leading
to making a profit.

This area of management responsibil-
ity is very important, as many businesses
today have computerised part or all of
their operations. For many businesses
therefore, the achievement of business
objectives relies heavily on the successful
integration of technology throughout the
business. The technology support area is
responsible for the installation and main-
tenance of this technology.

The technology support area needs to work closely with the other areas of management responsibility in

The technology support area is responsible for the management
of the business’s technology.

the business to ensure that the right technologies for the business’s needs are being used and that technology
performs as it should. Technology support may, for example, work with the finance area to ensure that a
sufficient proportion of the business’s budget has been allocated to technology. Technology support may also
work with the human resources area to determine the training that is needed so that all employees have the
capacity to use the technology.

The technology support area is sometimes referred to by other names, such as tech support or IT.

study(T]
m (ole]i[cTe1d 0 Technology support Summary screen and practice questions
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2.2 Activities
TEST your understanding

1. Explain why operations is such a vital area of management responsibility.
2. Why are accounting and financial management useful for a business?
3. Explain what human resources is concerned with.
4. Outline the importance of the sales and marketing area to a business.
5. What is the responsibility of the technology support area?
6. Indicate which area of management would be responsible for each of the following tasks.
(@) Planning an advertising campaign for a new product
(b) Preparing a cash flow statement
(c) Providing training for employees
(d) Introducing the Just In Time materials management strategy
(e) Installing a new computer network
() Recruiting and selecting new employees
(9) Establishing a quality system

EXTEND your understanding

7. A large energy provider decides to focus on the objective of improving customer service. Identify one
strategy that each area of management responsibility could implement to support the attainment of this
objective.

8. Large businesses do not always use every area of management responsibility in their structure. Sometimes
the areas will be referred to by other names. Examine the structures for the following two large businesses.
For each one, write down the names of the areas you do find. If you think an area of management
responsibility is present, but named differently, write down the name of that area as well.

(@) The Tasman Tank Co. designs, manufactures and installs water storage systems throughout
Australasia. Use the Tasman Tank Co. weblink in the Resources tab to find the Tasman Tank Co.’s
organisation chart.

(b) Toshiba International Corporation is a subsidiary of Toshiba Corporation, Japan. Use the Toshiba
International Corporation weblink in the Resources tab to find Toshiba International Corporation’s
organisational structure.

9. Find the objectives for each of the businesses you looked at in question 8. How do you think the areas that
you wrote down for each business support them in achieving those objectives?

EXAM practice

10. Define the term ‘technology support’. (1 mark)

11. EcoMe is a social enterprise that has the objective of supporting households to become more
environmentally sustainable. Explain how the human resources area of management responsibility
contributes to the achievement of EcoMe’s objective. (2 marks)

12. Distinguish between operations and finance. (2 marks)

13. Explain how the sales and marketing area of management responsibility contributes to the achievement of
business objectives. (2 marks)

Resources

Weblink: Tasman Tank Co.
Weblink: Toshiba International Corporation
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2.3 EXTEND YOUR KNOWLEDGE The contribution
of areas of management responsibility to the
achievement of business objectives

O KEY CONCEPT Each area of management responsibility makes a contribution to meeting
business objectives.

INTERVIEW WITH ASHLEY WINNETT, EXECUTIVE DIRECTOR HUMAN RESOURCES AT
GM HOLDEN AUSTRALIA

GM Holden is an Australian importer and former manufac-
turer of automobiles. The company was established in 1856
as a saddle maker, shifted to vehicle manufacture in the early
twentieth century, and became a subsidiary of US-based
General Motors in 1931. In 2017, GM Holden ceased man-
ufacturing automobiles in Australia when it closed its plant
in Elizabeth, South Australia. However, the company con-
tinues to import vehicles. Holden today is headquartered in
Port Melbourne. The following is an interview with Ashley
Winnett, GM Holden Australia and New Zealand’s Executive
Director Human Resources about his job and how his area of
management responsibility contributes to the achievement of
business objectives.

What are some of your current HR challenges?

Holden has very low attrition which speaks volumes about the
corporate culture. But in a head count constrained environ- Ashley Winnett, Executive Director
ment it is difficult ensuring that we don’t become too insular Human Resources at GM Holden
in our thinking. We overcome this by creating new hire think Australia and New Zealand

tanks that meet with the Managing Director on a regular basis
to get an outside-in perspective on our business and new
initiatives.

Our most pressing and very public challenge is to guide the
business from a past which focused on design, engineering,
manufacturing, sales and service to a future that will focus on
impressive world class design, and importing the best vehi-
cles that our parent company GM has to offer — it’s a fairly
impressive list.

We care about the people who have been impacted by this
change and | personally know many of the people impacted.
So through our world-class transition centre in a careful
and considered manner we ensured that more than 80 per
cent of those that have exited have been able to find new
employment yet remain loyal brand ambassadors. Despite
this success, we still struggle with a public perception that
Holden will not be here at the end of the year — nothing could
be further from the truth.

What is the favourite part of your job?

Observing others and intervening where necessary to ensure the right outcome for the business — are the right
people in the right roles focusing on the right things. This is achieved by becoming a trusted advisor and confidant
to the Managing Director. | also very much enjoy asking two simple yet very powerful questions of my colleagues
— why not and what if?
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What attracted you to a career in HR?

The commercial impact that great HR can make on a business. From purposefully hiring the right people, recreating
a business a person at a time, developing the right people and creating tomorrow’s leaders through to exiting those
that aren’t right for our business quickly and with dignity. When HR is respected for what it can deliver within a
business it’s interesting the issues you get to be involved in from the very outset.

What’s one piece of HR-related advice you would offer?

Learn hands on how your business earns revenue, how and why it turns a profit or makes a loss and then ask
how can a HR team improve your businesses profitability or cut its losses. Once you learn this you'll always be
invited back to every meeting.

Source: Extracts from J. Hilton 2017, ‘HR in the hot seat: Ashley Winnett of GM Holden Australia’, www.hcamag.com,

31 January.

INTERVIEW WITH CLAUDINE OGILVIE, CIO AT JETSTAR

Jetstar is an Australian low-cost airline and a wholly "
owned subsidiary of Qantas. Jetstar’s manage-

ment operates independently of Qantas and has det
a different focus to that of the parent company. Q O

\'ax
Jetstar’s mission is ‘to offer low fares to enable Q ! ‘ ‘&“‘\\
more people to fly to more places, more often’. i ‘ “ L} \'&'ﬂ

The following is an interview with Claudine Ogilvie, A” d
Jetstar’s Chief Information Officer (CIO) about her ay ey ery day \O\N ares

job and how her area of management responsi- l

bility contributes to the achievement of business
objectives.

In June last year you replaced Grainne Kearns, who had restructured Jetstar’s IT team and put into action
a transformation plan made up of 21 initiatives. Kearns moved the organisation from a cost-driven start-
up where teams were executing in silos to behaving more like an enterprise. Where are you taking the
organisation from here?

Jetstar has always been a fast growing/evolving organisation. We've
moved from a siloed start-up to an enterprise model, and this has Claudine Ogilvie, CIO at Jetstar
created a foundation for the team to take the next steps.

These include creating a business-focused and strategically-
aligned technology function, supporting and also helping the busi-
ness drive its strategic directives; and continuously improving our
operational model and effectiveness of our technology function to
support Jetstar-branded airlines and the broader Qantas group.

We have moved from operating separately from the rest of the
Qantas Group to exploring synergies, i.e., major contracts with com-
panies like Telstra, and leveraging economies of scale. Qantas is
becoming increasingly lean and efficient and has much to learn from
Jetstar’s low-cost history and evolution.

Jetstar has grown into an organisation of a size that demands
mature systems and processes but is no less agile and cost-
effective and can learn from Qantas Airlines’ and Qantas Loyalty’s
journey.

We are aiming to adopt the best of both worlds and apply it to enhance the value proposition offered by the
Jetstar brand.

Finally, technology is the launch pad for innovation at Jetstar. Our innovation framework is focusing on achieving
specific strategic outcomes. These include improving customer experience and employee engagement, which
helps us grow (particularly in Asia), providing the lowest, most affordable fares by keeping our TCO low, and
innovating with the business through automation, etc.
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Qantas is building in-house software expertise, working on placing API layers in front of legacy systems. Is
Jetstar doing the same with the Axway APl gateway? Which software capabilities are you keeping in-house
and which ones are being outsourced?

Both Jetstar and Qantas use the Axway API gateway, however Jetstar’s technology environment is quite different
to the Qantas environment. We have internalised some technical leadership (technical support, configuration and
optimisation), and integration will continue to be important. However, at this stage | don’t see Jetstar building out
a particularly large team in this space.

Wherever possible, we will adopt off-the-shelf solutions which are fit-for-purpose rather than a premium prod-
uct. This helps us stay agile and low-cost, which is important. Where software opportunities do arise that align
with Jetstar’s strategy, we will explore how we can best leverage Jetstar’s and Qantas’ resources while not
duplicating our capabilities and making sure we stay as lean as possible.

What innovations are planned in the coming months? Artificial intelligence and machine learning tech-
nologies are being talked about quite a lot so far this year. Does Jetstar have plans to utilise these
technologies?
Innovation is an integral part of our culture. We are focusing our innovation on growth across Asia with technology
as a leader and enabler to improve customer experience and employee engagement. Cabin crew and airport staff
are equipped with iPads, and we are supporting operations to deliver on-time performance and net promoter
scores to automate and remove human error.

We will continue to invest in infrastructure with cloud so we remain flexible and agile; while improving decision-
making and technical direction and ensuring it aligns with our business strategy.

We also have Jess, our virtual assistant, and will evolve towards using robotics to improve the customer experi-
ence, provide efficiencies and cost savings. We are investigating ways to better automate operational processes
to reduce cost and human error to improve compliance and minimise rework.

Source: Extracts from B. Connolly 2017, ‘Interview: Claudine Ogilvie, CIO, Jetstar’, www.cio.com.au, 19 April.

2.3 Activities
TEST your understanding

1. Read ‘Interview with Ashley Winnett, Executive Director Human Resources at GM Holden Australia’. Identify
the area of management responsibility that Ashley Winnett oversees.

2. Explain how Winnett’s area of management responsibility contributes to the achievement of business
objectives.

3. Read ‘Interview with Claudine Ogilvie, CIO at Jetstar’. |dentify the area of management responsibility that
Claudine Ogilvie oversees.

4. Explain how Ogilvie’s area of management responsibility contributes to the achievement of business
objectives.

EXTEND your understanding

5. The areas of management responsibility must contribute to the achievement of business objectives. For most
businesses, this is profit. The tables below list the profit reported by GM Holden and Jetstar in recent years.

GM Holden profit (loss) Jetstar profit (loss)

2016 $152.8 million 2016-17 $417 million
2015 $128.2 million 2015-16 $452 million
2014 ($255.2 million) 2014-15 ($230 million)

(@) Using online sources, find the most recent profit figures for GM Holden and Jetstar. How
successful have both businesses been in recent years?

(b) In your opinion, how successfully has the human resources area contributed to the achievement of
business objectives at GM Holden?

(c) In your opinion, how successfully has the technology support area contributed to the achievement
of business objectives at Jetstar?
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6. For both GM Holden and Jetstar, increasing market share is important.

(@ Explain how the human resources area of management responsibility can contribute to the
achievement of GM Holden’s objective of increasing market share.

(b) Explain how the technology support area of management responsibility can contribute to the
achievement of Jetstar’s objective of increasing market share.

7. Eco Point is a social enterprise that operates with the objective of working towards sustainable
environmental change. Explain how the following areas of management responsibility can contribute to Eco
Point’s objective:

e operations

¢ finance

* human resources

* sales and marketing
e technology support.

8. Sean is a sole trader who operates a café with the objective of making a profit. Explain how the following
areas of management responsibility can contribute to his café’s objective:
e operations
¢ finance
e sales and marketing.

2.4 Management styles: autocratic and persuasive

O KEY CONCEPT Two management styles are the autocratic and persuasive styles.

The important task faced by managers is how best to achieve the objectives of their business. This task can be
accomplished only by working with and through other people, so managers must select a management style
appropriate to the environment in which they operate.

A manager’s style is essentially their way of doing things — their behaviour and attitude when making
decisions, when directing and motivating staff to undertake set tasks, and when implementing plans to achieve
business objectives. Management styles can be placed on a continuum (see the following figure), with the
autocratic manager at one end and the laissez-faire manager at the other. The assumption is that all types of
manager appear somewhere on that continuum.

We will examine the five styles shown in the figure in turn and outline their main features, advantages and
disadvantages.

The continuum of management styles

Management control Less

Consultative Participative Laissez-faire

EXAM TIP

The Unit 3, Area of Study 1 key skills state that you need to ‘analyse and discuss management styles’ as well as
‘evaluate management styles’. This suggests that you should know the advantages and disadvantages of each
management style.
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2.4.1 Autocratic management style — ‘do it the way | tell you’

An autocratic management style is one where the
manager tends to make all the decisions, dictating
work methods, limiting employee knowledge about
what needs to be done, and frequently checking on
employee performance. The autocratic manager gen-
erally provides clear directives by telling employ-
ees what to do, without listening to or permitting
any employee input. This style of manager moti-
vates through threats and disciplinary action. Auto-
cratic managers expect compliance and obedience,
they are controlling (often requiring many detailed
reports), and they give more negative and personalised
feedback. This style is centralised (management has
control) and communication is one-way.

The autocratic style of management can be effec-
tive in a time of crisis, when immediate compliance
with rules or procedures is needed, or in meeting an
unexpected deadline, when speed is important. This
approach is also effective when team members do
not know each other well or when individuals lack
skills and knowledge. A frontline manager, for exam-
ple, might adopt this style when supervising new
employees. It is generally accepted, however, that this
style does not encourage the best performance from
employees.

The main advantages of the autocratic management
style include the following:

An autocratic style is usually ineffective in getting
the best out of staff.

* Directions and procedures are clearly defined; there is little uncertainty.

* Employees’ roles and expectations are set out plainly, so management can monitor their performance.

» Control is centralised at top management level, so time is used efficiently and problems are dealt with
quickly, because there is no discussion or consultation.

The main disadvantages include the following:

* No employee input is allowed, so ideas are not encouraged or shared. This means employees do not get
the chance to develop their skills, and they do not feel valued.
* When no responsibility is given to lower level staff, job satisfaction decreases. This impacts on issues

such as absenteeism and staff turnover.

* Conlflict, or the potential for conflict, increases. Often workers are competing for the approval of
managers, which can lead to disagreements and tension.
* An ‘us and them’ mentality may develop, because of the lack of employee input.

study(]])
> 405 1> Topic 5 > Concopt 1 3

Autocratic management style Summary screen and practice questions
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2.4.2 Persuasive management style — ‘| think it is best if you do

it this way’

An extension of the autocratic style, the persuasive management style is one where the manager attempts
to convince employees that management’s way is the right way. Authority and control are centralised with
senior management, but managers attempt to make employees accept the objectives of the business and work
to certain plans and procedures. Communication is one-way, and workers are not given the opportunity to
share ideas or provide feedback.

The persuasive management style
N T
; -

The persuasive style is often appropriate in similar conditions to those suiting the autocratic style.

The advantages of the persuasive management style include the following:

* Managers can gain some trust and support through persuasion.

* Workers believing that their feelings are being considered may approach tasks, and the business as a
whole, more positively.

¢ Instructions and explanations remain clear and constant.

* There is some acceptance of negative situations (such as altered work hours) when the benefits of
management decisions are explained.
The main disadvantages include the following:

 Attitudes and trust remain negative. Employees fail to give full support to management.

» Communication is still poor and limited to a top-to-bottom, one-way system.

* Employees remain frustrated, because they are denied full participation in the decision-making process.

study[T])
[ Units > 4051 > Topic 5 > Concopi2 &

Persuasive management style Summary screen and practice questions
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2.4 Activities
TEST your understanding

Explain what is meant by a ‘management style’.

Outline the characteristics of the autocratic style and the persuasive style.

In what ways is the autocratic style similar to the persuasive style? In what ways are the two styles different?
List the main advantages and disadvantages of the autocratic and persuasive styles.

Ouitline situations where the autocratic and persuasive styles would be appropriate.

@S

APPLY your understanding
6. Do you know an autocratic manager? What features of the style do they display? How do they make staff
get things done? Is their style successful?
7. For the following situations, suggest whether the autocratic or persuasive style is being used, and explain
why you made your choice.
(@) Maurice is the manager of an inexperienced customer service team. He convinces the team that
new customer relationship management software should be trialled for six months.
(b) Dianne is the human resources manager of a large mining company. Senior management has
decided that there will have to be staff cutbacks due to the deterioration in the economy. Dianne
will let staff know about this decision.

EXAM practice

8. Explain the difference between the autocratic management style and the persuasive management style.
(2 marks)

9. Samo is the CEO of Resources and Minerals Ltd. The business is facing the threat of a takeover. He has
chosen to use the autocratic management style at this time. Discuss Samo’s use of the autocratic
management style. (4 marks)

10. Analyse how the persuasive management style would be necessary for successful business management.
(4 marks)

2.5 Management styles: consultative and
participative

O KEY CONCEPT Two management styles are consultative (based on relationships) and
participative (which encourages responsibility).

2.5.1 Consultative management style — ‘I put the people first,
the task second’

A consultative management style is one where the manager recognises the importance of good personal
relationships among employees and consults with staff on certain issues before making a decision. The con-
sultative manager seeks the opinions of employees, holds information-sharing meetings and recognises good
performance. This implies a two-way communication process, with employees sharing their ideas with a man-
ager who is willing to listen. The consultative manager believes that employees can be motivated through their
greater involvement in decision-making. Although this employee-centred management style is moving away
from the two previous styles, where management is centralised, the final decision-making power remains with
the manager.

70 Jacaranda Key Concepts in VCE Business Management Units 3 & 4 Fifth Edition



This management style is most effective when a new operating
procedure is to be introduced or some business change imple-
mented. It provides an opportunity for employees to have some
input at the time of decision-making.

The main advantages of the consultative management style
include the following:

* Asking for suggestions from employees allows for a greater
variety of ideas, and should improve the quality of manage-
ment decisions.

* Employees begin to have some ownership of the way in which
the business is run, so they take more of an interest in it. This is

The consultative management style

reflected in their levels of motivation and commitment, which
increase substantially.

* When decisions are discussed and fine-tuned before imple-
mentation, tasks are completed more efficiently and with better
results.

The main disadvantages include the following: \‘

* The time taken to consult all the relevant employees can slow A
the entire process.

* Some issues to be decided are simply not suitable for a widespread consultation process. If the process
18 not consistent with each decision made, staff can become uncertain and confused about their role.

* When a number of ideas are shared, some are bound to be ignored or overlooked in the final decision.
This may cause conflict or resentment.

study[T]
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Consultative management style Summary screen and practice questions

2.5.2 Participative management style — ‘| believe the people have
something valuable to contribute’

A participative management style is one where the manager not only consults with employees, but also
shares decision-making authority with subordinates. Participative managers recognise the strengths and abil-
ities of employees and actively involve them in all the stages of the decision-making process. The degree of
sharing can range from the manager outlining a solution, with the possibility of changes being suggested, to
allowing the team to initiate, implement and monitor its own solutions.

Because there is staff participation and ownership of decision-making this is a decentralised management
style. The participative management style makes use of two-way communication as staff are encouraged to
provide ideas and feedback. Since the contribution of employees is valued, it is likely that they will have a
commitment to the business’s objectives via their own input.

This management style is most effective when a business is operating in an environment undergoing rapid
change. Individual employees accept responsibility for, and can implement, changes. This makes the business
more responsive to change. Activities such as brainstorming generate a range of opinions and ideas, and these
may lead to better decisions being made.

The main advantages of the participative management style include the following:

* Employer/employee relations are positive and there is reduced likelihood of industrial disputes. Employ-

ees are more likely to accept management decisions.
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* Motivation and job satisfaction are optimal, because
employees feel they have played an active role in
allocating tasks and implementing actions to meet
objectives.

* Employees have a greater opportunity to acquire
more skills.

* There are opportunities for employees to put forward
ideas. This power-sharing approach encourages the
development of work teams, and employees display
high levels of commitment.

* There is a high level of trust, often resulting in
improved employee performance.

The main disadvantages include the following:

* Reaching decisions and introducing tasks can be time
consuming when differing views have to be con-
sidered. The quality of decisions may also suffer
because compromises are made rather than decisive,
clear directions given.

* The role of management, and the control of the
manager, may be weakened and undermined, with
employees given too much power in some cases.

* Internal conflict can arise with so many views and
opinions being shared. More involvement may bring
about disagreement.

* Not all employees may want to contribute.

study([J])
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Participative management style Summary screen and practice questions

The participative management style

2.5 Activities
TEST your understanding

1. Outline the characteristics of the consultative style and the participative style.

2. In what ways is the consultative style similar to the participative style? In what ways are the two styles
different?

3. List the main advantages and disadvantages of the consultative and participative styles.

4. Outline the situations where the consultative and participative styles would be appropriate.

APPLY your understanding
5. Do you know any participative managers? What characteristics of the style do they display? How do they
motivate staff to get things done? Is their style successful?
6. For the following situations, suggest whether the consultative or participative style is being used, and explain
why you made your choice.
(@) Lisa is the project manager of a very experienced team of programmers. She has worked with her team
to make all of the decisions about how to design, develop and implement new software applications.
(b) Greg is the production manager for a large manufacturing company. He holds a meeting to seek the
opinion of his staff about introducing a direct-marketing system.
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EXAM practice

7. Explain the difference between the consultative management style and the participative management style.

(2 marks)

8. Petrea is the HR manager at Real Technologies Ltd. She uses the participative management style. Identify
two characteristics of this management style, and explain one advantage and one disadvantage of using this

style. (4 marks)

9. Analyse how the participative management style would be necessary for successful business management.

(4 marks)

2.0 The laissez-faire management style and the
appropriateness of management styles

OKEY CONCEPTS

¢ Another management style is the laissez-faire style.

¢ The most appropriate management style for any given situation is the one that the manager
selects after considering the nature of the task, time, the experience of employees and the

manager’s preference.

2.6.1 Laissez-faire management style — the employees can take

complete control

A laissez-faire management style is
one where employees are responsible
for workplace operations. Management
has no central role or decision-making
power. Essentially, management has
no role in the day-to-day running of
the business. Management will set
objectives and is still accountable for
the overall performance of the depart-
ment or business, but employees take
responsibility for implementing the
means of achieving the objectives. In
so doing, employees are responsible
for their decisions and accountable
for the results. This is a completely
decentralised management style, with
employees operating individually or in
small groups to complete tasks.

A laissez-faire management style is effective for work situations
like medical research. This management style encourages

ownership, which may produce outstanding results.
|

The laissez-faire management style is most effective for creative work or research, with employees who
are highly talented or qualified in the tasks to be performed and where minimal supervision and direction is

required.
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The main advantages of the laissez-faire management style include the following:
* Employees feel a sense of ownership, which can promote outstanding results.

* There is continual encouragement of creativity, which is conducive to a dynamic working environment.

* Communication is completely open and ideas are both discussed and shared.

The main disadvantages include the following:

* There is a complete loss of control by management. No control or direction means there is potential for
misuse of the business’s resources, including time and money, because these have been placed in the

hands of the employees.

* This style can breed personal conflicts, where individuals do not cooperate or wish to implement only

their own ideas. In these cases, management is not there to direct or negotiate.

* The focus on meeting business objectives can be easily eroded. Management may find themselves with

a failed business and nothing to manage.

DID YOU KNOW?

¢ |aissez-faire is a French phrase meaning to leave things as they are, or to let (them) go.
e Some people argue that the laissez-faire approach should not be recognised as a separate management
style. They argue it is only an extreme example of the participative style of management.

study([J])

> 1081 > Toric 5 > Concept 3

Laissez-faire management style Summary screen and practice questions

2.6.2 The appropriateness of management styles

Circumstances in a business are constantly changing. Managers will often simply choose the management
style that they are most comfortable with. However, highly effective managers change styles depending on
the situation. The most appropriate management style chosen by a manager for any given situation will be

influenced by:

* the nature of the task itself — for example, an autocratic style might be used for a relatively straight-
forward task whereas a participative style might be used for a more complicated task that would benefit

from a range of ideas
e time, and other constraints both internal and external,
such as resources — for example, an impending dead-

line might mean that an autocratic style is appropriate. e 77)7753 o
On the other hand, an extended timeframe, with access @0" 000@& ”c«o
to ample resources, might lend itself to a manager \g?} %{9 %
making use of a more participative style.

* the experience of employees, as well as their personal- Appropriateness of
ities, values, beliefs and skills — for example, a work- the selected
place with inexperienced staff might necessitate the use management style
of an autocratic style, whereas a team of experienced s
staff would indicate that a consultative or participative <% ’%/) . é\oe’ o
style would be appropriate /%Oo%er ?}Qe}\ Q\o*@

* the preference of the manager — for example, a man-
ager’s personality, experience, values, beliefs and skills
might mean that they prefer to use a particular manage-
ment style.
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The consideration of the appropriateness of management styles in relation to the nature of task, time, experi-
ence of employees and manager preference is often referred to as ‘situational management’. Another name for
this approach is contingency management theory. Itis important to note that there is no one best management
style, except the one chosen appropriately and that contributes to the business achieving its objectives.

study[T]

Situational management Summary screen and practice questions

2.6 Activities
TEST your understanding

1. What is meant by ‘laissez-faire management style’?

2. When might it be appropriate to use a laissez-faire management style?

3. List the main advantages and disadvantages of the laissez-faire management style.

4. Explain what is involved in choosing an appropriate management style for a given situation.

APPLY your understanding

5. Which management style would you prefer to adopt if you were a senior manager? Under what style of
management would you prefer to work?

6. Alistair is the communications manager responsible for producing the company annual report in six months.
He is a highly experienced and skilled manager but is working with a team consisting of many new
employees. Outline the details of each of the situational elements (the preference of the manager, the
experience of employees, the nature of the task and time) in this scenario. What management style would
you recommend that Alistair use?

7. Compare the five main management styles by completing the following table.

Laissez-
Persuasive Consultative Participative faire

Decision-making | Manager
makes all
decisions and
tells staff
Control Centralised —
manager
controls the
processes
Staff input Staff input is
valued
Communication Two-way

EXAM practice

8. Explain the characteristics of the laissez-faire management style. (2 marks)

9. Wilson’s Pty Ltd is a business that manufactures and retails flat-pack furniture. The CEO of the company,
Shadi Wilson, is detached and often hard to find. She believes that if the business employs competent staff,
they will be able to manage themselves. Identify the management style that Shadi Wilson has been using.
Discuss the use of this style. (5 marks)
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10. Paul uses the autocratic style to manage the inexperienced employees of his café. This is the management
style that he feels comfortable using, therefore he has used it for some time. Referring to two factors
indicating the appropriateness of management styles, justify the use of Paul’s use of the autocratic
style. (4 marks)

2./ APPLY YOUR SKILLS Management styles

PRACTISE YOUR SKILLS

¢ Define, describe and apply relevant business management concepts and terms

¢ Analyse case studies and contemporary examples of business management

¢ Interpret, discuss and evaluate business information and ideas

¢ Apply business management knowledge to practical and/or simulated business situations
¢ Analyse and discuss management styles necessary for successful business management
Evaluate management styles and their appropriateness for a range of business situations

AN EXPERIENCED MANAGER

Peter Anderson is Production Man-
ager at BKW Pty Ltd, a manufactur-
ing company that supplies assembly
parts to vehicle production compa-
nies.

The difficult aspect of Peter’s job is
responding to the demand to maintain
adequate stock levels to service all the
vehicle companies. Peter’'s manage-
ment experience comes from work-
ing on the factory floor for over a
decade before being promoted to pro-
duction manager four years ago. He
has extensive knowledge of equip-
ment and procedures, and has built
up a reputation for being a hard, tech-
nical man who will always get the work
done. Despite this, he has avoided
dealing with problems that the mar-
keting department has created with
late requests for new stock require-
ments.

Marketing Manager Kim Laffin is keen to take orders to provide parts for a variety of models and makes from dif-
ferent vehicle companies. However, she does not always communicate her ideas to Peter. As a result, production
staff are often stressed because short notice is given for the production changes required.

Harvey Beck manages a team of three employees who rotate on a shift roster, including full-time and part-time
workers. Working together, they plan the workload for the production department and prepare stock checklists
to ensure work takes place continuously between shifts.
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2.7 Activities
TEST your skills

1. Define the term ‘management style’.

2. Describe the characteristics of the persuasive management style.

3. Using the information in the ‘An experienced manager’ case study and the scenarios below, answer the
following questions.

SCENARIO ONE

Due to the marketing department’s desire to service a greater range of customers, the number of parts in
stock has increased by more than 30 per cent this month. However, Peter feels that his department has not
been given enough time to complete the job satisfactorily. He has arranged two important meetings, one
with the CEO and one with Kim Laffin. He hopes to point out that they do not fully understand and
appreciate the problems in production, and that this is due entirely to the lack of communication from the
marketing department.

(@) What management style will Peter adopt with the CEO and Kim Laffin? Give reasons for your answer.
How could communication between Peter and Kim be improved?

SCENARIO TWO

Peter has arranged a second meeting with his own production staff. He realises that he must accept
management’s decision to increase the number of parts in stock. However, he is aware that some of his
staff are not happy about the situation. They resent not being given enough time to prepare adequately for
the changes. They do not feel they can perform their jobs efficiently under these demanding circumstances.

(b) What management style should Peter adopt when meeting with his staff? Give reasons for your answer.

SCENARIO THREE

When changes to the stock requirements take place, Harvey Beck is responsible for coping with the new
schedule. He often experiences stress due to the need to supervise the work of his section and also the
remaining sections and their staff. He is involved with three levels: (1) his manager, Peter Anderson, (2) his
own staff and (3) other sections who are expected to respond to the new requirements.

(c) Explain what management style you might expect Harvey Beck to adopt for each relationship.
Give reasons for your answer.

APPLY your skills

4. The following scenarios illustrate different management styles. Working in groups of three or four, determine
what style is being used. Also explain whether it is correct for the situation or whether a different style would
work better.

(@ A manager is leading a team of research scientists working on new ways to use plastic. Although the team
discusses the merits of each idea and project, she retains the final decision-making authority.

(b) A new supervisor has just been put in charge of the production line. He immediately starts by telling
the crew what changes need to be made. When some suggestions are made, he tells the crew he
does not have time to consider them.

(c) A construction crew has worked together for the past four years with little changeover in personnel.
They always vote whenever a decision has to be made on how to proceed with the project.

(d) The manager of an electronics manufacturing department starts every day by telling the 15 employees
what has to be done and how to do it.
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(e) A manager is working on the budget. He is told to get an important project running immediately. He calls
his staff together and explains the project. He then tells them to get it up and going while he completes
the budget.

() An inspection line has no supervisor. The employees are expected to have the correct staffing, procedures
and expertise on each shift to ensure no defective parts get past them.

(9) There are seven people on a special project team, and each individual is from a different department.
Although a leader was elected, for a decision to pass it must have the approval of each individual.

5. The task word (sometimes referred to as command word or instructional word) ‘discuss’ generally requires
you to consider both sides of something. This might mean writing about the advantages and disadvantages,
the strengths and weaknesses or the benefits and costs of that thing. Using the example of Peter Anderson
in the ‘An experienced manager’ case study and the scenarios, discuss the use of the autocratic
management style as being necessary for successful business management.

6. The task word (sometimes referred to as command word or instructional word) ‘evaluate’ generally requires
you to consider both sides of something, and then provide an overall conclusion or judgement related to
which argument is the more persuasive and why. Evaluate the appropriateness of Harvey Beck using the
participative management style with his team.

2.8 Management skills: communicating, delegating
and planning

OKEY CONCEPTS

¢ All managers use their skills to achieve the objectives of the business.

¢ Different management styles rely on the manager possessing particular management skills to
varying degrees.

2.8.1 Management skills

Management skills are the abilities or competencies that managers use to help them to complete the tasks that
are necessary for the achievement of business objectives. Usually, effective managers are those who possess
a range of specific management skills and can use these skills in a number of management situations. Typical
management skills include:

* communicating

* delegating

* planning

* leading

* decision-making

* interpersonal skills.

Managers are not required to use all of these skills constantly, but it is important that these skills are available
when they are needed.

RESEARCH ON MANAGEMENT SKILLS

Beginning with the release of the Karpin Report findings in 1995, there has been much research over the past
20 years into the kinds of skills that managers need in order to carry out their work more effectively. To identify
ideal management skills and characteristics, the authors of the Karpin Report (otherwise known as Enterprising
nation: renewing Australia’s managers to meet the challenges of the Asia-Pacific century) interviewed a number
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of Australian management experts. The report found that businesses in Australia had failed to invest in the
management skills needed for best practice; the majority of Australia’s managers did not have the skill levels of
those of the major trading nations. The Karpin Report suggested that managers needed better ‘people’ or ‘soft’
skills, including communicating, delegating and leading, and strategic skills, such as planning.

More recently, the results of two surveys released in 2014 revealed that managers and employees believe that
frontline and middle managers lack the skills they need to do their jobs effectively. These skills include
communication and leading. A Monash University and Australian Institute of Management (AIM) survey of
2000 managers and employees found that 83 per cent rated their middle manager’s leadership skills as average
or below average. A DDI Australia survey of 224 HR professionals found that 85 per cent had low or moderate
confidence in their business’s frontline leaders.

This research appears to have been confirmed by the release of findings from the Australian Management
Capability Index (AMCI) in 2017 by the Institute of Managers and Leaders (rebranded from AIM). The research
found that Australian management capability had continued to decline. It also found that CEOs and managing
directors rate management capability in their businesses higher than middle managers.

Also in 2017, the Australian Bureau of Statistics (ABS) released the first official survey data on management
capability in Australia. The data presented statistics on a number of topics including strategic plans and
management skills. Approximately 14 500 businesses were sampled for the survey, with all industries and all
business sizes for the whole Australian economy covered for the 2015-16 financial year. The management
capability survey found that businesses that are ‘innovation-active’ have higher levels of management capability.
Small businesses were less likely to address skills shortages than medium-sized or large businesses. The
businesses surveyed suggested that the main factors affecting skills shortages were the specialist skills and
knowledge required, wage or salary costs being too high and the lack or availability of training.

EXAM TIP

The Unit 3, Area of Study 1 key skills state that you need to ‘analyse and discuss ... management skills’ as well
as ‘evaluate ... management skills’. This suggests that you should know the advantages and disadvantages of
each management skill.

DID YOU KNOW?
Effective leaders can communicate with their staff — they are able to reach agreements with them not only about
their tasks but also about the amount of direction and support they will need to accomplish these tasks.

— K. Blanchard, P. Zigarmi and D. Zigarmi 1986, Leadership and the one minute manager, Collins, London.

2.8.2 The relationship between management styles and skills

Management styles and skills are closely related. The type of management style that a manager selects will
determine the range and degree of skills they use. For example, if a manager assesses a situation and chooses
to use a participative style, then clear communicating, delegating, planning, leading and interpersonal skills
will be important. A manager making use of this style would use two-way communication and delegate the
responsibility for making decisions to staff. It is very likely that managers who are strong in decision-making
would prefer to use the autocratic, persuasive or consultative styles. However, an autocratic manager would
not have much use for delegating or interpersonal skills. Furthermore, the autocratic manager would also use
communicating, planning and leading — they would just utilise them very differently to a manager using the
participative style, for instance.
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Graham Turner is the Chief Executive Officer, Managing Director and founder of Australian-
based international travel management company Flight Centre. Flight Centre makes use of
participative management styles, with a focus on working in teams, and strong management
skills, such as communicating and interpersonal skills, which are an important part of this
approach.
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Relationship between management styles and management skills Summary screen and practice questions

2.8.3 Communicating

Communicating is the transfer of information from a sender to
areceiver. Communication can occur both within and outside the

business.
It can be non-verbal (body language, visual) or through the _

use of words (verbal — in written form or orally). Written com-
munication includes letters, memos, emails, reports and text.
Oral communication in the business world includes meetings,

The basic communication process

Feedback

one-on-one conversations and conferences. The method of com-
munication chosen will depend on the audience; that is, whether
management is communicating with employees, suppliers or Receiver
shareholders.

Managers use the communicating skill when explaining a vision, outlining possible changes to the business,
or simply to let staff know what is expected of them. A manager may also need to answer questions from staff
when introducing a new policy, or listen to feedback from other stakeholders. Communication is fundamental
to almost everything that occurs in a business. Effective communication — clear, articulate and concise —
helps maintain good relationships.
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On the other hand, the use of this skill can lead to conflict as employees may use communication to agree
or disagree with each other and with management. This can lead to resentment and tension, with the possible
outcome of tasks not being completed. Effective managers should be able to use communication to resolve
conflict. Sometimes the positive relationships that are formed as a result of communication become a distrac-
tion and can also reduce productivity. Communication can be time consuming and, at times, there can be too
much of it, resulting in information overload.

Satya Nadella is the CEO of Microsoft. One of the first things he did when he took over the role in 2014
was to write a letter to employees outlining his objectives and vision for the company. The letter was emailed
to all staff. Nadella also included some personal information about himself.

‘I am here for the same reason I think most people join Microsoft — to change the world through technology
that empowers people to do amazing things. I know it can sound hyperbolic — and yet it’s true,” he said. ‘I
am here because we have unparalleled capability to make an impact.’

Nadella clearly articulates Microsoft’s vision and a consistent approach to building the company. He has
since transformed Microsoft into an innovative mobile and cloud-services business. Microsoft’s share price
has risen more than 150 per cent since Nadella became CEO and continues to trade at all-time highs. Nadella
has received praise for his calming and collegial style of communication. He has shown that he is prepared to
work with staff and listen to them. Nadella is also a confident and charismatic public speaker.

Satya Nadella, CEO of Microsoft, confidently and clearly articulates
Microsoft’s vision and a consistent approach to building the company.

BN ..
um Microsoft _
ft_{:%,,__}'

COMMUNICATION PROBLEMS

Messages are misinterpreted all the time. The following information comes from a number of telephone
conversations between employees within a fictitious business. There is no feedback and none of the messages
are written down.

Conversation 1: Managing director to the general manager

On Monday morning, at precisely 10.00 am, a total eclipse of the sun will occur — an event that takes place once
in every 85 years. Please ask employees to meet in the parking area outside the main entrance, wearing safety
glasses, and | will explain this rare natural event. If it rains, we will not be able to witness the event so have
employees meet in the auditorium and | will show them a video of the eclipse.
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Conversation 2: General manager to department head

The managing director has ordered a total eclipse of the sun above the parking area outside the main entrance
on Monday at 10.00 am. If clouds cover the event, instruct the employees to wear safety glasses, then proceed
to the auditorium where this natural event will take place, something that occurs every 85 years.

Conversation 3: Department head to sectional manager

At 10.00 am on Monday, the managing director, who will be wearing safety glasses, has ordered a total eclipse of
the sun in the auditorium. In case of clouds, assemble in the main entrance before going to the parking area,
where the managing director will give another order, something that occurs only every 85 years.

Conversation 4: Sectional manager to senior supervisor

A rare event will occur on Monday at 10.00 am. The managing director will appear in the auditorium with his son,
who will eclipse him now he is 85 years old. The managing director’s position has been under a cloud for some
time. A presentation of rare safety goggles will be made to him in the parking area outside the main entrance,
where all employees will be waiting.

Conversation 5: Senior supervisor to employees

On Monday 10, the rare 85-year-old managing director, accompanied by his son, Eclipse, will park in the main
entrance before watching the clouds. Everyone will then assemble in the auditorium, where safety goggles will be
presented to employees.

2.8.4 Delegating

Delegating occurs when the authority and responsibility to carry out specific activities is transferred from

a manager to an employee. The manager delegating the task remains accountable for the outcome of the

delegated work, but allows the employee or employees to make their own decisions. Clear communication

must be used when passing on instructions about what needs to be done.

Delegating is an appropriate skill to use in order to manage time effectively and to enable staff to learn new

skills. It can lead to fresh ideas and an improvement in employee motivation. Delegation can be used to build
trust and a feeling of mutual understanding between the subordinate employee and manager. A manager has
to be wary of delegating major projects or executive responsibilities, such as determining the strategic (long-

term) business objectives. Providing support to employees, setting deadlines and evaluating the task when

completed can reduce the risk of the delegated assignment not being completed adequately. Another weakness

of delegating tasks is that the subordinate employee may misuse their new power. They may, for example,
share confidential information with competitors or become a target for unethical practices such as bribery.

DELEGATION VERSUS ABDICATION

To succeed in business, one of the most important skills you must learn is how to delegate. Delegation allows
you to get tasks done without having to chew into too much of your own time and resources.

Effective delegation is not simply giving the task to someone else. There is much more to it. When you simply
hand over a task to someone else and forget about it you are abdicating. As tempting as it may be sometimes,
there are many risks and consequences when you abdicate.

What is abdication and why should you avoid it?

Abdication is simply issuing a task to someone and then forgetting about it.
Signs that you are abdicating:
¢ you give little (often unclear) information to the person
¢ you don’t clarify that they understand, you don’t set deadlines or timeframes
e your expectations are unclear
® you don'’t plan to review the process.
This is the ‘it’s not my job any more’ attitude.
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The issue with abdication is that it causes distrust and a lack of respect. There is little communication, things
are not productive, jobs can often get delayed and go over budget, clients get upset and often it means that you
won’t get future work.

What is delegation and why should you encourage it?
Delegation is a more hands-on approach than abdication.

You assess the task at hand and issue it to the right person and provide support for them.

You know that you are delegating effectively when:

e you can provide specific, crystal-clear instructions that they can repeat back to you

e it is clear that they have understood

* you set a timeframe and request clarification once the task has been achieved

¢ you take the time to review after the task.

If you delegate this way it builds trust and respect, there is effective communication, productivity increases,
jobs are completed within budget and on time and clients are kept happy and want to work with you again in the
future.

When done right, delegation is a powerful skill. But like any skill, it does take time to learn and master. Here are
some guidelines you can use to help you be more effective at delegating. [Guidelines courtesy of Keith
Gunningham]

¢ Clearly define and agree on the task/result.

¢ Delegate the task to someone with demonstrated competence.

e Set up the guidelines/rules and explain the resources available.

e Have a clear deadline or planned schedule to follow.

¢ Ask for questions and feedback, then have the person repeat the instructions back to ensure they

understood.

¢ Define what you are going to measure to determine if the task is on track and complete 100%.

¢ Decide and define what the consequences will be if the task isn’t completed as outlined by the

scheduled date.

Using this simple process you will be able to effectively delegate and get the most out of your team.
Source: Extracts from R. Taylor 2015, ‘Delegation versus abdication’, Inside Small Business.
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2.8.5 Planning

Planning is the ability to define business objectives and determine methods or strategies that will be used to
achieve those objectives. It provides the key to both the short-term and long-term success of a business.

Levels of planning — strategic, tactical and operational
Once business objectives have been determined, decisions about how they will be achieved must be made.
This requires detailed plans for activities at all levels of the business.

» Strategic (long-term) planning is planning for the following two to five years. This level of planning
will help determine where the business wants to be in the market, and what the business wants to achieve
in relation to its competitors.

* Tactical (medium-term) planning is flexible, adaptable planning, usually over one to two years. It sup-
ports the implementation of the strategic plan and allows the business to respond quickly to changes.
The emphasis is on how business objectives will be achieved through the allocation of resources.
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* Operational (short-term) planning provides specific details of the way the business will operate in
the short term. Management controls the day-to-day operations that contribute to achieving short-term
actions and objectives. Examples of operational plans are daily and weekly production schedules.

It is often said that ‘failing to plan is planning to fail’.

"N\ \ '

The planning process

At the core of the planning process is the need to base all decision-making on accurate information that is
relevant to the business. To achieve this at the strategic planning stage, managers can use a typical planning
process, such as:

Step 1. Define the objective. Management begins the planning process by considering where they believe
the business is headed.

Step 2. Analyse the environment. Managers attempt to work out exactly where the business currently stands.
A common analysis technique is known as a SWOT analysis (an acronym for strengths, weaknesses, oppor-
tunities and threats). This identifies and analyses the business’s internal strengths and weaknesses, and also
opportunities in, and threats from, its external environment (see the figure on the next page).

Step 3. Develop alternative strategies. In response to the question, ‘How will the business get there?’,
managers develop several strategies and then decide to put one into action.

Step 4. Implement an alternative. The strategy that has been agreed upon needs to be put into place.

Step 5. Monitor and seek feedback on the implemented strategy. Management must set targets and check
whether they are met. If business objectives are not met, the planning process would have to be repeated. Any
plan formed should be a living document, regularly reviewed and revised if necessary.
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A SWOT analysis

Internal

External

Helpful

Harmful

What are the strengths of the

business?

e What is the business good at?

¢ |s the business’s product
popular?

e Are customers loyal?

® Does the business have skilled
and motivated employees?

What are the weaknesses
of the business?
® Does the business
have competent managers
and employees?
® Are the computer systems
obsolete?
¢ Has the business

* Does the business operate - g‘f L experienced past failure?
. Ee,ﬁtlr?f rt;m;"?ness in a good o : gliias ojbusinoss
usi i P ; e
{ \ upgraded its facilities to

financial position? T - k:gp pace with
* |s equipment state of e

the art? Strengths Weaknesses S
What rtuniti What threats d th

at opportunities Opportunities Throats at threats does the

can the business take

advantage of?

* What will new technology
bring to the business?

® |s the economy peforming
well?

¢ Are interest rates low?

¢ Are there any possible new
markets?

¢ Can the business acquire or
merge with other businesses to
expand and grow?

o F
rs ¥,
- < ]

_:—,.\‘J

o

business face?
e What trends have been
evident in markets?
® Are there new laws
regulating what the
business can do?
¢ Are there new
competitors?
® Are current competitors
taking over the
business’s market
share?

A manager using the planning skill gives the business purpose and direction. Having clear objectives and
strategies creates unity and encourages motivation, as employees are likely to feel that they have a reason
for working for the business. Planning reduces risk and uncertainty, and should result in resources being
used efficiently. However, planning can be expensive and time consuming. Opportunities can be lost while
managers are planning and innovation or creativity can be hindered because everything needs to be planned.

DID YOU KNOW?

An easy way to remember the five-step planning process is to use the acronym DADIM.

study[T)
m Concept 2 Planning skills Summary screen and practice questions
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2.8 Activities
TEST your understanding

1. Outline what reports on management have said about the skills that Australian managers will need to develop.
2. Draw a table similar to the one below to summarise details of the management skills in this subtopic. The first
entry has been completed for you.

Application to the
Definition Characteristics workplace

Communicating | The ability to Communication can be in words Managers use it to
transfer (written — such as letters, memos, explain a vision, to
information from | emails, reports and text, or oral — instigate change, to let
a senderto a such as meetings, one-on-one staff know expectations,
receiver, and to conversations and conferences). to answer questions and
listen to Communication can be non-verbal — | to listen.
feedback such as body language or visual cues.

3. Read the ‘Communication problems’ case study and answer these questions.
(@) Why did the original message become so confused?
(b) Whose responsibility is it to make sure the message is correctly understood?
¢ The sender
® The receiver
¢ Both the sender and the receiver
(c) What suggestions would you make to improve the communication in this case study?
Read ‘Delegation versus abdication’. Describe an effective delegation process.
Outline the advantages and disadvantages of communicating, delegating and planning.
6. Explain how each of the skills in this subtopic would be used if a manager decided to select:
(@) an autocratic management style
(b) a participative management style.

o s

APPLY your understanding

7. When Josh, the owner of Get Fit gymnasium, arrived at his office in the morning, the first thing he did was
check his calendar on his mobile phone. He was reminded that he had an early meeting with all of his
employees. The purpose of the meeting was to discuss weekly planning schedules. At the meeting, Josh
asked Kaila to work on rosters for the next week and suggested that Elly report back to the meeting next
week with solutions for the recent drop in memberships.

What skills is Josh using? In what way is he using each of those skills?

8. Use the Communication Skills Test weblink in the Resources tab to take the test. What were your results?
Do you think this is accurate? How could you improve your communication? How competent do you think
you are with the other skills in this subtopic?

9. Ask your teacher to make up a statement and then play a game of ‘Pass the message’. Each member must
pass the message on to another person. At the end of the activity have your teacher read out the original
statement and compare it with the final verbal statement from the last class member in the group who was
told the statement.

EXAM practice

10. Define the term ‘communicating’. (1 mark)

11. Distinguish between delegating and planning. (2 marks)

12. Discuss the use of communicating for resolving a dispute between management and employees. (4 marks)

Resources

Weblink: Communication Skills Test
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2.9 Management skills: leading, decision-making
and interpersonal

OKEY CONCEPTS

* Managers must also be able to lead, make decisions and make use of interpersonal skills.

¢ Different management styles rely on the manager possessing particular management skills to
varying degrees.

2.9.1 Leading

Leading occurs when managers endeavour to influence or motivate people in the business to work to achieve
the business objectives. Effective leadership is vital to the success of a business. The type of leadership in a
business depends on the attitudes and assumptions that managers have about people in the business. Good
managers lead by example — by modelling good practice — and encourage and praise good performance.
Leaders actively listen to what employees say and welcome new ideas, remain calm in the face of conflict
and stressful situations, and delegate tasks so that work and responsibilities are shared with employees who
have the capacity to handle them.

Managers can be categorised as transactional or transformational leaders. A transactional leader provides
staff with rewards in return for their compliance and acceptance of authority. Incentives such as pay rises or
promotions are offered depending on whether or not performance goals are met. A transformational leader
inspires or enthuses staff with a vision to ensure that they are committed to achieving the objectives of the
business. They consider each member of staff as a unique individual and provide opportunities for team
members to exercise their own judgement on decisions.

DID YOU KNOW?

One contemporary, and somewhat controversial, viewpoint on the much-debated topic of effective leadership is
that of Robert K. Greenleaf. In the Reflections on leadership and Insights on leadership series, he argues that a truly
effective leader is a manager who serves. He outlines a practical philosophy of ‘servant leadership’, which holds
that people who choose to first serve, and then to lead, make the most effective leaders, because they expand
services to others. Servant-leaders encourage cooperation, trust, listening, foresight and ethical use of power.

Naomi Simson, Founding Director of RedBalloon, and Daniel Flynn, Managing Director and
co-founder of Thankyou, are both leaders. They set an example, earn the respect of employees
and clearly communicate a vision in order to achieve objectives.
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Good leadership should result in motivated employees and high staff morale. Employees who are motivated
with a sense of direction and who trust management tend to work harder or more efficiently, which can lead
to high productivity and the attainment of business objectives. However, leading does have disadvantages.
Managers can be so busy leading that they have no time for contributing to productive activities, such as
meeting with customers or making sales. Clashes can occur between leaders and employees and an ‘us versus
them’ mentality can develop if staff feel that they cannot relate to management. This can be particularly true
if the manager uses transactional leadership.

DID YOU KNOW?
Management is doing things right; leadership is doing the right things.
— Peter Drucker, Management Consultant

Management is not dictatorship. Top management of a company has to have the ability to manage people by
leading them.
— Akio Morita, co-founder and former CEO of Sony Corporation

study(T]
m Concept 3 Leading skills Summary screen and practice questions

2.9.2 Decision-making
Managers today are often confronted with complex, challenging and
stressful conflicts, problems and issues. The world is changing rapidly
and it is necessary to possess skills to identify all possible options and Step 1
possibilities. Decision-making involves identifying available options Develop objectives and criteria
and then choosing one course of action from the alternatives. Effective
decision-making involves being able to make decisions within a partic-
ular timeframe. It also requires a manager to adequately assess the risk Step 2
. . L. Outline the facts
involved if the decision is implemented.

There are five steps in a typical decision-making process (see the
diagram at right). The first step is to clearly state what the desired goal Step 3
or position is, which includes determining measurable criteria for what Identify alternative solutions
this situation would look like. These criteria might be, for example, to
increase profit by 10 per cent or to increase market share by 5 per cent.
All of the facts and information related to the situation then need to be
outlined, including the circumstances that may have caused the conflict,
problem or issue, as well as the possible obstacles that may prevent the
attainment of the desired goal or position. Once all the facts have been
outlined, the desired goal or position (step 1) should be reassessed to
confirm if it was developed clearly and whether or not it is realistic.

Alternative solutions need to be generated that will possibly overcome the obstacles identified in step 2.
Each alternative should then be closely examined for the resources that would be needed to carry them out
and their possible consequences. As part of an analysis, the alternatives should be ranked in terms of their
costs and benefits, strengths and weaknesses, or advantages and disadvantages. The best alternative according
to the criteria then needs to be chosen by management, and implemented.

A decision-making process

Step 4
Analyse the alternatives
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A manager using the decision-making

. .. . In 1999 two young men, Larry Page and Sergey Brin, offered to
skill may be able to make decisions quickly, i ey osy 12

sell their search engine to Excite CEO George Bell for

but this may not be true if decisions are $1 million, eventually reducing their asking price to $750 000.
made in a group. Teams working together Bell decided to reject the offer. The search engine was Google
to make decisions tend to take a longer and the company that Page and Brin founded went on to

become a multinational valued at more than $100 billion.
Excite was one of the most recognised brands on the inter-
net in the 1990s. It was later purchased by AskJeeves (now
the other hand, making decisions within a Ask.com) after its share price collapsed.

group has the potential to collect more ideas
and knowledge, which can result in better
decisions and more effective implementa-
tion. Group decision-making may not suit
all situations. In the case of an emergency

time, because there is a need to discuss
all the options and reach consensus. On

or a crisis requiring immediate action, an
individual may be required to make a hasty
decision.

DID YOU KNOW?

In 1986, NASA management had to decide whether to launch the space shuttle Challenger, even though
temperatures at the launch site had fallen below the levels normally required for a safe launch. Lower-level
engineers expressed their concerns. However, top-level NASA managers decided to go ahead with the launch —
a decision that resulted in the deaths of all the astronauts on board.

2.9.3 Interpersonal skills

Interpersonal skills refer to management’s abil- ,
K . X . . Interpersonal skills are used by management to
ity to deal or liaise with people and build positive interact with other people and build relationships with
relationships with staff. This skill is very impor- employees.
tant because it is through other people that man-
agers achieve business objectives. A manager who
is able to identify and recognise how other people
see things and then make use of these views in a
logical and understanding manner is most likely
to be effective in achieving objectives.

A manager using interpersonal skills uses clear
communication when working with staff and is
sensitive to their needs, not threatening. Interper-

sonal skills can be used to inspire and influence
staff while overcoming conflict, creating a work-
place where people respect each other and work
well together. In contrast, a manager who lacks
empathy, is arrogant, opinionated, unable to communicate effectively or who has difficulty relating to people
will not be able to develop positive relationships with employees. It is possible that when such a manager is
absent from the workplace, employees may work much more productively because they are free from fear,
intimidation and threat. Ultimately, the use of interpersonal skills is likely to lead to greater staff morale and
higher productivity.
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On the other hand, it can take a long time for a manager to learn and make use of interpersonal skills. It
is also possible that some managers will misuse their understanding of interpersonal skills and utilise them
for their own ends, possibly using these skills to manipulate other people. For example, a manager might use
interpersonal skills to trick an employee into siding with management’s point of view, or to lure a customer
into purchasing a product that they do not need. Furthermore, a manager using interpersonal skills may be
prone to making emotional decisions, rather than relying on factual information or logic.

DID YOU KNOW?

‘Try honestly to see things from the other person’s point of view.’
— Dale Carnegie, How to Win Friends and Influence People

study[T])
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Decision-making and interpersonal skills Summary screen and practice questions

2.9 Activities
TEST your understanding

1. Draw a table similar to the one below to summarise details of the management skills in this subtopic.

Application to the

Definition Characteristics workplace

N

Outline the advantages and disadvantages of leading, decision-making and interpersonal skills.
3. Explain how each of the skills in this subtopic would be used if a manager decided to select:
(@) an autocratic management style
(b) a participative management style.
4. In your own words, outline the relationship between management styles and skills.

APPLY your understanding

5. In groups of three or four, select a management skill. Explain the skill to the class using a PowerPoint
presentation, a report or in the form of a lesson. Include a definition of the skill, its characteristics and
application to the workplace.

6. Form groups of three or four. Imagine that you are members of the board for a large electronics manufacturer.
Your company employs 1000 staff and earns annual revenue of $1 billion. Your company has been facing
increasing competition, and sales and profits have been decreasing over the last few years. You need to hire
a new CEO for the company. In your group, list the skills you would require. What type of personality and
management style would you hope to find for your company? Compare your response to that of other
groups in the class. Were there similarities or differences? Why might this be so?

7. Interview a senior person from your school, or a friend or relative occupying a position of authority, on the
topic of management skills in the workplace. Develop a list of questions beforehand. Focus on the role of the
person and the type of skills selected — why the skills were chosen and how he or she assessed the
effectiveness of the selected management skills. Report your findings to your class and choose your own
presentation method — video, sound recording, PowerPoint or written report.
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EXAM practice

8. Distinguish between leading and interpersonal skills. (2 marks)
9. Explain a decision-making process that could be used by a manager introducing new technology to a
business. (2 marks)
10. Analyse how the use of leading would be important in the achievement of business objectives. (4 marks)

2.10 Corporate culture and its development

OKEY CONCEPTS

¢ All businesses have their own corporate culture — the values and beliefs of the people in the
business.

e Corporate culture can be both official and real. There are a number of strategies that managers
can use to develop corporate culture.

All businesses have their own corporate culture — the values, ideas, expectations and beliefs shared by the
staff and managers of the business. Each business develops its own particular way of doing things. The style
or character of a business is consequently reflected in its culture.

2.10.1 Official and real corporate culture

Corporate culture can be revealed officially in the policies, objectives or slogans of a business. This is referred
to as official corporate culture.

Corporate culture can also be seen in the unwritten or informal rules that guide how people in the business
behave, such as the way staff dress, the language staff use, and the way that staff treat each other and customers.
This is referred to as real corporate culture.

Corporate culture may allow an informal atmosphere, encouraging teamwork and casual dress as

1L
[ {=

opposed to a formal environment with more rigid standards.

>

[
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2.10.2 Elements of a corporate culture

A corporate culture normally consists of four essential elements. These elements can indicate the type of
corporate culture that the business has, or be used as building blocks for a positive corporate culture.

1. Values and practices. These are the way things are done in the business. Examples of corporate values
and practices include honesty, hard work, teamwork, quality customer service, employee participation
and innovation. Sony Corporation is an example of a company that values innovation. Masaru Ibuka, the
company’s co-founder, created the atmosphere of innovation that allowed the company to successfully
introduce new products such as the Walkman (1979), the Trinitron colour television (1968), PlayStation
(1994) and the first Blu-ray players (2006).

2. Symbols. These are the events or objects that are established to represent something the business believes
to be important. Businesses that believe in fostering positive competition among employees, or an active
lifestyle, can organise various sporting events. Businesses that want to reinforce a strong employee
development culture can offer employees the opportunity to participate in training and development
programs.

3. Rituals, rites and celebrations. These are the routine behavioural patterns in a business’s everyday
life. For example, regular social gatherings can be held to help develop a sense of belonging among
employees who work in small teams during the week.

4. Heroes. Heroes, or champions, are the business’s successful employees who reflect its values and,
therefore, act as an example for others.

DID YOU KNOW?

¢ When Anita Roddick founded The Body Shop, her vision was to build an ethical business that supports the
community. Therefore, she came up with five values: (1) support community trade, (2) defend human rights,
(3) against animal testing, (4) activate self-esteem and (5) protect our planet. These values guide all
employees and the business decisions they make.

¢ Origin Energy Australia is an energy company. Its employees are expected to reflect the company values,
which include caring, working as a team, being accountable and finding a better way.

study([J])
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Elements of corporate culture Summary screen and practice questions

2.10.3 Developing a positive corporate culture

A manager must understand and assess all facets of a business’s unique culture, because this is a powerful
tool for achieving objectives. Knowing and appreciating a business’s culture makes it easier to get things done
or to initiate a change to routine or procedures. A positive corporate culture should encourage employees to
produce goods or services that meet high standards.

A positive corporate culture has a number of other benefits. Research has shown that a business with
a healthy, well-developed and strong culture is more likely to be successful, because such a workplace is
perceived by the employees to be more positive and personalised. Employees should experience high morale
and a positive attitude toward the business. They would be expected to be loyal to the business, which should
reduce the level of staff turnover. Improved morale of employees could also increase productivity. Further-
more, a business with a positive corporate culture should gain a positive reputation, allowing the business to
attract talented and skilled employees.
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Strategies for developing corporate culture

Management can develop a positive corporate culture by introducing or building on any of the four essential
elements of a corporate culture. Management might, for example, establish social gatherings that will allow
employees to feel valued because they are part of the rituals, rites and celebrations of the business. The senior
managers, as well as the ‘heroes’, of the business should act as role models for staff in the values that they
believe are important.

Some other strategies that can be used by management to develop corporate culture include:

* ensuring that staff members are given sufficient training to reflect the values of the business — for exam-
ple, if treating customers respectfully is important in the business, it should be part of its customer service
training program

* communicating desired values to staff

» rewarding employees who exemplify appropriate values

* recruiting staff who fit in with the values of the business

* changing the prevailing management style — for example, a business might make greater use of the
participative style to emphasise the way it values staff input and the contribution of its employees

* changing the style of dress and language used in the workplace.

The corporate culture of Domino’s is based on the idea of having fun at work, which leads to great things
happening.

study[T]
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Strategies for developing corporate culture Summary screen and practice questions
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2.10 Activities
TEST your understanding

oA WD

7.

. Explain how corporate culture can influence the success of a business.
. What is the main difference between official and real corporate culture?

Why is a positive corporate culture important when new work methods are being introduced?

. Briefly outline the four essential elements of a corporate culture.
. Identify other indicators of corporate culture using the information in this subtopic.
. In your opinion, what is the difference between a positive and a negative corporate culture? Explain your

response.
Outline two strategies that management can use to develop a business’s corporate culture.

APPLY your understanding

1

8.

0.

Working in groups of three or four, describe the culture of your school. Identify the shared values, practices,
symbols, rituals, rites, celebrations and heroes. Present your information in a table. Share your answers with
other members of the class.

. Discuss the following statement: ‘It takes years for a business to establish a positive corporate culture, yet a

return to a negative culture may occur overnight’. In your answer, refer to:

(@) the importance of a positive corporate culture

(b) strategies to develop a positive corporate culture

(c) circumstances that result in a negative corporate culture.

Choose a business. Use the internet to find out about its corporate culture.

(@) Explain the values employees of that business would be expected to demonstrate.
(b) What symbols or celebrations did you find that reflect the business’s culture?

EXAM practice

11. Define the term ‘corporate culture’. (1 mark)

12. Distinguish between official corporate culture and real corporate culture. (2 marks)

13. Then Data Ltd is a business with a poor corporate culture. Justify two management strategies for

developing corporate culture at Then Data Ltd. (4 marks)

2.11 APPLY YOUR SKILLS Styles, skills and
corporate culture

PRACTISE YOUR SKILLS

Define, describe and apply relevant business management concepts and terms

Analyse case studies and contemporary examples of business management

Interpret, discuss and evaluate business information and ideas

Apply business management knowledge to practical and/or simulated business situations
Analyse and discuss management styles and management skills necessary for successful
business management

Evaluate management styles and management skills and their appropriateness for a range of
business situations

Propose and justify management strategies for developing corporate culture
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2.11.1 Managing brand identity and corporate culture

PACKED WITH PASSION: NIGEL GARRARD, MD AND CEO OF ORORA

The demerger of Amcor’s Australasian packaging and distribution division as Orora in 2013 acknowledged that
the two companies were different in terms of product segment and geographic attention. Therefore, it made
sense to separate the packaging and distribution arm from the rest of Amcor’s operations, which concentrates
predominantly on flexibles and rigid plastics packaging.

The last time The CEO Magazine spoke to Nigel Garrard, he was president of Amcor’s Australasian packaging
and US distribution business. Now he is the Managing Director and CEO of Orora — we ask him to explain the
catalyst behind the split. ‘It mainly came down to focus. The demerger has enabled both businesses to focus on
their core business models and to have their own direction. Amcor shareholders received one share in Orora for
each Amcor share they owned,’ he says.

Staff were involved with the rebranding process from the get-go. Inclusion was key, Nigel shares, as was being
respectful of the history and excited about the future of the business. ‘We started out the way we wanted to finish.
We asked our people what they thought we should call the business. We gave them five days to come up with
ideas. We had 1560 suggestions from five different countries. Six people from the business all suggested Orora.’

The Orora Way

The company then went on to ask the unofficial leaders in the business to nominate 300 opinion leaders to invent
a new brand identity and culture. The communication process resulted in a new operating model — ‘The Orora
Way’ — and the brand has come from that. ‘It's what we believe, what we value, and what we deliver,” Nigel
notes.

Rather than send out emails, booklets, pamphlets or brochures the traditional way, Orora rolled out a live event
in its various locations worldwide which went about explaining the upcoming transformation. ‘People were
expecting change and expecting things to be different, and it was important that we delivered that.’

With the company operating in seven countries, the live show visited about a dozen of its sites around
Australasia and North America, reaching more than 65% of its people. It was important that choices regarding
the demerger reached as many employees as possible, Nigel shares.

‘We did our best to get to as many sites as we could with face-to-face communication, and when we weren’t
able to present “Orora Live”, we did a scaled-down version of it at every site. The vast majority of people heard
the message direct, everybody got given the material and had the opportunity to ask questions about how we
were going be different.’

Nigel Garrard creates a culture of belonging

Feeling that it was an opportunity to create something sig-

nificant, Nigel knew the importance of creating an environ- Nigel Garrard, Managing Director and CEO
ment where people belonged. It’s one thing the executive is of Orora.

proud of — the passion of its employees. ‘It’s a great lesson
— how people really want to belong to something that they
believe in — and that has been one of the highlights of the
past three and a half years since we demerged.’

Through Orora Live, the company established a good
cultural and brand platform. The shift in company dictum
proved to be both challenging and rewarding for Nigel, with
him recalling two highlights specifically. The first in Los
Angeles: ‘| remember two people coming up to me. One
was a gentleman who was nearly 70. He had been working
for the business for nearly 50 years. He came up and said,
“Nigel, | just wanted to give you some feedback. | really
enjoyed the presentation; | understand where we are. I've
worked for this business for a long time and | want to tell
you this: this is the first time | feel like | really belong,” and
he had tears in his eyes when he was saying that to me.’

»
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The Orora Way summarises who the business is and what it stands for.

THE OR’ ‘RA WAY

OUR BELIEF
AT ORORA WE BELIEVE PACKAGING TOUCHES LIVES.
TOGETHER WE DELIVER ON THE PROMISE OF WHAT'S INSIDE.

OUR VALUES

TEAMWORK PASSION RESPECT INTEGRITY

- Safety first - Courageous - For each other - Do what is right

- One Orora - Innovative - For the community - True to what we stand for

- Init together - Responsible - For our customers - True to our promise

OUR VISION - o -
'TO BE THE INDUSTRY-LEZ
,_"ﬂb‘ {‘yp‘i"‘?d‘{‘;

OUR STRATEGIC

FOGUS INNOVATE T0 LEAD ENHANCE THE CORE INVEST TO GROW
- Customer solutions - Doing better every day - In partnership with customers
« Technical leadership - Best-in class capabilities — « Extending our reach [bolt-on MGA]
- Digital enablement people, process & systems - Diversified solutions
- Improving efficiency (adjacent M&A)
OUR
OUTPERFOBMANCE SAFETY CUSTOMER FOCUS OUR PEOPLE FINANCIAL DISCIPLINE
- Zero harm - Sales growth - Engagement - Increasing earnings
- Injury frequency - Net Promoter Score - Diversity & ROAFE
- Operating cash flow

CREATING SHAREHOLDER VALUE

The second involved one of the company’s leading salesmen seeking Nigel’s permission to bring his wife and
children along the next time so they would ‘know the type of company that I’'m working for’. Nigel believes this
gives Orora its point of difference. ‘Assets are one thing, but it’s people who make a company and it is people
who make a difference.’

Orora has invested approximately A$400 million in growth since listing on the ASX in December 2013. With

more than 6700 team members and 54 000 shareholders, it’'s evidence of its success so far. A fit balance

sheet and healthy cashflow mean Orora is well-positioned for a period of accelerated innovation, with ongoing
enhancements to its core business operations and calculated investments to push future growth for shareholders.

Its A$45-million global innovation initiative saw it recently sell surplus land to allocate money to the Orora
Global Innovation Fund. This move sent a clear statement, internally and externally, of delivering to its customers
and stakeholders while also reaffirming its cultural journey. A further demonstration of its cultural shift was the
innovative implementation of a crowd-sourcing initiative inside the business.

Nigel adds: ‘It’s quite an innovative approach where everybody can contribute. We had collaboration across
different countries and business units where people could get on board knowing they can make a difference. By
involving people in the process, they’re part of the solution rather than being threatened by change. This is a key
part of who we are and what we stand for.’

This ethos of engagement that has now been established at Orora is what Nigel is most proud of. ‘Which is
why we spell Orora with an O, because O stands for ‘our’. It's our company. It’s our opportunity. It's our future. It
was named by our people and it’s something that | think everybody’s embraced.’

Source: B. Di Costanzo 2017, ‘Packed with passion: Nigel Garrard, MD & CEO of Orora’, theceomagazine.com, November.
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Resources

elLesson: Leadership — Brambles (eles-1049)

2.11.1 Activities
TEST your skills

In what ways were Amcor staff involved in the demerger process?

Outline how the change at the business was communicated.

Describe the culture at Orora.

Identify the strategies used by management at Orora to develop corporate culture.
What role does a managing director/CEO play in changing corporate culture?

o s

APPLY your skills

6. The task word (sometimes referred to as command word or instructional word) ‘propose’ generally requires
you to put forward an idea, argument or suggestion for consideration or action. This involves writing a little
more than simply just identifying or suggesting something. The task word ‘justify’ requires you to show how
the statement or statements that you have made are correct or to provide evidence to support your argument.
(@) Propose one strategy used by management at Orora to develop corporate culture and justify the

use of this strategy.
(b) In your opinion, what management style was adopted by management at Amcor to manage the
demerger and to change the culture at Amcor? Justify your response.

7. Provide an example of how Nigel Garrard did use, or may use, the following management skills to influence
corporate culture at Orora.

(@) Communicating

(b) Delegating

(c) Planning

(d) Leading

(e) Decision-making
(f) Interpersonal skills

8. The task word (sometimes referred to as command word or instructional word) ‘analyse’ generally requires
you to identify the main features of concepts and terms and then examine them closely or show how the
parts relate. In many cases, it will involve explaining the relationship between concepts or terms. Analyse
how a management style and a management skill can be used to develop corporate culture.

2.11.2 Management styles and skills

HEALTHY MANAGEMENT

City Health is a private healthcare provider serving a population of 500 000 people and operating with a budget
of $500 million. It employs 3000 staff and has grown steadily over the last five years due to the merging of several
major city hospitals. Chief Executive of City Health, Dr Jan Dvorak, recently called a meeting of the executive
team to discuss a strategic plan. These discussions explored the objectives of:

¢ developing a culture of quality and innovation

e working in partnership with all stakeholders to enhance the health of the community

e providing an environment that values and supports staff

e achieving a financially sustainable health service.

Up until now, Dr Dvorak has managed and guided City Health through its period of high growth. She has led
the business to where it is today by listening to her employees, the hospital’s patients and the community. She
includes staff unconditionally in the decision-making process of the business. She is considered to be a great
leader by her staff.
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Dr Dvorak considers that the change to a new corporate culture will be her greatest challenge so far, but
believes that the hospital is well on its way to achieving this goal.

Many hospitals today are introducing cultures that expect quality healthcare.

CHOCO MANAGEMENT

Jack has been General Manager of Nars Chocolates for only six
months. He had previously worked for a company with serious finan-
cial and staffing problems. From that experience he concluded that
it is best to be very firm with staff in order to get results.

Jack’s recent behaviour has prompted staff to consider leaving.
He shows very little interest in the needs of individuals, or their con-
cerns. He severely criticised the work of the marketing manager at a
planning meeting last week. ‘Carly, | just don’t think you have all the
facts here,” Jack said. ‘Firstly, from what | can see, you’ve done a
poor job. And secondly, the rest of you people will need some clear
guidelines or you will all be producing the sort of rubbish that Carly
has presented.’

Some time later, two managers were discussing the conditions
over a cup of coffee. ‘Can you believe the way that Jack treated Carly in the meeting last week?’ complained Josh.
‘Carly is a great manager, she listens to her staff and encourages her team to work with her to make decisions.’

‘And she was totally embarrassed by Jack’s comments because the new chocolate bar project her team is
working on is still in its developmental stages,’ said Mai.

‘I heard him telling off Khalid last week for expressing an idea,’ said Josh. ‘He told him that he’s the boss, and
if he wanted opinions, he certainly wouldn’t ask a subordinate for them. Mai, he’s treating us like we’re kids. But
we’re experienced professionals.’

‘I agree,’ said Mai. ‘It won’t be long before I’'m out of this place!’

2.11.2 Activities
TEST your skills

1. What management style is Jan Dvorak using? What are the characteristics of this style?

2. What management style is Jack using? What are the characteristics of this style? Compare this style to the
one being used by Carly.

3. Are these the best styles to use in each of these situations or should any of the managers reconsider? Justify
your answer.

4. ldentify and explain two management skills that could be used by Jan Dvorak to develop the corporate
culture.
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5. Identify and explain two management skills that Jack could use to improve the workplace conditions at Nars
Chocolates.

6. Explain and apply a decision-making process that could be used either to develop the corporate culture at
City Health, or at Nars for the new chocolate bar project.

APPLY your skills
7. The task word (sometimes referred to as command word or instructional word) ‘analyse’ generally requires
you to identify the main features of concepts and terms and then examine them closely or show how the
parts relate. In many cases, it will involve explaining the relationship between concepts or terms.
(@ Match the two different management styles with the management skills below and then explain
why you think each skill matches up with that style.

Management skill

Management style

Autocratic Participative

Communicating

Delegating

Planning

Decision-making

Interpersonal

Leading

(b) Explain how the choice of management style will affect the way in which management skills are used.

(c) Using your answers to part (a) and (b), analyse the relationship between management styles and
management skills.

(d) Analyse the relationship between corporate culture, management styles and management skills.

8. The task word (sometimes referred to as command word or instructional word) ‘discuss’ generally requires
you to consider both sides of something. This might mean writing about the advantages and disadvantages,
the strengths and weaknesses or the benefits and costs of that thing. Using the example of Jan Dvorak in the
‘Healthy management’ case study, discuss the use of one management skill necessary for successful
business management.

9. The task word (sometimes referred to as command word or instructional word) ‘evaluate’ generally requires
you to consider both sides of something, and then provide an overall conclusion or judgement related to
which argument is the more persuasive and why. Using the example of Jack in the ‘Choco management’
case study, evaluate the appropriateness of the use of the autocratic management style at Nars Chocolates.

2.12 EXTEND YOUR KNOWLEDGE The relationship
between corporate culture, management styles and
management skills

O KEY CONCEPT The use of employee-centred management styles and related skills can develop a
positive corporate culture.

One of the best ways to improve a business’s productivity is to give employees some input into the decision-
making process. Most people care about what they are directly involved in, so employees who have an input in
the decision-making processes of their business tend to be more committed, productive and creative. Inclusive
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and democratic management practices (management practices that include employees) are often talked about,
but rarely practised — this process is more difficult and takes longer than traditional management techniques.

Another trend is to structure businesses around the needs of the employees. This may mean allowing flexible
working hours, or encouraging employees to work in teams and set their own goals. Semco is a company that
has led the world with its commitment to participative work practices.

SEMCO — WORKPLACE PARTICIPATION IN ACTION

Semco Partners, based in Brazil, South America, is a most

unusual business as a result of its absolute commitment to Ricardo Semler empowered staff at Semco
workplace participation. It has had a noteworthy history, and threw out the management chart.
managing to grow when whole industries collapsed, and '
an international reputation for its democratic employment
relations practices. Today, Semco is active in managing
portfolios for a variety of corporations doing business in
Brazil.

Semco actually began life in the 1950s as a company
manufacturing centrifuges for the vegetable oil industry (a
centrifuge is a piece of equipment where a compartment
spins on a central axis to separate materials). Between the
1950s and the 1980s, Semco became a traditional hierar-
chical business, characterised by many layers. However,
after running into trouble as a result of employee reac-
tion to autocratic management, changes began in the mid
1980s that have continued to the present day.

Ricardo Semler, the founder’s son, took over as the CEO
of Semco and fired 60 per cent of the top managers on his
first day.

In the 1980s, Semco was heavily involved in produc-
ing pumps, axles and other components for the naval
industry. Semler believed that the company could be res-
cued by diversifying (moving into other industries). Semco
introduced a new management structure, but this did not
deliver the improvements that Semler was after. Respond-
ing to the suggestions of employees, Semco then devel-
oped the idea of satellite units or strategic business units
to develop new businesses and product lines. This pro-
vided greater freedom as well as more responsibility for
managers and staff.

Semco is now completely based on the concept of employee ownership, full employee participation, flexibility
and a focus on meeting customer needs. Employees design their workplace, set their own hours and share all
information. At Semco, there are no managers. There are team leaders, but leadership depends on the leader
passing an appraisal that subordinates conduct every six months. A leader who fails more than twice to meet the
standards expected of them by employees will be sacked.

There is an emphasis on ownership and disclosure — all wages are tied to the performance of the business,
and each person’s wage is published so team leaders are shown not to be earning unfairly high salaries. Staff set
their own salaries, but need to be careful because there are no secrets. Staff are provided with information about
how much they could make if they worked for another business using similar skills. Each employee has been
trained in accounting so they can understand the business’s earnings and how their work affects the business.

An illustration of Semco’s commitment to flexibility is the way in which it is structured, which looks a lot like
an ‘octopus’ (see the diagram). This arrangement arose when recession hit and Semler wanted to avoid sacking
people, even though the business could not afford to keep them. The business sold off parts of itself to employees,
who would otherwise have been retrenched. Semco then purchased its supplies from these former employees
who, now in their own businesses, were able to sell not only to Semco but also to Semco’s competitors.
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Semco is structured like an octopus, in that there is an administra-
tive core at the centre with business units or satellite businesses
branching off from the core.

Satellite businesses
(former employees who
now are business owners

and szpply to femco)
/\ A

~

- N

+ Administrative N \

/ core

I (provides a

\  communication i
channel but

\ \not leadership)

O/ _ -

Self-managing business units
(characterised by employee
ownership, independence

and financial viability)

2.12 Activities
TEST your understanding

1. Identify the principles or values that are important to Semco.

2. Suggest how requiring team leaders to be appraised by subordinates every six months can benefit Semco.
3. Why does Semco train each employee in accounting?

4. What would it be like to work at Semco (in other words, describe the corporate culture at Semco)?

5. Describe how Semco’s business is structured.

EXTEND your understanding

6. What lessons can modern managers learn from Semco?
7. Explain how Semco deals with some of the aspects of management that have been covered in this chapter,
by completing the following table.

m What Semco does

Decision-making | Staff participate in decision-making.

Communicating

Leading

Values
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2.

13 Review

2.13.1 Summary

Areas of management responsibility

Businesses typically have areas of management responsibility and each area of responsibility implements
different strategies to support the business in achieving its objectives.

The operations area is responsible for the production of the business’s good or service.

The finance area is responsible for managing the financial aspects of the business, including the
development of financial policies, raising finance, budgeting, accounting and reporting, and cash control.
The human resources area is responsible for coordinating all the activities involved from acquiring
to terminating employees of the business — it manages the relationship between the employer and
employees.

The sales and marketing area is responsible for promoting the business and selling its products in the
market.

The technology support area is responsible for installing and maintaining technology, as well as
providing assistance to the users of technology in the business.

Management styles

Management styles are the ways managers work with and through other people to achieve the objec-
tives of the business. They differ according to the degree of decision-making control that management
exercises, the direction of communication and the value that management places on staff input.

The autocratic style is one where the manager tells staff what decisions have been made.

The persuasive style is one where the manager attempts to sell decisions made.

The consultative style is one where the manager consults employees before making decisions.

The participative style is one where the manager unites with staff to make decisions together.

The laissez-faire style is one where the employees assume total responsibility for, and control of,
workplace operations.

The management style chosen by a manager will be influenced by the nature of the task; time and other
constraints such as resources; the experience of employees, as well as their personalities, values, beliefs
and skills; and the preference of the manager.

Management skills

All managers use skills (abilities or competencies) as they seek to achieve the objectives of the business.
Communicating refers to the ability to transfer information from a sender to a receiver, and to listen to
feedback.

Delegating is the ability to transfer authority and responsibility from a manager to an employee to carry
out specific activities.

Planning is the ability to define business objectives and determine methods or strategies that will be used
to achieve those objectives.

Leading is the ability to influence or motivate people to work towards the achievement of business
objectives.

Decision-making is the ability to identify the options available and then choose a specific course of action
from the alternatives.

Interpersonal skills refer to management’s ability to deal or liaise with people and build positive
relationships with staff.

Different management styles rely on different management skills to varying degrees.
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Corporate culture

All businesses have their own corporate culture — the values and beliefs of the people in a business.
Official corporate culture can be revealed officially in the policies, objectives or slogans of a business.
Real corporate culture can be seen in the unwritten or informal rules that guide how people in the
business behave, such as the way staff dress, the language staff use, and the way that staff treat each
other and customers.

The elements of corporate culture include the practices that are valued by the business, such as honesty,
innovation and hard work, the symbols that are important to the business, the rituals of the business (such
as social gatherings and celebrations), the heroes of the business and the degree of staff participation in
the business.

A manager must understand a business’s culture and how it can be maintained or developed.

Corporate culture can be developed by introducing or building on any of the four essential elements of a
corporate culture, such as introducing rituals, rites and celebrations, or by senior managers and ‘heroes’
acting as role models.

Some other strategies that can be used by management to develop corporate culture include providing
training, communicating desired values to staff, rewarding employees who exemplify appropriate val-
ues, recruiting staff who fit in with the values of the business, changing the prevailing management style
or by changing the style of dress and language used in the workplace.

2.13.2 Key terms

autocratic management style one where the manager tells staff what decisions have been made
communicating the ability to transfer information from a sender to a receiver, and to listen to feedback
consultative management style one where the manager consults employees before making decisions
contingency management theory stresses the need for flexibility and the adaptation of management styles to
suit the situation

corporate culture the values, ideas, expectations and beliefs shared by members of the business
decision-making the ability to identify the options available and then choose a specific course of action from
the alternatives

delegating the ability to transfer authority and responsibility from a manager to an employee to carry out
specific activities

interpersonal skills the ability to deal or liaise with people and build positive relationships with staff
laissez-faire management style one where the employees assume total responsibility for, and control of,
workplace operations

leading the ability to influence or motivate people to work towards the achievement of business objectives
management skills the abilities or competencies that managers use to achieve business objectives
management style the behaviour and attitude of the manager when making decisions, directing and
motivating staff and when implementing plans to achieve business objectives

operational planning specific details about the way in which the business will operate in the short term
participative management style one where the manager unites with staff to make decisions together
persuasive management style one where the manager attempts to ‘sell’ decisions made

planning the ability to define business objectives and decide on the methods or strategies to achieve them
strategic planning long-term planning, usually over two to five years

SWOT analysis the identification and analysis of the internal strengths and weaknesses of the business, and
the opportunities in, and threats from, the external environment

tactical planning flexible, adaptable, medium-term planning, usually over one to two years, which assists in
implementing the strategic plan

Resources

Digital doc: Key terms glossary (doc-29436)
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2.13.3 Review questions
TEST your understanding

1.
2.
3.

e

10.
11.

12.
13.
14.
15.
16.
17.
18.
19.
20.

List the typical areas of management responsibility in a business.

Distinguish between the operations and human resources areas.

Describe the following areas of management:

(a) finance

(b) sales and marketing

(c) technology support.

Explain the importance of management styles to a business.

Compare the autocratic management style to the persuasive management style.

Identify two advantages and two disadvantages of the autocratic and persuasive management style.
Distinguish between the consultative and participative management styles.

Identify two advantages and two disadvantages of the consultative and participative management style.
Describe the laissez-faire management style and outline two advantages and two disadvantages of
this style.

Outline the factors a manager will need to consider when choosing an appropriate management style.
Define each of the following management skills and outline their main features.

(a) Communicating

(b) Delegating

(c) Leading

(d) Interpersonal skills

Explain the difference between the three levels of planning.

Outline the steps involved in a planning process.

Define ‘decision-making’ and identify the steps in a decision-making process.

Explain how management skills relate to the management styles.

Define ‘corporate culture’.

Explain the difference between official and real corporate culture.

Why is it important for a manager to understand a business’s corporate culture?

Briefly outline elements or indicators of the type of culture a business has.

Explain two strategies that management can use to develop a business’s corporate culture.

APPLY your understanding

21.

Summarise the way in which each area of management responsibility contributes to the achievement
of business objectives by completing the following table.

_ Main characteristic Strategies

Operations Responsible for the production of the
business’s good or service —
oversees the transformation of inputs

into output
Finance
Human resources Recruitment and selection
Motivation strategies
Training

Performance management

Sales and marketing

Technology support
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22,

23.

24.

25.

Chloe is the marketing manager for Exceptional Technology Company. She prefers to use a partici-

pative style where her staff have some responsibility in the decision-making process. Chloe regularly

holds brainstorming meetings to generate a range of ideas from staft.

(a) Discuss Chloe’s use of the participative management style.

(b) Identify one management skill that Chloe is making use of and justify why it is necessary for the
successful management of Exceptional Technology Company.

Brendan is the owner of a small paint store. The business is struggling financially and he needs to

consider the best course of action to ensure its survival. He can see two options: close the store or

introduce new products to broaden the business’s target market.

(a) Evaluate the use of the autocratic management style in this situation.

(b) Discuss the appropriateness of decision-making skills for this situation.

Complete the following table. List any management skills that you think could be used to achieve the

business objectives, as well as how they could be used. Some entries have already been completed

for you.

Improve the culture of a Explain to staff the changes that will take
business place.

Use the decision-making steps to work
out solutions to improve the culture.

Make a profit Communication
Planning
Leading

Increase market share

Fulfil a social need

Management at Australian Industries is very concerned about the culture of the business. The negative
culture appears to be affecting the company’s performance. Management would like to develop a pos-
itive corporate culture.

Describe two management strategies for developing corporate culture at Australian Industries.

EXAM practice

26.
27.

28.
29.

30.

31.

Define the term ‘real corporate culture’. (1 mark)

Rochelle uses the autocratic management style. Identify two factors indicating the appropriateness of

this style. (2 marks)

Explain the difference between management styles and management skills. (2 marks)

Describe two skills that would be appropriate for a manager making use of the autocratic management

style. (4 marks)

Using examples, explain the relationship between management styles and management skills.

(4 marks)

Fit Fads is a fashion workout business that started selling activewear through its website five years ago.

It currently operates from a converted warehouse in Richmond. The number of employees has rapidly

grown to 350. The business now ships to more than 100 countries and stocks more than 70 brands. Sales

have increased by 50 per cent over the past year. The CEO, Dinesh, has suggested that the reasons for

Fit Fads’ success include the global activewear trend, positive relationships with suppliers, as well as

loyal and experienced employees who have respect for management. Fit Fads is planning to continue

to grow with the objective of increasing market share.

(a) Describe one area of management responsibility and explain how the area would contribute to the
achievement of Fit Fads’ objectives. (4 marks)
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(b) Discuss a suitable management style for the successful management of Fit Fads. (4 marks)
(c) Propose and justify a management strategy for developing the corporate culture that will be
required to accommodate Fit Fads’ growth. (4 marks)

Resources

Digital doc: Missing word glossary quiz (doc-29437)
Digital doc: Crossword (doc-29438)

study[T])

Sit past VCAA exam

2.13.4 School-assessed coursework

OUTCOME 1

Discuss the key characteristics of businesses and stakeholders, and analyse the relationship between
corporate culture, management styles and management skills.
Note: This assessment task is for the second half of Outcome 1 only.

ASSESSMENT task — structured questions

Time allowed: 30 minutes

Marks allocated : 20 marks — The task contributes 10 marks out of a total of 20 marks for Outcome 1.
(The marks for each question are indicated at the end of each question.)

Conditions: Closed book (No notes or textbooks may be used when completing this task.)

Fedcomm

Fedcomm is one of Australia’s leading telecommunications companies and has its head office in Melbourne.
The business employs 20 000 people and is listed on the share market. Its vision is to meet customer needs in
the simplest and best way.

Fedcomm provides staff with promotion opportunities and very satisfying rewards for high performance.
This has encouraged strong staff loyalty. Staff members enjoy working at Fedcomm — it is a fun place to be.
Fedcomm has grown to be the business it is today by management listening to employees and customers.
Staff are included in the decision-making processes of the business unconditionally.

The CEO of Fedcomm has recently announced a new five-year strategic plan that will focus on improving
customer service.

Iein 1'.!5 7
.,:;;.Ex.,im
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Read the case study above, then answer the following questions.

1. Define ‘planning’. (1 mark)

2. ldentify an area of management responsibility. Outline one strategy that this area could use to improve
customer service at Fedcomm. (2 marks)

3. (a) Identify and explain the management style currently used at Fedcomm. (3 marks)
(b) Evaluate the use of this management style at the company. (3 marks)

4. Outline the factors that managers at Fedcomm would consider when choosing an appropriate
management style. (2 marks)

5. Explain a decision-making process that could be used at Fedcomm to improve customer service.
(5 marks)

6. Analyse two strategies for developing a positive corporate culture at a business such as Fedcomm.
(4 marks)

Resources

Digital doc: School-assessed coursework (doc-29439)
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CHAPTER 3

Human resource management —
motivating employees

3.1 Overview
3.1.1 Why it is important

It is often said that employees are a business’s most
important resource. However, employees are more
than just resources for a business. They are, first and
foremost, people — people with their own hopes,
ambitions, likes and dislikes, and ultimately their own
individual reasons for working. Motivation is the force
that drives people to exert individual effort over a sus-
tained period of time. When that effort is exerted in the
workplace it is likely to lead to improved productivity
and greater success at achieving business objectives.

Finding ways to motivate employees can be the
key to getting the best out of them. This will not
only benefit the business, but can provide a means of
rewarding employees with interesting and challenging
career paths, promotion, improvements in pay, and a
sense of achievement and personal satisfaction.

FEDEX CARES

FedEx Express is a well-known transportation com-
pany, delivering packages all over the world. FedEx
Express employs more than 300000 people — that
is a lot of employees to keep satisfied. Nevertheless,
FedEx has gained a reputation as a great place to
work.

According to Kim Garner, FedEx Express Australa-
sia’s managing director, employees are encouraged
to excel and contribute to the company. FedEx has
a strong people culture; this means that employees
are valued and management works towards creating
a supportive workplace culture that develops talent.

‘At FedEx, our people are the heart and soul of our
business. This is why our founding People-Service-
Profit (PSP) philosophy is based on the premise that
if we take care of our people, they will take care of our

FedEx delivers packages to 97 per cent of the
world within 24 to 48 hours.

customers, and that will take care of our profit’, says Garner. ‘Our focus has been on our people since we
began our operations and our ongoing commitment to building a positive working environment at FedEx through
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a combination of leadership development and training programs which make our employees feel valued and
engaged.’

FedEx has frequently been recognised for its people-first culture including an Australian HR Award for employer
of choice. The company values its diverse workforce and is a supporter of gender equality, mature workers and
advancement of women in the workplace.

3.1.2 What you will learn
Key knowledge

Use each of the points below from the VCE Business Management Study Design as a heading in your
summary notes.

Key principles of the following theories

The relationship between of motivation: Hierarchy of Needs
managing employees (Maslow), Goal Setting Theory (Locke &
and business objectives Latham), and the Four Drive Theory

(Lawrence & Nohria)

Managing employees

The advantages and disadvantages Motivation strategies including
of motivation strategies and their effect performance-related pay, career
on short- and long-term advancement, investment in training,
employee motivation support and sanction
Key skills

These are the skills you need to demonstrate. Can you demonstrate these skills?
* Define, describe and apply relevant business management concepts and terms
» Research and analyse case studies and contemporary examples of management related to managing staff
in a business
 Interpret, discuss and evaluate business information and ideas
* Apply knowledge about managing employees to practical and/or simulated business situations
* Examine and apply the key principles of the theories of motivation
* Compare and evaluate strategies used for motivation and training when managing a business
* Propose and justify strategies to manage employees effectively

Source: VCE Business Management Study Design (2017-2021) extracts © VCAA; reproduced by permission.

Resources

Digital doc: Key terms glossary (doc-29440)
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3.2 The relationship between managing employees
and business objectives

O KEY CONCEPT Effective management of people (human resource management) is likely to result
in a business achieving success and fulfilling its objectives.

3.2.1 Human resource management

Iluka Resources Limited is a great place to work. Staff at the Australian mining company (that explores and
processes titanium-based products and zircon) are treated fairly and honestly. Positive work relationships
between management and staff are considered vital to the company’s success. Iluka provides a fitness-for-
work program for employees, supports flexible work arrangements, including part time, working from home
and modified start and finish times, and invests in the development of employees.

Responsibility for mamtagnng t.he relationship bet- lluka prides itself on looking after the 900
ween employees and the business is known as human people employed across its operations; this is
resource management. In small and medium businesses, what human resource management is all about.
human resource management is one of the many respon-
sibilities of the business owner; however, in larger busi-
nesses, this task is the responsibility of a specialised
human resource manager. Such a person will work as
part of a team to ensure that the business has the appro-
priate employees, with the appropriate skills, available to
carry out the various duties needed in the locations and at
the times they are required.

Human resource managers will also take responsibility
for ensuring that the business is able to get the best out
of its employees, and that the employees are able to con-
tribute to the achievement of business objectives. Motivated employees are more likely to work hard to achieve
those objectives, so employee motivation is central to human resource management.

11| Resources

eLesson: Human resource manager — Cancer Council (eles-1051)

3.2.2 Relationship to business objectives

Businesses such as Iluka are successful in achieving their objectives by balancing the need for profitability
(and satisfying shareholders) with a regard for the wellbeing of employees. Human resource management’s
focus on positive work and employment relationships should lead to a motivated staff, increased productivity
and, consequently, the achievement of business objectives.

A large-scale business will usually establish a human resources function or department (sometimes simply
referred to as HR) to be responsible for all aspects of staffing (see the organisational structure diagram on the
next page). The human resources manager will be involved in determining business objectives, along with
the other senior managers. The human resources manager will also need to ensure that the strategies used by
the HR department align with the objectives and strategies of the entire business.
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An example of how the human resource management function fits into the organisational structure

Marketing Finance Human resource
manager manager

Operations

manager manager

Training and

Recruitment
development

team leader

team leader

Training and Recruitment
development team team

Occupational
health and safety
team leader

People and culture
team leader

Occupational
health and safety People and culture
team
team

The HR department will work closely with the other departments in the business. The HR department may,
for example, work closely with the operations management department to recruit and select new staff. Human
resources strategies can be used to achieve business objectives by supporting strategies in other areas of the
business. The table below provides more examples of how HR strategies can be used to help the business

achieve its objectives.

How HR strategies can support business objectives

Business objectives HR objectives HR strategies

Expand market share Increase worker productivity Introduce motivation strategies

Increase in sales Develop sales skills Performance related pay

Increase in profits Improve product knowledge Ongoing training

Provide safe workplace Reduce number of accidents Establishment of work teams
Introduction of flexible work practices

Ultimately, it is the employees’ job to achieve the
objectives of the business. Because the HR area of man-
agement responsibility is responsible for managing the
relationship between employees and the business, as well
as the motivation of employees, there is a direct relation-
ship between the management of employees and business
objectives.

The human resources management will need to have
strategies that ensure that decisions that affect employees
are decisions that enhance the objectives of the business.
If an objective is to increase sales, human resources will
need to ensure it has staff with good knowledge of the
goods or services sold by the business, either by recruiting
appropriately skilled employees, or by training existing
staff. The objective of increasing profits can be enhanced
by ensuring staff are sufficiently motivated and contribute

HR departments take on many important roles
in a business, so a successful HR depart-
ment can help to increase the success of the
business.
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to improving business productivity. Ultimately, no business objective can be achieved unless employees are
able to make a positive contribution.

TOP EMPLOYERS INSTITUTE

The Top Employers Institute provides certification for businesses that
create outstanding conditions of employment for their employees.
Businesses wishing to gain certification are required to participate
in the HR Best Practices Survey, which is a comprehensive analysis
of the business’s HR environment. This survey explores learning
development processes, performance management, leadership
development, career planning and development, as well as the

remuneration and benefits offered to employees. Results of the survey = =
are validated and audited to ensure accuracy, and only those that EMPLOYERS

pass the strict evaluation criteria are granted certification. Gaining
Top Employer certification is a clear indication that the business is an
‘employer of choice’. This is a huge positive for any business as it will

attract quality employees, whose skills and talents will make business
objectives more achievable.

GOOGLE’S HUMAN RESOURCES DRIVING BUSINESS GROWTH AND DEVELOPMENT

At Google, human resources is central to driving busi-
ness growth and development. According to Google, it is
people that:

... keep Google going and growing. Our Peo-
ple Operations [POps] team (known elsewhere as
HR) and administrative staff are the curious and
creative colleagues that anchor us to our founda-
tions and help us shoot for the moon. The POps
team lives by the mantra ‘find them, grow them,
keep them’, and is dedicated to staffing, devel-
opment, and a distinct and inclusive culture. Not
just co-workers, we’re proud Google colleagues
who help our company thrive.

Google’s people reflect the type of culture it has built from the outset and continues to develop. Its workplace
promotes strong staff involvement and high levels of engagement through a common purpose that embraces
the company’s vision and goals. The workplace is designed to encourage interaction between staff that often
manifests in new ideas for products. Its people-first culture has enabled Google to rank in the top 50 of the
world’s global companies and be recognised as one of the best employers.

As Google demonstrates, it is the link between human resources and the other functional areas of the business
that need to be managed to ensure a synergy and ultimately business success.
Source: Extracts from https://careers.google.com/fields-of-work/people
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Human resources Summary screen and practice questions

Human resource objectives and strategy Summary screen and practice questions
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3.2 Activities
TEST your understanding

. What are human resources?

Define what you understand by ‘human resource management’.

Why are human resources the most important resource used by businesses?
What is the relationship between HR and business objectives?

Why is employee motivation central to HR management?

ISR S

APPLY your understanding
6. An accident in the workplace has closed a factory for two days. How do you think a human resources
manager could attempt to avoid a similar situation in the future?
7. A company has an objective of ‘increasing exports to Asian markets’. What HR strategies would need to be
put in place to achieve that objective?
8. Why might a business want to gain certification from the Top Employers Institute?

EXAM practice

9. Explain the relationship between managing employees and business objectives. (4 marks)
10. Jess has purchased new software to improve the management of her clothing store. She has four
employees who will need to use the software to carry out their duties.
(@) Explain one business objective that Jess might be attempting to achieve through this purchase.
(2 marks)
(b) Describe a human resources strategy she will need to implement to achieve this business objective.
(2 marks)

3.3 An introduction to motivation and Maslow’s
Hierarchy of Needs

O KEY CONCEPT The force that drives a person to exert individual effort over a sustainable period
of time is called motivation. Psychologist Abraham Maslow believed that our needs are the forces that
motivate individuals.

3.3.1 Introduction to motivation

Motivating employees is one of the most important management functions, because high levels of motivation
result in increasing rates of productivity. Motivation is what drives a person to apply individual effort over a
sustainable period of time.

To put it in another way, motivation is what drives a person to behave in a certain way, or to achieve a
certain goal; for example, what motivated you to:

e return to Year 11 after completing year 10

e complete the latest Business Management homework exercises

* look for a part-time job?

In a work setting, motivation makes people want to work, but what is it that motivates people? For many
years, managers have relied on the use of either rewards or punishments to motivate employees. An analogy is
often used to try to explain what motivates people: what is most likely to motivate a donkey to move forward
(that is, change its behaviour)? Either a carrot can be dangled in front of the donkey (a reward) or the donkey
can be hit with a stick (a punishment). Either method may motivate the donkey. In the work environment,
‘rewards’ refer to increased pay and improved conditions, ‘punishment’ refers to fear of a reprimand, demotion
or dismissal.
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However, research over the past 70 years has revealed that motivation is much more complicated than just
these two variables. Different theories have been formulated that conclude that individual employees respond

differently to various motivational techniques.

Motivation — carrot or stick approach

It's fantastic to see the classic motivation
theories being used again.

Jenkins, I'm a great
fan of the carrot and
stick approach.

3.3.2 Maslow’s Hierarchy of Needs

Abraham Maslow (1908-1970), a psychologist, believed that all people
have needs to be satisfied, and that they will work towards satisfying those
needs. A need is what a person requires. Maslow proposed that needs
could be arranged according to their importance in a series of steps known
as Maslow’s Hierarchy of Needs (see the figure on the next page).
Maslow theorised that people work to satisfy their physiological needs
first, such as food and water. The wage that a business pays to an
employee helps satisfy these needs. People then attempt to satisfy their
safety needs, such as shelter and clothing. Businesses help to satisfy this
need by providing safe working conditions and job security. Once these
first two needs have been satisfied, employees seek to satisty their social
needs. People need to be loved and love someone in return, to be a friend
and have friends, for example. Work provides an opportunity for people
to meet and form working relations that provide a sense of belonging.
Esteem needs are satisfied when an employee’s work is appreciated and
he or she is given recognition, promotion or added status in the business.
Finally, self-actualisation needs refer to an employee’s desire to reach

workplace that encourages personal growth and development, interesting
and creative jobs, and opportunities for advancement.

Maslow’s theory was important because it suggested that businesses
have to create workplaces that attempt to satisfy all the needs of an
employee. Businesses that attempt to motivate workers through pay rises
or job security would only be satisfying lower order needs. Employees

I understand the theory, but perhaps a
doughnut would have been more inspiring!

According to Maslow’s Hier-
archy of Needs theory, a
business might provide a
creative or interesting work
environment for employees

to satisfy their higher order
needs, in addition to satisfying
all of the needs on the lower
levels of the hierarchy.

would not be fully motivated; they would become despondent, waiting for the day to finish, hating their jobs
and only doing them for the money. Occasionally, these employees become so dissatisfied and unmotivated
that they become unproductive and/or leave the business, creating costs for the business in reduced efficiencies.
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Maslow’s Hierarchy of Needs

Self-actualisation
needs — fulfilment,
personal growth
and development

Hierarchy of Needs e Creative,
interesting jobs

* Opportunities for

Esteem needs —
respect and sense
of accomplishment

advancement
Social needs — * Responsibility
love, affection, ¢ Promotion
sense of belonging * Recognition
Safety and security * Teamwork .
needs — physical . Invollv.ement |r.1
and emotional deC|S|on.-mak|ng
e Supportive
Physiological o \'N'orklng management
conditions
needs — food, i
* Job security Workplace practices

shelter, clothing
to satisfy these needs

e Satisfactory pay
for survival

EXAM TIP

The Unit 3, Area of Study 2 key skills state that you need to ‘examine the key principles of the theories of
motivation’ as well as ‘apply the key principles of the theories of motivation’. The task word ‘examine’ generally
requires you to make the details or meaning of something clear (possibly exploring both sides or cause and
effect). This suggests that you should know the strengths and weaknesses/limitations of Maslow’s theory of
motivation. The task word ‘apply’ generally requires you to use the information provided or knowledge relevant to
a particular situation and make links and connections. This indicates that you need to know the Hierarchy of
Needs well enough to be able to relate it to a practical example or a case study or to link it to an example or case
study.

An advantage or strength of Maslow’s theory is that it allows management to develop an understanding of
individual needs. All individual employees are different and they all have specific needs. Maslow’s theory also
allows management to be aware that employees will be at different stages of development and that they will
need to be motivated using a variety of methods. However, Maslow’s theory is not perfect and it does have
limitations or weaknesses. A weakness of Maslow’s Hierarchy of Needs is that it is only a theory. It is not
supported by empirical evidence and the stages in the hierarchy do not apply to all individuals. Furthermore,
a manager making use of the theory may struggle to identify the stage at which each individual employee is.
This may make it difficult to determine an appropriate strategy to motivate each employee.

DID YOU KNOW?

Naomi Fraser, a well-respected management consultant, has concluded that ‘What motivates people is similar to
how Winston Churchill viewed Russia ... an enigma, inside a puzzle wrapped up in a mystery’.
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Hierarchy of Needs theory (Maslow) Summary screen and practice questions

Resources

eLesson: Theories of motivation: Hierarchy of Needs (Maslow) (eles-2925)

3.3 Activities
TEST your understanding

1. Which of the following is correct? Motivation is:
(@) the drive that makes a person do something well once
(b) the drive that makes someone exert effort over a sustained period of time
(c) the wish to succeed
(d) what makes us go to work each day.
2. When talking about motivation, the carrot or stick approach is sometimes mentioned. Explain why giving
someone a reward or a punishment might motivate them to act.
3. Arrange these needs in order according to Maslow’s theory:
(@) esteem needs
(b) physiological needs
(c) safety needs
(d) self-actualisation needs
(e) social needs.
4. Why is Maslow’s theory important?

APPLY your understanding

5. Explain how managers could use Maslow’s theory to motivate staff.
6. How could a business help a person meet their self-actualisation needs?

EXAM practice

7. Apply the key principles of Maslow’s Hierarchy of Needs to a contemporary business case study. (4 marks)
8. MetFab metal fabrication business employs over 100 staff, many of them highly skilled tradespeople. The
employees are all paid well above the industry average, the business has won a number of safety awards,
and has an active social club for its employees. Despite these positives, management is concerned that
many of its employees are content to coast along and not put much effort into their work.
Examine how MetFab could make use of Maslow’s theory to improve the motivation of its employees.
(6 marks)
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3.4 Motivational theories: Goal Setting Theory

(Locke and Latham)

O KEY CONCEPT Locke and Latham’s Goal Setting Theory is based on the notion that employees
are more likely to be motivated if they are able to strive for specific goals, and can be rewarded for

achieving those goals.

3.4.1 Goal Setting Theory (Locke and Latham)

Dr Edwin Locke researched goal setting and motivation
during the 1960s. He concluded that employees were moti-
vated by clear goals and appropriate feedback regarding
their achievement. Locke maintained that working towards
a goal provided the motivation to reach that goal and this,
therefore, improved performance. He found that specific
and challenging goals led to better performance than vague
goals or goals that were too easy to achieve.

That is, Locke found that in order to motivate employees,
goals must be clear, specific and provide a challenge. The
employee must also be committed to meeting the challenge,
and it helps if each employee receives regular feedback
that provides clarification and adjustment of the goals and
recognition for the efforts being made. The goal or task
should not become so overwhelming that a person loses
motivation.

Dr Gary Latham is a Canadian researcher who exper-
imented with and tested Locke’s theories, producing
research results that endorsed the strong connection
between goal setting and workplace performance. In 1990,
Locke and Latham published A Theory of Goal Setting
and Task Performance, which further developed Locke’s
original proposals.

According to Locke’s theory, employees are
motivated to achieve goals they have helped
to set. The goals should be clear and specific,
challenging but not so overwhelming that they
are impossible to achieve. Constant feedback
on progress and recognition for the effort
being made is vital.

Locke’s theory has been applied in many circumstances over a number of years.

e Clear Increased by feedback on:
® Specific — * goal achievement
e Challenging ® recognition for effort

¢ Not overwhelming

Improved as a result
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The five goal-setting principles

Locke and Latham identified five principles that should be applied when setting goals for employees. They
can be summarised as shown in the following diagram and outlined below.

Clarity

Locke and Latham’s five

Task complexity Challenge

principles of goal setting

Feedback Commitment

Clarity

Simply telling someone to ‘do your best’ or ‘improve your performance’ is not as effective as setting clear
achievable and specific measures, such as ‘improve sales by 10 per cent’ or ‘increase production output by
5 per cent’. Giving goals clarity means making them unambiguous and measurable. Goals should be simple,
clear and as specific as possible. It is important that everyone understands what is expected, and the result
that will be rewarded. A vague goal such as ‘provide leadership to your work colleagues’ has very little value
as a means of motivation, because it does not include any specific actions that could be taken to achieve this.
In addition, goals should be developed within a time frame, so there is a clear end date for the goal to be
achieved. This will vary according to the nature of the goal.

Challenge

People are often motivated by achieving something they have not successfully completed before. The oppor-
tunity to complete a task that is highly valued by the owner or management of a business can provide a level of
challenge that can motivate an employee. The goal should extend the employee, but should still be achievable.
There is no point in setting a goal that is beyond the capabilities of the employee, or that sets him or her up for
failure. At the same time, a goal that is too easy, or does not seem to have much importance in the operations
of the business, will not provide much in the way of motivation. The significance of the challenge should also
govern the rewards available to the employee for successfully achieving the goal. Goals must also be related
in some way to the objectives of a business, in that they help to realise the overall business objectives.

Commitment

In order to ensure the employee will actively pursue the achievement of a goal, there must be a commitment
on the part of the employee. While it is possible for the goal to be provided entirely by the employer or
management, a goal into which the employee has had some input is more likely to serve as motivation. It
is here that management styles can play an important role. A manager who adopts a participatory style will
seek to give employees maximum input into the determination of appropriate goals. This does not mean that
the employee decides the goal, but that it is negotiated between manager and employee, to achieve a balance
between the objectives of the business and the particular strengths and skills of the employee. It is generally
recognised that the greater the input from the employee, the more likely it is that the employees will commit
to it, which means that a more challenging goal can be set, leading to greater rewards in the end. Increased
rewards for achieving a goal will provide greater motivation for the employer to attempt the next goal.
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The importance of employee commitment to a goal

Employee input
into the goal

Increased rewards
and motivation

Feedback

An effective goal program must also include opportunities for feed-
back to the employee. Frequency of feedback can depend on the
timeframe of the goal. Feedback provides opportunities to offer recog-
nition for progress achieved, to make adjustments to the goal if
necessary, and to ensure expectations are clear. Sometimes a goal can
be broken down into smaller milestones to allow for progress to be
measured along the way and achievements to be recognised. Feed-
back can be informal and may consist of little more than a catch-up
over coffee. For longer term and more complex goals, formal feedback
sessions may be required to ensure necessary detail is communicated.

Task complexity

While goals should be challenging enough to motivate employees, it
is important the level of complexity should not overwhelm them. It
is important that any additional training that is required to assist the
employee to complete the task is provided in a way that allows for
genuine skill development over time. It is also important that deadlines
and completion dates are appropriate for the task and the skill level of

Increased
commitment
from employee

Goal can be made
more challenging

Regular feedback can ensure that
an employee is on track to achieve
goals.

Tl -

the employee. The aim of the exercise is to motivate the employee to contribute to the objectives of the
business, and so every effort should be made to ensure that the process provides success for both the employee

and the business.

EXAM TIPS

e Goal setting is often associated with the concept of setting SMART goals. Be aware that SMART goals are
not a part of Locke and Latham’s Goal Setting Theory and should not be used to cover the key elements of

the theory in your VCAA exam.

e The Unit 3, Area of Study 2 key skills state that you need to ‘examine the key principles of the theories of
motivation’ as well as ‘apply the key principles of the theories of motivation’. The task word ‘examine’
generally requires you to make the details or meaning of something clear (possibly exploring both sides or
cause and effect). This suggests that you should know the strengths and weaknesses/limitations of Locke
and Latham'’s theory of motivation. The task word ‘apply’ generally requires you to use the information
provided or knowledge relevant to a particular situation and make links and connections. This indicates that
you need to know Goal Setting Theory well enough to be able to relate it to a practical example or a case

study or to link it to an example or case study.
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Strengths and weaknesses of Locke and Latham’s Goal Setting Theory

Setting goals that are clear and specific, challenging but
not overwhelming, will motivate employees and improve
their performance, thereby contributing to business
objectives.

Setting goals that are too vague can lead to poor
performance — goals that are not challenging (or that
are overwhelming) can become demotivating.

Many studies support the theory — that challenging and
specific goals, together with commitment and feedback
will motivate employees.

Individual employee goals may clash with each other or
with business objectives, or may not support the
attainment of business objectives.

Staff will perform at a higher standard due to their clear
and specific goals, leading to a higher rate of
productivity.

Employees may focus so intently on their goals that
they ignore other aspects of their job.

Better relationships between management and
employees will occur as managers work with each
employee to collaboratively set goals and provide
feedback.

Goal Setting Theory only focuses on the setting of goals
to improve performance — there are other factors that
can contribute to improved performance.

Failing to meet a goal could be detrimental to an
employee’s confidence.
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Goal Setting Theory (Locke and Latham) Summary screen and practice questions

Resources

elLesson: Theories of motivation: Goal Setting Theory (Locke and Latham) (eles-2926)

3.4 Activities
TEST your understanding

o B~ WN =2

APPLY your understanding

. Explain how goal setting affects a person’s motivation.

. Explain what is meant by ‘clarity’ when it comes to setting goals for employees.

. Why do you think that setting goals that are easy to achieve might lower motivation?

. Why is ‘task complexity’ an issue in the process of goal setting?

. Outline the strengths and weaknesses/limitations of Locke and Latham’s Goal Setting Theory.

6. Have you set goals for yourself recently? If you did, how did this affect your motivation?

7. What goals might a football club establish at the start of a new season? Why do clubs set such goals?

8. Dean is a sales manager in charge of 15 sales representatives. He wishes to provide motivation for each of
these representatives to improve their sales figures during the coming six-month period, and believes that
Locke and Latham’s Goal Setting Theory may provide him with the means of doing this.

(@) Outline how Dean could make use of Goal Setting Theory with each of the sales representatives.
(b) Explain how he might monitor the process during its operation.
(c) What would you expect to occur at the completion of the six-month period?
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EXAM practice

9. Describe two differences between Maslow’s and Locke and Latham’s theories of motivation. (4 marks)
10. MetFab metal fabrication business employs over 100 staff, many of them highly skilled tradespeople. The
employees are all paid well above the industry average, the business has won a number of safety awards,
and has an active social club for its employees. Despite these positives, management is concerned that
many of its employees are content to coast along and not put much effort into their work.
Examine how MetFab could make use of Locke and Latham’s Goal Setting Theory to improve the
motivation of its employees. (6 marks)

3.5 Motivation theories: Four Drive Theory
(Lawrence and Nohria)

O KEY CONCEPT The Four Drive Theory attempts to identify the basic human drives that determine
all human behaviour and apply these as a means of motivating employees in the workplace.

3.5.1 Four Drive Theory (Lawrence and Nohria)

The Four Drive Theory was developed by Dr Paul Lawrence and Dr Nitin Nohria, from the Harvard Business
School, and outlined in their book Driven: How Human Nature Shapes Our Choices, published in 2002. They
identified what they believe are the four main drives that shape the way in which all human beings think and
behave. In doing so, they were attempting to explore the very core of human nature and the key determinants
of all human behaviour. By applying what they saw as the four basic human drives to the business world,
they hoped to be able to identify what motivates a range of stakeholders, including employees, customers,
competitors and others.

The four drives
Lawrence and Nohria identified the following as fundamental to all human behaviour:
* the drive to acquire — includes the desire to own material goods, and encompasses the desire for status,
power and influence
e the drive to bond — includes the strong need to form relationships with other individuals and groups
e the drive to learn — includes our desire to satisfy our curiosity, to learn new skills and to explore the
world around us
e the drive to defend — the desire to remove threats to our safety and security and to protect what we
regard as ‘ours’.
The Four Drive Theory provides an interpretation of human behaviour that covers all of our emotions and
motivations, and is firmly planted in our evolutionary past. The drives to acquire, bond and learn are active
drives, while the drive to defend is a latent drive that becomes active only in the face of a threat.

Resources

elLesson: Theories of motivation: Four Drive Theory (Lawrence and Nohria) (eles-2927)
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3.5.2 The four drives and employee motivation

An employer or manager can harness the four drives in the development of a work environment that will
motivate employees and encourage them to work productively towards achieving business objectives.

Drive to acquire
The drive to acquire can be expanded to include achievement as a means of identifying and including the
desire for non-material things, such as status and influence. Employers and managers can apply this in the
workplace by:
 ensuring levels of remuneration are comparable with those of competing businesses, to ensure that valued
staff are satisfied and not easily lured away
* tying monetary rewards to improvements in performance

e recognising good performance from
employees with appropriate financial
incentives

» providing opportunities for employees to
feel proud of the work they do, and to
feel that they can distinguish themselves
through their work

* clearly expressing the expectations of the
business, particularly in relation to the ways
in which work performance will be evalu-
ated

* establishing high levels of performance as
the norm, and the standard by which all
employees are judged and rewarded.

Providing opportunities for employees to feel proud of the
work they do can satisfy the need to acquire and achieve.

Drive to bond

In the context of motivating employees within a business, the drive

. . Harnessing the drive to bond allows
to bond is most commonly expressed through a sense of belonging. 9

collective achievements to be

Businesses wishing to harness this drive as a means of motivating highly valued by employees.
employees will encourage this in the following ways: \ ‘ >
e Managers and leaders will be people oriented, and will seek

to interact with all employees in a positive and encouraging
manner.

* Management will seek ways to develop corporate culture and
improve relationships between management and employees, by
recognising achievements outside of the workplace and mile-
stones such as birthdays, or years of service.

* Teamwork and collaboration will be encouraged and recognised,
and collective achievements highly valued.

» Sharing of best management practice among employees will
be rewarded and staff will be encouraged to support the team
culture.

* Employees will be encouraged to trust and support each other.

* Personal friendships between employees will be fostered and
supported.
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Drive to learn
The drive to learn encompasses the need to understand the world around us, to be challenged mentally and be
faced with interesting and varied experiences. This drive can be used to provide motivation in the following
ways:

* Opportunities to learn new skills are provided on a regular and ongoing basis.

o Tasks are made as interesting as possible.

* Each person’s duties include a variety of different tasks to provide stimulation and avoid the boredom

that can come from constant repetition.

e Challenges are built in to all work assign-
ments to increase satisfaction when a diffi-
cult task has been completed.

* Employees feel that they are gaining addi-
tional skills and valuable experience as they
go about their daily work.

* Management actively supports employees
in gaining new skills and qualifications,
including formal qualifications from exter-
nal institutions such as universities and
TAFE colleges.

» Each job or set of duties within the business
is valued as making a significant and mean-
ingful contribution to the achievement of
the business’s objectives.

Opportunities to acquire new skills can satisfy the drive to
learn.

Drive to defend

As the latent drive, defending comes into play in ensuring that the work environment is safe and non-
threatening, with high levels of trust between employees and management. Motivation comes from removing
fears and insecurities from the workplace.

* The workplace is welcoming and supportive, and intimidation is not used as a management technique.

* Managers treat all employees fairly and are seen to do so consistently.

» Systems and processes for determining rewards and recognition within the business are fair and trans-
parent, so that no-one feels that any other employee is the subject of favouritism, or that they have been
discriminated against.

* Managers and leaders foster an atmosphere of trust, by ensuring they are consistent and honest in all
dealings with employees.

* Employees are encouraged to speak up, to air their concerns and offer suggestions, with full support of
management, and without any fear of reprisals.

EXAM TIP

The Unit 3, Area of Study 2 key skills state that you need to ‘examine the key principles of the theories of
motivation’ as well as ‘apply the key principles of the theories of motivation’. The task word ‘examine’ generally
requires you to make the details or meaning of something clear (possibly exploring both sides or cause and
effect). This suggests that you should know the strengths and weaknesses/limitations of Lawrence and Nohria’s
theory of motivation. The task word ‘apply’ generally requires you to use the information provided or knowledge
relevant to a particular situation and make links and connections. This indicates that you need to know the Four
Drive Theory well enough to be able to relate it to a practical example or a case study or to link it to an example
or case study.
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Strengths and weaknesses of Lawrence and Nohria’s Four Drive Theory

The drives work independently, allowing management
and employees to be flexible in the behaviours or
strategies selected or implemented.

Other drives besides the four outlined by Lawrence and
Nohria may exist — these don’t necessarily explain all
the individual characteristics that may motive a person.

Four Drive Theory is very adaptable to complicated or
intricate environments or situations.

Some of the workplace applications involve competition
between employees, which can have detrimental effects;
for example, a workplace may suffer from a lack of
cooperation or a lack of information sharing.

The four drives will convert into effort that is directed at
improving behaviour, thereby improving business
performance and achieving objectives.

study[T])

Four Drive Theory (Lawrence and Nohria) Summary screen and practice questions

3.5 Activities
TEST your understanding

1. What are the ‘four drives’ identified by Lawrence and Nohria, which they believe provide motivation for all

human behaviour?

w N

. Explain two ways in which the drive to acquire can be harnessed to motivate employees in a workplace.
. How can the drive to bond be used to motivate employees?

4. In what ways does the drive to learn usually show itself in human behaviour? How can employers make use

of this drive to improve work performance?

5. Outline two ways in which an employer can provide a workplace that satisfies the drive to defend.

APPLY your understanding

6. Create two checklists, one under the heading ‘Things to do’, and one under the heading ‘Things NOT to do’.
(@) Under the first heading, provide a list of at least eight actions that a manager could take to ensure
he or she is making use of the Four Drive Theory to improve employee motivation.
(b) Under the second heading, develop a list of at least eight actions that a manager should NOT do if
he or she wishes to maximise employee motivation using the Four Drive Theory.

EXAM practice

7. Describe two differences between Locke and Latham’s and Lawrence and Nohria’s theories of motivation.

(4 marks)

8. TechSol is an IT consultancy business that is expanding rapidly. It hired four new computer science
graduates at the beginning of the year, but now all of them have indicated that they wish to leave because of

low job satisfaction.

Examine how TechSol could make use of Lawrence and Nohria’s Four Drive Theory to improve the

motivation of its employees. (6 marks)

9. Outline the strengths and weaknesses/limitations of Lawrence and Nohria’s Four Drive Theory. (4 marks)
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3.0 EXTEND YOUR KNOWLEDGE Comparing
theories of motivation

O KEY CONCEPT The motivational theories of Maslow, Locke and Latham, and Lawrence and
Nohria are not mutually exclusive. There are a number of similarities and some overlap between the
different theories.

Motivated employees are very important to a business owner or human resource manager, but whose approach
to choose: Maslow, Locke and Latham, or Lawrence and Nohria? It is useful to look at the similarities and
differences between these theories of motivation, and even the ways in which they can be used together.
For example, it is possible to set goals (Locke and Latham) which satisfy higher level needs such as self-
actualisation in an employee (Maslow). To fully appreciate the similarities and differences between the
theories studied so far, it is useful to understand the difference between extrinsic rewards and intrinsic
rewards.

Resources

elLesson: Comparison of motivation theories (eles-2928)

3.6.1 Extrinsic and intrinsic rewards

An extrinsic reward is a tangible or physical reward given to someone for achieving something. It can be a
financial reward, a certificate or trophy, or some other form of recognition coming from another person or
organisation. It is a tangible recognition of performance, so it comes from outside the person. An intrinsic
reward is an intangible reward that comes from within the person achieving success or performing well. It is
the sense of satisfaction or fulfilment that the person feels at having accomplished something, or successfully
met a challenge.

An easy way to understand the difference is to think of your own aims as a VCE student. If you gain
good marks at the end of the year, you may gain the extrinsic reward of a place in your preferred course
at your tertiary institution of choice. You may also gain the intrinsic reward of pride in your achievement,
in having not only survived Year 12, but having met or exceeded your own expectations. The extrin-
sic reward is something someone else provides; the intrinsic reward is the good feelings that come from
within.

Itis possible to compare and contrast the three motivational theories by looking at how they relate to intrinsic
and extrinsic rewards. It is generally recognised that intrinsic rewards can be stronger than extrinsic rewards
in providing high levels of motivation in the workplace.

Maslow’s Hierarchy of Needs

Maslow’s theory assumes a series of steps, each taking the person to a position where their higher
order needs can be satisfied. When applied to the workplace, the employee progresses up the hierar-
chy of needs, moving from a position of receiving extrinsic rewards, to a greater emphasis on intrin-
sic rewards. At the lowest level, physiological needs are satisfied by the employee receiving a sat-
isfactory level of pay to provide food, clothing and shelter. At the next level, safety and security
needs are met by the employer providing safe working conditions and a degree of job security. At
the lower two levels on the hierarchy, extrinsic incentives are provided to help satisfy these basic
needs.
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At the third level, social needs, the rewards are both extrinsic and intrinsic. The employer provides a sup-
portive management, and opportunities for teamwork and involvement in decision-making (extrinsic), and
the employee gains a sense of belonging and loyalty to the business (intrinsic). At the two highest levels,
where esteem needs and self-actualisation needs are satisfied, the employer provides the environment, but
the emphasis is on the intrinsic rewards gained by the employee. It is the intrinsic rewards that motivate the
employee — the sense of accomplishment and fulfilment, and the personal growth and development that
comes from achievement.

Locke and Latham’s Goal Setting Theory
Goal Setting Theory assumes that employees will be rewarded as they achieve goals in the work-
place. In many cases such rewards will be extrinsic — a pay rise or some other financial reward,
or a promotion to a more responsible position, but rewards can also be intrinsic. If the five princi-
ples of goal setting are applied, the employee may also receive intrinsic rewards that improve overall
motivation.
* Clarity of goals provides certainty and predictability, leading to the employee feeling more comfortable
in their endeavours.
* Challenging goals can lead to a greater level of satisfaction when they have been successfully achieved.
* Commitment to a goal will come from the employee having had some input into the setting of that goal,
leading to a greater level of satisfaction once the goal is achieved.
* Positive and regular feedback assists in keeping the employee focused and can contribute to the sense of
achievement once the goal has been attained.
* A task that is sufficiently complex to challenge, but not to overwhelm the employee, can increase the
level of satisfaction and sense of achievement felt by that employee.
Just as it is hoped that intrinsic rewards that come from the esteem and self-actualisation stages in
Maslow’s hierarchy can lead to greater levels of employee motivation, the intrinsic rewards that come from
the application of goal setting can have a similar impact.

Lawrence and Nohria’s Four Drive Theory

The Four Drive Theory assumes a set of factors that influence the way humans behave. The theory assumes
these drives are intrinsic to all humans, but in an employment situation, satisfying these drives can come from
both extrinsic and intrinsic rewards.

e The drive to acquire is most readily satisfied by the provision of extrinsic rewards, such as the acquisition
of material goods, but can also be satisfied by the intrinsic rewards that come from the satisfaction of
having achieved status and influence.

e The drive to bond is likely to be satisfied primarily by intrinsic rewards. It is supported by the way in
which management encourages teamwork, sharing of best practice, the fostering of personal friendships
within the workplace and a level of trust between management and employees. Interpersonal relation-
ships within the workplace provide intrinsic rewards through a sense of belonging on the part of the
employee.

e The drive to learn is also satisfied primarily through intrinsic rewards. Employees can gain pride in
their work through the acquisition of new skills and qualifications. Work tasks are as interesting and
challenging as possible, providing a sense of satisfaction and achievement for the employee.

e The drive to defend can also be satisfied through intrinsic rewards. Fairness and consistency in manage-
ment style fosters a sense of trust, and employees do not feel threatened or intimidated in the workplace.
The removal of fears and insecurities from the workplace can improve employee motivation.

126 Jacaranda Key Concepts in VCE Business Management Units 3 & 4 Fifth Edition



Comparing the different theories of motivation

Maslow compared with Lock and Latham

The successful achievement of a goal in Locke and
Latham’s Goal Setting Theory is similar to meeting
esteem and self-actualisation needs in Maslow’s
theory.

Recognition and feedback are significant in both
theories. In Maslow’s theory this comes through
the satisfaction of esteem needs, while for Locke
and Latham’s theory this occurs with the
relationship between the employee and manager in
the setting of goals and the provision of feedback.
Both theories highlight the importance of achieving
job satisfaction as a key motivator.

Both theories focus on achieving one thing at a
time — Locke and Latham is one goal at a time,
Maslow is one step in the hierarchy at a time.

e Maslow’s theory is an ongoing, long-term process
through a series of steps, whereas Locke and
Latham’s theory is more short term, in that the
achievement of a goal ends the process, and a
new process with new goals may be implemented.

e | ocke and Latham’s theory concentrates on the
achievement of a variety of different goals, each
relevant to an individual employee, while the
implementation of Maslow’s theory can lead to
processes and procedures within the business that
encourage all employees to progress through each
stage of the hierarchy.

e Maslow concentrates on internal needs of
employees, while Locke and Latham concentrate
on the setting of goals that are external to the
employee and designed to contribute to the goals
of the business.

¢ Individual employees can be very significant in the
goal-setting process, while managers are more
significant in setting a tone that allows for the
satisfaction of the different levels in Maslow’s
Hierarchy of Needs.

Maslow compared with Lawrence and Nohria

Both theories were originally devised as a means
of explaining human behaviour in general and have
been adapted for application as theories of
workplace motivation.

Both theories place a great deal of importance on
the achievement of employee satisfaction. With
Maslow’s theory it is satisfying the higher order
esteem and self-actualisation needs, while with
Lawrence and Nohria’s theory it is satisfying the
four human drives.

The drive to acquire can be compared to Maslow’s
physiological needs.

The drive to bond aligns closely with social needs
on Maslow’s hierarchy.

Satisfying the drive to learn can be compared with
having self-actualisation needs satisfied.

e Maslow’s theory has five different levels of needs
in a hierarchical structure, while Lawrence and
Nohria’s four drives are all considered to be of
equal significance.

e Maslow’s theory assumes a sequential set of
steps. A person will satisfy one level in the
hierarchy before moving to the next one. In
contrast, satisfying the four drives can occur
simultaneously.

e Satisfying the drive to defend is effectively
minimising a potential negative, and so is different
from the progression through the stages in
Maslow’s hierarchy, which concentrates on
positive motivators.
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Locke and Latham compared with Lawrence and Nohria

e The rewards that come from the achievement of a e The fundamental basis for the two comes from

goal in Locke and Latham’s theory can be linked to
Lawrence and Nohria’s drive to acquire.

In both theories it is important that the manager
understands the needs of their employees. In one
case this understanding will assist in the setting of
goals. In the other, it can enable the manager to
implement appropriate strategies that will satisfy
the four drives in each employee.

Both theories are primarily focused on employees.
In Locke and Latham’s theory, employees have a
significant role in setting goals and in Lawrence
and Nohria’s theory, what drives the employees is
at the centre of achieving required levels of
motivation.

In both theories, cooperation between manager
and employee is essential. With Locke and Latham
this comes with the setting of goals, and feedback
during the process. With Lawrence and Nohria it
comes from the manager having to understand
how each of the four drives will affect the
motivation of each employee.

different sets of ideas. In Lawrence and Nohria’s
theory, an individual is motivated to satisfy four
drives, which come from within the person. In Locke
and Latham’s theory, the individual is motivated

to achieve a goal, which is external to the person.
In Locke and Latham’s theory, a person is usually
pursuing one specific goal at any given time, while
Lawrence and Nohria’s theory assumes that a per-
son needs to satisfy all four drives simultaneously.
Goal Setting Theory can be closely aligned to the
objectives of the business while the Four Drive
Theory concentrates more on the internal
motivating forces within each employee.

3.6 Activities
TEST your understanding

1. Explain the difference between extrinsic rewards and intrinsic rewards and provide an example of each.

2. Using examples from each theory to illustrate your response, outline the similarities and differences between
Maslow’s Hierarchy of Needs, Locke and Latham’s Goal Setting Theory and Lawrence and Nohria’s Four
Drive Theory.

EXTEND your understanding

3. Outline how each of the following theories makes use of both extrinsic rewards and intrinsic rewards as a
means of motivating employees.
(@) Maslow’s Hierarchy of Needs
(b) Locke and Latham’s Goal Setting Theory
(c) Lawrence and Nohria’s Four Drive Theory

4. Imagine you are the HR manager in a business employing 40 employees of varying ages and experience. The
CEO has identified low levels of motivation in the workforce as a contributing factor to the business not
achieving many of its objectives and has asked you to prepare a report on how employee motivation might
be improved. Your report should include:
(@) a comparison of the three theories of motivation you have studied, their similarities and differences
(b) a recommendation as to which theory you would adopt for the business
(c) the reasons why you believe this theory would be the most appropriate.
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3.7 APPLY YOUR SKILLS Motivation theories — do
they work?

PRACTISE YOUR SKILLS

¢ Define, describe and apply relevant business management concepts and terms

e Research and analyse case studies and contemporary examples of management related to
managing staff in a business

Interpret, discuss and evaluate business information and ideas

Apply knowledge about managing employees to practical and/or simulated business situations
e Examine and apply the key principles of the theories of motivation

In order to increase productivity, it is very important that managers understand the factors that motivate
their staff to want to work. The theories of Maslow, Locke and Latham, and Lawrence and Nohria provide
us with some guidance as to what motivates staff, but do they work in the real world? Through the following
case studies, let us have a look at whether they are just theories, or if they can be put into practice.

A BIKE AND SOME LIGHTS: A STUDY IN MOTIVATION

The Lantern Group is a motivational consulting firm that

specialises in working closely with their clients to increase Once participants were on the exercise
the engagement and motivation of their workforce. In July bike, almost all were motivated to achieve
2016, the group set up an experiment at the World at Work the highest level f Eerformanceapr)os&bler.”

Total Rewards Conference in San Diego, California, USA.
It involved hooking up a stationary bike to a bank of six
LED lights on a vertical pole, so that the longer and harder
someone pedalled the bike, the more lights lit up. The group
offered free promotional T-shirts to anyone who could light
up only one of the lights, so there was no requirement for
anyone to light up more than one light to receive a reward.

In addition, a leader board was set up to record the names
of the five fastest participants to light up the whole board.
This was a simple whiteboard that recorded the five fastest
participants and their times, and could be changed when-
ever a new person beat the record of one of the previous
participants. A total of 103 people rode the bike over the two
days of the conference, and only one of them stopped at the
first light. While the offer of a free T-shirt was the key motiva-
tor for getting people on the bike, once they were on it, they
kept on pedalling to see what they could achieve.

This experiment can tell us a lot about motivation. For most
people the offer of a free T-shirt was a motivating factor in
encouraging them to get on the bike. It only required a simple
extrinsic reward to encourage them to participate. Of greater
interest was the fact that only one person stopped at one
light, while all the others kept going to see how many lights
they could illuminate. The intrinsic reward of achieving something more than the basic level became a motivator.
Because they could get instant feedback by seeing how lights were lit up, they were motivated by the activity,
rather than the extrinsic reward of a T-shirt.

When applying theories of motivation, we can see the importance of intrinsic rewards. Within the context of
Maslow’s Hierarchy of Needs, the self-esteem need motivated 102 riders to prove how much they could achieve.
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As an example of Goal Setting Theory, there was a clear clarity of task (lighting as many LEDs as possible), as well
as a challenge, and a need to make a commitment to meet that challenge. In terms of the Four Drive Theory, the
drive to acquire was a motivating factor both for the extrinsic reward offered by the T-shirt, but also by the intrinsic
reward of having the status of seeing one’s name on the leader board. The drive to learn was also activated, with
riders wanting to challenge themselves to find out what level they could achieve.

All three theories rely on recognition, and the leader board provided this as it was changed whenever a new
record was set. Some riders returned to have second, third or even fourth attempts when their names had been
replaced on the leader board. They did not receive a second T-shirt for doing so but were simply motivated by
the challenge of improving on their previous attempt, and perhaps returning to the leader board. In doing so, they
could see the times achieved by previous riders, and now had a specific goal to aim for. This goal clarity and the
fact that they could get instant feedback provided an immediate motivation to do better.

The experiment showed that while an extrinsic reward might be necessary to encourage initial participation
in an activity such as this, the intrinsic rewards of meeting a challenge, gaining self-esteem and recognition for
meeting a goal, were far more influential in motivating participants to try and achieve their best.

PUTTING THE FOUR DRIVE THEORY INTO PRACTICE

In addition to its experimental work in relation to employee motivation, the Lantern Group regularly publishes
informative articles on its website. The following article appeared in one of their online blogs.

What great leaders need to do

Rightfully or not, many employees look to the company to provide them with their motivation for work. While
many of these motivations are inherent in a company, good leaders know that they have to work at it constantly
to ensure that they are satisfying all four drives.

1. Focus on all 4 Drives

It is important to understand that all the good work that a company or leader does in these four areas can be
ruined if one of the four drives is lacking. Research shows that weakness or fulfilling one of the 4-Drives ‘casts a
negative halo’ effect on how the company or leader performs on all the other 3 drives. It is important then for a
leader to ensure that they are identifying and addressing any issues that they see in any of the four drive areas.

2. Individualise motivation

It is also important to know that individual employees each have a unique 4-Drive Motivational profile. In other
words, some employees will respond or require greater satisfaction of the A drive, while others will focus more on
the C drive (or B or D). Each employee will perceive how the company or leader is performing on each of these
drives differently. Good leaders are those who understand these differences and can focus specific employees
on satisfying the drives of their specific needs.

3. Communicate effectively

Leaders need to effectively communicate how their systems, policies and structure align with the four drives.
In other words, they need to be able to explain, or to map out the connections between what the company is
doing or providing and how this would satisfy one or more of the drives. For instance, a leader could identify the
reasons that they are sponsoring a community service event is not only to help the community (drive D) but also
to provide an opportunity for employees to get to know each other and their families (drive B) and to give them
a chance to learn a new skill (drive C).

4. Experiment

Good leaders constantly look for ways of enhancing each of the four drives, by being committed to looking
for different ways and different opportunities for employees to satisfy their needs. One such way could be to
implement new structures and processes and see how they work.

Source: The Lantern Group, https://thelanterngroup.wordpress.com/2011/04/28/how-leaders-can-impact-the-4-drives-
of-employee-motivation/
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3.7 Activities
TEST your skills

1. What can the experiment with the exercise bike and lights tell us about the relative importance of intrinsic
rewards when compared with extrinsic rewards?

2. Why is it important that a leader focuses on all four drives when managing employees?

3. Explain what is meant by ‘individualising motivation’.

4. Outline the importance of communication and experimentation in enhancing the use of the Four Drive Theory
with employees.

APPLY your skills

5. Outline the ways in which the bike experiment demonstrates the effectiveness of each of the three theories of
motivation you have studied in this subtopic.

6. ‘Goal setting provides a sense of direction and purpose for employees.’ Discuss whether or not you agree
with this statement.

7. The task word ‘examine’ generally requires you to make the details or meaning of something clear (possibly
exploring both sides or cause and effect). The task word ‘apply’ generally requires you to use the information
provided or knowledge relevant to a particular situation and make links and connections.

(@ Examine the use of Maslow’s Hierarchy of Needs at Lantern Group.

(b) Apply the key principles of Lawrence and Nohria’s Four Drive Theory to the bike experiment at
Lantern Group.

(c) Explain Locke and Latham’s Goal Setting Theory and apply it to Lantern Group.

8. In groups of three, prepare a short role play, demonstrating your understanding of one of the motivational
theories. Your play should illustrate situations before and after a motivational theory is applied. For example,
if you choose to present the five needs highlighted in Maslow’s theory, you might dramatise a scenario where
a young, inexperienced employee in a bakery, employed for the Christmas period, is unsure of their
long-term job prospects. For example, you could outline whether or not their physiological needs are met,
and whether or not their safety and security needs are met. Finish your play by showing how these needs
could be resolved.

3.8 Motivation strategies: financial

O KEY CONCEPT A business may use financial or non-financial strategies to motivate employees.
Financial strategies usually involve the provision of additional wages or salaries, or other financial
benefits as a means of motivating employees.

We all go to work to earn money, in order to purchase the goods and services we need. The opportunity
to earn additional wages or salary by increasing or improving work performance can be a powerful form
of motivation for employees. An employer has a number of ways of using financial incentives to motivate
employees, including performance-related pay, as well as access to a share in the profits of the business.

3.8.1 Performance-related pay

Performance-related pay is a means of rewarding employees when they perform their duties in a manner
that equals or exceeds a set of pre-determined goals or criteria. It is usually designed as a means of motivating
employees. An employer can provide motivation with direct payments to employees, such as pay increases,
bonuses and commissions.
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Pay increases

When an employee begins work at a particular business the level of pay will be set by either an Award or
an amount agreed to in an employment contract. This will probably be a standard amount paid to any new
employee carrying out the same duties in that business. It is then open to the employer to offer pay rises to any
employees who work hard, or who make a significant contribution to the achievement of business objectives.
Such a pay rise would usually involve an increase in the hourly or daily rate of pay, and can serve as a strong
incentive for employees to make that extra effort.

Bonuses

A bonus is a one-off payment given to a particular employee or group of employees as a reward for meeting
particular targets, or some other special effort. It does not involve any ongoing pay rise. Different employees
within the business may receive bonuses of differing amounts, depending on their contribution to the business
as perceived by the employer.

Commissions
A commission is an amount paid for accomplishing a sale. It is Real estate salespeople sarn most.of
usually a fixed percentage of the sale price, and is paid to the their income from commissions.
salesperson who accomplished the sale of the service or product. -
The real estate industry is one in which salespeople earn most of
their income from commissions. The finance industry also uses
commissions for salespeople selling products such as insurance
policies. Often the salesperson will be paid a relatively low base
salary, which is topped up by commissions. The more sales the
person makes, the greater their pay, so they have a strong incentive
to make as many sales as possible.

3.8.2 Other financial incentives

One of the objectives of a business is to increase profits, so providing employees with access to a share of
those profits can be a powerful form of motivation.

Share plans _ , The ASX was formed on 1 April 1987
A registered company can offer shares in the ownership of the and has an average daily turnover of
business to its employees. If the business is successful, the profit more than A$4.5 billion.

is paid as a dividend to its shareholders, so the employees will
gain additional income from contributing to increased profits. If
the business is a public company with its shares listed on the Aus-
tralian Securities Exchange (ASX), good levels of profit can lead to
an increase in the share price over time, so the value of the employ-
ees’ shareholdings can increase, providing them with a valuable
asset.

AUSTRALIAN SECURITIES EXCHANGE

Profit sharing

Instead of providing employees with shares, a company can offer a percentage of the profits to its employees
as an to work hard and raise the level of those profits. Usually the employees will be offered a fixed percentage
of the profits, so the amount will vary from year to year.

Gainsharing
A particular type of profit sharing is a system known as gainsharing. In a gainsharing program, employees
are encouraged to offer suggestions to improve productivity, or to reduce production costs. The savings to
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the business from those improvements are then distributed to the employees. Because it relies on ideas and
suggestions from employees, it can provide a useful tool to engage employees in improving the operational
systems of the business.

3.8.3 Effects on short- and long-term employee motivation

In general, performance-related pay is considered to have a short-term effect on employee motivation. Finan-
cial benefits such as pay increases, bonuses and commissions can influence short-term employee motivation
in that they provide an immediate and tangible reward for effort and/or commitment to the business. Commis-
sions are usually paid when earned, and bonuses and pay increases can often occur on an annual basis. When
these types of rewards become an ongoing strategy, they can provide longer term employee motivation, as
the employees recognise that they will be regularly rewarded for their efforts.

Share plans, profit sharing and gainsharing tend to provide longer term motivation, as the rewards may
take a number of years to be achieved. Shares can rise and fall in value in the short term, but generally trend
upwards in value over a longer period. Profits are not guaranteed every year, and so require the employee to
take a longer term view of the success of the business. Productivity improvements from employee suggestions
may also take time, and so gainsharing is also more likely to have an effect on long-term employee motivation.

EXAM TIP

The Unit 3, Area of Study 2 outcome states that you need to ‘analyse and evaluate strategies related to the
management of employees’. This suggests that you should know the advantages/strengths and
disadvantages/limitations of each motivation strategy (performance-related pay, career advancement,
investment in training, support and sanction). The task word ‘analyse’ will require you to identify the main
features of each motivation strategy and then most likely how they relate to a situation in a business. The task
word ‘evaluate’ generally requires you to consider both sides of something, and then provide an overall
conclusion or judgement related to which argument is the more persuasive and why.

3.8.4 Advantages and disadvantages of financial motivation
strategies

The advantages and disadvantages of different financial motivation strategies can be summarised as follows.

Pay increases e The pay rise can be tied to levels in an e Once the employee is receiving the higher

Award, and so can be predictable and
easily calculated.

e When more experienced employees are
on the higher level of pay, it provides the
newer employee with a clear target to
aim for in a pay rise.

level of pay it is difficult to cut pay if the
employee’s performance declines.

Other employees doing the same work
may expect a similar level of pay, even if
their performance is not as good, leading
to jealousies and lower morale.

Bonuses

e Can be varied from employee to
employee, depending on level of
performance, as each employee’s
bonus is confidential

e Only have to be paid when there is
actual performance improvement

If confidentiality is not maintained,
different levels of bonus can lead to
conflict between employees.

If the value of the bonus is not maintained
or increased each year, it may lead to
employee dissatisfaction.

(Continued)
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Commissions

Only apply when sales take place, so a
relatively low cost for the employer
Can motivate sales staff to work harder
to close a deal, so genuinely rewards
effort

If base pay is too low, some employees
may not earn enough, so may leave,
resulting in high staff turnover.

Can lead to large differences in staff pay,
with possible morale issues

Share plans

All employees have an interest in
increasing profits and improving the
share price.

Employees feel a sense of ownership
and belonging in the business as they
are shareholders.

Share prices can go up and down
independently of the performance of the
business because of the vagaries of the
market, so may not be a secure
investment for the employees.
Employees are usually not permitted to
sell their shares until they leave the
company.

Profit sharing

Tied to levels of profit, so genuinely
rewards improvements in that measure
Is relatively easily calculated, and the
percentage can be determined in
advance, so is very transparent

Usually does not vary between employees
so does not always identify individual
effort or performance

If profit drops because of external factors,
employees may feel unfairly treated when
their share declines.

Gainsharing

Involves employees in improving
productivity, so improves level of
engagement and commitment
Paid according to measurable
improvements, so has a readily
calculated value

Employees who have made suggestions
for improvement may have to share the
benefits with those who have not made
such a contribution.

EXAM TIP

The Unit 3, Area of Study 2 key skills state that you need to ‘compare and evaluate strategies used for
motivation... when managing a business’. This suggests that as well as knowing the advantages/strengths and
disadvantages/limitations of each motivation strategy (and being able to then provide an overall conclusion or
judgement related to which argument is the more persuasive and why), you should also be able to comment on

the similarities and differences between each motivation strategy.

— study[J])
> 2052 > Topiod > Concopt 1 2

Performance pay and career advancement Summary screen and practice questions

> 1052 > Topc3 > concepts 3

Evaluating motivation strategies Summary screen and practice questions
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3.8 Activities
TEST your understanding

1. Explain how an employer can use performance-related pay to motivate employees.

2. What is the difference between bonuses and commissions?

3. Outline the possible advantages and disadvantages of financial motivation strategies, including
performance-related pay.

4. How can schemes such as profit sharing and gainsharing reward employees for their contribution to
achieving business objectives?

APPLY your understanding

5. If you were managing a business and had the choice of offering permanent pay rises to employees over time,
or bonuses once a year for good performance, which would you choose? Provide reasons for your choice.

6. If you were offered a sales job that included a low base pay, but had access to commissions based on the
number of sales you achieved, would you be happy to accept those conditions of employment? Give
reasons for your answer. What additional information would you want before accepting the position?

7. A small manufacturing business decides to set up a gainsharing program for its employees, while at the
same time following Locke and Latham’s Goal Setting Theory. Explain how these two approaches could work
together to improve motivation and help achieve business objectives.

EXAM practice

8. Describe how performance-related pay could be used to improve the performance of employees. (2 marks)
9. Peter runs a courier business, where productivity is measured by the number of deliveries carried out by
each driver per day.
(@) Explain how Peter could use performance-related pay to provide short- and long-term motivation
to his employees to increase the number of daily deliveries they perform. (4 marks)
(b) Explain the advantages and disadvantages of performance-related pay. (4 marks)

3.9 Motivation strategies: non-financial

O KEY CONCEPT In addition to providing financial rewards, employees can use a number of other
strategies to motivate employees. These usually relate to the ways in which managers and leaders
respond to the personal needs and ambitions of employees.

As we have seen with the motivation theories of Maslow, Locke and Latham, and Lawrence and Nohria,
people’s motivations are often closely related to their personal and emotional needs. Effective managers and
business leaders recognise the importance of going beyond purely financial incentives to provide motivation
that reflects the individual needs and ambitions of their employees.

3.9.1 Career advancement
Career advancement occurs when a person takes on a job that carries greater responsibilities or increased
opportunities to provide leadership.

For most people in the workplace, the opportunity to advance to a better job is an important objective in their
career plans. This can occur within a workplace, or by moving to a new workplace. Many employees today
are willing to change employers every few years in order to move up to a better paid or more challenging
or interesting job. In this context, it is important for employers to provide career advancement within the
workplace if they wish to retain valued employees.
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The opportunity to move into a more challenging or ,
timulati it ith . al Career advancement can satisfy some of the
stimulating position, with some supervisory or manageria higher level needs in Maslow’s hierarchy and

responsibilities can provide valuable short- and long-term some of Lawrence and Nohria’s four drives.
motivation for employees. In the short-term it usually brings
a pay rise and greater job security, which satisfy the low
order needs on Maslow’s hierarchy. In the longer term it
provides a means by which some of the higher level needs
in Maslow’s hierarchy can be satisfied. An opportunity to
be involved in decision-making in a leadership position can
satisfy the social needs; gaining responsibility through pro-
motion can satisfy esteem needs; and providing creative and
interesting work can satisfy self-actualisation needs. In the
same way, career advancement also satisfies some of the four
drives as outlined by Lawrence and Nohria. The drive to achieve and acquire status and influence, the drive to
bond and belong, and the drive to learn and comprehend can all be satisfied by promotion and career advance-
ment. In the short term, satisfying these drives provides employees with a level of motivation to do their job
well each day. Satisfying these drives can affect long-term motivation by encouraging the employee to remain
with the organisation, and not seek opportunities elsewhere.

EXAM TIP

The Unit 3, Area of Study 2 key skills state that you need to ‘propose and justify strategies to manage
employees effectively’. The task word ‘propose’ suggests that you should put forward a motivation strategy
(performance-related pay, career advancement, investment in training, support or sanction) for consideration or
action when asked. This involves writing a little more than simply just identifying or suggesting the strategy. You
should be able to define the motivation strategy as well as explain a little about it. The task word ‘justify’ requires
you to show how the motivation strategy you have selected is the best choice or to provide evidence to support
your argument.

3.9.2 Investment in training

Investment in training refers to the direction of finances into the teaching of skills to employees. Improv-
ing the skills of employees has benefits for both the business and the workforce. A skilled workforce
can improve productivity, and help achieve core business objectives. Providing employees with additional
skills can increase job satisfaction, and promote higher levels of both short- and long-term motivation.
A more highly skilled job will usually pay more, so naturally employees will take the opportunity to take
on additional training in the short term to give them access to those types of jobs. A business that invests in
training can gain a number of advantages.

Investment in training can also effect long-term motivation of employees. In terms of Maslow’s hierar-
chy, successful completion of additional training supports the esteem need by providing the employee with
a sense of accomplishment. The personal growth that comes from gaining new skills can also help satisfy
the self-actualisation need. In terms of Locke and Latham’s Goal Setting Theory, skill development goals
can be established for employees to improve their own abilities, as well as to contribute to the business in
a concrete way. Completing a particular training course is a clear and unambiguous goal; it can provide a
suitable challenge; it requires commitment on the part of the employee; it provides many opportunities for
positive feedback; and it can be set at an appropriate level of task complexity. Staff training also satisfies
a number of the drives identified by Lawrence and Nohria. A sense of achievement through the acquisition
of new skills; an opportunity to bond and belong by demonstrating a higher level of skills to contribute to
business objectives; and the learning and improved comprehension that comes from training can all satisfy
these basic drives.
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3.9.3 Support

Support is the assistance or services (such as counselling and mentoring) provided by the business to help
employees cope with difficulties that may impede their work performance. Most employees want to work in
a supportive environment. They want to feel that the employer values their contribution to the workplace, and
that they will be treated fairly and with sympathy towards their personal needs. A supportive management
style can be an important factor in developing and sustaining such an environment.

Providing support and encouragement for employees can motivate them to do better, and should always
apply when an employee has done a particularly good job, or achieved a pre-arranged goal or target. Support
can also be relevant when an employee has made a mistake, particularly if the employee is relatively new
or inexperienced. Most people learn from their mistakes, and provided the mistake has not endangered other
workers, or seriously jeopardised the relationship with a valued customer or supplier, the employee may
benefit from the experience. A supportive workplace can have a positive effect on the employee’s long-term
motivation, as it encourages a sense of loyalty, and willingness to remain in that work environment.

3.9.4 Sanction

A sanction is a penalty or form of discipline imposed on
an individual. It may become necessary when an employee
does the wrong thing in the workplace. This is particu-
larly relevant if the error is deliberate or reckless, and may
be potentially harmful to other staff or customers. Fear of
sanctions can be a motivating factor for some employees,
but will generally only influence lower order needs on the
Maslow hierarchy, such as physiological, or safety and secu-
rity needs. It can also influence the defence drive as identified
by Lawrence and Nohria. A desire to avoid unpleasant conse-
quences has very limited value. It is only likely to impact on
short-term motivation, as it does not encourage the employee

Blaming an employee when things go wrong
has very limited value.

to make a long-term commitment to the business.

3.9.5 Advantages and disadvantages of non-financial motivation

strategies
The advantages and disadvantages of different non-financial motivation strategies can be summarised as
follows.

Strategy Advantages Disadvantages

Career advancement e Can provide a means of retaining e Promotion positions cannot just be

valuable employees created — they have to have some

e Can be used to reward past purpose.
performance and provides the ¢ Employees may have to compete
opportunity to increase the for a limited number of promotion
contribution of employees to the positions, creating some rivalries
business in the future and conflict.

e Satisfies three of the higher level e Employees may be promoted
needs of Maslow’s hierarchy beyond their capacity.

e Can satisfy some of the four drives
(Lawrence and Nohria)

(Continued)

CHAPTER 3 Human resource management — motivating employees 137



Investment in training .

Indicates to employees that the
business values their contribution,
and that the business will support
them in advancing their careers
Benefits the business by improving
the skills of employees

Improving skills can satisfy higher
level needs in Maslow’s hierarchy,
as well as providing goals for
goal-setting theory, and satisfying
some of the four drives.

May improve employee retention as
staff loyalty and motivation are
improved

Unless there are sufficient jobs
within the business requiring
higher level skills, training may be
wasted.

The business may pay the cost of
training only to have the employee
leave for a position in another
business.

If a business has poor systems,
poor facilities or equipment, or if
employees are performing the
wrong tasks or in the wrong job,
training will not motivate them.

Support o

Support and encouragement can
influence employee attitudes,
improving motivation.

Can act as a long-term motivator

It may be difficult to find reasons to
support and encourage some
employees.

Requires a business to have a
positive corporate culture

Sanction .

Sanctions for poor behaviour in the
workplace can motivate some
workers to improve their work
performance.

Excessive emphasis on sanctions
can reduce employee sense of
belonging, and therefore have a
negative impact on motivation.
Tends to act as only a short-term
motivator

— study[J])

Investment in training, support and sanction Summary screen and practice questions

Effect on short- and long-term motivation Summary screen and practice questions

3.9 Activities
TEST your understanding

1. Why is it important for employers to provide career advancement opportunities?

2. Explain why investment in training is able to provide benefits for both employers and employees.
3. Under which circumstances might it be appropriate to use a sanction with an employee?

4. Why is it usually better to use support rather than sanction?

APPLY your understanding
5. Jane is Human Resource Manager at a pharmaceuticals company. She is a strong believer in using Maslow’s
Hierarchy of Needs as a means of motivating employees within the company. How can each of the following
strategies help her to meet the motivational needs of employees?
(@) Providing career advancement opportunities
(b) Investing in the training of employees
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. Identify and explain three of the difficulties Jane may face in implementing these strategies.
. Heather’s mother is suffering from cancer and is in hospital being treated. Heather needs to see her mother
frequently, and pretends to be ill so she can take time off work to visit the hospital. She is entitled to paid sick
leave but is afraid that visiting her mother does not qualify as a reason for paid leave. If the employer found
out about her deception, what would be the possible advantages and disadvantages of each of the following

strategies?
(@) Imposing a sanction on Heather, such as cutting her pay for the time missed from work
(b) Supporting Heather by giving her paid time off work during her mother’s illness

EXAM practice

8.

9.

Explain the term ‘career advancement’ and analyse how it might satisfy any two of the four drives identified

by Lawrence and Nohria in their motivational theory. (6 marks)

Charlie is the owner of a publishing business called Monster Publishing. A survey has revealed that some

employees are lacking in motivation.

(@ Explain how Charlie could use investment in training to provide short- and long-term motivation to
his employees. (4 marks)

(b) Explain the advantages and disadvantages of support. (4 marks)

3.10 EXTEND YOUR KNOWLEDGE Financial and
non-financial motivation

O KEY CONCEPT It is desirable for an employer to make use of a combination of financial and
non-financial motivation to encourage employees to make the maximum contribution to the
achievement of business objectives.

Motivated employees will always perform better in the workplace than those who simply turn up, do the
bare minimum and collect their pay. Everyone recognises the importance of money as a motivating force,
and employees who contribute to business success deserve to be rewarded with appropriate levels of pay.
In addition, the use of non-financial motivation strategies can help get the best out of employees, adding to

business performance and greatly assisting in achieving business objectives.

MOTIVATING MEANS MORE THAN MONEY

Managers often instinctively resort to financial reward as the main method of motivating their staff. However,
many studies have shown that for people with good salaries, non-financial motivators are more effective than

offering extra money. Some non-financial motivators that have been found to be very effective include:

1.

regular attention from leadership. This may occur, for example, through monthly one-on-one conver-
sations, which can nurture the bond between employee and manager as well as improve performance.
This involves a manager taking time out to reflectively discuss performance with each employee and
create individual action plans. Many businesses have replaced their annual performance appraisals
with regular check-ins.

. praise or recognition. Acknowledgement from management is very important for engaging employees.

This does not necessarily require the recognition of staff at annual awards nights or functions; however,
many businesses do this. A simple thank you note handed to a staff member or an email praising them
for a job well done can also have very positive consequences. Employees can also be encouraged to
praise or recognise each other.

. responsibility. By giving employees more responsibility they feel their contribution is more valuable to

the business. This might include the opportunity to lead a project or a special task force.
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4. providing creative, challenging and varied work. Employees will find their jobs more engaging if they

are challenging and interesting. Sometimes tasks can be made more interesting simply by removing

unnecessary aspects of the job, such as excessive paperwork or bureaucratic systems.

Financial rewards can result in short-term motivation, which can have damaging, unintended consequences.
Non-financial motivators can be much more cost-effective. They also have the extra benefit of making employees
feel that the business values them, leading to improved productivity. Motivated employees are more likely to be
retained by the business, which reduces recruitment and training costs. Research carried out by RedBalloon
and AltusQ in 2013 suggests that a highly engaged workforce is a highly productive workforce. Their Employee
Engagement Capabilities Report found that businesses with the highest levels of engagement outperformed other
businesses in performance indicators including sales and turnover, profit, productivity, staff retention, attracting
talent, customer loyalty and customer satisfaction.

So why don’t more managers make use of non-financial motivators? One factor deterring businesses from
using non-financial motivators is the traditional management belief that only money matters as a form of incentive.
Another reason is the greater amount of time and commitment required from managers to use the non-financial
motivators. Many of these motivators require management to interact with employees, and failing to do so can
seriously harm employee engagement.

Optiver

Optiver is a Dutch market-maker trading company.
A market maker is a company that quotes a buy
and a sell price for financial commodities, such
as shares, options and futures. The traders and
IT developers who work at Optiver generate large
numbers of instructions, using automated trading
software, to move in and out of trades very quickly.

The company has created an engaged, highly
satisfied workplace at its Australian headquarters
in Sydney. It was voted the best place to work in
Australia by BRW in 2013, and has featured in the
top 10 workplaces regularly since then.

Optiver hires talented people and teams new
recruits with a buddy to make the induction pro-
cess work smoothly. It offers flexible conditions
and training in ethics, and makes an effort to
cut ‘red tape’ and bureaucracy. Employees are
encouraged to pursue interests outside of work.
Open communication and teamwork are used to
gather and act on the ideas of staff. The use of
these motivation strategies at Optiver reflects the
positive real corporate culture of the business.

The work that staff do at Optiver is, in itself,
interesting. Many employees report a major buzz
from the experience of trading.

MOTIVATING EMPLOYEES AT FONDA MEXICAN RESTAURANT

The word ‘Fonda’ is used in Mexico to describe a house with an open kitchen, where visitors are always welcome.
The Fonda restaurant chain was founded in Melbourne by David Youl and Tim McDonald in 2011, and aims to
carry on this tradition of a relaxed and welcoming dining experience. Although the restaurant now operates at
seven different sites in Melbourne and one in Sydney, David and Tim have chosen not to make use of a franchise
model, as they wish to maintain a consistent management culture across each of the restaurants. This culture
encompasses the following features:
e Alignment between the business objectives and employee objectives is given highest priority. This
means that employees have a direct interest in improving the profits of the business through a system
of profit sharing.
e Each branch of the business is managed by a Restaurant Business Leader. This person is paid a base
salary, which is augmented monthly by a 7 per cent share of the profit of that restaurant. The higher
the profit, the larger the amount paid to the RBL. Base salaries are kept relatively low, but the share
in the profits has meant that the actual take home pay is generally higher than the industry average.
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e Assisting the RBL in each restaurant is a Senior Assistant Business Leader, who is paid 3 per cent
of the profits, and two or three Assistant Business Leaders who are each paid 2 per cent. While
base salaries for each of the members of the leadership team is also relatively low, their share of profit
inevitably means they actually take home salaries that are higher than comparable employees in other
restaurants.

¢ The leadership teams meet together monthly with the business owners, when profit share payments
are made and ideas for improving productivity are shared. Leaders are encouraged to learn from each
other and to celebrate the achievement of business goals.

e Every three months, all staff meet for a ‘Buzz Breakfast’, at which a wide variety of staff achievements
are reported and celebrated.

e An annual awards dinner is held each year for all employees, and this is seen as the company’s
equivalent to a Brownlow Medal celebration.

e Each May, the leadership teams meet to set the objectives for the next financial year. These objectives
are broken down into monthly, weekly and even daily goals, and these goals are made measurable
and communicated to all staff. It is not unusual for customers in one of the restaurants to see staff
stop for 20 seconds and break out into cheering and applause when a daily sales goal or a food
preparation time goal has been achieved.

e Staff are known as ‘Fondarians’, and are encouraged to see themselves as important team members.
Ideas and suggestions for improvement from all staff are strongly encouraged, acknowledged regularly
and celebrated.

In 2015, Fonda was recognised by the Business Review Weekly as the 22nd fastest growing company in

Australia, up from 39th the previous year. Aligning staff motivation with business objectives has proved a recipe
for success for Fonda in the very crowded and competitive hospitality industry.

A strong alignment between staff motivation and achieving business
objectives is central to the culture at Fonda Mexican Restaurants.

£ :' =2 .

3.10 Activities
TEST your understanding

1. Read ‘Motivating means more than money’. Summarise the incentives that have been found to be effective in
motivating staff.

. To what motivational theories do these motivators relate?

. Outline factors that could deter managers from using non-financial motivators.

4. How do the owners of Fonda Mexican Restaurants make use of both financial and non-financial strategies to
motivate staff?

5. In what ways are the business objectives of Fonda Mexican Restaurants aligned with the objectives of
employees in those restaurants?

6. Explain why customers at a Fonda restaurant may occasionally see employees break out into cheering,
applause, and congratulating each other.

w N
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EXTEND your understanding

7. Survey your family and friends about what motivates them in the workplace. Use a selection of the main
motivators as categories, including pay, working conditions, setting goals, achievement, recognition, creative
and interesting work, and teamwork. Present your results neatly in graphs supported by a written conclusion,
then compare and contrast your findings with those of your classmates.

8. Outline the ways in which the Fonda Mexican Restaurant business demonstrates how each of the following
theories of employee motivation can be applied in a practical business situation:

(@) Maslow’s Hierarchy of Needs
(b) Locke and Latham’s Goal Setting Theory
(c) the Four Drive Theory of Lawrence and Nohria.

3.11 APPLY YOUR SKILLS Evaluating motivation
strategies

PRACTISE YOUR SKILLS

¢ Define, describe and apply relevant business management concepts and terms

e Research and analyse case studies and contemporary examples of management related to
managing staff in a business

e Interpret, discuss and evaluate business information and ideas

¢ Apply knowledge about managing employees to practical and/or simulated business situations

e Examine and apply the key principles of the theories of motivation

e Compare and evaluate strategies used for motivation when managing a business

e Propose and justify strategies to manage employees effectively

3.11.1 Employee effort

TURNING UP AT WORK, BUT LEAVING MOTIVATION AT HOME

In September 2016, Business Insider website reported on a

survey carried out by the consultancy company CEB, that A large percentage of Australian
measured the amount of extra effort employees are putting workers are not putting in high levels of
into their work. The survey, known as the Global Talent discretionary effort at work.

Monitor, found that only 19 per cent of Australian workers £

are putting a high discretionary effort into their work. Dis- . 4

2.3
~0

cretionary effort is the amount contributed over and above
what is basically required to complete a task. The Global
Talent Monitor found that most Australian workers are moti-
vated by more than money, with work-life balance, respect
in the workplace and location of the work premises rating
more highly. In times of economic uncertainty, employees
who are not particularly happy at work are not prepared
to risk moving to another job. The authors of the report
believe that it is essential for employers to engage with their
employees, focus on good relationships and effective people
management in the workplace, and provide career path opportunities to rebuild trust and motivate the workforce.
Source: Adapted from Business Insider, Sept 23, 2016, https://www.businessinsider.com.au/australians-turn-up-to-the-office-
but-their-motivation-is-increasingly-on-holiday-2016-9
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3.11.1 Activities
TEST your skills

1. The Global Talent Monitor found that only 19 per cent of Australian workers were putting a high discretionary
effort into their work.
(@) Define the term ‘discretionary effort’.
(b) Why is discretionary effort significant for Australian businesses?

2. ldentify two factors in the workplace that Australian workers rate more highly than money.

APPLY your skills

3. The authors of the report focus on the need for employee engagement, good relationships, effective people
management in the workplace and the provision of career path opportunities to rebuild trust and motivate the
workforce. Apply the key principles of one theory of motivation to these strategies.

4. Gemma is disappointed by the discretionary effort that her employees are putting into their work for her
sheet metal business. Examine the key principles of Maslow’s Hierarchy of Needs for improving motivation at
Gemma’s business.

3.11.2 Hiring motivated people

THE MOTIVATION DILEMMA

Dr Jana Matthews is Director of the Australian Centre for Business Growth at the University of South Australia. She
is an internationally recognised expert on business leadership. She doesn’t believe that it’s possible to motivate
people in isolation. Her view is that businesses should hire motivated people and then make sure they don’t
demotivate them. Hiring motivated people comes down to finding out what the job applicant wants to do with
their life, their personal goals, what type of job they are looking for and what type of business they want to work
for. Assuming the applicant has the required skills and experience to actually do the job, it is essential to match
the applicant’s goals and values with those of the business. If the person is a good fit for the business, they will
bring a strong level of motivation with them.

Research carried out by Dr Matthews and her colleagues has indicated that the best prospective employees
are motivated (in order) by the company’s goals and mission; the level of support they can get from managers
and leaders to develop professionally and personally; the people they will be working with; and their pay. People
who are motivated primarily by the level of pay will probably not stay long because they will always be looking
for higher pay elsewhere. People who believe that they can achieve their own personal goals by contributing to
the achievement of the business’s goals will usually be highly motivated employees.

Having hired the best person, how does the business owner or manager keep them motivated and build on
their levels of motivation? Dr Matthews has the following hints:

e The first day is absolutely critical. The new employee will arrive with a mixture of excitement, nervous-

ness and uncertainty. Making them feel welcome, introducing them to the culture of the organisation,
and providing them with as much information as possible about the business can reduce any first-day
nerves. Introducing them to supervisors and co-workers who can support and mentor them can make
them feel comfortable and ready to contribute.

e Provision of professional and personal development opportunities can help maintain the enthusiasm
and motivation of employees. Keeping employees up to date with the plans and goals of the business
can also contribute to the sense of belonging.

e Face-to-face time with managers helps to educate employees in how the business wants its workforce
to operate. Employees will often follow an example set by their supervisors, so the examples should
always be positive.

¢ |Informal feedback and advice can also help to motivate employees and give them confidence to

contribute.

e Recognition for a job well done, and appropriate rewards, are an essential part of maintaining the

levels of motivation that will ensure valuable contributions from employees.

Dr Matthews also believes it is essential that the manager or business owner is not a demotivator. Demotivation

can be a result of poor management; for example, when a manager claims all the credit for successes, blames
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everyone else when things go wrong, and refuses to admit to mistakes. Confusion and inconsistency can also
be serious demotivators, so having clear goals and making sure everyone understands them is vital. Unhappy
workers and poor performers can undermine the motivation of others. It is better to have these workers leave
than risk them bringing the whole organisation down.

Source: Adapted from Matthews, J. ‘The motivation dilemma’, May 2016, at https://centreforbusinessgrowth.com/
news-and-events/the-motivation-dilemma

3.11.2 Activities
TEST your skills

1.

How does Dr Matthews believe that an employer can identify a prospective employee who has the right
levels of motivation for a job vacancy?

. Why does Dr Matthews believe that people who are motivated primarily by levels of pay are not the best

people to hire?

. What is ‘demotivation’? Outline two types of behaviour that could lead to a manager being a ‘demotivator’.

APPLY your skills

4.

The task word ‘propose’ generally requires you to put forward an idea, argument or suggestion for
consideration or action. This involves writing a little more than simply just identifying or suggesting
something. Based on Dr Matthews’ hints for maintaining high levels of motivation, propose two motivation
strategies that would be consistent with her views.

. The task word ‘justify’ requires you to show how the statement or statements that you have made are correct

or to provide evidence to support your argument. Based on Dr Matthews’ hints for maintaining high levels of
motivation, justify two motivation strategies that would be consistent with her views.

3.11.3 Maintaining motivation

KEEPING YOUR EMPLOYEES MOTIVATED

site offers the following eight suggestions for keeping employees
motivated.

1.
2.

AW

8.

SEEK began as an online employment website in 1997 and in over
20 years has expanded to become a worldwide company that
focuses on needs/solutions and provides educational services in
human resource management. Its Insights and Resources web- S e e

Communicate your vision — at every possible and relevant opportunity.
Get feedback from your employees — and use their suggestions to develop plans for improvement
into the future.

. Start planning — and communicate your plans to your employees.
. Reward employees — and link staff reward programs to performance and positive behaviours.
. Small rewards do encourage — keep rewards small and frequent to give everyone the opportunity to

succeed.

. Openly reward achievements — public praise and presentations can encourage everyone to try

harder.

. Keep them keen — take opportunities to discuss career progression opportunities with employees

and encourage them to develop personal goals.
Celebrate — set up occasions for all staff to celebrate together.

Source: Adapted from SEEK Insights and Reso