
BUSINESSSTUDIESNOTES(6025)

TOPIC1:BUSINESSINITSENVIRONMENT

TheNeedforandNatureofBusinessActivity

Severaldefinitionshavebeenputforwardtodefinewhatabusinessreallyis.

Thisintroductorypartseekstohelpyouunderstandthemainfeaturesofa

businessandexplorethevarioustypesofbusinesses.

Definition(s)forBusiness

Abusinessmaybedefinedasa“setofstablesocialrelationshipswhichare

deliberatelycreatedwiththeexplicitorclearintentionofachievingaspecific

goalorpurpose”.Thisdefinitionhighlightsthefactthatabusinessismadeup

ofaninterlinkednetworkofsocialrelationshipswhosemainmotiveisto

achieveaspecifiedobjective.

Itisalsodefinedas“anyformofhumanassociationinwhichpeoplearedriven

bytheaim ofachievingcommonobjectives”.From thisdefinition,itcanbe

notedthatwhatbringspeopletogetheristheunanimousandcollectiveneedto

realisecertaindesiredobjectives.

Anorganisationcanalsobereferredtoasanygroupingofpeoplewhowork

towardstheattainmentofacommonobjective.Itisaform ofeveryhuman

association responsible for the achievement of a specific objective.

ManagementwasdefinedbyMaryParkerFolletastheartofgettingthings

donethroughpeople.Managementisadisciplinewhichinvolveplanning,

controlling,leading,coordinatinganddirecting.

Classificationoforganisations

Organisation can be classified into three categories which are public

organisation,privateorganisationandnon-governmentalorganisations.

PrivateSectors

• Comprisesofbusinessesownedandcontrolledbyindividualsoragroup

ofindividuals,withtheobjectiveofprofitmaximizatione.g.Delta

corporation,Unileverandothers

PublicSectors



• Comprisesoforganisationsaccountabletoandcontrolledbycentralor

localgovernmentwiththeobjectiveofprovidingmeritandpublicgoods

ataffordablepricese.g.ZBC,ZINWA,NRZandothers

Non-governmentalorganisation

• Theseareorganisationwhichofferwelfareandcharitytothepeoplee.g.

Oxfam,UNICEF,CAREinternationaletc.

LevelsofEconomicActivities

Theyarethreelevels/sectorsofeconomicactivitiesinacountryandthese

areprimary,secondaryandtertiarylevel.

PrimarySectorActivity

• Aresectorswherefirmsareengagedinfarming,fishing,andallother

industriesthatextractnaturalresourcessothattheycanbeusedand

processedbyotherfirms?Theyproviderawmaterialsforthesecondary

sector

Advantages

• Providesrawmaterialsforthesecondarysector.

• Creationofemploymentinfarms,minesetc.

• Increasethegrossdomesticproductofthecountry.

• Generatesforeigncurrencythroughexportationofcashcrops.

SecondarySectorBusinessActivity

• Involves manufacturing and processing ofproducts from natural

resources,forexample,brewing,bakingandconstruction.Itusesinput

fromtheprimarysector.

TertiarySectorActivities

• These are firms thatprovide services to consumers and other

businessessuchasretailing,transport,bankingandtourism.They

providebackupservicesforprimaryandsecondarysectors

NBthereforethesesectorsorlevelsofeconomicactivitiesareofequal

importanceandtheycannotbeusedinisolationbecausesecondarysector



usesrawmaterialsfromtheprimarysectorandtertiarysectorprovidesbackup

servicesforbothprimaryandsecondarysectors

Industrialization

• Itisthegrowthoftherelativeimportanceofthesecondarysectoror

activityoverprimaryactivitiesinthecountry

• Thismightmeanmassproductionatlargeandthiscanrefertothe

expansionorgrowthofindustriesandindustrialservices.

Benefits

• Totalnationaloutputincreasesandthisraisesaveragestandardsof

living.

• Increasesoutputofgoodsandcanresultinlowerimportsandhigher

exportsofsuchproducts.

• Expandingmanufacturingbusinesswillresultinmorejobsbeingcreated.

• Expandingandmoreprofitablefirmspaymoretaxtothegovernment.

• Valueisaddedtothecountry’soutputofrawmaterials,ratherthanjust

exportingthesebasicunprocessedproducts.

• Itmayresultineconomicgrowth.

Problems

• Thechancesofworkinmanufacturingencouragesruraltourban

migrationwhichcanleadtoovercrowding,housingandsocialproblems

intowns.

• Importsofraw materialsareoftenneededandtheyincreaseimport

costs.

• Muchofthegrowthisduetomultinationalcompanieswhichhavesome

consequencessuchaslabourexploitation,dumpingofinferiorgoods

andoverexploitationofnaturalresources

De-Industrialization

• Isadeclineintheimportanceofthesecondarysectoractivitiesandthe



growthoftertiarysectoractivities?

Reasonsforde-industrializationinclude:

• Rising income associated with higherliving standards leads to

consumersspendingmoreoftheirextraincomeonservicesratherthan

goods.Afeatureofdevelopedcountries.

• Astherestoftheworld industrializes,manufacturing firmsface

competitionandrisingimportsbydomesticfirmstakesawaymarkets

fromsecondarysectorfirms.

TypesofPrivateSectorOrganisations

1.SoleTraders

• Abusinessinwhichonepersonprovidesthepermanentfinanceandin

returnhasfullcontrolofthebusinessandisabletokeepalltheprofits.

• Thepersonusuallytradesunderhisownname.

• Theyarecommoninindustriessuchasfarming,hairdressing,window

cleaningandretailing.

AdvantagesofSoleTraders

• Easytosetupandnolegalformalitiesrequired

• Ownerhascompletecontrol,notanswerabletoanybodyelse.

• Ownerkeepsallprofits.

• Abletochoosetimesandpatternsofwork.

• Abletoestablishclosepersonalrelationshipwithstaffandcustomers.

• Decisionsaremadequicklyandnotconsultative.

• Theyarelikelytoreceiveassistancefromthegovernment.

• Paylittleornotaxtothegovernment.

• Canhaveflexibleandconvenientworkinghours.

DisadvantagesofSoleTraders

• Unlimitedliability–Allofowner’sassetsarepotentiallyatrisk.



• Oftenfacesintensecompetitionfrombiggerfirms.

• Itmaybedifficulttoraisefinancetoexpandthebusiness.

• Sincecapitalisobtainedfrompersonalsavings,borrowingandploughing

backprofits,thefirmhasnoaccesstolargercapitalmarkets.

• Thebusinessdependsheavilyupontheowner’sability.Hecannotbe

jackofalltrades,forexample,hecanbeskilledinmechanicsforallcars

butfindsitdifficulttocopewithaccounts.

• Iftheownerisill,diesornotfit,thebusinesslackscontinuity.

• Soletradersoftenoverworkthemselves.

• Havenoonetoshareideaswithandsuffersallthelosses.

2.Partnerships

• Apartnershipislegallydefinedastwoormorepersonscarryingon

businessincommonwithaviewofprofitmaking.

• Itcanbedefinedasbusinessformedbytwoormorepeopletocarryona

businesstogetherwithsharedcapitalinvestmentsandusuallyshared

responsibilities.

• Partnershipshavealegalmaximum of20people,theyrequirefew

documents.

• Itisanunincorporatedbusinessandpartnershaveunlimitedliability.

• Thepartnershipagreementdoesnotcreateaseparateunit;apartnership

isjustagroupofindividualsformedtoovercomesomeofthedrawbacks

ofsoletraders.

• Errors and decisions ofeach partnerare considered to be the

responsibilityofthemall.

• Apartnershipdeedisoftendrawnandlikelycoversmatterssuchas:

• Theamountofcapitaltobecontributedbyeachpartner.

• Proportionsinwhichprofitandlosseswillbeshared.

• Managementresponsibilitiesofeachpartner.



• Maximumdrawingsofcashbyeachpartner.

• Termsunderwhichthepartnershipwillbeterminated.

• Votingrights.

AdvantagesofPartnerships

• Partnersmayspecializeindifferentareasofbusinessmanagement.

• Shareddecisionmaking.

• Canraisemorecapitalthrougheachpartner’scontribution.

• Partnerssharethelosses.

• Greaterprivacyandfewerformalitiesthancorporateorganisations.

DisadvantagesofPartnerships

• Unlimitedliabilityforallpartners(withexceptionoflimitedpartnerships).

• Lackofcontinuity.Thepartnershipwillhavetobereformedintheevent

ofonepartner’sdeath.

• Allpartnersareboundbydecisionsofanyoneofthem.

• Cannotraisecapitalfromsellingshares.

• Lossofindependenceindecisionmakingasinsoletraders.

• Theyshareprofits.

• Conflictsmayarise.

• Decisionmakingisconsultativeandistimeconsuming.

3.LimitedCompanies

• Soletradersandpartnershipsareunincorporatedbusinessesandhave

somedifferencesfromcompanies,“incorporatedbusinesses”including:

3.1.Limitedliability

• Ownershipofcompaniesisdividedintosmallunitscalledshares.People

canbuytheseandbecomeshareholders(partowners)ofthebusiness.

• Individualswithlargeblocksofshares,forexample,50%oftenbecome



directorsofthebusiness.Allshareholdersbenefitfromlimitedliability.

• Theonlyliabilityorpotentiallossthecompanyhasifitfailsisthe

amountinvestedinthecompanynotthewealthoftheshareholders.

• Nobodymakesanyfurtherclaimstotheshareholdersshouldthe

companyfail.Thishastwoimportanteffects:

• Peoplearepreparedtoprovidefinancetoenablecompaniesto

expand.

• Thegreaterriskofthecompanyfailingtopayitsdebtsisnow

transferredfromtheinvestorstothecreditors(lenderswhohavenot

beenpaid).

3.2.LegalPersonality

• Acompanyisrecognizedinlawashavinglegalidentityseparatefrom

thatofitsowners,forexample,ifthefoodsoldbyacompanyisfoundto

bedangerous,thecompanyitselfcanbetakentocourt,nottheowners.A

companycanbesuedorsuethroughthecourts.

3.3.Continuity

• Inacompany,thedeathofanownerordirectordoesnotleadtoits

dissolution.Ownershipcontinuesthroughinheritanceoftheshares.

4.PrivateLimitedCompanies

• Asmalltomedium sizedbusinessthatisownedbyshareholderswho

areoftenmembersofthesamefamily.Thiscompanycannotsellshares

tothegeneralpublic.

• Limitedcompaniesaresometimescalledjointstockcompaniesbecause

theirstockorsharesisheldjointlybyanumberofpeople.

• Privatelimitedcompanieshavearestrictiononthesaleofshares.

• Itcannotadvertiseitssharesforsaleonthestockexchange.

• Shareholdershavelimited liabilityand businessaccountsarenot

published.

• Existingshareholderscanonlyselltheirshareswiththeagreementofthe

othershareholders.



AdvantagesofPrivateLimitedCompanies

• Shareholdershavelimitedliability.

• Separatelegalpersonalities.

• Continuityintheeventofthedeathofashareholder.

• Originalownerisstilloftenabletoretaincontrol.

• Abletoraisecapitalfromthesaleofsharestofamilyandfriends.

• Greaterstatusthananunincorporatedorganisation.

• Manyprivatelimitedcompaniesarelargeenoughtoobtainbenefitsof

largescaleproductions.

• Thereisnominimumauthorizedcapital.

• Accountsarelesscomplicatedthanthoseofpubliclimited.

• Itispossibletorestricttransferofshares,forexample,preserve

ownershipbyfamilyandaccountscanremainprivate.

DisadvantagesofPrivateLimitedCompanies

• Therearecomplexlegalformalitiesinestablishingthebusiness.

• Sharescannotbesoldtothegeneralpublic.

• Itmaybedifficultforshareholderstoselltheirsharesandgettheir

investmentback.

• Endofyearaccountsmustbesenttocompanyavailableforpublic

inspection.

5.PublicLimitedCompanies

• CanberecognizedbytheuseofPLCorInc.

• Oftenalargebusinesswithlegalrightstosellsharestothegeneral

public,sharepricesarequotedonthestockexchange.

• Theyhavealladvantagesofprivatelimitedcompaniesplustherightto

sellsharestothegeneralpubliconthestockexchange.

• Existingshareholdersmayquicklyselltheirsharesiftheywantto.This



flexibilityofsellingsharesencouragesthepublictobuytheshares.

• MostPLCshareholdersdonottakepartinthemanagementofthefirm

whichisrunbyaboardofdirectorselectedbyshareholders.

AdvantagesofPublicLimitedCompanies

• Limitedliability.

• Separatelegalidentity.

• Continuity.

• Easybuyingandsellingofsharesforshareholders.Thisencourages

investment.

• Accesstosubstantialsourcesoffinanceduetheabilitytoissuea

prospectustothepublicandoffersharesforsale.

• Theybenefitfromeconomiesofscale.

DisadvantagesofPublicLimitedCompanies

• Asalargefirm,thecompanymayseem impersonaltocustomersand

employees.

• Theyarevulnerabletotakeovers.

• Becauseoftheirsize,theymakediseconomiesofscalesuchas

decisionstakingalongtimetomake.

• Legalformalitiesinformation.

• Costsofbusinessconsultantsandfinancialadvisorswhencreatingsuch

acompany.

• Sharepricessubjecttofluctuations.

• Directorsinfluencedbyshort-termobjectivesofmajorinvestors.

• Thereisdivorcebetweenownershipandcontrol.

DifferencebetweenPublicLimitedCompaniesandPrivateLimitedCompanies

• Originalownersofaprivatelimitedcompanyareabletoretainamajority

ofsharesandstillcontinuetoexercisemanagementcontrol;however,

thisisunlikelywithPublicLimitedCompaniesduetosheervolumeof



shares issued.There is divorce between ownership and control.

Shareholdersownthecompanybutappointaboardofdirectorstorun

thebusiness.

• Privatelimitedcompaniessellsharestoprivateindividuals,forexample,

friendsandfamily,whereaspubliclimitedcompaniescanissuea

prospectusandsellsharestothepublic.

• Inprivatelimitedcompanies,shareholdersselltheirsharesonlyafteran

agreementbyothershareholders,whereasinpubliclimitedcompanies

thereisflexibilityintermsofsharepurchasesandsales.

• Privatelimitedcompaniesenjoyconfidentiality,whilepubliclimited

companiesdiscloseallitsaccountspublicly.

RegistrationofJointStockCompanies

• Whenajointstockcompanyisestablished,certaindocumentsmustbe

submittedtotheregistrarofcompanies.

1.MemorandumofAssociation

• Thisgovernsthefirm’sexternalrelationshipwithotherpeopleand

organisations and provides the world atlarge with certain basic

informationaboutthecompany.Itcontainsseveralitems:

• Nameofcompany.

• Addressoftheregisteredoffice.

• Objectivesclause.Thisstatesthetypeofbusinessinwhichthe

companywillbeinvolvedin,forexample,retailingorbuildingservices.

• Limitationclause.Thisisastatementthatshareholdershavelimited

liability.

• Capitalclause.

2.ArticlesofAssociation

• Thesearerulesgoverningtheinternalaffairsofthecompany.

• Itcoversmatterssuchas:

• Votingrightsofshareholders.



• Electionofdirectors.

• Buyingandsellingofshares.

• Paymentsofdividends.

• Detailedprocedurestobefollowedatmeetings.

3.StatutoryDeclaration

• Thisisastatementthatthecompanyhasbeensetupwithinthe

regulationsofthecompaniesact.Itissenttotheregistrarofcompanies

alongwiththememorandumandarticlesofassociation.

4.CertificateofIncorporation

• Thisisissuedbytheregistrarofcompaniesandisnecessarybeforethe

companystartstrading.Itisthecompany’s“birthcertificate”.

• Aprivatelimitedcompanycanstartimmediatelyuponreceiptofthe

certificateofincorporation.

5.CertificateofTrading

• Itisalsoissuedbytheregistrarandmustbeobtainedbyapubliclimited

companybeforeitcanstartoperating.Toobtainthisdocument,thePLC

musthaveraisedaminimumamountofcapitalthroughsellingsharesto

thegeneralpublic.Thisistoensurethatthecompanywillhavesufficient

fundstotrade.

OtherFormsofBusinessOrganisations

1.Cooperatives

Featuresofcooperatives:

• Allmemberscancontributetotherunningofthebusiness,sharingthe

workload,responsibilitiesanddecisionmaking.

• Allmembershaveonevoteatimportantmeetings.

• Profitsaresharedequallyamongmembers.

• Shareskeepthesamevalue.

AdvantagesofCooperatives



• Bulkbuying.

• Workingtogethertosolveproblemsandmakedecisions.

• Goodmotivationofallmemberstoworkhardastheywillbenefitfrom

sharedprofits.

DisadvantagesofCooperatives

• Poormanagementskillsunlessprofessionalmanagersarehired.

• Capitalshortagesbecausethereisnosaleofsharestonon-members,

thatis,thegeneralpublic.

• Slowdecisionmakingsinceallmembersaretobeconsulted.

2.Franchises

• Afranchiseisabusinessthatusesthename,logoandtradingsystems

ofanexistingsuccessfulbusiness.

• Itisalegalcontractbetweentwofirms.

• Itallowsonefirm,thefranchiseetousename,logoandmarketing

methodsoftheotherfirm,thefranchiser.

BenefitsofOpeningFranchisedBusinesses

• Fewerchancesofnewbusinessesfailing,asestablishedbrandsand

productsareused.

• Adviceandtrainingofferedbythefranchiser.

• Nationaladvertisementspaidforbythefranchiser.

• Suppliesobtainedfromestablishedandquality-checkedsuppliers.

• Franchiseragreesnottoopenanotherbranchinthelocalarea.

LimitationsofFranchisedBusinesses

• Shareofprofitsorsalesrevenuehastobepaidtothefranchisereach

year.

• Initialfranchiselicensefeecanbeexpensive.

• Localpromotionsmaystillhavetobepaidforbythefranchisee.



• Nochoiceofsuppliesorsupplierstobeused.

• Strictrules,overpricingandlayoutofoutletsreduceowner’scontrolover

hisbusiness.

3.JointVentures

• Twoormorebusinessesagreetoworkcloselytogetheronaparticular

projectandcreateaseparatebusinessdivisiontodoso.

• Theyarenotthesameasamergerbuttheycanleadtomergers.

ReasonsforJointVentures

• Costsandrisksofanewbusinessventureareshared.Thisisamajor

considerationwhenthecostofdevelopingnewproductsisrisingrapidly.

• Differentcompaniesmighthavedifferentstrengthsandexperiencesand

theythereforefitwelltogether.

• Theymighthavetheirmajormarketsindifferentcountriesandtheycould

exploitthesewithnew productsmoreeffectivelythaniftheyboth

decidedtogoforitontheirown.

DrawbacksofJointVentures

• Styleofmanagementandculturemightbesodifferentthatthetwo

teamsblendwelltogether.

• Errorsandmistakesmightleadtooneblamingtheotherformistakes.

• Thebusinessfailureofoneofthepartnerscouldputthewholeprojectat

risk.

4.HoldingCompanies

• Itisabusinessorganisationthatownsandcontrolsanumberof

separatebusinesses,butdoesnotunitethemintooneunifiedcompany.

• Oftentheseparatebusinessesareindifferentmarkets.

• Keepingthebusinessesseparatemeanstheyareindependentofeach

otherfordecisionsorpolicychanges.

5.PublicSectorEnterprises(PublicCorporations)

PublicCorporation



• Isabusinessenterpriseownedandcontrolledbythestate.Theyarealso

knownasnationalisedindustries.

• Publicsectororganisationsdonotoftenhaveprofitasamajorobjective.

• Theirproductsmightberegardedasstrategicinthattheyarevitaltothe

peopleintheeconomy.

Nationalization

• Thisisaprocessofconvertingprivately-ownedenterprisestostate-

owned.

ArgumentsforNationalization

• Theymayprovidesociallyimportantservicessuchasruralrailwaylines

andpostalserviceswhichmightnotbesuppliedbyaprivatefirm

becausetheyareunprofitable.

• Someindustriesarenaturalmonopolies.Itmaynotbefinancially

worthwhileforonefirm toprovideaservicesuchaswater.Therefore

nationalisationreducesmonopoly

• Many industries require investments in expensive equipmentand

technology.Aprivatefirmmightbeunwillingtorisksuchalargesumof

capital.

• Thegovernmentshouldcontroltheeconomyonbehalfofthecitizens.

• Managedwithasocialobjectiveratherthanprofit.

• Lossmakingservicesmightstillbekeptifsocialbenefitsaregreat

enough.

• Financeisraisedmainlyfromthegovernment.

ArgumentsagainstNationalization

• Tendencytowardsinefficiencyduetolackofstrictprofittargets.

• Subsidiesfromthegovernmentmayencourageinefficiency.

• Governmentmayinterfereinbusinessdecisionsforpoliticalreasons,for

example,openinganewbranchinacertainareatogainpopularity.

• Theyislackofcompetitionanditisdifficulttoassessorganizational



efficiency

• Resourcesmaybewastedduetopoorqualityservices

• Itcreatesadependencysyndrome

• Itincreasegovernmentspending

• Someunprofitableorganisationmaycontinuetooperatedespitethe

shoddyservicestheyoffer

Privatisation

• Sellingofstate-ownedorstatecontrolledbusinessestoinvestorsinthe

privatesector.

• Itmeansswitchingproductionofgoodsandservicesfromthepublic

sectortotheprivatesector.

FourMethodsofPrivatisation

• Denationalization–Sellinggovernment-ownedenterprisestotheprivate

sector.

• Deregulation–Removingstatutorymonopolies,forexample,abolishing

restrictionuponbusinessservices.

• Contractingout–Allowingprivatefirmstobidforthesupplyofpublic

services,forexample,hospitalcleaning,andrefusecollection.

• Marketization-Theshiftingofservicesintothemarketsectorwhichwere

hitherto/previously provided by the public sectorso thatprivate

participants/playerscanalsooffersuchservices,e.g.healthservices,

educationandsecurity,amongothers.x

ArgumentsforPrivatization

• Theprofitmotiveoftheprivatesectorbusinesswillleadtomuchgreater

efficiencythanwhenabusinessissubsidizedbythegovernment.

• Decisionmakinginstate-ownedbusinessmaybeslowandbureaucratic.

• Privatisationputstheresponsibilityofsuccessfirmlyinthehandsof

managersandstaffwhoworkintheorganisation.Thiscanleadtostrong

motivationastheyhaveadirectinvolvementintheworkthattheydo.

Thereisagreatersenseofempowerment.



• Marketforceswillbeallowedtooperate,failingbusinesseswillbeforced

tochangeordieandsuccessfuloneswillexpand,unconstrainedby

governmentlimits on growth.Profits ofmostofthe privatized

businessesincreasefollowingtheirsell-off.

• Thereisalwaysatemptation forgovernmentto run state-owned

industriesforpoliticalreasonsorasameansofinfluencingthenational

economy,forexample,keepingelectricitypricesartificiallylow,decision

makingmaynotbetakenforcommercialreasons.

• Saleofnationalisedindustriescanraisefinanceforgovernment,which

canbeusedforotherstateprojects.

• Privatebusinesseswillhaveaccesstoprivatecapitalmarketsandthis

willleadtoincreasedinvestmentsintheseindustries.

• Betterqualityisproduced.Duetogreatercompetition,producerswill

havetocontinuallyimprovetheirproductstofightcompetition

• Itreducesgovernmentspending

• ItalsoincreaserevenuethroughthepaymentoftaxessuchasPAYEE

andcorporatetax.

ArgumentsagainstPrivatization

• Thestateshouldtakedecisionsaboutessentialindustries.These

decisionscanbebasedonthesociety’sneedsandnotjusttheinterestof

shareholders.Thismayinvolvekeepingonbusinessesthatprivate

companiesmightconsiderunprofitable.

• Withcompetingprivatelyrunbusinesses,itwillbemuchmoredifficultto

achieveacoherentandcoordinatedpolicyforthebenefitofthewhole

country,forexample,railwaysystem,electricalgrid.

• Throughstateownership,anindustrycanbemadeaccountabletothe

country.This is by means ofa responsible ministerand direct

accountabilitytotheparliament.

• Manystrategicindustriescouldbeoperatedas“privatemonopolies”if

privatisedandtheycouldexploitconsumerswithhighprices.

• Breakingupnationalisedindustries,perhapsintoseveralcompetingunits,

willreducetheopportunityforcostsavingthrougheconomiesofscale.



• Thegovernmentmightlosscontrolintheeconomyifmostofthefactors

ofproductionareintheprivatehands

• Thereisadangerofresourceswastageforthebenefitoffewer

individuals

• Certainservicesthathavebeenprovidedbythestatesuchaseducation

andsecuritymaynotbeprovidedbyprivatefirms

• Itmayresultinhighlevelunemployment

FactorsofProduction

• Areresourcesneededbyabusinesstoproducegoodsandservices.

Theseare:

• Land–Thisincludesrenewableandnon-renewableresourcesof

naturesuchascoal,crudeoilandtimber.Therewardforlandisrent.

• Labour–Manuallaborandskilledlabormakeuptheworkforceofthe

business.Therewardforlabourissalaryorwages

• Capital–Thisisnotjustthefinanceneededtosetupabusinessand

payforitscontinuingoperations,butalsotheman-maderesources

usedinproduction.Theseincludecapitalgoodssuchascomputers,

machines,factoriesandvehicles.Therewardforcapitalisinterest

• Enterprise–Thisisthedrivingforceprovidedbytherisk-taking

individualsthatcombinestheotherfactorsofproductionintoaunit

capableofproducinggoodsandservices.Itprovidesamanaging,

decisionmakingandcoordinatingrole.Therewardforenterpriseis

profitorloss.

BusinessObjectives

• Theseareclearideasofwhatthebusinessistryingtoachieve.Theyare

setgoalsandprinciplesthatabusinessseekstoachieve.

• ObjectivesshouldfollowtheSMARTcriterion.

• Specific–Objectivesshouldfocusonwhatthebusinessdoesand

shouldapplydirectlytothebusiness,forexample,ahotelmayhave

anobjectiveof15%bedoccupancyoverthewinterperiod.Thisis

specifictothebusiness.



• Measurable–Objectivesthathaveaquantitativevaluearelikelyto

prove to be more effective targets fordirectors,forexample,

increasingsalesby20%.

• Achievable–Settingobjectivesthatarealmostimpossibleinthetime

framegivenwillbepointlessastheycandemotivatethestafftryingto

reachthetargets.

• Realistic and Relevant– Objectives should be realistic when

comparedtotheresourcesofthecompanyandshouldbeexpressed

intermsofrelevancetothepeoplecarryingthem out,forexample,

informingafactorycleaneraboutincreasingmarketshareswillbe

irrelevantbuttargetofcleaningmaterialusage.

• TimeSpecific–Atimelimitshouldbesetwhenanobjectivesis

established.Withoutatimelimititwillbeimpossibletoassess

whethertheobjectivehasactuallybeenmet.

Objectivescanbestrategicortactical.

1.StrategicObjectives

• Theystateinbroadtermswhatthefirmwouldliketodointhelongrun,

forexample,increaseannualprofitsby10%everyyearforthenext

5years.

2.TacticalObjectives

• Aredesignedtoensurethatthestrategicobjectivesarereached.They

aremoredetailedandshort-term.

CorporateAims

• Theseareverylong-termgoalswhichabusinesshopestoachieve.The

coreofabusinessactivityisexpressedinitscorporateaimsandplans.

MissionStatement

• Astatementofabusinesscoreaimsphrasedinawaytomotivate

employeesandtostimulateinterestsbyoutsidegroups.

CommonBusinessObjectives

1.ProfitMaximization



• Allstakeholdersinabusinessareworkingforareward.Profitsare

essentialforrewardinginvestorsandforfinancingfurthergrowth.Profits

arenecessarytopersuadeownersandinvestorstotakerisks.Firmsseek

towidenthegapbetweentotalsalesrevenueandcosts.

Limitationsofprofitmaximisingasanaimonbusiness

• Focusonhighshorttermprofitsmayencouragecompetitiontoenterthe

marketandjeopardizethelongtermsurvivalofthebusiness.

• Mostanalystsassesstheperformanceofabusinessthroughreturnon

capitalemployedratherthanprofits.

2.Growth

• Largerfirmswilllesslikelytobetakenoverandshouldbeabletobenefit

from economiesofscale.Managerswillbemotivatedbythedesireto

seethebusinessachieveitsfullpotentialfrom whichtheymaygain

highersalariesandfringebenefits.Businessthatgrowsencourages

investorsandprovidesjobsecurity.

LimitationsofGrowthtoBusiness

• Expansionthatistoorapidcanleadtocashflowproblems.

• Salesgrowthmightbeachievedattheexpenseoflowerprofitmargins.

• Largebusinessescanexperiencediseconomiesofscale.

• Usingprofitstofinancegrowth,“retainedearnings”,canleadtolower

short-termreturnstoshareholders.

• Growthintonewbusinessareasandactivitiesawayfromthefirm’score

activitiescanresultinalossoffocusanddirectionforthewhole

organisation.

3.IncreasingMarketShare

• Closelylinkedtooverallbusinessgrowth.

• Increasingmarketshareindicatesthatthemarketingmixofthebusiness

isprovingtobemoreefficientthanthatofitscompetitors.

• Thishasthebenefitthatretailerswillbekeentostockandpromotethe

best-sellingbrand.



• Profitmarginsofferedtoretailersmaybelowerthancompetingbrands

astheshopsarekeentostockit.Thisleavesmoreprofitfortheproducer.

LimitationstoIncreasingMarketShare

• Itdependsonthesizeofthemarketatlarge.Ifthemarketissmallitis

relativelydifficulttoincreasesharesheld.

4.Survival

• Itislikelytobethekeyobjectiveofnewbusinessstart-ups.Thehigh

failurerateofnewbusinessesmeansthattosurviveforthefirsttwo

yearsoftradingisanimportantaim.

5.ProfitSatisficing

• Thismeansaimingtoachieveenoughprofittokeeptheownershappy

butnotaimingtowork“flatout”toearnasmuchprofitaspossible.

• Thisiscommonwithownersofsmallbusinesseswhowishtolive

comfortablybutdonotwanttoworkevenlongerhourstoearnevenmore

profit.

• Onceasatisfactorylevelofprofithasbeenachieved,theyconsiderthat

otheraimstakespriority,forexample,leisure.

6.MaximizingShort-termSalesRevenue

• Thiscouldbenefitmanagersandstaffwhensalariesandbonusesare

dependentonsalerevenuelevels.

LimitationstoMaximizingShort-termSalesRevenue

• Ifincreasedsalesareachievedbyreducingprices,theactualprofitsof

thebusinessmightfall.

7.MaximizingShareholderValue

• Thiscouldapplytopubliclimitedcompaniesanddirectsmanagement

actiontowardstakingdecisionsthatwouldincreasethecompanyshare

priceanddividendpaidtoshareholders.

• These targets mightbe achieved bypursuing the goalofprofit

maximization.

8.CorporateSocialResponsibility(CSR)



ThiswasdevelopedbyMiltonFriedmanandArchieCarroll

• Thisconceptappliestothosebusinessesthatconsidertheinterestof

societybytakingresponsibilityfortheimpactoftheirdecisionsand

activitiesoncustoms,employees,communitiesandtheenvironment.

Examples of corporate social responsibilities are provision of

scholarships,cleaningcampaignsandcreationofemployment

ImportanceofBusinessObjectives

• Objectivesgivethebusinessasenseofdirection.Allorganizational

effortswillbetailoredtowardtheachievementofobjectives.This

preventsconflictsofinterests.

• Objectivesactasayardstickagainstperformanceandcanbemeasured.

Progressisassessedagainstsetstandards,thusallowingforcorrective

actionifactualperformanceisbelowthemark.

• Objectivesactasmotivatorsboostingtheesteemandmeetingtheself-

actualisationofworkers.

• Objectiveshelpinsettingrules,policiesandstrategiesforthewhole

company.Theyassistinpolicymaking.

• Theyhelpinformulatingguidelinesthatgivethebusinessasenseof

purpose.

• Theyprovideaframeworkfordecisionmaking.

• Allowsthebusinesstoevaluateitsperformance.

LimitationstoBusinessObjectives

• Theycandemotivateworkersiftheyareunattainable.

• Formulationofobjectivescanbetimeconsuming.

• Objectivesmightchangeovertimeleadingtoconstantreviewofthe

objectivesfromtimetotime.

• Theyshowwhatistobeachievednothowitwillbeachieved.

ConflictingObjectivesofStakeholders

Differentstakeholdersinabusinesshavedifferentobjectives.



1.Owners

• Whenownersplaynopartintherunningofthebusiness,theirobjective

istomaximisetheirreturns.Typicallythisoccurswhenthebusinessisa

medium tolargesizedcompanyownedbyshareholders.Thismight

conflictwithmanagers’objectiveswhomightwanttoretainprofitfor

growthratherthanpaythemoutasdividends.

2.Workers

• Ordinaryworkersfrom middlemanagementhavelittleinterestinthe

objectivesoftheowner.Theywantpayandjobsatisfaction.Theywant

thehighestpossiblewagesandthismightconflictwiththeowners’

objectivesofcuttingcostsandincreasingprofits.

3.Customers

• Theywantthebestpriceswiththebestquality.Theywantgoodservice.

This mayconflictwith otherstakeholders’interests,forexample,

spendingmoreonresearchanddevelopmenttocreatenewproducts

mightlowertheamountpayableasdividendstoshareholders.Improving

qualitymightleadtohighcosts.

4.TheCommunityandtheGovernment

• Thecommunityinwhichabusinessoperatestendstowelcomejobs,

taxesandprosperitywhichthebusinesscanbringtothearea.The

governmentmightinsistoncostlydevelopments,forexample,toavoid

pollutionbyinsistingonpollution-freeequipment.Thismightconflict

withthefirmasitincreasescosts.

EconomicSystems

• Allcountriesarefacedwithaneconomicproblemofscarcity.Economic

systemshavetomakechoicesinresolvingthequestionsof:

• Whatshouldbeproduced?

• Howshoulditbeproduced?

• Whoshouldgetwhatisproduce?

• Whenshallitbeproduced?

• FreeMarketEconomy/Laissez-faire/CapitalistEconomy



Itisamarketwherebythemeansofproductionarecontrolledbyfewprivate

individualsandthereislittleornogovernmentintervention.Afeatureof

developingcountriessuchasBotswana,Zimbabweandothers

Features

• Firmsoperatetomakeprofit.

• Marketforcesareallowedtooperate.

• Thereisfreeentryandexitoffirms.

• Pricesaredeterminedbymarketforcesofdemandandsupply.

• Thereisalimitedgovernmentinterventionintheeconomy.

• Countriesclosetothiseconomyincludes,USA,JapanandCanada.

• Highlevelofinvestment

• Highlevelofemployment

• CommandEconomy/CentrallyPlanned/Planned/SocialistEconomy

Itisamarketwherebythemeansofproductionarecontrolledbythestate.A

featureofdevelopedcountriessuchasFrance,Denmarkandothers

Features

• Thereisgovernmentownershipandcontrolofresources.

• Thegovernmentsetsprices.

• Firmsproducegoodsforthebenefitofthepublic.

• Examplesofcountriesinclude,Cuba,NorthKoreaandChina.

• Thereislowlevelofwealthinequalities

• Lowlevelofunemployment

• Lowlevelofinvestment

3.MixedEconomy

• Thisisacombinationoftheplannedandthefreemarketeconomy.



• Mostessentialgoodsandserviceswhichbenefitsociety,areprovidedby

bothgovernmentandprivatefirms,forexample,schools,hospitaland

broadcasting.

• Many products are provided by private firms,forexample,cars,

computers,clothingandjewelry.

• Governmentcontrolspollutionandrestrictsmonopolies.

• ExamplesofcountriesincludeZimbabweandUK.

EconomicSystem Advantages Disadvantages
FreeMarket

• Supplyanddemand
forces.

• Profitmotive
• Privateownership.

• Profit encourages
efficiency.

• Competition
improvesquality.

• Increasescustomer
choice.

• Creates
employment.

• Improves standard
ofliving.

• No government
control over
pollution.

• Little or no
production of
publicgoods.

• Limited state
support for the
elderly and the
unemployed.

CommandEconomy
• Stateownershipof

resource.
• Prices setbythe

government.

• Itpreventswasteful
competition and
duplication of
goods and
resources.

• Allows for long
term planning,
usually5yrsplan.

• Productionisbased
in the needs of
majority not
consumerspending
habits.

• No consumer
choice.

• Encourages brain
drain.

• Poorquality.
• Inefficiency.
• Veryslow decision

making.

MixedEconomy
• Mixture of state

and private
ownership.

• Taxescollectedpay
forpublicgoals.

• Essential services
forboth rich and
poor.

• There is
competition.

• Consumerchoice.

• Taxrates can be
toohigh.

• State businesses
areinefficient.

• Excessive control
can inhabit
enterprises from
growing.

MeasuringBusinessSize



Thereareanumberofcriteriasormethodusedtomeasurethesizeofthefirm

andtheseareexplainedbelow

1.TheNumberofEmployees

• Afirm employingafew numbersofpeopleisconsideredsmall.A

businesswiththousandsofemployeesmaybeconsideredlarge,but

howeveritshouldberememberedthatsomefirmsarenotlaborintensive

butcapitalintensive,forexample,ahighlyautomatedchemicalplantmay

onlyemploy45peoplebuthaveaturnoverofover$5million.

2.SalesTurnover

• Thelargerthesales,thelargerthebusiness,buthowever,thisisuseful

when comparing firms in the same industry.The comparison is

compromisedassomefirmssellhighvalueitemswhileothersselllow

valuesitems.Thusalargefirmwithmanyworkersmightselllowvalue

goodsandsalesrevenuewillbelow,atthesametimeasmallfirmwith

fewemployeesmightsellveryfewexpensivecomputersanditssales

revenuewillbehigh.

3.CapitalEmployed

• Thisreferstothetotalvalueoflongtermfinanceusedinthebusiness.

Generallythegreatertheenterprisethegreaterthevalueofcapital

neededforlong-terminvestments,howevercomparisonsbetweenfirms

indifferentindustriesmaygivearathermisleadingpicture.Twodifferent

firmsemployingthesamenumberofpeoplemighthavedifferentcapital

needs.

4.MarketShare

• Marketshareisthesalesofthebusinessasaproportionoftotalmarket

sales.

• Itisarelativemeasure.Ifafirmhashighmarketshare,itmustbeamong

theleadersintheindustryandcomparativelylarge.Marketshareis

calculatedasfollows:

• However,whenthesizeofthetotalmarketissmall,ahighermarket

sharewillnotindicateaverylargefirm.



5.MarketCapitalisation

• Itisthetotalvalueofacompany’sissuedsharevalue.Itiscalculatedby

currentshareprice×totalnumberofsharesissued.Highvalueofshares

mightmeanthefirmislarge,however,assharepricestendtofluctuate;

thisformofcomparisonisnotverystable.

6.Profits

• Abusinesswhichhashighprofitsthanotherscanbeclassifiedaslarge,

howeverthelevelofprofitmaybemisleading.

• Alargecompanymayhaveproblemsandmakeonlysmallprofitsovera

periodoftime.Profitisconsideredasameasureofefficiencywhen

comparedwiththesalesorcapitalemployed.Againdifferentbusinesses

have differentways ofcalculating differentfigures.Forexample,

depreciationandstockhencesuchmethodshavedifferenteffectson

profits.

7.OrganizationalStructure

Alargefirmischaracterizedwithaformalorganizationalstructuresuchas

geographical,divisional,matrixandfunctionalwhereasasmallfirmisafirm

withaninformalstructurenotshowingthechainofcommandandspanof

control

• GeographicalCoverage

Alargefirmhasalargecoveragewithalargenumberofbranchesand

subsidiarieswhereasasmallfirmcoversasmallareawithfewbranches

• AssetsoftheBusiness

Alargefirmhavemorevaluableassetsthanasmallfirm

SmallFirms

• Thesearefirmswhichcanbedefinedinfollowingways:

• Thesizeofthelaborforce(200orless).

• Theyhavearelativelysmallmarketshare.



• Theyaremanagedbyownersinamorepersonalizedway.

• Theyareindependentoflargegroups.

ImportanceofSmallFirmstotheEconomy

• Employmentiscreated,eachoneofthemwillnotemploymanypeople

butcollectivelytheyemployasignificantproportionoftheworking

population.

• Theyproduceawidevarietyofgoods,increasingconsumerchoice.

• Smallfirmscreatecompetitionforlargeonesleadingtoimprovedquality,

efficiencyandlowprices.

• Smallfirmswidenthetaxbaseforthegovernment.

• Smallfirmscontributetothenationaloutput(GDP).

• Smallfirmsalsocontributetoexportsbringinginthemuchneeded

foreigncurrency.

• Theycouldbecomethelargefirmsoftomorrow.

• Theyproviderawmaterialtolargefirm

• Flexibilityofoperations.Thisallowstheownertoswitcheasilyfromone

businesstoanother

• Managementandcontrolisretainedbytheownerreducingpossible

conflicts common with large companies between managers and

shareholders.

• Personalcontactoftheownerwithworkers.

• Lowcapitalisneededtosetupsmallbusinesses.

• Facefewerlegalformalities.

• Theyarelikelytogetassistancefromthegovernment.

ProblemsfacedwithSmallFirms

• Problemsinraisingbothshort-term andlong-term financesdueto

lackofcollateralsecurity



• Lackofmanagementexpertise.Ownerperformsallfunctions.

• Difficultyinfindingsuitableandreasonablypricedpremises.

• Marketingrisksarisingfromalimitedproductrange.

• Donotenjoyeconomiesofscale.

• Theyfacestiffcompetitionfromlargefirms

• Theylackcontinuityiftheownerdies

• Lackofskilledpersonnel

• Sufferfromheavytaxationfromthegovernment

• Theylackreasonablepremises

GovernmentAssistanceforSmallFirms

Thegovernmentcanassistsmallfirmsinthefollowingways

• Providing information,advice and managementsupportthrough

departmentsandagencies.InZimbabwe,ZIMTRADEandtheministryof

smallandmediumscaleenterprises.

• Low intereststhroughthesmallenterprisedevelopmentcorporation

(SEDCO).

• TradeexhibitionssuchastheZimbabweInternationalTradeFair(ZITF)

topromoteexports.

• Thegovernmentoftenurgescommercialbankstoprovidelowinterest

loanstosmallbusinesses.InZimbabwetheCommercialBankof

Zimbabwe(CBZ)providescommunitybanking.StandardCharteredbank

limitedin2005introducedaschemeforsmallenterprisesatfavorable

interestrates.

• Tradeattaches(consularofficials)basedinforeigncountriespromote

goodsproducedbybothsmallandlargefirms.

• Thegovernmentshouldexposesmallfirm toalternativemergersand

takeover

• Thegovernmentshouldprovidetrainingfacilitiesthroughuniversities

andpolytechniccolleges



• ProvisionofreasonablepremisessuchasGlenView8homeindustries

andgulfcomplex

SurvivalofSmallFirms

• Smallfirmssurvivedespitecompetitionfromlargefirms.Thisduetothe

following:

• JointVentures–Smallfirmsmayagreetodobusinessjointlysoas

toenjoyeconomiesofscale.

• SupportingRole–Smallfirmssupplylargefirmswithcomponents

andspares.

• SpecialistServices–Servicessuchasaccountancy,legaladviceand

consultancycannotbemassproduced.Smallfirmscansupplysuch

services.

• PersonalizedServices– Theneedtogivepersonalattentionto

customerswhodemanduniqueproductsbestsuitssmallfirms.The

marketistoolimitedforlargeoperations.Inadditiontheneedto

addressindividualtastecanonlybeservedbysmallfirms.

• NicheMarketing–Throughmarketsegmentation,smallfirmsmight

discoveragapthatwillbeexploitedtoearngreaterprofits.Thesize

ofthemarketmaybetoosmallforconsiderationbylargefirms.

WhySmallFirmsRemainSmallinSize

• Remainingsmallreducesthebusiness’overallcosts,forexample,labour

costsandrentalcosts.

• Smallfirmsusuallygetsupportfromthegovernmentintermsoftraining,

subsidies,grants,taxholidaysetc.

• Marketforgoodsandservicesmightbesmall,unlessthemarketgrows,

thefirmwillremainsmall.

• Toavoidtheproblemofdiseconomiesofscaleasaresultofexcessive

growth.

• Theownersofsomesmallfirmsdonothavethenecessarymanagement

ortechnicalskillsneededforlargebusinesses.

• Lackofcapital.



• Toavoidpaymentofhugetaxestothegovernment.

• Toavoidovertrading

N.B.:Governmentcanthreatensurvivalofsmallfirmsthrough:

• Heavytaxation.

• Pricecontrols.

• Minimumwages

• Corruption.

• Importcontrols.

GrowthofFirms

Reasonsforgrowthinclude:

• Increasedprofits.Ifthemainaimoftheownerisprofit,thenexpanding

thebusinessandachievinghighersalesisonewayofbecomingmore

profitable.

• Increasedmarketshare.Thiswillgivethebusinessahighermarket

profileandgreaterbargainingpower.

• Increasedeconomiesofscale.

• Increasedpowerandstatusoftheowners.

• Reducedrisksofbeingatakeovertarget.

• Motivationofstaffasjobsecurityincreases.

Firmscangrowinternallyandexternally.

InternalGrowth

• Expansionofabusinessbymeansofopeningnewbranches,shopsand

factories.Itisalsoknownasorganicgrowth.Thiscanbequiteslow.It

avoidstheproblemsofexcessivelyfastgrowth,whichtendtoleadto

inadequatecapital(overtrading)andmanagementproblemsassociated

withbringingtwobusinessestogether.

ExternalGrowth



• Businessexpansionachievedbymeansofmergingwithortakingover

anotherbusinessfromeitherthesameordifferentindustry.

• Externalgrowthisoftenreferredtoasintegrationasitinvolvesbringing

togethertwoormorefirms.

• Thisform ofgrowthcanleadtorapidexpansionwhichmightbe

importantinacompetitiveandexpandingmarket.

Integration

Itisoneofthemethodsofgrowththatafirm canpursue.Itencompasses

takeoversandmergers

• A takeoveriswhenonecompanyacquiresanothercompany.The

acquiredcompanywillloseitsidentitycompletely.

• Amergerorintegrationoccurswhentwoormorefirmsagreetojointheir

operationsintoasingleentity.

1.HorizontalIntegration

• Isthejoiningoffirmsinthesamelineofbusinessandatthesamestage

ofproduction,forexample,abakerymergingwithanotherbakery.

AdvantagesofHorizontalIntegration

• Eliminatescompetition.

• Possibleeconomiesofscale.

• Increasedpoweroversupplier.

• Similarskillsofemployees.

• Lesslikelihoodoffailurecausedbymovingintoatotallynewarea.

DisadvantagesofHorizontalIntegration

• Rationalizationmaybringbadpublicity.

• Mayleadtomonopolyinvestigationifthecombinedbusinessesexceed

certainmarketsharelimits.

EffectsonStakeholders

• Consumersnowhavelesschoice.



• Monopoliescanchargehighprices.

• Workersmaylosejobsecurityduetorationalization.

• Highdividendstoshareholdersduetohighprofits.

2.VerticalIntegration

• Ittakestheformofforwardintegrationandbackwardintegration.

2.1.Forwardintegration

• Itisintegrationwithabusinessinthesameindustrybyacustomerofthe

existingbusiness.

• Itismergingwithabusinessatthenextstageofproduction,forexample,

manufacturingfirmmergeswitharetailfirm.

AdvantagesofForwardIntegration

• Businessisabletocontrolthepromotionandpricingofitsownproducts.

• Securesoutletsforthefirm’sproductsmaynowexcludecompetitors’

products.

DisadvantagesofForwardIntegration

• Thebusinessmightlackthenecessaryexperienceinthatstage.

• Asuccessfulmanufacturerdoesnotalwaysmakeagoodretailer.

EffectsonStakeholders

• Workersmayhavegreaterjobsecuritybecausetheirbusinesshasa

secureoutlet.

• Consumersmayresentlackofcompetitionintheretailoutletbecauseof

thewithdrawalofcompetitorproducts.

2.2.Backward-VerticalIntegration

• Integrationwithabusinessinthesameindustrybyasupplierofthe

existingbusiness.

AdvantagesofBackward-VerticalIntegration

• Thebusinesswillcontrolsuppliersofrawmaterials.



• Itencouragesjointresearchanddevelopmentintothequalityofsupplies.

• Itgivescontroloverquality,pricesanddelivery.

DisadvantagesofBackward-VerticalIntegration

• Suppliersmaybecomerelaxed asa resultofhaving guaranteed

customer.

• Thebusinessmaylackexperienceinmanagingasupplier.

EffectsonStakeholders

• Greateropportunitiesforcareeradvancementforworkers.

• Customersmaygetimprovedqualityproductsandinnovatedproducts.

• Controlofsuppliersfrom competitorsreducescompetitionandlimits

consumerchoice.

3.LateralIntegration

• Involvesthemergingoftwofirmswithrelatedgoodswhichdonot

competedirectlywitheachother.

• Productiontechniquesordistributionchannelsmaybesimilar.

• CadburyandSchweppesisanexamplesincethetwofirmsusedsimilar

rawmaterialsandhadsimilarmarketsbutdonotcompetewitheach

otherdirectly.

Conglomerate(DiversifyingMerger)

• Firmsproducingunrelatedproductsmerging.Thisisalsoknownas

diversification.

• Thebusinessisdiversifiedawayfromitscorebusiness.

• Itisacombinationoftwoormorecorporationsengagedinentirely

differentlybusiness.

• Afirmmightfearalossofmarketshareduetogreatercompetitionand

asaresultitmaytrytoexplorenearanddifferentopportunities.

AdvantagesofConglomerate

• Thisspreadsrisksovermoreproductsandmarkets.



• Afallsufferedbyonesubsidedpartcanbecounterbalancedbystability

orevenexpansionbyanother.

DisadvantagesofConglomerate

• Lackofmanagerialexperienceintheacquiredbusiness.

• Therecouldbelackofclearfocusanddirectionsincethebusinessis

spreadacrossmorethanonebusinessline.

• Culturalclashesmayoccur.

• Italsoincreasestheoverallexpensesofthebusiness.

ImpactonStakeholders

• Greateropportunitiesforcareeradvancementforworkers.

• Jobsecurityasriskisspreadacrossmanyindustries.

ProblemsofGrowth

• Expansionisexpensivehencea

•

•

• Additionalfinanceisrequired.

• Managementmayfailtocopewithlargebusiness.

• Divorcebetweenownershipandcontrolbecomesmorepronounced.

StakeholdersinaBusiness

• Thesearepeoplewhohaveaninterestintheperformanceandactivities

ofabusiness.Theyareeitheraffecteddirectlyorindirectlyaffectedby

theactivitiesofabusiness.

TheDifferencebetweenaStakeholderandaShareholder

• Astakeholderisanyonewithaninterestinthebusinessandaffected

eitherdirectlyorindirectlybythe business activities,whereas a

shareholderisoneofthestakeholderwhoisapartownerofthe

companyandaffecteddirectlybythebusinessactivities.



• Examplesofstakeholdersinclude:

• Owners.

• Workers.

• Customers.

• Suppliers.

• Localcommunity.

• Banks.

• Government.

Stakeholder Roles Rights Responsibilities
Customer • Purchase

goods and
services.

• Provide
revenue from
sales which
allow the
business to
function and
expand.

• To receive
goods and
services that
meet local
laws
regarding
health and
safetydesign.

• Tobeoffered
replacements,
repairs,
compensation
intheeventof
the product
failure.

• Honesty, to
payforgoods
bought or
services
received.

• Nottosteal.
• Notto make

false claims
about poor
service,
underperformi
ng goods or
faileditems.

Suppliers • Supplygoods
and services
to allow the
business to
offerproducts
tocustomers.

• Tobepaidon
time.

• Tobetreated
fairly by the
purchasing
firm, for
example, not
tobeforcedto
charge low
prices.

• Supply goods
and services
orderedbythe
businessasin
the purchase
contract.

Employees • Provide
manual and
other labour
servicestothe
business to

• Tobetreated
within the
minimum
limits as
establishedby

• Tobehonest.
• To meet the

conditionsand
requirements
of the



allow goods
and services
tobeprovided
toconsumers.

anationallaw,
for example,
minimum
wagerates.

• Tobepaidthe
waydescribed
in the
employment
contract.

• Tobeableto
belong to a
tradeunion.

employment
contract.

• To cooperate
with
management
in all
reasonable
requests.

• Toobservethe
ethicalcodeof
conduct.

Local
Community

• Provide local
service and
infrastructure
to the
business to
allow it to
operate,
produce, sell
within legal
limits.

• To be
consulted
about major
changes that
affect it,for
example,
expansion
plan or
changing
method of
production.

• Not to have
the
community
lives badly
affected by
the business
activities.

• To cooperate
with the
business
where
reasonable to
do so, on
expansionand
otherplans.

• To meet
reasonable
requestsfrom
business for
localservices
suchas,public
transport, for
example, to
allow staffto
gettowork

Governmen
t

• Passes laws
that restrain
manyaspects
of business
activities.

• Provides law
and orderto
allow legal
business
activities to
takeplace.

• Achieves
economic
stability to
encourage

• Businesses
havetheduty
togovernment
to meet all
legal
constrains,
such as
producing
only legal
goodsandto
paytaxeson
time.

• To treat
businesses
equally under
thelaw.

• To prevent
unfair
competition
that could
damage
business’
survival.

• To establish
good tracking
links with
other



business
activities.

countries to
allow
international
trade.

ImpactofBusinessDecisionsonStakeholders

Business
Decision

ImpactonEmployees Impact on Local
Community

Impact on
Customer

Large
expansion of
the business
by building a
new head
office

• Morejobsand
career
opportunities.

• Disruption
during building
and more
complex lines
of
communication
afterexpansion.

• More jobs for
localresidents
and increased
spending in
other local
business.

• Disruption
caused by
increased
trafficandlose
of green field
foramenityuse.

• Better
service
provided
by bigger
business
withmore
staff.

• Larger
business
could be
less
personal
and
therefore
offer
inferior
customer
service.

Takeoverofa
competing
firm
(horizontal
integration)

• The larger
business may
bemoresecure
andoffercareer
promotion
opportunities.

• Rationalization
may occur to
avoid waste
andcutcosts.

• Jobsmightbe
lost.

• Ifthebusiness
expandsonthe
existing size,
local job
vacancies and
income might
increase.

• Rationalization
of duplicated
offices or
factoriesmight
lead to some
closureandjob
losses.

• Thelarger
business
may
benefit
from
economie
sofscale,
which
couldlead
to lower
prices.

• Reduced
competiti
on could
have the
opposite
effect.

• Less
consumer



choice
might
result in
high
prices.

Significant
application of
IT into
production
methods

• Training and
promotion
opportunities
might be
offered.

• Fewer
untrained staff
willberequired
and those
unabletolearn
new skillmay
be made
redundant.

• Localbusiness
providing IT
services could
benefit from
increased
orders.

• Specialist
workers may
notbeavailable
locallysomore
commuting by
staff in cars
might be
necessary.

• More
efficient
and
flexible
productio
n
methods
might
improve
quality.

Overtrading

• Iswhenanorganisationundergoesarapidexpansionwithoutthe

adequatefinancetosupportgrowth.

Symptoms

• Desperatesellingofassetsatunfavorableterms.

• Desperateborrowingatunfavorableterms.

• Failuretopaycreditors.

• Liquidityconstraints

Causes

• Competitionfighting.

• In-effectivemanagementofworkingcapital.

• Temporaryoutburstofmarketingopportunities.

• Over-optimisticviewsaboutthefuture.

• Poorplanning.



Solutions

• Effectivemanagementofworkingcapitalbymonitoringthepressure

points,thatis,cash,stocks,debtorsandcreditors.

• Accuratedemandforecasting.

• Effectiveplanning.

• Organizationalrestructuring.

OrganizationalCulture

• Thisisasystemofsharedmeaningheldbymembersthatdistinguishthe

organisationfromotherorganisations.

• Itexplainsthewaythingsaredoneinanorganisation.

• Itencompassesbeliefs,values,morals,dressingandattitudes

FactorswhichinfluenceOrganizationalCulture

• Thephilosophyofthefounder.

• History/traditionoftheorganisation.

• Thenatureandactivitiesofthebusiness.

• Thesizeoftheorganisation.

• Rulesandobjectives.

• Managersandemployeespersonality

• Typeofcustomers.

ImportanceofCulture

• Boundarycreation–defineroleanddistinguishorganisations.

• Conveysasenseofidentityfororganisation’smembers.

• Facilitatesthegenerationofcommitmenttosomethinglargerthanone

individual’sself-interest.

• Itenhancesthestabilityofsocialsystem,thatis,itactsasasocialglue,

provideappropriatestandardsonhowtobehave.



• Actsasasenseofcontrol,amechanismthatguidesandshapesattitude

andbehaviorofemployees.

• Itmakescommunicationeasy.

DisadvantagesofOrganizationalCulture

• Thesestrongculturesbecomebarrierstochangewhensomethingnewis

introduced.

• Badculturescantarnishimageofthefirm.

• Itmayresultinhighlevelofconflictwithintheorganisation.

InternationalBusiness

• Internationaltradeinvolvesexportingandimporting,thesaleandbuying

ofgoodsto/fromothercountries.

• Internationalbusinessinvolvessettingupbusinessinterestsinseveral

countries.

• The parentcompany becomes a multinationalcorporation with

subsidiariesinmanycountries.

BenefitstoCountriesofInternationalTrade

• Createsspecialization.Countrieswillconcentrateonprovidingthose

goodstheyarebestatproducingandimportingthosetheyareless

efficientatproducing.Thisiscalledcomparativeadvantage.

• Livingstandardsofalltradingcountriesincrease.

• Increasedcompetition.Importinggoodsincreasesdomesticcompetition

leadingtolowpricesandimprovedquality.

• Greaterchoices.Internationaltradeoffersconsumersawideselectionof

goodstochoosefrom.Thisimprovesconsumerchoices.

• Itimprovesinternationalrelationshipsbetweencountries.

• Itcreatesmarketsforexporters.

ProblemsofInternationalTrade

• Lossofforeigncurrencyifimportsexceedexportsforseveralyears

(balanceofpaymentdeficit)



• Lossofoutputandjobsfrom firmsthatcannotcompetewithforeign

goods.

• Infantfirmsmayfinditdifficulttosurviveforeigncompetition.This

affectslocalinvestments.

• Itcanresultindumpingbysomefirmstoeliminatelocalcompetition.

• Itcanresultinunemploymentsincesomefirmsareforcedtoclose,they

cannotmatchwithforeigncompetitors.

FreeTrade

• Itisinternationaltradethatisallowedtotakeplacewithoutany

restrictionssuchastariffsandquotas.

Protectionism

• Governmentsrestricttradeforthefollowingreasons:

• Tomaintainbalanceofpaymentatfavourablelevels.

• Toprotectinfantindustries.

• Toearnrevenueforthestate.

• Tosafeguarddomesticemployment.

• Topreventdumpingofinferiorgoods

Thefollowingrestrictionscanbeused:

1.Tariffs

• Thesearetaxesimposedonimportedgoods.Theydonotstopthegoods

fromenteringthecountrybutmakesthemexpensive.

2.Quotas

• Thisisamaximumlimitonthephysicalquantityofgoodsthatcanbe

imported.

3.FinancialSubsidies

• Somegovernmentsgivefinancialsubsidiestolocalfirmstohelpthem

meetproductioncost.Thisprovidesthefirm withapricecompetitive

advantage.



4.VoluntaryExportsLimits

• Anexportingcountrymayagreetolimitthequantityofgoodstobesold

toanotherpossiblytopreventtariffsandquotastobeimposed.

5.Embargo

• Thisisatotalbanofimportsfromcertaincountries.

6.Globalization

• Referstothegreaterfreemovementofgoods,capitalandpeoplearound

theworld.Freetradeand useoftheinternethavereduced the

internationaldistances.

AdvantagesofGlobalization

• Morechoicesforcustomers.

• Competitionfromforeigngoodsreducesthepricesofthegoods.

• Increasedinvestmentsoradvancedtechnologiescomingfromoutside.

• Globalizationalsoincreasescommunicationandtransportbetween

countries

• Withthefreemovementoflabour,thefirm canemployorhireskilled

workersfromothercountriesandhencethatincreasesthecompetence

ofthefirm.Thoseworkerscanalsobringinnewideas.

• Thefirmalsobenefitfromtheuseofinternetformarketingtheirproducts

andsearchformarketstoselltheirproducts.

DisadvantagesofGlobalization

• Intensecompetitionfrom foreignfirmscanaffectinfantfirmsorlocal

firms.

• Exploitationofworkers.

• Somefirmsmightdumptheirproductsinothercountriese.g.Japanese

secondhandcars

MultinationalBusinesses

• Thesearecompanieswhichoperateinmorethanonecountryeither

throughabranchesorasubsidiarye.g.Deltacorporation,Barclaysbank,



pricewaterhousecoopersetc.

• Thesearecompanieswithheadofficesinonecountryandsubsidiaries

inseveralcountries.

• Largemultinationalsarecommonlyregisteredinmorethanonestock

exchange.

• Multinationalcorporationsemployexpatriatesandhavedirectorsfrom

severalcountries.

WhyBecomeMultinationalBusiness

• Thecompanywillbenefitfrom bettermarketinformationonconsumer

preferences,low transportcostsforfinishedgoodsandmaygain

customerloyalty.

• Byoperatinglocally,multinationalcompaniesavoidtraderestrictions.

• Themultinationalcompaniesmaywanttobenearthesourcesofraw

materials.

• Multinationalcompaniesmaybenefitfrom lowlabourcostsduetoan

abundantsupplyoflabour,cheaprentandperhapsgovernmentgrants

andtaxcutstoencourageinvestments.

Reasonswhymultinationalcompaniesmightlocateinothercountries

• Favourablepoliticalenvironment

• Marketavailability

• Availabilityofrawmaterials

• Availabilityofcheaplabour

• Littleornogovernmentintervention

• Tofacilitatetrade

• Favourableclimate

PossibleproblemsforMultinationalCompanies

• Theremaybepoorcommunicationlinkswithheadoffices.



• Culturalandlanguagedifferenceswithlocalworkers,customersandthe

government.

• Locallaborforceislikelytobeunskilledresultinginhighinvestmentin

thetrainingofemployees.

• Coordinationwithplantselsewhereneedstobecarefullyplannedto

avoidproducingpoorlycompetingproductsonworldmarkets.

BenefitsofMultinationalCompaniestoHostCompanies

• TotalnationaloutputofthecountrymayincreaseGDP.

• Managementexpertiseinthecommunitymayimproveiflocalsreplace

foreignsupervisorsaftertraining.

• Employmentiscreatedifmultinationalcompaniesengageinlocallabour

andtrainingwillimprovethequalityandefficiencyoflocals.

• Theybringforeigncurrencywhensettingupinthehostcountry.

• Advancedtechnologyisalsobroughtintothehostcountry.

• Localfirmscanbenefitfromsupplyingrawmaterialsandcomponentsof

thenewfirms,creatingjobsandgeneratingincome.

• Taxrevenuetothegovernmentwillincrease.

• They engage in corporate social responsibility, for example,

infrastructuraldevelopments.

• Itcreatesinternationalrelations

• Trainingoflocallabour

• Developmentofinfrastructure

ProblemsofMultinationalCompaniestoHostCountries

• Localbusinessesmaybeforcedtocloseduetoinferiorequipment.

• Exploitationoflocalnaturalresources.Theyhavelittleincentiveto

conservenaturalresourcesastheycanrelocatetoothercountries.

• Distortion oflocalculturebythepowerofadvertising and other

promotionsthroughsemi-nudecelebrities,forexample,J.Lopezand

Madonna.



• Exploitationoflocallaborthroughlowpayforlongworkinghours.Some

multinationalcompaniesdonotsticktohealth,labourandsafety

regulationsanddonotofferincentivessuchaspensions.

• Pollutionmaybeathigherlevelthanispermittedinthehomecountry.

Thiscouldbeduetorelaxedrulesofthemultinationalorganisation’s

economicmusclenegativeexternalities.

• Somemultinationalcompaniesbecomeinvolvedinlocalpoliticsandmay

sponsorrebels.

• Profitsarerepatriatedtotheirhomecountries,thushostcountriesmay

experienceadecreaseintheirGDPasassumed.

• Toppositionsarereservedforforeigners

Reasons why State mightwish to ControlBusiness Operations of

MultinationalCompanies

• Tocontroltheenvironmentandresources.

• Toprotectpoliticalinterests.

• Toensurelong-termcontributions.

• Toprotecttheinterestofemployees.

• Toprotectthebalanceoftheeconomy.

• Toprotectinterestsofexistingbusinesses.

• Toensurebenefitstothebestofthecountry.

• Tomaintainthelocalculture

GovernmentAssistanceforExporters

Thegovernmentcanassistexportsthroughthefollowingways

• InformationandadviceoninternationalmarketthroughZIMTRADE.

• LowinterestloansthroughSmallEnterprisesDevelopmentCorporation

(SEDCO).

• Taxexemption.Firmsinvolvedinexportbusinessaretaxedatlower

ratesforcertainlevelsofexports.



• Consularofficialsarebasedinseveralcountriesaroundtheglobeto

promoteforeigntrade.

• Tradeexhibitions,forexample,theZimbabweInternationalTradeFair

(ZITF)isanannualexhibitiontohelpfirm’saccesstoforeigncustomers.

ProblemsFacedbyFirmswhenExportingfortheFirstTime

• Insufficientcommitmentbytopmanagerstoovercomeinitialdifficulties

andfinancialrequirementsforexporting.

• Insufficientcareinselectingforeignagentsanddistributors.

• Failuretoobtainqualifiedexportcounselingandtodevelopamaster

internationalmarketingplanbeforestartinganexportingbusiness.

• Neglectingexportbusinesswhendomesticmarketexperiencesaboom.

Thisisaresultofthefirmviewingtheexportmarketasaresidualmarket

forextraoutput.

• Failuretoprintwarrantymessages,namesofproductsandinstructions

inlocallyunderstoodlanguages.

• Inabilitytoengageanexportmanagementcompanytoconductthefirm’s

foreignbusinesswhenitisobviousitsownpersonnelcannotundertake

suchactivities.

• Failuretomodifyproductstomeetregulationsorculturalpreferencesof

othercountries.Nationsexhibitdiversifiedculturesthatrequirefirmsto

modifytheirproductstomeetlocaldemands.

• Failuretoconsiderlicensingorjointventurearrangementstoenterthose

countriesprotectedbyimportrestrictions.

De-Integration

• Itisaprocesswherebyanorganisationreducestheactivitiesratherthan

expandinordertoraisefinance.

FormsofDe-Integration

Therearefiveformsofdeintegrationandtheseareexplainbelow

• Divestment–Thisinvolvesthesellingofasubsidiaryorpartofa

company.Itisdoneinordertogetridofthepartsoftheorganisation



whicharenolongerprofitable.

• ContractingOut/Sub-Contraction–Itisthehiringoutoftheservices

mainlynon-coreactivitiessuchascatering,cleaningandtransportso

thattheorganisationwillbeabletoconcentrateonmajoractivities.

• ManagementBuy-Out(MBO)–Itisaprocesswherebytheorganisation

givesanopportunitytotheworkerstobuysharessothattheywillbepart

oftheshareholders.

• ManagementBuy-In(MBI)–Itisaprocesswherebytheorganisation

givesanopportunitytooutsidememberstobuysharesfrom the

organisation.

• De-Merger–Itisthecreationoftwocompaniesoutofoneexisting

company.

BusinessEnvironment

ExternalInfluencesonBusinessActivity(MACRO)

• Thesearefactorswhichaffectthebusinessandarebeyondthebusiness’

owncontrol.

• Manyofthefactorsareconstraintsinthesensethattheymaylimitthe

natureofdecisionsthatbusinessmanagerscantake.

1.LegalConstraintsonBusinessActivity

• Inmostcountriesthesefallintothemaincategories

• Minimumwages.

• Environmentprotectionlaws.

• Pricingcommission.

• Employersandemployeesrelationsatwork.

• Consumerrights,lawsprotectingcustomers.

• Businesscompetition.Settinglawsrestrictingmonopolies.

• Locationofbusinessandsomeothergovernmentpolicies.

NegativeImpactofLegalConstraintsonBusiness



• Thefirmmightsufferhighwagecostsiflessthantheminimumwage

wasbeingpaidbeforethislawwasintroduced.

• Costsofprotectiveclothingandinsurancetomeethealthandsafety

laws.

• Throughincreasedcompetition,qualityforcustomersimproves.

• Providecustomerswithconfidenceinthefirm,forexample,theywillbe

assuredthatdriversareabove25years.

HoweverthereareRealBenefits

• Workerswillfeelmoresecureandhighlyvaluediftheyareofferedfair

andclearemploymentcontract.Thiswillleadtomoresatisfiedand

motivatedworkersandsuchworkersaremorelikelytoworkhardtohelp

businessachieveitsgoals.

• Asafeworkingenvironmentwillreducetheriskofaccidentsandtimeoff

workforillhealthandinjury.

• Abusinessofferingahealthyenvironmentbeyondlegalrequirementsis

likelytogetahigherprofitwhichattractsthebestemployees.

2.TechnologicalConstraints

• Itmeanstheuseoftools,machinesandscienceinanindustrial

approach.

NegativeImpactofTechnology

• Costs–Capitalcostscanbesubstantial,laborcostsandwillrecur

regularlywithfurthertechnologicaladvancement.Redundancycostsif

anyoftheexistingstaffneedstobereplaced.

• Laborrelations–Thesecanbedamagedifthetechnologicalchangeis

notexplainedandpresentedtotheworkersinapositiveway.Workers

mightsuffertheriskofjobsecurity.

• Reliability–Breakdownsinanautomatedproductionorstock-handling

systemcanleadtothewholeprocessbeinghalted.

HoweverthiscanbeBeneficial

• Increases speed of production,hence output increases (mass



production).

• Betterandqualityproductsareproduced.

• Replacesvastquantitiesofpaperwork.

• Improveseffectivenessofcommunication.

3.SocialandDemographicConstraints

• Thestructureofsocietyisconstantlyevolving.Thechangeoccurring

mayinclude:

• An ageing population with reduced birth ratesand longerlife

expectancy.

• Changingrolesofwomen.

• Betterprovisionofeducationfacilities.

• Changingpatternsofemployment

NegativeImpactonBusiness

• Changingpopulationstructuremightaffectbusinessnegativelyinthe

sensethatbusinesswillhavetoconductmoreresearchtoinvestigate

whatisneeded.Thisiscostly.

• Agestructureofworkforcemaychange.

Howeverthefirmmaybenefit:

• Ifthepopulationincreasesitwouldmeanincreasedcustomers.

• Increasednumberofwomenworkingmeaningincreasedlaboursupply,

thuslabourcanbeobtainedcheaply.

3.ExternalEconomicInfluenceonBusinessBehavior

• Thestateofthecountry’seconomy,thatis,therateofeconomicgrowth,

therateofpriceinflation,theunemploymentlevelandtheexchangerate,

cancontributedirectlytothesuccessorfailureofabusiness.

EconomicObjectivesofGovernments

• Allgovernmentssettargetsforthewholeeconomyandtheseare

referredtoasmacro-objectives.



• Economicgrowth.

• Lowrateofunemployment.

• Favorablebalanceofpayment.

• Exchangeratestability.

a.Inflation

• Itisanincreaseintheaveragepricelevelofgoodsandservices.

• Itcanalsobedefinedastoomuchmoneychasingtoofewgoods.

CausesofInflation

1.CostPushCausesofInflation

• Businessesarefacedwithhighercostsofproductiondueto:

• Alowerexchangerateleadingtorisingpricesofimportedgoods.

• Worlddemandforrawmaterialsincreasesprices.

• Highwagedemandsfromemployees.

• Therefore,thebusinesswillattempttomaintainprofitmarginsbyraising

sellingprice.Thisisinflationary.

2.DemandPullCauses

• Thisisusuallyduetoconsumerdemandrisingduetoeconomicboom.

Companieswillraisepricestoearnhigherprofitmargins.

ImpactofInflationonBusiness

• Realvalueofdebtowedbycompanieswillfall.Sincethevalueofmoney

isfalling,adebtisrepaidusingmoneywithlessvaluethantheoriginal

loan.Ingeneral,valueofliabilitieswillfall.

• Risingpricesaffectassetsheldbythebusiness.Thevalueofassets

suchaslandandbuildingrises.

• Costincreasescanbepassedontoconsumersintheformofincreased

prices.

• Stockboughtinadvanceandsoldlaterresultinincreasedmargins.



ProblemsforBusinesses

• Staffwillexperienceadeclineintherealvalueoftheirwages.

• Consumersbecomepricesensitiveandlookforbargainsandnobrand

names.

• Rapidinflationleadstohighinterestrates.Highlygearedcompanieswill

beunabletoraisecashforinterestpayments.

• Cashproblemsariseandcompanieswillbeunabletoraisecashtopay

forincreasedcosts.

• Ifinflationinonecountryishigherthaninothercountries,thelocalfirms

willlosecompetitiveness.Businesswillbeunwillingtoextendcreditto

customers.

Duringperiodsofhighinflationcompanieswill

• Reduceinvestmentspending.

• Reducelaborcosts.

• Cutborrowingtolevelsatwhichthecurrentinterestratearemanageable.

• Cuttingprofitmarginstolimittheirownpricerisestostayascompetitive

aspossible.

• Reducingtimeperiodforcustomerstopay.

Deflation

• Itisafallintheaveragepricelevelofgoodsandservices.

• Ifa$1buysmoregoodsthisyearthanitdidlastyear,thenthevalueof

moneyhasincreased.Thismightbecausedbydeflation.

Causes of
Inflation

GovernmentPolicy ImpactonBusinessStrategy
forGovernmentPolicyAiming
toControlInflation

Cost–Push • High exchange rate
policy.This could be
assisted by higher
interestratessetbythe
centralbank.

• Discouragehighwage
settlement, may use

• Thehighexchangerate
willmakeexportsless
competitive. Business
could switch to
concentrating on
domesticmarkets.

• Highinterestrateswill



public sectorworkers
asanexample.

discourage business
borrowing and
investments.Business
may cancel
investmentsprojects.

• Consumer credit will
also be discouraged
reducing demand
especially for
expensivegoods.

• Businessislikelytobe
influenced by
governmentviews on
wagesettlements.They
willpaywhatisneeded
to attract and keep
staff, along as the
business remains
profitable.

Demand–Pull • Policies designed to
reduce aggregate
demandsuchashigher
tax rates and lower
governmentspending.

• Centralbankislikelyto
raiseinterestrates.

• Higher taxes will
reduce consumer
demand,ifprogressive
taxesincreased,there
couldbeaswingaway
from luxury goods.
Businessmaychange
theirproductmix to
offer less expensive
goods.

• Lower government
spending could hit
certainindustriesvery
hard. For example,
defense equipment
manufacturers,hospital
equipment
manufacturers. These
firms may attempt
foreignmarkets.

b.Unemployment

• Existswhenmembersoftheworkingpopulationarewillingandableto

work,butunabletofindjobs.

CausesofUnemployment



Causes Definition GovernmentPoliciestowards
Causes

Cyclical
unemployment

• Unemployment
resulting from low
demandforgoodsand
services in the
economy during a
period of small
economicgrowth.

• Trytomanagesavings
toavoidfluctuationsof
businesscycles.

• Try to keep inflation
low.

• Maintainshighincome.

CostofUnemployment

• Theeconomycouldbeproducingmoregoodsandserviceswhichwill

thenbeavailableforconsumption.

• Thecostofsupportingunemployedworkersandtheirfamiliesis

substantial,ispaidforoutofgeneraltaxation.

• Therewillbelossofincomeandlowerlivingstandards.

c.ExchangeRates

• Itisthepriceofonecurrencyintermsofanother.

DepreciationoftheCurrency

• Afallintheexternalvalueofacurrencyasmeasuredbyitsexchange

rateagainstothercurrencies.If$1fallsinvaluefrom£2to£1.5thenthe

valueofadollarhasdepreciated.

TheDomesticFirmswhoarelikelytoSufferfromDepreciation

• Producersthatrelyonimportedrawmaterials.Theircostswillriseand

reducepricecompetitiveness.

• Retailersthatbuyforeigncurrencysuppliesespeciallyifthereareclose

substitutes.Thepriceofthesesubstituteswillriseandretailerswillbe

forcedtofindlocalsuppliers.

Howeverthosewhobenefitare

• Home-basedexporterswhocannowreducetheirpricesonoverseas

markets.Thisshouldincreaseinexportsandexpansionofthebusiness.

• Businessesthatsellindomesticmarketswillexperiencelessprice



completionfromimporters.

Appreciation

• Itisariseintheexternalvalueofacurrencyasmeasuredbyits

exchangerateagainstothercurrencies.

d.BusinessCycles

• Theseareregularswingsineconomicactivity.Itvariesfrom boom

conditions(highdemandandrapidgrowth)torecessionwhentotal

nationaloutputdeclines.

Recession

• AperiodofsixmonthsormoreofdecliningrealGDP.

EffectsonBusiness

• Sinceoutputwillbeflowing,growthofbusinessishindered.

• Unemploymentincreasesandincomefalls,sodemandforgoodsand

servicesdeclines.

• Demandforinferiorgoodscouldactuallyincrease.

EthicalConstraints

• Thesearedosanddon’ts.

• Theyrefertoanythingreferredtoasbeingjustorunjust,fairorunfair,

wrongorrightandgoodorbad.

• Itconsidersissueson:

• Typeofadvertisements.

• Treatmentofemployees.

• TestingemployeesforHIVagainsttheirwill.

• Religiousissues.

EthicalFactors

• Corruption.

• Discrimination.



• Nepotism.

InternalConstraints(Micro)

• Referstofactorswhichaffectbusinesswhichabusinesscancontrol.

1.Owners

• Shareholdersofabigcompanyusedtobepassive,lettingthetop

managementtoruntheirbusinesses.Ownerscanexpecthigherreturns

whichmightconstraintthefirm.

2.Employees

3.Managers

EconomicPolicies

1.ForeignTradePolicy

• Thegovernmentcanuseimportdutiesorexchangeratestoinfluence

foreigntrade.

• Importdutiesaretaxesleviedonimportedgoods,byraisingtariffs,the

governmentcanreducethevolumeofimportsintothecountrysince

tariffsmakesimportsexpensive.

• This,inturnforcesconsumerstobuylocallymanufacturedgoods.This

mayleadtothecollapseofimportdependentfirms.

2.FiscalPolicy

• Isconcernedwithdecisionsaboutgovernmentexpenditure,taxes,rates

and governmentborrowings.These operate largely through the

governmentannualbudgetdecisions.

• Majorexpenditure programs include socialorder,health services,

education,construction ofroads and defense.Governmentraises

financefortheseactivitiesthroughtaxation.

3.MonetaryPolicy

• Isconcernedwiththedecisionsabouttherateofinterestsandsupplyof

moneyintheeconomy.

• Ifinflationislowandisforecasttoremainbelowgovernmenttargets



thenthecentralbankmaydecidetolowerinterestrates.

• Thishasthreemainimpactsonbusiness:

• Increaseinterestcostsandreducesprofitsforbusinessthathave

highdebts.

• Reducesconsumerborrowingandthisreducesdemandforgoods

boughtoncredit.

• Ittendstoleadtoanappreciationofthecountry’sexchangerates.

4.ExchangeRatesPolicy

• Governmentcanallowexchangeratestofloatorfixit.

• Thegovernmentcandevaluethecurrencytobusinesseswhichrelyon

imports.Devaluationisadisadvantagesinceitraisesthepriceofimports.

5 indigenization -itisa processofincreasing theparticipation of

marginalizedgroupsintheeconomy

ItisadeliberateinvolvementofindigenousZimbabweansintheeconomic

activitiestowhichtheyhadnoaccessinordertoensuretheequitable

ownershipofthenation’sresource

Itisbeneficialtothecountryinthefollowingways

• Itmayresultineconomicgrowththusraisingtheincomelevelsofthe

localpeopleandpovertyreduction

• Itleadtoemploymentequityandcontrol,ownershipofbusinessand

assets

• Itcreatesopportunitiesforthelocalpeopletorunbusinesses

• Italsospreadsthebenefitsofeconomicgrowthtoeveryone

Howeveriftheindigenizationpolicyofacountryisstrictitmayresultin

discouragingforeigninvestors,closureofanumberofcompaniesthus

leadingtohighunemploymentandincreaseinpoverty



IMPACTOFICTONBUSINESSANDITSENVIRONMENT

• Facilitateeffectivecommunicationbetweenindividualsorgroupsthat

arephysicallydistantfromeachother.

• Maintaineffectivelevelofcommunicationamongtheworkforce,send

marketingcommunicationmessagestocurrentandpotentialcustomers,

measurethelevelofcustomersatisfaction,makesales,engageinteam

buildinginitiatives,increasethelevelofemployeemoraleetc.

• Thecreationofnewsaleschannels.Thetraditionalsaleschannelsfor

businesseswerelimitedtoconductingsalesonthestoreandoverthe

phone.However,withtheadventofinternet,todaybusinesseshavethe

possibilityofsellingtheirproductsandservicesonline,andtherefore

offeringtheirproductsandservicesintheglobalmarketplace.

• Enhancethecustomerrelationshipaspectofbusiness.Thishasresulted

ine-mailbeingadoptedasoneofthemosteffectivetoolsintermsof

customerrelationshipmanagement.Somebankingcorporationshave

adoptede-mailasanintegralcomponentofcustomerrelationship

management.Theircustomersreceiveautomatice-mailnotifications

aboutanychangesrelatedtotheironlinebanking,aswellas,online

notificationsofcorrespondencesenttotheironlinebanking.

• Identificationofthelevelofcustomersatisfactionthroughobtaining

customerfeedback.Specifically,the majority oflarge,developed

companiesemployvariousformsofinformationtechnologyinorderto



obtaincustomerfeedbackthatcanbeusedtoimprovethequalityof

productsandservices.

• Enablednewformsofworkingpatternstoevolve,thatincludesworking

fromhomeandotherlocations.Workingfromhomeismadepossibleby

internet,e-mailing,Skype,instant messaging and other related

technologies.Themainadvantagesofworkingfrom homeinclude

significantcostsavingforbothcompanyandemployees,increasedlevel

ofperformance,aswellasachievingbetterwork-lifebalance.

Chapter2

PROJECTMANAGEMENTANDBUSINESSPLANNING

QUESTIONS

1.Definethefollowingterms

a) Project

(2)

b) Project management

(2)

c) Business plan

(2)



d) Business planning

(2)

2) What are the contents of the business plan?

(10)

3) How useful is business planning to manufacturing firm?

(25)

4)Evaluatetherelevanceofprojectmanagementtofirm intheconstruction

industry (25)

5) Prepare a business plan for a small medium enterprise

(25)

6) When can a business carry out a business plan

(6)



PROJECTMANAGEMENTANDBUSINESSPLANNING

ProjectManagement

A projectisa(temporary)sequenceofunique,complex,andconnected

activitieshavingonegoalorpurposeandthatmustbecompletedbyspecific

time,withinbudget,andaccordingtospecification.

Projectmanagementistheprocessofscoping,planning,staffing,organizing,

directing,andcontrollingthedevelopmentofanacceptablesystem ata

minimumcostwithinaspecifiedtimeframe.

MeasuresofProjectSuccess

• Theresultinginformationsystemisacceptabletothecustomer.

• Thesystemwasdelivered“ontime”.

• Thesystem wasdelivered“withinbudget”.Thesystem development

processhadaminimalimpactonongoingbusinessoperations.

CausesofProjectFailure

• Failuretoestablishupper-managementcommitmenttotheproject.

• Lack oforganization’s commitmentto the system development

methodology.

• Taking shortcuts through or around the system development

methodology.

• Poorexpectationsmanagement.

• Prematurecommitmenttoafixedbudgetandschedule.

• Poorestimatingtechniques.



• Over-optimism.

• Themythicalman-month.

• Inadequatepeoplemanagementskills.

• Failuretoadapttobusinesschange.

• Insufficientresources.

• Failureto“managetotheplan”.

WhyisSoftwareProjectManagementDifficult?

• Theproductisintangible.

• Itishardtomonitorprogressandassessquality.Noclearunderstanding

oftheunderlyingprocess.

• Relyonprocessmodels.

• Softwaresystemsareoften‘one-off’project.

• Criticalandinnovativeinnature.

• Makesithardtoaccumulateexperienceandtoproduceusefuldata.

ProjectManagementToolsandTechniques

• AProgramEvaluationandReviewTechnique(PERT)chartisagraphical

networkmodelthatdepictsaproject’stasksandtherelationships

betweenthosetasks.

• AGanttchartisasimplehorizontalbarchartthatdepictsprojecttasks

againstacalendar.Eachbarrepresentsanamedprojecttask.Thetasks

arelistedverticallyintheleft-handcolumn.Thehorizontalaxisisa

calendartimeline.

JointProjectPlanningStrategy

• Jointprojectplanning(JPP)isastrategywhereinallstakeholders

(system owners,users,analysts,designers,andbuilders)inaproject

participateinaone-to-threedayprojectmanagementworkshop,the

resultofwhichisconsensusagreementonprojectscope,schedule,

resources,andbudget.Ofcourse,subsequentworkshopsormeetings

mayberequiredtoadjustscope,budget,andschedule.



ProjectManagementFunctions

• Scoping.

• Planning.

• Estimating.

• Scheduling.

• Organizing.

• Directing.

• Controlling.

• Closing.

Activity1:NegotiateScope

• Scopedefinestheboundariesofaproject,thatis,whatpartofthe

businessistobestudied,analyzed,designed,constructed,implemented,

andultimatelyimproved?

• Product.

• Quality.

• Time.

• Cost.

• Resources.

• A statementofworkisanarrativedescriptionoftheworktobe

performedaspartofaproject.Commonsynonymsincludescope

statement,projectdefinition,projectoverview,and documentof

understanding.

Activity2:IdentifyTasks

• Aworkbreakdownstructure(WBS)isahierarchicaldecompositionofthe

projectintophases,activities,andtasks.

• Milestonesareeventsthatsignifytheaccomplishmentorcompletionof

majordeliverablesduringaproject.



Activity3:EstimateTaskDurations

• Estimatetheminimumamountoftimeitwouldtaketoperformthetask.

Wewillcallthistheoptimisticduration(OD).

• Estimatethemaximumamountoftimeitwouldtaketoperformthetask.

Wewillcallthisthepessimisticduration(PD).

• Estimatetheexpectedduration(ED)thatwillbeneededtoperformthe

task.

• Calculatethemostlikelyduration(D)asfollows:

Activity4:SpecifyIntertaskDependencies

• Finish-to-start(FS).Thefinishofonetasktriggersthestartofanother

task.

• Start-to-start(SS).Thestartofonetasktriggersthestartofanothertask.

• Finish-to-finish(FF).Twotasksmustfinishatthesametime.

• Start-to-finish(SF).Thestartofonetasksignifiesthefinishofanother

task.

SchedulingStrategies

• Forwardschedulingestablishesaprojectstartdateandthenschedules

forwardfromthatdate.Basedontheplanneddurationofrequiredtasks,

theirinterdependencies,andtheallocationofresourcestocomplete

thosetasks,aprojectedprojectcompletiondateiscalculated.

• Reverseschedulingestablishesaprojectdeadlineandthenschedules

backward from that date. Essentially, tasks, their duration,

interdependencies,andresourcesmustbeconsideredtoensurethatthe

projectcanbecompletedbythedeadline.

Activity5:AssignResources

• People–inclusiveofallthesystemowners,users,analysts,designers,

builders,externalagents,andclericalhelpthatwillbeinvolvedinthe

projectinanyway,shape,orform.

• Services–aservicesuchasaqualityreviewthatmaybechargedona

perusebasis.



• Facilitiesandequipment–includingallroomsandtechnologythatwill

beneededtocompletetheproject.

• Suppliesandmaterials–everythingfrom pencils,paper,notebooks,

tonercartridges,etc.

• Money–atranslationofalloftheaboveintothelanguageofaccounting,

thatis,budgeteddollars.

ResourceLeveling

• Thisisastrategyusedtocorrectresourceover-allocationsbysome

combinationofdelayingorsplittingtasks.

• Therearetwotechniquesforresourceleveling:

• Taskdelaying.

• Tasksplitting.

TaskSplittingandDelaying

• Thecriticalpathforaprojectisthatsequenceofdependenttasksthat

have the largestsum ofmostlikelydurations.The criticalpath

determinestheearliestpossiblecompletiondateoftheproject.

• Tasksthatareonthecriticalpathcannotbedelayedwithout

delayingtheentireprojectschedule.Toachieveresourceleveling,

criticaltaskscanonlybesplit.

• Theslacktimeavailableforanynoncriticaltaskistheamountofdelay

thatcanbetoleratedbetweenthestartingtimeandcompletiontimeofa

taskwithoutcausingadelayinthecompletiondateoftheentireproject.

• Tasksthathaveslacktimecanbedelayedtoachieveresource

leveling.

Activity6:DirecttheTeamEffort

• Supervisionresources.

• TheDeadline–ANovelaboutProjectManagement.

• TheOneMinuteManager.

• TheCareandFeedingofMonkeys.



• Stagesofteammaturity.

Activity7:MonitorandControlProgress

• Progressreporting.

• Changemanagement.

• Expectationsmanagement.

• Scheduleadjustments–criticalpathanalysis(CPA).

ActivityNetwork

• Precedencerelationsamongactivities.

• Twotypesofrepresentations:

• Activityonarrow(AOA)–Event2,Event3,Activity(2,3).

• Activityonnode(AON)–Arrowtoshowprecedence.

CriticalPathAnalysisandSlackTime

• Usingintertaskdependencies,determineeverypossiblepaththroughthe

project.

• Foreachpath,sumthedurationsofalltasksinthepath.

• Thepathwiththelongesttotaldurationisthecriticalpath.

• Findslacktimesfornon-criticaltasks.

BusinessPlanning

Thebusinessplanisausefulandversatiletool.Itisaguidethatcanalsobe

describedasthebusinessman’sbestfriend.Intoday’sglobalandhighly

competitivebusinessenvironment,enterprises,whetherlargeorsmall,cannot

hopetocompeteandgrowwithoutproperplanning.

TheImportanceofBusinessPlanning

• Businessplansandotherplanningdocumentsarevitaltowinning

agreementandsupport.Writingastrong,clearpropositioncanmeanthe

differencebetweenaprojectgoingaheadorsurvivingornot.Developing



abusinessplanrequiresalotoftimeandenergy,butit’sinvaluablefor

oneprimaryreason-itforcesyoutocometotermswithyourbusiness

idea.

• Thinkaboutwhatsetsyourbusinessapartbeforeapproachingpotential

investorsandlenders.Developafallbackplanandconsiderotheroptions

andcontingencies.Decidewhatyourbasicbusinessstrategyis,whether

todevelopasolidcustomerbase,goforgrowthorseektoconstantlyre-

shapethebusinesstoattractnewcustomerschasingnewproductsor

waysofselling;thentrytodecidewhatthiswilltake,whetheritplaysto

yourstrengthsandwhatresourceswillberequired,especiallythoseyou

don’talreadyhave.

• Growth-basedstrategiesrequirethegrouptobeexpertsonthemarket,

onindustryfeaturesandtheproductsandservicesbeingsoughtby

customers.Youcan’trelyonotherpeopletodoitsinceit’sthis

knowledgethatcanmakeorbreakabusiness.

• Onceinbusiness,keypersonnelcanbeoverwhelmedbytheday-to-day

demandsofmanaging.Yettherearemanystrategicdecisionsthathave

tobemadeaswell.Periodicbusinessplanningandreviewcanhelpto

avoidsuddencrisesinthebusiness,expensiveproblemsdeveloping,and

under-performanceatcriticaltimesoroverlongperiodsthatwillkillthe

business.

WhendoyoudoBusinessPlanning?

Businessplanningobviouslytakesplaceinavarietyofwaysandforavarietyof

reasons.Businessesgenerallyplanwhentheyfindthemselvesinthefollowing

situations:

• Startinganewbusinessoractivityorlaunchinganewproduct.

• Developingnewstrategiestodefendanexistingmarketposition.

• Whenattemptingtogrow thebusinessormaintaingrowthratesin

changingsituations.

• Fightingbackagainstnewcompetitorsoradversemarketconditions.

• Regularreviewofactivitiesandforward-planning.

• Riskandcontingencyplanningtocopewithunforeseeneventualities.



• Preparingthingslikelytooccurintheshort-term:arecession,take-over

orcampaignbyacompetitor.

• Copingwithotherevents.

TheBusinessPlan

Businessplanningcanbeahighlybeneficialexercisefortheentrepreneur.In

ordertoderivethedesiredbenefitsfrom businessplanningitisimportantto

takefullownershipoftheprocess,andmakeityourownfrombeginningtoend.

Whilethisdoesnotmeanthatyoushouldnotseekprofessionaladvicewhen

needed,youshouldbecareful,nottocommitthecommonmistakeofasking

otherstowritetheplanforyouorbeinginfluencedbyunqualifiedopinionseven

ifwellintentioned.

WhoWritestheBusinessPlan?

• Thechiefexecutive,managerorasmallexecutivegroupofthebusiness’

management group should take overallresponsibility.In some

businessessmallerunitswillneedtowritetheirowndevelopmentor

business plans,in which case the chiefexecutive willdelegate

responsibilitytotheserviceteamwhileshapingitsoverallapproachand

conclusions.

• Thebestapproachistopdown,bottomup,wherethemanagementgroup

decidesthestrategy,themanagerdevelopstheplaninlinewiththat

strategyandthewholeprocessisreviewed,changed,correctedand

improved,thenre-approved.

• Thekeywillbein how wellideas,strategiesand proposalsare

communicated.Ajointeffortcombiningthestrategicwiththeoperational

andbetweenmanagementandoperationalpersonnel,isagoodwayto

getcooperation,understandingandcommitment.

• Thereisnopointtoplanningifthepeoplechargedwithimplementation

havenoconfidenceintheplan,donotunderstanditorhavedifferent

priorities,leadingthem toimplementtheplaninthewrongway.This

meansplanningshouldinvolveeverybodywhowillbeinvolvedin

implementation,evenifit’sonlytohearobjectionswhichcanbe

incorporatedbeforethefinalversionisproduced.Itshouldbeyourplan.

Ifyoudouseoutsideexperts,lookforsomeonewhounderstandsyour

business,yourabilities,theresourcesavailabletoit,itsaimsand



operatingenvironment.

TheProcessofBusinessPlanning

• Businessplanningbeginsbydecidingwhatyouaretryingtoachieveand

theoutcomesyouareseekingortheproblemsyouaretryingtosolve.

Havingidentifiedthese,planningproceedsbyaseriesofsteps,as

follows:

• Describeyourbusinessactivitiesorplans.

• Outlinethecurrentstatusofthebusinessoritsplannedactivityin

Year1.

• Describetheexternalmarket,anycompetitionandwhereyou

placeyourselfinthemarket.

• Decidetheobjectivesoftheplanoveragivenperiodoftime.

• Developstrategiesforachievingtheseobjectives.

• Identifyrisksandopportunitiesofvariousstrategies.

• Developcopingstrategiesthatlimitrisksandexploitopportunities.

• Developaseriesofworkingplans.

• Calculatecostsandincomeaspartofanoverallfinancialplan.

• Ensurethestrategyissetdownclearlyandconcisely.

• Beflexible.Particularlywhenestimatinglikelyrisksandopportunities

youmaybeforcedtogo’backtothedrawingboard’,selectingdifferent

strategiesthatmightbelessgoodbutcontainfewerrisks.

• Theplanningprocessandwritingabusinessplanarealmostthesame

thing.Documentyourplansandtheplanningprocesswillhavewritten

mostofthebusinessplanforyou.

TheContentsoftheBusinessPlan

Everybusinessplanshouldaddressanumberoffundamentalissueswithout

whichitwouldnotbecomplete.Theseissuescanbegroupedundersixmajor

areasthatarethepillarsofeverybusinessactivitywhetherlargeorsmall.The

sixmajorareasare:



• SalesandMarketing.

• Operations.

• Humanresources.

• Finance.

• TechnologyandICT.

• ManagementInformation.

TheBusinessPlanFormat

• Inrealitythereisnostandardformatforthepresentationofagood

businessplan.Businessplansvaryincontentandsizeaccordingtothe

natureandsizeofthebusinessconcernedandontheemphasisthatis

placedoncertaincriticalareasasopposedtoothers.

UsefulPoints

• Table2.1liststheimportantelementsofabusinessplanandoffers

somesimplepointsthatneedtobetakenintoconsiderationinregardto

eachsection.Itisworthnotingthatthesepointsarebynomeans

exhaustiveandaremeanttoserveonlyasexamples.Thetableis

intendedtoprovideyouwithasimpleframework/formatuponwhichto

baseyourbusinessplan.

ASimpleFormat

• Theformatprovidesyouwithaframeworkforpresentingyourthoughts,

ideasandstrategiesinalogical,consistentandcoherentmanner.In

otherwordsthebusinessplanformathelpsyoutoclarifyyourownideas

andpresentthemclearlytoothers.

Table2.1–EssentialContentsofaBusinessPlan

Contents UsefulPoints
• ExecutiveSummary

Thissectionisabriefoverviewof
thewholeBusinessPlan.

• Highlighttheattractionsofyour
business.

• Show thatyourplan is well
researchedwithfigurestoback
upyourforecasts.

• Demonstrate yourmanagement
ability.

• Show thatyourproducthasa



market.
• EnterpriseDescription

It is important that you
demonstrate a clear
understanding ofthe business
youwouldliketobein.
You should also explain your
business concept and the
reasonswhyyouthinkitwillbea
success.

• Provide an overview of your
businessidea.

• Statewhyyouchosetogointo
thisparticularbusiness.

• Showanypersonalskillsand/or
experiencethatwillhelpyouin
yourbusiness.

• State why you believe the
businesswillbeasuccess.

• ProductorServiceDescription
Thissectionhelpsyou to think
aboutyourproductorservice
whichreflectsonyourabilityto
understand and caterforyour
clients’expectations.

• Describeyourrangeofproducts
orservices.

• Mentionplansfornewadditions
toyourrange.

• Speakaboutinnovativeideas.
• Whatvalue would the clients

placeonyourproducts?
• Whatwillyourclientsexpectfrom

yourproduct?
• Example: Quality, Design,

Reliability,Innovation,Reasonable
Price,CustomerCare.

• IndustryAnalysis
This section helps you to
understand the industrial
environmentyou intend to be
workinginandthroughityoucan
identifyimportantchangesthat
arelikelytotakeplaceinyour
market.

• Howbigisyoursector?
• How many companies operate

thissector?
• Whatarethegeneraltrends?
• Howisyourindustrychanging?
• How willthesechangesaffect

you?
• Are you aware of legislation

and/or regulations that could
affectyourbusiness?

• Haveyouthoughtaboutanyother
changes–political,economicor
technological–thatcouldaffect
yourbusiness?

• CompetitionAnalysis
Inordertocompetesuccessfully
inanybusinessyouneedtoknow
yourcompetitors.Itisusefulto
studyhowandwhytheyachieve
success.Also you need to be
awareoftheirfailurestoavoid
committingthesameerrors.

• Whoareyourcompetitors(local
andforeign)?

• Whatare theirstrengths and
weaknesses?

• Howcanyoubedifferent?
• How can you become more

competitive?

• SWOTAnalysis • Internal



S=Strengths
W=Weaknesses
O=Opportunities
T=Threats
Thissectionenablesyoutolook
closelyattheinternalstrengths
and weaknesses of your
business,andtoidentifyexternal
threats and potential
opportunities.

Whatareyourstrengths?
Whatareyourweaknesses?

• External
Whataretheopportunities?
Whatarethethreats?

• MarketingSub-Plan
Itisnousehavingthegreatest
productintheworldifyoucannot
sellit.
This section focuses on your
potentialcustomersandallows
youtoseewhetheryourproducts
cansatisfytheirneeds.

• IsthemarketStatic,Growingor
Declining?

• Whatmarketsegment/sdoyou
wishtooperatein?

• Whoareyourtargetclients?
• Do you have niche ormass

marketproducts?
• Whatisyourpricingpolicy?
• How doyoucomparewiththe

competition?
• How doyouintendtosellyour

product?
• Wheredoyouintendtosellyour

product?
• OperationsSub-Plan

Thissectionhelpsyoutolookat
yourinternaloperationsindetail
toseeifyourbusinesscanberun
efficiently and effectively. It
drawsattentiontoyourteamand
allowsyoutodevelopstrategies
for good and effective
management.

• Howstrongareyourmanagement
systems?

• generalmanagement
• marketingmanagement
• financialmanagement

• Howwillyouensureanefficient
productionsystem?

• Haveyouthoughtaboutquality
certification?

• Howimportantarehealth&safety
standardsforyourproduct?

• Doyouintendtoinvestinproduct
development?

• Willyouinvestinneworsecond
handequipment?

• Hasconsiderationbeengivento
where the equipment was
manufactured?

• HumanResourcesSub-Plan
Peoplearethegreatestresource
ofany business venture.This

• Describe your management
structure.

• Whattechnicalskills willyour



sectionfocusesyourattentionon
yourwork force,theirtraining
needsaswellastheirmaterial
needsintermsofhealth&safety,
professional development, job
satisfactionandremuneration.

employeeshave?
• Doyouneedtoinvestintraining?
• How will you motivate your

workforce?
• How will you monitor their

performance?
• THEBUDGET

Thebudgetprovidesthefinancial
planningdetailforeveryaspectof
the business, for example,
employee costs, rent, IT
investments, machinery costs,
salesvalue,directmaterialcosts,
shippingandfreightcharges,etc.
Theultimatetargetthatshould
resultfrom the budgetis the
budgetednetprofit.Itisakeytool
foroperatingthebusiness,andby
facilitatingcomparisonofactual
performance versus budgeted
performance,it highlights the
operating variances to
management.
The budgeted netprofit,after
taxation,when expressed asa
percentageofthenetinvestment
inthebusiness,givestheReturn
OnInvestment–ROI–thesingle
mostimportantpieceoffinancial
dataandthereasonforbeingin
businessinthefirstplace.

• Howwillyougoaboutsettingup
thebudget?

• Howoftenwillyoureviewactual
performanceagainstbudget?

• Howwillyoucarryoutthetaskof
lookingintothereasonsforthe
variancesand taking corrective
action?

• OnwhatbasiswillyousettheROI
thatyouwishthebusinesstogive
you?

• Liquidity
Liquidityisfundamentaltoevery
businessinrelationtobeingable
totradeandmeetobligations.
Managementmonitorstherisksin
liquidity by tracking cash
movements with a Cash Flow
Forecastensuringadequatecash
orfacilitiesto raisemoneyto
carryoutthebusiness.

• Howwillyoukeepcontrolofyour
cashflow?

• Howwillyoufinancethechanges
youmayneedtomakeinyour
business?

• FinancialSub-Plan
Business is all about the
management of products,
servicesandmoney.Toenable

• Keepmanagementaccountsand
produce them with regular
frequency.

• Willyouprovidetheresourceto



managementtodotheirjob,the
tooltheyneed ismanagement
information.
Informationrelatingtobusiness
performance is transmitted via
managementaccounts.Theseare
therefore a very powerfuland
essentialreporting mechanism
requiringhighpriorityattention.
Successful businessmen
understandhowmoneyworksbut
needtohavetheinformationto
supportthedecisionmaking.

develop the contents of the
managementaccountstoprovide
qualityinformation,both within
thebusinessandwithexternal
informationthatwouldbestassist
andsupportmanagementtodo
theirjobefficiently?

• Selected Options and Critical
Measures
Followingacarefulanalysisof
yourbusinessyoushouldnowbe
inapositiontomakealistof
logicaloptionsopentoyou.
Once the options have been
identified,you should be in a
positiontolistanumberofcritical
measures that need to be
implemented in line with the
optionsyouhaveselected.

• Asaresultoftheanalysiscarried
outin the preceding sections
make a list of the critical
measuresyouneedtocarryout.
Example:

• Lookintoenergysavings
efficienciesonmachinery.

• ApplyforISOcertification.
• Invest in training for

management.
• Invest in training for

employees.
• Employnewstaff.
• Carryoutmarketresearch.
• Invest in Information

TechnologySystems.
• Seeknewpremises.
• Seekforeignpartners.
• Look for new market

segments.
• Others.

• MilestoneSchedule
Thisisalistofallthecritical
measuresthatarementionedin
the Business Plan. When
implemented,themeasuresinthe
milestoneschedulewillhelpyour
enterprisebecomemoreefficient.

• Once you have identified the
criticalmeasures,youshouldplan
theirimplementation.

• List allthe important critical
measures.

• Listthe time frames forthe
implementation ofeach critical
measure.

• Estimate the cost of
implementation ofeach critical
measure.



KeepingitSimple

• Thebusinessplanformatissimpleandeasytofollow.

• Itisdesignedasaguidetohelpyouunderstandyourbusinessbetter.

• Ithelpsyoutoanalyseyourstrengthsandweaknesses,andmakesyou

thinkaboutyourgoals.

• Italsohelpsyoutodeveloptherightstrategiesinordertoachieveyour

goals.

Note:

• Businessplanninginvolvesathinkingprocess.Itisnothowmuchyou

writebutwhatyouwritethatmatters.

• Eachsectionofthebusinessplanisdirectlylinkedtotheothersand

cannotbeviewedinisolation.Thus,forexample,youcannotspeakof

marketingstrategieswithoutconsideringtheirimplicationsonyour

humanresources,operationalandfinancialrequirements.

• Everydecisionyoutakeinoneareaofyourbusinesshasadirectbearing

onallothers.

UsingthePlan:Implementation

• Thebusinessplancreatesthebasicfoundationfromwhichyoucanbuild

abusinessandsomethingyoucancompareprogressanddevelopment

to.Onimplementation,askyourself:

• Areyouachievingwhatyousetouttoachieve?

• Hasimplementationfollowedtheplanandifnot,whynot?

• Weretherisksproperlypredictedandhaveopportunitiesbeen

realised?

• Havecostsbeeninlinewithforecasts?

MakingitHappen

• Communicatetheplanwidely.Makesurethatyouhavethewidest

possibleunderstandingandcommitmenttoitsaimsanddeliveryplans.



• Organizethebusinessinwaysthatensurethebusinessplanisatthe

heartofoperationsthroughoutthebusiness.

• Clearlydefinerolesandresponsibilitiesandcommunicatethemtostaff

andotherkeypeople.

• Setpersonalobjectivesforeveryemployeeandvolunteer,agreedwith

thatperson.

• Developindividualbudgetstosupportvariousaspectsofimplementing

theplanandassignresponsibilityformanagingthebudgets-withclear

spendinglimits-toindividualstafforstaffteams.

• Distributethebudgetsandoperational/deliveryplans.

• Monitorprogress,performanceandoutcomes;controlspendingand

timetables.

• Rewardsuccessfulperformance.

• Takecorrectiveactionasrequired.Revisestrategiesandplansif

necessary.

• Ensurepeoplewhoneedtoknowarekeptinformedandensurethat

issues,outcomesand otherinformation aboutimplementation are

availablewhenthenextplanningexercisecomesalong.

Whileyouareimplementingthebusinessplan,don’tforgettokeepchecking

progress.Reviewdevelopmentsagainsttheplan.Learnfromevents;adjustthe

planasrequiredwithintheconstraintsofthebusiness(time,money,and

people).



Chapter3

HUMANRESOURCESMANAGEMENT

QUESTIONS

• Definethetermhumanresourcesmanagement.

[2]

• Stateanyfourfunctionsofhumanresourcemanagement.

[4]

• Differentiatebetweenpersonnelmanagementandhumanresources

management.[4]

• How usefulis the human resources department to a timber

manufacturingfirm. [6]

• Justify the need fora human resource departmentto a timber

manufacturingfirm. [6]

• Whatarethedifferencesbetweenrecruitmentandselection?

[3]



• Definethefollowingterms:

a)Recruitment

[2]

b)Selection

[2]

• Explainanytwointernalandtwoexternalsourcesofrecruitment.

[4]

• Differentiatebetweeninternalandexternalrecruitmentusingexamples.

[3]

• Explainanythreefactorswhichaffectrecruitment.

[6]

• Definethetermjobanalysis.

[2]

• Explainwhyjobanalysisisofgreatimportancewhenrecruitinganew

[2]

accountant.

• Whywouldafirmprefertouseinternalrecruitmentwhenrecruitingan

[2]

accountantthanexternal.

• Howusefulisexternalrecruitmenttoacementmanufacturingfirm.

[4]

• Assesstheusefulnessofinternalrecruitmentwhenrecruitinganew

accountant. [4]

• Howusefulareemploymentagenciesinrecruitingemployees.

[4]

• Givetwo reasonswhymostoftheorganisationsarenow using

employment [2]

agenciesinrecruitment.

• Drawupajobanalysisforatypicalsecretary.

[6]

• Differentiatebetweenjobspecificationandjobdescription.

[3]



• Evaluatetheusefulnessofjobanalysistoafirm inthemanufacturing

sector. [6]

• Explainanythreefactorsthatinfluencetheselectionprocess.

[6]

• Explaintheselectionprocessofanorganisationofyourchoice.

[25]

• Definethetermshortlistinginselection.

[2]

• Explainanythreetypesoftestsusedinselectionofemployees.

[6]

• Howusefulareinterviewsinselectingemployeesforajob.

[5]

• Explainanytwotypesofinterviews.

[4]

• Givereasonswhymedicalexaminationsareimportantwhenrecruiting

new [4]

employees.

• Whatarethecontentsofamedicalexamination?

[4]

• How usefulis the contractofemploymentwhen recruiting new

employees? [6]

• Justifytheneedforinductiontrainingtoamanufacturingfirm.

[4]

• Distinguishbetweentraininganddevelopment.

[2]

• Howusefulistrainingtoamanufacturingfirm?

[4]

• Explainanytwomethodsoftraining.

[4]

• Giveanytwoon-the-jobandanytwooff-the-jobtrainingmethods.

[4]



• Definethetermtraining.

[2]

• Whatisatrainingprogram?

[2]

• Evaluatetheusefulnessofon-the-jobtrainingtoamanufacturingfirm.

[4]

• Underwhatcircumstancesmightafirmadopton-the-jobandoff-the-job

training? [4]

• Definethetermperformanceappraisal.

[2]

• Howusefulisperformanceappraisaltoafirmintheserviceindustry?

[6]

• Distinguish between performance appraisal and performance

management. [2]

• Whataretheproblemsassociatedwithperformanceappraisal?

[3]

• Definethetermjobevaluation.

[2]

• Isjobevaluationnecessarytoamanufacturingfirm?

[6]

• Assesstheusefulnessofhumanresource/manpowerplanningtoa

servicesector.[6]

• Define the term collective bargaining to an organisation in the

manufacturing [6]

sector.

• Assesstheusefulnessofcollectivebargainingtoanorganisationinthe

[6]

manufacturingsector.

• Justifytheneedforcollectivebargainingtoafirm.

[4]

• Whatisastrike?



[2]

• Stateanythreeorganizedandthreeunorganizedformsofindustrial

action. [6]

• Definethetermlabourturnover.

[2]

• Explainthecausesandeffectsoflabourturnover.

[5]

• Howmightmanagementattempttoreducetheleveloflabourturnover?

[5]

• Stateanythreecausesofstrike.

[3]

• Stateanyfourcostsofstrikes.

[4]

• Definethetermindustrialrelations.

[2]

• Whataretheindicatorsofpoorindustrialrelations?

[4]

• Howwouldyouattempttoovercomepoorindustrialrelations?

[4]

• Whateffectdoesworkersinvolvementandparticipationhavetoan

organisation? [6]

• Showhowandwhymanagementmightencourageworkersparticipation

inan [25]

organisation.

• Whatroledoesthefollowingplaytoanorganisation?

a)Healthandsafety

[4]

b)Tradeunions

[4]

c)Workers’committee

[4]

• Anewlyappointedpersonnelmanagerhasannouncedthatthereispoor



industrialrelationsinanorganisation.

a)Whatsymptomsmighthehaveobserved?

[10]

b)Ifyouwerethepersonnelmanagerhowwouldyouattempttoensure

good [15]

industrialrelations?

• Evaluatethemethodswhichcanbeusedbyanorganisationtoassess

the [25]

effectivenessofapersonnelmanager.

• Howmightafirmgainfromemployingapersonnelmanager?

[2]

• Explainthereasonswhyorganizationalchangeisinevitable.

[4]

• Stateanyfourcausesofchange.

[4]

• Explainanytwomethodsofchange.

[4]

• Whydoworkersresistchange?

[4]

• Whymayfearleadtoresistancetochange?

[3]

• Explainanythreestrategiesthatafirm mightemploytomanage

resistanceto [6]

change.

• Howdoworkersresistchange?

[4]

• Evaluatethedifferentmethodswhichcanbeusedbyanorganisationto

[25]

effectivelymanageresistancetochange.

• Definethetermconflict.

[2]

• Stateanyfourcausesofconflicts.



[4]

• Whyisorganizationalconflictinevitable?

[4]

• Howusefulisconflicttoanorganisation?

[6]

• Howmightafirmattempttoresolveconflicts?

[6]

• Evaluatethedifferentmethodsthatafirmmightusetomanageconflicts.

[25]

• “Organizationalconflictisnotalwaysdetrimental.”Discuss.

[10]

• Whatmightbethepossiblebenefitofconflicts?

[5]

• Whatfactorsmaydeterminethechoicebetweenon-the-jobandoff-the-

job [6]

training?

• Givereasonswhyconflictsareinevitableinalargeorganisation?

[6]

• Discusshowafirmmightresolvethepaydisputewiththeworkers.

[10]

N.B.:Show advantagesanddisadvantagesofnegotiation,conciliation,

arbitrations.

• Criticallyexaminetheschemesmanagersmightusetowidenthe

employees [15]

participationintheworkplace.

N.B.:Includeevaluationofschemeslikequalitycircles,MBOS,teamworking,

workerscouncilsetc.

• Evaluatehowhumanresourcemanagementmightaffectsuccessofa

business. [25]

• Discusswhymanagersshouldworryabouthighlabourturnover.

[12]



• “Thetrainingofworkersisanunnecessarybusinesscost.”

a)Towhatextentdoyouagreewiththisstatement?

[12]

HUMANRESOURCESMANAGEMENT

Humanresourcesmanagementisthestrategicapproachtotheeffective

managementofanorganization’sworkerssothattheyhelpthebusinessgaina

competitiveadvantage.

Itisthemanagementofpeopleatwork.

Differences between Human Resources Management and Personnel

Management

HumanResourcesManagement PersonnelManagement
• Itisamodernterm. • Itisatraditionalterm.

• Manpoweristreatedasassets.
• Manpoweristreatedasmachines

ortoolsofwork.
• Decisionmakingisfast. • Itisslow.
• Basispayon job performance

evaluation.
• Basispayonjobevaluation.

• Individualcontracts existwith
eachemployer.

• Negotiationsbasedoncollective
bargainingwithunionleader.

Roles/FunctionsofHumanResourcesManagement

• Planningtheworkforceneedsofthebusiness.

• Recruitingandselectingappropriatestaffusingavarietyoftechniques.

• Compensation,administrationandrewardmanagement.

• Jobevaluation.

• Healthandsafety.

• Policyinitiationandformation.

• Appraising,traininganddevelopingstaffateverystageoftheircareers.

• Preparingcontractsofemploymentforallstaffanddecidingonwhether

theseshouldbepermanentortemporary,fullorpart-timeworkers.



• Involvingallmanagersindevelopmentoftheirstaff,emphasizingthat

thisisnotjusthumanresourcesresponsibility.

• Improvingstaffmoraleandwelfare.

• Developingappropriatepaysystemsfordifferentcategoriesofstaff.

• Measuringandmonitoringstaffperformance.

RecruitmentandSelection

Recruitment

• Oncethemanpowerrequirementsaredetermined,recruitmentbegins.

• Recruitmentis a process ofidentifying the sources ofpotential

employees and encouraging them to apply forthe jobs in the

organisation.

• Itcanbedefinedastheprocessofattractingpotentialemployeestothe

company.

• Recruitmentprovidesapoolofcandidatesfrom whichpersonnelwith

requiredskillscanbeselected.

SourcesofRecruitment

InternalSources

• Internalrecruitmentconsistofrecruitingpersonnelalreadyworkinginthe

enterprise.Manyorganisationsfilljobvacanciesthroughpromotionsand

transferofexistingstaff.

AdvantagesofInternalRecruitment

• Keepsemployeeshappyandhighinmorale.

• Applicantsmayalreadybeknowntotheselectionteam.

• Applicantswillalreadyknowtheorganisationanditsinternalmethods–

noneedforinductiontraining.

• Cultureoftheorganisationwillbewellunderstoodbytheapplicants.



• Oftenquickerthanexternalrecruitment.

• Likelytobecheaperthanusingexternaladvertisingandrecruitment

agencies.

• Givesinternalstaffacareerstructureandachancetoprogress.

DisadvantagesofInternalRecruitment

• Existingemployeesmaynotbefullyqualifiedforthenewjob.Required

talentmightnotbeavailable.

• Internalcandidatesbecomeaccustomedtothecompany’sworkpatterns

andassuchmaylackoriginalityandfreshoutlook.

• Thismethodnarrowsthechoiceanddeniestheoutsidersopportunities

toprovetheirwork.

• Disputesmayariseanddemotivationassomearechosenwhileothers

arenot.

ExternalSources

• Thiscantaketheform ofadvertisinginnewspapersandjournals,

educationalinstitutionsandetc.

AdvantagesofExternalSources

• Externalapplicantswillbringnewideasandpracticesthebusiness.This

helpkeeptheexistingstafffocusedonthefutureratherthantheway

thingshavealwaysbeendone.

• Shouldbeawidechoiceofpotentialapplicants,notjustlimitedto

internalstaff.

• Avoidsresentmentsometimesfeltbyexistingstaffifoneortheirformer

colleaguesispromotedabovethem.

• Standardsofapplicantscouldbehigherthanifjustlimitedtointernal

staffapplicants.

DisadvantagesofExternalSources

• Itcreatesheart-burninganddemoralizationamongexistingpersonnel.



• Itisexpensive.Greatertimeandmoneyhavetobespentonadvertising,

testsandinterviews.

• Senseofinsecurity.

• Dangersofmaladjustment.Somecandidateschosenfromoutsidemay

failtoadjusttothenewenvironment.

FactorswhichAffectRecruitment

• Jobanalysis.

• Description.

• Personspecification.

• Labourmarketanalysis.

• Employmentlaw(equalemploymentopportunities).

• Organizationalgoals.

• Urgencyofthevacancy.

• Governmentregistration.

MethodsofExternalRecruitment

1.Walk-Ins

• Individualswillbecomeapplicantsbywalkingintothecompany.

• Itisformalandlessexpensive.

Disadvantage

• Theorganisationmightnotgettherequiredpeople.

2.EmploymentAgencies

• Theyactasmediatorsbetweenjobseekersandtheorganisation.The

organisationisassuredtoemploytherightpersonforthejob.

Disadvantage



• Itisveryexpensive.

3.Referrals

• Thesearewordsofmouthadverts.Employeesarerewardedfrom

referringskilledemployeestoorganisations.

• Theproblemisthatitcreatesnepotismwherebyemployeesbringfriends

andrelatives.

4.ProfessionalAssociations

• Thesemayadvertisetheirvacanciesintheirnewspapers,journalsandat

annualgeneralmeeting.

Advantage

• Informationissendtoskilledemployees.

5.Advertisements

• Theycanadvertisethroughnewspapers,internet,etc.

Advantage

• Itischeaperbecausetheadvertwillappeartomany.

Disadvantage

• Itmaybeexpensivebecauseresourcesmaybewastedifallapplicants

donotmeettherequirements.

6.EducationInstitutions(Schools,Colleges,Universities)

• Organisationsmakeuseoftheseeducationalinstitutions.

Advantage

• Theorganisationwillemployyoungandenergeticworkers.

Disadvantage

• Thesepeoplemaylackexperience

Selection



• Itisaprocessofmakingachoiceoridentifyingthoseemployeeswho

meettheexpectedstandardofthejob.

• Itis a process ofcarefullyscreening the candidates,who offer

themselvesforappointmentsoastochoosethemostsuitableperson.

StepstakenintheSelectionProcess

1.Shortlisting/InitialScreening

• Itinvolvesfindingifthecandidatehasminimumqualificationsfromthe

jobanditisdonetosavetime.

2.ApplicationForm

• Itisfilledintheapplicant’shandwritingforproperidentification.

3.Testing

• Itisusedtoprovideaclearpictureoftheapplication.

TypesofTests

• AptitudeTest–Thismeasuresyouraccuracyandspeed.

• AchievementTest–Itmeasurestheacquiredskillsorknowledge.

• VocationalTest/InterestTest–Usedtofindwhethertheapplicantlikes

thejob.

• PersonalityTest–Measureshowindividualsinteractwithothers.

• AttainmentTest–Itmeasuresqualificationsofemployees.

FactorsthatAffecttheSelectionProcess

• Natureoftheorganisation–Wheretheorganisationhasreachedan

advancedstageintermsoftechnology,itmayrequirehighlyskilled

employeesornot.

• Sizeoftheorganization–Smallorganizationsuseaninformalprocess

meaningeducation,experienceandqualificationsarenotimportant.

• Numberofcandidatesforaspecificjob–Alargenumberofqualified



personnelmightrequireasophisticatedprocess.

• Tradeunions–Theycandictateselectioncriterion.

• Governmentlegislation–Itrequiresequalemploymentopportunities.

• Referencechecks–Thesearetelephoneinquiriesfromemployers.

Interviews

• Duringtheinterviews,theorganisationwouldfindmoreaboutthe

applicant’sbackgroundandtheworkerwillhavetheopportunitytoask

moreabouttheorganisation.

• Theinterviewsaskonareassuchashomebackgrounds,familyand

organisation.

TypesofInterviews

1.PlannedInterview

• Questionsarepreparedinadvanceandanareatobefocusedonsuchas

workexperience.

2.StressInterview

• Itisusedtoassesstheattitudeoftheindividual.Thisfrustratesthe

intervieweesbyputtingthemunderpressure.Theaimistoknowwhether

theintervieweecancontrolhisbehaviororemotions.

3.ExitInterview

• Isdonewhentheemployeeleavestheorganisation.

4.PanelInterview

• Areconductedbythreeormorepeopleandhavetheadvantageofbeing

moreobjective.

LimitationsofanInterview

• Canbebiased.

• Manyabilitiescannotbemeasuredbyaninterview.



• Itistimeconsumingandcostlytotheorganisation.

ImportanceofMedicalExaminationtoanOrganisation

• Torejectthosewhosephysicalqualificationsareinsufficientforthejob.

• Toobtainarecordofthephysicalconditionoftheapplicantatthetimeof

employment.

• Topreventemploymentofthosewithcontagiousdiseases.

• Toplacethosewhoareemployablebutwhosephysicalcondition

requiresanassignmenttospecificduties.

• Therefore,medicalexaminationsshouldbeusedasapositiveandinthe

selectionprocessandnotasadevicetoeliminateothers,thosewhoare

physicallyhandicappedmustbesupported.

ContentsoftheMedicalExaminations

• Medicalhistory.

• Height.

• Weight.

• Bloodpressure.

• Vision(eyesight).

ManpowerPlanning

• Itisaprocessbywhichafirmensuresthatithastherightnumberof

peopleandtherightkindofpeopleandtherightplaceandtime.

• Itcanbedefinedasaprocessofforecastingmanpowerneedsand

developingappropriatepoliciesandprogrammestomeettheneeds.

• Itcanbedefinedasanappraisalofanorganisation’sabilitytoperpetuate

itselfwithrespecttoitsmanagementasadeterminationofmeasures

necessarytoprovideessentialtalent.

AdvantagesofManpowerPlanning



• Itanticipatespersonnelneedsoftheorganisationinfuturesothat

advancepreparationmaybemadeforprocurementanddevelopmentof

therequiredpersonnel.Itavoidshurriedandemergencystaffing.

• Itisanessentialcomponentofstrategicplanning.Itseeksnotsimplyto

meetshort-termreplacementneedsbutisbasedonlong-rangeplansfor

theorganisation.

• Itfocuses on the working conditions and relationships in which

individualsfunction.

• Itrevealsthepotentialandshortcomingsofexistingstaff.

• Itprovidesadequatecontrolmeasurestoensurethatthenecessary

personnel are available as and when required. It anticipates

redundanciesandavoidsunnecessarydismissals.

• Helpprovidessufficientstaff,thatis,itavoidspotentialsurplusand

shortagesofpersonnel.

• Itenablestheorganisation to copewith changesin themarket,

technology,productsandcompetition.

• Ithelpsinmakingthebestuseofmanpowerresourcesandinimproving

thequantityandqualityofmanpower.

• Itcompelsmanagementcontinuouslytolookaheadandappraisethe

tasksoftheenterprise.Itrevealspotentialtroubleshotslikeshortagesof

personnel,over-staffingandunderutilizationofskills.

DisadvantagesofManpowerPlanning

• Moremoneywillbespentintheprocess.

• Smallfirmsmightfailtocomeupwithahumanresourcespanel

department.

• Problem ofpredictingexternaleventse.g.,howmanyemployeesare

required.

• Itssuccessdependsontheskillsofthehumanresourcespaneltocome

upwiththerightpeople.



Training

• Itisanorganizedprocessfortheincreasingtheknowledgeandskillsof

peopledoingaparticularjob.

• Itisalearningprocessinvolvingtheacquisitionofskillsandattributes.

TrainingandEducation

• Training is concerned with importing specific skills forparticular

purposes.Thepurposeoftrainingistobringaboutimprovementinthe

performanceofwork.Itincludeslearningofsuchskillsasarerequiredto

doaspecificjobinabetterway.Themajorburdenoftrainingfallsonthe

employees.

• Ontheotherhand,educationisbroaderinscopeandmoregeneralin

purpose.Itinvolvesincreasinggeneralknowledgeandunderstandingof

totalenvironment.

• Formaleducationisgiveninaschoolorcollegewhereastrainingis

vocationalandgenerallyimpartedattheworkplace.

• Traininghasmoreimmediateutilitarianpurposethaneducation.The

majorburdenofeducationfallsonthestate.However,thetwocantake

placesimultaneously.

TrainingandDevelopment

• Trainingimplieslearningthebasicskillsandknowledgerequiredfora

particularjob.Ontheotherhand,developmentinvolvesthegrowthof

individualsinallrespects.

• Intrainingnon-managerialemployeesthefocusisonimpartingmanual

skills,technicalproceduresandroutinemethods,butmanagersrequire

generalizedconceptualskills.

• Trainingisjobcenteredwhereasdevelopmentiscareerbound.

• Managementdevelopmentaimsatincreasingthecapacityforfurther

tasksofgreaterdifficulty.Therefore,thecontentsandtechniquesof

employeetrainingmaydifferfrom thoseofmanagementdevelopment.

Developmentismoreakin to education than training.Itinvolves

developingthewholepersonphysically,mentallyandsocially.



DifferencesbetweenTrainingandDevelopment

Training Development
• Itistheacquisitionofknowledge,

skills and competences as a
resultofteaching.

• Developmentisconcernedwith
making the employee more
efficientandproductiveatwork.

• Training includes on-the-job
training,inductionandseminars.

• Developmentrefers to a more
personalized, individual
experience,jobrotation,coaching.
Training can also be partof
development.

• Focusonimmediateresults. • Leads to development of
tomorrow’sresults.

• Trainingisgroupbased. • Developmentisindividualbased.
• Training focuses on short-term

goals of the company (task
oriented).

• Development focuses on the
employeeasapersonandisan
on-goingprocesswhichcontinues
wellbeyondtraining.

• Trainingprovidestheskills. • Development maximizes the
skills.

PurposesofTraining

• Tosupportnewemployees(individualtraining).

• Toimproveproductivity.

• Toincreasemarketingeffectiveness.

• Tosupporthighstandardsofcustomerserviceandquality.

• Tofacilitateintroductionofnewtechnologysystemsandotherchanges.

• Tosupportemployeeprogressionandpromotion.

• Givingdirectionstoorganisationactivities.

EffectiveTraininghasthefollowingBenefits

• Highquality.

• Betterproductivity.

• Motivationthroughgreaterempowerment.



• Lesssupervisionisrequired.

• Moreflexiblethroughbetterskills.

• Easiertoimplementchangeintheorganisation.

• Betterrecruitmentandemployeeretention.

MethodsofTraining

1.InductionTraining

• Itistheprocessofintroducinganewemployeetotheorganisationand

theorganisationtotheemployee.

• Itinvolvestrainingofnewemployees.

• Itisimportantto devicean induction programmeto ensurethat

employees:

• Areintegratedasquicklyaspossible.

• Understandtheirresponsibility.

• Learn the relevantaspects ofthe mission,culture,policies,

proceduresandmethodsofworking.

• Feelcomfortable,motivatedandproductiveassoonaspossible.

• Itavoidscostlymistakesbynewemployeesnotknowingprocedures

andtechniquesofthenewjob.

• Reducehigherlabourturnover.

Thefollowingareasmaybeconcludedintheinductiontraining:

• Seeingthelayoutofthepremises.

• Learningthevaluesandaimsofthebusiness.

• Learningabouttheinternalworkingandpoliciesofthebusiness.

• Identifytheneedsofthenewemployees.

• Learningaboutthedutiesofthejob.



• Meetingnewcolleagues.

ConditionsforEffectiveInductionTraining

• Youmustconsidertheneedsofthenewemployees.

• Provideaninductionbookletforreferencepurposes.

• Reflecttheorganisationrolesandculturethroughthefirm’spoliciesand

missionstatement.

• Enoughtimemustbegivenfortheinductiontraining.

On-The-JobTraining(InternalTraining)

• Employeesreceivetrainingwhilstremainingintheworkforce.

• Itallowsemployeestolearnastheywork.

• Themainmethodsof“on-the-jobtraining”include:

• Demonstrating/Instructing–Showingtheemployeehowtodothe

job.

• Coaching–Amoreintensivemethodoftrainingthatinvolvesaclose

relationshipbetweenexperiencedemployeesandthetrainee.

• Projects–Employeesjoininprojectteamswhichgivethemexposure

tootherpartsofthebusinessandallowthem totakepartinnew

activities.

AdvantagesofOn-The-JobTraining

• Itiscosteffectiveandeasytoorganise.

• Trainingalongsiderealcolleaguescanmotivatethetrainee.

• Itisanopportunityforworkerstolearnwhiledoingthejob.

• Aidstoproduction.

• Itisspecifictoajobandnotgeneral.

DisadvantagesofOn-The-JobTraining



• Qualitydependsontheabilityofthetraineeandthetimeavailable.

• Learningenvironmentmightnotbeconducive.

• Potentialdisruptiontoproduction.

• Badhabitsmaybepassedon.

Off-The-JobTraining(ExternalTraining)

• Thisoccurswhenemployeesaretakenawayfromtheirworkplacetobe

trained.

• Examplesincludedistantlearning,eveningclasses,self-study,and

sponsoredsourcesinhighereducation.

AdvantagesofOff-The-JobTraining

• Awiderangeofskillsandqualificationscanbeobtained.

• Canlearnfrom outsiderspecialistsorexperts,workerscanbemore

confident.

DisadvantagesofOff-The-JobTraining

• Moreexpensive,forexample,transportandaccommodation.

• Employeesmaynowhavenewskillsandqualificationsandmayleavefor

betterjobs.

• Losttimeofworkandpotentialoutput.

• Newemployeesmaystillneedsomeinductiontrainingwhichcanbea

costtothefirm.

TrainingLinkstoMotivationofStaff

Assumingtrainingiseffective:

• Employeesfeelmoreloyaltothebusiness.

• Showthatthebusinessistakinganinterestinitsworkers.

• Employeesbenefitfrombetterpromotionopportunities.



• Itisanopportunitytodevelopnewskillsandknowledge.

BenefitsofTrainingtotheEmployer

• Improvesquality.

• Improvesmotivationofstaff.

• Betterhealthandsafetyhelpingthefirm reduceaccidentsandraise

standards.

• Moreeffectiveuseofstaffandlesscosts.

• Training brings in new ideas and skills thatimprove efficiency,

productivityandprofitability.

• Lesssupervisionofworkers.

CostsofnotTraining/IndicatorsthatTrainingisneeded

• Higherlevelofwastageorreworkhenceincreasedcostandlower

productivity.

• Moreaccidents,lackofintegrationandcoordinationofjobs.

• Lackofmulti-skilledandflexibleworkforce.

• Poorcustomersatisfaction,forexample,morecomplaints.

• Defectivegoods.

• Lowmorale.

MeasuresUsedtoAssessEffectivenessofTraining

• Levelofmotivation.

• Levelofproductivity.

• Numberofcustomercomplains.

• Qualityofproducts.

• Levelsofindustrialdisputes.



• Skillslevels.

• Flexibilityofworkforce.

JobAnalysis

• Itinvolves acquiring desired knowledge aboutthe job within an

organisation.

• Itisaprocessofdeterminingandreportingpertinentinformationrelating

tothenatureofthespecificjob.Jobanalysistriestodefinethejobs

withinthefirmandbehaviornecessarytoperformthem.

• Italsodefinesajobdescriptionandjobspecification.

JobDescription

• Itisabroadstatementofthepurpose,dutiesandresponsibilitiesofthe

jobholder.

• Itshouldcovertheaspectssuchasjoborpayablelittleresources

availableetc.placeinthehierarchicalstructure,how thejobwillbe

assessedandmeasuredetc.

AdvantagesofaJobDescription

• Itassistsinmanpowerplanning.

• Italsohelpsinperformanceappraisal.

• Itidentifiestheneedfortraining.

• Ithelpsinrecruitmentandselection.

• Bothmanagementandemployeeshaveastatementofwhatisexpected

ofasuccessfulapplicant.

• Employeeshavestrongcaseforrefusingtodotasksthatwerenot

includedinthejobdescription.

• Itcanalsobeusedinjobevaluationtoestablishpaystructureandhelps

inidentifyingtrainingneeds.

DisadvantagesofaJobDescription



• Inarapidlychangingenvironment,rigidadherencetoajobdescription

couldstifleinnovationandthemuchneededchange.

• Iftheyarepoorlywrittenusingvagueratherthanspecifictheymight

providelittleguidancetoworkers.

• Sometimesjobdescriptionsarenotupdatedasthedutieschange.

PersonSpecification

• Thisinvolvesspecifyinginformationabouttheneedssuchasskills,

knowledgeandabilityrequiredofthepersontotakethejob.

• It covers the knowledge, experience, physical characteristics,

qualificationsandageofthecandidate.

• Itislikeaperson’sprofileanditwillhelpintheselectionprocessby

eliminatingapplicantswhodonotmatchupthenecessaryrequirements.

ContractofEmployment

• Itisalegaldocumentthatsetsoutthetermsandconditionsgoverninga

worker’sjob.

• Itisalegallybindingdocument.

• Thecontractdetails:

• Theemployee’sresponsibility.

• Workinghours.

• Rateofpayandholidayentitlements.

• Thenumberofdaysofnoticethatmustbegivenbytheworkerwhen

hewantstoleave.

• Thecontractprovidesresponsibilityonboththe:employer–toprovide

theconditionsofemploymentlaiddownandtheemployee–toworkto

thestandardsspecifiedinthecontract.

AdvantagesofaContractofEmployment

• Itcreatesaworkablerelationshipbetweentheemployerandemployee.



• Itshowsthedetailsofthejobsuchasworkingconditions,salaryand

allowances.

• Itcreatesabondbetweentheemployerandemployee.

• Itshowstheresponsibilitiesoftheemployeesandemployersthus

reducingthelevelofconflicts.

DisadvantagesofaContractofEmployment

• Itisdifficulttoprepare.

• Itistimeconsuming.

• Itmaybecomplexsuchthatemployeesmayfailtounderstand.

• Someconditionsofthecontractmaynotberespected.

LabourTurnover

• Itistherateatwhichemployeesaremovinginandoutofthe

organisationoveracertainperiod.

• Isthenumberofstaffleavingabusinessoveraperiodoftime.

• Itismeasuredbytheformula:

VoluntaryStaffTurnover

• Itmeasuresthenumberofemployeeswholeavethefirmfortheirown

accord.

CausesofHighLabourTurnover

• Relativelylowpaylevelsleadtohigherlabourturnoverasworkersleave

togetbetterpaidjobs.

• Relativelyfew training and promotion opportunitieswillencourage

workerstoleavetheircurrentjobs.



• Poorworkingconditionsorlowjobsatisfaction,forexample,bullyingand

harassment.

• Somebusinessesarerelativelypooratselectingandrecruitingtheright

candidatesforposts,whereworkersareill-suitedtotheirjobsthereis

morechancethattheywillleavequickly.

• Unfavorableleadershipstyle.

• Lackofjobsecurity,forexample,nocontracts.

• Poorrelationships(informalgroups).

• Poormotivation.

• Personalissues–pregnancy,illnessandmigration.

ProblemsofHighLabourTurnover

• Recruitingnew staffcanbecostly,forexample,paperworksand

advertisingexpensesforrecruitingnewstaff.

• Ittakestimefornewstafftobecomefamiliarwiththeirrolesandtheway

inwhichthebusinessoperates.

• Leavingcosts–payrollcostsandpersonaladministrationofleavers.

• Lossarisingfrom reducedinputfrom newstartersuntiltheyarefully

trained.

BenefitsofHighLabourTurnover

• Newstaffcanbringinfreshideasandexperiencefromtheirworkwith

otherbusinesses.

• Someworkersmaybeineffectiveandneedstobeencouragedtoleave,

gettingridofineffectivestaffleadstolabourturnover.

• Ifbusinessisshrinkinginsize,reducingthesizeoftheworkforcewill

resultinhighlabourturnover.

• Whereabusinesspayslowwagesorwhereconditionsofworkarepoor,

itmaybeprofitabletohaveaconstantturnoverofstaffratherthan

raisingwagesorimprovingconditionsofwork.



SolutionstoHighLabourTurnover

• Higherpay.

• Betterworkingconditions.

• Betterinternalpromotionprospectstoworkers.

• Betterselectionprocedures.

• Effectiveproceduresagainstbullyingandharassment.

• Offerbonuses.

• Profitsharing.

WorkingManagement

Modernworkforceissplitintothreemaingroups:

• Coreworkers.

• Peripheralworkers.

• Externalworkers.

CoreWorkers

• Thesearefulltimeemployeeswhoarewellpaidbutmayworklonger

hours.

• Theyaretermedcoreworkersbecausetheyareattheheartofthe

organisationdoingmanyoftheimportantjobsonwhichthecontinuityof

thebusinessdepends.

PeripheralWorkers

• These are part-time and other workers with flexible working

arrangements.Theyarepaidlessthancoreworkers.

• Part-timeworkersareemployedto:

• Matchstaffinglevelstodemand.

• Becauseofemployeepreferenceforpart-timework.



• Toretainvaluedstaff.

• Toreducepayandnon-paycosts.

• Becausesuchworkersareunlikelytobeunionized.

• Becausesuchworkershavefewerstatutoryrights.

AdvantagesofPart-TimeWorkers

Tothefirm:

• Canbeusedwhenthereishigherlabourturnover.

• Thefirmcanoperatemorehoursorcloselate.

• Part-timeworkersareflexiblesincetheyarehiredduringthepeakand

laidoffduringslackperiods.

• Beforeofferingtheworkersfull-timetheycanfirstassessthem while

theyarestillpart-time.

Totheowner:

• Abletohirepeoplewhoarewillingtoreceivelowwages,forexample,

schoolchildrenduringholidays.

• Someworkerswithlowwageselsewherecanbecalledforthejobduring

theperiod.

• Someworkerswithnoqualificationscanbecalled.

DisadvantagesofPart-TimeWorkers

Tothefirm:

• Mightmakemoremistakessincesomeofthem mightlackskillsand

experience.

• Moresupervisionwillberequiredsincetherewillbemoreemployees.

• Mightbedifficulttoestablishgoodteamworkbetweenpart-timeworkers

andexistingfull-timeworkers.



Totheworker

• Theygetlowpaythanfull-timeemployeessincesomeofthemmightlack

skills.

• Sincetheydonothaveunionstorepresentthem,theyareusually

exploitedandcanbefiredanytimewithoutagoodreason.

TemporaryWorkers

• Theyarehiredtomeetbusinessdemand.

• Whytheyarehired:

• Toprovideshort-termcover.

• Tomatchstafftodemand.

• Becausesomeworkersprefertemporarywork.

• Toprovidecoverintimesofchanginglevels.

ExternalWorkers

• Theydonotworkdirectlyforacompany.

• Theyenjoygoodratesofremunerationbuttheircontractsareonlyfora

limitedlengthoftime.

SubcontractingorOutsourcing

• Isthetransferofinternalactivitiestoathirdparty(externalworker).

• Examplesincludehumanresourceactivities,forexample,training,payroll

management,informationsystems,security,groundmaintenance.

• Theaimsareto:

• Useexpertisenotavailableintheorganisation.

• To concentrate on activities thatare seen as centralto the

achievementoforganizationalobjectives.



JobEvaluation

• Itisasystematicwayofdeterminingthevalue/worthofajobinrelation

tootherjobsintheorganisation.

• Ittriestomakeasystematiccomparisonbetweenjobstoassesstheir

relativeworthforthepurposeofestablishingarationalpaystructure.

• Itfocusesonthejobandnotthepastholder.

Methods/TechniquesofJobEvaluation

1.Ranking

• Jobsarerangedfromhighesttolowestinorderoftheirvalueormeritsto

theorganisation.

• Jobscan also bearranged according to therelativedifficultyin

performingthem.

2.PointRatingSystem

• Jobsareexpressedintermsofkeyfactors,forexample,specificskills,

competenceetc.

• Pointsareassignedtoeachfactorafterprioritizingeachfactorinorder

ofimportance.

• Thepointsaresummeduptodeterminethewagerateforthejob.

• Jobswithsimilarpointtotalsareplacedinsimilargrades.

AdvantagesofJobEvaluation

• Ittriestolinkpaywiththerequirementsofthejob.

• Itoffersasystematicprocedurefordeterminingtherelativeworthofjobs.

Jobsarerankedonthebasisofrationalcriteriasuchasskills,experience,

responsibilities,hazardsetc.andarepricedaccordingly.

• Anequitablewagestructureisanaturaloutcomeofjobevaluation.An

unbiasedjobevaluationtendstoeliminatesalaryinequalitiesbyplacing



jobshavingsimilarrequirementsinthesamesalaryrange.

• Employeesaswellasunionsparticipateasmembersofjobevaluation

committees,whiledeterminingrategradesfordifferentjobs.Thishelps

insolvingwagerelatedgrievancesquickly.

• Whenconductedproperlyithelpsintheevaluationofnewjobs.

• Paysystemsresultsfrom studyofeachjobcontentandresponsibility

andnotpersonalcharacteristicsoftheholder.

DisadvantagesofJobEvaluation

• Jobevaluationconclusionsneedconstantupdatingtotakeintoaccount

changesinworkcontent.

• Ifworkersarenotinvolvedthenbadfeelingscanresultfromthefindings.

• Thesystem stillrequiressubjectivejudgmentswhencomparingthe

degreeofdifficultandskillneededfordifferentjobs.

• Itdoesnotconsiderperformanceineachpastorthesupplyofpeople

willingtoundertakeeachjob.

• Itisveryexpensiveandtimeconsuming.

PerformanceAppraisal

• Itisa systematicevaluation ofemployeeswith respectto their

performanceofthejobrelatedbasedonthejobdescriptionandtheir

potentialdevelopment.

CharacteristicsofaPerformanceAppraisalSystem

Performanceevaluationmustbe:

• Relevant–Performanceappraisalmeasureswhateverisrelevanttothe

objectivesofthejobasspecifiedinthejobdescription.Itmustmeasure

onlythosebehaviororactionsthatarerelatedtotheobjectivesofthejob.



• Reliable – Performance evaluation procedures should produce

consistentandrepeatableresults.Ifthesamebehaviorisevaluated

differentlyatdifferenttimes,itshouldprovidethesameresult.

• Freefrom contamination–Evaluationmustmeasureeachemployee’s

performancewithoutbeinginfluencedbyfactorsbeyondtheemployees

controlsuchaslackofmaterials,poortoolsandeconomicfactors.

UsesofPerformanceAppraisal/AdvantagesofPerformanceAppraisal

• Managementdevelopmentprovidesaframeworkforfutureemployee

developmentbyidentifying and preparing individualforincreased

responsibility.

• Performancemeasurementsestablishtherelativevalueofanindividual

contribution to the company and help evaluate the individual

accomplishments.

• Performance improvements encourages continued successful

performanceandtomakeemployeesmoreeffectiveandproductive.

• Performance appraisal helps determine appropriate pays for

performanceandequitablesalaryandbonusesincentivebasedonmerit

andresults.

• Identificationofpotentialcandidatesforpromotions.

• Feedbackoutlines,whatisexpectedfrom employeesagainstactual

performance.

ProblemsofPerformanceAppraisal

• IndividualThreat–Manypeopleespeciallypoorperformersandthose

whogenerallydislikeworkbeingevaluated.Theevaluationthreatens

theirself-esteem.Theironyoftheevaluationprocessisthatpoor

performerswhoaremostinneedofperformancefeedbacktohelpthem

improvearemostthreatenedandthereforemoreresistanttoaccepting

theevaluationfeedback.

• PosesaThreattoSupervisor– Supervisorsdonotliketoexplain

evaluation to the subordinates.They argue thatevaluating their

subordinatesplacestheminthepositionofroleconflictbyforcingthem

to actasjudges,coachesand friendsatthesametime.Many



supervisorsdonothaveinterpersonalandcommunicationskillsto

conductan effective and efficientevaluation ofa subordinate’s

performance.

• MeasuringPerformance–Performancemaybedifficulttomeasurein

jobsthatdonotproduceaphysicalproductorinserviceindustries.

• HaloEffect–Onepositiveornegativecharacteristicaboutaperson

stronglyinfluencesallotherattributesabouttheperson.

• Leniency/Strictness Effect– The tendencyto give favourable or

unfavorableratingstoall.

• CentralTendencyEffect–Managersgiveemployeesaverageratingsto

avoidstickingtheirnecksoutbyidentifyingmarginalperformers.

• SequencingEffect–Theevaluationofoneindividual’sperformancemay

beinfluencedbytherelativeperformanceoftheprecedingindividual.An

individualmightreceiveafavourableevaluationofhis/herafterother

performersandviceversa.

• RecencyEffect–Anindividual’sgoodworkforthewholeyearmaybe

ignoredasaresultofonenegativeincidentoccurringjustpriortothe

performancereview.

• Bias/SubjectivityPerception–Thatisdependentontheimpressionand

perceptionoftheevaluation.

HealthandSafety

• Itisconcernedwithpreventingharmarisingfromincidentals,hazardsin

theworkplace.

HowtoEnsureHealthandSafetyProgramme

• Training,educationandprovisionoffacilities.

• Ensurethattherightwarningsignsareprovidedandlookedafter.

• Providehealthsupervisionasneeded.

• Checkthattherightworkequipmentisprovidedandisproperlyusedand

regularlymaintained.



• Provideadequatefirstaidfacilities.

• Makesurethatventilation,temperature,lighting,toilet,washingandrest

areprovided.

• Maketheworkplacesafe.

BenefitsofHealthandSafetyLegislation

• Itimprovesefficiencythustheillhealthcasescancausefailureand

deficiencies.

• Itreducescosts,forexample,medicalorinjurycosts.

• Itenhancesthereputationandhencethefirmcanattractskilledworkers.

• Itincreasesthemoralanditisethicaltodoso.

• Itboostsproductivityoftheworkers.

ProblemsofHealthandSafetyLegislation

• Morecostswillbeincurredandthusreducetheprofitsofthefirm.

• Theshareholdersmaybeworriedifmoremoneyisusedinhealthyand

safetyprogrammesincethemovereducedividends.

EmploymentLegislation

• Itisabodyoflawsaimedatensuringthatemployerstreatemployees

fairlyandwithregardtotheirsafetyandwelfare.Themainissuesinclude

unfairdismissal,incapableofdoingthejob,redundancy,refusingto

acceptareasonablechangeindutiesoraclashofpersonalities.

Conflicts

• Itmaymeandisagreement,hostility,contradictionorincompatibility

betweenindividualsandgroupsintheorganisation.

• Conflictsoccurwhentwoormorepartiespursuemutuallyexclusive

goals,valuesorevents.

CausesorSourcesofConflicts



• Differentobjectives.

• Differentstatus.

• Differentperception.

• Sharingthescarce.

• Workersinterdependence.

• Organizationalambiguities.

• Jointdecisionmaking.

LevelsofConflicts

• Latentconflicts.

• Perceivedconflicts.

• Feltconflicts.

• Conflictmanifestation.

• Conflictaftermath.

BenefitsofConflicts

• Canleadtobettersolutions.

• Itincreasesawarenessthataproblemexist.

• Promotechanges.

• Itenhancescommunication.

• Itstrengthenstherelationshipbetweenemployeesandmanagement.

• Itencouragescreativityandinnovation.

ProblemsofConflicts

• Itcandestroyanorganisationthroughindustrialaction.

• Ifnotproperlymanaged,itreducesproductivityinanorganisation.



• Itcantarnishtheimageofthefirm.

• Itcanaffectorganizationalgrowth.

• Conflictscansourrelationsbetweenstaff.

• Canbetimewastingifunproductive.

• Conflictscansuppresssomeideasbyminors.

WaysofResolvingConflicts

• Forcing–Referstoasituationwherethepersoninauthorityusesforce

becausehe/sheistheboss.However,workersmightreducetheir

productivityandthisweakenstherelationshipbetweentheworkersand

theirboss.

• Smoothening–Isamorediplomaticwayofsuppressingconflictwhere

themanagertriestopersuadeonesideintogivingin.However,the

managermightbebiasedtowardsonesideorfailtosuppressit.

• Avoidance–Itisthesituationwherethetwopartiesaredisagreeing.

• MajorityRule–Isasituationwherebyagroupconflictissolvedbya

majorityvote.Thiscan,however,onlybefairifthegroupmembers

regardtheprocedureasfair.

• Compromise–Involvesconvincingeachpartytotheconflicttosacrifice

certainobjectivesinordertogainothers.However,itmightbedifficultto

convinceotherpartiestogivein.

• Collaboration–Itisthewillingnessofpartiestoidentifythemajor

causesoftheconflictandtrytosearchforsolutionsconsideredtobe

mutualobjectives.

TradeUnions

• Itisagroupofworkerswhojointogetherinordertoprotecttheirown

interestandtobemorepowerfulwhennegotiatingwiththeiremployers.

AimsofTradeUnions/Roles/Benefits

• Toimprovethepayofitsmember.



• Toimproveworkingconditions.

• Tosupportthetradingandprofessionaldevelopmentofitsmembers.

• Toensurethatmembers’interestsareconsideredbyemployerswhena

decisionismadewhichwillaffecttheworkers.

• Toactasachannelbetweenworkersandemployers.

• Forcollectivebargainingpurposes.

ProblemsofTradeUnions

• Itseffectivenessdependsonthestrengthoftheorganisation.

• Mightstimulategrievances.

• Canleadtoindustrialactions.

• Changebalanceofpowerbetweenworkerandmanagers.

CHANGE(ManagementofChange)

• Consciousattemptstomodifycertainoperation,functionsandprocesses.

CausesofOrganizationalChange

ExternalForces

• Marketsituations,forexample,highlycompetitivemarketsmightforce

introductionofcost-savingequipment.

• Technology–Itmakesotherassetsobsoleteandtheneedforchangeis

stimulated.

• PopulationDynamics–Changingagedistributionmayresultinshortage

ofcertainskilledpeople.

• Politicalandlegalsystem.

InternalForces

• Deficiencyinexistingsystem.

• Changesinmanagerialpersonnel.



• Needforimprovingqualityandproductivity.

• Scarcityofcertainresources.

Reactiontochange

• Acceptanceinclude–enthusiasm,cooperation.

• Indifference–apathy,menialcontribution.

• Passive resistance – regressive behavior,non-learning behavior,

protests,intentionalerrors,sabotage.

• Activeresistance–menialwork,slowingdown,personalwithdrawal.

Whychangeisresisted

Thebarriercanbeatorganizationalorindividuallevelandtheyinclude;

• Structuralinertialthusthechangethreatensthelogicofthewaythings

arecurrentlydone

• Existingpowerstructurethuschangeobviouslythreatensthosewhose

powerismostthreatened.

• Resistancefromworkgroupsaschangemaythreatenthegroups.

• Thefailureofpreviousinitiative.Thiswillmakepeoplehostiletoother

proposedchanges.

• Individualresistanceiscausedbyacombinationofeconomic,socialand

psychologicalfactorsasfollows.

EconomicFactors

• Fearofjoblosses.

• Fearoflossofearnings.

• Reducedpromotionalprospects.

• Increasedworkload.

SocialFactors

• Breakupofworkgroups.

• Changeinrelationships.



• Fearofincreasedsupervisionandcontrol.

PsychologicalFactors

• Insecurity.

• Fearofinabilitytocope.

• Lossofincreasedsupervision.

• Lossofpreviousfreedom.

StrategiestoovercomeResistancetoChange

SourcesofResistance Strategy
• Fearofunknown. • Offerinformationandsupport.
• Poortiming. • Delaychange,waitforappropriate

time.
• Contrastinginterpretations. • Information–groupdiscussions.
• Insecurity. • Clarifyintentions,training.
• Needforchangenotrecognized. • Demonstrate the problem or

opportunity.
• Threattovestedinterest. • Enlistkey people in planning

change.
• Differentpersonalambitions. • Extraincentives.

Workers’Participation

• Itmeanstheinclusionofemployeesindecisionmakingprocess.

FormsofWorkersParticipation

• Workers directors – Employees’representatives on the board of

directors.

• Workscouncil–Employees’representativesonacounciltodiscuss

issuesrelatingtoemployees.

• Consultativecommittee–Workers’representativesconsultedonissues

suchashealthandsafety.

• Qualitycircles

• Teambriefing–discussionwhichaffectsthebusiness.

• Physicalenvironment.



• Financialinvolvement.

• Workers’committees

AdvantagesofWorkersParticipation

• Extensionofdemocracyintotheworkforce.

• Increasedsatisfactionandpersonaldevelopment.

• Improvedmotivationandincreasedcommitment.

• Improvedindustrialrelations.

• Utilizestheknowledgeandexperienceofworkers.

• Developmentofconsensus.

• Improvedflowofinformation.

DisadvantagesofWorkersParticipation

• Time-consuming.

• Workersmightlacktechnicalknowledge.

• Employeestakeshort-termviews.

• Conflictsofinterestsmayarise.

• Decisionsshouldbemadebyrisktakersandexpertstowhom the

authorityisdelegatedotherwiseinterfereswithmanager’srightandduty

tomanage.

• Ifrepresentativesareviaunionsthenworkerswhoarenotmemberswill

loseout.

IndustrialRelations

• Referstotherelationshipsthatgoverntheemploymentstakeholder,for

example,tradeunions,government,employersandemployees.

IndicatorsofPoorIndustrialRelations



• Highlabourturnover.

• Labourturnoveristherateatwhichworkersaremovinginandout

oftheorganization.

• Itiscausedbypoormotivationofworkforce,poorleadershipstyle,

poorcommunicationetc.

• Industrialactions,forexample,theft,demonstrations,absenteeism,

strikes.

• Reductioninproductivity.

• Highrateofwastage.

• Reductioninsales.

• Lackofcooperation.

• Highlevelofconflicts.

• Highrateofabsenteeism.

• Alotofgrievances.

HowtoOvercomePoorIndustrialRelations

• Workerinvolvementandparticipationindecisionmaking.

• Collectivebargaining.

• Usingorganization’spolicies.

• Offeringmotivationalbenefits.

• Offeringintentionallowances.

IndustrialAction

• Itisatypeofwarfareunderwhichprivilegedgroupsgainattheexpense

oftheunprivileged.

UnorganizedFormsofIndustrialAction

• Absenteeism.

• Theft.



• Highlabourturnover.

• Deliberatedestructionofproperty.

• Latecoming.

• Worktorule.

• Socialloafing.

OrganizedFormsofIndustrialAction

• Strikeaction.

• Sitin.

• Picketing.

• Overtimeborn.

Strikes

• Itisatemporaryholdingofemployee’sservicesfromtheemployerfor

thepurposeofgettinggreatergains.

CausesofStrikes

• BasicIssues–Salaries,wages,hoursofwork,workingconditions.

• SolidarityIssues–Workersrightsandunionrecognition.

• FinancialIssues–Workingarrangementsanddiscipline.

TypesofStrikes

• EconomicStrikes–Itisbasedondemandforbettersalariesandwages.

• SympathyStrikes–Itiswherebyotherunionswhoarenotpartofthe

strikedecidetostrikesympathizingwiththeircolleagues.

CostofStrikes

• Lossofprofits

• Legalcosts



• Fringebenefitsofstrikingworkers

• Extrasecurityguardsarerequired

Post-StrikeCosts

• Hiringandtrainingcosts

• Lossofcustomersastheyswitchtoothersuppliers

• Overtimetocatchupwithothers

CollectiveBargaining

• Itisanegotiationprocessthroughwhichemployeesandemployers,by

anagreement,createandadjustthetermsandconditionsofemployment.

• Itcoversissuessuchaswages,workinghoursandconditions.

ImportanceofCollectiveBargaining

• Createsapeacefulrelationshipbetweentheemployerandemployee.

• Createsmutualtrustbetweenpartiesinlaborrelations.

• Createsafavorableworkingenvironment.

• Bringsasenseofrespectandhonor.

DisadvantagesofCollectiveBargaining

• Itnarrowstherelationshipbetweenemployeesandemployersleadingto

lackofrespect.

• Time-consuming.

• Mayresultindestructivebehaviorsuchastablepondingmayaffectthe

results.

• Ifnotproperlydoneitmayaffecttheefficiencyoftheorganisation.This

mayresultinindustrialdiscontent.

• Itrequireshighlyskillednegotiations.

IndustrialDisputes



• Failuretonegotiateleadstodisputes.

MethodsofResolvingConflicts

1.Conciliation

• Thepartiestoadisputeuseaconciliator,whomeetwithbothparties

separatelyandtogetherinanattempttoresolvetheirdifferencesbutthe

thirdpartydoesnotimposeasettlement.

2.Mediation

• Athirdparty,themediator,assiststhepartiestonegotiateasettlement,

andusuallyattheendacompromiseisreachedbythetwoparties.

3.Arbitration

• Athirdpartyreviewstheevidenceinthecaseandimposesadecision

thatislegallybindingonbothsidesandenforcedinthecourts.

4.Jobrotation

5.Separationofconflictingparties

6.Provisionofmoreresources

7.Negotiations

8.Useofforceandthreats

9.Confrontation

10.Avoidance

11.Communication



IMPACTOFICTONHUMANRESOURCESMANAGEMENT

Informationcommunicationtechnologyismorebeneficialtoanorganisation’s

humanresourcesdepartment.ThisisbecauseICTwillenabletheorganisation

humanresourcesdepartmenttoacquireskilledpersonnelthroughelectronic

recruitmentandthiswillenhancethecompetitivenessofthefirm.Thehuman

resourcesdepartmentwillbeabletohaveanupdateddatabaseofthe

organisation’s employees through the human resources management

informationsystem.MoreoverduetoICTthehumanresourcesdepartment

wouldbeabletocontroltherateofabsenteeism,runitspayrollusingthepay

netandbelinasystems.Effectivecommunicationwillalsobeenhancedthrough

theICT

Chapter4

QUESTIONS:

COMMUNICATION

• Definethefollowingtermsincommunication:

• Communication.

[2]

• Grapevine.

[2]

• Encoding.

[2]

• Decoding.



[2]

• Barrier.

[2]

• Feedback.

[2]

• Oralcommunication.

[2]

• Internet.

[2]

• Verticalcommunication.

[2]

• Horizontalcommunication.

[2]

• Whatroledoescommunicationplaytoafirminthemanufacturingsector?

[6]

• Illustratethecommunicationmodel

[4]

• Evaluatetheusefulnessofeffectivecommunicationtoafirm inthe

service [25]

industry.

• HowdoesalargemanufacturingfirmlikeDeltaCorporationattemptto

ensure [25]

effectivecommunication?

• Explainanysixbarrierstoeffectivecommunicationandwhatarethe

methods [25]

usedtomanagethesebarriers?

• Communicationisgluethatbindsanorganization.Discuss.

[25]

• Stateanythreebarrierstoeffectivecommunicationthatareinlinewith

the:

• Receiver.

[3]



• Sender.

[3]

• Channel.

[3]

• Distinguishbetween:

• Verticalandhorizontalcommunication.

[5]

• Onewayandtwowaycommunication.

[5]

• Upwardanddownwardcommunication.

[5]

• Verbalandnon-verbalcommunication.

[5]

• Formalandinformalcommunication.

[5]

• Assesstheusefulnessofthefollowing:

• Verbalcommunication.

[6]

• Oralcommunication.

[6]

• Verticalcommunication.

[6]

• Horizontalcommunication.

[6]

• Writtencommunication.

[6]

• Formalcommunication.

[6]

• Informalcommunication.

[6]

• Grapevine.

[6]



• Explainanythreehumanproblemsassociatedwiththeuseofcomputers.

[6]

• Stateanythreetypesofnetworksincommunication.

[3]

• a.Howusefulistheallchannelnetworkincommunication?

[4]

b.Howusefulischainnetworkincommunication?

[4]

• Usingexamplesdiscusstherelevanceofinformalgroupstothesuccess

ofan [12]organization.

• Analyzehowmanagersmightassestheeffectivenessofcommunication

withina[12]

Business.

• Evaluate the importance ofinformalcommunication to business

effectiveness. [12]

• Evaluatehowcommunicationbetweenmanagementandstaffmightbe

made [10]

Moreeffectivewithinaschool.

• Analyzetwopossiblereasonsforcommunicationproblemsinafactory.

[4]

• Evaluatetwowaysinwhichcommunicationmightbeimprovedina

factory. [10]

• ‘Communicationisthelifebloodofanorganization’.Discussthis

statement. [25]

• Definethetermdiagonalcommunication.

[2]

• Whyisitoftendifficulttoachieveeffectivecommunicationwithinalarge

[6]

Organisation?

• Howusefulistheuseofinternetincommunication?

[6]



• Howusefuliselectroniccommunicationwithinalargeorganization?

[6]

• Differentiatebetweencommunicationandeffectivecommunication.

[2]

• Withthehelpofillustrations,explainthecommunicationmodel.

[6]

COMMUNICATION

Communication isthesharing ofmessages,facts,opinions,ideasand

emotionsbetweenareceiverandsender.Itcanbeoral,visual,printed,

electronic,diagrammaticandboldly

EffectiveCommunication

• Communicationiseffectiveifthemessageisaccuratelysent,properly

receivedandunderstoodaswellasproperfeedbackissent.

ImportanceofEffectiveCommunicationinaBusiness

• There is a linkbetween good communication and motivation as

suggestedbyHerzberg.Withtwowaycommunication,whereemployees

areabletoparticipateandgivevaluableinformationtheywillbe



motivated.Asaresult,productivitywillincrease.

• Allowscommunicationwithotherstakeholders,forexample,creditors,

andsuppliers.Thiswillincreaseprofits.

• Effectivecommunicationhelpstosolvesomeofthebusinessproblems,

forexample,conflictsbetweendepartmentscanbesolvedbycarrying

outmeetings.Oncetheconflictsareresolved,thefirm willbeableto

achieveoverallgoals.

• Withtwowaycommunication,qualitycaneasilyrespondtoanychange

inthemarket,forexample,ifcustomerswantanewtypeofshoes,the

firmcanbeinformedquicklyviathesuggestionboxesandhencesales

canbeincreased.

• Goodcommunicationalsohelpsinpromotingcoordinationbetween

departments.Withoutcommunication,onedepartmentmightmakea

decisionwhichcanaffectotherdepartments.

• Itimprovesthedecisionsmadebythefirm,forexample,managementby

objectives,thesubordinatesareabletogivevaluableinformationthatthe

managementrequires.

ClassificationofCommunication

a.Accordingtodirection

1. Verticalcommunication–Iswhenpeoplefrom differentlevelsof

hierarchycommunicatewitheachother.Itcanbedownwardorupward

communication.

Downward communication (from top to down, thatis,from

managementtoemployees)

• Itallowsdecisionsbymanagementtobecarriedoutbyemployees.

• Ensuresthatactionisconsistentandcoordinated.

• Reducescostsbecausefewermistakeswouldbemade.

• Shouldleadtogreatereffectivenessandprofitabilityasaresultof

theabove.

Upwardcommunication(frombottomtotop,thatis,fromemployees

tomanagement)



• Ithelpsemployerstounderstandtheemployees’viewsand

concerns.

• Ithelpsmanagerstokeepintouchwithemployees’attitudesand

valuesmore.

• Itcanalertthemanagersofpotentialproblems.

• Itcanprovidemanagerswiththeinformationthattheyneedfor

decisionmakingandgivesfeedbackontheeffectsofprevious

decisions.

• Ithelpsemployeestofeelthattheyareparticipatingandthiscan

motivatethem.

• It provides feedback on the effectiveness of downward

communicationandhowitcanbeimproved.

2. Horizontalcommunication

• Itoccursalongtheorganisationalchartbetweenpeoplewhohave

approximatelythesamestatusbutdifferentareasofresponsibility

eitherthroughteammeetingsorcommittees.

• Itcoordinatesactivities,helpssolveproblemsandofferadvice.

Commonproblems

• Differentdepartmentsmaynotunderstandtheculture,waysof

working,objectives,problemsortechnicallanguageoftheother

department.

• Theoutlookandobjectivesofdifferentdepartmentscouldconflict.

b.Accordingtomedia

1. Oralcommunication

• Facetofacecommunicationwhichinvolvesanoralmessagebeing

betweenpeopletalkingtoeachother.

Advantages

• Allowsnewideastobegenerated.

• Itisdirect.

• Easytounderstand.



• Canbequestionedquickly.

• Canbevariedtosuiteneedsofthereceiver.

• Thesendercanusebodylanguage.

• Itcanbringmotivation.

Disadvantages

• Theremaybenowrittenrecordofwhatwassaidwhichis

inappropriateforcomplicatedortechnicalmatters.

• Itcanbetimeconsuming.

• Bodylanguagemayaffectthemessageespeciallyifthesender

appearsbored.

• People responding must be willing to participate and

communicate.

• Bodylanguagecreatesabarrier.

2. Writtencommunication

• Thiscanbethroughnoticeboards,letters,memos,reports,diagrams

andminutesofameetingwhichprovideapermanentrecord.

• Itallowsthetransmissionofcomplicateddataviadiagrams.

Advantages

• Thesamemessageissenttomanyandisfaster.

• Itcandealwithalargeaudienceandisfaster.

• Informationexistsinrecordedform.

• Itcanactasabackuptocomplicatedverbalcommunication.

Disadvantages

• Noguaranteeorreceiptofunderstanding.

• Itreducesparticipation.

• Itcanresultinambiguityofwrittenlanguagewithoutfeedback.

3. Electronicmedia

• Ithasthebenefitofspeedandcanoftenbecombinedwithawritten



record.

• Internet,emailuse,intranets(internalcomputerlinks),faxmessenger,

videoconferencingandmobiletelephones.

Drawbacks

• Itmayrequirestafftobere-trained.

• Theyalsoreducehumancontactandthereforethereisasenseof

isolation.

• Informationtechnologycanalsoleadtoinformationoverloadasa

resultofspeedandlowtransmissioncosts.

• Theequipmentneededtofacilitatecommunicationisalsovery

costly.

• Onthespotclassificationsarenotpossible

4. Visualcommunication

• Thiscanbeusedtoaccompanyoral,writtenorelectronicmessages.

• Diagrams,charts,picturesandpagesofcomputerimagescanbe

used.

• Visualcommunicationisusuallyusedintrainingandinmarketing

programs.

Advantages

• Moreinteractive.

• Demandsattention.

• Easiertoremember.

Disadvantages

• Notalwaysclear.

• Interpretationscanvary.

c.Accordingtodegreeofformality

1.Formalcommunication

• Thisisthecommunicationthattakesplaceintheorganisationsetup

whichisviewedtobeofficial,plannedandorganised,forexample,



writtencommunication,meetings,andmemos.

• Are officially recognized by the organisation and follow the

organisation’sstructure.

2.Informalcommunication(Grapevine)

• Ittakesplaceininformalandinterpersonalcontactsamongemployees.

• Communicationisnotpartoftheorganisationstructurebutexistsas

peoplesocializeatwork.

• Thegrapevinecanleadtorumorsandexaggerations.

• Itisunofficial,unplannedandoutsidetheorganisation’sformalchannels.

1. Onewaycommunication

• Itiscommunicationthatdoesnotallowfeedbackfromthereceiver.

Thesubordinatesjustobeywithnofeedback.

• Itinvolvescommunicationvianoticeboardsandthereareusuallyno

meetings.

• Itisusuallyusedbyautocraticleadersandthatmethodcannot

motivate workers since itdoes notallow consultation with

subordinates.

• Itischaracterisedbyhighlevelsofconflicts,labourturnover,lackof

motivationandreductioninproductivity.

2. Twowaycommunication

• Itiswhenthereisroom forfeedbackfrom thereceiverofthe

message.Itisassociatedwithamoredemocraticleadershipstyle.

• Itisalsoenablessubordinatestocontributeindecisionmaking,for

example,byuseofmeetings,reportsetc.

However,itismuchslowerthanonewaycommunicationanditisdueto

thelongdiscussionsinvolved.

Downwardcommunication Upwardcommunication

Fromhighertolowerlevels Fromlowertohigherlevels

Flowisdownward Flowisupward

Directiveinnature Nondirective

Purposeistogetplansimplemented Purposeistoprovidefeedback



Travelsquickly Travelsslowly

Orders,instructions,lectures,manuals,

handbooksetc.arethemainexamples

Reports, appeals, suggestions,

grievances,protests,surveys are the

mainexamples

Formalcommunication Informalcommunication

Officialchannel Unofficialchannel

Deliberatelyplannedandsystematic Unplannedandspontaneous

Partoftheorganizationstructure Cutsacrossformalrelationships

Orientedtowardsgoalsandtasksofthe

enterprises

Directed towards goals and need

satisfactionofindividuals

Impersonal Personalandsocial

Stableandrigid Flexibleandunstable

Slowandstructure Fastandunstructured

DefinitionofTerms

• Encoding– Itiswhenthesenderthemessagetriestoestablish

mutualityofmeaningwiththereceiverbychoosingtheappropriate

channelormediumandsymbolforcommunication.

• Channel–Themeansbywhichtheinformationistransmitted.

• Decoding–Itreferstothesituationwherebythereceivertriestodeduce

themeaningbyconvertingsymbolsintomeaning.

• Feedback–Itreferstoasituationwhenthereceiverreportbacktothe

senderorencoderaboutthemessagecommunicated.

Communicationmodel

Sender(encoder) messagetobesentthrough receiver

(decoder)

appropriatechannel

feedback



BarrierstoEffectiveCommunication

1.Failureinanystageofthecommunicationprocess

• Themedium chosenmightbeinappropriate,forexample,detailed

technicaldiagrambeingexplainedonacellphone.

• Aragemessagewouldresultinpoorunderstanding.

• Excessiveuseoftechnicallanguageorjargon.

• Informationoverload–Ifthereistoomuchinformationatthedecoding,

suchinformationwilltakelongandmaybeinaccurate.

2.Poorattitudesofsenderandreceiver

• Acceptthemessageoractupon.

• Thesendermighthavelowopinionofthereceiverandthusmakeno

efforttoensureclarityofthemessage.

• Intermediariesinthechannelmaydeliberatelysitonthemessageor

changeitinordertodemotivatethereceiver.

3.Physicalreasons

• Noisyfactoriesarenotsuitableforcommunication.

• Geographicaldistancecanlimitcommunication.

Channelproblems Receiverproblems

Destruction Noise

Differentperception Ignorance

Lackofinterest Informationfiltering

Informativefiltering Poorlisteningskills

Withholdinginformation Attitude

Sourceevaluation

SolutionstoBarrierstoEffectiveCommunication

• Ensurethemessageisclear,preciseandadequatelydetailed.



• Keepthecommunicationprocessasshortaspossible.

• Buildfeedbackinthecommunicationchannel/process.

• Ensure the channels ofcommunication are known byallin the

organisation.

• Usesimplelanguageforeasierunderstanding.

• Establishtrustbetweensendersandreceivers.

• Makesurethephysicalenvironmentisappropriateformessagestobe

heardorreceivedineitherway.

ResultsofCommunicationFailure

• Poordecisionmaking.

• Highlevelofconflicts.

• Poorlydelegatedtasks.

• Failuretoimplementplans.

• Highlevelsofmistakesanderrors.

• Withdrawalofcooperationwhichmayresultinstrikes.

• Lowmorale.

• Poorqualitywork.

• Lackofcontrol.

• Conflicts.

ComputersinCommunication

InformationTechnology

• Itisacollectiveterm forvarioustechnologieswhichcoverscollection,

storage,processingandcommunicationofinformationbyelectronic

means.

AdvantagesofInformationTechnologyCommunication

• Itincreasesthevolumeofinformation.

• Itincreasesproductivity.



• Itincreasesspeedofinformationprocessing.

• Itincreasesaccuracyofinformation.

DisadvantagesofInformationTechnologyCommunication

• Highcostofinstallationandrunningtheequipment.

• Itisveryexpensivetotrainstaff.

• Itmayresultinresistancetochange.

• Itmayresultinhighlevelsofunemployment.

• Thereareanumberofproblemswhicharecausedbybreakdownof

equipment.

• Thereisaproblemofsecurityconfidentialityanddatahandling.

Internet

• Itisanetworkofnetworks.

• ItisaninterconnectionofnetworksthroughtheuseoftheWorldWide

Web.

AdvantagesofInternet

• Itcanbeusedtoadvertiseafirm’sproducts.

• Itcanbeusedinthesellingofgoodsandservices.

• Informationgatheringismadequicklyandfasterthroughonline

searchenginessuchasGoogleandYahoo.

• Itcanbeusedforeffectivecommunicationbytheuseofemails.

• Offersaplatformforbusinesstransacting.

Disadvantagesofinternet

• Itmayincludeincomplete,trivialandillegalinformation.

• Itcanbeslowtobothconnectanduse.

• Itcanproduceinformationoverload.

• Securityandtrustarenecessary.

• Workerscanwastevaluabletimesurfingtheinternet.



Email

AdvantagesofEmailinCommunication

• Providescheapandeffectivelongdistancecommunication.

• Itoffersunlimitedpotentialforpersonalnetworking.

• Ithasaworldwidesourceofinformation.

• Itisdemocraticandopentoeveryone.

DisadvantagesofEmailinCommunication

• Itincludesincomplete,trivialandillegalinformation.

• Itcanbeaffectedbyinformationoverload.

• Employeescanwastevaluabletimesurfingthenet.

TelephoneandFax

AdvantagesofTelephone/Fax

• Deliveryisfasterthanmail.

• Itispossibletosendonemessagetomanypeoplewithoneoriginal

copy.

DisadvantagesofTelephone/Fax

• Itisnotalwayssecure.

• Itcanbeusedinappropriately.

HumanProblemsAssociatedwiththeUseofComputersinCommunication

• Eyesightproblems.

• Computerilliteracy.

• Hacking.

• Sleepingproblems.

• Computervisionsyndrome.

• Sufferingfrom increasingevaporationoftears,blurredvision,double

vision,redeyes,eyeirritation,headaches,neckandbackpains.

FactorsThatAffectChoiceofCommunicationMedia



• Importanceofthemessagetobecommunicated.

• Advantagestobegainedtothestaff.

• Costsinvolved.

• Speedofcommunicationmedium.

• Quantity/sizeofdatatobecommunicated.

• Urgencyofthemessage.

CommunicationNetworks

• Itisapatternofinter-connectedlines.

• Itisthesystem wherethemessagemayflowinonedirectionorin

severaldirections.

1.AllChannelNetwork/FreeFlow

• Itrepresentsafreeflowofcommunication.

• Everymemberisallowedtocommunicatefreelywithothermembers

• Itprovideshighestsatisfaction.

• Itisanunstructuredandinformalcommunicationnetwork.

• Withitsparticipatorystyleandmoreopencommunication,itprovides

thebestsolutionstocomplexproblems.

Disadvantages

• Itisslow.

• Ittendstodisintegrateundertimepressuretogettheresultswhen

operatedinagroup.

2.TheCircles

• Thisshowsthateachdepartmentcanonlycommunicatewithtwo

departments,forexample,AcommunicateswithBorDanditisnot

possiblewithC.

• Thistypeofcommunicationcanoccurbetweenthemiddlemanagers

fromdifferentdepartmentsbutatthesameleveloftheorganisation.

Disadvantages



• Decision making can beslow orpoorbecauseoflackof

coordination.

3.TheChain

• Iswhenonepersonpassesinformationtootherswhothenpassiton.

• This approach tends to be the formalapproach adopted by

hierarchicalorganisationssuchascivilservice.

• Themainadvantageisthatthereisaleader/coordinatoratthetopof

thehierarchywhocanoverseecommunicationdownwardsand

upwardstodifferentareasofthebusiness.

• Oneproblemmaybetheisolationfeltbythoseatthebottomofthe

network.

• Theirmotivationmaybelessthanothersiftheyfeelattheirperiphery.

4.TheWheel

• Aistheheadoffice.

• B,C,D,Earemanagersfromdifferentdepartments.

• Thereisaperson,groupordepartmentthatoccupiesacentral

position.

• Thisnetworkisparticularlygoodatsolvingproblems.

5.TheY-Network

• Itisacentralizedformofcommunication.

• Itcombinesthewheelandthechaincommunication.

• CpassesinformationtoA,B,DandE.

• WithoutCinformationwillnotflow.

Grapevine

• Itis an informalform of communication thatignores formal

communicationandspreadsrumorandgossipatalllevelsinan

organization.

Disadvantages

• Itcarriesincompleteinformationwithintheorganization.



• Itcanbeabaselessargumentwithinanorganization.

• Itcanbeasourceofstrikes.

• Mayspreadgossipwhichisdangeroustotheorganization.

ReasonsfornotIgnoringGrapevineinanOrganization

• Itisasourceofsocialrelationshipsandmoralboasteratwork.

• Givesvitalfeedbackintheorganization.

• Socialproblemscanbesolvedthroughgrapevine.

• Itactsasanimportantsourceofcommunicationespeciallyintimes

ofchange.

IMPACTOFICTONCOMMUNICATION

• MemoryManagement–E-mailisapopularformofcommunicationfor

academicinstitutionsandbusinesses.Eache-mailyouhaveinyoure-

mailboxtakesupacertainamountofmemoryonthesystem’sserver.

The amountofmemory available on the serveris managed by



informationtechnologypersonnel.

• Troubleshooting – Schools and businesses usually have an IT

departmentoratleastoneITprofessional.OnetaskanITdepartmentis

responsibleforistroubleshooting.Wheneverthereisaproblem witha

technology-basedcommunicationtooltheITdepartmentiscalledto

diagnoseandfixtheproblem.

• Guidelines– Topreventproblems,ITpersonnelgiveguidelinesfor

peopletofollow.Forexample,withe-mailyoushouldcompoundseveral

smallermessagesintoonee-mailsoyoudonotuseupunnecessary

memory.



Chapter5

QUESTIONS:POWERANDLEADERSHIP

• Definethefollowingterms:

• Power.

[2]

• Leadership.

[2]

• Differentiatebetweenpowerandleadership.

[3]

• Stateanythreeformsofpower.

[3]

• Outlineanytwoformsofpower.

[4]

• Explainanythreetypesofpower.

[6]

• Distinguishbetweenmanagersandleaders.

[5]

• Discussthetraitapproachtoleadership.

[9]

• Whatarethedifferencesbetweenautocraticanddemocraticleadership

style? [4]

• Explainanytwoleadershipstyles.

[5]

• Whatarethecharacteristicsofthefollowing:

• Autocraticstyle.

[4]

• Democraticstyle.

[4]

• Explainwhatismeantbyexploitative–authoritativestyleinleadership

study. [4]

• Discussthefactorswhichinfluencethechoiceoftheleadershipstyle.

[25]



• Evaluatetheinfluenceinformalleadershipmighthaveonabusiness.

[12]

• Isthereasinglebeststyleinleadership?

[6]

• a. Outlinetheprinciplesofthescientificmanagement.

[8]

b.Doesthescientificmanagementhaveanyrelevancetomodernworld?

Justify

youranswer.

POWERANDLEADERSHIP

Poweristhecapacityofanindividualtoinfluenceagroupofpeopletowork

towardstheachievementofacommonobjective.

SourcesofPower

• FrenchandRevendeveloped5sourcesofpowerwhichare:

1.CoercivePower

• Itisthepowerbasedonfearofthemanagerbecausethemanageris

theonlyonewhohavepowerandhavetherighttopunishandfire

employeesorauthoritytoraisesalaries.



• Itisthepowertoenforcecompliance.

2.ExpertPower

• Itisthepowerthatapersonreceivesbecauseofaspecialskillor

knowledge.

• Forexample,adoctorhasexpertpoweroverapatient.

3.LegitimatePower

• Itisthepowerapersonreceivesasaresultofhispositiononthe

hierarchyofanorganization.

• Forexample,thechiefexecutiveofficerhaslegitimatepoweroverhis

subordinates.

4.RewardPower

• Itispowerbasedontheabilitytodistributerewardsthatothersview

asvaluableandpeoplecomplybecauseitproducesbenefits.

5.ReferentPowers

• Thisispowerbasedonpersonalattributesofaleader.

• Itcanalsobepowerbasedontheabilitytoimitatethepositive

characteristicsandbehavioroftheirsuperior.

6.InformationalPower

• Powerthatcomesfrom accessandcontrolofinformation,for

example,peopleinanorganizationwhohaveknowledgethatothers’

needscanmakethosepeopletodefendonthem.

DifferencesBetweenPowerandLeadership

Power Leadership

Vestedinpositions Notvestedinpositions
Notinborn Canbeinborn
The capacity to influence or exert
pressure

Theabilitytoinfluence

Leadership

• Itistheabilityofanindividualtoinfluenceagroupofpeopletowork

towardstheachievementofacommonobjective.

• Foraleadertobeeffective,heshouldhavefollowers.



Characteristics/QualitiesofaLeader

• Havepositiveself-image,backedupwithagenuineabilityandrealistic

aspirations.

• Haveavisionandcommitmenttosuggestradicalsolutions.

• Areexpertsinparticularfieldsandwell-readineverythingelse.

• Leadersareoftencreativeandinnovative,theytendtoseeknewideasto

problems,makesurethatimportantthingsaredoneandtrytoimprove

standards.

TheoriesofLeadership

1.TheTraitApproachtoLeadership

• Itshowsthatleadersarebornnotmade.

• Mostpeoplearebornwiththequalitiesofleadershipsuchasintelligence,

courageousandself-confidence.

• MargaretThatcherwasregardedasaneffectiveleaderbecauseshewas

highlyconfident,determinedandinnovative.

• NelsonMandelawasalsoaneffectiveleaderbecauseofhistraitsor

qualitiessuchascourage,self-determinationandcreativity.

• Traitsrefertoinborncharacteristicsonapersonsuchasintelligence,

personalityetc.

CriticismoftheTraitsApproach

• Itdidnotconsidertheroleoftheenvironment(nature)onwhich

environmentplaysanimportantroleinshapingleadershiptraits.

• Thisisthereasonfortheexistenceofinstitutionsofhigherlearning

andcollegeswherepeoplearetrainedinvariousdisciplineslike

management,financeandaccounting.

2.TheBehavioralTheory

• Focusesonthestudyofspecificbehaviorsofaleader.

• Forbehavioraltheorists,aleader’sbehavioristhebestpredictorofhis

leadershipinfluencesandasaresultisthebestdeterminantofhis/her

leadershipsuccess.

• Thisbehaviorfocusedapproachprovidesrealmarketingpotentialas

behaviorscanbeconditionedinamannerthatonecanhaveaspecific



responsetospecificstimuli.

• Moreover,itstatesthatanyonecanbemadealeaderbyteachingthem

themostappropriatebehavioralresponseforanygivensituation.

LeadershipStyles

• Therearefourmainleadershipstyles:

• Autocratic.

• Democratic.

• Paternalistic.

• LaissezFaire.

1.AutocraticLeadershipStyle

• Thisiswherebytheleaderretainsalltheauthority.

• Thereisonewaycommunication.

• Leadersuseforce,threatsandpunishments.

• Productionisverylow.

• Thereishighleveloflaborturnover.

• Motivationisverylow.

• Highlevelofconflicts.

• Thereisquickdecisionmakingsinceitiscentralized.

• Itinstillsdisciplineamongthesubordinates.

• Thestyleisapplicableinthearmedforceswheretheremaybeneedfor

thetroopsquicklyandfororderstobeobeyedinstantly.

2.DemocraticLeadershipStyle(ConsultativeLeadershipStyle)

• Theleaderconsultshissubordinates.

• Thereisdivisionofwork.

• Thereistwowaycommunication.

• Moretimeisspentindecisionmakingratherthaninworking.

• Workershavepersonalcommitmenttotheorganization.

• Thereishighlevelofemployeeinvolvementindecisionmaking.



• Managementmaylosecontroloftheworkforce.

• Highqualityproductsareproduced.

• Highlevelofmotivationleadingtogoodindustrialrelations.

• Leveloflaborturnoverislowersactivities.

• Thereishighrateoftrustbetweenthesubordinatesandsuperiors.

3.LaissezFaireLeadershipStyle

• Thishasbothfeaturesofautocraticanddemocraticleadershipstyles.

• Allowsemployeestocarryoutactivitiesfreelywithinthebroadlimits.

• Theresultisarelaxedatmospherebutwheretherearefewguidelines

anddirections.

• Thiscanresultinpoorproductivity.

• Itismoreapplicableforresearchanddesignteams.

4.Paternalistic

• Itisafathertosonormothertodaughterrelationship.

RensisLibert’sFourManagementStylesofLeadership

1.Exploitative–Authoritativestyle

• Themanagersmakeallworkrelateddecisions,thatis,whatistobedone,

bywhom,howandwhentheworkistobecompleted.

• Subordinatesareexpectedtolistencarefully,obeyexplicitlyandexecute

tasksfaithfully.

• Theperformancestandardsandtheworkmethodsarecloselymonitored.

• Managersbelievethatworkershavenothingtocontributetoquality.

• Workersfeartheirmanagerswillpunishthem whenstandardsarenot

attained.

• Thereispoorteamwork.

• Thereisonewaycommunication,thatis,topdownapproach.

• Managersusethreats,punishmentsandforcetotheirsubordinates.

• Thelevelofmotivationisverylow.

• Thereishigherleveloflaborturnover.



• Managersputlittletrustandconfidenceintheirsubordinates.

2.Benevolent

• Managersgiveordersbuttheyallowtheirsubordinatestoexpresstheir

opinionsandsometimesdiscussionsarepermittedandexplanationsare

given.

• Whensubordinatesexceedtheirtargets,rewardsaregiven.

• Managersbelievethattheyknowtheirworkanddonothavetolistento

theirsubordinatesunlessitisanideathatappliestothem.

• Subordinatesaregivenflexibilitytocarryouttheirduties.

3.Consultative

• Managerssetgoalsandissuegeneralordersafterdiscussingwiththeir

subordinates.

• Subordinatesmaketheirowndecisionsonhowtocarryouttheduties.

• Rewardsareusedratherthanthreats.

• Subordinatesarefreetodiscussworkrelatedissueswiththeirmanagers.

4.TotalParticipation/ParticipativeApproach

• Goalsaresetandworkrelateddecisionsaremadebythegroup.

• Leadershavecompleteconfidenceandtheytrusttheirsubordinates.

• Participationisencouragedandthereistotalcommitment.

• Thereislowlevelofconflicts.

• Highlevelsofproductivity.

• Lowlevelsoflaborturnover.

FactorsWhichDeterminetheChoiceofLeadershipStyle

1.Thedemandofthejob/natureofthejob

• Thetasksrequirementsinfluencetheleadershipstyletoadapttoagiven

situation.

• Jobsthatrequirepreciseinstructionssuchasoperationsrequirean

autocraticleadershipstyle.

2.Organizationalclimate/culture



• Cultureconsistsofvalues,beliefs,normsadoptedinanorganization.

• Culturealsoreferstothewayinwhichpeopleinanorganizationdotheir

things.

3.Expectationsofthesuperiors

• Theseareveryimportantindeterminingtheleadershipstyle.

• Onmostoftheorganizations,themanagerscopythestyleoftheir

superiors.

4.Theleaders’pastexperienceandexpectations

• Themanager’svalues,backgroundmayaffecthischoiceofleadership.

• However,thisdoesnotmeanhecannotchangehisstyleofleadership.

5.Subordinates’characteristics,expectationsandbehavior

• Thecharacteristicsofsubordinatesmayinfluencetheleadershipstyle.

• Whenemployeesarewelltrained,whentheyprefertoplanandorganize

theirworkthenademocraticstylemaybeused.

• Insomesituationsleadersareexpectedtobeautocraticbecausetheir

subordinatesexpectit.

6.Peer-colleague-workmateexpectations

• Thecolleaguesofthemanagersplayanimportantroleininfluencingthe

styleofleadership.

• Managersadoptastylesimilartothatofhispeersandfriends.

DifferencesBetweenAutocraticandDemocraticLeadershipStyle

AutocraticLeadership DemocraticLeadership

Theleaderisthesoledecisionmaker. Leadermakesdecisionsinconsultation
withhissubordinates.

Thereisonewaycommunication. Thereistwowaycommunication.
Associatedwithtaskorientedstyle. People-orientedstyle.
Implicit obedience of orders and
instruments.

Interchangeofideasandrecognitionof
humanvalues.

Themotivationtechniqueisfearand
punishment.

Themotivationtechniqueisrewardsand
involvement.

InformalLeadership

• Leadershipmaybeinformalinthesensethatonepersondominatesa



groupbecauseoftheirpersonality,position,accesstoinformation,

specialknowledge,experiencesandhencetheorganizationmustidentify

suchinformalleaders.

• Suchleadersareabletomotivatethegroupandleadthem.

BenefitsofInformalLeadership

• Thefirmcanusetheinformalleadertoinfluencetheothermembersto

acceptchange.Supposethereisresistancetochange,theinformal

leadercanusehissocialcharacteristictopersuadeothers.

• The informalleadercan help to solve some personalproblems

experiencedbyworkers,forexample,familyproblems.Formalleaders

mayfailtosolvesuchissues.

• Theyhelpinsatisfyingsocialneedsbyorganizingparties.Thiswill

improvethemoraleoftheworkers.

• Informalworkersaregoodcommunicatorsandareclosetoworkers.

• Informalleaderscanmotivatetheworkersmorethanformalleaderscan.

ProblemsofInformalLeadership

• Workerscanuseinformalleaderstodemandunrealisticincentives,for

example,demandingmorewageswhenafirmisfacingseriousfinancial

problems.

• Sometimestheinformalleaderscanworkagainstthefirm andmight

influenceworkerstoworkagainstthefirm.

IMPACTOFICTONPOWERANDLEADERSHIP

• Improvesbusinessefficiencybyautomatinginformationprocessing.

• Improvesmanagementeffectivenessbysatisfyinginformationneeds.



• Improvescompetitivenessbyaffectingthebusinessstrategy.

Chapter6

QUESTIONS:MOTIVATION



• Whatismeantbythetermmotivation?

[2]

• WhywasF.W.Taylorregardedasthefatherofscientificmanagement?

[4]

• Howusefularethemotivationaltheories?

[4]

• ExplainthemeaningofthetermHawthorneEffect.

[3]

• Canworkersbesorelymotivatedbyfinancialmotivatorsalone?

[6]

• Evaluate the relevance ofmotivationaltheories in modern day

organizationsin [25]

Zimbabwe.

• WithreferencetoTaylorandHerzberg,evaluatetheusefulnessof

financial [25]

incentivesinmotivatingstaff.

• Discusshowafirmcanuseworkstudyandothermotivationaltoolsto

effectively[25]

motivateitsstaff.

• Towhatextentdoyouagreewiththestatement“workersareonly

motivatedby [25]

financialincentives”.

• Evaluatetheusefulnessofthefollowingtoanorganizationinmotivation:

• Jobrotation.

[5]

• Jobenlargement.

[5]

• Jobenrichment.

[5]

• ManagementbyObjectives.

[5]

• Teamwork.

[5]

• Workers’participation.



[5]

• CommentonHerzberg’stwofactortheory.

[4]

• Give reasons why Herzberg distinguished between hygiene and

motivational [3]

factors.

• Givetheneedsandexpectationsoftheworkerattheworkplace.

[4]

• Distinguishbetweenintrinsicandextrinsicmotivators.

[8]

• Usingexamples,explainthefollowingterms:

• Intrinsicmotivators.

[4]

• Extrinsicmotivators.

[4]

• ExplainthecontributionsmadebyTaylortomotivation.

[4]

• WhatarethecontributionsofHerzbergtomotivation?

[4]

• ExplainwhatAbrahamMaslowmeantwithself-actualizationandexplain

whyhe[4]

didputitatthetopofthepyramid.

• IllustrateMaslow’shierarchyofneeds.

[4]

• “Abraham Maslow’stheoryofmotivation isoutdated and hasno

contemporary[25]

placeinthismoderneraofmanagement.Discuss.

• Definethefollowingtermsusingexamples:

• Physiologicalneeds.

[4]

• Securityneeds.

[4]

• Socialneeds.

[4]



• Esteemneeds.

[4]

• Distinguishbetweencontenttheoryandprocesstheory.

[3]

• How canacellphonemanufacturingfirm useMaslow’stheoryto

motivateits [4]

staff.

• Stateanytwofinancialandnon-financialincentives.

[4]

• Howmightafirmbenefitfromhavingawell-motivatedworkplace?

[4]

• Assesstheusefulnessofthefollowingtoanorganization:

• Piecerate.

[4]

• Timerate.

[4]

• Performancerelatedpay.

[4]

• Explainhowafirmcanmotivateitsemployeesfinancially.

[4]

• Justifytheneedformotivationtoanorganization.

[4]

• Sateanyfouraspectsofjobdesign.

[4]

• Define:

• Jobredesign.

[4]

• Autonomyworkgroup

[4]

• EvaluatetherelevanceofF.W.Taylor’stheorytoZimbabweanfirms.

[25]

• ExplainDavidMcClelland’s3needstheory.

[6]



• Explaintheconceptofmanagementbyobjectivesandevaluateitsworth.

[25]

MOTIVATION

Motivationisthesetofprocessesthatarousedirectandmaintainhuman

behaviortowardsattainingsomegoals.Itisthecommitmenttodosomething.

Motivationdealswithhowbehaviorisenergized,howitisdirectedandhowitis

sustained.

Motivationaltheoriesinclude:

• Earlyviewsonmotivation.

• Content/needstheories.

• Processtheories.

• Contemporarytheories.

ScientificManagementApproachtoMotivation



FredricTaylor–FatherFounderofScientificManagement

• Oneofthepioneersofscientificmanagementconsideredmotivationasit

relatestoindividualsatwork,theorganizationitselfandtheinter-

relationshipsintheorganization.

ImplicationsofTaylor’sTheory

• Heviewedworkersasgenerallylazyneedingtightcontroltoensurethat

theydeliver.

• He considered them as lacking ambitions and unwilling to take

responsibility.

• Manisaneconomicmanconcernedwithmaximizinghiseconomicgain.

Sothefirm mustgivetheemployeesmorewagessothatoutputcan

increase.

• Taylorthoughtworkersweremotivatedbymoneyandthatifgivenhigher

salaries,theywillimproveproductivity.

• Healsorecommendedbonuspaymentsandincentiveschemesto

motivateemployeestoperformatahigherlevel.

• Developedthecarrotandstickapproachtomotivatetheemployees.

• Hewasconcerned aboutcreating conditionswhich would ensure

maximumproduction.

• Healsocitedthatindividualsshouldbeconsistentwithorganizational

goals.

• Heidentifiedlackofcooperationbetweenmanagementandlaborasone

ofthereasonsworkersdidnotperformtothefullestpotential.

• Healsocitedpoorintegrationofworkerstotheirworkrolesasanother

probleminorganizations.

• Hewasdeterminedthatworkerswouldbemotivatedtoworkbetterif

theirjobswerebrokendownintosmallerrepetitivetasks.

• Hesuggestedthatmanagersshouldgiveworkersclearinstructions

abouttheirworkandtheworkersshouldfollow theorderwithout

question.

AdvantagesofTaylor’sApproach

• Divisionofworkthusspecializationwillincreasetheproductivityand

increasequalitysinceeachworkerwillbedoingwhatheknowsbestand



haveskillsin.

• Fairnesstopayeesinceitsupportstheuseofpieceratesystem,thusifa

workerproducesmoreunits,heisgivenmoreaspayeebecausethere

willbenoconflictbetweenworkers.

• Motivatestheworkerstoworkhard(pieceratesystem),moreproducts

willincreasethefirm’sproductivity.

• Itleadstoimprovementsintheworkingmethodsresultingineconomic

gainsinproductivity.

• Taylor’sapproach hascloselinkswith theconceptofautocratic

management.Thatmakesthetheorymoreusefulsinceitissupportedby

othermanagementstyles.

• Managementwillbecomemoreinvolvedwithproductionactivitiesand

thusencouragedtoshowleadership.

DisadvantagesofTaylor’sApproach

• Noteveryoneismotivatedbymoney,thatis,Tayloroverlookedthat

workersworkfordifferentreasons.AccordingtoHerzberg,non-financial

factorsalsomotivateworkers.

• Itignorestheexistenceofgroupsandteamsbecauseindividualsmight

reducetheproductivityofthefirm sincetheywouldlacksupportand

sharingofideas.

• Itleavesnoroom forindividualpreferencesandinitiativesbecause

managementmightnotbeawareofsomegoodideasfromsubordinates

thatmighthelpthefirmtoincreaseproductivity.

• Pieceratesystemisappropriatewhenoutputisstandardized.Itisnot

applicableforservice.

• Workersaregivenboringandrepetitivetaskstocarryout.

• Becauseofpieceratesystem,workersmightbemoreconcernedabout

quantityandcompromiseonquality.

• Itignoresthatworkershavesocialneeds.

• Excessivespecialization leadsto deskilling and causeworkersto

becomealienatedandfrustrated.

HumanRelationsModel–DevelopedByGeorgeEltonMayo

• Thehumanrelationsmodellookedatmotivationfromtheperspectiveof



humanneeds.

• Hefoundedthattheboredomcreatedbyrepetitivetasksactuallyreduced

workers’socialcontactsthathelpstocreateandsustainmotivation.

• Heintroducedthehumanrelationsschoolofthoughtswhichfocusedon

managerstakingmoreinterestontheworkerstreatingthemaspeople

whohaveworthwhileopinionsandrealizingthatemployeesenjoy

interactingwitheachother.

TheHawthorneExperiments

• TheHawthorneExperimentswerecarriedoutattheWesternelectric

plantnearChicagoinUSA.

• Workersweredividedintogroups,thatis,controlgroupswithtestgroups.

• Hestressedtheimpactofeachofthefollowingvariables’performance:

• Temperature.

• Workinghours.

• Resthours.

• Wagerate.

• Illumination.

• Supervision.

• Theobjectiveoftheexperimentwastodeterminetherelationship

betweentheleveloflightingintheworkingplaceandproductivityofthe

workers.

• Thetestgroupwassubjectedtodeliberatechangesinlightingwhilethe

controlgrouplightingwasnotchanged.

• Theresultsoftheexperimentwerethatwhenlightingconditionswere

improvedproductivityforthetestgrouptendedtoincreaseasexpected.

• Surprisingly,when lighting conditions were lowered,productivity

continuedtoincrease.

• Atthesametime,controlgroup’sproductivityincreasedjustlikethatof

thetestgroupeventhoughthecontrolgroupexperiencednochangesin

lightning.

• Inthesecondexperimentthetestgrouphaditswagesincreased,rest

periods,reducedtheworkday.



• Theresultwasthatproductivityincreasesovertimeandthendecreases.

He concluded thatemployees work harderifthey believed that

managementwasconcernedwiththeirwelfaredespitechallengeswhich

maybefacedsuchasloweringlighting.

• Ifworkersappeartohavemeaningandifpeoplefeelvaluedtheywillbe

contentintheirworktherebyincreasingproductivity.

• Thisrelationshipbetweenattentionpaidtoemployeesandanincreasein

productivitybecameknownastheHawthorneeffect.

• Fromtheexperiences,Mayoconcludedthatworkerscanbemotivatedby:

• Bettercommunicationbetweenmanagersandworkers.

• Workingingroupsorteams.

• Ensureworkisinterestingandrepetitive.

• Traininganddevelopment.

Ingeneral,hearguedthat:

• Individualsaresocialbeingswithneedswhichhavetobeaddressed.

• Peoplearenotonlymotivatedbyeconomicconsiderationsbutbya

varietyofsocialandpsychologicalfactors.

• Individualsrequiredecenttreatment.

• Individualsneedempowerment(controloversituations).

• Workershavetherighttoinformation(communication).

• Informalgroupsshouldberecognized.

• Securityenhancesperformance.

• Positivefeedbackisessentialism.

CriticismoftheTheory

• SomecriticsarguethatMayo’sapproachislargelysubjectivebecause

workersareusuallymanipulatedtoworkhardbymanagers(viewsof

theoryx).

• Othersviewedtheapproachasawayofreducingunionpower.

• Theassumptionthatworkersandmanagementsharethesamegoalsis

notrealistic.

• Theideaofworkplaceconcernsmaynotalwaysexistasitmaytaketime



toagreeduetovariationsinideasandthinking.

• Informalgroupsmayendupnegativelyaffectingthegoalsofthe

organization,forexample,extendingtheirmeetingsbytwentyminutes

whichendsupaffectingproductivity.

ContentTheory

• Thesetheoriesfocusonwhatmotivatespeople,thatis,aneedthatmust

besatisfied.

• Theneedmaybesatisfiedbyarewardthatiseitherextrinsictothetask,

forexample,moneyorintrinsic,forexample,jobsatisfaction.

• Keycontributorstothisapproachinclude:

• Maslow’shierarchyofneeds.

• Herzberg’stwofactortheory.

• McGregor’stheoryXandY.

• McClelland’stheory.

AbrahamMaslow’sHierarchyofNeeds

• AbrahamMaslowviewedmotivationasaprogressionofneedsranging

fromthemostbasicneedstothehighestneedofself-actualization.

• Maslowsuggestedthatpeopleareinacontinuoussateofmotivationand

thatthenatureofthatmotivationisvariableandcomplex.Hesuggested

thatpeoplearerarelyinastateofcompletesatisfactionexceptfora

shortwhile.Astheyfulfilloneneed,anotherassumesprominenceand

motivatesfurthereffortuntilsatisfied.

• Unlessanduntilalowerneedhasbeensatisfied,higherneedsdonot

motivate.Onceaneedissatisfied,itnolongermotivates,onlyunmet

needsmotivate.

TheHierarchyNeeds



• PhysiologicalNeeds–Includeshelter,food,oxygen,sexualintercourse,

andclothing.Normallypeoplecometoworkaftertheirbasicneedsare

satisfied.Basicneedscanbesatisfiedthroughraisingemployees’wages.

• SafetyandSecurityNeeds–Theyareneedswhichincludejobsecurity

andsafeworkingenvironmentandothernecessitiessuchasmedical

aidsandpensions.Workerswillbemotivatedtoworkwelliftheirsecurity

needsarewelltakencareof.Theseneedscanbesatisfiedthrough

medicalaids,supplyofprotectiveclothing,forexample,helmetsandby

offeringcontracts.

• SocialNeeds–Theyarereferredtoasneedsofaffiliation,thatis,the

workersbecome“thesocialmen”,needtobeloved,acceptedbyboth

managementandtheco-workers.Workerswanttohaveasenseof

belonging.Thiscanbeachievedbywayofbuildingsportsclubsand

allowingpeopletobelongtoinformalgroups.

• EsteemNeeds–Theyareneedsforachievementandtheyareintended

toboostanindividual’smorale.Hencetheworkerismotivatedifhe/she

isachievingsomething,forexample,settargets.Theyalsoincludeneeds

toberespectedandrecognizedattheworkplace.

• Self-Actualization – Attheepitomeofthehierarchyistheself-

actualizationneeds.Theyentailtheabilitytoachievethebestthatone



cando.Theseareneedstodowithpersonalgrowth.Theyarerealized

whenaworkerisgivenaleadershippositionorwhentheworkerissent

forstudiestoacquiremoreknowledgerelatingtothejob.

• AccordingtoMaslow,lowerorderneedshavetobesatisfiedfirstfor

higherorderneedstomotivatehencesatisfactionshouldstartfromthe

bottomofthehierarchyuntiltothetop.

• Hebelievessatisfiedneedsarenon-motivators.

AdvantagesofMaslow’sHierarchyofNeeds

• Ithelpsidentifyandclassifyalltheneedsthatareessentialforaworker.

Maslowwasabletoclassifyhumanneeds.

• Ithelpsfirmstoidentifywhichneedshavebeensatisfiedandwhichare

notatthemoment.Thiswillhelpittofocusontheneedsnotsatisfied

andmaintainmotivatedworkers.

• Italsohelpsthemanagementtolookforwaystosatisfyaneed,for

example,socialneedscanbesatisfiedbypartiesorbuildingsportsclubs.

• Ithelpsidentifytheorderinwhichtheneedsmustbesatisfied,for

example,ahigherneedcannotbesatisfiedunlessalowerneedis

satisfied,forexample,promotionwhenalowerneedisnotsatisfied,for

example,shelterwillnotmotivatetheworker.

DisadvantagesofMaslow’sHierarchyofNeeds

• Individualbehaviorsseemstorespondtoseveralneedsatthesametime,

notjustoneatatimesothefirmsatisfyingthemonebyonemighthave

moretimetosatisfytheneedsoftheworkers.

• Eachworkercanproducehisownhierarchy,forexample,somerankself-

esteemhigherthansafety,hence,thefirmwillneedtoidentifytheneeds

thatareimportanttoworkersratherthanusingMaslow’sapproach.

• Thereisaproblemindecidingwhenaneedhasactuallybeensatisfied

sinceitismoresubjectiveandhenceafirm mightthinkaneedis

satisfiedwhenitisnot.Thisisaproblembecausemanagersmightfocus

onunmet(higher)needswhensome(lower)arenotyetsatisfied.

• Themodelignorestheoftenobservedbehaviorofindividualswho

toleratelowpayforthepromiseoffuturebenefits.

• Thereislittleevidencetosuggestthatpeoplearemotivatedtosatisfy

onlyaneedateachlevelatatime.



• Self-actualization is neverpermanentlyachieved as suggested by

Maslow.

Herzberg’sTwoFactorTheory

• Herzbergdistinguishedbetweenintrinsicandextrinsicfactors.

IntrinsicFactors

• Thesearefactorsthatmotivatedandgavepositivesatisfaction.They

include:

• Senseofachievement–reachingorexceedingtaskobjectives.

• Recognition–entailsacknowledgementofachievementbysenior

staffmemberwhichismotivational.

• Advancement–entailspromotion,risingrewardsforachievement

progress.

• Responsibility–entailstheopportunitytoexerciseauthorityand

power.

• Job interest– a motivationaljob should provide positive

satisfaction.

• Growth.

Extrinsic(Hygiene/Maintenance)Factors

• Theydonotmotivatebuttheirabsencemaycausedissatisfaction.They

include:

• Payandbenefits,forexample,basicpay,bonuses,holidaysetc.

• Companypolicy– entailsrulesandregulationsthatgovern

employeesandemployers.

• Jobsecurity–degreeofconfidencethattheemployeepossesses

regardingcontinuedemploymentintheorganisation.

• Personallifeinvolvestimespentonfamily,friendsandinterests

whichisusuallyrestrictedbytimespentatwork.

• Workingconditions,forexample,workinghours,facilitiesand

equipment.

• Statusisdeterminedbytherank,authorityandrelationshipwith

othersreflectingthelevelofacceptance.

• Treatmentatwork.



CriticismoftheTheory

• Herzbergconsideredmonetaryasnon-motivators,butduringhyper-

inflationaryenvironmentmonetaryincentivespayacrucialrolein

motivating.

• SomecriticsarguethattheviewsofHerzbergmightbelesspractical

sincebusinessmaynotcontinuewithsuchpolicesduringrecession

period.

• SomearguethatHerzbergreliedtoomuchontheopinionsofpeopleon

whatsatisfies/dissatisfiespeopleatworkasthismaybesubjective.

• SomecriticsareoftheopinionthatHerzberggaveworkersmorefreedom.

• Needsarenotalwaysstratifiedintotwofactors.

• Oneperson’shygienefactorisanother’smotivationalfactor.

• Today’smotivationalfactorsmaybetomorrow’shygienefactor.

NeedTheorybyDavidMcClelland

• Hewasconcernedwiththedifferencesbetweenindividualsandthen

understandingcommonfactorsinmotivation.

• Hewasconcernedwith3needs:

• Needforachievement.

• Needforpower.

• Needforaffiliationorbelonging.

• TheneedforachievementistypicaltoMaslow’sself-actualizationneeds.

• Theneedforpowerissimilartoesteem,egoneedsofMaslow.

• Accordingtohim,thedominanceoftheseneedsinfluencethebehavior

ofindividuals.

• Hearguedthattheneedforachievementisakeyfactorinhuman

motivationandisdevelopedbyenvironmentalfactorslikevaluesof

society,education,potentialinfluenceetc.

• Forhim theneedforachievementisnothereditarybutresultsfrom

environmentalfactors.

• Hestatesthatpeoplewithhighneedforachievementusually:

• Havelowneedofaffiliation.



• Needfeedbackontheirperformances(weaknesses,strengths,

assessments).

• Seektaskswhicharechallengingbutwhichtheyareincontrolof.

• Seektaskswhichtheycanexercisepersonalresponsibility.

• Needforaffiliation–relationships.

• Theneedtobelikedandacceptedbyothers.Thisneedisevidentat

lowerlevelsoftheorganization.

• Needforpower–dealswiththedegreeofcontrolapersondesiresover

situationsandthedesiretohaveimpactandtobeinfluential.

• Hefurthersuggeststhatpeople’smotivationwillbedeterminedbysome

personalityfeaturesinthatperson.

DouglasMcGregor’sTheoryXandY

• Heconstructedtwosetsofassumptionsaboutworkers’attitudetowards

work.

• TheoryXdepictsthe‘theeconomicman’characteristicsofTaylor

management.

• TheoryYdepictsworkersautonomyresponsibilityandgainsasenseof

achievementfromwork.

TheoryXmanagerassumes TheoryYmanagerassumes
Workersinherentlydislikeworkandwill
trytoavoiditwhennecessary.

Spreadingeffortatworkisasnaturalas
prayingandresting

Because ofthis,workers should be
controlled,directed orthreatened in
orderto gettowards the company’s
goals.

Employeesshouldexercisetheirown
authority and are rewarded through
effort towards achievement of the
organization’sgoal.

Theaveragepersonwanttobedirected
andcontrolledandhaslittleambitions
thereforeseekstoavoidresponsibility.

Theaveragepersonlearnstoacceptand
seekresponsibility.Managementshould
cutdownoncontrolsandthreatsand
encourage employees through
empowerment.

Pessimisticapproach. Optimisticapproach.

AcceptanceofthenegativetheoryXviewsresultsin:

• Autocraticleadershipstyle.

• Traditionalorganizationalstructure.



• Centralizationofdecisionmaking.

• Scientificmanagement(Taylor).

• Extrinsicfactor;payandpunishment.

AcceptanceofthepositivetheoryYviewsresultsin:

• Freereignstyleofleadership(democratic).

• Moreflexiblestructures.

• Asearchofappropriatewaystomotivatetheworker.

• Decentralizationofdecisionmaking.

• Astressofintrinsicfactors.

N.B.:ProblemsarisewhenemployeeswhoaccepttheoryYaresubjectedto

theoryX.

ProcessTheories

• Theysuggestthatpeoplearemotivatedtowardsrewardsthattheywant

andthattheybelievetheyhaveareasonablechanceorexpectanceof

obtaining.

• Theyfocusoneffortandreasonrequiredtoaccomplishcertainset

objectives.

Vroom’sExpectancyValenceTheory

Hearguesthattheurgetodosomethingisdeterminedbythe:

• Attractivenessoftheoutcometotheindividual(thatis,theimportance

theindividualattachestotheoutcome).

• Performance–Rewardlinkedtoit(thatis,thedegreetowhichthe

individualbelievesthatperforming ata certain levelwilllead to

attainmentofthedesiredoutcome).

• Effort–Performancelinkage(thatis,theprobabilityassumedbythe

individualsthatexertingagiveneffortwillleadtoperformance).

• Thethreevariablesaresummedupandgivethefollowingequation:

Where:



Visvalence–thevalueofincome,

Eisexpectancy–theperceivedlikelihoodofoutcome.

• Effortisnotsufficient;ithastobeaccompaniedbyabilityandskill.

• Jobsatisfactionwillresultineffectivejobperformance.

• Jobdesignisofgreatimportance.

Adam’sEquityTheorybyAdamStacey

• Itisaboutfairnessbetweeneffort(inputs)andrewards.

• Inotherwords,thereshouldbeasoughtofbalancebetweentheeffort

appliedbyemployeesandtheirrewards,thegreatertheeffort,themore

therewardandthisenhancesmotivation.

• N.B.:Thefairnessofinputsandrewardsofthecompany’semployeesis

compared to theinputsand rewardsofotherpeopleperforming

comparabletasks.

• Equityexistswhentheratioofone’soutcometohis/herinputsequals

anotherone’sratio.

• Workersfeelsenseofinjusticeiftheireffortsarenotrewardedin

conformitytootherpeople’srewards(relativetotheirefforts).

• N.B.:Equitydealswithcomparisonsofyourownsituationtothesituation

ofothers,forexample,allteachersexpectequalremuneration.

• Amotivatorisnothingwhicharousesbehavior.

• Ifworkersperceivethattheirrewardsarehigherthanperformance,they

increasetheirperformanceandviceversa.

• Ifworkersperceivethatthereisequitybetweentheirinputsandrewards,

theymaintainperformance.

Adam’sEquityTheory



FactorsAffectingMotivation

• Payeeorsalary.

• Securityofemployees.

• Socialgrouping.

• Promotionalaspects.

• Norms,valuesandbeliefs.

• Styleofleadership.

• Natureofwork.

• Senseofchallengeinrelationtoworkability.

• Opportunitytoparticipateindecisionmaking.

EmployeeBenefits/FringeBenefits/CafeteriaBenefits

• Thesearetheelementswhichareusedbyanorganizationtoeffectively

motivateitsworkforce.

• Theycanbeeasilydividedintotwogroupswhicharefinancialandnon-

financial.

FinancialBenefits

• Theseincludecashandanythingthatcanbeconvertedintocash,for

example,bonus(13thcheque),timerate,piecerate,performancerelated

pay,competencebasedpay,companycars,houses,lunch,education,



loans,holidayallowances,medicalaidandsalaries.

Bonus

• Thisisaformoffinancialmotivatorwhichisawardedoverandabovethe

normalpay.

• Thisisgiventoemployeesusuallyattheendoftheyearorattheendof

aquarterorafteraccomplishingacertaintask.

TimeRateSystem

• Inthissystem,earningsarecalculatedaccordingtothetimespenton

work(numberofhoursworked×rateperhour).

• Circumstanceswheretimeratisappropriate:

• Inorganizationswhereemployeeshavenocontroloverhowfast

theydotheirwork.

• Whereoutputisofnon-standardtype.

• Inserviceindustries.

AdvantagesofTimeRateSystem

• Lessharmfultoquality.

• Lessharmfultothehealthofworkers.

• Simpleandeasytounderstand.

• Appropriateinserviceindustries.

DisadvantagesofTimeRateSystem

• Doesnotprovideincentivesforextraeffort.

• Requiressupervisionoftheworkforce.

• Workersmayslowdownworksothattheycanworkformorehoursand

earnincreasedpay.

PieceRateSystem

• Itiswherebyworkersarepaidaccordingtotheoutputorquantityofitem

produced.

• Itisusuallyusedwhenoutputismeasurable.

• Outputcanbeattributedtoanindividualworkersothattheworker

receivesareward.



• Itiscalculatedbymultiplyingnumberofunitsproducedbytherateper

unit.

• Alowratemaydemotivatetheworker.

• Itcanbeadjacenttoreflectthedifficultyofthejobandstandardtime

neededtocompleteit.

AdvantagesofPieceRateSystem

• Itencouragesgreatereffectivenessandfasterworking.

• Encouragesworkerstodeviceimprovedmethods.

• Moreoutputproduced.

• Labourcostsforeachworkisdeterminedinadvance.Thishelpstoseta

pricefortheproduct.

DisadvantagesofPieceRateSystem

• Itrequiresoutputtobemeasuredandstandardized.

• Workerscanbeinjuredatworksincetheystressthemselvestoextremes.

• Littlesecurityforpay,thusifthereisnoproduction,therewillbenopay.

Sometimesthemachinemightbreakoraworkermightbeinjuredand

thismightmeannopay.

• Itencouragesworkerstocutcornersandthisreducesqualityon

products.

PerformanceRelatedPay

• Itiswherebyemployeesarepaidaccordingtotheirperformance.

AdvantagesofPerformanceRelatedPay

• Itmotivatestheemployees.

• Itincreasescommitmentofemployeestotheorganization.

• Itdevelopsaperformanceculture.

• Itcanbeusedtorecruitandretainhighquality.

DisadvantagesofPerformanceRelatedPay

• Moneyisnottheonlymotivator.

• Attentionmaybefocusedonvolumesandspeed.



• Itmayresultinhigherlevelsofpaydifferences.

Salary

• Itisanannualincomeusuallypaidonamonthlybasis.

• Itispaidtoprofessionalandmanagementstaff.

• Thesalaryisfixedeachyearandisnotdependentontimeorunit.

• Thesalarylevelisdeterminedbythestatusofthe postinan

organization.

AdvantagesofSalary

• Securityofincome.

• Givesstatuscomparedtopieceandtimerate.

• Aidsincosting,thatis,salaryisnotvariable.

• Suitablewhenoutputisnotmeasured.

DisadvantagesofSalary

• Incomeisnotrelatedtotheoutput.

• Mayleadtocomplacencyoftheworker.

• Regularappraisalsmaybeneededtoassesswhetheranindividual

shouldearnhigher.

MeasuredDayWork

• Theideaofmeasuringdayworkprovidesanswerstotheproblemsof

piecerateandtimerate.

• Insteadofworkersreceivingavariableextraamountofpaydependingon

theiroutput,theyarepaidafixedamountaslongasafixedoutputis

maintained.

OtherFinancialBenefits

• Commission–paymentforachievingatarget.

• Profitsharing.

• Companycars.

• Privatehealthinsurance.

• Subsidizedmeals.



• Lowinterestrates.

• Housingallowances.

Non-FinancialBenefits

• Thesecannoteasilybeconvertedintocashandtheyincludedelegation,

managementbyobjectives,workgroups,jobdesign,jobsimplification

andspecification.

JobDesign

• Referstotheapplicationofmotivationaltheoriestothestructureofwork

inordertoenhancesatisfactionandproductivity.

• Usuallywell-designedjobsoffersomevariety,providesomedegreeof

autonomy,enhance team work,and utilize skills and abilities of

employeestotheirfullpotential.

•

Thefollowingarestrategiesindesigningajob:

JobEnlargement(HorizontalWorkLoading)

• Itincludescombiningseriesoftasksintoanewbroaderjobthatgivesa

challengeandvarietytotheemployees.

• Itisanattemptmadetobroadenthetaskswhichareundertakenor

increasingloadoftasksonexistingworkers.

• Itinvolvesgivinganemployeemoreworktodoofasimilarnature,for

example,insteadofanemployeeputtingwheelsontoabicycleonly,he

maybeallowedtocompletethewholebicycle.

AdvantagesofJobEnlargement

• Itpreventsboredomwithonerepetitivetask.

• Encouragesemployeesatisfactionintheirworkastheyarecompleting

thewholeprocess.

• Itismoreefficientifworkersareorganizedintogroups.

DisadvantagesofJobEnlargement

• Itissimplygivingaworkermoreofthesamejob.

• Itreducesefficiencysincetheworkeristocompletethewholetask

(increasedwork).



• Itover-burdenstheworker.

JobEnrichment(VerticalWorkLoading)

• ItcamefromHerzberg’smotivationalfactor(advancement).

• Itattemptstogiveemployeesresponsibilitybyverticallyextendingtheir

roleintheproductionprocess.

• Itinvolvespromotions.

• Itgivesemployeesresponsibilitiesforplanningtasks,qualitycontrol,

worksupervision,orderingmaterialsandmaintenance.

• Inotherwords,workerswillbeperformingworkwhichwassupposedto

beperformedbylinemanagers/supervisors.

• Somedegreeofauthorityanddecisionmakingisdelegatedtothe

employees.

• Somethingwhichwasdonebysomeonehigheronthehierarchywillbe

donebysomeoneatlowerlevels.

AdvantagesofJobEnrichment

• Theworkersfeelaspartoftheorganizationandtheireffortisrewarded.

• Employeeswillalsobeprovidedwithvariedtaskswhichmaypossibly

leadtofuturepromotions.

• Itgivesemployeesachallengetodeveloptheirunusedskill.

• Itreducestheleveloflabourturnover.

DisadvantagesofJobEnrichment

• Someworkersmayfeelthattheyarenotabletodoextratasks.

• Someworkersmightdemandmorewagesforincreasedwork.

• Itmaybeasourceofdemotivationifchallengingtasksaregivento

employees.

• Itcanresultinstresstoemployees.

JobRotation

• Itisthesystematicandplannedmovementofemployeesfromonejobto

anothertoprovidethemwithvariety.

• Employeesswitchfromonejobtoanotherfromtimetotime,forexample,



fromhumanresourcedepartmenttomarketingdepartment.

AdvantagesofJobRotation

• Reducesboredom.

• Enablesskillsandexperiencetobegained.

• Itispartofthetraining.

• Incaseofemergency,ifoneisabsent,anotheremployeefromanother

departmentcancoverfortheemployee.

DisadvantagesofJobRotation

• Gainsinproductivitymaybeoffsetbyfallinoutputasworkerslearnnew

jobsandtaketimetosettlein.

• Motivationisnotguaranteediftheemployeeisswitchedfromoneboring

jobtoanother.

• Someworkersdonotlike.

ManagementbyObjectives

• DevelopedbyDrunkerFurtherrefinedbyOrdioneandMcGregor.

• Itisamanagementtechniquewhichincludessettingoutstrategicplan,

implementationandevaluation.

N.B.:Theobjectiveswhicharesetmustbesmart.

S - Specific

M - Realistic

A - Achievable/Attainable

R - Realistic

T - TeamSpecific

AdvantagesofManagementbyObjectives

• Eachmanagerhasaclearvisionofthevitalareasofworkandstandards

required.

• Individualswillbeawareoftheorganisation’sgoals.

• Itwillbeeasytoassessstaffperformanceandtheareaswhichneedto

beimproved.

• Greaterparticipationimprovesemployeemoralsandcommunication.



• Managershavepowertoachieveresultswhichareameansofensuring

growthandprofits.

• Itcanbeusedtomotivateworkers.

DisadvantagesofManagementbyObjectives

• Ittakestimetobeeffective.

• Itcanleadtomorepaperworkthanactualaction.

• Workersmaybefrustratedifunattainablestandardsareset.

• Someemployeesmaynotwanttobegivenresponsibility.

QualityCircles

• Aqualitycircleisavoluntarygroupofemployeesofanorganizationfrom

thesameworkarearangingbetween6-8peoplewhodiscussandtryto

solveproblemsrelatingtotheirwork,forexample,quality,productivity

issues.

• Theymayagreetomeetweekly.

• Itisanexampleofaninformalgroup.

FeaturesofQualityCircles

• TheQualityCirclesismadeupofvoluntarymembership.

• Itimplementsandmonitorssolutionsthathavebeenagreed.

• Itpresentsitsfindingstothemanagement.

• Meetingsareusuallyshortbutfrequent.

• AfacilitatoristheretoassisttheQualityCircles.

AdvantagesofQualityCircles

• Greaterawarenessofshopfloorproblems.

• Jobenrichment.

• Improvedmotivationandmorale.

• Improvedquality.

• Increasedproductivity.

• Itallowsparticipationofallstaff(Herzberg).

• Contributetotheminimizationofcostsofproduction.



DisadvantagesofQualityCircles

• Itistimeconsumingasaresultofdiscussions.

• QualityCirclesmaybeexpensivetorunastheymayincreasethecosts

totheorganization.ThismeansthatQualityCirclesneedtobemotivated

financially.

• Itrequiressomeresources.Forittocontinuetoexist,themanagermust

supplygroupmemberswithnecessaryresources.

• Qualitycirclesmaybeasourceofdemotivationtoworkerswhoseideas

areneglected.

AutonomyGroupWorking(TeamWorking)

• Thewordautonomymeansself-determination,orsimplyindependent.

• Itmeansthatanexperiencedgroupofworkersisgivengreaterdiscretion

inplanningandmakingofdecisions.

• Usuallymanagementsetsataskbuthowthatworkissupposedtobe

doneisdecidedbytheworkers.

• Tobemoreeffective,thismethodrequiresanexperiencedworkforce

whomightbewillingtotakeresponsibilityandmanagerswhouse

democratictypeofleadership.

• Agrouporteam ofpeopledecidesbetweenthem howworkistobe

distributedandhowtosolveproblemsthatarise.

AdvantagesofAutonomyGroupWorking

• Improvescommunicationbetweenmanagersandtheemployees.

• Productivityincreasessustainability.

• Labourturnoverreduced.

• Workerswilldeveloprelationshipswithcolleaguesandteamspiritwhich

mayimprovemotivation.

• Flexibilitymayresult.Forexample,teammembersmightbemorewilling

tocoverforanabsentcolleague.

• Quickerdecisionmakingandgenerationofmoreideas.

DisadvantagesofAutonomyGroupWorking

• Conflictbetween team members and managers may resentthe



responsibilitydelegatedtoteams.

• Itresultsinlossofspecializationamongworkers.

• Toomuchemphasisonindividualism,forexample,teamsmayfailto

deliverresultsiftheemphasisofthecompanyisplacedonindividuals.

Workers’InvolvementandParticipation

• Thismeansinclusionofemployeesinthedecisionmakingprocess.

• Formsofworkers’participationinclude:

• Workerdirectors – Employee representatives on the board of

directors.

• Workercouncil–Employeerepresentativesonthecounciltodiscuss

issuesrelatingdirectlytoemployees.

• Consultativecommittees–Employeerepresentativesconsultedon

issuessuchashealthandsafety.

• Qualitycircles.

• Teambriefing.

• Workers’committees.

• Employeeshareownershipplans(ESOP)

AdvantagesofWorkers’InvolvementandParticipation

• Extensionofdemocracyintotheworkplace.

• Increasedsatisfactionandpersonaldevelopment.

• Increasedmotivationandincreasedcommitment.

• Improvedindustrialrelations.

• Utilizestheknowledgeandexperienceofworkers.

• Developmentofconsensus.

• Improvedinformationflow.

DisadvantagesofWorkers’InvolvementandParticipation

• Timeconsuming.

• Workerslacktechnicalknowledge.

• Employeestakeashort-termview.



• Conflictsofinterests.

• Decisionsshouldbemadebyrisktakersandtheexpertstowhom

authorityisdelegated.

• Ifrepresentationsareviaunions,workerswhoarenotmemberswill

loseout.

Training

• Itistheacquisitionofskills,knowledgeandcompetencesasaresultof

teaching.Itenhancescooperation.

• Itisaprocesswherebyindividualsacquirejobrelatedskillsand

knowledge.

AdvantagesofTraining

• Highquality.

• Betterproductivity.

• Moreflexiblethroughbetterskills.

• Easiertoimplementchangesinbusiness.

TrainingLinkstoMotivation

Assumingtrainingiseffectivethen:

• Employeesfeelmoreloyaltotheorganization.

• Itshowsthatthebusinessistakinganinterestinitsworkers.

• Employeesbenefitfrombetterpromotionopportunities.

• Theemployeemightbeabletoproducemoreoutputwhichmight

increasehis/herwages.

• Itisanopportunitytodevelopnewskillsandknowledge.

However,trainingmightmeanmorecoststothebusiness.

Otherelementsinclude:

• Delegation.

• Certificateofappreciation.

• Jobsimplification.

• Longservicecertificate.



IMPACTOFICTONMOTIVATION

• Employeesusingtechnologyintheirlineofworkfeelmoresuccessful,

getmoremotivatedtodoworkandhaveincreasedself-confidenceand

self-esteem.

• Productionofefficientlycompletedtasks,correctlypresentedthrough

theaidofcomputersmotivatesthoseemployeeswhofindproducing

suchtasksmanuallydifficult.

• Employeesfindworkinginatechnology-enhancedenvironmentmore

stimulatingandemployee-centeredthaninatraditionalenvironment.

• Employeesaregenerallymore‘ontask’andexpressmorepositive

feelingswhentheyusecomputersthanwhentheyarerequiredtodoit

manually.

• Laptops,palmtops,smartphonesandotherportabledevicesinvolvedin

executionoftasksmotivateemployeestoworklongerandharderwithan

increasedprideintheirwork.

• RegularuseofICT acrosstheworkplacecan increaseemployee

confidenceandmotivationinworking.



Chapter7

QUESTIONS:MANAGEMENT

• Definethefollowingterms:

• Management.

[2]

• Spanofcontrol.

[2]

• Functionalstructure.

[2]

• Matrixstructure.

[2]

• Whatfactorsinfluencethechoiceofthespanofcontrol?

[6]

• Whatisthenarrowofspanofcontrol?

[2]

• Distinguish awideand narrow span ofcontrolto afirm in the

manufacturing [4]

sector.

• Howusefulisawidespanofcontroltoafirm inthemanufacturing

sector? [4]

• Explainwhyitisfavorableforemployeestoworkinorganizationswitha

wide [4]



spanofcontrol.

• Underwhatcircumstancesmightafirmadoptawidespanofcontrol?

[4]

• Distinguishaspanofcontrolandchainofcommand.

[4]

• Whatismeantbythefollowingterms:

• Espritdecorps.

[3]

• Stabilityoftenure.

[3]

• Explainanythreelevels/typesofauthority.

[6]

• Differentiateresponsibilityandauthority.

[4]

• Definethefollowingterms:

• Lineauthority.

[2]

• Staffauthority.

[2]

• Explainthetermlabourturnover.

[2]

• Definethetermdelegation.

[2]

• Whydomanagersdelegateworktotheirsubordinate.

[4]

• Explain why managers find itdifficultto delegate work to their

subordinate. [6]

• Whatismeantbythetermaccountability?

[2]

• Howusefulisspecializationtoafirmintheclothingindustry?

[6]

• Explainthetermdivisionoflabour.

[2]



• Definethefollowingterms:

• Centralization.

[2]

• Decentralization.

[2]

• Explaintheconceptofmanagementbyobjectives.

[4]

• Definethetermmanagementbywalkingaround.

[2]

• Whydoesabusinessplan?

[2]

• Differentiatemanagementbyobjectivesandmanagementbywalking

around. [3]

• Explainanythreemanagerialfunctions.

[6]

• Withthehelpofadiagramofatypicalfunctionalstructure,explainthe

following:

• Spanofcontrol.

[3]

• Chainofcommand.

[3]

• Howusefuliscentralizationtoafirminthemanufacturingsector?

[5]

• Whataretheadvantagesanddisadvantagesofdecentralization?

[2]

• ExplainthecontributionsofMcGregor’stheoryXandYtoZimbabwean

[5]

organizations.

• How applicableistheMcGregor’stheoryXandYintheworkplace

situation? [5]

• Isfunctionalstructurealwaysgoodstructure?

[6]

• Distinguishafunctionalandamatrixstructure.

[4]



• Illustrateadivisionalstructure.

[6]

• Whataretheadvantagesanddisadvantagesofamatrixstructure?

[6]

• Usingthediagram,explainthegeographicalstructure.

[6]

• Evaluate the relevance ofmanagementtheories to modern day

management. [25]

• Whatarethecausesofhighlabourturnover?

[12]

• Discussthemethodswhichafirmmightemploytocurblabourturnover.

[10]

• Whatargumentsmighttherebefortheretentionofthecentralizationof

the [12]

marketingandfinancefunction?

• Evaluate the usefulness of decentralization to a firm in the

manufacturingsector.[13]

• Discussthefactorswhichinfluencethelevelofthespanofcontrol.

[25]

• Whatarethebenefitsofplanning?

[10]

• Explaintheconceptofmanagementbyobjectivesandevaluateitsworth.

[10]

• Explainthefactorswhichinfluencethestructureoftheorganization.

[10]

• Howusefulisafunctionalorganizationalstructuretoamanufacturing

firm? [15]

• DiscusstheinfluenceofFayol’stheorytomoderndayorganization.

[25]

• How usefulare hierarchy organizationalstructure to Zimbabwe

organizations? [15]

• Whatarethefeaturesofbureaucraticorganizations?

[5]

• WhatapplicationdoyouconsiderMcGregor’sTheoryXandYinthework



[5]

situation?

• Distinguishaformalandinformalstructure.

[4]

• Distinguishatallandflatstructure.

[4]

• Whatarethefeaturesofatallstructure?

[4]

• EvaluatetherelevanceofFredrickTaylor’sscientificmanagementtheory

to

Zimbabweanorganizations.

[25]

• Explainthetermcorporateculture.

[4]

• Discussthefactorswhichinfluencethelevelofspecialization.

[10]

• Distinguishbetweendivisionoflabourandspecialization.

[6]

• Evaluatethemethodsmanagementmightconsidertoensureeffective

[12]

communicationwithinadecentralizedorganizational.

• Discussthefactorsthatmightinfluencethedecisionwhetherornotto

[10]

decentralizedecisionmakingwithinanorganization.

• Whyisitimportantformanagerstodistinguishbetweenauthorityand

[12]

responsibility?

• Evaluatetheinfluenceofinformalleadershiptoabusiness.

[6]

• Ifahugeprojectissuccessful,thebusinesswillgrowquickly.Suggest

andjustify[10]

anappropriateorganizationalstructureifthishappens.

• Definedelayering.

[2]

• Withtheaidofanorganizationchart,explainthemainfeaturesofa



formal [10]

organization.



MANAGEMENT

Managementistheartofgettingthingsdonethroughotherpeople(MaryParker

Follet).

• Itistheachievementofobjectivesviatheutilizationofresources.

• Itistheattainmentoforganization’sgoalsinanefficientandeffective

mannerbyplanning,organizing,controllingorganizationalgoals.

• Itcanbeseenasagroupofpeoplewhoareappointedbyownersofthe

businesstorunthebusinessontheirbehalf.

DifferencesbetweenManagersandLeadership
Managers(Management) Leaders(Leadership)
Druckerdefinedmanagementasdoing
thingsright.

Leadershipisdoingtherightthings.

Managers are usually managers the
work,forexample,financialmanager
manages the financialaccounts and
makesdecisionsconcerningthatfield.

Leadersleadpeopleandmotivatethem.

Managerswantresults. Leadersseekachievements.
Managerstrybyallmeanstominimize
takingrisks.

Leadersusuallyhavepersonalcharisma.

Managershaveformalauthority. Leadersseektoachievelongtermvision
ofthefirm

ManagerialFunctions

Organizing

• Itisamanagementfunctionthatisconcernedwithassigningoftasks,

grouping tasks togetherwithin subsections ofthe organization,

allocatingresourcestothesesubsections.

• Aformalstructureisameansofestablishingauthorityandresponsibility

andofgainingtheadvantagesofspecialization.

Controlling

• Itisconcernedwithmonitoringactivitieskeepingtheorganizationon

tracksothatitkeepsmovingtowardsitsgoals,takingappropriate

correctiveactionasandwhenrequired.

Leading

• Itinvolvestheuseofinfluencetomotivateemployeestoachievethe

organizationalgoals.



Directing

• Suggestsorders,instructions,supervisionorattheveryleastguidance.

Planning

• Istheestablishingofobjectivesandtheformulation,evaluationand

selectionofpolicies,strategies,tacticsandactionrequiredtoachieve

them.

• Allplanningrequiresforecasts.

ImportanceofPlanning

• Itallowsmanagerstolookaheadratherthanbeingobsessedwiththe

daytodayrunningofthebusiness.

• Ithelpsmanagerstoidentifystrengthsandweaknesses,opportunities

andthreats.

• Itprovidesfocusandsenseofdirection.

• Itestablishesacriterionbywhichperformanceisevaluated.

• Itfacilitatesdelegation.

• Itreducesthegapbetweenperformanceandobjectives.

• Encouragesteamwork.

• Itidentifiesinefficienciesandunnecessaryduplicationofefforts.

• Itenablespeopletorespondeffectivelytoeventsratherthanitwouldbe

withoutplanning.

• Itforcesmanagerstoberealisticintermsofobjectivesset.

LimitationsofPlanning

• Lackofaccurateinformation.Itisamereprediction.

• Timeconsumingandexpensiveprocess.

• Inflexibility.

• Itmayresultininternalrigidnessinmanagerialwork.

• Falsesenseofsecurity.

• Amanagermayfeelthatonceaplanisformulated,itwillbeeasierto

carryout.



BusinessPlan

• Itisanessentialdocumentfordescribingaimsandobjectivesand

enablingmeasurementofprogresstowardsachievingthem.

• Itcanbeusedasarequisiteforseekingfinancefrominvestors.

• Itprovidesthemeansto:

• Appraisethepresentandfutureofthebusiness.

• Workoutshortandlongtermobjectives.

• Establishaframeworktoestablishtheobjectives.

• Itcanbeseenasaworkingdocumentthathelpstheownertomonitorthe

currentoperations,planthefutureofthebusinessandevaluateactions

necessaryforthesuccessofthebusiness.

ContentsoftheBusinessPlan

• Summary.

• Adescriptionofthebusiness.

• Theproductorservice.

• Themarket.

• Marketingplan.

• Financialinformation.

ImportanceofBusinessPlan

• Focusesattentiononobjectivesandresults.

• Itreducesuncertaintyandrisk.

• Itprovidesasenseofdirectioninthebusiness.

• Encouragesinnovationandcreativity.

• Guidesdecisionmaking.

• Facilitatescontrol.

TypesofBusinessPlans

1.StrategicPlan

• Deciding on theobjectivesoftheorganization,changesin these

objectives,theresourcesusedtoattainthem andpoliciesthatareto



governtheacquisitionuseanddispositionoftheresource.

AdvantagesofStrategicPlan

• Itlaysdownmajorgoalsandpoliciesoftheorganization.

• Itprovideslong-termviews.

• Ittakesamacroviewoftheorganization.

• Itprovidesdirectionforthegrowthoftheenterprise.

2.TacticalPlan

• Ensuringthatresourcesareobtainedandusedeffectivelyandefficiently

intheaccomplishmentoftheorganizationalobjectives.

AdvantagesofTacticalPlan

• Helpstoimplementstrategicplansbycoordinatingtheworkofdifferent

departments.

• Assistswhenmakingshort-term movesandmaneuverswithinthe

broaderstrategicexistingplans.

3.OperationalPlan

• Ensuringthatspecifictasksarecarriedouteffectivelyandefficiently.

AdvantagesofOperationalPlan

• Specificanddetailed.

• Theyprovideformandcontenttolong-termplans.

• Helpsinmaximizingefficiencyinthedaytodayoperations.

• Itensuresuniformityofaction.

ManagementTheories

1.ScientificManagementTheory–F.W.Taylor

• Fredrickdevelopedhistheoryofscientificmanagementasheworkedhis

wayupfromalaborertoamanagerinUSASteelwork.

ImplicationsofTaylor’sTheory

• Manisarationaleconomicalanimal,‘economicman’concernedwith

maximizinghiseconomicgain.Thefirmmustgivetheemployeemore

paysothattheoutputcanincrease.



• Selectionofthebestpersonforthejob(someonewithskillsorcharacter).

• Workersshouldbegivenappropriatetrainingandtoolssothattheycan

workasefficientaspossible.

• Workersdonotnaturallyenjoyworkandtheyneedclosesupervisionand

control.Workersshouldbeencouragedtoworkharderandmaximize

productivity.

• Divide work between managers and workers.Managers apply to

scientificmanagementprinciplesinplanningandsupervisingthework.

• Amanager’sjobistotellemployeeswhattodoandtheworkers’workis

todowhattheyaretold.

AdvantagesofTaylor’sTheory

• Division ofworkthusspecialization willincreaseproductivityand

increasequalitysinceeachworkerwillbedoingwhatsheknowsbest

andhaveskillsin.

• Fairnessinpaysinceitsupportstheuseofpieceratesystemthusifa

workerproducesmoreunitshe/shewillbegivenmorepay.

• Motivatesworkerstoworkhard(pieceratesystem).Thusifaworker

producesmore,productivityincreases.

• Emphasisisonmeasuringwhatenablesimprovement.

• Leadstoefficientproductionmethodssincethemanagersandworkers

willbetrainedsotheywillintroducemoreideasandproductionmethods.

DisadvantagesofTaylor’sTheory

• Noteveryoneismotivatedbymoney,thatis,Tayloroverlookedthat

workersworkfordifferentreasons.AccordingtoHerzberg,non-financial

motivatorsalwaysmotivate,forexample,jobenlargementandjob

enrichment.

• Itignores the existence ofgroups and teams.Because ofthat

individualismmightreducetheproductivityofthefirmsinceteamwork

producesmoreproductssincetheysupporteachotherandcanshare

ideas.

• Itgivesnoroomforindividualpreferencesandinitiative.Becauseofthat

managementmightnotbeawareofsomegoodideasfromsubordinates.

• Pieceratesystem isappropriatewhereoutputisstandardizedand

measurable.



• Workersaregivenboringrepetitivetaskstocarryoutandaretreatedlike

humanmachines.

• Ignoresthefactthatworkershavesocialneeds.

2.McGregor’sTheoryXandY

• Inthehumansideofenterprise,DouglasMcGregorcontrastedtwosets

ofassumptionsaboutworkers’attitudetoworkandresponsibility.

• TheoryXdepictstheeconomicmancharacteristicsofTaylor’stheory.

• ThetheoryXisthereforeareluctantworkerwhohastobecoercedand

givenextrinsicrewards.

• IntheoryY,theworkerprefersautonomy,responsibilityandgainsa

senseofachievementfromwork.

AcceptanceofthenegativetheoryXviewsresultsin:

• Autocraticleadershipstyle.

• Traditionalorganizationalstructure.

• Centralizationofdecisionmaking.

• Scientificmanagement(Taylor).

• Extrinsicfactor;payandpunishment.

AcceptanceofthepositivetheoryYviewsresultsin:

• Freereignstyleofleadership(democratic).

• Moreflexiblestructures.

• Asearchofappropriatewaysofmotivatingtheworker.

• Decentralizationofdecisionmaking.

• Astressofintrinsicfactorstotheworkitself.

TheoryXmanagerassumes TheoryYmanagerassumes
Peopledislikeworkandwillseekto
avoidit.

Peopleenjoywork.

Workersareunambitious,irresponsible,
lazyandnottobetrusted.

Peopleseekresponsibility.

Workershavetobecontrolled. Theydonotwishtobecontrolled.
Such people have security as their
greatestneed.

Workersdesiretosatisfysocialandself-
actualizationneeds.



3.EltonMayo:HumanRelationsTheory

• EltonMayobelievedthatworkersarenotjustconcernedwithmoneybut

couldbemotivatedbyhavingtheirsocialneedsmetatwork(something

thatTaylorignored).

• Heintroducedthehumanrelationsschoolofthoughtwhichfocusedon

managerstakingmoreinterestontheworkers’treatingthemaspeople

who have worthwhile opinions and realizing thatworkers enjoy

interactingwitheachother.

• MayoconductedaseriesofexperimentsattheHawthornefactoryofthe

westernelectriccompanyinChicago.

• Fromhisexperiments,heconcludedthatworkersaremotivatedby:

• Bettercommunicationbetweenmanagersandtheworkers.

• Workingingroups.

• Insureworkisrepetitiveandinteresting.

• Traininganddevelopment.

• Empowerment.

• Securityenhancesperformance.

CriticismoftheTheory

• SomecriticsarguethatMayo’sapproachislargelysubjectivebecause

workersareusuallymanipulatedtoworkhardbymanagers(viewsof

theoryX).

• Theassumptionthatthemanagersandworkerssharethesamegoalsis

unrealistic.

• Othersviewedthetheoryasawayofreducingunionpower.

MaxWeber’sBureaucraticTheory

• Max Weberis a German sociologistwho pro-founded thatan

organizationconstitutesofanumberofindividualssuchthatthereis

needtoregulateandcontroltheactivities.

• He stressed the need to adhere to the organizationalrules and

regulationsasasignofauthoritywithintheorganization.

PrinciplesofMaxWeber’sBureaucraticTheory



• Divisionoflabor–Itisthepivotaroundwhichtheclassicaltheory

revolves.Itimpliesthatworkmustbedividedtoobtainaclearcut

specializationwithaviewtoimproveperformanceofworkers.

• Departmentalization–Divisionofworkiffollowedbyassignmentof

worktoindividualsresponsibleforitsperformance.

• Coordination–Theclassicaltheorypointedthatthedivisionofwork

shouldbebalancedbyunityofcontrol.Thereshouldbeasinglecenterof

authorityandcontrolintheorganization.

• ScalarandFunctionalProcesses–Theseprocessesdealwithvertical

andhorizontalgrowthoftheorganizationrespectively.Scalarchain

referstoaseriesofsuperiorsubordinaterelationshipsfromthetoptothe

bottom.Thefunctionalprocessisconcerned with division ofthe

organizationintospecializedpartsandsubpartsandtheirregroupingon

thebasisofsimilarityandcompatibility.

• Structure– Itimpliesthelogicalrelationship offunctionsin an

organizationtoaccomplishitsobjectiveseffectively.Itisthemechanism

forintroducinglogicalandconsistentrelationshipsamongthediverse

function.

• SpanofControl–Thisimpliesanumberofsubordinatesamanagercan

effectivelysupervise.Itdeterminesthelevelsofauthorityandtheshape

oftheorganization.Theconceptalsodirectsattentiontothecomplexity

ofinter-relationshipsinanorganization.

TheClassical/AdministrativeTheorybyHenryFayol

• Fayolemphasizedongoalattainment.

• Inhisbook,heemphasizedtheroleofthemanager(management

functions)as:

• Forecastingandplanning.

• Organizing.

• Commanding.

• Coordinating.

• Controlling.

N.B.:Beforecomingupwiththeprincipleofmanagement,hebroughtthe

divisionofbusinessactivitiesinto:

• Technicalproduction.



• Commercial.

• Financial.

• Accounting.

• Security.

• Management.

Hisfourteenprinciplesofmanagementare:

1.DivisionofWork

• Hebelievedthatdivisionofworkleadstoefficiencyatalllevelsofthe

organization.

• Hequoteddisciplinewithobedience.

2.AuthorityandResponsibility

• Authoritymeanstherighttoactwhereasresponsibilityisthedutytoact.

3.Discipline

• Hesawdisciplineasanactofrespectforagreementswhicharedirected

atachievingobedience,application,energyandtheoutwardmarksof

respect.

4.UnityofCommand

• Eachemployeemustreceiveinstructionsaboutaparticularoperation

fromasinglesuperior.

• Whenanemployeereportstomorethanoneperson,conflictsmayoccur

andconfusionofauthoritymayresultifauthorityisundermined.

• Indisciplineisajeopardywhichresultsindisorderandinstabilityinthe

organization.

5.UnityofDirection

• Necessarytoensurethatallthepeoplewithintheorganizationwork

towardstheorganizationalgoals(samedirection).

• Thisobjectionshouldbedirectedbyonlyonemanagerusingoneplan,

forexample,personneldepartmentinanorganizationshouldnothave

twodirectorsbecausetheymighthavedifferenthiringpolicies.

6.SubordinationoftheIndividualtotheGeneralInterests



• Theindividualinterestsofemployeesshouldnottakeprecedenceover

theinterestofthefirm(commongoal)henceinterestsofoneemployee

shouldnotprevailoverthoseoftheorganization.

• Accordingtohim,ignorance,ambition,selfishness,laziness,weakness

andallhumanpassionsmaycauseorganizationalintereststobelostin

favorofindividualinterests.

7.Centralization

• Referstotheextentinwhichdecisionmakingauthorityisattainedbythe

management.

• Itisallaboutdecreasingtheroleofthelowerlevelsindecisionmaking.

• Fayolbelievedthatmanagementshouldretainthefinalresponsibilitybut

needtodelegateenoughtothesubordinatesinordertodotheirjob

properly.

• However,theproblem istofindthecrucialamountofcentralizationat

eachlevel.

8.ScalarChain/Organogram

• Ahierarchyisnecessaryforaunitofdirection.

• Authorityin theorganization runsin orderofrankfrom thetop

managementleveltotheperiphery(lowerlevels)oftheenterprise.

9.AFairSystemofRemuneration

• Compensationforworkdoneshouldbefairtoboththeemployerandthe

employeeandshouldprovidesatisfactiontobothparties.

• Shouldencouragekeennessanddiscourageoverpayment.

• Underpaymentmayresultinlabourturnoverwhilstoverpaymentmight

negativelyaffecttheliquiditypositionofthefirm.

10.Order

• Itistheplacingoftherightmanintherightplace.Materials,peopleand

allresourcesshouldbeattherightplaceattherighttimeandunder

control.

• Accordingtohim,“thereisaplaceforeverythingandeverythinginits

place”.

11.Equity



• Accounttohavemanagersbothfriendlyandfairtotheirsubordinate.It

entailsacombinationofjusticeandkindness.

• Thisenhancesloyaltyoftheworkforcetowardsmanagement.

12.StabilityoftheStaffTenure

• Hearguedthatahighemployeeturnoverisnotgoodforefficientrunning

oftheorganization.

• Accordingtohim,ahighturnoverofstaffwascostlytotheorganization

andwasbothacauseandeffectofmanagement.

13.Initiative

• Subordinatesshouldbegiventhefreedomtoconceiveandcarryouttheir

planseventhoughsomemistakesmayoccur.

14.EspritDeCorps

• Hebelievedthatthereisstrengthinunionandheemphasizedtheneed

forteamworkandtheimportanceofgoodcommunication.

• Accordingtohim,harmonyisstrengthandmanagersshouldhavea

senseoforganizationalunity.

• Tohim,evenasmallfactorcanhelptodevelopthisspirit,forexample,

useofverbalcommunicationinsteadofformalwrittencommunication

wheneverpossible.

KeyContributions

• Theorganizationaltheoryleadstoprofessionalisminfactories.

• Thetheorysucceededinputtingacrossthenotionthatmanagement

shouldbelearntasaskill,forexample,onecannotbeaneffective

accountantwithouthavingpracticedaccounting.

• Hegaveguidelinesthathelpedtoincreasedproductivityandefficiency,

forexample,the importance ofdiscipline,team work and fair

remunerationcannotbeunderestimated.

• Hisadviceonstabilityofstafftenureandtheneedfororderisstill

relevant.

Limitations

• Somecriticsareoftheviewsthatorganizationaltheoryrecognizeda

humanbeingasafinancial/economicbeingratherthananimportant



factor.

• Someofthepointsweregoodfortheorganizationduringthaterabutas

theorganizationgrew,someofthepointsmaynolongerberelevant.

SpanofControl

• Thisisthenumberofpeopledirectlyaccountabletoandreportingtoa

manager.

NarrowSpanofControl

• Meansthattherearemanymidandtoplevelmanagerswhoeach

superviseasmallnumberofemployeesreportingtothem.

• Narrowspanleadstoatallorganizationalstructure.

DiagramofNarrowSpanofControl

AdvantagesofNarrowSpanofControl

• Itiseasierforamanagertoprovideguidancetosubordinatesandto

superviseandcontroltheiractivities.

• Itiseasiertodevelopgroupcohesivenesswithinthesmallergroupsof

employeesreportingtoeachmanagerandensurefastercommunication.

• Itispossibletohaveorganizationalunitswithmorefocusedfunctions

ratherthanmanydifferentfunctionsgroupedunderonemanager.

• Fastcommunicationbetweensuperiorsandsubordinates.

DisadvantagesofNarrowSpanofControl

• Ittendstoincreasethetotalnumberoforganizationallevels.Thismakes

itdifficultformanagersathighlevelstokeepintouchwithground

realitiesatoperatinglevels.

• Itincreasesthetotalnumberofemployeesintheorganization.This

increasescostsoftheemployers.

• Itcreatesproblemsofcoordinationbetweendifferentmanagersand

organizationalunits.

• Excessivedistancebetweenthebottomandthetopoftheorganization.

WideSpanofControl

• Meansthattherearefewermanagersofmidandthetoplevelwitheach

supervisingalargenumberofemployeesthusmorepeoplereportingto



onemanager.

• Widespanofcontrolresultsinflatorganizationalstructurewithfewer

layers.

Diagram

AdvantagesofWideSpanofControl

• Closerelationshipsbetweenworkersandemployees.

• Closesupervisionofemployeetasks.

• Greatersupervisoryattentiontoemployeesbymanagers.

• Possibilityformoreupwardgrowthforemployees.

• Possibilityforgreatercomplexityoftasksforemployees.

• Shortdecisionmakingprocess.

DisadvantagesofWideSpanofControl

• Greaterlevelsofmanagementmeangreateroperationalcosts.

• Tallorganizationwithmanylayersofmanagementmeanslessefficiency

in communication upwards and less interestin communication

downwards.

• Lesseningofemployeemoraleandfeelingofbelonging.

• Lowerskilled,lessmotivatedemployeesrequiremoresupervision.

FactorswhichInfluencetheLevelofSpanofControl

• Theexperienceandpersonalityofthemanager.

• Thenatureofthebusiness.

• Theskillsandattitudeoftheemployees.

• Highlyskilled,professionalemployeesmightflourishinabusiness

adoptingwidespanofcontrol.

• Thetraditionandcultureoftheorganization.Abusinesswithatradition

ofdemocraticmanagementandempowermentofworkersmayoperate

widerspanofcontrol.

RelationshipbetweenSpanofControlandHierarchy

• Theambitionofspanofcontrolandchainofcommandresultsina

patternoflevelsthatiscalledahierarchy.



• Thustheunbrokenlineofauthorityfrom thetoptothebottom ofthe

organization.

• Atthetopoftheorganizationalhierarchyaresimilarrankingofficialsand

atthebottomaregeneralworkers.

Centralization

• Referstoarelativelyhighdegreeofconcentrationofdecisionmaking

amongveryfartopmanagersattheheadofficesandthebottom are

generalworkers.

• There is centralized administration, human resources, finance,

purchasingetc.

• Withcentralization,decisionsaretakenatthecenterorattheupperlevel

oftheorganization.

• Thisleaveslittlediscretionandauthorityfortheperipheryorlowerlevels.

AdvantagesofCentralization

• Greatercontrol.

• Economiesinstaffing.

• Easiercommunication.

• Economiesofspecialization.

• Economiesofscale.

DisadvantagesofCentralization

• Excessivebureaucracy.

• Rigidity.

• Delaysindecisionmaking.

• Lossofinitiative.

• Stifferpersonaldevelopment.

Decentralization

• Thedispersalofauthorityofdecision making to thelowerlevel

managementistermedasdecentralized.

• Meansdiffusionofauthority.

• Iscloselylinkedtodelegation.



• Itiswhenthereisconsiderabledelegationandautonomyatlowerlevels.

AdvantagesofDecentralization

• Relievingtopmanagersofworkoverloadsothattheyconcentratemore

onstrategicdecisions.

• Quickerandbetterdecisionmakingtakenatthesceneoftheaction.

• Itofferstrainingofjuniormanagersandpreparesthem formore

challengingroles.

• Decisionsinresponsetomarketchangesbecomequickerandflexible

sinceheadofficewillnotbeinvolvedallthetime.

• Increasesemployeemotivationthroughparticipationindecisionmaking.

• Personaldevelopmentispromoted.

DisadvantagesofCentralization

• Coordinationbytopmanagersmaybecomedifficult.

• Lack of control and ineffective communication may lead to

inconsistencesrelatingtoorganizationalpolicy.

• Divisionsmaypursuetheirownobjectivesattheexpenseofcooperative

goals.

• Lossofsomeeconomiesofscale.

• Developmentofnarrowdepartmentview.

FactorswhichInfluencetheLevelofCentralization

1.Cost

• Themorecostlytheactiontobedecidedonthemoreprobable.Itisthat

thedecisionwillbeatthetoplevelsofmanagementsothegreaterthe

degreeofcentralizationandviceversa.

2.DesireforUniformPolicy

• Consistencyanduniformityisassociatedwithcentralization,wheretop

managementdesiresuniformity.Itislikelythatdecisionmakingwillbe

centralized.

3.SizeandCharacteroftheOrganization

• Smallorganizationstendtocentralizewhilelargeorganizationsdueto

theircomplexitydecentralize.



4.HistoryandCultureoftheOrganization

• Organizationsthatgrowinternallyandthehistoryoftheorganization

determinethedegreeofcentralization.

5.ManagementPhilosophy

• Somemanagersprefertokeepdecisionmakingauthoritytothemselves

becausetheybelievethattheirsubordinatesareincompetent.

6.GeographicalLocationoftheOrganization

• Ifthebusinessdistributionsareindistantmarkets,thereisatendency

fortheorganizationtodecentralizedecisionmaking.

7.CommunicationFrequencyandFacilitates

• Theexistenceofcommunicationfacilities,forexample,ITleadstoa

highlycentralizedorganizationsincetheheadofficeisalwaysincontract

withitsbranches.

8.TypeofOrganization’sFunctions

• Personneland Finance are usually centralized functions in most

companies.

StabilityofTenure(LabourTurnover)

• Itistheproportionofstaffleavingabusinessoveraperiodoftime.

• Itismeasuredbytheformula:

CausesofHighLaborTurnover

• Relativelylowpaylevelsofworkersforbetterpayingjobs.

• Fewtrainingandpromotions.

• Poorworkingconditionsorlowjobsatisfaction,forexample,bullyingand

harassment.

• Somebusinessesarerelativelypooratselectingandrecruitingtheright

candidatesforposts,wherebyworkersareill-suitedfortheirjobs.

• Thereismorechancethattheywillleaverelativelyquickly.

• Unfavorableleadershipstyle.

• Lackof.jobsecurity,forexample,contracts.



• Poorrelationships,forexample,informalgroups.

• Poormotivation.

BenefitsofLabourTurnover

• Newstaffbringsinnewideas.

• Itavoidskeepingofstaffthatareageing.

• Wherebusinesspayslowwagesorwhereconditionsofworkarepoor,it

maybemoreprofitabletohaveaconsistentturnoverofstaffratherthan

toraisewagesorimprovetheconditionsofwork,sosomepeoplemust

go.

• Ifbusinessisshrinkinginsize,reducingthesizeoftheworkforcewill

leadtohighlabourturnover.

ProblemsofLabourTurnover

• Lostproductionwhilstthepostisnotfilled.

• Lostproductionwhiletraining.

• Costofnewrecruitmentandtraining.

• Tarnishestheimageofthefirm.

• Paymentofbonusestootheremployeeswhilstreplacementisfound.

• Ittakestimefornewstafftobecomefamiliarwiththeirrolesandtheway

inwhichthingsaretobedone.

SolutionstoHighLabourTurnover

• Improvetheprocessofemployeeselection.

• Ensurethattheemployeesarebeingfullyutilized.

• Improveworkingconditions.

• Promotinggroupmoraleandcohesiveness.

• Jobenrichment,enlargingandrotation.

• Demonstratethatpromotionprospectsexist.

• Increaseremuneration.

Delegation

• Itisaprocessbywhichmanagerssuchasschoolheads,transferpartof



theirauthoritytosubordinatesfortheperformanceofcertaintasksand

responsibilities.

AdvantagesofDelegation

• Reducesmanagementstressandworkload.

• Enablesseniormanagementtofocusonkeytasksanddelegateless

importanttasks.

• Subordinatesaremotivatedandempowered.

• Betterdecisionssinceemployeesareknowledgeabletotheuseof

resources.

• Goodmethodofon-the-jobtraining.

• Increasedparticipationbysubordinates.

EffectiveDelegationConditions

• Selectthepersontodelegatetoonthebasisofsoundknowledgeofthe

staffmemberin terms oftheirvarying levels ofcompetency,

commitmentandcapability.

• Thenatureandthescopeoftheworktobedelegatedmustbeclearly

definedandbeforthebenefitoftheorganizationasawhole.

• Delegatedtasksmustbeclearlydescribed.

• Thepersontowhomthejobisdelegatedmustbecapableofcarryingout

andwillingtotaketheresponsibility.

• Someform ofreportingtoprovideameansofprogresscontrolis

required.

• Rewardsuccessfulachievementofdelegatedtasks.

• Twowaycommunicationisnecessary.

Disadvantages/BarrierstoEffectiveDelegation

• Insecuritywheretheleaderisnotreadytotakechances(risks)orfear

thatsubordinatesmaylethimdown.

• Lossofpowerifthesubordinatesdonotdothetaskverywellandeven

betterthantheleaderwouldhavedoneit.

• Failuretoplanahead.Thismakesitdifficulttodecidewhichtasksto

delegateandtowhomandwhen.



• Somemanagerscontinuouslymonitortheworkofsubordinatesand

hencefinditdifficulttodelegate.

• Theatmosphereoftheorganization.Someorganizationsaredemocratic

andothersarebureaucratic.

• Lackoftrustbetweenmanagersandstaff.

ReasonswhyManagersareReluctanttoDelegate

• Fearoftheunknown.

• Sometimesmanagersdonothavedelegationskills.

• Staffmanagersfearemployeesmightperformbetterthanthem.

• Somemanagersfeelbetterdoingitontheirown.

• Shyness.

Responsibility

• Referstoindividuals’obligationstocarryoutassignedduties.

• Thesearedutiesoneisassignedtodobyhissuperiors.

• Responsibilitiesinvolvebeingaccountableorbeingrequiredtojustifyan

action,forexample,managersresponsibleforadepartmentmaybe

askedtojustifypoorperformancetotheboardofdirectors.

AdvantagesofResponsibility

• Itpromotesmotivationasthesubordinateswillneedtomeettargetsor

goals.

Accountability

• Itistheobligationtocarryoutresponsibilityandexerciseauthorityin

termsofperformancestandardsestablishedbythesuperior.

Authority

• Itistherighttoexercisepowerortherighttocommand.

• Thisisthepowermanagementhastoexerciseandmakedecisionsin

carryingoutassignments.

• Inotherwords,itistheabilitytocarryoutthetasksfor,forexample,it

wouldnotmakesenseaskinganofficeworkertopaycompanydebts

whenshedoesnothaveauthoritytosigncheques.



• Employeesatlowerlevelhavelessresponsibilityandauthoritythanthe

furtherup.

TypesofAuthority

LineAuthority

• Directauthorityinvolvestherighttogiveordersandhavedecisions

implemented.Allsuperiorshavelineauthorityoverthesubordinatesin

theirteamsordepartment.Lineauthorityisafeatureofscalarchainof

commandwhichrunsfromtoptobottomofanorganization,forexample,

production managers are line managers responsible forwork of

production.Theflowoflineauthorityisalwaysdownwards.

AdvantagesofLineAuthority

• Itisclear.Thereiscleardivisionofauthorityandresponsibility.

• Itallowsforunitofcommand.

• Thereisefficiencyindecisionmaking.

• Effectivediscipline.

DisadvantagesofLineAuthority

• Managersshouldbeexpertsastheydonotconsult.

• Thereisnocareerdevelopment.

• Lackofspecialization.

• Centralizationandsubjectivecontrol.

StaffAuthority

• Canbeseenasauxiliaryauthorityinthatitdoesnotprovidetherightto

command.Staffauthorityhascometomeanadvisoryorsupportive

authority.

N.B.:Staffauthorityofthoseindividualswhoprovidelinemanagerswithadvice

andservicestaffcanofferservicessuchaslegal,financialanalysis.

AdvantagesofStaffAuthority

• Ideasaresharedsothatdecisionmakingisimproved.

• Itassistsmanagerswithexperthelp.

• Theyassistinpolicyimplementation,legalandfinancialissues.



DisadvantagesofStaffAuthority

• Employingspecializedlabouriscostlytoanorganization.

• Itcreatesconflictsassomemanagersrefusetotakeadvice.

LineAuthority StaffAuthority
Righttodecideandcommand. Righttoprovideadvice,assistanceand

information.
Contributedirectlytoaccomplishmentof
organizationalgoals.

Assistsintheeffectiveaccomplishment
oforganizationalgoals.

Relativelyunlimitedandgeneral. Relatively restricted to a particular
function.

Flowsdownwardsfrom asuperiortoa
subordinate.

Mayflowinanydirectiondependingon
theneedofadvice.

Possessedbygeneralists. Possessedbyspecialists.
Exercisescontrol. Investigatesandreports.
Doingfunction. Thinkingfunction.
Makesoperationaldecisions. Providesideasfordecisions.

FunctionalAuthority

• Itcanbedefinedastherighttogiveordersinadepartmentotherthan

yourown.Therelationshipariseswhenaspecialistisallowedtotake

overalimiteddefinedfunction.

• Thelinemanagersdedicateauthoritytoaspecialisttocarryoutthetask.

• Althoughthiscreatesproblemsintermsofcomplicatedrelationship,

coordinationdifficultiesandconfusionoverauthority.Itdoeshavethe

advantageofrelievinglinemanagersofcertaintaskandmakinguseof

specialization,forexample,apersonnelmanagerhasfunctionalauthority

toinstructeveryemployeetosigntheattendanceregister.

DifferencesbetweenResponsibilityandAuthority
Responsibility Authority
Obligationtoact. Dutytoact.

ChainofCommand

• Thisistheplanthatsatisfieswhoreporttowhomintheorganization.Itis

a line ofauthoritythrough which orders and responsibilities are

delegated.

• Itreferstotherelationshipofthesuperiorsanditssubordinatesshown

bylinesonanorganizationalchart.



• Theconceptissupportedbythefollowingprinciples:

• Scalarfactor–Someoneintheorganizationmighthaveultimate

authorityandaclearlineofauthorityshouldbeinexistence,forall

enterprise/linesofauthorityareshowninbrokenlinesfrom the

toptobottomofanorganizationalchart.

ProblemsofaLongChainofCommand

• Longchainsofcommandslowdowndecisionmakingsinceitpasses

throughmorepeopleandthecompetitorsmighttakeadvantageand

exploititsmarketbeforethefirmreacts.

• Miscommunicationcanoccursincetherearemoremiddlemanagers.

• Italsoreducesthecompany’sabilitytoreactandmakedecisions.

• Morecostssincemoremoneyisneededtopaythemoneymanagers.

UnityofCommand

• Itstatesthatemployeesshouldreporttojustonemanager.Instructions

from twoormoremanagersmayconflictwhichmayworkagainst

organizationalgoals.

Specialization

• Doingthejoborworkinwhichoneistalentedat,forexample,lawyers,

engineers.

AdvantagesofSpecialization

• Workersandfirmsbecomeexpertsinaparticularjobortask.

• Workersacquirespecificskillsquickly.

• Surplusgoodsareproduced.

• Improvesthequalityofgoodsandservices.

• Firmswillbeabletoemployandutilizespecializedmachineryand

equipment.

DisadvantagesofSpecialization

• Automationleadstounemployment.

• Leadstointerdependency.

• Resultsimmobilityoflabour.



• Leadstolackofcraftsmanship.

• Repetitivetasksboringtoworkers.

DivisionofLabour

• Itmeansworkersconcentrateupononeparticularjob.

• Breakdownofworkortradeactivitiesintoindividualtasksorsmalltasks

donebydifferentpeople.

AdvantagesofDivisionofLabour

• Moregoodsareproducedforvariousmarkets.

• Largescaleproductionresultinginmoreemployment.

• Levelsoftrade.

• Promptedtointerdependenceofworkers.

• Goods are produced ata fasterrate due to mechanization and

automation.

DisadvantagesofDivisionofLabour

• Leadstointerdependenceofworkers.

• Goodsproducedarestandardized.

• Tasksbecomerepetitiveandboring.

• Lackofjobsatisfaction.

• Unemploymentcausedbymechanizationandautomation.

TeamWork(EspritDeCorps)

• Itinvolvesplacingeachmemberofstaffintosmallteamsofemployees.

• Aneffectiveteamworkinvolvesqualitycircles.

AdvantagesofTeamwork

• Itleadstoworkerslearningseveralskillsratherthanjustone.

• Ithelpscreateamoreflexibleandadaptiveworkforce.

• Itmotivates,leadingtoalowerlaborturnoversinceworkersinagroup

havesecurityandsocialneeds.

• Bettersharingofideas.



• Leadstohighqualityintotalqualitymanagementifincorporated.

DisadvantagesofTeamwork

• Someworkersmayfinditdifficulttoworkcloselywithothers.

• Iftheteamallowsastronginformalleaderwhomaynotconformtothe

objectivesoftheorganization,theteammayworkinefficiently.

• Itmightbetimeconsuming.

• Conflictsmayarise.

• Blamegamemayarise.

OrganizationalFunctions(Departments)

1.TheMarketingFunction

• Itisthedepartmentindirectcontactwiththebusinesscustomers.

• Marketingisconcernedwithidentifyingandrespondingtotheneedsof

thecustomers.

• Marketingmanagersareresponsiblefor:

• Researchofthemarket:

• Identifyingthemarketopportunities.

• Undertakingdeskandfieldresearch.

• Organizedataoffieldresearch.

• New product development (in coordination with production

department)whichinvolves:

• Developingnewproduct.

• Decisionmakingtothecontinuationorabortionofproducts.

• Developingstrategiesforproductlaunching.

• Developmentofstrategiesinrelationto:

• Products.

• Productmix.

• Markets.

• Promotionofproducts,pricinganddistribution.



2.TheAccountingFunction

• Thisfunctiondealswiththemoneyaspectofthebusiness.

• Accountinginvolvescorrection,recording,presentationandanalysisof

financialdata.Thefinancialsideconcernstheraisingoffinancesforthe

businessoperationsandmakingdecisionsonhowthemoneyshouldbe

spent.

• Financialaccountingisconcernedwithpreparationoffinalaccountsfor

thebenefitofshareholdersandotherstakeholders.

• Costsaccountingisconcernedwithidentifyingthecostsofproducing

output.

• Managementaccountinginvolvesaccountingfordecisionmakingin

relationto:

• Planningactivities.

• Budgets.

• Capitalinvestments.

• Thefinancefunctioninvolvesmakingdecisionsabout:

• Cashflow.

• Creditcontrol.

• Debtcontrol.

• Expenditure.

3.ProductionFunction

• Dealswiththemakingofgoodsandprovisionofservice.

• Itinvolvescoordinationofhumanandotherresourcestoachievethe

desiredlevelofoutputatthelowestcosts.

• Productionfunctioninvolves:

• PurchasingandInventories

• Acquisitionofmaterials.

• Stockcontrol.

• Storage.

• ResearchandDevelopment



• Developmentonnewproducts.

• Design.

• Developmentofnewprocesses.

• ProductionPlanning

• Location.

• Layout.

• Capacityplanning.

• Machinesetting.

• Workandmethodstudies.

• Controlofoperations

• Operations

• Schedulingofactivities.

• Maintenance.

• Qualitycontrol

• Distribution.

4.TheHumanResourceFunction

• Thisfunctiondealswiththeacquisitionanddeploymentofthehuman

resourcesoftheorganization.

• Allmanagementactivitiesrelatingtoemployeespay,welfare,conditions

ofemploymentandtrainingaretheresponsibilityofthepersonnel

function.

1.EmployeeResourcing

• Contractsofemployment.

• Jobanalysis.

• Recruitmentandselection.

• Terminationofemployment.

2.TrainingandDevelopment

• Workdesign.



• Managementdevelopment.

• Performanceappraisal.

3.Pay

• Payadministration.

• Jobevaluation.

• Pensions,sickpay.

• Incentives.

• Fringebenefits.

4.EmployeesRelations

• Negotiations.

• Participation.

• Grievances.

• Discipline.

5.Welfare

• Healthandsafety.

• Medicalservices.

• Disability.

• Socialactivities.

• Redundantandretiredworkers.

5.InformationTechnology

• Thisfunctiondealswithinstalling,maintaining,updatingandmonitoring

theinformationtechnology.

OrganizationalStructures

• Itisprimarilyconcernedwiththeallocationoftasksanddelegationof

authority.

MatrixStructures

• Itisoneinwhichateamofspecialistsfromdifferentdepartmentsofthe

organizationgettogethertoworkonaspecialprojectunderthe



supervisionoftheprojectmanager.

• Itcanbedefinedasanorganizationthatemploysamultiplecommand

systemthatincludesnotonlythemultiplecommandstructurebutalso

relatedmechanism andassociatedorganizationalcultureandbehavior

pattern.

Diagram

AdvantagesofMatrixStructure

• Itallowstotalcommunicationbetweendepartmentsandcutsacross

traditionalboundaries.Theknowledgeandexpertisecanbetransferred

fromoneprojecttoanother.

• Effortsarechanneledtowardswhatisgoodfortheproject/business

insteadofindividualsordepartments.

• Asprojectteamscanbecreatedeasily,thesystemrespondsquicklyto

changingmarketingconditions.

• Itdevelopsindividualskillsandhelpsthemboostconfidence.

• Itactsasamotivationaltoolaspeoplecanidentifythemselvesattheend

products.

• Thereisinter-disciplinarycooperationwithintheorganization.

• Providesflexibility.

• Creativityisencouraged.

• Itencouragesdecentralization.

• Decisionmakingcanbedelegatedtolowerlevelswhichhelpinemployee

development.

• Hightechnicalstandardscanbemaintained.

DisadvantagesofMatrixStructure

• Itencouragespowerstrugglesastowhoisgoingtobetheproject

manager.

• May be time consuming when participants spend more time on

discussionratherthanonaction.

• Mayaffectthemoralewhenpeoplearere-arrangedatthebeginningand

endoftheproject.

• Splitallegiances.



• Overlappingauthority.

FunctionalStructures

• Itiswherethecompanyisdividedintoseparateunitsbasedonroles

suchasaccounting,marketing,researchanddevelopmentordistribution.

• Itcanbedefinedasonewhichisstructuredaccordingtofunctionsand

makesuseofspecializedresources.

AdvantagesofFunctionalStructures

• Itoffershighlevelofspecializationsinceeachunitoperatesasaself-

containedmini-companychargedwithcarryingoutitsspecificroleand

theworkersbecomeexpertswithin theirfunctionalarea and the

companybenefitsfromtheirexpertiseandexperiencesovertime.

• Aworkerwhoisanexpertinhisfunctionalareacanperformtaskswith

highlevelofspeedandefficiencywhichenhancesproductivity.

• Staffmemberswithinadepartmentcaneasilycommunicateanduseone

another’sknowledge.

• Functionalstructuremakessupervisioneasier.

DisadvantagesofFunctionalStructures

• Staffmaydevelopanarrowoutlookandbeunabletoseethebusinessas

awhole.

• Itmaybedifficulttopreparemanagersforawiderangeoffunctionsince

thereisspecialization.

• Becausefunctionalmanagershavetoreporttocentralheadquarters,it

canbedifficulttogetquickdecisions.

• Itisoftenhardertodeterminetheaccountabilityandjudgeperformance

infunctionalstructures,forexample,ifanewproductfails,whoisto

blame.

• Whilespecializedunitswithinthefunctionalstructuresoftenperform

withhighlevelofefficiency,theymayhavedifficultyinworkingwellwith

otherunits.

• Ifthecompanyexpandsintonewgeographicalareas,maintainingcontrol

andmanagingtheseparatefunctionscanbeevenmoreofachallenge.

Diagram

GeographicalStructures



• Itisorganizedbyregions.

• Itisalsoknownasthedepartmentalization.

• Thisiscrucialtolargescalefirmswhoseactivitiesaregeographically

spreadoverawidearea,forexample,banks,insurancecompanies,

transportcompaniesetc.

• Activitiesaredividedintozones,divisionsandbranches.

Diagram

AdvantagesofGeographicalStructures

• Theequipmentusedisallinoneplace.

• Managersdevelopexpertiseinsolvingproblemspeculiarintheirlocation.

• Managersdeveloppersonalrelationswithcustomersandgettoknow

customers’problems.

• Multinationalcompaniesmaygettobeknownindifferentregionsofthe

world.

• Operatingcostsarelowerasallbusinessfunctionsareoperatedwithin

eachregion.

• Thefirmwillbeabletocompete.

• Traininggroundformanagement.

• Bettercommunicationatlocallevels.

• Emphasisisonlocalconditions.

DisadvantagesofGeographicalStructures

• Problemsofcontrolsincesomeactivitiesneedtobecentralized.

• Highcosts.

• Conflictsmayarisebetweenregionaldivisions’activitiesandoverall

organizationalgoals,forexample,itispossiblethatmanagersmaybegin

tointroducetheirownpolicies.

• Thereisduplicationoffunctionsatalllocations.

• Theymayrequirethattheheadofficecomesoutwithextensiverulesand

regulationstoensureuniformityofqualityamonglocations.

• Doesnotfosteremployeeknowledgeofproblemsexperiencedatother

locations.



DivisionalFunctions

• Itinvolvesgroupingofactivitiesonthebasisofcommoncustomersor

typesofcustomers.

• Itinvolves grouping togetheremployees who dealwith specific

customers.

• Theassumptionisthatcustomersineachdivisionhavecommonsetof

problemsandneedsthatcanbebestmetbyspecialists.

Diagram

AdvantagesofDivisionalFunctions

• Customersgettheadvantageofspecialization.

• Customers’needsaresatisfiedandcustomersmightprefertodo

businesswithacompanythatissensitivetospecificcustomerneeds.

• Marketsegmentation–abusinessmaydivideitsmarketintodifferent

marketsegments.

• Developexpertiseinhandlingcustomers.

DisadvantagesofDivisionalFunctions

• Topmanagementneedstocoordinateactivitiesofdifferentdepartments

toachieveorganizationalgoals.Individualdepartmentsmaypursuetheir

owngoalsandseniormanagementmightfinditdifficulttocontrolthe

organization.

• Sometimescustomerneedscutacrossseveraldepartments.

• Customerdefinition– itisnotalwayspossibletoclearlydefinea

particularcustomergroup.

• In-efficiency– itispossiblethatsomedepartmentsaretoosmall

becausetheydonothaveenoughcustomers,inthiscase,costsper

customercouldbehigh.

TopStructures

• Itisastructureinwhichthespanofcontrolisnarrowandasaresult

thereisalargenumberofhierarchicallevels.

• Atallorganizationalstructurehasanarrowspanofcontrolwhichresults

inamultiplicityoflayers.

• Thereisdecentralizationofauthority.



• Therearemanyauthoritylevels.

• Longlinesofcommunication.

• Highdegreeoffunctionalspecialization.

• Bureaucratic.

AdvantagesofTopStructures

• Canadopttochangebetterandthereisbettercoordination.

• Itfacilitateseffectivesupervisionduetocentralizedordosedwork.

• Opportunitiesforpromotionaregreaterduetomanypositions.

• Goodforstaffdesiringdetailedguidance.

• Lesspressureonmanagers.

• Easyapplicationaslesscompetentsubordinatescanbeemployed.

DisadvantagesofTopStructures

• Delayedcommunication.

• Costlyintermsofadministrativeoverheads.

• Slowdecisionmaking.

• Greateradministrativedistancebetweenthetopmanagementandthe

workers.

• Littleopportunityfordevelopmentofsubordinates.

FlatStructures

• Itinvolvesabroadspanofcontrolandrelativelyfewhierarchylevels.

• Thereiscentralizedauthority.

• Fewauthoritylevels.

• Lowlevelsofdelegation.

• Easiercoordination.

AdvantagesofFlatStructures

• Good for staff requiring greater independence,challenge and

responsibility.

• Speedyandimprovedcommunication.



• Reducedoverheadcostsandusessupervisors.

• Fasterdecisionmaking.

• Lesseradministrativedistance.

DisadvantagesofFlatStructures

• Loosecontrol.

• Difficultincoordination.

• Moremistakesduetoloosesupervision.

• Pressureonmanagersandheavypenaltyforfailure.

FormalStructures

• Itrefers to the organizationalstructure deliberately created by

managementforachievingtheobjectivesoftheenterprise.

• Itisapatternofactivities,processes,humanrelationshipsandroles

plannedandstructuredinordertoaccomplishorganizationalgoals.

InformalStructures

• Itreferstothepatternofactivities,interactionsandhumanrelationships

whichemergespontaneouslyduetosocialandphysiologicalforces

operatingattheworkplace.

• Itrisesnaturallyonthebasisoffriendshipsorsomecommoninterest

whichmaynotberelatedtowork.

• Itisanunintendedandunplannednetworkofunofficialandsocial

patternsofhumanrelationships.

DifferencesbetweenFormalandInformalStructures
Point Formalorganization Informalorganization
Origin Createddeliberately Arisespontaneously
Nature Plannedandofficial Unplannedandunofficial
Size Large Small
Focus Builtaroundjobs Builtaroundpeopleandtheir

roles
Continuity Stable Unstableanddynamic
Structure Definite structure –

mechanicalandrational
Structure-less,impersonaland
emotional

Goals Profits and service to the
society

Satisfactiontothemembers

ControlPurpose Rigidrulesandregulations Groupnormsandvalues



Communication Difficult and well defined
paths.Onewayandslowflow
ofinformation

Unspecified channels, two
waycommunicationandfast
flowofinformation

Influence
Process

Legitimateauthority Power

HierarchicalStructure/Bureaucratic

• Itiswheretherearedifferentlayersoforganizationwithfewerandfewer

oneachhigherlevel.

• Itisoftenrepresentedasapyramid.Mostco-operationalgovernments

arehierarchicalwithdifferentlevelsofmanagementpower.

Diagram

AdvantagesofHierarchicalStructure

• Clearcommunication.Employeesreceivetheirpolicy,directorsandday

todayassignmentsfromtheirdirectmanagers.

• Theroleofeachindividualisclearandwell-defined.

• Specializationoftasksisalsopossible.

• Responsibilityandaccountabilityareclearlydefined.

DisadvantagesofHierarchicalStructure

• Inflexibility–itworksforstandardizedprocessesbutnotusefulin

dynamicenvironmentthustheyareslowtoreacttonewopportunityties.

• Slowdecisionmaking–thisisbecauseresponsibilityandauthorityare

centralizedinfewpeopleatthetop.

• Resistancetocreativity.

• Itcanstiflecreativityandinnovation.

• Lackofcoordination– therearefew horizontallinksbetweenthe

departments.Departmentsmakedecisionswhichbenefitthemselves

ratherthanthebusinessasawhole.

• Managementbywalkingaround(MBWA).

• Unstructuredapproachtohandtohanddirectparticipationbythe

managersintheworkrelatedaffairsoftheirsubordinatesincontrastto

rigidanddistancemanagement.

• In managementbywalking around,managersspend asignificant



amountoftheirtimemakinginformedvisitstoworkareaandlisteningto

theemployees.

• Thepurposeofthisexerciseistocollectqualitativeinformation,listento

suggestionsandcomplaintsandkeepafingeronthepulseofthe

organization.

• Alsocalledmanagementbywalkingaround.

ManagementbyObjectives(MBO)

• Itisaprocesswherebythesuperiorandthesubordinatemanagersofan

enterprisejointlyidentifyitscommongoals,defineeachindividual’s

majorareasofinfluenceandresponsibilityintermsoftheresults

expectedofhimandusethemeasuresasaguideforoperatingtheunit

andassessingthecontributionofeachofitsmembers.

ObjectivesofManagementbyObjectives

• Tomeasureandjudgeperformance.

• Torelateindividualperformancetoorganizationalgoals.

• To clarify both the job to be done and the expectations of

accomplishments.

• Tofosterincreasingcompetenceandgrowthofthesubordinate.

• Toenhancecommunicationbetweensuperiorsandsubordinates.

• Toserveasabasisforjudgmentsaboutsalaryandpromotions.

• Tostimulatethesubordinates’motivation.

• Toserveasadevicefororganizationalcontrolandintegration.

N.B.:Theobjectiveofthebusinessmustfollowthesmartcriterion.Theyshould

bespecific,measurable,achievable/attainable,realistic,andtimespecific.

AdvantagesofManagementbyObjectives

• Improvedmanagerialperformance.

• Concentrateonprofitmakingactivities.

• Betterdelegation.

• Improvedcommunication.

• Improvedmoralandsenseofpurpose.



• Moreeffectivedevelopmentofexecutives.

• Earlyrecognitionofmanagementpotential.

DisadvantagesofManagementbyObjectives

• Difficultyingoalsetting.

• Timeconsuming.

• Morepaperwork.

• Pressureonpeople.

• Leadershipproblems.

ManagementbyException

• Thisisalmostsimilartotheconceptofmanagementbywalkingaround.

Inthiscase,criticalareaswillbemonitored,donationsrecordedand

actiontakentocorrectdeviations.

BenefitsofManagementTheories

• Increasedperformance.

• Improvesefficiencyofproduction.

• Improvesproductquality.

• Increaseseffectivenessofproductionprocessesandsystem.

• Helpsmanagerstomakedecisions.

• Itdefinestherolesofmanagers.

LimitationsofManagementTheories

• Itresults in repetitive and monotonous tasks which may cause

employeesdissatisfaction.

• Someofthetheoriesarenotspecific.

• Itresultsinoversimplificationofhumanbehavior.

• Itisaffectedbyconstantchangesinenvironment.

AdditionalNotes

Delayering

• Theproblemassociatedwithtallstructureshasforcedfirmstooptfor



delayering.

• Itisaprocessofremovingwholelayersofmanagementtocreateshorter

structure.

OrganizationalCharts

• Itis a pictorialor diagrammaticalrepresentation of functions,

departmentsandpeopleinanorganization.

• Separateunitsandpositionsinanorganizationarerepresentedbyboxes

whichareconnectedtoeachotherbydottedlines.

• Solidlinesindicatechainofcommandandofficialchannelofcommand

andofficialchannelofcommunication.

AdvantagesofOrganizationalCharts

• Employeesaregivenaclearstructure/pictureofhowtheorganizationis

structured.

• Managersandsubordinatesknowtheirresponsibilities(ifsomeoneis

requiredtohandleaspecificproblem,thechartindicateswhereheisto

report).

• Theprocessofmakingupachartcanpinpointtheorganization’s

defects,forexample,areasofduplication.

• Providesusefulsourceofinformationfornew recruitshighlighting

position,responsibilityandlinesofauthority.

• Formalrelationshipbetweendifferentemployeesanddepartmentsis

highlighted.

DisadvantagesofOrganizationalCharts

• Thechartdoesnotindicatewhohasgreaterdegreeofresponsibilityand

authorityoneachmanageriallevel.

• Itdoesnotindicatetheinfluenceorinformalrelationsandformalfacts.

InformalGroups/Grapevine

AdvantagestoOrganizations

• Theyhelpmemberstocommunicate.Managerscanusetheseunofficial

channelstotransmitmessagessecretly.Theycheckreactionbefore

officiallymakingthedecisionattheend.Thefirmwillmakeadecision

supportedbytheemployeesandhenceavoidresistancetochange.



• Theysharecommonnormsandvaluesandhencetheyarelikelytoagree

andworkinharmony.

• Informalgroupsprovidesocialsatisfaction,statusandsecurity,for

example,tomakejokes,eatmealsandsocializeafterwork.Thissenseof

fulfillmentreduceslabourturnoverandabsenteeism.

• Asenseofsecurityisachievedsincetheyaremovinginnumbers,for

example,canbargainformorewageswithoutfear.

• Fastcommunication–itdoesnotfollowscalarchain,sotherecanbe

fasterspreadofinformation.

• Ithelpsmemberstosolvepersonalproblems.

DisadvantagestoOrganizations

• Grapevinedispensesbothtrueandfalsemessages.

• Theycanleadtoheavyresistancetochangesincetheytakeadvantage

ofstrengthinnumbers.

• Conformity– theyactasareferencepoint,encouragesconformity

amongmembersactingthesameway,lackingcreativityforfearoflosing

groupapproval.

AComparisonbetweenDecentralizationandDelegation
Decentralization Delegation
Itistheendresultofdelegation. Itisaprocessoranact.
Itdenotestherelationshipbetweentop
managementandvariousdepartments.

Itdenotestherelationshipbetweena
superiorandasubordinate.

Itisoptionalastopmanagementmayor
maynotdisperseauthority.

Itisessentialformanagementprocess.

The control may be delegated to
departmentalheads.

Thedelegatorexercisescontroloverthe
subordinates.

Itisaphilosophyofmanagement. Itisatechniqueofmanagement.



IMPACTOFICTONMANAGEMENT



Chapter8

QUESTIONS:MARKETINGMANAGEMENT



MARKETINGMANAGEMENT

Marketingmanagementreferstoanintegratedprocessthatencompasses

identification,anticipationandsatisfactionofconsumerneedsandwants.Itisa

managementprocessthatinvolvesidentifyingwhatconsumersneedandwant,

toprovidegoodsandservicesthatsatisfytheseneedsandwants.Itcanbe

identifiedastheprocessbywhichcompaniescreatevalueforcustomersand

buildstrongrelationshipsinordertocapturevaluefromcustomersinreturn.

DifferencesbetweenMarketingandSelling

• Marketingisconcernedwithfirstidentifyingcustomerrequirements

whereassellingisonlyconcernedwithmakingconsumerswantthe

productofthecompany.

• Marketingtakesthecustomerasakingandbelievethatthebestand

betterproductsareonlydeterminedbycustomerswhereasselling

believesthatthecompanybestknowstheproductthatconsumersmust

buy.



• Sellingdoesnotinvolvesellingresearchintocustomerspecificationbut

itallowsproductstobemadefirstandthentheproductwillbesold

whereasmarketingaimstoprovideproductsthatsellthemselves.

MarketingManagementOrientations

1.TheProductConcept

• Itholdsthatcustomersfavorproductsthatareavailableandhighly

affordable.

• Therefore,managementshouldfocusonimprovingproductionefficiency.

Itisbelievedthatonceaproductischeap,customerswillwantit.

• However,althoughusefulinsomesituations,theproductionconceptcan

leadtomarketingmyopia.Companiesadoptingthisconceptrunamajor

riskoffocusingtoonarrowlyontheirownoperationsandlosingsightof

realobjectives,thatis,satisfyingcustomerneedsandbuildingcustomer

relationships.

• Itholdsthatconsumerswillfavorproductsthatofferthemostinquality

performanceandinnovativefeatures.

• Itfocusesonmakingcontinuousproductimprovements.

• Itassumesthatproducersknowthebest.

2.TheSellingConcept

• Theideathatcustomerswillnotbuyenoughofthefirm’sproducts

unlessitundertakesalargescalesellingandpromotioneffort.

• Itfocusesontheskillsofsellingratherthanontheneedsofthebuyer.

3.MarketingConcept

• Themarketingmanagementphilosophythatachievingorganizational

goalsdependsonknowingtheneedsandwantsofthetargetmarkets

andsoachievingthedesiredsatisfactionbetterthancompetitorsdo.

4.SocialMarketingConcept

• Aprincipleofenlightenedmarketingthatholdsthatacompanyshould

make good marketing decisions by considering consumerwants,

companyrequirementsandsociety’slongruninterests.

DistinctionbetweenMarketingandSelling
Marketing Selling
First determines the needs of the Manufacturestheproductfirst.



consumer.
Itisprofitoriented. Itissalesvolumeoriented.
Planningislongrun. Planningisshortrun.
Consumersdeterminetheprice. Costsdeterminetheprice

TheDifferencesbetweenMarketandMarketing
Market Marketing
Place where people/traders meetto
exchange.

Processofidentifying,anticipatingand
satisfying ofconsumers’needs and
preferences

MarketingMix

• Marketingmixconsistsofthe4Ps,thatis,Product,Place,Priceand

Promotion.

• This refers to controllable variables thatare considered by the

organizationwhencomingupwithwaysofrespondingtothemarket’s

demand.

• Itisthetotalassortmentofproduct,place,priceandpromotion.

1.Product

• Itisthetotalsetofcharacteristicsdesignedtoprovidequalitytothe

customers.

• Itisanythingthatcanbeofferedtomarketingforattention.

• Itconsidersvariety,size,packaging,brandnamesandproductfeatures.

2.Price

• Itisthemonetaryvalueattachedtoaproduct.

• Itiswhattheproductisexpectedtobeworthy.

• Itisthevaluewhichisusedfortheexchangeofproducts.

• Itconsistsofcreditterms,discounts,pricingstrategiesandpolicies.

3.Promotion

• Itisasetoftoolsortacticswhichareusedtoencourageconsumersto

buytheproduct,forexample,salespromotion.Thisincludeadvertising,

personalselling,publicationetc.

4.Place



• Thesearetacticsinvolvedinmovinggoodstotherightconsumersatthe

righttime.

• Itincludesissuesonchannels,coverage,locationandtransport.

Product

• Aproductisanythingthatcanbeofferedtoamarketforattention.

• Productmeansthegoodsandservicescombinationthecompanyoffers

tothetargetedmarket.

• Anactualproductconsistsofsixmaincharacteristics,thatis:

• Quality.

• Brandname.

• Packaging.

• Design.

• Features.

• Productcycle.

ProductLifeCycle

• Thiswasderivedfrom theorganicmetaphorthatalllivingthingspass

throughmanystages,thatis,frombirthtodeath.

• Productlifecycleconceptstatesthatallproductsintheircommerciallife

passthroughmanystages,thatis:

• Researchanddevelopment.

• Introduction.

• Growth.

• Maturity.

• Decline.

• Figure8.1showsaproductlifecycle

Figure8.1:ProductLifeCycle



1.ResearchorProductDevelopmentPhase

• Researchanddevelopmentoftheproduct.

• Highcosts.

• Preparationofmarketingplanpriortolaunch.

2.IntroductionPhase

• Itiswhenaproductisintroducedintothemarket.

• Productcanberegardedasariskbecauseofthecertaintythat

consumerswillpurchasetheproductintherightvolumeandattheright

time.

• New products willrequire an effective public relations,heavy

advertisementandsalespromotion.

• Themainpurposeofadvertisingistocreateconsumerawareness.

• Atthisstage,costsareveryhighbecauseofheavypromotions.

• Theorganizationcanusepenetrationpricingandpriceskimming.

• Theproductispurchasedbyinnovators.

• Growthinsalesrevenuebuthighunitproductioncosts(becauseoflow

volumes),coupledwithhighpromotionexpenditure,meantheproductis

likelytobeprofitableatthisstage.

3.Growth



• Iftheproductiseffectivelypromotedandwell-receivedinthemarket,

saleswillgroweffectively.

• Severalchangesinthemarketingstrategyoccuratthegrowthstage.

• Themainobjectiveofadvertisingistoeducateconsumersonspecific

benefitsoftheproductratherthantocreatebrandloyalty.

• Customerloyaltyisnowbeingcreated.

• Demandwillincreaserapidlyandsometimesmayexceedtheproduction

capacityofthefirm.

• Itisthestagewhereprofitsreachtheirpeakstage.

• A higherlevelofsalesvolumesenablesthefirm tobenefitfrom

economiesofscale.

• Profitsgrowassalesriseandcostsfall.

• Theproductpenetratesthemarkets.

• Theproductisboughtbyearlyadopters.

4.Maturity

• Itisthestagewhenaproductiswell-establishedinthemarketwithafair

marketshare.

• Salesmaycontinuetorisebutataslowrateandpricestendtoshowa

downwardtrend.

• Advertisementandsalespromotionsmaybetargetedatspecialareasof

interest.

• Thenumberofcompetitorsmaydecreaseordeclineassomefirmsstart

leavingtheindustryfordiversifications,takeoversandalternativemerges.

• Theproductisboughtbythemajorityatthisstage.

• Brandpreferenceisacrucialfactorforcontinuingsuccess.

• Packagingthereforeplaysasignificantroleinthemarketingeffort.

5.DeclineStage

• Marketingsaturationoccursatthedeclinestageanddemanddisappears

completelybecauseofthestrongcompetitivewarfareevidencedby

severepromotionsandchickeningoutbylesssuccessfulcompetitors.

• Thisstageisalsocharacterizedbyariseinconcentrationofcompetitors



astheyformalliancesinthehopetoremainviable.

• Themajormarketingstrategieswhichcanbeusedbytheorganization

arepackagingimprovements,productrejuvenationandpricereductions.

• Thefirm seekstocutitslosses,eitherbycuttingitscostsorby

eliminatingtheproduct.

Extension

• Extensionstrategiesaimtorejuvenatetheproducttoprolongitslife.

• Commonstrategiesincludechangesin:

• Product.

• Packaging.

• Thewayitispromoted.

• Thechannelofdistributors.

AdvantagesoftheProductLifeCycle

• Itgivesmanagerstheabilitytoforecastproductdirectionsandplanfor

timelyexecutionofrelevantcompetitivemoves.

• Helpsasanexplanationtoolinfacilitatinganunderstandingofpastand

futuresales.

• Usedasapartofongoingstrategiesvalidatingprocesssinceitreflects

non-markettrends.

• Ithelpsinplanninglong-termoffensivemarketingstrategy.

• Helpsthemanagersineliminatingdeadproducts.

• Helpsthemanagerstodeterminethespreadingexpenditurebudgetfor

eachproduct,forexample,productsattheintroductionstagerequirea

heavypromotionalspending.

• Itassiststhecompanyintheplanningprocess.

• Ithelpstolaunchdifferentstrategiestouseateachdifferentstage.

• Itallowscompaniestotakemoreproductiveapproachtomaximize

profitsandsales.

DisadvantagesoftheProductLifeCycle

• Notallproductsfollowthesamecycle,thatis,somegoesstraightto

declinefromtheintroduction.



• Itisdifficulttopredicthowlongaproducttakesatonestage.

• Itisdifficultwhendealingwithbrandsorservices.

• Itismoretheoreticalratherthanpractical.

• Someproductssufferfromfadsandfashion.

NewProductDevelopment

Bynewproductwemean:

• Anewinnovativeproductdistinctfromanythingelseinexistence.

• Asignificantadoptionofanexistingproduct.

• Animitativeof“metoo”product.

• Astimulatedadoptioninwhichthecustomerperceivesadifferencefrom

anexistingproducts.

NewProductDevelopmentProcess

• Ideageneration–thisinvolvescomingupwiththeideasofnewproducts.

The ideas come from the firms’marketresearch,technological

forecastingandfromresearchanddevelopmentprojects.

• Evaluation–beforeanideaisdevelopedintoaproduct,itisnecessaryto

evaluatetheproductintermsofmarketabilityandprofitability.

• Screening–theprocessofjudgingwhetheritisworthwhileproceeding

withtheproductdevelopmentisknownasscreening.

• Questionsthatshouldbeansweredinclude:

• Doestheproductmeetadefinedcustomer’sneed?

• Inwhichsegment(s)canitbesold?

• Whatpositionwillitoccupyinthemarket?

• Doesthefirm possesstheresources,skillsandexpertiseto

develop,produceandmarkettheproduct?

• Whatistheinvestmentrequiredtodeveloptheproduct?

• Development– afterscreening process,new productideas are

developedintoproductconceptsinwhichthemarket,thebenefitsofthe

productanditspositioninrelationtorivalsistestedbymeansof

consumerresearch.Theideaisconvertedintoaprototypeandis

subjectedtolaboratorytestsandothertechnicalevaluations.The



developmentprocessconvertstheprototypeintoasellableproduct.

TestMarketing

Commercialization/Launch

Reasonswhynewproductsaredeveloped:

• Toreplaceproductsthathavereachedthedeclinestage.

• Toutilizesparecapacity.

• Tomaintainandincreasesalesrevenueofgrowthrate.

• Tofightcompetition.

• Tospreadrisksthroughdiversification.

• Tomoveonwithtechnology.

• Tomeetconsumerchangingneeds.

ProblemsofNewProducts

• Theyarecostlytodevelop.

• Theyaredifficultytomanagers.

• Theycantarnishtheimageofthefirmiftheyfailtoworkproperly.

WhyNewProductsFailToTakeOff

• Inadequatemarketresearch.

• Misleadingmarketresearchfindings.

• Defectsintheproducts.

• Activitiesofcompetitors.

• Insufficientorinappropriatemarketingefforts.

• Poortimingforthelaunch.

• Distributionproblems.

• Inadequatesalesforce.

• Unexpectedhighcosts.

TypesofProductsorGoods

1.ConsumerGoods



• Thesearegoodsproducedandarereadyforusebytheenduser.

• Theyaresoldforfinalconsumption,forexample,bread,eggs,milk,fish

etc.

• Theyrefertoanytangiblecommodityproducedandsubsequently

purchasedtosatisfycurrentneedsandwantsofthebuyer.

2.ConvenientGoods

• Thesearegoodsaconsumerbuyswithminimum searcheffort,for

example,drink,cigarettes,sweetsetc.

3.ShoppingGoods

• Thesearegoodsonwhichthebuyerspendsmuchtimeonchoosing

beforemakingafinalpurchasingdecision,forexample,clothes,furniture

andshoes.

4.SpecialtyGoods

• Haveuniquecharacteristicswhichasignificantgroupofbuyerscan

makespecialefforttopurchasethem.

5.Producer/CapitalGoods

• Thesearegoodsmanufacturedandusedinfurthermanufacturingof

othergoods.

• Referstotoolsandrawmaterialsusedtoproduceothergoodsandthus

satisfyhumanneedsindirectly.

6.DurableGoods

• Thesearegoodsthathavealongerlifespan.

• Theyaregoodswhichlastlonger.

ProductPackaging

• Packagingisusedtoprotecttheproductinorderfortheproductto

maintain/retainitsfreshnessuntiltheyarefinallyusedbytheconsumers.

• Packaginggivestheproductanindividualidentity.

• Inmarketing,wesaypackagingisa‘silentsalesman’meaningthatit

protectswhatitsellsandsellswhatitprotects.

• Itallowscustomerstoeasilyidentifytheproduct.

• Itisusedasamarketingtoolandforittobeeffectiveitshouldbevery



attractive.

• Thepackagemustidentifytheproductthroughitsshape,size,symbol,

forexample,SurfwashingpowderisidentifiedbythebluecolorandDuck

toiletcleanerisidentifiedbytheshapeoftheduckneck.

• Apackactslikeamediabycarryinginformationoningredients,expiry

date,promotionalmessageanduserinstructions.

AdvantagesofPackaging

• Itidentifiestheproduceroftheproduct.

• Itprotectstheproduct.

• Itmaintainsandretainsthefreshnessoftheproductuntilitisfinally

used.

• Itaddsvaluetotheproduct.

• Theproductwillbeself-selling.

• Itenablestheproducerstodifferentiatetheirproductsfrom other

competitors.

• Itguaranteesthequalityoftheproduct.

• Itcanbeusedtoextendthelifeoftheproducteitherbyrevitalizing

interestintheproductitself,forexample,newcoverdesign.

• Packagingcanbeusedasathemeinadvertising.

DisadvantagesofPackaging

• Someofthematerialsusedinpackagingmaycauseinjurieswhichmay

harmortarnishthefirm’simage.

• Itcauseslandpollution.

• Itincreasesthecostoftheproducttherebyraisingprices.

ProductBranding

• Abrandisaname,sign,design,logooracombinationoftheseintended

toidentifytheproductsofthesellerortodifferentiatethemfromthose

competitors,forexample,Nokia,LG,Samsung.

• Asuccessfulbrandcandeliverfourlevelsofmeaningsandtheseare

attributes,benefits,personalityandvaluesaswell-engineered,well-built,

durable,highprestige,fastandexpensivecars.



CharacteristicsofMostSuccessfulBrands

• Mustbedistinctive.

• Mustbeeasytopronounce,forexample,Lux.

• Easytoremember,forexample,OMO,LG.

• Itmustsuggestquality,forexample,MercedesBenz.

• Itmustbeinternationallyacceptable/recognized,meaningitshouldnot

belimited.

• Shouldbecapableofbeinglegallyprotected.

• Reducetheamountofpersuasivesellingeffort.

TypesofBrands

• Individualbrands.

• Familybrands.

• Divisionalbrands–insomecases,thebrandisattachedtoadivisionof

alargeorganization.

• Distributor’sbrands–thebestexamplesofthesearesupermarkets’own

brands.Fortheretailer,theownbrandisanattempttocreateloyaltyto

theshopratherthantheproduct.Itenablesthem toassertgreater

controloverthe production function with goods made to their

specification.

AdvantagesofBranding

• Itprovidestheproductwithanidentityandaidsidentificationbythe

customer.

• Itisashorthandsummaryofallinformationcustomersholdaboutthe

product.

• Itprovidesasenseofsecurity,reassuranceaboutthequalityofthe

goodsinsidethepackage.Thisarisesoutoffamiliaritywiththebrand.

• Itaddsvaluetotheproduct,makingitmoreappealing.

• Itisintendedtohelpcreateandsustainthequalityofcustomers.

• Brand loyaltycomes aboutas a resultofcustomers’continuing

satisfaction.

ProductPositioning



• Itinvolvesdefiningthelocationofaproductrelativetootherproductsin

themarketandthenpromoteitinsuchawaytoreinforce/changeits

position.

• Itisaprocesswherebytheorganizationcreatesanimageoftheproduct

inthemindoftheconsumersothattheimagewillfindaspace.

• Thefirststepinproductpositioningisanalysisofthemarkettodiscover

thekeyattributesoftheproduct.

• Thisprocessissubjectiveandconcernsthewayinwhichtheproductis

perceivedbycustomersrelativetootherproducts.

Methods/ApproachesofProductPositioning

Thereare4methodsthatcanbeusedinproductpositioning:

• Positioningbyattributes(features).

Forexample,MercedesBenzcanbepositionedasmiddleaged,fastand

safetycar.Foodcanbepositionedasnutritiousandappetizing.

• Positioningbyqualityorprice.

Someproductsarechargedhighpricesasaguaranteeofquality,for

example,Volvo.

• Positioningbybenefits/usage/application.

Firmscommunicatetoindividualsthebenefitsofusingtheproductby

positioning,forexample,Colgategiveswhiteteethandbetterbreath.

• Positioningbyusage.

Forexample,shopatOKwhereeveryoneisawinner.

AdvantagesofProductPositioning

• Itgivescompetitiveadvantage.

• Itmayresultincustomerloyalty.

• Afirmwillbeabletoattainitsmarketingobjectives.

DisadvantagesofProductPositioning

• Longprocesswhichrequirehighlyskilledpersonnel.

• Itistime-consuming.



• Itistoocomplex.

Pricing

• Itreferstoattachingamonetaryvaluetoaproduct.

• Italsoreferstotheamounttheproductisexpectedtobeworth.

• Itisaprocessofattachingvaluetoaproduct.

TheRoleofPricing/PricingObjectives

• Profitmaximization– formoreprivately-ownedorganizations,profit

remainsanorderridingobjective.Ineconomictheoryoffirms,profitsare

maximizedwhenmarginalcostsareequaltomarginalrevenue.

• Toachieveatargetlevelofprofits–somefirmsmayjustseektoobtain

acertainlevelofprofitsratherthanthemaximumlevelofprofits.

• Toincreasethemarketshare–somefirmsseektoincreasetheirmarket

shareeventotheextentofsacrificingshorttermprofits,forexample,use

ofpenetrationpricingstrategywherelowpricesarechargedevenifitis

belowthecostofproduction.

• Salesrevenuemaximization–somefirmsmaysetpricesatalowrange

soastomaximizesalesespeciallyiftheyseekanearlyrecoveryofcash.

• Tofulfillsocialresponsibility– pricingisavitalcomponentofthe

marketingmix.Pricingcanbeusedtoaddvaluetoaproduct.Pricing

alsoguaranteesthequalityoftheproduct.Somemarketerssaythat

buyingthecheapestisnotalwaysthebestpolicybutyouhavetobuya

qualityproduct.

• Profitmargin–thisispricingtomaximizeprofitoneachunitsold.This

objectiveisseeninskimmingbasedontheassumptionthatbuyersare

stillpreparedtopurchasethegoodsdespitethehighprice,forexample,

demandisinelastic.

• Riskminimization–firmsintheshortrunmaysetpricestominimize

risksandmaximizesurvival.

• Tofailcompetition–pricesmaybesettomeetcompetitionortodrive

outcompetition,forexample,useofpenetrationpricing.

PricingStrategies

1.Customer-OrientedPricing

• Thisispricingbasedondemandfortheproductandcustomers



perceptiononthevalueratherthanthecostsofproduction.

1.1.PenetrationPricingStrategy

• Itiswhererelativelylowpricesaresetandstrongpromotiontakesplace

inordertoachievehighvolumeofsales.

• Byintroducingtheproductatalowprice,thefirmcanpenetratedeepinto

themarket.

• Asvolumeincreasesthepriceisraised.

• Thisstrategycanonlybeusedinmarketsegmentswhereconsumersare

pricesensitive.

• Itcanalsobeusedinamarketwithstiffcompetition.

AdvantagesofPenetrationPricingStrategy

• Lowpriceshelpfightcompetition.

• Itallowsforgrowthofmarketshareduetoincreasedvolumeofsales.

DisadvantagesofPenetrationPricingStrategy

• Itisonlysuitablewhenthefirm possessthecapacityforhighsales

volumesandwhenalowpricegeneratessufficientsalestocompensate

forlowprofitmargins.

• Iftheproducthasashortlifecycle,penetrationdoesnotprovide

sufficienttimetocoverresearchanddevelopmentcosts.

• Duetolowprices,customersmightpositiontheproductasoflowquality.

1.2.SkimmingPricingStrategy

• Thisiswherebyfirmschangehighpricesforaproductatearlystages

andthenreduceitwithtime.

• Astheproductbecomesmoreacceptableandvolumeofsalesincreases

thefirmwillbeabletobenefitfromeconomiesofscaleandcantherefore

affordtoreduceprices.

• Itisusuallyusedwhenfirmsaresellingahighlydifferentiatedproduct

withmanyuniquefeatures.

• Thiscanbeusedinmarketsegmentswhereconsumersarenotprice

sensitive(inelastic)andareofhighquality.

AdvantagesofSkimmingPricingStrategy



• Itallowsforearlyrecoveryofresearchanddevelopmentcosts.

• Ahighprofitmarginoneachunitsoldreducestheneedtosellalarge

volume.

• IthelpsinproductposXSitioningashighpricesareusuallyassociated

withquality.

DisadvantagesofSkimmingPricingStrategy

• Itcanleadtoproductfailureasitcansufferfromcompetition.

• Ifconsumersareawareofthefirm’sstrategy,theycandelaypurchases

waitingforthetimeswhentheproductbecomescheaper.

1.3.PerceivedValuePricing

• Itisusedinmarketswheredemandisknowntobeinelastic.

• Itiswhenthepricewillbechosentopositiontheproductinthemarket

asqualityisinformallyassessedbythepricecharged.

• Itisimportanttochargeapricethatisconsistentwiththeimageofthe

product.

1.4.PriceDiscrimination

• Ifthemarketissegmented,itispossibletochargedifferentpricesto

differentsegmentsofthemarket.

• Thepricediscriminatorwillchargehigherpriceinasegmentwhere

demandisinelasticbutreducethepriceforthesegmentwheredemand

iselastic.

2.Cost-BasedPricing



• Therearevariationsonthethemeofcost-basedpricing,butinessence,it

involvestheadditionofaprofitelementtothecostofproduction.

• Thebasicideaisthatfirmswillassesstheircostsperunitandthenadd

anamountontopofthecalculatedcosts.

2.1.MarkupPricing

• Itisusuallyusedbyretailerswhoaddapercentagemarkupontheprices

chargedbysuppliersorwholesalers.

• Thesizeofthemarkupdependsusuallyuponacombinationoffactors

suchaslevelofdemandfortheproduct,ageandstageoftheproductin

thelifecycleandnumberofsuppliers.

2.2.TargetPricing

• Itiswherebyacompanydecidesuponapricethatwouldgivearequired

rateofreturnatacertainlevelofoutput.

2.3.FullCost/AbsorptionCostPricing

• Itiswherebyacompanyattemptstocalculateaunitcostfortheproduct

andthenaddanagreedprofitmargin.

DisadvantagesofFullCostPricing

• Itignoresdemandandthepriceelasticityofdemand.

• Itignoresthecompetitivesituation.

• Canresultinunderpricingoroverpricing.

2.4.MarginalPricing

• Itisapricingmethodbasedonvariablecostsonlyandignoresfixed

costs.

• Thisismainlyusedinserviceindustrieswhichsufferfromdaily

fluctuations.

3.CompetitorOrientedPricing

• Thepriceschargedareneitherrelatedtocostsofproductionnorto

customers’demandbuttothepricechargedbycompetitors.

• Mostofthemarketingmanagerschargepriceswhichareslightlyabove

orbelowthepriceschargedbycompetitors.

• Wherethereisstiffcompetition,somefirmsmayengageinpricewarsin



abidtosurviveinthemarket.

3.1.DestroyerPricing

• Itisapricingstrategywherebyafirmembarksonaggressiveprice

cuttingsoastoeradicaterivals.

• N.B.:Penetrationpricingcanalsobementionedincontextofcompetition

-orientedpricing.

4.PsychologicalPricing

• Itisapricingstrategyusedbyanorganizationtocapturethemindsof

consumers,forexample,$4.99insteadof$5.00.

• Customersmaybetemptedthatthepricesarereducedyettheyarenot.

5.LossLeadingPricing

• Thisisastrategywherebyotherproductsaresoldatalosssoasto

temptcustomersintotheshopknowingthatprofitswouldberecovered

ontheotheritemsintheshop.

6.EconomicPricing

• Itiswherebyverylowpricesarechargedfortheproductsinorderto

coveradvertisingandmanufacturingcosts.

• Someoftheseproductsmaybesoldaslossleaders.

• Itisusedinthedogstage.

PricingPolicies

SinglePricingPolicy Flexiblepricingpolicy
Thisinvolvesthechargingofthesame
priceforthesameproductindifferent
market.

Thisinvolvesthechargingofdifferent
pricesforthesameproductindifferent
markets.

CommunicationMix

• Itconsistsofablendoftechniquesusedtocommunicatetheproducts

availabletotheconsumers.

• Itisacombinationofwaysinwhichabusinesscommunicateswithits

customersaboutitsproducts.

• Itisagroupofmethodsusedtoinformcustomers.

AspectsoftheCommunicationMixorPromotionalStrategies



• Advertising.

• Personalselling.

• Salespromotions.

• Publicrelations.

• Publicity.

• Directmailing.

• Merchandising.

FactorstobeconsideredwhenchoosingaPromotionalMix

• Natureoftheproduct.

• Marketexpenditurebudget.

• Theavailabilityofoptions.

• Natureofthemarketanditscustomers.

• Theproductlifecycle–thelevelofsalespromotionemployedwill

dependonwhichstagetheproductisatinitslifecycle.

MarketingExpenditureBudget

• Itistheamountofmoneyabusinessallocatesonmarketingactivities

suchaspromotion.

• Itisspecifiedamountofmoneysetasidetopromotetheorganization’s

product.

• Itiscreatedtoanticipatetheessentialcostsassociatedinmaintaining

theproductandbrandname.

HowtoDetermineaPromotionalBudget

• Objectiveandtaskmethod–thisiswhenacompanysetsitsbudget

basedonwhatitwantstoachieveonpromotion.

• Competitiveparitymethod–itissettingabudgettomatchcompetitor

outlets.

• Percentageofsalesmethod–thebudgetissetatacertainpercentage

ofcurrentandforecastingsales.

• Affordablemethod–itisbasedonthelevelofaffordability.Thisis

becauseacompanycannotspendmoreonadvertisingexpensesthan

theprofititmakes.



Advertising

• Itreferstoanyformofpromotionofgoodsandservicesbyanidentified

sponsortoatargetandaudiencewiththeobjectiveofpersuadingand

informingthecustomersabouttheproductavailable.

• Itreferstoallformsofpromotionofgoodsandservices.

• Itisnon-persona,onewaycommunicationtopromotethesaleofgoods

andservicesviapaid-foradvertisementsinthemedia.

TypesofAdvertising

1.InformativeAdvertising

• Communicatingcustomervalue,tellingthemarketaboutanewproduct,

explaininghowtheproductworksandsuggestingnewusesofaproduct.

• Itisalsousedtoinformthemarketofpricechangesetc.

2.PersuasiveAdvertising

• Thisisusedtocreatebrandpreference,encouragingcustomerstoshift

toyourbrand,persuadingcustomerstopurchasenowandconvincing

customerstotellothersaboutthebrand.

3.ReminderAdvertising

• Thisisusedtomaintaincustomerrelationships,remindingcustomers

thattheproductmaybeneededinthenearfuture,remindingcustomers

wheretobuytheproductandkeepingthebrandincustomers’minds

duringtheoff-seasons.

4.GenericAdvertising/CollectiveAdvertising

• Itisusedbyanumberofproducersinthesameindustrywhojointly

advertiseaproductingeneralwithoutusingbrandnames.

• Nocompetitionamongproducers.

AdvertisingBudget

• Thisisthemoneyandotherresourcesallocatedtoaproductora

company’sadvertisingprogram.

FactorstoConsiderwhenPreparinganAdvertisingBudget

• Thestageoftheproductintheproductlifecycle,forexample,products

atintroductiontypicallyneedlargeadvertisingbudget.



• Marketsharefirmswithlowmarketshareusuallyrequirealarge

advertisingbudgettocoverup.

• Competitorfirmswithmanycompetitorsneedalargeadvertisingbudget

tomatchordobetterthancompetitors.

• Advertisingcluster–inhighadvertisingclusters,thefirmmustadvertise

itsproductsheavilytobenoticedhighabovethenoiseinthemarket.

• Undifferentiatedproducts–thosesellingproductsthatresembleother

brandsrequireheavyadvertisingbudgetstosetthemapart.

AdvertisingMedia

Media Advantages Disadvantages
• Television Goodmass-marketing

coverage.
Highabsolutecosts.

Lowcostperexposure Highclutter.
Combinessight,soundand
motion.

Fleetingexposure.

Appealingtothesenses. Lessaudienceselectively.
Shortlife.
Poorreproductionquality.

• Newspaper Flexibility. Shortlife.
Timeless. Poorreproductionquality.
Goodlocalmarketcoverage. Somepeopledonotlike

reading.
Broadacceptability. Smallpassalongaudience.

• DirectMail Highaudienceselectively. Relativelyhighcostsper
exposure

Allowspersonalization. Junkmailimage.
Flexibility.
Nocompetitionwiththe
samemedium.

• Magazines Highgeographicand
demographicselectivity.

Longpurchaseleadtime.

Credibilityandprestige. Highcosts.
Highqualityreproduction. Noguaranteeofposition.
Goodpassalongreadership.

• Radio Goodlocalacceptance. Audioonly.
Cheaperthantelevision. Fleetingexposure.
Highgeographicaland
demographicselectivity.

Lowattention.

Lowcosts.

FactorstobeConsideredwhenMakingaChoiceontheAdvertisingMedia



• Thereachofthemedia.

• Theselectivityofmedia.

• Therelativecostsofadvertising.

• Theimpactofthemedia.

• Typeoftheproduct.

• Theperformanceoftheadvertisement.

• Sizeofthemarket.

• Costofadvertising.

• Effectivenessofthemedium.

• Urgency.

• Targetedgroup.

• Natureofthegoods.

AdvantagesofAdvertising

• Itinformscustomersabouttheproductsavailable,pricesoftheproduct

wheretogettheproductsandhowtogetthem.

• Itallowsconsumerstomakemoreinformedchoices.

• Itcanbeusedtofightcompetition.

• Itguaranteesthequalityoftheproduct.

• Itactsasanaidtoproductidentification.

• Itincreasesprofits.

• Itincreasessales.

• Itpersuadescustomerstobuytheproduct.

• Itcreatesbrandloyalty.

• Byhelpingreducesalesfluctuations,itassistsinplanningproduction.

DisadvantagesofAdvertising

• Itraisescostsandthereforeprices.

• Itisawasteofresources.

• Itraisesthepricewithoutaddingvaluetotheproduct.



• Itpersuadespeopletoconsumeunnecessaryandunwantedgoodsand

services.

• Itisoftenusedasawayofmaintainingmonopolypowerpreventingthe

entryofnewfirms.

• Itcanbemisleading.

• Advertisingstimulateswantsthatcannotbesatisfied.

• Theeconomiesofscalearenotpassedon.

SalesPromotions

• Theseareshort-termincentivesusedbytheorganizationsothat

customerswouldbeabletobuytheirproducts.

• Likeadvertising,itisaformofonedaycommunicationbutunlike

advertising,itdoesnotinvolveapaidmedium.

• Itisemployedinasupportiveroletotheothertechniquesof

communicatingwithcustomers.

• Itisamethodof:

• Developingtheproduct/brandimage.

• Enhancingthepromotionalactivitiesundertakenbydistributors.

• Reinforcingadvertisingandsellingmessages.

• Aidingrecognition.

• Attractingattention.

• Encouragingconsumerstotrytheproducts.

ExamplesofSalesPromotionsTools

• Samples.

• Coupons.

• Cashrefunds.

• Demonstrations.

• Pointofpurchasedisplays.

• Contests.

• Premiums.



Salespromotionsareusedinorderto:

• Encouragepurchases(firstandrepeatpurchases).

• Introducenewproducts.

• Challengecompetition.

• Boastsalesofaproduct.

• Communicatewithcustomersasanalternativetomediaadvertising.

DisadvantagesofSalesPromotions

• Itcanencouragecustomerstobecherrypickerswhichmeanstheyonly

buyproductsthroughoffersleadingtotheerosionofbrandimage.

• Itdoesnotbringpreferenceandloyalty.

• Itcandemeantheproduct’simageifusedcarelessly.Therefore,some

workersthinkofsalespromotionsasatoolofbreakingbrandloyaltyand

advertisingasatoolofbuildingbrandloyalty.

PublicRelations(PR)

• Thisinvolvesbuildinggoodrelationswiththecompany’svariouspublics

byobtainingfavorablepublicity,buildingagoodcorporateimageand

handlingorheadingofffavorablerumors,storiesandevents.

• Thepublicrelationsdepartmentperformsthefollowing:

• Pressrelationsorpressagency.

• Productpublicity–publishingspecificproducts.

• Lobbying–buildingandmaintainingnationalrelationwithlegislation

andgovernment.

• Investorrelations.

AdvantagesofPublicRelations

• Publicrelationshaveastrongimpactatlowercostthanadvertising.

• Thecompanydoesnotpayforthespaceortimeonmedia.

• Ithasmorecredibilitythanadvertising.

DisadvantagesofPublicRelations

• Toagreaterextent,ithasbeenmismanaged,limitedanditsuseis

scatteredleadingtoitbeingreferredtoasamarketingstepchild.



PersonalSelling

• Thisispersonalpresentationsbythefirm’ssalesforceforthepurposeof

makingsalesandbuildingcustomerrelationships.

• Operatingatthepointofsale,itpushestheproductbyemphasizingits

usesandadvantages.

• Itinvolvestwowaycommunication.

• Salesstaffcanengagein:

• Obtainingorders.

• Offeringadviceandguidance.

• Handlingcomplaints.

• Establishingcreditworthiness.

• Disseminationofinformation.

• Givingtalksandpresentations.

DirectMarketing

• Directconnectionswithcarefullytargetedindividualconsumersboth

obtainanimmediateresponseandcultivatelastingcustomer

relationships.

• Thisincludestheuseofdirectmail,thetelephone,directresponse,

television,email,theinternet.

AdvantagesofDirectMarketing

• Forbuyers,itisconvenient,easyandprivate.

• Itisinteractiveandimmediate.

• Forsellers,itisapowerfultoolforbuildingcustomerrelationships.

• Itofferssellersalowcost,efficientandspeedyalternativeforreaching

theirmarkets.

Place

Channelofdistribution

• Referstoallthestagesinanorganizationthroughwhichaproductmust

passbetweentheproducerandtheenduser.

• Thelengthofthechanneldependsonthenumberofintermediaries.



• Theintermediariescanbeagents,wholesalers,retailers.

Agents

• Anagentworksonbehalfofanotherfirmtoperformcertainspecified

services.

Wholesalers

• Awholesalerbuysgoodsforresaletosomeoneotherthantheeventual

consumer.Wholesalerssupplygoodstoretailersortomanufacturing

firmswhowillusethegoodsintheproductionprocess.

• Thetraditionalfunctionofawholesaleristobreakdownbulk

consignmentsintosmallerquantitiessuitableforindividualretailers.

FunctionsofWholesalers

• Breakingbulk.

• Theyprovidestoragefacilities.

• Theyevenoutirregularflowsofgoods.

• Bytakinggoodsofftheirhands,wholesalersimprovethemanufacturer’s

cashflows.

• Wholesalersalsoshouldersomeofthemarketingrisksoftheproducer.

• Wholesalerscanprovidecreditfacilitiesandotherservicestoretailers.

Retailers

• Theretailerbuysgoodsfromthewholesalersforsaletothepublicin

shopsandotherretailoutlets.

Retailersprovide:

• Avarietyofgoodsfromwhichachoicecanbemade.

• Aconvenientservice.

• Informationandadvicetoconsumers.

• Deliveryofgoodswhereappropriate.

• Creditwhereappropriate.

• Packing.

• Marketinformationformanufacturers.



ChannelRoutes

1.DirectMarketing(fromproducertoconsumer)

• Apartfromindustrialmarkets,thisroutecanbeemployedbyspecialist

mailordermanufacturersandfactoryfarmshops.

2.Manufacturer→Retailer→Consumer

• Theriseoflargesupermarketchainshasreducedtheimportanceofthe

independentwholesaler.Theretailchainsareabletodealdirectlywith

themanufacturersandundertaketheirownwholesalefunctions.

ReasonsfortheEliminationoftheWholesaler

• Bulkbuyingbylargescaleretailerssuchashypermarketsand

departmentalstoreswithadequatecapital,owncapitaland

warehouses.

• Itischeapertobuyfromthemanufacturer.

• Somegoodsarefragileandtheyneedspecialhandling.

• Somegoodsareperishablesandrequirespeed.

• Somemanufacturershaveopenedtheirretailshops,forexample,

Bata.

3.Manufacturer→Wholesaler→Retailer→Consumer

• Thisisthetraditionalchannelinconsumers’goodsmarkets.Small

retailersdependonwholesalersforsuppliers.

4.Manufacturer→Agent→Wholesaler→Retailer→Consumer

• Agentsareusuallycommonintheimport-exportmarket.

5.Manufacturer→Agent→Consumer

• Inthisroute,themanufacturerusestheservicesofanagenttosellthe

goodsdirecttothepublic.Theagentactsonbehalfofthemanufacturer

whointurnexercisesconsiderablecontrolovertheagents’activities.

IntensiveDistribution

• Aproducerthatwishestoensurethemaximumpossiblenumberof

stockistsforitsgoodsissaidtobepursuinganintensivesystemof

marketing.

SelectiveDistribution



• Iftheproducerdeliberatelyrestrictsthenumberofstockists,itissaidto

beselective.

• Itcanbecalledexclusiveifthepolicyistorestrictsalestoasingle

retailerineacharea.

FactorstoConsiderwhenSelectingaDistributionChannel

1.ProductFactors

1.1.Unitvalue

• Iftheproductissuchthatthemarkupislowandtheunitcostofthe

productistoohightobeabletowithstandalongdistributionchannel,the

producersmaywanttodistributetheproductdirectlytoconsumers.

1.2.Natureoftheproduct

• Whentheproductisperishable,subjecttofrequentfashionchange,the

manufacturerstendtouseshortchannels.

1.3.Thetechnicalnatureoftheproduct

• Whenaproductrequiresagreatdealofpre-saleandpost-saleservices

thendirectsellingwouldbemoreeffectivethandependingon

wholesalers.

2.MarketFactors

2.1.Numberofpotentialcustomer

• Whenanindustrialmarketconsistsofasmallnumberofpotential

customers,themanufacturermayusehisownsalesforcetosaledirectly

totheindustrialusers.

2.2.Geographicalconcentrationofthemarket

• Manufacturersofindustrialproductsusuallysupplyfactoriesand

workshopsdirectlybecausetheytendtobeconcentratedinafew

geographicalareas.

2.3.Ordersize

• Largefoodmanufacturerswouldselldirectlytoretailersbecausethe

largeordersizeandhugevolumeofbusinessmakethemethodof

distributioneconomical.

3.CompanyFactors



3.1.Financialstrength

• Abusinesswithadequatefinancecanmaintainitsownsalesforce,train

itadequatelyandselldirectlytotheconsumers.

• Afinanciallyweakfirmwouldhavetodependonthemiddlemanfortheir

services.

3.2.Marketabilityofthemanagement

• Whenthemanagementofacompanyhasdevelopeditsownmarketing

abilities,itcandirectitsownmarketingactivitiesratherthandependon

themiddleman.

3.3.Desiretocontrol

• Someproducersfeelthattheycanachievemorebypromotion,better

controlofthequalityandretailpricesoftheirgoodsthaniftheyusea

middleman.

MarketingStrategy

• Thisisthemarketinglogicbywhichthebusinessunithopestoachieve

itsmarketingobjectives.

• Itisacoordinatedplanofactiontoidentify,anticipateandsatisfy

consumerdemandandachievingthecompany’sobjectives.

MarketingTactics

• Referstotoolsandtechniquesbywhichthemarketingdepartmentwill

seektoachieveitsobjective,hence,advertising,salespromotion,

personalsellingandpublicityareregardedastacticsoractivitieswithin

theoverallstrategy.

MarketingPlan

• Itisaplanwhichfocusesonaparticularproductorstrategiesand

programsforachievingproductobjectivesinthemarket.

DifferencesbetweenaMarketingStrategyandMarketingTactic

MarketingStrategy MarketingTactic
Thesearebroadstatementsofactionto
betakentoachievethebusiness
objectives.

Thesearethemethodsusedbythe
organizationtoachieveitsshort-term
objectives.

Theseareallthemethodsusedto
achievelong-termmarketingobjectives.

Compriseofdetailedstatementsofwhat
istobeachieved.



StrategicTools

TheBostonMatrixbyBostonConsultingGroup(B.C.G)

• Thisisagridshowingthemarketshareofaproductplottedonthe

horizontalaxiswiththemarketgrowthontheverticalaxis.

• Productswithinafirm’sproductmixcanbeclassifiedintermsoffour

groups.

• Marketgrowthrateprovidesameasureofmarketattractiveness.

• Relativemarketshareservesasameasureofcompanystrengthinthe

market.

• Itshowsthegenerationofcashwithintheorganization.

HighMarketGrowth LowMarketGrowth

MarketPenetration ProductDevelopment
HighMarket
Share

MarketDevelopment Diversification LowMarketShare

QuestionMarks/ProblemChild/WildCat

• Theseareproductswithasmallmarketsharebutwithhighgrowthrate.

• Anewproductstartsfromthisquadrantandtheirfutureisuncertain.

• Toincreasethemarketshare,cashinjectioncoupledwithaplannedand

coordinatedmarketingeffortisessential.

• Thereislowmarketsharebecausetheproductisnewinthemarket.

• Ifrelatedtotheproductlifecycle,theseproductsareintheintroduction

stage.

Stars

• Theseareproductswithhighmarketshareandgrowthandtheproducts

havebeengraduatedfrombeingquestionmarks.

• Whenaproductbecomesastar,manycustomersarenowawareofthe

product’savailabilityleadingtoahighdemandandincreaseinmarket

share.

• Thepromotionalexpenditurealsoneedstobereduced.

• Thismatcheswiththegrowthrateontheproductlifecycle.



CashCows

• Itisaproductwithalowgrowthratebuthighmarketshareasaresultof

highlevelofstars.

• Whenaproductisacashcow,ithasgraduatedfrombeingastarand

theseareproductsandbusinessunitswhichgeneratemorecashinthe

organizationusedtopaycompanybillsandsupportdogs,starsand

questionmarkswhicharecashhungry.

Dogs

• Theseareproductswithlowmarketshareandlowgrowthrate.

• Themarketsharewillbedecliningasaresultofreductioninsalesand

demandcausedbydemandchangesandpoorquality.

• Thecontinuoussurvivalofdogsisfundedbythecashcows.

• Theorganizationwillchooseeithertoeliminateortoextendthelifecycle

ofsuchproducts.

• Theseproductscanbesoldaslossleaders.

• Theyarelikeanolddogwhichcanneitherbarknorbite.

ImportanceoftheBostonMatrix

• Ithelpstheorganizationtoidentifyproductswhichneedmassive

promotionalstrategies,forexample,questionmarksanddogs.

• Itanalyzesproductsinrelationtotheirstagesintheproductlifecycle.

• Itgivestheorganizationtheplatformonwhichtomakedecisionsabout

theproduct.

• Itcanbeusedasatoolforproductpositioning.

• Itcanbeusedtoshowthegenerationofcashintheorganization.

• Itcanbeusedasaforecastwiththeneedtodevelopanothernew

productsoastoreplacedogs.

• Itcanbeusedasapointerofdiversificationifmostoftheproductsinthe

portfolioarefailing.

• Itcanbeusedasamarketingstrategy.

• Ithelpsafirmmaintainabalancedproductmix.

LimitationsoftheBostonMatrix



• Itismoretheoreticalthanpractical.

• Itcannotworkinassociationbutitneedstobesupportedwiththe

productlifecycletoshowthechangesinmarketshareandgrowth.

• Itdemandshighlevelofexpertise.

• Someproductsdonotfollowthematrixbecauseofanumberofreasons.

• Productsdonotreachamaximumdemandasreflectedbythecash

cows.

AnsoffMatrix

• Productisthecornerstoneofallbusinessstrategies.

ExistingProduct NewProduct
MarketPenetration ProductDevelopment ExistingMarket
MarketDevelopment Diversification NewMarket

1.MarketPenetration

• Thisinvolvesthesellingofanexistingproducttoanexistingmarket.

2.MarketDevelopment

• Thisinvolvesthesellingofanexistingproducttoanewmarket.

• Thisinvolvesexportingandgeographicalexpansion.

3.ProductDevelopment

• Thisinvolvessellinganewproducttoanexistingmarket.

• Thisinvolvespackagingimprovements,rebrandingandproduct



rejuvenation.

4.Diversification

• Thisinvolvesthesellingofanewproducttoanewmarket.

• Thisinvolvesprocessessuchasmergers,takeovers,jointventuresand

businessacquisitions.

Porter’sGenericStrategies

• AccordingtoMichaelPorter,therearethreegenericstrategieswhichcan

beusedbyanorganizationtoout-competethecompetitorsandtheseare

productdifferentiation,price/costleadershipandfocusmarket(niche

market).

• Price/costleadership–thefirm’sobjectiveistoachievelowercosts

productioninallaspectssothatitoffersproductsatlowerprices

thantheircompetitors.

• Productdifferentiation–itistheofferingofhighlydifferentiated

productswithuniquefeatures.

• Focus(niche)market–theorganizationfocusitseffortonserving

fewmarketsegmentsratherthangoingafterthewholemarket.

Porter’sFiveCompetitiveForces

• Jockeyingrivalry.

• Threatofsubstitutes.

• Threatofnewentrants.

• Bargainingpowerofbuyers.

• Bargainingpowerofsuppliers.

ProductDifferentiation

• Itisthewaysellerstrytomaketheirproductlookdifferentfromeach

other.

• Itisenhancedbypricingandadvertising.

• Itcanberealorimaginary.

ProductMix

• Aproductlineisagroupofproductsthatarecloselyrelatedinthatthey

havesimilarcharacteristics,similarusesoraresoldtothesametypeof



customers.

• Theproductmixofaparticularbusinessisacombinationofallits

productlines.

• Itisthesumofallthedifferentproductswithmodelandsizevariations.

TargetMarketing

• Itiswhenthefirmdecidestoserveasetofbuyerssharingcommon

needsorcharacteristics.

• Targetmarketingprovidesgoodstoaspecificgroupofpeople,for

example,womeninacity,kidsintheareaorworkingclassmen.

• Becausebuyershaveuniqueneedsandwants,asellercouldpatiently

vieweachbuyerasaseparatetargetmarket.

• Atargetmarketisagroupofconsumersmostlikelytouseacompany’s

product.Theseconsumershavesimilarinterestsorhobbies,beliefsand

usagepatterns.

AdvantagesofTargetMarketing

• Marketerscanbettermatchmarketingstrategieswithcorecustomers.

• Ittakesaconsiderableamountoftimetoidentifyandtargetcustomers.

• Itleadstoidentificationofnichemarkets.

• Itallowstheorganizationtobehighlycompetitive.

• Thefirmwillbeabletodeveloptheproductswhichmeetthecustomers’

requirements.

DisadvantagesofTargetMarketing

• Itisexpensive;companiesspendalotofmoneythroughprimary

research.

• Itistime-consuming;targetmarketingrequiresmoretimetoidentifya

targetaudience.

• Itmayresultinomissionofothercustomers.

• Thereareethicalconsiderationstoconsiderwithtargetmarketing.Itmay

beexploitativetosomedegree,forexample,asmallbeercompanymay

targetlesseducated,poorpeoplewithlargesizedbottles.

MassMarketing(UndifferentiatedMarketing)



• Thisisamarketingcoveragestrategyinwhichafirmdecidestoignore

marketsegmentsdifferencesandgoafterthewholemarketwithone

offer.

• Itcanmeanadvertisingorpromotionofproductstoalargenumberof

customers.

• Itignorestheexistenceofsegmentsandoffersasinglemixtothe

heterogeneousmarket.

AdvantagesofMassMarketing

• Maximizesincome.

• Allowsbrandstobeusedtotheirfullvalue.

• Itfocusesonhighsalesandlowcosts.

• Itiseasiertoorganizeandcontrolratherthansettingproductstosuit

differentsegments.

• Itfacilitateschoicemaximization.

• Iteliminatesshortagestherebycustomerloyalty.

• Reducesproductioncostperunit.

DisadvantagesofMassMarketing

• Thereislimitedmarketorientationofgoodstothemarket.

• Highdevelopmentcostsoftheproductasitwillbesoldtodifferent

customers.

• Highlevelsofcompetition.

• Failuremightleadtowastagesofresourcesandlossofsales.

NicheMarketing(ConcentratedMarketing)

• Amarketcoveragestrategyinwhichafirmgoesafteralargeshareof

oneorafewsegmentsorniches.

• Aparticularsegmentistargeted.

AdvantagesofNicheMarketing

• Lesscompetitionastheyaresmallandattractlesscompetitors.

• Brandloyaltyincreases.

• Itincreasesbusinessincome.



• Ithelpsafirmachievestrongmarketpositionbecauseofitsgreater

knowledgeofcustomerneeds.

• Itcanmarketeffectivelybyfinetuningitsproducts’prices.

• Itcanalsomarketefficiently,targetingitsproducts,prices,channelsand

communicationprogramstowardsconsumers.Itcanservebestand

profitability.

• Costsreductionstrategies.

DisadvantagesofNicheMarketing

• Ifthesegmentturnssour,thefirmsuffersgreatly.

• Largecompetitorsmaydecidetoenterthesamesegmentwithgreater

resources.

• Thefirmmayfailtoproperlysegmentthemarket.

• Largepriceswhichiscomplexandrequireexports.

MarketSegmentation

• Itisdividingamarketintosmallergroupswithdistinctneeds,

characteristicsorbehaviors,whichmightrequireseparateproductsor

marketingmixes.

• Itmeansdividingtheheterogeneousmarketintosubsetsorcustomers

thatarehomogenousorhavesimilarcharacteristics.

• Marketsegmentationworksbestifthemarketsaresustainable.

• Theseincludedemographic,geographic,psychologicalandbehavioral

variables.

GeographicSegmentation

• Thisisdividingamarketintodifferentgeographicunitssuchasnations,

religions,citiesorneighborhoods.

• Itassumesthatpeopleindifferentgeographicallocationsportrayorhave

differentneedsandwants.

• Forexample,peopleintheChimanimanirockyareasrequirehard

surfacedshoescomparedtothoseintheflatareas.

DemographicSegmentation

• Thisisdividingamarketintogroupsbasedonvariablessuchasage,



gender,familysize,familylifecycle,income,occupation,education,

generationandnationality,thatis,populationcharacteristics.

GenderSegmentation

• Thisisdividingamarketintodifferentgroupsbasedongender.Thishas

longbeenusedinclothing,cosmetics,magazinesandtoiletries.

IncomeSegmentation

• Thishasbeenlongusedinautomobiles,clothing,cosmetics,financial

servicesandtravel.

• Manycompaniestargetaffluentconsumerswithluxurygoodsand

convenientservices.

• Firmscancreatethedollarstoresforlowincomeearners.

PsychologicalSegmentation

• Thisisdividingamarketintodifferentgroupsbasedonsocialclass,

lifestyleorpersonalitycharacteristics.

• Thesearetodowithsocialclasses,lifestyleandpersonality.

• Socialclassescanbedividedintodifferenttypesofgroupssuchas

highermanagerial,forexample,directors,middlemanagerial,forexample,

managersandlowerclass.

• Lifestyle–achievers,strivers,survivors.

• Personality–compulsive,gregarious,authoritarian,ambitious.

BehavioralSegmentation

• Thisisdividingamarketintodifferentgroupsbasedonconsumer

knowledge,attitude,useorresponsetoaproduct.

OccasionalSegmentation

• Thisisdividingamarketintodifferentgroupsaccordingtooccasions.

• Whenbuyersgettheideatobuy,theyactuallymaketheirpurchasesfor

useofthepurchasedproduct,forexample,eggsaremostconsumedat

breakfast.

BenefitSoughtSegmentation

• Thisisdividingthemarketintogroupsaccordingtodifferentbenefits

thatconsumersseekfromtheproduct.



• Thisrequiresfindingthemajorbenefitspeoplelookforintheproduct

class,thekindsofpeoplewholookforeachbenefitandmajorbrands

thatdelivereachbenefit.

N.B.:Targetingsegments:Thefirmcanuse:

• Undifferentiatedmarketing.

• Differentiatedsegmenting.

• Concentratedmarketing.

• Micromarketing.

AdvantagesofMarketSegmentation

• Itreducesproductfailure.Ithelpstheorganizationindesigningan

appropriatemarketingmixforthegroupofconsumersandthe

organizationwillhaveanassumptionthattheproductisgoingtobe

accepted.

• Itreducescostsinvolvedinmarketingproducts.Thismeansinsteadof

designingamarketingmixforthewholepopulation,financialresources

canbechanneledtowardsaselectedgroupofconsumersratherthanto

thewholepopulation.

• Ithelpstheorganizationtokeepintouchwithanychangesinconsumer

preferences.Thecompanyisabletodesignanappropriatemarketing

mix.Thishelpstodesignmarketingstrategiesortacticsthatmeeta

specificgroupofconsumers.

• Itenablestheorganizationtominimizeresourcewastage.Bysegmenting,

themarketresourcesareusedaccordinglydependingonthesegments

thattheorganizationisdealingwith,forexample,abusinesscandirect

resourcestoonesegmentonly,insteadofmakingtheproductavailable

toeveryone.

• Ithelpsinimprovingthecorporateimageoftheorganization.Thismeans

bysegmentingthemarket,thebusinessisabletosatisfyconsumer

needsandwantsbydevelopinganappropriateproduct.

• Itincreasestheorganizationalcompetitiveadvantageoveritsrivals.Itis

acompetitivestrategywhichcanbeusedtofightcompetitionfromrivals

throughsegmentation.

• Businesscandefinetheirmarketspreciselyanddesigngoodsthatfocus

ontargetedgroupsofconsumers.



• Ithelpsincreasebrandloyalty.Thebrandsofthecompanyarepreferred

morethanthebrandsofrivals.

• Smallfirmsthatmaynotbeabletocompeteinthewholemarketareable

tospecializeinoneortwosegments.

• Productsaretailoredtomeetdemands,thatis,itiseasytoestimate

demandsofaparticularsegmentthanthewholemarket.

• Itfacilitatestheidentificationofothermarketingopportunities.

DisadvantagesofMarketSegmentation

• Marketsegmentationdependsonthenatureoftheresearchandthe

skillsthatareusedtocollectdata.Thismeansthattheresultsofmarket

segmentationmaynotbeeffectiveiftheresearchprocesswasnot

properlydone.

• Itisatimeconsumingprocessbecauseitrequiresalotoftimetodivide

themarkets.

• Somefactorswhichcanbeconsideredsuchaspreferencesaredynamic

(changes)andthismeanssegmentationcanbeaffectedtotheextent

thatitmightbeuseless.

• Marketsegmentationmeansspendingalotofresourcesandthismay

increaseproductionandoperationalcosts.

• Itresultsinacomplicatedproductionsystem,forexample,therewillbe

theneedtobuydifferenttypesofmachinesandtoemploydifferent

workerstomeetdifferentconsumercharacteristics.

• Itmayresultinachangeoforganizationalcultureandthismayresultin

demotivation.

• Itrequireshighlyskilledandspecializedresearchexpertsandtheseare

expensivetoemployandtheyarenotalwaysavailable.

• Itinvolvesalotofworkfromdatacollection,analysis,andevaluationup

tosegmentationofthemarket.

• Promotionalcostsmaybehigherasdifferentstrategiesmayberequired

fordifferentsegments.

• Byfocusingononeortwosegments,thereisadangerthatmore

resourcesarerequiredtodevelopdifferentiatedproductsandexcessive

specializationmayleadtoproblemsifconsumersinthosesegments

changetheirpurchasinghabits.



CriteriaforEffectiveSegmentation/RequirementsforEffectiveSegmentation

• Measurable–thesize,purchasingpowerandprofilesofthesegment

shouldbemeasurable.

• Accessible–thesegmentshouldbeeffectivelyreachedandserved.

• Substantial–thesegmentsshouldbelargeorprofitableenoughtoserve.

• Differentiable–thesegmentsaredistinguishedtocreategroups.

• Actionable–effectiveprogramscanbedesignedforattractingand

servingthesegments.

Forecasting

• Itisthesystematicprocessofmakingfuturepredictionsofagiven

variable.

• Itinvolvesestimatinghowagivenvariableislikelytobehaveinnear

future.

• Inmarketing,variableswhichareforecastedtotheirbehaviorinclude

sales,profits,levelsofthetastesandpreferences,demandetc.

• Itisanapproachtodeterminewhatthefuturewilllooklike.

MethodsofForecasting(ForecastingTechniques)

• Thesearedividedintoqualitativeandquantitateforecasting.

1.QualitativeForecasting

• Thesecannotbeeasilyconvertedintonumericalterms.

• Theydependonhumanjudgmentandexperienceandareusedwhen

dataisscarce.

• Whenanewproductisintroducedthetimeframeissolongthatdataisof

limiteduse.

1.1.PersonalInsight

• Itisaqualitativemethodthatdependsonmentalreasoningofthe

researcher.Thisinvolvesestimatingorassuminghowagivenvariable

willbehaveinthefutureusingpersonaljudgment.

• Forecastingisdonebyonepersonanditdependsonthatoneperson.

• Themajoradvantageofusingpersonalinsightisthatitresultsinquick

forecastingwhichmeansmarketingdecisionsarequicklyimplemented.



• Itisalsolessexpensive.

• However,thiscanbelessaccurategiventhatonlyoneperson’sjudgment

isconsideredasenoughtopredictthebehaviorofaparticularvariable.

• Alsotheresultsproducedarelessreliableasjudgmentvariesfromone

persontoanother

1.2.PanelConsensus

• Itisaforecastingmethodwherebyapanelofexpertsdiscussissuesto

arriveatanagreedforecast.

• Thishashigheraccuracyoverpersonalinsightasitinvolvespoolingof

knowledgeandideas.

• Allmembersinapanelgivetheirpersonaljudgmentsortheyfreely

participateindiscussions.

• Alljudgmentsareconsideredanddiscusseduntilonagreementis

reached.

• Moreaccurateinformationordecisionsaremadegiventhatmorepeople

areinvolved.

• Highqualitymarketingdecisionsarelikelytobemade.

• However,itmayresultinpoormarketingdecisionsgiventhatpredictions

aremadeonthebasisofmentaljudgmentandthereisanelementof

subjectivity.

• Itreducesinslowforecastingprocesswhichdelaysimplementationof

marketingdecisionsbecauseargumentsarelikelytodragmoretime.

• Poorqualitydecisionsarelikelytobemadebecauseofindividualswho

arelikelytodominatepaneldiscussionsandwhoarelikelytobeopinion

leaders.

1.3.MarketSurvey

• Itisaqualitativeforecastingmethodinwhichforecastingdecisionsare

madeonthebasisofdatacollectedthroughsurveys.

• Theresearchercanfirstcarryoutinterviewsorsurveysinwhich

questionsareaskedtothetargetedmarketoranysourceofinformation

needed,forexample,consumers.

• Fromthedatathathasbeencollectedthroughsurveysorinterviews,the

researchproblemisidentified.



• Theyaremainlyusedwhentheresearchproblemismorecomplicated.

• Thisisconsideredqualitativeastheabsenceofadequatedata,human

judgmentisneeded.

• Theaccuracyoftheresultingforecastdependsonthe:

• Representationofthesamples.

• Qualityofthequestionsasked.

• Reliabilityofreplies.

• Qualityofanalysisandtheresultingconclusions.

1.4.DelphiMethod

• Itisaqualitativemethodofforecastinginwhichthefuturebehaviorof

thegivenvariableispredictedbyusingpersonaljudgmentfromagroup

ofexperts.

• Itissimilartopanelconsensusbecauseagroupofmembersare

involvedinmakingestimatesabouthowavariablewillbehave.

• Expertresearchersareaskedquestionsonebyoneandtheviewsare

collectedsothatpredictionsaboutthefuturebehaviororvariablesare

done.

• However,respondentexpertsareindependentlyaskedquestionsand

theirviewsarecollectedatdifferenttimesandforecastingisthendone.

AdvantagesofDelphiMethod

• HighqualityinformationiscollectedsincetheDelphimethodinvolves

manyresearchexperts.Thiscanimprovequalityofforecastingdecisions.

• Itreduceseffectsofindividualdominanceassociatedwithpanel

consensus.Thismeanstheanswersgivenbyonerespondentarenot

affectedbythepresenceofothersasinthecaseofpanelconsensus.

• Moreaccurateandmorereliableforecastingdecisions.

DisadvantagesofDelphiMethod

• Itmeansforecastingdecisionstakelongtimetobeimplemented

becausethereisneedtogetvariousviewsfromdifferentrespondents.

• Itisverycostlyascomparedtoothermethodsofqualitativeforecasting.

• Itrequiresmoreimportantandknowledgeableexpertresearcherswho

arecostlyanddifficulttofind.



• Thefactthatthereisneedtomakeafinalconclusionaboutforecasting

onthebasisofviewsproducedmayintroducesubjectivity/bias.

1.5.HistoricalAnalogue

• Itisaqualitativemethodofforecastinginwhichhistoryisveryimportant

indeterminingthefuture.

• Forecastingdecisionsaremadebylookingatthehistory.

• Historymayprovideguidelinesonhowacertainvariableislikelyto

behaveoroccur,forexample,whenpredictinghowsalesofaproductwill

behaveinthenearfuture.

• Wemayfirstlookathowtheproductandasimilarproducthavebeen

performing.

• Thehistoricalanaloguecanbebasedonanalyzingthehistorical

performanceofaproductontheproductlifecycle,forexampleifa

productfromthepastyearwasonthegrowthstagethenwearelikelyto

predictthatitssalesarelikelytomaintainalevelofsalesposition

meaningthatsalesarelikelytobeconstantatacertainposition.

AdvantagesofHistoricalAnalogue

• Itisthecheapestandeasiestmethodofforecastingavailabletothe

marketingmanagerbecauseitdoesnotrequirecultivationoffinancial

resources.

• ItsavestimecomparedtoothermethodssuchasDelphimethod.

• Attimes,historicalbehaviorofavariablemayprovideaguidelinetothe

futurebehaviorofavariable.

DisadvantagesofHistoricalAnalogue

• Mostofthetimehistorydoesnotshapethefuture,forexample,the

conditionsunderwhichthatvariablebehavedwillobviouslybedifferent

fromfutureconditionsinwhichthebehaviorofavariablewilloccur.

• Miscalculatedforecastingdecisionsarelikelytobemadesincehistorical

informationusedmaynotbeapplicable.

2.QuantitativeForecastingMethods

2.1.CasualMethod(Experiment)

• Thisisaforecastingmethodinwhichacauseandeffectrelationshipis

usedasabasisforforecastingthebehaviorofagivenvariableinthe



nearfuture.

• Itinvolvesexaminingtheeffectsonevariablehasoveranother,for

example,determinetheeffectofpriceonthelevelofsales.

• Whenthecauseismanipulated/adjusted,theeffectsonthevariableare

usedasthebasisofpredictingbehaviorofthevariableinparticular.

• Italsoinvolvestestmarketinginwhichproductsareintroducedona

smallerscalewiththeideaoftestingreactionstonewproducts.

• Consumerreactionsareusedasbasistopredicthowavariableisgoing

tobehaveovertime.

AdvantagesofCausalMethod

• Itreduceschancesofproductfailuresuchthatnewproductsaremost

likelytobesuccessfuldependingonthereactionofconsumers.

• The‘causeandeffect’methodofforecastingprovidesanexplanationas

towhyavariablewillbehaveinacertainway,forexample,anincreasein

salescanbeattributedtoadecreaseinprice.

• Moreinformationislikelytobeobtainedwhichisusuallyquantitativeand

forecastingisdoneobjectivelybecausethereiseliminationofhuman

judgment.

• Moreaccurateforecastingdecisionsarelikelytobemadebecause

forecastingdecisionsarebasedonquantitativefactsandreactionsof

targetconsumers.

DisadvantagesofCausalMethod

• Itisacostlymethodtoundertakewhenforecastingbehaviorofavariable

andthismeansmorefinancialresourcesareneededtofundtheprocess.

• Itisatime-consumingquantitativetechniqueasmuchtimeisneededfor

theforecastingprocesstobesuccessful.

• Itmayresultinbiasedforecastingdecisionsasaccuracyofdata

dependsontheresearcher,sourcesofinformation,changeincustomer

tasteandpreferences.

• Itinvolvesalotofworkmeaningthatitisalaboriousprocess.

2.2.TimeSeriesAnalysis

• Itisasystematicquantitativeprocessthatinvolvestheuseofpastdata

tomakeapredictionaboutthebehaviorofagivenvariable.



• Itinvolvesrecordingdatathathasbeenreceivedforaspecificperiod.

• Thedatarecordedisreplacedbynewdatameaningthattimeseries

analysisinvolvesdecompositionofdataaccordingtocertain

requirementsorfactors.

• Itismostlyusedinpredictionofthebehaviorofvariablessuchassales,

profitsandcosts.

• Itinvolvestheprocessofcalculatingmovingaveragesfromthedatathat

isbeingreceived.

• Asnewdataisaddedon,anaverageisalsocalculated.

• Asetofmovingaveragescalculatedisusedintheprocessof

extrapolation.

• Extrapolationisaprocesswherebytrendresultinginmovingaveragesis

usedasabasistopredictthevariableproduct.

AdvantagesofTimeSeriesAnalysis

• Itisquiteanobjectivetechniquesinceitdependsontheuseof

quantitativedatawhichismeasurable.

• Timeseriesanalysisismostlyusedwhenthevariabletobeprojectedis

veryvitaltotheextentthatmathematicalcalculationshavetobemade.

• Thereiseliminationofhumanjudgmentorbiassincequantitativefacts

determinetheforecasts.

• Forecastingdecisionsaremostlikelytobeaccurategiventhat

subjectivitycausedbyhumanjudgmentiseliminated.

DisadvantagesofTimeSeriesAnalysis

• Itinvolvesalotofmathematicalcomputationswhichmakesitmore

difficult.

• Someerroneousforecastingdecisionsarelikelytobemadebecauseof

themathematicalerrors.

• Timeseriesanalysisisaffectedbyfactorssuchasinflationsuchthat

historicaldatausedincalculationofthemovingaveragemaybeless

relevantwhenmakingpredictionsaboutthebehaviorofthevariable.

• Itignorestheuseofquantitativefactssuchasconsumerpreferences

whicharevitalinpredictingbehaviorofthevariable.

• Itmaynotbeapplicablewherethecompanydealswithseasonal



productsorwhereproductssalesorcostsaredifficulttopredict.

ImportanceofForecastingtoanOrganization

• Forecastingprovidesasenseofdirectiontoabusinesswhichmeansit

becomesmucheasiertorunandcontroltheorganizationassome

confusioncanbeeliminatedandallworkerswouldworkaccordingtothe

forecast.

• Itcanbeusedasaperformanceassessment.Forecastedbehaviorcan

bemeasuredagainstrecordedperformance,thatis,expected

performanceontheground.

• Itisimportantinimprovinginformationflowmeaningthatforecastingis

acollectiveprocesswhichinvolveseverycomponentorfunctionofthe

organizationandthisincreasestherateofinteractionandexchangeof

informationbetweenvariouscomponentsoftheorganization.

• Itimprovesmoraleandmotivationofthesubordinates.Subordinatesare

abletoworkveryhardastheywanttoachieveexpectedtargetsin

forecastingandthisincreasestheircommitmenttowork.

• Forecastingactasanaidtoresourceallocation.Resourcesareallocated

accordingtowhatisforecastedandthishelpsinminimizingresource

wastageintheorganization.

• Forecastingenablesefficientandeffectiveresourceutilizationmeaning

thatitpreventsresourcesfrombeingidleasforecastingdecisionsactas

aguidelineonhowtouseresources.

• Itreducestheriskofproductandcompanyfailuremeaningthatthe

organizationwillbeabletocontrolsomeinternalfactorsaswellas

anticipatingexternalfactors.

• Itisaninstrumentaltoolinminimizingproductioncostsandoverallcosts

incurredinthedaytodayrunningofthebusiness.

• Ithelpsinworkersbeingabletorealizeandachieveforthemselves.Itis

abletoallowindividualstobesuccessfulastheyworktowardsachieving

forecastedperformance.

LimitationsofForecastingtoanOrganization

• Historycanbedifferentfromthefuture.Conditionsunderwhich

forecastingwasdonecanbetotallydifferentfromconditionsunder

whichitisdonethereforeforecastingcanbeveryuncertainaboutthe

futuresuchthatallwhatisdoneisaboutestimation.



• Itisaffectedbyexternalfactorssuchasconsumerpreferencesandstate

oftheeconomywhicharedynamicandthismakesforecastingauseless

toolasresultshaveahighprobabilityofbeingmistaken.

• Theprocessinvolveshumanjudgmentwhichleadstotheprocessbeing

subjective.

• Itinvolvesalotofmathematicalerrorswhichmaybeencounteredwhen

quantitativetechniquesareusedandobtainedinforecasting.

• Itisalwayscomplicatedtotheextentthatresearchexpertsarerequired

andtheseexpertsarescarceandexpensivetohire.

• Itincreasesthelotofworkonthecarryingoutoftheprocess.Thisis

becauseitinvolvesalotofprocessesandstagesinordertogetaccurate

results.

• Itistime-consumingbecauseitinvolvesdatacollectionanalysisand

interpretationwhichrequiresalotoftime.

MarketingResearch

• Itreferstoasystematicmarketingprocesswhichinvolvescollectionor

gatheringofdatarelatingtomarketsormarketingissues,analysisofthe

dataandevaluationofthedata.

• Marketresearchisallaboutinformationfromtheappropriatesourcesso

thatthecorrecttypeofproductmaybeproduced.

• Itinvolvesresearchintoinformationsuchastheproduct,place,price,

promotionanddemand.

MethodsofResearch

1.Primary(FieldResearch)

• Itisaresearchprocessormethodthatinvolvescollectionofinformation

fromthefield.

• Informationisgatheredfromthecustomerssoitisfirsthandinformation.

• Primaryresearchinvolvestheuseofresearchmethodssuchas

experimentalsurveys,interviews,observationsandquestionnaires.

• Informationisprovidedmainlybycustomers,othercompaniesand

governmentauthorities.

• Forprimaryresearchtobesuccessful,theresearchershouldask

questionsinrelationtothepurposeorobjectiveoftheresearch.



AdvantagesofPrimaryResearch

• Firsthandinformationisgatheredandtherearehighchancesofgetting

correctinformationwhichwillresultintheprovisionofproductsthatwill

satisfyconsumers.

• Informationcollectedisuptodateandrelevantandcanbeusedtosolve

theproblemofregency.

• Itallowsthecompanytogainacompetitiveadvantageoverrivals

becauseinformationcollectedismoreaccurateandchancesofgetting

misleadinginformationareslim.

• Ithelpstheorganizationtokeepintouchwiththechangesinthe

consumerpreferences.Thismeansthattheorganizationcaneasily

satisfyconsumers’needsandwantstoavoidriskorproductfailure.

DisadvantagesofPrimaryResearch

• Itneedstobecomplementedbysecondaryresearch.Thismeansthat

datacollectedthroughprimaryresearchmaynotbeadequateunless

somesecondarysourcesofinformationhavebeenused.

• Itisveryexpensivebecausealotofcapitalresourcesarerequiredto

fundtheresearchprogramandtomakesurethatcorrectinformationhas

beengathered.

• Itistime-consumingcomparedtosecondaryresearch.Thismeansthata

lotoftimeisneededtopreparetheresearch.

• Primaryresearchdoesnotalwaysgiveaccurateinformation.

• Itcreatesworkontheresearchercomparedtosecondaryresearchand

therefore,itislaborious.

• Informationsourcesarenotalwaysreadilyavailableandlimited

informationmaybegathered.

Secondary(DeskResearch)

• Itinvolvesgatheringinformationfromreadilyexistingmaterial.

• Informationiscollectedfromsourcesthatalreadyexist.

• Itistheuseofsecondhandinformation.Thisisbecauseitwascollected

frompublishedsourcessuchasnewspapers,magazines,government

publications,textbooks,balancesheets,statisticalofficeetc.

• Itmeansinformationisgatheredfromthedeskasopposedtothefield.



AdvantagesofSecondaryResearch

• Informationsourcesalreadyexistorareavailablewhichmakesiteasyto

solvethemarketresearchproblem.

• Itisverycheapascomparedtofieldresearchsinceinformationsources

arereadilyavailable.

• Itsavestimeascomparedtofieldresearchsincethereisnoneedto

gatherinformationfromthefield.

• Deskresearchdoesnotinvolvealotofworkcomparedtofieldresearch

sincetheyarefewprocessesinvolvedingatheringofinformation.

DisadvantagesofSecondaryResearch

• Informationusedmaybeirrelevantbecauseitwascollectedfora

differentpurposefromourownresearch.

• Informationusedcanbeoutdatedandmaynotbeappropriatetosolve

theresearchproblematpresent.

• Informationgatheredissecondhandanditmaybedifficulttosatisfy

humanneedsandwantssincetheinformationwascollectedfromthe

sourcesdifferentfromconsumerswhoaretargeted.

• Itneedstobecomplimentedbyfieldresearch.

• Theresearcherisnotawareofthefundamentalresearchmethodsused

tocollecttheinformation.

TypesofDataCollected/TypesofResearchers

1.QualitativeResearch

• Thisisindepthresearchintothemotivationsbehindconsumers’

behaviororattitude.Consequently,itgivesinformationonconsumers’

tastesandpreferencesandbuyinghabitsandalthoughthisisinevitably

subjective,itprovidesinsighttoconsumerbehaviortocomplementthe

qualitativedata.

• Qualitativedataisnon-quantifiable.Itisdatawhichcannotbeexpressed

innumericalterms.

2.QuantitativeResearch

• Concentrateonfactualinformationsuchasmarketshare,probablelevel

ofsalesatagivenpriceandwaysinwhichamarketcanbesegmented.

Inessence,thisrelatestowhobuystheproductandhowmuchtheywill



buy.

• Techniquesofquantitativeresearchincludesurveys(facetoface),by

postortelephone.

• Quantitativedataisdatathatcanbemathematicallyquantifiedorthat

caneasilybeexpressedinnumericalterms.

• Quantitativedataisobjective(freefrombias)becauseitdependson

measurements.

• Itnormallyincludesaboutthelevelofdemand,thetimeconsumersbuy

goodsaday.

DifferencesbetweenQualitativeandQuantitativeResearch
QualitativeResearch QuantitativeResearch
Dataisnon-quantifiable. Datacanbeexpressednumerically.
Subjective. Objective.
Requiresinterviewswithspecialskills. Fewinterviewsspecialskillsrequired.
Samplesizesusuallysmall. Samplesizesusuallylarge.

TheResearchProcess

Stage1:DefinitionoftheProblem

• Beforelaunchingaresearchproject,itisnecessarytoclarifythetypeof

informationrequired,whyitisrequiredandwhatquestionsitisdesigned

toanswer.

Stage2:InvestigationofSecondarySourcesofData

• Itisamistaketoequatemarketingresearchwithquestionnaires

completedinthehighstreet.Infact,beforeabusinesscollectsprimary

data,itshouldfirstchecksecondarydata.

• N.B.:Primarydataisdefinedasthedatathatoriginatesasaresultof

particularinvestigation.

• Secondarydatainvolvestheuseandanalysisofdatacollectedfor

anotherpurposeandfoundbymeansofdeskresearch.

Stage3:SelectionofPrimaryCollectiveData

• Therearethreebasictechniquesoffieldresearchdatacollection

methods;surveys,observationsandexperiments.

• Thetaskfortheresearcheristochoosethemostappropriatemethod.In

makingthischoice,considerationsshouldbemadetorelativecosts,time

available,typeofinformationrequired,typeofpeopletobeinvestigated



andthedegreeofaccuracyrequired.

Stage4:DecideontheDetailsoftheResearchTechniques

• Includedinthisstagewouldbetheinformationofquestionnairesand

decidingonsamplingmethods.

Stage5:Analysis,InterpretationandEvaluationoftheData

• Aftercollectingthedata,itisnecessarytodrawconclusionsfromitthat

canbeofvalueindesigningmarketingstrategies.

Stage6:RecommendationsforAction

• Thefinalpartoftheresearchprojectconsistsofrecommendingthe

strategytobepursuedinrelationtotheproductandmarketingeffort.

• Aresearchisdesignedtoprovideanswerstocommerciallyimportant

marketingquestions.

TechniquesforFieldResearch

1.Observations

• Ratherthanaskingpeopleabouttheirbehaviorortheirviews,market

researcherscanobservehowpeoplebehave.

• Observationstaketheformofaudits(suchasstocktake),recording

thingsandwatching.

• Observerscanbeemployedtowatchthebehaviorinshopsandhow

peopleusetheproductafterpurchase.

AdvantagesofObservations

• Itallowstheresearchertorecordbehaviorasitoccursanditdoesnot

relyonpeople’smemoriesandpreviousreportsoftheirbehaviors.

• Observationsprovidesverylargeamountsofdataandbecauseofthe

numberofobservationstechniques,theycanbeusedtoprovidevalidity

checksononeanother,thatis,ifdifferenttechniquesleadtosimilar

resultstheneachindividualmethodcanbeusedwithgreaterconfidence.

• Observationsalsoallowcollectionofdatafromcertaingroupswho

wouldnotbeabletogiveverbalreportsoftheirbehaviororfeelings

becausetheycannotspeak,forexample,infantsoranimals.

• Datacollectedusingobservationsisnotreliable.

DisadvantagesofObservations



• Peopleunderobservationssometimestrytocreateaparticular

impressioniftheyknowtheyarebeingobserved.

• Itisnotalwayspossibletopredictwhenacertainactivityisgoingtotake

placeandtherefore,aresearchercannotrecordbehaviorasitactually

happens.

• Itisonlylimitedtocertainsituations,forexample,youcannotobtainthe

lifehistoryofanindividualthroughobservations.

• Itcreatesmanyunanswerablequestions,forexample,thereasonswhya

customerisactingthewayheis.

2.Experiments

• Areusedtotestandassesstheresponseofconsumerstochangesin

marketingmix.Thismightinvolvechangesintheproductorpackaging,

advertising,priceanddistributionarrangements.

TestMarketing

• Itisanexperiment.

• Itinvolvesalimitedlaunchofaproducttotestreaction,bothtothe

productandthewayinwhichitismarketed.

AdvantagesofTestMarketing

• Itreducesmarketingcostssinceitistestedonasmallsampleofthe

population.

• Itallowsthefirmtoknowthelikelyreactionofcustomersbefore

launchingtheirproducts.

DisadvantagesofTestMarketing

• Itsaccuracydependsonthechoiceofparticipants.

• Thereisalsoadifficultyofcontrollingrandomvariablessuchasweather

conditionsorthemoodofparticipants.

AdvantagesofExperiments

• Itreducestheriskofproductfailure,forexample,iftheproductis

introducedtotestconsumerreactionandtheconsumersacceptthe

product,thenthecompanycangoontolaunchtheproductonanational

sale(commercialization).

• Morereliabledataisgatheredwhichismoreobjectivesincethe



consumerreactionprovidesaguidelinetothesourcesoftheproduct.

• Itistheonlytechniquethatexplainswhyconsumersbehaveinacertain

wayorwhytheproductofcompanyfails/succeed,forexample,aproduct

mayfailasaresultofpriceincreases,lackofeffectiveadvertisingetc.

• Moreabundantinformationmaybegatheredandthetechniqueisless

costlycomparedtoobservation.

DisadvantagesofExperiments

• Itrequiresemployment,hiringhighlyexperiencedresearcherswhoare

goodatcarryingoutfieldexperiments.Theseresearcherscannotbe

easilyavailableandtheyareexpensivetohire.

• Mostoftheinformationcollectedismainlyquantitativeandtherefore

qualitativeinformationcanbeignoredifexperimentsarenotproperly

implemented.

• Experimentsusuallyrecordinformationaboutwhatwillhappenandmay

notaccountforwhathashappened.

• Theproblemwithexperimentsistocontrolotherfactorsandthismeans

wemaynotknowwhatactuallycausescertainconsumerbehavioror

whatcausesachangeinthemarketingoftheproduct,forexample,a

declineinsalesmighthavebeencausedbyotherfactorslikeinflation.

• Experimentsarealsotime-consumingmeaningthatinordertogather

accuratedata,thereisneedformoretimetocarryoutfieldexperiments.

3.FocusGroups

• Thisinvolvesagroupdiscussioninwhichpeoplearefreetoexpress

viewsandopinionsonaselectedsubject.

• Thetechniqueisusedasameansofdeterminingbothovertand

subconsciousattitudeandmotivations.

• Thismeanstheresearcherbecomestheleaderofthegroupwhile

consumerscontributetheirviewsandparticipateinprovisionof

marketingdata.

• Theresearcherselectsaspecificmarketingtopic,forexample,issues

abouttheproductquality.

• Theresearcheralsoparticipatesandcontributeshisopinions.

AdvantagesofFocusGroups



• Alotofdataiscollectedsinceafocusgroupbecomesasourceof

differentviewsfromconsumer.

• Thereiseliminationofbiasgiventhattheresearcherisalsoaparticipant

andcollectsinformationfromtheactualtargetsource.

• Theyareverycheaptoadministerandeasytousewhengatheringdata

comparedtootherresearchtechniquessuchasobservation.

• Theresearchgetsactualandmorereliableinformationfromthe

consumer.

DisadvantagesofFocusGroups

• Itistime-consuming.

• Itmayresultinhighlevelsofconflictsbetweendifferentconsumers

whichmayaffecttheresults.

• Itmayresultinlimitedviewswhichmayaffectthereliabilityof

informationsincethereisnoguaranteethateachandeveryindividual

willparticipate.

• Thiscanbeineffectiveassomeconsumersmaynotcontributetheir

viewsbecauseofshyness.

• Theelementofbiaswillnotbeeliminatedsincetheresearcherasa

groupleader,controlsthediscussionsandwilldrawconclusions.

• Itmaybeexpensivefortheorganizationbecauseitrequires

refreshmentsandawell-furnishedroom.

• Onecustomermaydominatethediscussionandthismayaffectthe

results.

• Itmaybeasourceofdemotivationtoconsumerswhoseideasarenot

implemented.

5.Surveys

• Itinvolvesgatheringofdatabyuseofsurveysquestions.

• Theresearcherasksquestionsaboutacertainmarketingproblemand

theconsumerrespondstothequestions.

• Theresearcherhastorecordalltheanswerstothequestionasked.

• Surveyscanbedeliveredinanyofthefollowingways:

• Personalinterviewing.



• Telephonesurvey.

• Postalsurvey.

• Panelsurvey.

• Groupinterviewing.

5.1.FaceToFace(InterviewSurvey)

• Itisafacetofaceresearchinwhichtheresearchercollectsthedata

directlyfromthetargetsourceofinformation.

• Theresearcherasksquestionsdirectlytotheconsumerswhothen

provideimmediateanswers.

• Itismorelikeadiscussionwhichinvolvesaninterviewbetweentwo

peopleatonetime,thatis,interviewerandtheinterviewee.

AdvantagesofFaceToFace

• Firsthandinformationisgatheredsinceitiscollectedfromthefield.

• Immediateresponsesareobtainedandthismeansitmaybequickto

implement.

• Itischeapercomparedtotelephoneandpostalsurveys.

• Theintervieweecanaskforunclearareastobeclarifiedbythe

researcherifthequestionsareambiguous.

• Quantitativeinformationcanbegatheredwhichisimportantwhen

makingmarketingdecisions.

• Observationofreactionsispossible.

• Itisflexible.

• Visualmaterialscanbeused.

DisadvantagesofFaceToFace

• Biasedinformationcanbecollectedsincetheresearchercanask

questionsinawaythathewillbeexpecting.

• Someintervieweeshaveatendencyofexaggeratinginformation

askedinordertopleasetheinterviewerandgetapositiveexpression.

• Itistime-consumingiftheresearcherlacksskillstocontrolthe

responses.

• Surveysattimeslimittheamountofquantifiabledatatobecollected.



• Itisalaboriousprocesssinceittakestimeandismoredemandingin

termsofresearchtechnique.

• Itisadifficulttosampleascatteredpopulation.

5.2.PostalSurveys

• Itiswhenquestionsareaskedandrespondedtobymeansofthepost.

• Theresearchercollectsdatabypreparingquestionswhicharesenttothe

consumersbypost.

• Theresearchermaysendaself-addressedstampedenvelopewhichmay

beusedbytherespondent.

• Itisasurveymethodwhichisnormallyusedbycompanieswhohave

well-knownconsumersandthosewhobuygodsoncredit.

AdvantagesofPostalSurveys

• Thereistheeliminationoftheinterviewerbiassincetheinterviewerwill

beabsentwhentheintervieweewillbeansweringquestions.

• Therearehigherchancesofgatheringaccurateinformationsincemost

peoplearecomfortablewithgivingcorrectanswersintheabsenceofthe

interviewer.

• Itreducestheresearcher’sworkload.

• Itmayreducecostssuchastransportcosts.

• Moreinformationislikelytobeobtainedgiventhattheinterviewerhas

freedomtogiveasmuchinformationastheycan.

• Anonymity.

• Giverespondentsthetimetocheckdata.

• Reachesscatteredpopulations.

DisadvantagesofPostalSurveys

• Thereisahighdegreeofcheating/exaggerationsincetheinterviewerwill

bealone.

• Someintervieweesmaynotevenrespondtothequestions.

• Toolittleinformationcanbecollectedbecauseitdependsonthespaces

provided.

• Itmightbedifficultwhendealingwithunknowncustomers.



• Notallinterviewershavetimetorespondtothequestionsposted.

• Expensiveintermsofpost.

• Lowresponserate.

• Nocontroloverrespondent.

5.3.TelephoneSurveys

• Theinterviewiscarriedoverthephone.

• Theresearcherasksquestionstotheinterviewerthroughtelephoneand

theintervieweegivesanimmediatefeedback.

• Thisisnormallycarriedoutonradioorwhentheresearcherhaswell-

knowncustomers.

AdvantagesofTelephoneSurveys

• Itislesstime-consumingascomparedtopostalsurvey.

• Thereisimmediateresponsefromtheintervieweeandthisquickens

marketingdecisions.

• Firsthandinformationiscollected.

• Itisveryflexibleandmoreconvenient.

• Widegeographicalspread.

• Lessinhibitedthanthefacetofacesurveys.

• Betterresponseratethanpostalsurveys.

• Undemandingofrespondents.

DisadvantagesofTelephoneSurveys

• Itismorecomplicatedtousethatwemightnotreachthetargetsastheir

telephonenumbersmaynotbeavailable.

• Costlyintermsoftelephonebills.

• Telephonesurveysmayleadtothecollectionoffalseinformationsince

theintervieweehasahighchancetoliegiventhattheintervieweris

absent.

• Someintervieweeshaveatendencyofnotrespondingtoatelephonecall,

meaningthatcollectionofinformationmaybedifficult.

• Telephonesareaffectedbyanumberoffactorssuchaselectricpower



cuts,badweatheretc.andthismakesitdifficult.

• Biasedbecauseitexcludesthosewithoutphones.

• Novisualstimuli.

5.4.PanelSurveys

• Thisiswheretheopinionsandbehaviorofarepresentativegroupof

peopleisobtained.

AdvantagesofPanelSurveys

• Membersarecooperative.

• Panelmembersknowproceduresandtimeissaved.

• Trendsovertimecanbereviewed.

• Appointmentsavoidtheexpenseofretails.

• Controlgroupscanbeformed.

DisadvantagesofPanelSurveys

• Panelmemberstendtobeatypical.

• Panelsophisticationdevelops.

• Panelsurveysmayleadtothecollectionoffalseinformationsincethe

intervieweeshavehighchancestoliegiventhattheinterviewerisabsent.

5.5.Questionnaires

• Itisaresearchmethodthatinvolvestheuseofwell-structuredquestions.

• Itinvolvesdesigningquestionswhichwillhelpincollectionofdata.

• Thequestionsarenormallyarrangedinorderandtherearespacesleft

fortheintervieweetogivesomeinformation.

• Theintervieweeisleftalonetocompletethequestionnairefor

assessment.

AdvantagesofQuestionnaires

• Thereiseliminationoftheinterviewerbiasassociatedwithdirect

questioningoftheintervieweebytheinterviewer.Thismeansthatthe

researcherisunabletoaffecttheresponsegivenbytheinterviewee.

• Itallowsmoreinformationtobecollectedsincemanyquestionsare

askedandenoughspacesareprovidedfortherespondenttogivemore



information.

• Theyaresuitablewhendealingwithalargesample,meaningthatthe

researchbecomeseasiertoadminister.

• Morereliableandrelevantinformationcanbegatheredsince

questionnairesallowrespondentstogiveinformationattheirownpace.

DisadvantagesofQuestionnaires

• Itistime-consumingandresponsestakealongtimetobeobtainedand

thisdelaysmarketingdecisions.

• Thereisahightendencyofprovidingfalseinformationbecausedatais

providedintheabsenceoftheinterviewer.

• Notallpeoplehavethetimetocompletequestionnaires.

• Muchoftheresultsobtainedthroughuseofquestionsdependonthe

natureoftheresearchandthetypeofquestions.Thismeansthatpoor

researchandpoorquestionsmaycompromisetheresultsofthe

research.

• Thereisnoroomforquestionspecificationmeaningthatthereisno

roomforrespondentstoaskfurtherquestionsforclarification.

• Questionnairesfaceaproblemofnon-returns.

CharacteristicsofaGoodQuestionnaire

• Itmustbeasshortaspossibletoavoidconfusion.

• Itmustbestraighttothepoint.

• Itshouldincludeopen-endedandclose-endedquestions.

• Misleadingquestionsshouldbeavoided.

SamplingMarketResearch

• Asampleispartofthepopulationchosentorepresentthepopulation.

• Itisasystematicprocessofcollectingorselectingarepresentativefrom

thetotalpopulationwiththebeliefthattherepresentativewillbeartrue

characteristicsofthewholepopulation.

• Itisaprocessofselectingvariablesfromthepopulationwiththeidea

thattheselectedvariableswillgivetrueinformationaboutallthe

variablesofthepopulation.

• Populationreferstothetotalnumberofvariablesfromwhich



representativesarechosen.

• Itisatechniqueofselectingaportionofthepopulationthatyouwishto

study.

DifferencesbetweenSamplingandaSample

• Samplingisaprocessofselectingpartofthepopulationwhereasa

sampleisapartofthepopulation.

AdvantagesofSampling

• Itreducescostsofhavingtosurveythewholepopulation.

• Itsavestime.

• Itrequiresfewerresourcesascomparedtoacensus.

• Itismorereliableasthereisaconcentrationonfewerunits.

• Itiscomplicatedthanacensus.

DisadvantagesofSampling

• Samplingerror–asampleisalwayslikelytodifferfromthepopulation

tosomeextent.

• Substitutionproblem–whatcantheinvestigatordowhenacertain

elementinasampleisnotavailableforinvestigation.

• Conveniencevs.representativeness–agoodsampleisonewhichis

representativeofthetotalpopulation.Thelargerthesample,themore

representativeitismorelikelytobe.Asconvenienceincreases

representativenessislikelytodecrease.

Samplingmethodsaredividedintotwogroups:

• Probabilitysampling.

• Non-Probabilitysampling.

1.ProbabilitySampling

• Thesearethetechniquesthatareusedtoidentifytherepresentative

samplefromwhichtheresearchdataiscollected.

• Theyareconstructedthateverymemberofthepopulationhasaknown

probabilityintheselection.

• Itrequirestheuseofasamplingframe,thatis,acompletelistor

identificationofthepopulation.



1.1.RandomSamplingTechnique

• Itisaprobabilitysamplingtechniqueinwhicheveryvariableinthe

populationhassomedegreeofbeingchosenornot.

• Eachvariableinthepopulationhasanequalchanceofbeingselectedor

notbeingselected.

• Variablesareselectedonahaphazardprocess.

• Itcanbedonebypullingnamesoutofthehatorusingacomputerto

generaterandomnumbers.

AdvantagesofRandomSampling

• Itisaneasymethodwhengatheringresearchdatacomparedtoother

techniquessuchasstratifiedsampling.

• Itreducescostingmeaningthattheresearchcostscanbeminimized

insteadofdealingwiththewholepopulation.

• Itsavestime.

• Itreducesinterviewerbiasandresearchdataismostlikelytobereliable.

DisadvantagesofRandomSampling

• Itmaynotdisclosetrueinformationaboutthetruecharacteristicsofthe

wholepopulationsinceonlyafewindividualsarechosen.

• Individualsleftmaybetheoneswithrelevantdata.

• Withrandomsample,therecanbesomedegreeofbiasifitisnot

properlyimplemented.

• Randomsamplingisverydifficulttousewhilethepopulationisvery

largetotheextentthatselectingarandomsampleisalmostimpossible.

1.2.SystematicSampling

• Thisisasamplingtechniqueinwhichtheresearcherdeterminesthe

samplebyfirstpredeterminingthestartingpointandthenusesa

systematicprocesstocollectvariablesconstitutingasample.

• Systematicsamplingenablestheresearchertohaveastartingpointand

thenselecteverynthterminthatorder.

AdvantagesofSystematicSampling

• Itmayreducethelevelofinterviewerbiassincevariablesfromwhich



dataistobecollectedischosensystematicallyorusingaknownmethod.

• Itisafastwayofgatheringdataespeciallywhendealingwithlarge

populations.

• Itreducescostsincurredwhenresearchingfrommarketingdata.

• Itsavestimeneededtogatherdata.

DisadvantagesofSystematicSampling

• Theelementofsubjectivitywillneverbeeliminatedgiventhatthe

researcheralreadyknowsthevariableswhichcanbeselectedandthe

methodcanbetwistedsothatitwillsuittheresearcher’sexpectations.

• Importantinformationcanbemissedfromvariablesskippedwhile

selectedvariablesmighthavelessrelevantinformation.

• Itrequirestheuseofsamplingframeswhichmaynotbereadilyavailable.

• Itisdifficulttoexactlyknowwheretostart,atwhatintervaltoselectthe

variable.

1.3.StratifiedRandomSamplingTechnique

• Itisasamplingtechniqueinwhichthepopulationunderstudyisdivided

intoseveralstratus/classes.

• Itinvolvesdividingthepopulationunderstudyintosubgroupsaccording

todifferentcharacteristicssuchasage,sex,status,income,location,and

lifestyleetc.

• Fromthesestratasestablished,variablesarethenrandomlyselected.

• Randomsamplesfromvariouscategoriesprovideresearchdata.

AdvantagesofStratifiedSamplingTechnique

• Moreaccurateinformationiscollectedcomparedtoothertechniques

suchasrandomsamplingtechnique.

• Itconsidersindividualdifferencescomparedtorandomsamplingandit

givesmorerelevantinformation.

• Datacollectedismorereliablesinceuniformityinvariablesistakeninto

account.

• Itreducesthelevelofhumansubjectivitysincethepopulationisfirst

stratifiedandthenrandomsamplesarecollectedfromdifferentstratas.

DisadvantagesofStratifiedSampling



• Itincreasesaworkloadascomparedtorandomsampling.

• Itistime-consumingbecausealotofprocessesareinvolvedsoasto

identifythesamples.

• Likeotherprobabilitysamplingtechniques,thereisneedtousea

samplingframeanditmaynotbeeasilyavailable.

• Itmaybemorecostlywhencomparedtoothertechniques.

2.Non-ProbabilitySamplingTechniques

• Thesearesamplingtechniquesinwhichvariablesunderstudyhaveno

probabilityofbeingselected.

• Non-probabilitysamplinginvolvetheuseofmethodstoselectvariables

whichwillmakearesearchsample.

2.1.ClusterSamplingTechnique

• Itiswherebytheresearchsamplesareorganizedintoclusters.

• Itinvolvestheuseofsamplingframesfromwhichindividualsmakingup

clustersareselected.

• Individualvariablesareorganizedintoclustersastheyareidentifiedfrom

thesampleframelist.

AdvantagesofClusterSampling

• Itisnormallyusedwhentheresearcherdoesnothavetheentiresetof

variablesmakingupasamplingframe.

• Itisnormallyusedwithrandomsamplingtechniquetoincreaseaccuracy

ofdatacollected.

• Itcanalsobeusedwhenthepopulationisdispersedorscattered.

• Itminimizesresearchcosts.

• Italsoreducestimewastagesinresearch.

DisadvantagesofClusterSampling

• Itmightbedifficulttouseintheabsenceofasamplingframe.

• Itincreasesalotofworktoresearchers,forexample,thereisneedto

randomlyselectvariablesfromthesamplingframe.

• Itcannotbeeffectiveonitsownbutitneedstobeincorporatedwith

otherrandomsamplingtechniques.



2.2.QuotaSampling

• Itiswhenthepopulationunderstudyisdividedintosubgroups.

• Thevariablesaregroupedaccordingtodifferentcharacteristicssuchas

age,sex,etc.

• Thepopulationisdividedjustasinstratifiedsampling.

• Individualsinthesamegrouparethenselectedonarandombasisbut

areselectedusingaknownmethod.

AdvantagesofQuotaSampling

• Itismorereliable,asmoreaccurateinformationiscollected.

• Itcoverstheweaknessesfacedinrandomsamplingtechniquewhereby

individualsareselectedonarandombasis.

• Itconsidersdifferencesbetweenvariablesinapopulationandtherefore

morerelevantdataiscollected.

DisadvantagesofQuotaSampling

• Itistime-consumingsinceanumberofprocessesareinvolvedin

determiningthesample.

• Itinvolvessomeelementsofhumanjudgmentandthismayintroduce

somebiasintheresearch.

• Itisveryexpensivecomparedtoothertechniques.

• Itdemandshigherlevelsofmentalreasoningandskillsandthereforeit

requireshighlyexperiencedresearchers.

2.3.MultistageSamplingTechnique

• Itisasamplingtechniquewherebyvariablesareselectedasmanytimes

aspossiblefromdifferentstages,forexample,samplescanbeselected

atrurallevel,provinciallevel,districtleveletc.

• Samplescollectedatvariousstagesaretheninterviewed.

• Itworksinconjunctionwithclustersamplingtechnique.

AdvantagesofMultistageSampling

• Itprovidesmoreaccuratedatasincesamplesarecollectedatmany

levels.

• Datacollectedwillbemorereliableandrelevant.



• Itcanbeusedtocountertheweaknessesofothermethodsofsampling.

DisadvantagesofMultistageSampling

• Itisamoretime-consumingmethodofsampling.

• Itincreasestheamountofworkinvolvedwhenresearching.

• Italsoincludeelementsofhumanjudgmentsincevariablesareselected

usingaknownmethod.

• Itincludescultivationofalotofresourcessincesamplesarecollectedat

manystagesandthisincreasescosts.

“Snowballing,judgmental,interval,samplingproblem”

IntervalSampling

• Itrequirestheselectionofunits/individualsinasequence.

• Thisperiodsequenceisbasedonaparticulardayofthemonth.

JudgmentalSampling

• Thiscanonlybeusedwhentheresearcherfullyknowswhichtypeof

peoplearetypicalofthepopulationinquestion.

SnowballingSampling

• Thistechniqueinvolvestwoormorestagesofsampling,forexample,if

researcherswantedtoknowmostpowerfulmembersofanationaltrade

union:

• Itmightfirstaskalltheexecutivemembersofaverylargeunionto

providealist.

• Eachpersonontheinitiallistwouldalsobeaskedtoprovidealist.

• Asaresultofthis,alongeroveralllistwillbedrawnup.

• Thelistofthenamesissnowballing(growing).

ElasticityofDemand

• Itisanumericalmeasureofresponsivenessofonevariablefollowinga

changeinconsumerbehavior,otherthingsbeingequal.

• Itisthedegreeofresponsivenessofquantitydemandedtochangesin

marketvariables,forexample,price,incomeetc.

• Demandcanbeintheformofpriceelasticity,incomeelasticity,cross



elasticity.

ElasticDemand

• Thisiswhenasmallchangeinonevariablecausesabiggerchangethan

proportionatechangeinquantitydemanded.

InelasticDemand

• Alargechangeinonevariableproducesonlyasmallerchangein

quantitydemanded.

TypesofElasticityofDemand

1.PriceElasticityofDemand

• Referstotheresponsivenessofquantitydemandedtochangesinthe

price.

• Itiscalculatedasfollows:

Priceelasticityofdemandhasfivetypesnamely:

1.1.PriceElasticDemand

• Thisoccurswhentheratiocalculatedisgreaterthan1.Thismeansthata

lessthanproportionatechangeinpriceisfollowedbyahigherthan

proportionatechangeinquantitydemanded.

1.2.PriceInelasticDemand

• Thisoccurswhentheratiocalculatedislessthan1.Thismeansthata

higherproportionatechangeinpriceisfollowedbyalessthan

proportionatechangeonquantitydemanded.

1.3.UnitaryDemand

• Thisiswhentheratiocalculatedisequalto1.Thisiswhenproportionate

changeinpriceisequaltotheproportionatechangeinquantity

demanded.

1.4.PerfectlyElasticDemand

• Itisademandcurvethatisfixedatacertainpricelevel.Elasticityof

demandisequaltoinfinity.Buyersarepreparedtobuyalltheycanatthe

samepriceandnoneatanyotherprice.



1.5.PerfectlyInelasticDemand

• Thisiswhentheratioisequaltozero.Quantitydemandeddoesnot

changeaspricechanges.Changesinpricehavenoeffectonquantity

demanded.

2.IncomeElasticityofDemand

• Referstotheresponsivenessofquantitydemandedtochangesin

income.

• Itisameasureofhowaconsumervarieshisdemandforacommodity

whenthereisachangeinhisincome.

• Whenthepercentagechangeinquantitydemandedisgreaterthanthe

percentagechangeinincomethenthecommodityissaidtobeincome

elastic,thatis,thedemandofthecommodityincreasesatafasterrate

thanincome.

Normalgoods

• Thesearegoodswhosedemandincreasesasincomeincreases.

• Ifincomeelasticityofdemandispositive,thenthegoodsarenormal

goods.

Inferiorgoods

• Thesearegoodswhosedemanddecreasesasincomeincreases.Income

elasticitywillbenegative.

3.CrossElasticityofDemand

• Itistheresponsivenessofquantitydemandedinrespecttochangesin

priceofanothergood.

• Itiscalculatedas:

• Itshowstherelationshipbetweensubstitutesandcomplements.

• Substitutesaregoodsthatcanbeinplaceofanother.

• Complementsaregoodsthatarejointlyused,forexample,carandfuel.

FactorsDeterminingElasticityofDemand



• Availabilityofsubstitutes.

• Portionofincomespentontheproduct.

• Addiction.

• Natureoftheproduct.

• Timeperiod.

ImportanceofElasticityofDemand

• Assistfirmswhenmakingpricingdecisions,forexample,lowpricesin

elasticmarkets.

• Facilitatespricedetermination.

• Tofirms,ithelpsnotecompetitors,forexample,substitutes.

• Itassistsinplanning.

• Itcanbeusedtoevaluatetheeffectofgovernmenttaxesonrevenue.

DisadvantagesofElasticityofDemand

• Itisbasedonestimatedlevelsofdemandandpricechanges.

• Itcanonlymakesensetopeoplewhoknowit.

IMPACTOFICTONMARKETINGMANAGEMENT

• Technologyhasimprovedtheabilitytocollectandorganizemarketing

data,thechannelsthebusinesscanusetoreachconsumers,andthe

processofdevelopingdifferenttypesandformatsofadvertisingassets.

• Businesseshavemoredata,moremarketingformats,andmoreonline

placestocommunicatewithconsumers(thatis,socialnetworks,blogs,

searchengines,YouTubevideos,etc.).

• Fromtheconsumerside,marketinghasbecomeincreasinglyintegrated

intoeverydaylife.FromFacebookadvertisingtoGooglepaidsearch

results,theaverageconsumerhasanincreasinglypersonalizedanddata

-drivenexposureto‘relevant’admaterials.

• Thankstotheenormousamountofinformationavailable,primarilyfrom



socialnetworksandbrowsingbehavior,consumersarealsobeing

impactedfromaprivacypointofview.FromwhatwewatchonTVtowho

ourfriendsaretowhatcareerpathsweareon,allofthisinformationis

beingutilizedthankstosocialnetworksandbrowsercookies.This

createsaccuratelycateredads,albeitalongsidevalidconcernsofprivacy.

• TheInternetischangingtheproductandservicesavailableinabigway.

Inprofessionalservices,theInternetisallowingfirmstodevelopnew

‘packaged’products–sometimesbyprovidingintegratedorrelated

servicessuchasfinancialandestateagentsservices.Usingextranets

meansthatcertainclientscanbeprovidedwithaccesstothefirm’s

internalsystemswhichbothaddsvalueand‘locksin’clientstoyour

service.TheexpansionoftheInternetiscreatingnewissuesintermsof

contractualrightsandcopyrighttoo–newserviceareasforlawyers.

• TheInternetallowsalotofinformationtobeobtainedeasilyby

customers.Onesideeffectisthatitismucheasiertocompareprices

makingpricecompetitionfiercer.Theuseofcomputersystemstoreduce

thetimeandeffortinvolvedinproducinganddeliveringproductsand

servicesmeansthatsupplierscaneitherincreasetheirmarginsoroffer

thesameservicesatalowerprice.Commoditizationisalsooccurring

wherepeople‘package’newproductsandservicestogetherandoffer

them,viatechnology,atalowerprice(thehighvolume,lowvalue

approach).On-linepayment(throughcreditcards)makesitmore

convenienttoclients/customersandcanmakecashcollectionquicker

andcheaperforsuppliers–againincreasingthepossibilityofprice

reductions.YettheInternetcanmakeitmoredifficulttooffer

discriminatorypricing(i.e.differentpricesfordifferentcustomergroups).

• Thedevelopmentsinthepowerofdatabasesmeansthatdirect

marketingisreallycomingtotheforeallowingnewsegmentstobemore

easilyidentifiedandallowingsegments-of-onetobeprofitablytargeted.

Permissionmarketinghasbeenbornbutisstillinitsinfancy.The

Internetisalsoagreatsourceofinformation–allowingyoutokeepup

withyourcompetitors’andclients’activities.On-linepollsandsurveys

canyieldalargeamountofadditionalinformationaboutyourclients.It

alsomeansthatitismuchmoredifficulttoretainanyformof

differentiationwhenyourservicesandapproachareclearforall–

includingyourcompetitors–tosee.TheInternetalsoallowsyouto

reachamuchwidergeographicalspreadthanwaspreviouslypossible.



TheInternetmakesmarketsmoreeven–allowingsmallerplayersto

competewithbigplayersandoverseascompetitorstoenternewmarkets

withease.SomearguethattheInternetisjustanotherchannelwhich

needsmanagingjustthesameasotherchannels(e.g.retailoutlets,

warehouses,directmailetc.).

• Digitaltelevisionandthebroadcastingrevolution(includingwebTV)

makesmassadvertisingpracticalandaffordableformuchsmaller

companiesthanpreviously.Thereareallsortsofnewadvertisingmedia

nowavailable–electronicposters,informationkiosks,banner

advertisements,on-linedirectoryentriesetc.Interactionandmultimedia

arechallengingthecreativetreatmentsofadvertisingaswell.

• Databasetechnologyalignedwithdigitalprintingofshortrunsoffull

colorpromotionalmaterialshashadadramaticimpactondirectmail.

Emaillistsmakeiteasiertohavemoreregularandfocused

communicationswithkeycustomersandclients.Theuseofcallcenters

andcomputerassistedvoicetelephonyarerewritingthebookson

customerserviceandfulfillment.Permissionmarketingiswhere

customersprovideinformationabouttheirneedsandpreferencesand

agreetothesupplierusingthisinformationforfurthermarketing

activities.

• Brochuresandpublicationsarenowelectronic,interactiveandtailoredto

thespecificneedsandinterestsofsmallermarketsandevenindividuals.

OntheWorldWideWeb(WWW),thecustomerdecideswhatinformation

theyrequireandinwhatordersosomelevelofsuppliercontrolislost.

Desktopdesignandpublishingisreducingtheneedforandcostof

expensivedesignersandprinters–sadly,gooddesignisbecomingrarer

asmoreamateurstrytheirhands.Clientcommunicationprogrammes

aremuchmoreeasilymaintainedthroughtheuseofemailandelectronic

communications–whichalsoreducesthecostofpostage.Media

relationscanbeenhancedbyprovidingbackgroundinformationand

newsreleasesonwebsites.TheInternetenvironmenthasgenerateda

widerangeofadditionalmediawhicharehungryforgoodcontent.

• Thosetaskedwithsellingcanusetheinternettoundertakefastresearch

intoprospects.Electronicpresentationscanbeeasilytailoredand

presenteddesksideorremotely(byemailorteleconference).Databases

haverevolutionizedclientandcontactmanagementsystemsandfield

salesstaffeffectivenessandsupervision.



• Theuseof3Dsimulationsandvirtualrealitymeansyounolongerhave

tocreatearealexhibitionspaceorshowsuites.Giveawaysareoften

technologyflavored(mousemats,screensavers,freesoftwareetc.).

Chapter9

QUESTIONS:PRODUCTION/OPERATIONSMANAGEMENT

• Explaintheproductionfunction.

[3]

• Explainanyfourfactorsofproduction.

[12]

• Explainthethreestagesofproduction.

[6]

• Stateanyfivemethodsofproduction.

[5]

• Explainanytwomethodsofproduction.

[4]

• Howusefulisbatchproductiontoamanufacturer?

[6]

• Discussthefactorstobeconsideredwhenchoosingthemethodof

production. [15]

• Whatismeantbythefollowingterms:

• Projectproduction.

[2]

• Batchproduction.

[2]

• Jobproduction.

[2]

• Flowproduction.

[2]



• Whatfactorsshouldamanufacturerconsiderwhenswitchingfrombatch

toflow [4]

production?

• Evaluatethemethodsofproductionavailabletoamanufacturer.

[25]

• Whatismeantbythetermleanproduction?

[4]

• Explainanythreeaspectsofleanproduction.

[6]

• Howusefulisleanproductiontoamanufacturer?

[8]

• Definethetermworkstudy.

[2]

• Explainanytwoaspectsofworkstudy.

[6]

• Evaluatetheusefulnessofmethodstudytoamanufacturer.

[6]

• Stateanytwoaspectsofworkmeasurement.

[2]

• Ofwhatimportanceistheworkstudyprogramusefultoamanufacturer?

[6]

• Usingexamples,distinguishfixedcostsandvariablecosts.

[4]

• Discusstheimportanceofcostinformationtoafirminthe

manufacturing [13]

industry.

• Outlineanythreecostingtechniques.

[3]

• Differentiateabsorptioncostingandmarginalcosting.

[4]

• Howusefulisabsorptioncostingasacostingtechnique?

[6]

• Underwhatcircumstancesmaymarginalcostingbeapplied?

[5]



• Definethefollowingterms:

• Marginofsafety.

[2]

• Breakevenpoint.

[2]

• Evaluatetheusefulnessofthebreakevenanalysisasadecisionmaking

tool. [25]

• Explainanytwomethodsofplantlayout.

[4]

• Discussthefactorsdeterminingthelocationofafirm.

[15]

• Evaluatethemethodswhichcanbeusedbyafirmtoimprove

productivity. [25]

• Definethetermquality.

[2]

• Evaluatetheusefulnessofthequalitycontroltechniquethatcanbeused

byafirm [25]

inthemanufacturingsector.

• Evaluatetheusefulnessofworkmeasurement.

[6]

• Howusefulistotalqualitymanagementasaqualitycontroltechnique?

[12]

• Definethefollowingterms:

• Productivity.

[3]

• Efficiency.

[3]

• Effectiveness.

[3]

• Distinguisheffectivenessandefficiency.

[3]

• Discussthedifferenttechniquesthatafirmcanuseininventory/stock

[25]

management.



• Stockusuallytakesthreeforms.Whicharethey?

[3]

• Definetheterminventory.

[2]

• Underwhatcircumstancesmayjustintimetechniquebeappropriate?

[4]

• Thejustintimemethodofstockmanagementisnotcompatiblewithfew

[15]

production.Discuss.

• Whatismeantbythefollowingterms:

• Economicorderquantity.

[2]

• Economicorderpoint.

[2]

• Bufferstock.

[2]

• Leadtime.

[2]

• Usingadiagram,explainhowamanufacturingfirmcanusecriticalpath

analysis [25]

indecisionmaking.

• Howusefuliscriticalpathanalysisasadecisionmakingtool?

[25]

• Definethefollowing:

• Criticalpath.

[2]

• Dummy.

[2]

• Floatactivity.

[2]

• Proceedingevent.

[2]

• Explainanythreetypesoffloatactivities.

[6]



• Qualityguaranteesbusinesssuccess.Discuss.

[15]

PRODUCTION/OPERATIONMANAGEMENT

Productionreferstotheconversionortransmissionofrawmaterialsintosemi-

finishedandfinishedgoods.Itreferstotheprocessesinwhichinputsare

integratedthroughvariousprocessesinordertoobtainoutput.Productionis

theresponsibilityoftheproductionmanagerordepartmentwherethevarious

processesareconnectedtogethertoachievethedesiredoutput.

ProductionFunction

Inputs Processes Outputs

Information Conversion Goodsandservices

Capital Transformation

Laborandrawmaterials

FactorsofProduction

Therearefourfactorsofproduction:

• Land–Thisisthesitewhereproductionistakingplace,itmaybeonthe

landorinwater.Therewardforlandisrent.

• Labor–Itreferstohumanskills/physicaleffortusedinproduction.The

rewardforlaborissalaryorwages.

• Capital–Itistheamountofmoneyneededtostartabusiness.The

rewardforcapitalisinterest.



• Entrepreneurship/Enterprise–Theseareskillsrequiredtobeusedina

business.Therewardisprofit/interest.

Methods/Forms/TypesofProduction

• Therearefivemainmethodsofproductionwhichareproject,batch,

jobbing,floworcontinuousandlineproduction.

BatchProduction

• Itisaproductionprocessinwhichproductsareproducedintotally

differentbatches.

• Itinvolvesproductionofdifferenttypes,versionofthesameproduct,for

example,freezits,paint.

• Thesameproductisdifferentiatedintotwoormoreproducts.

• Theprocessallowsoneproducttobedifferentiatedaccordingtocolor,

weightandsize.

• Batchproductioninvolvesuseofmachinerywhichisabletoadapttothe

productionofdifferentbatches.

• Machinesarelaiddownaccordingtoorderofproductionandgoodsare

producedaccordingtodemand.

• Batchproductioncanbeusedintheproductionofsugar,breadand

freezits.

• Ifacompanyisproducingbread,differentbatches,forexample,white,

brownandwholewheat.

• Thereisneedtocleanuptheequipmentbeforeanotherbatchbecause

differentbatcheswillgothroughsimilarprocessesofproduction.

• Batchproductionisintermittedinnaturemeaningthatonebatchistobe

completedbeforethenextbatch.

AdvantagesofBatchProduction

• Itresultsintheprovisionofavarietyofgoodssinceconsumersare

suppliedwithdifferentbatchesofgoods.

• Itismostsuitablewhenproducinggoodsanditisdifficulttoproducea

singleunitatatime,forexample,itisimpossibletoproduceoneloafof

breadatatime.

• Batchproductionresultsinanincreaseincustomergoodwillwhich

buildsthecorporateimage,forexample,theorganization,because



productsareprovidedaccordingtodifferenttastesandpreferences.

• Itisalessexpensiveproductionprocessascomparedtoother

productionprocessesbecausebatchproductionmakesuseofsimple

machineryandrequireslittlecapitaltoestablish.

• Therearelesscoststotheorganizationintermsofwarehousingbecause

batchproductionrequiresthatgoodsproducedshouldmatchthelevelof

demandandthereisnoneedtoholdmaximumrawmaterials.

DisadvantagesofBatchProduction

• Itmightbecostlytothefirmsincethereisneedtoinstallwarehousing

andsecuritymechanismsbecauseofstocks.

• Thechangesinconsumerpreferencesmightcosttheorganizationasit

stillholdslargestocksofunfashionablegoods.

• Thereisneedformachinesandlabortobeflexiblesothatavarietyof

productscanbeaccommodated.

• Thereislossofeconomiesofscalemeaningthatbatchproduction

resultsinincreasedunitcostsofproductionduetopurchasingofraw

materialsinsmallerbatches.

• Someresourceswillbelyingidleorunutilizedwhenshiftingonebatchto

anotherresultinginlossofproduction.

• Itisalaboriousprocessmeaningthatduringperiodsofchange,thereis

needtocleantheequipmentandmachinerybeforestartinganother

batch.

• Itconsumesmoreproductiontimemeaningthatmostofthetimeis

wastedwhenmakingpreparationsfordifferentbatchesduringchangeof

ovensandmaintenanceofequipmentandmachinery.

• Itrequiresthatmanagersmustholdworkinprogresstoreducestockcut

costsandthismightincreasewarehousingcosts.

ProjectProduction

• Itisalargescaleproductiontechniquethatinvolvedauniquetotalwork

packagewhichwillbecompletedinphaseswithinaspecifiedperiodof

time.

• Themethodinvolvesestablishingprojectssuchasbuildingand

constructionofroads.

• Aprojectisatotalworkpackagethatcombinestheeffortsofdifferent



researchersthatshouldbecoordinatedtoobtaintheconductedobjective.

• Itinvolvesplanningandqualitativetechniquessuchasnetworkanalysis.

• Workersmustworkwithinthestipulatedpostboundarysoastomeetthe

budgetortarget.

• Workersmustsatisfythecustomers’specificationsandthendeliverthe

project.

• Rawmaterialsaretransportedtothesitewheretheproductisassembled.

• Itinvolvessubcontractionofactivitiesmakingupaprojecttofacilitate

completionofaprojectwithintherequiredtime.

AdvantagesofProjectProduction

• Thewholeprojectcanbebrokendownintovariouscomponentsandthe

firmwouldconcentrateonmajorcomponents,therebyincreasing

effectivenessandreducingcosts.

• Itislikelytoproducetheproductthatmeetsthecustomers’

specificationssincethecustomerwouldspecifythenatureofprojectand

approveitateachandeverystage.

• Itgivesvarietytoemployeessinceprojectsofferdifferentchallengesto

employees.

• Itinvolveslowtransportationcostsgiventhatrawmaterialsare

transportedtothesiteandthereisnoneedfordistribution.

• Itisthebestmethodsuitablewhenestablishinglargeprojectssuchas

buildings,roadsanddams.

• Theorganizationwillincurlesswarehousingcostsincomparisonto

otherproductionmethods.

• Itmayresultinthecreationofemploymenttothecommunitywherethe

projectisimplemented;oncetheprojectstarts,worksarerequiredfrom

withinthearea.

• Itresultsinfullandwiseutilizationofresourcesduetotheuseof

qualitativetechniquessuchascriticalpathanalysis(networkanalysis).

DisadvantagesofProjectProduction

• Itmayresultinprojectsyndrome,thatis,thedifficultyinwhichaproject

canbecompleted.Projectsaresaidtodisbandandemployeeswillfear

fortheirjobsecuritysincetheymightbedismissedwhentheprojectis



completedandthismaydelaythecompletionoftheprojectresultingin

poorresults.

• Itisassociatedwithapassivemarketingstrategy.Theorganizationwill

waituntilthecustomercomesagain.

• Itinvolvesalotofsunkcostsformachinesdesignedforparticularuse.

• Itisveryexpensiveespeciallywhenimplementingabigand

complementingproject.Thismeansproductionrequiresalotofcapital

andotherresources.

• Itrequiresexperiencedprojectmanagerswhoshoulddesignandcontrol

implementationsandtheyareveryexpensivetohire.

• Projectproductionisaverycomplicatedprocesswhichisverydifficultto

runandcontrol.

JobProduction/Jobbing

• Itisamethodusedinprovisionofgoodsthataredesignedaccordingto

orderandcustomers’specifications.

• Itinvolvestheprovisionofgoodsaccordingtocustomerrequirements

suchthatanitemisonlydesignedwhendemandhasrisen.

• Goodsareproducedundertheroofoftheworkshopandsimpletoolsand

equipmentareused.

• Thismethodallowsoneitemtobeproducedatatimeasrequiredbythe

customer.

• Goodsarenotproducedinadvancebuttheproducerwillwaituntil

demandhasrisen.

• Orderofworkisalsodefinedandworkersrequiredhaverelativeskills

suchthattheyareabletoadapttodifferentcustomerrequirements.

• Goodsproducedthroughthismethodcanbefurnitureitemssuchas

tablesandchairs,andclothes.

• Itissmallscaleinnatureanditdoesnotproduceforstocksothereisno

needforanorganizationtohaveastoragewarehouse.

AdvantagesofJobProduction

• Thereisagreaterchanceofmeetingthecustomerrequirementssince

thecustomerisgivenanopportunitytoprescribethequalityofthe

productsincethecustomerassesseseachandeverystage.



• Itisfinanciallycheaper.Itdoesnotrequirehumanresourcestwenty-four

hours.

• Itresultsinlittleornostockholdingcostssinceitisdesignednotto

produceforstock.

• Itrequiresuseofsimplemachineryandequipmenttorunandcontrol.

• Itresultsingainingofcustomergoodwillgiventhatgoodsareproduced

accordingtocustomerspecificationsandtheorganizationwillbeableto

gainacorporateimage.

• Thereisefficientutilizationofresourcesgiventhatgoodsareonly

producedwhenrequiredbythecustomers.

• Itismostsuitablewhereconsumersonlyrequireasingleitemwhich

mustbedesignedinarelativelydifferentmanner.

DisadvantagesofJobProduction

• Ithasariskofrunningoutofstocksinceitdoesnothavewarehousefor

itsproductsandthisaffectsthereputationofthefirmresultinginlossof

customers.

• Itisassociatedwithapassivemarketingstrategy.

• Itrequiresadiversityofresources,thatis,machinerymustbe

multitaskedandlabormustbemulti-skilledsoastoeffectivelydealwith

thecustomerspecifications.

• Itmightbedifficulttoimplementincertainsituations,forexample,where

thecustomers’specificationsmaybeunrealistic.

Continuous/FlowProduction

• Itisacontinuousproductionmethodthatproducesastandardproduct.

• Itisaproductionprocessthatinvolvestheprovisionofliquidgoods.

• Goodsareproducedonacontinuousbasissuchthattheproduction

systemneverstopstooperate.

• Theproductionflowsmeaningthatgoodsareproducedonatwenty-four

hourbasis.

• Flowproductionallowsgoodstobeproducedonanon-stopbasis.

• Goodsproducedthroughthismethodincludesteelproductsandfuel,for

example,inZimbabweflowproductionisusedatZISCO.



• Itrequirestheuseofheavymachineryandequipment.

• Thereisneedtocontinuouslyproducegoodstomeetthehighdemand

forproductsandthereforerawmaterialsmustbesufficientlyavailableto

avoidworkstoppages.

• Flowproductionrequiresthatthedemandfortheproductmustbe

continuoussothatwhentheproductisproduced,itissimultaneously

purchased.

• Itrequiresanaccuratemeasurementofdemandandreliablesourceof

rawmaterials.

AdvantagesofFlowProduction

• Itresultsinanincreasedoutput.

• Itachievesmaximumutilizationofresourcessincethereareno

productionstoppages.

• Thefirmdoesnotincurstoragecostsbecauseitdoesnotproducefor

stock.

• Itensuresastrongandreliablerelationshipbetweenthefirmandthe

supplier.

• Itistheonlymethodusedwhenproducingliquidgoodsandother

concreteproductssuchassteelandfuel.

• Itresultsintheprovisionofhighqualityproductsascomparedtoother

methodsbecausemostoftheworkisdonebymachinery.

DisadvantagesofFlowProduction

• Itresultsingreatermaintenanceofmachineswhichmaybevery

expensiveforthefirm.

• Itrequiresareliablesupplyofrawmaterialstoavoidproduction

stoppage.

• Thereisneedforanorganizationtocontinuouslytrainitsworkerssothat

theycanbeabletoproduceastandardproduct.

• Itincreaseswarehousingcostssincethereisneedtokeepworkin

progress.

• Itiscapitalintensiveandveryexpensivebecauseitrequiresthe

implementationofheavydutymachineryandequipment,therefore,

difficulttoestablish.



• Itissuitablefortheprovisionofgoodsthataredemandedday-to-day

meaningthatitismostapplicablewhendealingwithgoodswithhigh

demand.

• Itcannotbeusedwhererawmaterialsarescarcebecausetheprocess

willbedisturbed.

LineProduction

• Itistheproductiontechniqueinwhichacompanyspecializesinthe

provisionofonelineofgoods.

• Itinvolvestheprovisionofasimpleproductorarangeofproducts.

• Machineryisarrangedaccordingtoorderofproductionorflowofwork.

• Workersrequiredarespecialized.

• Oneitemisproducedbyagroupofworkerswhocontributeintheirareas

ofspecialization.

• Lineproductionrequiresthataproductmustbeproducedstartingfrom

oneendtotheother.

• InZimbabwe,lineproductionisusedbyWillowvaleMazdaMotor

IndustriesinprovisionofMazdacars.

• Goodsproducedusingthismethodarecomplicateditemssuchas

machinery,carsandotherequipment.

AdvantagesofLineProduction

• Itresultsintheprovisionofhighqualityproductsbecauseofspecialists

laborforce.

• Thereareeconomiesofscaleenjoyedasgoodsareproducedmeaning

thatcostdecreaseswithmassproduction.

• Thereishighproductivitybecauselineproductionencouragesmass

productionthroughgroupwork.

• Itishighlysuitablewhenproducingcomplicateditemswhichcannotbe

producedbyasingleperson.

• Lineproductionfacilitatesmaximumutilizationofresourcesthatit

reduceswastagesandotherunnecessarycosts.

DisadvantagesofLineProduction

• Itmayresultinhigherlevelofconflictsorpoorindustrialrelations



becauseamistakecommittedbyoneworkerdemotivatesanotherworker.

• Itrequiresspecialistlaborforcewhichisveryexpensivetohire.

• Itmaybeasourceofdemotivationbecauseworkerswillnotbeableto

assesstheirperformance.

• Itleadstoboredomandmonotonymeaningthatworkersarenothighly

committed.

• Somemethodssuchasflowproductionrequiremoreworkersforshift

work.

• Reliabilityofsuppliers–somemethodssuchasflowproductionmay

requirerawmaterialstobeavailableallthetime,sothereisneedtobuild

agoodrelationshipwithsuppliers.

• Qualificationsofthestaff–staffshouldbehighlyqualifiedtocarryout

theproductionprocess.

LeanProduction

• ItisaJapanesetechniquewhichwasdevelopedfromreductionand

qualitymaximizationintheorganization.

• Leanproductioninvolvesaseriesoftechniquesoraspectssuchas:

• Justintimetechnique.

• Stockcontrol.

• Qualitycircle.

• Employees’empowerment.

• Totalqualitymanagement.

• Teamwork.

• Workstudy.

WorkStudy

• Itisagenerictermforaseriesofanalyticaltechniquesusedtodetermine

themostefficientuseoflaborinrelationtootherinputsintheproduction

process.

• ItwasdevelopedfromtheworkofFredrickTaylor(scientific

management).

AimsofWorkStudy



• Toimproveemployee’sperformance.

• Toincreaseefficiency,productivityandprofitability.

• Toimproveplanningbyprovisionoftargetedtimeandprocedures.

• Toprovidethebasisofincentivespayschemessuchaspiecerate.

• Toimprovetheflowofwork.

• Toimproveutilizationofequipment,materialandspace.

AspectsofWorkStudy

• Therearetwomainaspectsofworkstudywhichare:

• Methodstudy.

• Workmeasurement.

MeasureStudy

• Itisasystematicprocessofrecordingandevaluatingthewaysofdoing

workforbothexistingandproposedonesasawayofdevelopingeasier

andmoreefficientmethodstherebyreducingcosts.

• Theimplicationisthatthereisabestmethodofperformingataskand

thiscanonlybediscoveredthroughscientificapproach.

AdvantagesofMethodStudy

• Itincreasesorganizationalefficiency.

• Itenablestheorganizationtoincreasethelevelofprofits.

• Itcanbeusedinreductionofcosts.

DisadvantagesofMethodStudy

• Itistime-consumingandlaborious.

• Itisexpensive.

WorkMeasurement

• Itistheapplicationoftechniquestoestablishthetimeaqualifiedworker

tooktocarryoutaparticularjob.

• Itisdonetoprovideinformationforpreparingworkschedules,for

example,flexibleandcompressedworkweeks.

AspectsofWorkMeasurement



• Standardtime–itisthetotaltimeinwhichajobcanbecompletedat

standardperformancebyatrainedindividualundernormal

circumstances.

• Standardperformance–itistheoutputacompetentworkerwill

naturallyachieveduringaverageworkingperiod.

AdvantagesofWorkStudy

• Itincreasesworkerperformance.

• Itmayresultinhighlevelofproductivityandprofitability.

• Itmayincreasethelevelofmotivationthusreducingtheleveloflabor

turnover.

• Itimprovestimingbytheprovisionoftargetedtimeproducts.

• Workstudycanbeusedasabaseofincentivespayscheme.

DisadvantagesofWorkStudy

• Ifnotproperlyused,itmaybeasourceofdemotivationwhenthetask

becomestoosimplebecausetherearesomeworkerswhoaremotivated

bychallengingtasks.

• Workstudyisusuallydonebyworkstudyofficesandrequireshighly

skilledpersonnelandsometimesthiskindofworkforcemaynotbe

readilyavailable.

• Workstudyisatechniquewhichistime-consumingandlaborious.

ProductionControl

• Productionplanningisconcernedwithcontrollingthemajoractivities

andprocessesorwhethertheproductsatisfiesthecustomer.

• Itisamajortoolforthemanagerbecauseitenablestheorganizationto

reducecosts.

• Themanager’saimofproductioncontrolistofindthemethodand

strategiesofloweringdownthecost.

• Productionmanagersneedtounderstandthebehaviorofthecost.

• Costcanbedividedintothreegroupsandtheseare:

a.FixedCosts

• Thesecanalsobecalledindirectcosts.



• Thesearecostswhichdonotchangeorwhichdonotvarywiththelevel

ofoutput.

• Itcanbeillustratedasfollows:

Fixed-CostChart

b.VariableCosts

• Thesecanbecalleddirectcosts.

• Theyvarywiththelevelofoutput.

• Itcanbeillustratedasfollows.

Variable-CostChart

c.SemiVariableCosts

• Thesearecostswithbothfeaturesoffixedandvariablecosts.



• Itcanbeillustratedasfollows:

Semi-VariableCostsChart

ImportanceofCostInformation

• Toselectanappropriatesharingstrategy.

• Todeterminethestabilityoftheorganization.

• Forbudgetingpurposes.Thisrequiresforecastingandplanningforthe

future.

• Forcontrollingpurposes.

• Forchoosingtheleastcostingtechniques.

CostingTechniques

• Itistheprocessofascertainingthevalueofexpenditureincurredin

producingaunitofproductionoutput.Itisamethodofdetermininghow

muchthefirmhasincurredinproducingeachunitofoutput.Thereare3

costingtechniqueswhichare:

• Absorptioncosting.

• Marginalcosting.

• Standardcosting.

AbsorptionCosting

• Thiscanalsobereferredtoasatotal.

• Itconsidersorabsorbsallthecostingincurredbythefirminproduction.



• Itaggregatesbothfixedandvariablescostsinascertainingtheunitcost

ofproduction.

AdvantagesofAbsorptionCosting

• Itabsorbsallthecostsincurredbythefirmandthisenablesthe

organizationtoreduceunderpricing.

• Itdoesnotendeavortocategoriesordividecostintofixedandvariable

costhencelessexpensive.

• Itcanbeusedforincomepurposesandinpublishedfinancialreports.

DisadvantagesofAbsorptionCosting

• Itgivesthefirmlessflexibilityinpricingoncetheunitofproductsis

establishedusingabsorptioncosting.Thefirmshouldalwayssellits

productsatapricethatisslightlyabovethetotalunitcost.

• Fluctuationdemand–undercircumstanceswheredemandfluctuates

accordingtopeakandoffpeakperiods,thefirmneedstoavoidsuch

fluctuations.

MarginalCosting

• Itisacostingtechniquethatonlyconsidersthevariablecomponentsof

thecosts,forexample,directlabor.

• Itcanalsobecalled‘contributioncosting’bythevirtueofitsemphasisof

thecontribution.

AdvantagesofMarginalCosting

• Itisusedtodecidethepricingpolicyandthisenablesthebusinessto

establishacompetitiveadvantageoverotherbusinessesandto

safeguarditsmarketpositionfromitscompetitors.

• Itenhancestheaccuracyofdecisionmakingresultinginrational

decisionssuchaswhethertocontinueordiscontinueinproduction.

• Itislesscomplexbecauseitconsiderscostsincurredinproductionand

disregardssubjectivecosts.

DisadvantagesofMarginalCosting

• Ifitisextendedtomarginalcostpricing,itmayresultinthecoveringof

coststhroughunderpricingsinceitconsidersvariablecostsratherthan

totalcosts.



• Marginalcostingdrawsadistinctionbetweenvariableandfixedcosts.

• Thismaybecomeadifficultprocessduetothefactthatsomecostshave

bothelementsoffixedandvariablecosts.

CircumstanceswhereMarginalCostingmaybeApplied

• Makeorbuydecision–thefirmdecideswhethertoproduceforitselfor

tobuyfromotherproducers.

• AcceptanceofaSpecialOrder–inthenormalcourseofthebusiness,

customersmayapproachthefirmandmakeanorderatapricethatis

belowthenormalprice.

• Othercustomers–abusinessshouldconsiderapossibleresponsefrom

existingcustomers.

• ScarcityofInputs/FactorsofProduction

• Stiffcompetition–inacompetitiveenvironmentwheresuchtacticsas

cutthroatpricingcanbeapplied,thebusinesscanbeforcedtomarkits

pricebelowthemarginalcostofproduction.

StandardCosting

• Itisacostingtechniquethatinvolvessettingupofstandardsofwhich

theactualcostswillbecalculatedusingthevarianceanalysis.

AdvantagesofStandardCosting

• Itincreasesthelevelofmotivationsincecleartargetsareset.

• Itisflexibleanditservesmanagementinplanningandcontrol.

• Itprovidesaguidetopricingdecision.

DisadvantagesofStandardCosting

• Standardsmustbeexaminedandmodifiedcontinuouslyasconditions

changeandthatcanbecostlytotheorganization.

• Thisisdifficulttoestablishandmaintaintheminimumstandardsforthe

componentsofaproject.

• Initialinvestmentsarerequiredtoestablishastandardcost.

• Systemisbothtime-consumingandexpensive.

Break-EvenAnalysis

• Itisaproductiontechniqueusedtodeterminetheminimumproduction



outputraisedinorderforthefirmtogenerateadequateamountof

revenuetocovertotalcosts.

• Theconceptaimstoobtaintheoptimumoutputthatwillenablethefirm

tomakeneitherprofitsnorlosses.

• Thebreak-evenpointisthepointatwhichtotalcostsareequaltototal

revenue.

• Itisobtainedatapointwheretotalcostscurveandtotalrevenuecurve

crosseachother.

Break-evenisbasedonthefollowingassumptions:

• Priceisconstantperoutputlevel.

• Fixedcostsareconstantforalloutput.

• Costscanbeeasilyclassifiedintofixedandvariablecosts.

• Totalrevenueandtotalcostscurvestakethelinearform.

MarginalofSafety

• Itisadistancebetweenthebreakevenoutputandfullcapacity.

• Itmeasuresthesafetyortheriskofthebusinessinitsoperations.

• Thecloserthebusinesstothebreak-evenpoint,thegreatertherisksince

anyslightreductionmightputthebusinessintothelossregion.

Break-EvenAnalysis



Where:

ContributionperUnit=SellingPrice–VariableCost.

AdvantagesoftheBreak-EvenAnalysis

• Itenablesthebusinesstoobtainthelevelofoutputwhichit’sbreakingso

astoobtainthedesiredlevelofprofits.

• Itenablesmanagerstobeconsciousaboutcostssothattheycanfind

strategiesofminimizingcostssoastodeterminethelevelofprofit.

• Themarginofsafetyalsohelpsmanagerstomeasurethedegreesof

richnessofthefirm’soutputatfullcapacity.

DisadvantagesoftheBreak-EvenAnalysis

• Theconceptassumesthatcostscanbeeasilydividedintotwo,thatis,

fixedandvariablecostsbutinreality,itisdifficultbecausecostscan

takesomecharacteristicsoffixedandvariablecostsatthesametime.

• Thebreak-evenanalysisassumesaconstantpricefunctionwhichisnot

realisticinthisworld.

• Theconceptassumesthattotalcostsandtotalrevenuefunctionsare

linearwhichenablesthefirmtogetonlyonebreak-evenpointbutin

realitytotalcostandrevenuefunctionsmighttakeacurvedlinear

functionandbringaboutmorebreak-evenpoints.

Diagram

OtherProductionDecisions

1.LargeScaleOperation

• Thelargerthefirm,themorelikelythatitcanaffordspecialized

departmentsandorpersonnel.

• Specializeddepartmentsmightincluderesearchanddevelopment,

marketing,financeandothers.

AdvantagesofLargeScaleOperation

• Ithelpstheorganizationtoobtaineconomiesofscaletoincreaseprofits.

• Theorganizationwillbeabletoaccesscreditfinancefromfinancial

institutionsduetotheavailabilityofcollateralsecurity.

• Qualitywillbeincreasedbecauseoftheabilitytoattractskilledpersonnel.



DisadvantagesofLargeScaleOperation

• Itmightleadtoreducedcompetitionbecausesomefirmsmayabuseand

formmonopolies.

• Growinglargemayresultinslowdecisionmaking.

• Itisaccusedofbeingpersonalbecausethereisnocontactbetween

managersandworkerswhichmightleadtoemployeesdemotivation.

• Itmayresultinovertrading.

ApplicationTechnology/Automation

• Itiswherebyallproduction/operationsystemsuseaproductionprocess

whichinvolvestheuseofmachinery.

• Technologyisusedtoconvertinputsandoutputs.

AdvantagesofAutomation

• Itcreatesbetterworkingconditions.

• Thereisbettermanager-employeeratiowhichmakessupervisioneasier.

• Itimprovesthequalityoftheproduct.

• Itincreasesthelevelofproductivity.

• Itreducestheunitcostsofproduction.

• Itreduceslaborcosts.

DisadvantagesofAutomation

• Itmayresultinjoblossestounskilledemployees.

• Itcausesdeskilling.

• Insomecases,itmightleadtoredeploymentandretrainingofworkers

whichmayaffecttheorganizationnegatively.

• Itmayresultinincreasedfixedcostssoastosourcesuchmachines

whichmightbeveryexpensiveforthebusiness.

• Machinesmaycauseinjuriestotheworkforce.

LocationofthePlan

• Plantlocationdecisionsaffectoverallcosts,employeemoraleandother

elementsofthefirm.



• .

• Locationoftheplantdependsonthetypeofindustryorthenatureof

manufacturing.

• Someofthefactorsconsideredinabusinesswhenrelocatingare:

• Infrastructure.

• Permanentsupplyofrawmaterials.

• Poweravailability.

• Levelofcompetition.

• Marketaccessibility.

QualityControl

• Qualityisthedegreeofappropriatenessofaproductanditsabilityto

satisfyacertainneed.

• Qualitycontrolisatechniqueaimingatcheckingifproductsarebeing

manufacturedtoconformtopurpose.

QualityPhilosophy

• Qualityissecondarytoprofits,thatis,thereisnorelationshipbetween

qualityandprofits.

• Higherqualitymeanshighercosts.

• Themajoraimofqualitycontrolistominimizequalitydefects.

• Qualitycontrolisaproblemofqualitycontrollersintheorganization.

• Mostqualityproblemsarearesultofpoorworkmanship.

• Qualitycontrolproblemsmustbeidentifiedandreduced.

NewPhilosophy

• Qualityisthebestwaytoensureprofits.

• Higherqualitymeanslowcosts.

• Zeroqualitydefects.

• Everyoneisaqualitycontroller(totalqualitymanagement).

• Mostqualityproblemsarearesultofpoormanagement.

QualityControlTechniques



1.QualityCircles

• Itisagroupofworkersfromdifferentdepartmentswhomeetat

prescribedtimesorintervalsinordertodiscussissuesrelatedtoquality.

• Itismadeupofatleastsixworkersandabove.

• Workersinthegroupparticipateindiscussionsandcontribute.

• Measureswhichcanbeusedtoimprovequality.

• Individualsconstitutingqualitycirclescontributeinidentifyingproblems

ofpoorqualityandsolutionstotheproblems.

AdvantagesofQualityCircles

• Qualitycirclesincreasethelevelofemployeemoraleandmotivation

sincethereisworkersparticipation.

• Itleadstotheimprovementinqualityofproducts.

• Theycontributeintheminimizationofcostsincurredinproductionas

workersfindsolutionstotheproblems.

• Qualitycirclesfostertheexistenceofgoodrelationsamongemployees.

• Qualitycirclescreateeffectivecommunicationintheorganizationas

differentdepartmentsareinvolved.

DisadvantagesofQualityCircles

• Theymayconsumediscussiontimemeaningitistime-consuming.

• Qualitycirclesmaybeexpensivetorunastheymayincreasecostssince

theyneedtobemotivatedfinancially.

• Qualitycirclesrequiresomeresources,meaningforqualitycirclesto

continuetoexistmanagersmustsupplygroupmemberswithnecessary

resources.

• Qualitycirclesmaybeasourceofdemotivationtoworkerswhoseideas

areneglected.

QualityAssurance

• Itisaqualitycontroltechniquewherebyqualityisguaranteedbefore

productionofgoods.

• Qualityofgoodsisimprovedbyscreeningrawmaterials,machineryand

othernecessaryproductioninputs.



• Onlyinputsthatmeettheexpectedstandardsintermsofqualityare

channeledintotheproductionsystem.

• Defectiveinputsareeliminatedtomakesurehighqualityrawmaterials

areused.

• Qualityassuranceenablestheorganizationtoimprovequalitythrough

productiveapproach.

AdvantagesofQualityAssurance

• Highqualityproductsareproducedmeaningthatscreeningofraw

materialsassurestheprovisionofhighquality.

• Itensuresthatresourcesarewiselyutilizedthereforeefficientand

effectiveresourcesallocation.

• Unnecessarycostsarekeptminimumlevels.

• Theideaisthatinspectinginputsensuresthatworkinprogressisof

expectedquality.

DisadvantagesofQualityAssurance

• Qualityassurancerequiresothercomplementarytechniques.

• Itcannotbeusedonitsownbecauseitfocusesoninputsalone.

• Itisatime-consumingprocess.

• Qualityassurancerequiresachangeoforganizationalculture.Inother

wordsitfostersaculturequality.

• Themethodisdifficulttoapplyinsituationswhereacompanyis

operatingonalargescalebasiswhereitproduceshighvolumesof

output.

• Itincreasesworkloadonsubordinatesmeaningthatbesidesperforming

theirtasksworkersalsoneedtoacceptthetaskofinspectingquality.

TotalQualityManagement(TQM)

• Itbelievesthatqualityiseveryone’sresponsibilityinanorganization.

• Itisatechniquewiththepurposeofensuringhighqualityoutput.

• Totalqualitymanagementsaysqualitystartswiththeconsumers.

• Totalqualitymanagementassuresthatqualitycanbeimprovedona

gradualbasis.



• Themainideaisthateveryoneintheorganizationistoparticipateinthe

improvementofthequalityofgoodsfrommanagementtothelowlevel

workers.

AdvantagesofTotalQualityManagement

• Itresultsintheproductionofhighqualityoutputmeaninghighquality

productsareproducedleadingtoimprovedcustomersatisfaction.

• Itisgoodinbuildingthecorporateimageoftheorganization.

• Itimprovescommunicationflowwithintheorganization.Thisisbecause

thereisinvolvementofalldepartments.

• Totalqualitymanagementcanalsobeusedtoimproveemployees’

moraleandmotivation.

• Itresultsinreducedcoststhroughencouragingefficientandeffective

resourceutilization.

DisadvantagesofTotalQualityManagement

• Thechangeintermsofqualitytakesalongperiodoftimemeaningthat

thetotalqualitymanagementtakesalongtimetoimprovequality.

• Totalqualitymanagementrequirestotalchangeinorganizationalculture

whichmightresultinresistancetochange.

• Totalqualitymanagementisdifficulttoimplementinsituationswhere

thereispoorindustrialrelations.

• Totalqualitymanagementisverymuchlaboriousandtime-consuming.

• Totalqualitymanagementismoreofanorganizationpolicyratherthana

techniquetoqualitycontrol.

ZeroDefects

• Itisaqualitycontrollingtechniquethatsimplyfocusesontheoutput

relativetoquality.

• Zerodefectsmeanszerotolerancetoanyfaultyordefectiveproduct.

• Itinvolvesinspectingtheinputsinordertoeliminateanythingbelow

standard.

• Zerodefectsapproachenablesmanagerstosetanexpectedoutputlevel

thatworkersmustachieve.

• Ifworkersachievetheexpectedoutput,theycanbegivensomerewards



andthismotivatesworkers.

AdvantagesofZeroDefects

• Itleadstoimprovementofqualityofgoodsreceivedbythecustomer.

• Itisamotivationaltoolbecausefinancialrewardsarepaidtotheworkers.

• Zerodefectsapproachincreasesworkerscommitmentmeaningthat

problemsassociatedwithabsenteeismandlaborturnoverarereduced.

• Itleadstoincreasedcustomersatisfactionsincehighqualityproducts

arealwaysdistributed.

DisadvantagesofZeroDefects

• Itisveryexpensiveforthefirmmeaningthattheprovisionoffinancial

rewardscanleadtoexcesscashoutflows.

• Itisverydifficulttoinspecteachandeveryoutputmeaningthatthereare

alsohighchancesofdefectiveproducts.

• Itisunrealistictoimaginetheproductionof100%outputwithoutany

faultyproducts.

• Zerodefectsapproachusuallyworkswheretherearestrategiestomake

surethatqualityisnotcompromised.

• Italsorequirescomplimentarytechniquestomonitorinputsandworkin

progresstomakesurethatqualityisguaranteed.

QualityStandards

• Itinvolvestheuseofqualitystandardasamethodologyofimprovingof

theproduct.

• Theorganizationadoptstheexpectedqualitystandardsandwork

towardsmeetingthestandardsforitsproducts.

• Thismethodisadoptedbyorganizationsproducingfooditemsandother

productsthataffectthehealthoftheconsumers,forexample,in

Zimbabwe,wehavetheStandardsAssociationofZimbabwe(SAZ).

• IftheproductsareapprovedbytheSAZ,thecompanygetsacertificate

anditsproductsaresaidtobeofhighquality.

• ThesequalitystandardsareusuallymonitoredgloballybyInternational

StandardsAssociation(ISO9000).

AdvantagesofQualityStandards



• Ithelpstheorganizationtoproduceproductsofhigherqualitystandards.

• Qualitystandardsareimportantinboostingcustomerloyalty.

• Itenablestheorganizationtoenjoyexternalbenefits,forexample,ifthe

companyachievesexpectedqualitystandards.

DisadvantagesofQualityStandards

• Qualitystandardsincreasecoststotheorganizationmeaningthatfor

qualitytobeimproved,thereisneedtocultivatealotofcapital.

• Somequalitystandardsaretoounrealisticandmaybedifficultto

achieveandthismaybeasourceofdemotivationtotheworkforce.

ProductionEngineering

• Itisaqualitymanagementtechniquethatinvolvesimplementationof

engineeringstrategy.

• Itinvolvestheemploymentofspecializedengineerswhoarewell-trained,

experiencedandhighlyeducatedinworkingwiththemachineryand

equipment.

• Specialistengineersareresponsiblefortheinstallationoftheequipment.

• Theideaistohelpintheprovisionofhigherqualityproductsbyensuring

thatmachineryandequipmentareeffectivelyfunctioning.

AdvantagesofProductionEngineering

• Itleadstotheprovisionofhighqualityproducts.

• Productionengineeringensuresthateffectiveandefficientmachinesare

used.

• Itfacilitateswiseuseofresources,forexample,properinstallationand

useofequipmenthelpstominimizeresourcewastages.

• Itminimizesrewardingcosts.

DisadvantagesofProductionEngineering

• Engineersareveryexpensivetohirethereforethefirmexperienceshigh

laborcosts.

• Itisverydifficultandexpensivetoestablishbecauseitrequiresalotof

capitalandotherresources.

• Itrequiresothercomplimentarytechniquessothathighqualityproducts



areproduced.

• Themethodisnoteasilyavailabletosmallorganizationsbecauseoflack

ofcapital.

Benchmarking

• Itisaqualitycontrolmethodthatinvolvesimprovingqualitybymaking

useofqualitystandardsestablishedandtheorganizationworkstowards

achievingthestandardsusingdifferentstrategies.

• Itmeanstheestablishedstandardsactasabenchmark.

• Itinvolvesacomparisonoftheperformanceoftheorganization.

AdvantagesofBenchmarking

• Itincreasesthemoraleandmotivationofthesubordinates.

• Workersincreasetheireffortsinordertomeetsetstandards.

• Itreducesthegapbetweenperformanceandstandards,meaningthat

benchmarkshelpinimprovingtheoverallperformance.

• Ithelpsinimprovingtheimageoftheorganization.

DisadvantagesofBenchmarking

• Itmightbedifficulttoapplypracticallysinceitinvolvesresearchinto

otherorganizations’strategies.

• Theproblemisthatcompetitorsmaynotdescribetheircompetitive

strategies.

• Benchmarkingmayrequireachangeincultureoftheorganizationand

thismayberesisted.

• Itmightbeasourceofdemotivationifsomeworkersfailtoachievethe

setstandards.

• Itrequiresthecultivationofalotoftimeinordertoimprovequality.

• Benchmarkingcannotbeusedinisolationbutmustbeusedwithother

methods.

ContinuousImprovement(Kaizen)

• Itisanapproachtowasteminimizationthatemphasizesonmaking

gradualchangesintheminimizationofwastagesandquality

maximization.



• Thetechniqueinvolveseveryoneintheorganizationtoparticipatein

reducingwastages.

• Continuousimprovementrequiresmanagerswhoaresupportiveto

workers.

AdvantagesofKaizenApproach

• Itincreasesworkermoraleandmotivationduetothepresenceof

participation.

• Itimprovesthequalityoftheproducts.

• Itenablestheorganizationtomaximizeprofitsandsales.

• Thereisminimumresourcewastage.

• Theorganizationcanbecomehighlycompetitive.

DisadvantagesofKaizenApproach

• Itistime-consumingsinceitinvolveseveryone’sparticipation.

• Itisexpensivesinceitrequiresstrongfinancialsupport.

• Itmayresultinhighlevelsofconflicts.

• Itislaborious.

• Itcannotbeusedonitsownbutneedstobecombinedwithother

techniques.

PRODUCTIVITY

Productivityreferstothetotaloutputdividedbythetotalinputsused.Itis

thereforeoutputpereachunitofresourceused.Productivitymeasuresthe

relationbetweentheoutputproducedandtheinputsused.



Efficiency

• Referstothemeasureofhowinputshavebeenutilizedrelativetohow

thoseinputshavebeenplannedtobeused.

• Itmeasuresthevariancebetweentheactualinputusedandtheplanned

input.

• Therefore:

Effectiveness

• Itistheabilitytowhichtheorganizationhasachieveditsobjectives.

• Itisameasureofhowactualoutputisdifferentfromtheplannedor

expectedoutput.

• Therefore:

StockControl/InventoryManagement

• Stockreferstotheitemsofrawmaterials,workinprogressandfinished

goodsbythecompanyataparticulartime.

• Stockisclassifiedin3forms:

• Rawmaterials.

• Workinprogress.

• Finishedgoods.

StockControl

• Itreferstoanintegratedapproachconstitutinganumberoftechniques

whichareusedtomonitorandcontrolthemovementofstockinandout

ofthebusiness.

• Stockcontrolinvolvesaseriesoftechniquessuchas:

• Justintime.

• Twoloinmethod.

• Stockcontrolchart.

• Economicorderquantity.



• Paretorule.

• Materialrequirementplanning.

JustInTime

• Itinvolvesorderingrawmaterialsexactlywhentheyarerequiredfor

production.

• Rawmaterialsarescheduledtoarrivejustintimewhentheyarerequired

forproductioninsmallerloads.

• Thismeansthatwastagesfromobsolescenceanddamagesare

minimized.

• Wastagesfromoverproductionarealsoreducedbecausegoods

producedonlymatchthedemand.

CircumstancesunderwhichJustInTimeMethodmaybeNecessary

• JustInTimemaybeappropriateinorganizationswithhighlymotivated

workforce,strongfinancialsupportandeffectivecommunication,

teamwork,workerinvolvementandparticipation,reliableaswellas

supportive.

AdvantagesofJustInTime

• Ithelpsinfacilitatingbestutilizationofresourcesmeaningthatit

contributestominimizationofresourcewastages.

• Itisalsoamotivationaltechniqueinthesensethatitencouragesworker

participationandcontributionindecisionmaking.

• Itcontributestotheprovisionofhighqualityproducts.

• Ithelpsinreducingre-workingcostsandotherunnecessarycosts

associatedwithbulkybuying.

• Itisbeneficialinthesensethatrawmaterialsareorderedinsmaller

loadshenceeasytomanage.

• Warehousingcostsareminimizedsinceitisazerodefectinventory

method.

DisadvantagesofJustInTime

• Asituationofmorefrequentpurchasesasgoodsareorderedinsmaller

loads.

• JustInTimerequiresawell-motivatedworkforcewhichistrainedand



experiencedsuchthatthesystemcontinueswithoutdisruptions.

• Economiesofbulkybuyingarelostbecausegoodsareorderedin

smallestloads.

• Thesystemdoesnotworkwellifthereisnoreliablesupplier.

• Itmightalsocontributetowastageofresourcesandtimebecausetime

willbespentonorderingandtransportingrawmaterials.

• Itisdifficulttomeetunexpectedriseindemand.

TheMaintenanceofStock

FishboneDiagram

• Itisadiagramthathelpstomakeapictorialillustrationonthe

causes/problemsresultingfromthemachinery,materialandmethodsof

production.

• Ithelpsmanagerstodiagnosetheproblemsresultingfromthemethod,

material,money,manpowerandmachinery.

ExampleofaFishboneDiagram

AdvantagesofFishboneDiagram

• Itleadstoanincreaseofworkermoraleandmotivationgiventhat

workersparticipateandareconsideredasimportantthismeansthat



thereisasenseofbelongingness.

• Itfacilitatestheexistenceofgoodindustrialrelationsbetweenthe

managerandtheirsubordinates.

• Itfacilitatestheexistenceofdisciplineintheorganizationmeaningthatit

providesworkersandmanagerswithasenseofdirection.

• Itfacilitatesefficientandeffectiveresourceutilizationmeaningthat

wastageisminimized.

DisadvantagesofFishboneDiagram

• Itisatime-consumingtechnique.

• Itisatechniquewhichisquiet,complicatedandcanbedifficultto

implementandsustainoveralongperiodoftime.

• Itincreasescoststotheorganizationbecausethereisneedtogather

data,analyzeandfindsolutions.

• Forittobesuccessfulthereisneedforamotivatedworkforceand

mangersmustbesupportiveandwhentheseconditionsarenotavailable,

thesystemmaybedifficulttoimplement.

EconomicOrderQuantity(EOQ)

• Itistheorderquantitythatminimizestotalinventorythatisholdingcosts

andorderingcosts.

• Itisoneoftheoldestclassicalproductionschedulingmodels.

• Theframeworkusedtodeterminetheorderquantityisknownasthe

‘WilsonEconomicOrderModel’.

• ItwasdevelopedbyFordW.HarrisandwasfurtherredesignedbyWilson.

• Economicorderquantitycanalsobeappliedwhendemandforaproduct

isconstantovertheyears.

• Thereisfixedcostforeachorderplacedregardlessofthenumberof

unitsordered.

• Thereisalsoacostforeachunitheldinstorageknownasstockholding

costs.

AssumptionsoftheEconomicOrderQuantity

• Theorderingcostsareconstant.

• Therateofdemandisknownandspreadevenlythroughtheyear.



• Theleadtimeisfixed.

• Leadtimeisthetimeintervalbetweenplacinganorderandreceivingthat

order.

• Thepurchasepriceoftheitemisconstantandthereisnodiscount

available.

• Thereplacementismadeinstantlymeaningthatthewholebatchis

deliveredatonce.

Where:

-C = purchaseprice/unitproductioncost,

-Q = orderquantity,

-Q* = optimumorderquantity,

-D = annualdemandquantity,

-K = fixedcostperorder,

-H = annualholdingcostaperunit.

OrderingCosts

• Thisisthecostofplacingorders.

HoldingCosts

• Thisistheaveragequantityonstock.

AdvantagesofEconomicOrderQuantity

• Itislessexpensivecomparedtootherstockcontroltechniques.

• Itistheonlystockcontroltechniquewhichisusedtominimizetotal

inventory.

• Itreducescoststotheorganization.

• Theorganizationwillbeabletomeetunexpecteddemandincrease

becauseofthefactthattheykeepstock.

• Theorganizationmaynotbeaffectedbytheproblemsassociatedwith

stockshortages.

DisadvantagesofEconomicOrderQuantity

• Themodelassumesthatorderingcostisconstantofwhichthismaynot

betrue.



• Itassumesthattherateofdemandisknowntobeconstantthroughout

theyearbutinreality,demandmaynotbeconstant.

• Itworkswellwhentheleadtimeisfixedofwhichtheleadtimemaynot

befixedduetotransportproblems.

• Itisdifficulttomaintainthepriceofaproduct.

• Itonlyworkswhenonesingleproductisinvolvedandifthereismore

thanoneproductitwillbedifficulttouse.

• Itinvolvesalotofmathematicalcomputationswhichisdifficult,complex

tocalculate.

MaterialRequirementPlanning(ComputerBasedStockManagement)

• MaterialRequirementPlanningisacomputer-basedproductionplanning

andinvolvescontrolsystem.

• Itisconcernedwiththeproduction,schedulingandinventorycontrol.

• Itisamaterialcontrolsystemthatattemptstokeepadequatelevelto

ensurethatthematerialsareavailablewhenneeded.

• Itisapplicableinsituationsofvarietyitemswithcomplexbillsof

materials.

• MaterialRequirementPlanningisnotusefultoorganizationswhichuse

jobproductionandcontinuousproduction.

ObjectivesofMaterialRequirementPlanning

• Toensuretheavailabilityofmaterials,componentsandproductsfor

plannedproductionandforcustomerdelivery.

• Tomaintainthelowestpossiblelevelofinventory.

• Toplanmanufacturingindustries,deliveryschedulesandpurchasing

activities.

AdvantagesofMaterialRequirementPlanning

• Itcanbeusedinthereductionofstockcutcostsbecauseitensuresthe

availabilityofrawmaterialsforplannedproduction.

• Itmaintainsthelowestpossiblelevelofinventorytherebyreducingstock

holdingcosts.

• Itistheonlystockcontrollingtechniquewhichisusedinsituationsof

varietyitemswithcomplexbillsofmaterials.



DisadvantagesofMaterialRequirementPlanning

• Itresultsinadependentsyndromehenceworkerslackinnovation.

• TherearemanypressurestoincreaseleadtimeinaMaterial

RequirementPlanningandthismayresultinhighlevelsof

unemployment.

• Itmaysufferfromsystemfailure.

• Itincreasescoststotheorganization.

• MaterialRequirementPlanningexpectstheleadtimetobeconstant

regardlessofhowmuchworkhasbeenreleasedintotheproduction

systemandthiscancreateproblemswhenproductionlevelsareator

nearcapacity.

StockControlChart

• Itisastockcontrollingtechniquethatinvolvestheuseofchartswhich

showtheamountofstockintermsoforderofgoodsandutilizationof

goodsbythecustomer.

• Stockcontrolchartsallowtheorganizationtodetermineortomakea

decisiononwhen,howandwhattoproduce.

• Itspecifiestheamountofgoodsthatacompanyshouldorderandthe

timeofdelivery.

• Italsoshowsthereorderlevelmeaningthatitspecifiesthepointat

whichthebusinesscanplaceaneworder.

• Thestockcontrolchartalsospecifiestheamountofrecentstocksthat

shouldbekepttopreventstock-outs.

• Thebusinessdoesnotwaitforstocktodepletesotheyreservethestock

level.

• Onthechart,thestraighthorizontallineillustratesthelevelofstockwhile

theslantinglineshowstheutilizationofstock.

• Itspecifiesthattheminimumandmaximumstocklevelsabusinesscan

holdatanyparticulartime.

StockControlChart



AdvantagesofStockControlChart

• Itmakesiteasiertorunandcontrolstocksimplybecausestockcontrol

chartsspecifytheamountandthetimewhenthequalityofrawmaterials

shouldbeordered.

• Itmakesiteasyforthebusinesstomakenecessaryarrangements

becauseitspecifiestheamountoftheleadtime.Thisreferstothetime

intervalbetweenplacinganorderandreceivingtheorder.

• Ithelpsthebusinesstoavoidstock-outsgiventhatrawmaterialsarere-

orderedwhenstockhasdeclinedandareservestockiskepttocaterfor

anyunexpecteddemandincreases.

• Ithelpsthecompanytoefficientlyandeffectivelyutilizeresources

throughminimizationofresourceswastage.

• Itisatechniquewhichismostsuitableforlargebusinessesthatoperate

onalargerscale.

DisadvantagesofStockControlChart

• Itrequiressomeresearchmeaningthatitisacostlytechnique.

• Astockcontrolchartrequirescontinuousmotivationandevaluation

meaningthatitisamorelaborioustechnique.

• Itcanresultinanincreaseinwarehousingcostssuchasinsurancecosts,

damagesandobsolescence.

• Itrequiresexperiencedproductionmanagersandstockcontribution

whichareveryexpensivetohireoremploy.



• Stockcontrolchartisdifficulttoimplementinanunstableeconomic

environmentwhereitmightbedifficulttodeterminethequantitytoorder,

timeanddeliveryofstock.

• Itisdifficulttoestimatetheleadtime.

TwoBinMethod

• Thetwobinsystemisaverysimplecontrollingtechnique.

• Itisveryeasytounderstandandpracticallyappliedprovidedwarehouses

areavailable.

• Itfacilitatesstockrotationandisasafeguardtothebusinessfortherisk

ofobsolescenceofstocks.

• Thetwobinsystemrequiresthattheorganizationfillsthetwobinswhen

orderingrawmaterials.

• Afterthefirstbinhasbeenfilledthenthesecondbinwillbeutilized.

• Inotherwords,thetwobinsystemcontrolsstockbyrotatingwarehouses.

AdvantagesofTwoBinMethod

• Thetwobinmethodisaverysimplestockcontrollingtechnique.

• Itisveryeasytounderstandandpracticallyappliedprovidedwarehouses

areavailable.

• Itfacilitatesstockrotationandthissafeguardsthebusinessfromtherisk

ofpossibleobsolescenceasstocksarerotated.

• Itpreventsstockcutcostssincerawmaterialsareorderedinbulkand

twowarehousesarefilledwithstockwhichrotates.

• Itresultsinenjoymentofeconomiesofproducingbecausetwobin

methodrequiresthatrawmaterialsmustbeorderedinbulk.

DisadvantagesofTwoBinMethod

• Itincreaseswarehousingcosts.Storagecostsarerelativelyhighgiven

thatallthetwowarehousesmustbefilledwithstock.

• Insurancecostsarerelativelyhighandthevalueoflosswillbeveryhigh.

• Itmightforcethebusinesstosufferpossibleobsolescenceevenifstock

isrotatedbecausesomestockcanbeaffectedbytechnologychanges.

• Damagescanalsobehighbecauseofbulkordersandstockages.This

increasesunnecessarycostsascomparedtoothertechniques.



ParetoRuleEfficiency/Trivial

• Itisastockmanagementtechniquewhichisbasedonreasoning.

• Itstatesthatallcompaniescategorizetheirstocksintotwogroups.

• 80%ofthestockislessimportantwhile20%oftotalstockismore

important.

• 80%ofthetotalstockcontributes20%oftherevenueandprofitswhile

20%ofthetotalstockcontributesto80%ofrevenueandprofits.

• Sotheorganizationmustcarefullymonitorthe20%ofitstotalstock.

AdvantagesofParetoRuleEfficiency

• Itactsasacomplimentarystrategytootherstockcontrollingtechniques

suchasstockcontrolchartmeaningthatithelpsintheimplementation

ofothertechniques.

• Italsohelpstoreducedamage,obsolescenceandwarehousingcosts.

• Ithelpsinminimizingunnecessarycostsbecauseitrequiresthatthe

organizationgivesattentiontomoreimportantstock.

DisadvantagesofParetoRuleEfficiency

• Itdoesnotspecificallystatewhatshouldactuallybedonetocontrolthe

movementofstockintoandoutoftheorganization.

• Italsoresultsinnegligencemeaningthattheorganizationcanendup

neglectingtheunimportantstockwhichmaybeveryimportant.

• Theorganizationcanruntheriskofproducingpoorqualityproducts

giventhatsomelessimportantstockmaynotbegivenattention.

• TheParetorulecannotbepracticallyusedonitsownbutitmustbe

combinedwithothertechniquessuchasJustInTime,Stockcontrol

charts.

CriticalPathAnalysis(NetworkAnalysis)

• Itreferstoageneraltermthatdefinesanumberofquantitative

techniquesthatareusedinprojectmonitoringandimplementation.

• Networkanalysisisimplementedwhenundertakingprojectproduction

process.

Project



• Itisacollectionofinterrelatedactivitiesdesignedtoachieveacommon

purpose.

• Aprojectincludesanumberofactivitiesthatarecombinedthrough

productionprocesstoestablishinfrastructureasproducts,forexample,

roads.

• Italsohelpsinallocationofresourcesanddeterminingtotaltime

requiredtocompleteaproject.

AdvantagesofNetworkAnalysis

• Itfacilitatestheplanningandcoordinationoflargeprojects.

• Itcanbeusedbyanorganizationtoidentifycriticalactivitiesthat

determinethetotalduration.

• Theorganizationwillbeabletoidentifyactivitiesthatarelikelytocause

delaysandtakeactionontheseproblems.

• Theorganizationmaybeabletodeterminewhenresourcesand

componentsarerequired.

• Itcanbeusedtoeffectivelyplanontheuseofresources.

• Itcanbeusedtoreduceandeliminateidleness.

• Itillustratestaskrelationship.

• Itcanbeusedtopinpointproblemareas.

DisadvantagesofNetworkAnalysis

• Theorganizationmaybehighlyuncertainofthefutureoftheproject.

• Resourcesandlaborcannotbeeasilyswitchedfromoneactivityto

another.

• Networkdiagramsaredifficulttodraw,touseandtounderstand.

• Criticalpathanalysiscanbeaffectedbysubjectivetimeestimatesand

theseestimatesarepronetobelessreliable.

DrawingaNetworkDiagram

• Anetworkdiagramisagraphicalorapictorialillustrationofthe

sequentialarrangementofactivitiesmakingupaprojectandthe

resourcesconsumedbyeachactivity.

RulesofNetworkDrawing



• Theyaredrawnfromlefttoright.

• Allactivitiesinthescheduleofaprojectmustfitintothediagram.

• Horizontallinesonthediagramrepresentkeyactivities.

• Activitiesarelabeledusingletters.

• Circlesrepresentstartingeventsorfinishingeventsandthesearecalled

nodes.

• Resourcesortimeusedbyanactivityareshownbelowbythehorizontal

line.

Diagram

• Nodesarenumberedaccordingtoorderofdrawing.

Diagram

• Nosucceedingactivitywillstartbeforetheprecedingactivityhasbeen

completed.

Diagram

• Aprecedingactivityisanactivitythatcomesfirstbeforeanotheractivity

starts,forexample,AcomesfirstbeforeB.

Example

Activity Precedingactivity

A -

B A

C A

D B

E C

F D

G E,F

Diagram

IdentifyingCriticalPathAnalysis

• Itisthemostimportantpathonanetworkdiagram.



• Itismadeupofimportantactivitieswhichshouldneverbedelayed

becauseifthereisdelay,theprojectbecomesdifficulttocomplete.

• Criticalpathanalysisdeterminestheminimumtimerequiredtocomplete

theproject.

Float

• Itistheamountoftimethatanactivityinthenocriticalpathcanbe

delayedwithoutaffectingtheprojectcompletion.

DummyActivities

• Adummyactivityisanactivitythatneitherconsumestimenorresources.

• Itisanimaginaryactivityonthenetworkdiagramwhichisshownbythe

dottedline.

Diagram

FloatActivity

• Floatreferstotheamountofstockthatexistsfromnocriticalactivities.

• Itisthetimeanactivitycanbedelayedwithoutdelayingthecompletion

oftheproject.

TypesofFloatActivities

1.Totalfloat

• Itistheamountoftimeapathofactivitiescanbedelayedwithout

affectingtheoverallprojectcompletion.

2.FreeFloat

• Itistheamountoftimeanactivitycanbedelayedwithoutaffectingthe

commencementofthenextactivity.

3.IndependentFloat

• Itistheamountoftimeanactivitycanbedelayedwhenpreceding

activityhasbeencompletedaslateaspossible.

Example2

November2012

Activity Precedingactivity



A -

B A

C A

D A

E B

F D

G B,C,F

H E

Drawanetworkdiagramusingtheaboveinformation.

Answer

Diagram

IMPACTOFICTONPRODUCTION/OPERATIONSMANAGEMENT

• Computeruse,internetaccessandwebpresenceinproductionis

associatedwithsignificantlyhigheroutputandsalesperemployee(labor

productivity).

•



Chapter10

QUESTIONS:FINANCEANDACCOUNTING



FINANCEANDACCOUNTING

Financeisthemoneyormoneyequivalentsthatarerequiredtorunabusiness.

Itisthecapitalneededtofundforthefirm’sactivities.

Accountingisaprocessofidentifying,measuringandcommunicating

economicinformationtopermitinformeddecisionsbyusers.Itisasystematic

recordingofbusinesstransactionssothatthestateofthebusinessisfully

revealed.

ReasonswhyBusinessesrequireFinance

• Startupcapital–financeisrequiredtoestablishabusiness,thatis,

purchaseofstartupequipmentetc.

• Growth–itisneededinthecasewhereabusinesswishestoexpand,for

example,throughtakeovers,mergersorinternalgrowth.

• Workingcapitalneedsfinancetofundthedaytodayactivitiesofthe

business.

• Researchanddevelopment–financeisneededfordevelopmentofnew

productsandresearchintonewmarkets

• Capitalexpenditure–businessesneedfinancetofundthepurchaseof

fixedassets.



• Financeisneededinordertodealwithincreasingordersfromcustomers.

RoleofAccountingandFinanceDepartment

• Thisfunctiondealswiththemoneyaspectofthebusiness.

• Theaccountingfunctiondealswith:

• Therecordingoftransactions.

• Keepingdetailsofeventsofthebusiness.

• Calculationofprofits,liquiditylevelsandreturnoninvestments.

Thefinancefunctioninvolvesmakingdecisionsabout:

• Methodsofraisingfinance.

• Cashflows.

• Debtcontrol.

• Expenditure.

TypesofExpenditure

1.CapitalExpenditure

• Thisisspendingofmoneyonitemswhichlastforalongperiodoftime,

forexample,machineryandequipment.

• Moneymaybespentonacquiringorimprovingfixedassets.

• Improvingoraddingvaluetoexistingassetsmayextendtheusefullifeof

theassets.

• Forexample,purchasingplantandequipment,transportingfixedassets

intothebusinessinvolvingimportduty,improvementscostsetc.

2.RevenueExpenditure

• Thisismoneyspenttocoverthedailycostsoftherunningofthe

business,forexample,purchasingofgoodsforresale,wages,pettycash,

telephone,repairsandfuel.

ClassificationofSourcesofFinance

Debtvs.EquityFinance

• DebtFinance–isthetotalamountowedbyabusinessandhastobe

repaidwithinterest,forexample,loans,debentures.



• Equityfinance–istheamountofmoneybelongingtoorprovidedbyrisk

-takingownersofthebusiness.Thesaleofequitystakeinabusiness

involvessurrenderofashareofbothfutureanddecisionmaking,for

example,ordinaryshares.

DifferencesbetweenLoanandEquityFinance
ShareCapital LoanCapital
Representsownership. Representsdebt.
Confersmembership. Creditornotamember.
Dividendsarepartoftheearningsofthe
firm.

Interestisanexpense

Confersvotingrights Creditorhasnorighttoparticipate.
Dividendsarepaidattheboard’s
discretion.

Haspriorityondividends.

Nopowertoforceliquidation. Cabforceliquidation.
Havenomaturitydate. Loanmustberepaid.
Likelytocreatelowgearing. Highlygeared.

Internalvs.ExternalSourcesofFinance

InternalFinance

• Itisfinancefromthefirm’sownassetsandretainedprofits.

RetainedEarnings

• Theseareprofitsthatarenotsharedasdividendsbutploughedbackinto

thebusiness.Thisisapermanentsourceoffinanceandinternal.

AdvantagesofRetainedProfits(asaSourceofIncome)

• Itisapermanentsourceoffinance.Thereisnorepayment.

• Itisacheapsourceofincome,thereisnointerestcharges.

• Itdoesnotdivideownershipasnoshareofbusinessissplit.

• Itdoesnotincreasetheliabilityofthefirm.

• Thisfacilitatesmoreinternalgrowth.

DisadvantagesofRetainedProfits(asaSourceofIncome)

• Itisonlyapplicablewhenthebusinessismakingprofits.

• Conflictsmayarisebetweentheshareholdersandmanagersoverthe

amountofmoneytoretaininthebusiness.

• Ittakestimetoraisemorefundsforprojectsasoneyear’sretainedprofit



maynotbesufficient.

ExternalSource

• Thisisfinancebyoutsides,forexample,banks,governmentsetc.

DifferencesbetweenExternalandInternalFinance
ExternalFinance InternalFinance
Providedbyoutsiders. Raisedfromthefirm’sassetsand

retainedprofits.
Forexample,bansgovernment. Forexample,retainedprofits.

Short-TermSourcesofFinance

• Thisisthefinanceforperiodsofupto3years,forexample,loans,bank

overdrafts,tradecredit,debtfactoring.

1.BankOverdraft

• Thisiswhenthebusiness’bankallowsthefirmtowithdrawmoremoney

outoftheaccountthantheyhaveinit.

• Thisisaflexibleformoffinance.Itisunsecured,renewableandinterest

ischargedonlyonthenegativebalanceoutstandingeachday.

AdvantagesofaBankOverdraft

• Interestischargedonlyonthenegativebalanceoutstanding.

DisadvantagesofaBankOverdraft

• Overdraftsaretechnicallypayableondemand.

• Interestratesreflectcurrentmarketratesratherthanbeingfixedin

advance.

2.TradeCredit

• Thisisthedelayedpaymentformaterials.

• Thesupplierprovidesgoodswithoutreceivingimmediatecash.

• Thesellerencouragespromptpaymentbymeansofdiscounts.

AdvantagesofTradeCredit

• Thisisaninterest-freeloan.

• Ithasfewlegaltermsascomparedtoabankoverdraft.

3.DebtFactoring



• Whenafirmexperiencesproblemsorcustomersdelaypayments,the

firmmaysellthedebtstoadebtfactoringcompany.

• Thefactorispreparedtopurchasedebtatadiscount.

• Thefactorpaysthefirmandthencollectsfromthedebtors.

AdvantagesofDebtFactoring

• Thefirmcanreceivecashimmediatelyfromthefactor.

• Thisavoidsbaddebts.

• Itdoesnotincreasetheliabilitiesofthefirm.

• Itimprovestheliquidityofthefirm.

• Itcangeneratefinanceforpettyday-to-dayactivities.

DisadvantagesofDebtFactoring

• Thefactorgivesthefirmmoneyafterremovingadiscount.

• Thiscannotbesuitableforfinancinglargeprojects.

• Thiscantarnishthecompany’simage.

• Itcansourtherelationshipbetweenthefirmandthecustomer.

4.SaleofAssets

• Thisiswhenthefirmsellsforcasheitherstocksorfixedassets.Thiscan

bedonebyloweringtheprice.

AdvantagesofSaleofAssets

• Itiseasierthanhirepurchaseandloans.

• Nocommitmenttointerestpayments.

• Helpsthefirmtogetridofidleassets.

• Helpsavoidoverstockingofgoods.

DisadvantagesofSaleofAssets

• Theassetsmightbeofuseinthefuture.

• Inthecaseofstocks,theycanbesoldatalowpriceorlowerthancosts

toclearstocks.

• Someassetscanworkascollateral.



5.Short-TermLoan

• Aloanisafixedsumofmoneylentforaperiodnotmorethanthree

yearsonaverage.

MediumSourcesofFinance

• Thesearesourcesoffinancethatcoveraperiodofbetweenthreetoten

yearsoffinance,forexample,hirepurchase,bankloan,lease,saleand

leaseback.

1.HirePurchase

• Itisamethodofpurchasinggoodsoncreditandpaymentsbeingmade

ininstallments.

• Thefinancierremainsthelegalowneroftheassetuntilthehirer

exerciseshisorheroptiontopurchaseattheendoftherepayment

period.

• Thehirerpaysadepositthenpaystheratesinequalinstallments.

AdvantagesofHirePurchase

• Paymentisphasedoveralongperiodoftime.

• Thefirmcanusetheassetwhilepayingforit.

• Moneygeneratedfromtheuseoftheassetcanbeusedtopaythe

installments.

• Theassetisunderguaranteeduringthisperiod.

• Buyingonhirepurchasepreventsthefirmfromhavingabig/huge

expenditureperaccount.

• Suitableforlargerprojectsanddurables.

DisadvantagesofHirePurchase

• Thesellerrepossessesthegoodsifthefirmfailstopaywithinthe

stipulatedperiod.

• Goodsboughtonhirepurchaseareexpensivethanthoseboughtoncash

basis.

2.Leasing

• Thisissimilartoahirepurchasebutdoesnotinvolvethepaymentofa

deposit.



• Leasinginvolvestheacquisitionofanassetbutownershipdoesnotpass

totheuser.

• Aleaseisameansoffinancingtheuseofanassetratherthanits

purchase.

AdvantagesofLeasing

• Itminimizesinitialoutlay.

• Maintenanceisprovidedwiththepackage.

• Theequipmentcanclaimtaxagainstleasepayments.

• Itisaformofpayasyouuse.

DisadvantagesofLeasing

• Allpaymentsareoutgoings.

• Paymentisgreaterinthelongrun.

• Theleasemightplacelimitationsonuseorcompeltheuseofaspecified

complementaryproduct.

• Theuserdoesnotbenefitfromresidualvaluewhentheequipmentis

upgraded.

• Theassetsunderleasecannotbeusedascollateralforloans.

• Thefirmdoesnotowntheasset.

3.SaleandLeaseback

• Thisinvolvesthesaleofanassetbythebusinesssuchasabuildingto

financethecompany.Thesaleismadetoabuildingtofinancethe

companythatmakestheassetavailableforusetothebusinessona

leasedbasis.

AdvantagesofSaleandLeasebacks

• Itreleasescapitalforuseinthebusiness.

• Itcanbeusedtofinancehugeprojects.

• Itdoesnotincreasethelong-termdebtsofthecompany.

• Thefirmcancontinuetousetheassetunderlease.

DisadvantagesofSaleandLeaseback

• Thebusinessnolongerownsthepropertyandrentmustbepaid.



• Leasepaymentsarecashoutflows.

• Overtimetheleasepaymentswillexceedtheamountofthesale.

Long-TermDebtFinance

• Thesearesourcesoffinancethattakeuptotenyearsormore.

• Long-termsourcesoffinanceusuallytakeformofdebtfinanceand

equityfinance.

Long-TermDebtFinance

• Thisisaloanfinance.

• Thereisalegalobligationtopayinterestandthecapitalamountwhen

thetimeisdue.

• Interestmustbepaidtoavoidlegalaction.

• Thisisusuallysecuredagainstspecificassetsandthisreducescontrol

overthem.

• Examplesincludedebentures,bankmortgages.

N.B.:Withdebtfinance:

• Debtfinancetakespreferenceinliquidation.

• Interestisanexpenseandmustbepaidbeforedividends.

• Therateofinterestiseitherfixedortiedtothecurrentbaserate.

• Interestpaymentsaretax-deductible.

• Itmaybesecuredagainstspecificassets.

1.Debentures(BondsorLoanStock)

• Along-termloansecuredtoacompanythattakestheformofa

marketablesecurity.

• Unlikeequityshares,theyconfernorightofownership.

• Likeshares,theycanbeissuedatadifferentpricetothenominalvalue

onwhichtheinterestrateisfixed.

• Debenturesaresecuredagainstspecificassetsorfixedasachargeon

allassets.

AdvantagesofDebentures



• Theydonotconfervotingrights.

• Interestondebenturesisatax-allowanceexperience.

• Theinterestondebenturesiserodedintimesofrisinginflation.

• Theydonothavecontroloverthecompany.

• Debtcapitalischeaperthanequitycapital.

DisadvantagesofDebentures

• Interestmustbepaidwhetherthecompanyhasmadeaprofitorloss.

• Companiesthatareheavilyfinancedbydebenturesarevulnerableto

takeovers.

• Debenturesincreasethegearing.

• Debentureswillhavetobepaidbackatthedateofmaturity.Thismight

affecttheliquidityofthefirmatthattime.

2.Mortgages

• Thisisalong-termloansecuredonproperty.

• Itisfinancetopurchaseassetsobtainedfromthecommercialbanks,

insurancehousesandbuildings.

3.Long-TermBankLoans

• Thesetakeuptotwentyyears.

• Bankswillnormallywanttheloansecuredagainstassetsandwillinsist

thatthebusinessmaintainanadequatelevelofliquiditytocoverinterest

payments.

DifferencesbetweenShort-TermandLong-TermFinance
Short-Term Long-Term
Financeforperiodsuptothreeyears. Financeforperiodsuptotwentyyears.
Forexample,bankoverdrafts,trade
credit.

Forexample,debentures,long-term
loans,shares.

DifferencesbetweenMediumandLong-TermFinance
Medium-Term Long-Term
Coversperiodsbetweenthreetoten
years.

Coversperiodofuptotenyears.

Forexample,lease,loan,hirepurchase. Forexample,mortgages,debentures.



DifferencesbetweenMediumandShort-TermFinance
Medium-Term Short-Term
Coversperiodsbetweenthreetoten
years.

Coversperiodofuptothreeyears.

Forexample,lease,loan,hirepurchase. Forexample,bankoverdraft,tradecredit,
loan.

FactorswhichAffecttheChoiceofSourceofFinance

1.TypeandSizeoftheBusiness

• Insmallfirms,mostofthecapitalisprovidedbytheowner,forexample,

soletraderswhereaslargefirmsusuallydependonshares,debentures

andlong-termloans.

2.Costs

• Obtainingloansisnotforfree.Loansmaybecomeexpensiveduring

periodofusinginterestrates.

• Internalfinanceshaveopportunitycost.

• Therefore,asourcewithlowcostsisneededmost.

3.TheNeedtoControltheBusiness

• Shareissuecanbeusedbylimitedcompaniessellingsharestothe

public.

• Issueofsharesdilutesownershipunlessitisarightissue.Forfirmswho

desiretoretaincontrolsaleofsharesmightnotbeappropriate.

4.AmountRequired

• Somesourceslikecredits,retainedprofitsandborrowingsfromfriends

andrelativescannotfinancehugeprojectsbutsomesourcessuchas

mortgages,shares,areusedforlargesumsofmoneyhence,ifafirm

requiresmoremoney,itislikelytoconsidermediumtolong-termsources.

5.Gearing

• Thisistheextenttowhichafirmisfinancedbydebtcapital.Forafirm

thatisalreadyhighlygeared,thereisachanceofchoosingequityfinance

andifitislowthefirmcangoonanduseloanfinances.

6.CurrentFinancialPosition

• Ifabusinesshascashflowproblemsandismakinglosses,theninternal

sourceswillnothelpbutitcanturntoshort-termsources.



7.PurposeofSourceofFinance

• Thisdeterminestheamountrequired.

8.Repaymentperiod

• Itcanbelongandafirmcanchoosedependingonitsobjective.

EquityFinance

• Thisiswhencompaniesissuesharestofinancethebusiness.

• Theamountthatcanberaisedinthiswayislimitedtotheauthorized

capitalofthebusiness.

• Thesharestaketheformofordinaryandpreferenceshares.

• Itrepresentsownership.

OrdinaryShares

• Thesearetrueriskcapital.

• Asowners,equityshareholderspossessvotingrightsandcanparticipate

indecisionmaking.

• Theycomelastintermsofbothdividendsandshareinproceedsofsale

ofassetswhenliquidating.

PreferenceShares

• Theseclearlyinvolvelowdegreeofrisk.

• Theyhaveafixedshareofdividendandhaveflexibilityoverordinary

shareholders.

N.B.:Thereturnonshareholders’investmenttakestheformof:

• Anannualdividendpaidoutofprofits.

• Acapitalgainwhensharesaresoldforapricehigherthanthatofwhich

theywerepurchased.

DifferencesbetweenOrdinaryandPreferenceShareholders
OrdinaryShareholders PreferencesShareholders
Confertovotingrights. Havenorighttovoteunlessthereare

somedividendsinarrears.
Getavariablerateofdividend. Getafixedrateofdividend.
Theyaremoreriskyasaninvestment. Lessriskyinvestment
Inthecaseofliquidation,theyarethe Incaseofliquidation,theyhave



lastrepaid. preferenceoverordinaryshares.

MethodsofIssuingShares

• Inprivatecompanies,sharescanbeissuedprivatelywithnoappealto

thepublicbutcompaniestakeanumberofways.

1.OfferofSale

• Thisiswhenthecompanysellssharestoanissuinghouseormerchant

bankthatinturnoffersthemtothepublicatahigherprice.

2.PublicIssue

• Theofferismadedirectlybythecompanyratherthanthroughanissuing

houseatamuchhigherprice.

3.Placing

• Thesharesaresoldprivatelytoclientsoftheissuinghousesthathandle

theissue.Thisismostcommonlyusedforsmallerissues.

4.Tender

• Theinvestingpublicisinvitedtosubmitbidswiththesharesbeingsold

tothehighestbidder.

• Marketpriceswillensurethatallthesharesarebeingsold,althoughthe

priceisuncertain.

5.RightsIssue

• Existingshareholdersaregivenanoptiontobuyadditionalsharesata

favourableprice.Thisisseenasaninexpensivewayofraisingfinances

butthecompanyisforgoingthehigherpremiumsthatwouldhavebeen

availableintheopenmarket.

6.BonusIssue

• Theseareissuedfreelytoshareholders.Thisdoesnotraiseadditional

financebutitisacapitalizationofaccumulatedreserves.

ValueofShares

• Shareshaveanominalorfacevaluethatdoesnotalter.

• Themarketsharewillfluctuatewithchangesinthedemandandsupply

ofshares.



• Themarketvalueisalsoaffectedby:

• Theprofitabilityofthecompany.

• Marketexpectations.

• Interestrate.

• Atakeoverbid.

• Economicfactors.

AdvantagesofDebtFinance

• Thereisnodivisionofownership.

• Loanswillberepaidhencethereisnopermanentincreaseinthe

liability.

• Tenderscannotvotehencetheycannotinterfereininternalaffairs.

• Interestchargesareanexpensefortax.

VentureCapital

• Thisinvolvesthesaleofequityorashareinabusinesstoventurecapital

fund,anotherbusinessorganizationorawealthindividual.

• Theventurecapitalistbuysanequityshareinanunquotedcompanywith

highgrowthpotential.

• Thisinvolvesriskinthattheventurecapitalististhepartownerofthe

company.

• Theventurecapitalistsdonotinvestpermanentlybutseektoinvestina

growingbusinessthatisexpectedtoprovidesubstantialcapitalgain

overaperiodoftime.

• N.B.:

• Themanagementofacompanycanpurchasethebusinesswith

fundsprovidedbyaventurecapitalist–managementbuyout.

• Ateamoutsidemanagementcanpurchaseabusinesswithfunds

providedbyaventurecapitalist–managementbuyin.

AdvantagesofVentureCapital

• Thebusinessisnotcommittedtomeetingregularinterestpayments.

• Theequitywillreducethegrowthofthefirm.



• Theventurecapitalistwillprovidemanagementadvicetostrengthenthe

business.

DisadvantagesofVentureCapital

• Itmeansgivingupashareofcontrol.

• Itiscostlyasventurecapitalistwillbelookingforhighratesofreturn.

ManagementandFinancialAccounting

ManagementAccounting

• Itisconcernedwithinternalreportingtomanagersofanenterprise.It

emphasizesthecontrolanddecisionmakingratherthanthestewardship

aspectsofaccounting.

Themainfunctionsofmanagementaccountingare:

• Toclassifyandcalculatecostsofproduction.

• Toprovideestimatesoffutureexpensesandrevenue–budget.

• Toidentifyinefficienciesintheorganisations.

• Tocontrolcostsandmanagethecash.

• Toseekopportunities.

FinancialAccounting

• Itispartofaccountingthatisconcernedwithexternalreportingto

shareholders,governmentreportingtoshareholders,governmentand

otherinterestedparties.

• Managersactasstewardsofthefinancialandphysicalresources

entrustedtothem.

DifferencesbetweenFinancialandManagementAccounting
FinancialAccounting ManagementAccounting
Externalreporting. Internalreporting.
Thereisneedtocomplywiththe
regulationsorstandards.

Thereisnoneedtocomplywith
regulationsorstandards.

Itrelatestothestewardshipoffinancial
resources.

Itisfutureandpresentoriented.

Itispast-related. Itisfutureandpresentoriented.
Theyneedtobepublished. Theyarenotpublished.
Itisamusttobeproduced. Itisproducedonrequest.
Involvesthepreparationoffinal Involvepreparationoftheinternal



accounts,forexample,balancesheets accounts,forexample,budgets

Costs

PurposeofCosting

• Tocalculatetheprofitabilityofaparticularventure.

• Toprovideinformationofpricingdecisions.

• Tocontrolexpenditure.

• Toappraisealternativecoursesofaction.

ThreeTechniquesofCosting

• Fullandabsorptioncosting.

• Marginalcosting.

• Standardcosting.

Break-EvenAnalysis

• Itisaproductiontechniqueusedtodeterminetheminimumproduction

outputrequiredinorderforthefirmtogenerateadequateamountof

revenuetocoverthetotalcosts.

• Theconceptaimstoobtainthepointatwhichtotalcosts(TC)areequal

tototalrevenue(TR)inproduction.

• ItisobtainedatapointwhereTCcurveandTRcrosseachother.

Itisbasedonthefollowingassumptions:

• Allcostsaredividedintofixedandvariablecosts.

• Fixedcostswillremainconstantatalllevelsofoutputwhilstvariable

costswillvaryproportionately.

• Unitvariablecostwillremainconstantatalllevelsofactivity.

• Thefactoraffectingcostandrevenueisvolume.

• Technology,productionmethodsandefficiencyremainunchanged.

• Therearenostocklevelchangesandthestocksarevaluedatmarginal

costsonly.

• Asingleproductorconstantsalesmix.

Diagram



MarginofSafety

• Itisthedifferencebetweenactivitylevelandthebreak-evenpoint.

• Itshowstheamountbywhichactualactivityfallshortoftheexpected

activitybeforealossisincurred.

FixedCost

• Thesearecoststhatdonotchangeasoutputchanges.

VariableCost

• Thesearecostswhichvarydirectlywithoutput.

AdvantagesofBreak-EvenAnalysis

• Ithelpstoachieveatargetprofit.

• Itshowsthelevelofoutputwhereprofitsaremaximized.

• Helpsfirmsinmakingpricingdecisions,forexample,toincreasesales

volumeitisnecessarytoreduceprices.

• Helpsfirmstounderstandthebehaviorofcosts,forexample,asoutput

risesbeyondacertainpoint,costsrisedisproportionately.

• Itisadistinctandsimplewayofcalculatingprofit.

• Ithelpsthefirmtoavoidlosses.

Where:

-ContributionperUnit=Sales–VariableCosts.

DisadvantagesofBreak-EvenAnalysis

• Fixedcostsarelikelytochangeatdifferentlevelsofactivity.Perhapsit

wouldbemoreaccuratetorepresentfixedcostsasstepcosts.

• Neithervariablecostsnorsalesrevenuearelikelytobelinear.Discounts,

overtimepaymentscancontributetonon-linearity.

• Itisdifficulttocalculate.

• Thebreak-evenpointassumesapriceconstantfunctionwhichisnot

realistic.

• Itmaybedifficulttocalculate.



• TheBEPassumesapriceconstantfunctionwhichisnotrealistic.

• Itmaybedifficulttodivideorseparatefixedcostsfromvariablecosts

becausesomecoststakecharacteristicsoffixedandvariablecostsat

thesametime,thatis,semi-variablecosts.

Budgeting

• Abudgetisaquantitativeexpressionofaplanforadefinedperiodof

time.

• Itisanestimationoftherevenueandtheexpensesoveraspecified

periodoftime.

• Itisthewayanorganizationattemptstoanticipatethefutureandseeif

thefutureisplannedfor.

• Itcanalsobedefinedasafinancialorquantitativestatementprepared

andapprovedpriortoadefinedperiodoftime.

BudgetaryControl

• Itreferstohowwellmanagersutilizebudgetstomonitorandcontrol

costsandoperationsinagivenorganization.

• Itcanalsobedefinedasasystemofmanagementcontrolinwhich

actualincomeandspendingarecontrolled.

• Itisamanagementprocesstohelpensurethatabudgetisachievedby

institutingasystematicbudgetapprovalprocessbycoordinatingthe

effortsofallinvolvedpartiesandoperationsandbyanalyzingvariances

andprovidingappropriatefeedback.

CharacteristicsofBudgets

• Budgetsarepreparedandagreedinadvance.

• Theycoveraspecificperiodoftime.

• Theyareexpressedeitherinfinancialtermsorinrealterms(physical

quantities).

• Theyrelateeithertoafirmasawholeortoapartofthefirmsuchas

finance,marketing,oroperationsdepartment.

UsefulnessofBudgets

Functions/AdvantagesofBudgets

• Itcanbeusedtoassisttheplanning(facilitatesplanning).



• Itcanbeusedtocommunicateplanswithintheorganization(aids

communication).

• Itcanbeusedtocontrolandevaluatebusinessperformance(business

performanceevaluation).

• Budgetingfacilitatescoordinationwithintheorganization(coordinates

department).

• Responsibilitiesmayalsobeclarifiedwhenusingbudgetsthereby

reducingconflictswithintheorganization.

• Effectivebudgetingimprovesthelevelofcommunicationatdifferent

levelsoftheorganization.

• Budgetingcanbeusedtocontrolexpenditure.

• Scarceorlimitedresourcesareusedinthemostefficientandprofitable

way.

• Forcesmanagerstodobetterforecasting.

• Budgetsfacilitatemanagementbyexceptionwithdeviationreportedand

investigated.

• Budgetingmaybeasourceofmotivationifabottom-upapproachis

used.

• Moreover,middlemanagementmaybehighlymotivatedifgivenfreedom

withinthebudget.

• Promotesforwardthinking.

• Showsemployeesanoverallpictureofthedirectionoftheorganization

whichcanmotivatestaff.

• Provideaframeworkfordelegation.

N.B.:Mostimportantlybudgetsareanearlywarningsystem.

Theyhighlightwhereinvestigationsandappropriatecorrectiveactionsare

necessary.

However,thosebenefitsdonotcomeproblem-free,buttheyhavetheir

limitations.

LimitationsofBudgets

• Budgetingconsumestimeandusesmoreresourcesandthismayhavea

negativeimpacttoanorganization.



• Thevalueofthebudgetdependsonthequalityoftheinformationgiven

bymembers.

• Itmaybeasourceofdemotivationwhenparticipationisnotpartofthe

processorifatop-downapproachisbeingused.Thismayaffectthe

qualityofthebudget.

• Managementbecomesover-dependentonthebudgetandmayneglect

theprocessofmanagement.

• Problemsmaybetransferredfromoneyeartoanother.

• Managersmayoverestimatecosts.

• Inflationandotheruncertaintiesmaycauseproblemsinthesystem.

• Itisdifficulttoreconcilepersonalgoalsandcorporateobjectives.

• Dysfunctionaldecisionsmayariseandthismayresultinconflictsand

affectsthequalityofthebudget.

• Stafftimedevotedtobudgetscarryarealopportunitycost.Thisis

becausethetimeworkersgivetobudgetsmeanstheyareavailableto

carryoutotherresponsibilities.

• Errorsandinaccuracieswillalwaysremainsinceitisimpossibleto

predictthefuture.

• Majorexternaleventssuchasrisingenergypricesortheglobal

recessionmaydistortthewholeprocess.

• Budgetsinvolveandaffectpeople,theymaycauseconflicts.Theremay

bedifficultchoiceswherelimitedfundsarespent.Somedepartments

withtightbudgetscouldfeelconstrained.

DefinitionofTerms

Budgetarycontrol–Itisacomparisonofactualperformancewiththebudget

tothatifnecessarycorrectiveactionistaken.

Costcentre–Itisasegmentoftheorganizationwherecostsareallocated.

Plan–Itisadetailedaccountoffutureactiontobetaken.

Profitcentre–Itisthesegmentoftheorganizationforwhichcostsand

revenuearecalculated.

Variance–Itisthedeviationoftheactualresultsfrombudgetedorstandard

results.



Investmentcentre–Itisasegmentoftheorganizationwherecosts,revenue

andprofitsarecalculatedandinvestmentdecisionsaremade.

TypesofBudgets

1.FixedBudget/StaticBudget

• Itisabudgetthatdoesnotchangeorflexwhensalesorsomeother

activitiesdecreaseorincrease.

• Itisabudgetthatisconcernedorbasedonasinglelevelofactivity.

• Itispreparedforafinancialyearwhichisnotsubjecttochangeevenif

therearechangesinthemarketconditions.

• Itismainlyusedwhentheeconomicenvironmentisstable.Thisalso

meansthatsuchfactorslikeinflation,prices,andgovernmentpolicies

willchangemuch.

• Thereisnoneedtoflexthebudget.

AdvantagesofFixedBudget

• Keepcostsdown.

• Measureperformanceofthebusiness.

• Suitableinstableenvironment.

• Easytoprepare.

• Easytoimplementandfollow.

DisadvantagesofFixedBudget

• Lacksflexibility–ifacompanyidentifiesunderperformingareas,itcan

allocateadditionalresources.

• Difficulttouseinhighlydynamicenvironment.

2.FlexibleBudget

• Itisabudgetthatadjustsorflexesforchangeinthevolumeofactivity.

• Itcalculatesdifferentexpenditurelevelsforvariablecostsdepending

uponactualrevenuechanges.

AdvantagesofFixedBudget

• Allowsthebusinesstoadaptthebudgettochangesinthebusiness

environment.



• Itgivesadjustmentsforpredictions.

• Thebusinessmayeasilyadapttochange.

DisadvantagesofFixedBudget

• Requirescontinuousmonitoring.Thisistime-consuming.

• Maysufferfrominaccurateadjustments.

• Requiresrelevantinformation.Thismeansitmaybeaffectedbylackof

information.

• Highlycomplex,forexample,categories’costs.

IncrementalBudgets

• Thisisabudgetpreparedusingapreviousperiod’sbudgetoractual

performanceasabasicwithincrementalamountaddedforthenew

budgetperiod.

• Theallocationofresourcesisbaseduponallocationsfromprevious

periods.

• Thisapproachisnotrecommendedasitfailstotakeintoaccount

changingcircumstances.

• Moreover,itencouragesspendinguptothebudgettoensurea

reasonableallocationinthenextbudget.

• Itusesaspend-itorlose-itmentality.

AdvantagesofIncrementalBudgets

• Assumeactivitiesandmethodsofworkingwillcontinueinthesameway.

• Noincentivefordevelopingnewidea.

• Noincentivetoreducecosts.

• Encouragesspendinguptothebudgetsothatthebudgetismaintained

nextyear.

• Thebudgetmaybecomeout-of-dateandnolongerrelatetothelevelof

activitybeingcarriedout.

• Thepriorityforresourcesmayhavechangedsincethebudgetswereset

originally.

• Theremaybebudgetaryslackbuiltintothebudgetwhichisnever

reviewed.Managersmighthaveoverestimatedtheirrequirementsinthe



pastinordertoobtainabudgetwhichiseasiertoworktoandwhich

allowsthemtoachievefavorableresults.

4.ZeroBasedBudgets

• Thesearebudgetspreparedontheprinciplethateachitemincludedin

thebudgetmustbejustifiedbythebenefitswhichwillaccruebeforeitis

includedinthebudget.

• Thesebudgetsstartfromscratchandnotfrompreviousbudgets.

• Involvespreparingabudgetfromscratchwithzerobase.

• Itavoidsthedefectsofperpetuatingpreviousineffectiveandinaccuracy

ofoldbudgets.

• Thefigurecanbeadjustedforinflation.

AdvantagesofZeroBasedBudgets

• Accuracy–Thishelpsincostsreductionasitgivesanidealpictureof

costsagainstthedesiredperformance.

• Efficiency–Helpsinefficientallocationofresources(departmentwise)

asitdoesnotlookatthehistoricalnumbersbutlooksattheactual

number.

• Reductioninredundantactivities–Itleadstotheidentificationof

opportunitiesandmorecosteffectivewaysofdoingthingsbyremoving

alltheunproductiveorredundantactivities.

• Budgetinflation–sinceeverylineofitemistobejustified,zerobased

budgetingovercomestheweaknessesofincrementalbudgetingof

budgetinflation.

Shareholders’Ratios

• Theseareofparticularinteresttoprospectiveinvestorsinabusiness.

• Theseenableinvestorstomakeanassessmentofthereturnontheir

investments.

• Buyingsharesinacompanyhastwokindsoffinancialreturn:

• Capitalgains–canbemadebysharepricerising.

• Annualdividends–paidbycompaniestoshareholdersunlessprofits

aretooloworlossesarebeingmade.



• Shareholders’ratiosincludedividendyield,dividendcover,earningsper

shareandprice-earningsratio.

a.DividendYieldRatio

• Thismeasurestherateofreturnashareholdergetsatacurrentshare

price.

• Itiscalculatedas:

Example1

No.of
Shares

Ordinary
Share
Dividend

Dividend
PerShare

SharePrice Ratio

6A1 21000000 140000000 0.15 1.50

6A3 140000
000

200000000 0.7 10

• Shareholdersin6A1areearningahigherreturnontheirinvestmentthan

iftheyhadboughtsharesin6A3.

• Potentialshareholdersmightbeattractedtobuysharesinacompany

withahigherdividendyield.

b.DividendPerShare

• Itshowsthedividendsreceivedforeachshare.

• Itiscalculatedas:

• Ahighdividendyieldmaybesobecausesharepricehasrecentlyfallen

duetostockmarketconcernsaboutlongtermprospectsofthecompany.

• Ifthesharepricerisesperhapsduetoimprovedprospectsofthe

business,thenwithunchangeddividends,thedividendyieldwillfall.

c.DividendCover

• Thisisthenumberoftimestheordinarysharedividendcouldbepaidout

ofcurrentprofits.

• Thehighertheratio,themoreableisthecompanytopayitsproposed

dividends,leavingaconsiderablemarginofreinvestingprofitsbackinto

thebusiness.



• Itiscalculatedas:

Example2

Dividends
ProfitafterTaxand
Interest

Ratio

6A1 21000000 30000000

6A3 140000
000

400000000

• 6A3hasahigherdividendcoverthan6A1.

d.Price-EarningsRatio

• Itprovidesameasureofprofitabilityofsharesintermsofcapitalvalue

andearnings.

• Ahigherratiosuggeststhatinvestorsareexpectinghigherearnings

growthinthefuturecomparedwithcompanieswithalowratio.

• Aresultof1wouldmeaninvestorshaveverylittleconfidencewiththe

futureearningpowerofthecompany.

• Itiscalculatedas:

•

• Thisistheamountofprofitsearnedpershare.

• Theresultshowshowmuchinvestorsarewillingtopayforeach$1of

eanings.

CapitalStructureRatios

a.GearingRatio

• Themeasuresthedegreetowhichthecapitalofabusinessisfinanced

bydebtcapital.

• Itrepresentstheproportionofthecompany’stotalcapitalthathasprior

claimtoprofitsoverthoseofordinaryshares.

• Itconcernsthebalancebetweenfixedinterestfinanceandequityfinance

orbalancebetweenloanandsharecapital.



• Itiscalculatedas:

or,

• Fixedcostcapitalincludedebentures,preferenceshares,longtermloans,

andanyothercapitalcarryingarighttoafixedreturn.

• Totalcapitalincludeshareholders’equity(ordinaryshares+allreserves)

andnon-currentliabilities(longtermloansandpreferenceshares).

MeasurementofGearing

LevelofCapitalGearing Ratio
Highlygeared Greaterthan50%
Neutral Equalto50%
Lowgeared Lessthan50%

WaysofReducing/ImprovingGearing

• Issuingnewordinaryshares

• Redeemingpreferencesharesanddebentures

• Retainingprofits

• Convertingpreferenceanddebentures

HowtoIncreaseGearing

• Issuingdebenturesandpreferenceshares

• Redeemingordinaryshares

AdvantagesofaHighlyGearedCompany

• Interestpaymentsaretaxallowable

• Debtfinanceconfersnovotingrights

• Intermsofraisingprofitsordinarysharesbenefittremendouslyina

highlygearedcompanybecausealltheprofitsremainingafterpaying

debenturesinterestandpreferencedividendsbelongtoafewordinary

shares.



• Debenturesandpreferencesharesarecheaperthanordinaryshares

becausethereturnisfixedanditreducesrealtermswithinflation.

• Itincreasestheopportunityforshareholdersastheycanincreasetheir

stakesinthebusinessaswellascontrol.

• Thereisnodilutionofequity.

DisadvantagesofaHighlyGearingCompany

• Thereisgreatercommitmenttopayinginterests.

• Chasesawaypotentialinvestors.

• Managementmaynotbeborrowingtoinvestorexpandthebusiness.

• Thehigherthegearingthelowertheabilityofthecompanytopay

dividendsandearnretainedearningsbecausethefirmwillbemore

committedtointerestpayingfordifferenttypesoffixedcostcapital.

BenefitsofbeingaLowlyGearedCompany

• Thisisasaferbusinessstrategy.

• Thereislesscommitmenttointerestpayments.

• Likelytoobtainloansfrombanksforbanksfearlendingtofirmsthatare

alreadyhighlyindebt.

DisadvantagesofbeingLowlyGeared

• Thereisdilutionofequitylikely.

• Thedirectorscouldbemissingsomepotentiallyprofitableinvestment

opportunitiesbytheirreluctancetoincreasedebts.

b.InterestCover

• Thisshowshowmanytimesinterestpaymentsarecoveredbyoperating

profits.

• Itiscalculatedas:

AdvantagesofRatioAnalysis



• Itismoreinformative.Itshowsmorehiddeninformationthanthe

figures/numberswhichdonotshowanything.

• Itcanbeusedinassessmentofcreditrisks.

• Theycanbeusedaspredictionsofinsolvency.

• Itcanbeusedintheevaluationofthecompany’sperformance.

• Itcanbeusedforyeartoyearcomparisons.

• Itcanbeusedasapointerofareasofweaknessesandstrengths.

• Itmakesaccountinginformationmoremeaningful.

• Itmakesaccountinginformationeasytounderstand(interpretationof

complexaccountingfigures).

• Ithelpstolinkthedifferentaccountingfiguresinthefinancialstatements

anddeterminethesignificantrelationshipbetweensuchfigures.

• Ithelpstosummarizedata.

LimitationsofRatioAnalysis

• Figuresareaffectedbyinflationorexchangerates(economic

environment).

• Theyaresubjectedtobiassincethefinancialstatementcanbewindow

dressed.

• Inter-firmcomparisonscannotbedonesincefirmsusedifferent

accountingpoliciesandmethodse.g.stockevaluation(FIFO,LIFO).

• Resultsofratiosdependonthequalityoffinancialstatements.

• Severalformulascanbeusedforoneratio.

• Evaluationofacompanyisinclusiveifthecompanyhasbothpositive

andnegativeratios.

• Inter-industryandcross-countrycomparisonsmaybedifficultforlarge

firmswithseveraldivisionsfacingdifferentcoststructuresandlegal

frameworks.



Depreciation

• Itispartofthecostofanon-currentassetthatisconsumedduringthe

perioditisusedbythebusiness,forexample,amotorcarpurchasedfor

$10000maybeworthonly$8000oneyearlaterbecauseitisnotas

goodasnewafterayear’suse.Theassetwouldhavesuffereda

depreciationof($10000-$8000),thatis,$2000.

CausesofDepreciation

• Wearingout

• Consumption,exhaustion

• Effluxionoftime

• Obsolescence

MethodsofCalculatingDifferentiation

1.StraightLineMethod

• Afixedsumisdeductedperyearfromthevalueoftheasset.

• Thetotalamountofdepreciationthatanassetwillsufferisestimatedas

thedifferencebetweenwhatitcostsandtheestimatedamountthat

wouldbereceivedwhenitissoldorscrappedattheendofitsusefullife.

• Thetotaldepreciationisthenspreadevenlyoverthenumberofyearsof

itsexpectedlife.

• Itiscalculatedas:

Example

MashokoLtdpurchasesamachinecosting$80000.Itsexpectedusefullifeis5

yearsandwillhavearesidualvalueof$10000.Calculatethedepreciationper

yearusingthestraightlinemethod.

Solution



AdvantagesofStraightLineMethod

• Itiseasytocalculate.

• Itisconsistent,sincethesameamountischargeddaily.

DisadvantagesofStraightLineMethod

• Itisunrealistictoassumethatanassetdepreciatesbythesameamount

eachyear.

• Thereisnorecognitionoftherapidchangesintechnologywhichtendto

makeexistingassetsredundant.

• Therepairsandmaintenancecostsofassetsnormallyrisewithageand

reduceprofitabilityofthefirm.

• Itsaccuracydependsverymuchuponestimates.

2.ReducingBalanceMethod

• Itassumesthatanassetlossesahighvaluewhenitisnewthanin

subsequentyears.

• Itiscalculatedfromthenetbookvalue(cost–depreciation).

• Itassumesthatanassetdepreciatesbythesamepercentage.

Example

Amachinecosts$20000.Itisexpectedtohaveausefullifeof5years.

Depreciationistobecalculatedattherateof25%perannumonthereducing

balance.

Calculation 20000

Year1(25%×20000) (5000)

Netbookvalue 15000

Year2(25%×15000) (3750)

Netbookvalue 11250

AdvantagesofReducingBalanceMethod

• Itismorerealisticthanthestraightlinemethod.



• Depreciationisgreatestinearlyyearsbutreduceswithasset’susefullife.

DisadvantagesofReducingBalanceMethod

• Itassumesthatanassetdepreciatesatthesamerateduringtheiruseful

lifewhichisnotthecasealways.

• Thereisaproblemofcalculatingthepercentagetoapply.

• Itisalsobasedonestimateshencetheaccuracycanbecompromised.

StockValuation

TheImportanceofValuingStockinAccordancewithRecognizedPrinciples

• Openingandclosinginventoriesareincludedinthetradingsectororthe

incomestatementtocalculatecostofsalesandgrossprofit.

• Closingstockisincludedasacurrentassetinthebalance.

• Stockscaneitherbevaluedat:

• Costprice

• Atitssellingprice

• Atwhatitisconsideredtobeworthy

TheBasisofStockValuation

• Stockshouldbevaluedatthelowerofcost/netrealizablevalue.

• Thevaluationshouldbesuchthatitdoesnotrecogniseprofitsin

advance.

• Netrealizablevalueconsistsofthesellingpricelessexpensesnecessary

toselltheproducts.

MethodsofValuingStocks

1.FirstInFirstOut(FIFO)

• Themethodisbasedontheassumptionthatthestocksthathasbeen

purchased/producedfirstarethefirsttobeissuedbeforerecent

purchasesaresold.



EffectsofFIFOinTermsofRisingPrices

• Itmaximizesthevalueofstocks.

• Itmaximizesthecostofsales.

• Itmaximizesgrossprofitandnetprofit.

• Itattractshightaxes.

EffectsofFIFOinTimesofFallingPrices

• Itminimizesthevalueofclosingstock.

• Itmaximizesthevalueofcostofsales.

• Itminimizesprofits.

AdvantagesoftheFIFOMethod

• Itreducestheriskofobsolescenceandexpiration.

• Itisrecognizedinternationallyforvaluingprices.

• Itisrealistic(issuesaremadeintheordertheywerereceived).

• Valuesarebasedonthepricesactuallypaidforthegood.

• Valuationisbaseduponrecentprices.

• Itissimpletouse.

DisadvantagesofFIFO

• Thereisariskofunder-pricing.

• Itattractshightaxesintimesofrisingprices.

• Identicalitemsarechangeddifferently.

2.LastInFirstOut

• Thismethodassumesthattherecentpurchasesofgoods/thelastones

tobeproducedarethefirsttobeissuedbeforeoldstocksaresold.



• Thismeansthatthevalueofclosingstockswillbebasedonthecost

priceofoldstocks.

EffectsofLIFOinTimesofRisingPrices

• Itminimizesthevalueofclosingstock.

• Itmaximizesthevalueorcostofsales.

• Itminimizesprofit.

AdvantagesofLIFO

• Valueofclosingstockiseasytocalculate.

• Itisbasedonpricespaidtopurchasestock.

• Issuedatthemostrecentprice.

DisadvantagesofLIFO

• Itisunrealisticbecauseitassumesthatrecentstockisissuedfirst.

• Closingstockisnotvaluedatrecentprices.

• Identicalitemsissuedatdifferentpricesbecausetheyaredeemedtobe

madefromdifferentbatches.

3.AverageWeightedCost(AVCO)

• Underthismethod,sales/issuesaremadeattheaveragecostorunitsin

hand.

• Allcostsisvaluedatasinglerepresentativeaveragecostcalculatedas:

• Itrecognizesthatallsuchitemshaveanequalvalue.

• ThemethodproducesfiguresthatareclosetoFIFOhenceeffectsare

similartothoseofFIFO.

AdvantagesofAVCO

• Pricesaveragedout,thusrecognizingthatallitemsshouldbeincludedin



thecalculation.

• Ithastheeffectofsmoothingoutthecostofproductionandcostof

sales.

• Profitsofdifferentperiodscanberealisticallycompared.

• TheuseofAVCOavoidstheinequalityofidenticalitemsbeingchargedto

differentjobsatdifferentprices.

• Itrecognizesthatidenticalitemspurchasedatdifferenttimesandprices

haveidenticalvalues.

• Averagedpricesusedtovalueclosingstockmaybefairlyclosetothe

latestprices.

DisadvantagesofAVCO

• Theaveragepricemustbere-calculatedaftereverypurchaseofnew

stock.

• Theaveragepricedoesnotrepresentanypriceactuallypaidforstock.

ExampleofMethodsofStockValuation

ThetablebelowrelatestopurchasesandsalesmadebyJumoltdwhichsells

onlyoneproduct.

2004 Quantity UnitCost UnitSellingPrice
Jan1 Balance 5100 $25
Jan10 Unitsreceived 1490 $22
Jan30 Unitsreceived 3000 $40
Feb3 Unitsreceived 2310 $30
Feb21 Unitsreceived 4000 $44
March6 Unitsreceived 3800 $32
March15 Unitsreceived 700 $46
March26 Unitsreceived 1090 $40
March30 Unitsreceived 450 $48

Question

CalculatethevalueofstockonMarch31basedon:

• FIFO [3]



• LIFO [3]

• AVCO [5]

1.FIFO

Date Jan1 Jan10 Feb3 March6 March26
Price $25 $28 $30 $32 $40

Issues
Received
Quantity

5100 1490 2310 3800 1000

Jan30 (3000)
2100

Feb21 (2100) (1490) (410)
- - 1900

March15 (700)
1200

March30 (450)
450

Therefore,closingstock =(750×$30)+(3800×$32)+(1000×$40)

=$184100

2.LIFO

Date
Balb/d
Jan1

Jan10 Feb3 March6 March26

Price $25 $28 $30 $32 $40
Received
Quantity

5100 1490 2310 3800 1000

Jan30 Issued (1590) (1490)
3590

Feb21 Issued (1690) (2310)
1900 -

March15 Issued (700)
3100

March30 (450)
550

Therefore,valueofclosing =(1900×$25)+(3100×$32)+(550×$40)

=168700

3.AVCO

Date Receipts Issues
No.of
Unitsin

Average
Costper

Total
Cost



Stock Unit
2004Jan
1

Bal
b/d

5100at$25 5100 $25 127500

1490at$28 6590 $25.68 169220
3000at
$25.68

3590 $25.68 92180

2310at$30 5900 $27.37 16148
4000at
$27.37

1900 $27.37 52500

3800at$32 5700 $30.46 173600
700at
$30.46

5000 $30.46 152278

1000at$40 6000 $32.05 192278
450at
$32.05

5550 32.05 177856

Therefore,valueofclosingstock=$177856

TheStockExchange

• Thisisanorganizedmarketwhichbringstogetherbuyersandsellersof

corporateandgovernmentsecurities.

• Itisamarketforbuyingandsellingofshares,stocksandothersecond

handsecurities.

FunctionsoftheStockExchange

• Itcontrolstheadmissionofnewmember.

• Itsettlesdisputesbetweenmembers.

• Italsoestablishespricesofsharesdependingonthelevelofsupplyand

demand.

• Italsoeducatesmembersofthepubliconinvestmentofshares.

• Theydisplaypricesofsecuritiesandshares.

• Itprotectsinvestorse.g.byavoidingfraudandestablishingcodeof

conduct.

• Theycompensateinvestorswhomaybedefraudedbysellers.

• Theyalsolistanddelistcompaniesonthestockexchange.



• Approvessharesofcompaniestobeboughtandsold.

• Allowscompaniesandgovernmenttoraisefunds.

• Itprovidesameansofvaluingcompaniesfortakeoversandmergers

becauseitisbasedonshareprices.

Note:Acompanylistedonthestockexchangeisreferredtoasaquoted

companyorlistedcompany.

Beinglistedonthestockexchangenormallyshowsthatacompanyhas

metthelistingrequirementsoftheZ.S.E.

• Itprovidesareadyevaluationoftheinvestorsmakingiteasyfor

shareholderswhowishtodisposehis/hershares.

AdvantagesofQuotationorListing

• Quotedsharesarereadilymarketableandacceptablewhentheyare

givenaconsiderationinmergersandtakeovers.

• Quotationmaygivecompaniesasuperiorpositionandthismaybe

importanttocustomerswhowanttoknowthefinalnewresourcesand

tradingpatternsofthecompany.

• Themarketitselfplacesahighervaluationonquotedcompaniesandthis

maybeanadvantagetoshareholders.

• Theuseofstockexchangeasasourceofnewpermanentcapitalmaybe

moreattractivethanbankfinancewhichmaybewithdrawnintheevent

ofseverecreditsqueezed.

Disadvantages

• Shareholderswhohavecontrolofthecompanyoftenfearthata

quotationwillbetotheirdisadvantageassharesarefreelytransferable

whichcandilutetheircontrol.

• Thecompanyisalsovulnerabletoatakeoverbid.Thisisduetoafree

transactionofshareswhichcanleadtoanotherfirmbuyingmorethan

50%oftheshares.

• Goingpubliccanbeexpensivebecauseitrequiresdraftingofthe

prospectus,presspublicity,theuseofunderwritersandauditors.



FinancialMarkets

• Thesearemarketswherefinancialinstrumentsaretraded.

• Theycanbedivideinto:

• Capitalmarkets.

• Moneymarkets.

• Thesearemarketsusedtoraisefinance.

1.CapitalMarkets

• Itisacollectionofinterrelatedmarketsinwhichthosewhoseekmedium

andlong-termfinancearebroughtintocontactwiththosewhowishto

provideit.

• Thismarketcoordinatestheforcesofdemandandsupplyonmarket

forcesforlong-termsupply.

• Financialmarketsinstitutionsthatmakeupthecapitalmarketsactas

intermediariesandchannelsonsavingsofcompaniesandindividual

borrowers.

MainInstitutionsintheCapitalMarkets

• Commercialbanks

• Merchantbanks

• Financehouses

RoleorFunctionsoftheCapitalMarkets

• Adynamicandvibrantcapitalmarketcontributeforspeedandeconomic

growthanddevelopment.

• Itmobilizesfundsfrompeopleforfurtherinvestmentintheproductive

channelsoftheeconomy.

• Itcanbeusedincapitalformationmeaningthatitisthenetadditionto

theexistingstockofcapitalintheeconomy.



• Provisionofinvestmentavenues,thatis,thecapitalmarketraises

resourcesforlargerperiodsoftime,thusitprovidesaninvestment

avenueforpeoplewhowishtoinvestresourcesforalongperiodoftime.

• Itspeedsupeconomicgrowthanddevelopment,thatis,enhances

productionandproductivityinthenationoreconomyasitmakesfunds

availableforlongperiodsoftime.

• Italsohelpsincreaseproductivityintheeconomybygenerating

employmentandinfrastructuraldevelopment.

• Italsohelpsinproperallocationofresources.

• Itoffersconsultantservicesmeaningthatitguidesandadvise

individualsonbusiness.

• Continuousavailabilityoffunds,thatis,buyersandsellerscaneasilybuy

andsellsecuritiesasstockastheyarecontinuouslyavailable.

2.MoneyMarkets

• Thisisamarketforshort-termfinance.

• Thesearemarketsthattradesecuritiesorinstrumentswithmaturitiesof

lessthanoneyear.

• Itconsistsoforganisationslikebanks,discounthousesandfinance

houses.

• Theyareconsideredtobehighlyliquidandconsideredextraordinaryand

safe.

• Theseplayerswhicharefoundatthemoneymarketborrowandlend

moneyforshortperiodsoftime.

• Thisenablesmoneytobeinvestedandmoneydeficitscanbefunded

thatmatureinlessthanoneyear.

• Theyofferlowreturnsthanmostothersecurities.

• Instrumentsandsecuritiesofferedortradedincludetreasurybills,

commercialpaper,NegotiableCertificatesofDeposits(NCDs),and

BankersAcceptances(BAs).



• Excesscanalsobeinvestedinmoneymarketsecurities.

• Securitiestradedareliquid,thatis,canbeeasilyconvertedintocash.

WorldBank

• TheaimoftheWorldBankistofightproperlybyprovidingloansand

advicetothedevelopingnations.

InternationalMonetaryFund

• Theorganisationregulatesinternationalfinancialcycle.

• Itwasformedtopromote:

• Internationalmonetarycooperation.

• Exchangeratestability.

• Orderlyexchangearrangement.

• Tofostereconomicgrowth.

• Internationaltrade.

• FinancialassistancetocountrieswithB.O.P.deficienciestemporarily.

GeneralFunctionsoftheFinancialMarkets

• Theyallowborrowersandlenderstointeractandpermittransferoffinds

fromexcessunitstodeficitunits.

• Theyhelpinpricedetermination.Theyprovidevehiclesbywhichprices

aresetbothforneworexistingstockoffinancialassets.

• Theyallowforinformationaggregationandcoordination.Theyactas

aggregatorsandcollectorsofinformationaboutfinancialassetvalues

andflowoffundsfromlenderstoborrowers.

• Risksharing.Theyallowtransferofriskfromthosewhoundertake

investmentstothosewhoprovidefortheinvestment.

• Liquidity.Itprovidesholdersoffinancialassetswithachancetoresale

orliquidatetheassets.



• Efficiency.Theyreducetransactionalcosts.

TheFinancialMarketsWorkBestwhen:

• Investorsarefullyinformed.

• Marketsarefreeoffraudandmanipulation.

• Thereisnothreatoffailureofonefinancialinstitutionmayleadtofailure

ofothersandpossiblycollapseintheorganisation.

• Thereisnobreakdownofmanagementcontrolatthecompany.

TheRoleoftheGovernmentinFinancialMarkets

Thegovernmentintervenesinfinancialmarketsforthefollowing:

• Information.Inanunregulatedmarketinvestorshavenoenough

informationtoguidetheirinvestmentswhichshouldnotbebasedon

rumors.

• Governmentenforcesbetterrulestoimprovetheefficiencyoffinancial

markets.

• Topreventthegainsofcheating.

• Toavoidthecontagioneffectwererisktakenbyonefirmcanharmother

firms.

• Tofightagainstfraudonmarketpriceswhichdiscourageinvestorsand

harmtheentireeconomy.

• Sothatthecompanycanfullydiscloseinformationtotheinvestors.

PrimaryMarketsandSecondaryMarkets

• Focusundercapitalmarkets.

PrimaryMarkets

• Marketswherefirsthandinstrumentsaresoldandtraded.

• Instrumentstradedforthefirsttime.



SecondaryMarkets

• Marketswheresecondhandinstrumentsaretradedorsolde.g.auctions.

• Instrumentsaretradedforthesecondtime.

IMPACTOFICTONFINANCEANDACCOUNTING

• ICTcansignificantlyreduceaccountingcosts.Redundanttaskscanbe

centralizedinonelocationthroughtheuseofinformationtechnology

infrastructure.Economicefficienciescanberealizedbymigratinghigh-



costfunctionsintoanonlineenvironment.Businessescanalsooffer

emailsupportforcustomersthatmayhavealowercostthanalive

customersupportcall.Costsavingscouldalsobefoundthrough

outsourcingopportunities,remoteworkoptionsandlower-cost

communicationoptions.

• Thepresenceofcomputers,printers,scanners,faxesorotherinnovative

equipmentinfinanceandaccountingofficeseliminatestheboring,

tediousanddifficult-to-handleuseofmanualdocumentsandfiling

systems.

• Accountingsoftwareisnowusedtorecordandprocessaccounting

transactionswithinfunctionalmodulessuchasaccountspayable,

accountsreceivable,payroll,andtrialbalanceaspartoftheaccounting

informationsystem.This(simple)accountingsoftwarecanbeacquired

online.

• Informationtechnologyisusedwidelyinaccountingsecurity.Theuseof

identificationsandpasswordsprovideastrongcontrolinaccessing

confidentialinformationabouttheentity.Insteadofbindersandpapers

lyingaround,securityisgreatlyenhancedwiththepropercomputer

programs.Usingaprogram,accountinginformationcanbeencryptedin

awaytopreventunauthorizeduse,makingitquitesafe.Forinstance,a

lost,stolenormisplacedlaptopordesktopcomputercanbetracked

usingthesecuritysoftwareacquiredbythebusiness.

• TheInternetprovidesvastsourcesofinformationthatcanbeusedby

businessesintheaccountingarea.Throughthis,documentscanbe

shared,researchcanbeconductedandtaxesinsomecountriescanbe

filedonline.ThePoint-of-Sale(POS)systemiscommonlyusedbymalls

anddepartmentstores.Internethelpsinthepaymentprocedureof

customersthroughreal-timeconnectionoftheircreditcardtotheir

respectivebanks.Theuseofbarcodeshelpsinimprovingthesales

transactiontimeandautomaticallyupdatingoftheinventoryrecords.

• Webhostingoff-siteor‘thecloud’isthelatesttrendwithaccounting

applications.Insteadofinstallingaprogramontothebusinesscomputer

andsavingdatathere,theprogramresidesonaserverinadifferent

location.Thiscloudtechnologyalsousestheinternettoconnectand

savetheirinformationordocumentsonline.Thiscanalsobereferredto

as“workinginthecloud”.Inthisway,businessescansavemoneyin



softwareandhardwarepurchasesbyjustsigningupwithacloud

servicesprovideranduseitsprogramsandspacetosavedata.Through

this,thereisnoneedtogetabiggerhard-driveorworryaboutprogram

versions.Theotheradvantageofthecloudisthatyouhaveaccessto

yourinformationfromanywhere.Thisnewcloudtechnologyisalso

associatedwiththeimprovedsecurityofaccountinginformation.

Informationisnotopentoallnetizens,theadministratorcanrestrict

accesstotheinformation.

Chapter11

QUESTIONS:INFORMATIONFORDECISIONMAKING

• Evaluateanyfourmeasuresofcontroltendency.

[20]

• Usingasetofnumericalvaluesexplainthemeaningofthefollowing

terms:

a.Mean

[3]

b.Median

[3]

c.Mode

[3]

d.Range

[3]

• Howusefulisthemeanandthemodeinmakingstockholdingdecisions?

[8]

• Evaluatethedifferentmethodsthatcanbeusedbyafirminthe

manufacturing

sectorfordatapresentation.

[25]

• Usingillustrations,evaluatetheusefulnessofusingdecisiontree

diagramasa

decisionmakingtool.

[25]



• Indecisiontreeswhatdoesasquareandacirclestandfor?

[2]

• Explainthemeaningofblendingtechniqueinlinearprogramming.

[6]

• Ofwhatimportanceislinearprogrammingtoafirminthemanufacturing

sector?[10]

• Evaluatetherelevanceofcostbenefitanalysistoamanufacturingfirm.

[10]

• Explainanytwotypesofdecisionsmadebymanagers.

[4]

• Illustrateadecisiontreediagram.

[3]

• Explainhowadecisiontreediagramisdrawn.

[6]

InformationTechnology

• Evaluatetheusefulnessoftechnologicalimprovementtoacar

manufacturing

sector.

[25]

• HowusefulistheuseofITinorganisations?

[25]

• Definethefollowingterms:

a.Automation

[2]

b.Manufacturingtechnology

[2]

c.Officetechnology

[2]



INFORMATIONFORDECISIONMAKING

• Thissectionemphasizesonthemainsourcesofcollectingand

presentingstatisticaldatafrequentlyusedinbusiness.

• Theuseofsimpledecisionmakingandplanningtechniquesisalso

emphasized.

PresentationofInformation

• Afterdatahasbeencollected,itneedstobepresentedinaformthat

communicatestheinformationandenablesconclusionstobedrawn.

• Asthepurposeofthedataistoaidindecisionmakingandtoreportback

theresults(tofacilitatecontrol)itisnecessarytochooseawayof

presentingdatathatisclear,accurateandappropriate.

MethodsofPresentingData

1.Tables

• Thisiswhendataiseithersummarisedincolumnarformorinrows

dependingontheformrequiredbytheuser.

• Pointstonotewhensettingoutatableofdata:

• Numbereachtableforeaseofreference.

• Giveitashortdescriptivename.

• Nameeachcolumn(thatis,verticallistofnumbers)andnameeach

row(horizontallistofnumbers).

• Generallyavoiddecimalpointswhendealingwithpeoplebecause

theygiveafalseimpressionofgreatprecision.



• Givethesourceofdataforeaseofreference.

ExampleofTabulatedData

WonderManufacturersLtd.

Table1:NumberofUnitsAssembledbyEachof25Newly-TrainedOperators

21 35 61 79 20
21 39 30 80 70
22 40 22 60 100
23 50 23 50 90
20 90 70 100 20

Source:25IndividualWorksheets

Applicability

• Mostusefulwhen:

• Widerangeofresultsneedtoberecorded.

• Theresultsneedtobeanalyzedbystatisticalmeansanditis

essentialtohavethenumbersthemselves.

• Itisgenerallymoreaccuratetotakeresultsformatablethanto

interpretagraphorachart.

• Thereisalotoftexttoincludewiththeresults,suchasdetailed

headingforeachcolumn.

• Itbacksvisualimpactofgraphsandcharts.

AdvantagesofTables

• Facilitatesthepresentationoflargequantityofstatisticaldata.

• Theysavespaceandtimeofhavingtorewriteinformationthatis

commonformanyfigurese.g.thoseitemsthataccruedatthesametime

e.g.samedayoftheweekcanbegroupedtogether.

• Itbacksvisualimpactofgraphsandcharts.

• Theyretaintheoriginalityofthedata.



DisadvantagesofTables

• Theylackvisualimpactofgraphicalpresentation.

2.LineGraphs

• Itisformedbyjoiningthecoordinatestogether.

• Itismostlyusedtoshowchangesinavariableovertime.

• Itisacontinuouslinejoininganumberofpointswhichreflectthe

changingrelationshipbetweentwovariables.

• Note:Thegraphshould:

• Beclearlylabeled.

• Haveadescriptivetitle.

• Haveasource.

• Haveascale.

• Havewhatisonthex-axisandy-axis.

Example

AdvantagesofLineGraphs



• Suitableforclearpresentationofrapidlychangingfigures.

• Usedtoshowchangesovertime(trends).

• Itcanbeusedtomakecomparisonsbetweentwofirmsorvariables.

DisadvantagesofLineGraphs

• Theydonotretaindataoriginalityasitisconvertedintolinesonagraph.

• Itneedsfurthermathematicalcalculationstogiveaclearimpression.

3.BarCharts

• Thoseusebandsofequalwidthbutvaryinglengthsorheightsto

representrelativevalues.

• Thebarscaneitherbeverticalorhorizontal.

• Abarcharthasspacesbetweenthebar.

Diagram

NumberofNewBornBabiesEachYear

AdvantagesofBarCharts



• Theyhelpsummarizedata.

• Usefulwhenmakingcomparisons.

• Theycanbepresentedinanumberofways,thatis,multiplebarsor

componentbars.

DisadvantagesofBarCharts

• Theymaybedifficulttoconstruct.

• Theydonotretaindataoriginalityasitisconvertedintobars.

• Difficulttousewithoutakeyandanexplanation.

4.PieCharts

• Usedtodisplaydatathatneedtobepresentedinsuchawaythatthe

propertiesofthetotalareclearlyshown.

• Itiscirclethatisdividedintosectionswitheachsectionrepresentinga

proportionofthewholedata.

ExampleofaPieChart

WageBillPaidtoDifferentEmployeesofaCompany



Source:HRofJamalHotel

AdvantagesofPieCharts

• Theyareeasytointerpret.

• Theycanshoweffectivevariations.

• Theyhavethevisualimpactthantables.

DisadvantagesofPieCharts

• Theyrequiremathematicalcalculationtodeterminethesizeofeach

sectioniftheyaretobeaccurate.

5.Histogram

• Thisisalsoknownastheblockdiagrambecauseitconsistsofcolumns

thattoucheachother.Thebarsarecontinuous;therearenospaces

betweenthem.

Diagram



AdvantagesofHistograms

• Thesecanbeusedtovisuallypresentfrequencydatawhentherangeof

datahasbeenbrokenintoclassranges.

DisadvantagesofHistograms

• Itcanbedifficulttocalculateandconstructsinceitinvolvescalculation

offrequencydensities.

6.Pictograms

• Thisistheuseofpicturestorepresentdata.

Example

2009Population

Key =1000000people

AdvantagesofPictograms

• Thevisualimpactisstrong.

• Usefulwhentheuserwantstoattractthereader.



DisadvantagesofPictograms

• Onlysimpleandlimiteddatacanbeshown.

DecisionTreesAnalysis

• Itisadecisionmakingtoolwhichinvolvesassessmentofgiven

decisionsrelativelytoalternativesavailablethroughtheuseoftree

diagramstoselectthebestpossibledecision.

DecisionTree

• Itisanaidtodecisionmakinginconditionsofuncertainty.

• Itconsidersalloptionsavailableandmakeuseofprobabilities.

ExamplesofTypesofDecisionsthatareMadeusingDecisionTree

• Whetherornottointroduceanewproductorcontinuewiththeexisting

product.

• Whethertolaunchanewadvertisingcampaign.

• Whethertoselloffassetsforaknownpriceorcontinuetousethemin

conditionsofuncertainty.

• Whetherornottoexpandinonenationoranother.

HowtoConstructaDecisionTreeDiagram

Features:

• Squares

• Thisisthestartingpointofadecisiontreediagram.

• Itrepresentspointsatwhichmanagementdecisionhavetobemade.

• Theyareknownasnodes.

• Branches

• Eachbranchofthetreerepresentsanoptione.g.whethertoopenor

closeashop.



• Theyshowalsoarangeofconsequencesoroutcomeandthe

chancesofthemoccurring.

• Circles

• Itshowsthatarangeofoutcomesmayresultfromadecision.

• Itrepresentspointsatwhichoneofanumberofoutcomesmayoccur.

• Blackdot

• Showsthefinishingpointofthesequenceofevents.

ExampleofaDecisionTree(WhethertoOpenaFactoryorNot)

• Adecisionismadewhethertoopenornottoopen.Thenifweopen,we

havedifferentoutcomesdependingonthestateoftheeconomy,thatis,

boomandrecession.

• Todecideonwhichdecisiontotake,inthiscasewhethertoopenthe

factoryornotitisnecessarytocalculatetheexpectedvalueateachnode.

ExpectedValue

• Thisisequaltotheoutcomemultipliedbyitsprobability.

• Theruleisyoumultiplyhorizontallyalongeachline,andthenaddupthe

resultingvalues.

Payoff



• Thisistheexpectednetcashinflowsfromtheproject.

Example

Afirmwishestoopenanewfactoryandconsidersthestateoftheeconomy.A

decisionnottoopenthefactorygivesazeroreturn.Ifthefirmdecidestoopen

thefactory,inaboomitwillhaveanoutcomeofaprofitof$5000000andthere

isonlya0.3probabilityofaboom.Ifthereisarecessionopeningafactorywill

leadtoalossof$1000000.Itisestimatedthatthereisa0.7probabilityofa

recession.

• Representtheinformationonatreediagramanddecidewhetherthefirm

shouldopenthefactoryornotandwhy.

Solution

Open

• Expectedvalue

Boom = $5m×0.3= $1500000

Recession= -$1m×0.7= (700000)

$800000

NotOpen =$0×1=$0

• Theexpectedvalueofthereturnonopeningis$800000whichexceeds

thereturnofnotopening.

• Therecommendationisthereforetoopen.



Example2

AcompanyhastwoprojectsAandB.TheinitialoutlayforAis$180000andfor

Bitis$150000.Thefollowinginformationisavailable:

Project Stateofdemand
High Low

A 200000 150000
B 300000 150000

Probability
A 0.6 0.4
B 0.7 0.3

• Representtheaboveinformationonadecisionmakingtreediagram.

• Whichprojectshouldthecompanychoose?Justify.

Solution

ExpectedMonetaryValueforA =(0.6×200000)+(0.4×150000)

=120000+60000

=$180000

Therefore,payoff =$180000–$180000

=$0

ExpectedMonetaryValueforB =(0.7×300000)+(0.3×150000)

=21000+45000

=$255000

Therefore,payoff =255000–150000

=$105000

Note:Payoff=ExpectedCashInflows–InitialCapitalOutlay

•



• ThecompanyshouldchooseprojectBbecauseithasthehigherpayoff

of$105000ascomparedtoprojectA.

Advantages/UsefulnessoftheDecisionTreeDiagrams

• Itreducestheriskofprojectfailure.Decisiontreeshelpinthe

assessmentofrisksassociatedwithundertakingaprojectinacertain

environment.Onlyprojectswiththehighestoutcomesareconsidered.

• Itactsasaquickscreeningdevicewhichisimportantinchoosingviable

projectswhichprovidebetterreturnoninvestment.

• Theypresentamorelogicalwayandreasonablewayofselecting

projects.Itsimplifiesandmakesiteasytoselectthebestprojectfroma

numberofalternativesavailable.

• Decisiontreesaremostsuitablewhendealingwithlargeinvestmentse.g.

whendealingwithprojectswhichrequirealotofcapitalinvestmentslike

purchasingafactoryorbuilding.

• Thedecisiontechniqueisquitemotivational.Thisisbecauseita

collectiveprocessinwhichworkersparticipateandareconsulted.

• Ithelpsinefficientallocationofresourceswherebymoreresourceswill

bechanneledtoaprojectwithalowriskoffailurethusreducingcostsin

anorganisation.



• Ithelpsintimingoftheintroductionoftheprojectbyassessingthestate

oftheeconomy.Decisiontreesprovideaclueastowhentointroducea

project.

• Newideasarethrownup.

• Theyencouragemanagerstoquantifyalternativecoursesofaction.

LimitationsofDecisionTreeDiagrams

• Theconstructionofdecisiontreesistimeconsuming.

• Informationisnotalwaysavailablee.g.thecashflowestimates.

• Itincreasesthecoststothebusinessassociatedwithdatacollectionand

labour.

• Itfocusesmoreonquantitativefactorstherebyneglectingnon-

quantitativefactors.

• Probabilitiesmayleadtobiasedinformation.

• Thecalculationsarebasedonestimatesandtheymightnotbeaccurate.

MeasuresofCentralTendency

• Thesesummarizetheattributesofthemiddledataset.

• Themostcommonlyusedmeasuresaremode,mean,median,variance

andtherange.

• Centraltendencyistheaveragescorefromaclassofvariables.

i.ArithmeticMean(Average)

• Itisthesumofagroupofitemsdividedbythenumberoftheitems.

• Itiscalculatedas:;

• Where=totalofthevalues,

• andn=numberofthevariables.

AdvantagesofMean



• Itiswidelyusedforcomparisons.

• Thereisonlyonemeanforanydatasetsoitmaynotbeconfusing.

• Itistocalculateandunderstand.

• Itmakesuseofallthedatainthegroup.

• Itcanbedeterminedevenwhennothingisknownotherthanthequantity

ofitemsandthenumberofthem.

DisadvantagesoftheMean

• Itmaynotrepresentanyelementinthegivendataset.

• Itisaffectedbyoutliers.

• Byincludingalltheitemsofagroupitcompromisesitsaccuracy.

• Theresultmaynotbeawholenumberwhichmightbedifficulttowork

with.

ExampleofMean

Calculatethemean,giventhefollowingsetofdata:

5 6 7 8 10

2113146 7

Mean

2.Median

• Itisthevaluethatisfoundatthemiddleofthedata.

• Itisthevaluethatsplitsanarrangeddataintotwogroups.

• Inordertocalculatethemedian,thedataisarrangedinascendingor

descendingorder.

• Thepositionofthemediancanbefoundbywherenisthetotalnumber

ofitems.

Example



Given 2 4 6 8 1012141618,findthemedian.

term.

5thitem

=10

Example2

Given 1 5 7 101112,calculatethemedian

term

thterm

=3,5thterm.

Note:Addthethirdandfourthtermthendividebytwotothemedian.

=8.5

UsesoftheMedian

• Itcouldbeusedinwagerecognitione.g.halfhourunionmembersearn

lessthan$XXXperweek.

• Oftenusedinadvertisinge.g.thereliabilityrecordsshowthatour

productsarealwaysinthebestperforming50%ofallthebrands.

AdvantagesofMedian

• Itiseasytounderstand,simplydividingadistributionintotwoequal

partsandtherebyconveyingtheinformationthatthesameproportionof

itemsliesaboveorbelowthemedianvalue.

• Extremeitemsdonotaffectitsvalue.

• Itgenerallyrepresentedbyanactualitem(unlikethemean).

• Itispossibletoworkoutthemedianevenifthevalueofallitemsarenot

known.Aslongasthemiddleitemsareknown.

DisadvantagesofMedian



• Itisusuallynotrepresentativeifworkedoutwithonlyafewitems.

• Ifthedistributionisirregular,theactuallocationofthemedianmaybe

indefinite.

• Itissometimestimeconsumingtoarrangethedatainnecessaryarray.

• Itisnotpossibletousethemediantodeterminethetotalvalueofallthe

itemse.g.numberofitems×medianwillnotgivethetotaldata.

3.Mode

• Itisthevaluethatappearsmostfrequentlyinadataset.

• Unlikethemedianandthemean,adecisionmakercanhavemorethan

onemodeinagivendataset.

Example

Given 1 125 126 7 129 1 121211

Mode =12(thatisoccurs5times)

UsesoftheMode

• Resultscouldbeusedforstockorderingpurposese.g.numberofshoe

size12shouldbeorderedmostly.

AdvantagesofMode

• Itissimpletounderstand.

• Extremeitemsdonotaffectthevalueofthemode.

• Itcanbeworkedoutevenifonlythemiddleitemsareknown.

• Representedasatypicalvalue.

• Itisjustobserved.

DisadvantagesofMode

• Anorganisationcanfinditdifficulttomakedecisionsinsituationswhere

therearemorethanonemodalvariables.



• Itcannotrepresentthewholeelementsinthegivendataset.

• Exactlocationsmaybeuncertain.

• Thearrangementofdataistimeconsuming.

Range

• Itisthedifferencebetweenthehighestandlowestinasetofdata.

Example

Ifthedailyoutputvariesfrom210000to220000.Findtherange.

Range=220000–210000

=10000

AdvantagesofRange

• Itiseasytocalculate.

• Notaffectedbyoutliers.

• Easytounderstand.

DisadvantagesofRange

• Itonlytakesintoaccounttwoextremes.Bothextremesmaybevery

untypical,thusdistortingthepictureoftheextremevariation.

• Leavesoutotherrelevantinformation.

CostBenefitAnalysis

• Whenbusinessesareundertakingprojects,theyneedtoweighcosts

againstbenefitstowardsthecommunity.

• Costbenefitanalysisisacollectionoftechniqueswhichattempttofind

anobjectivetomeasuretheutilityofaproposalbasedonarangeof

people’svaluesandcommonmoneyscale.

• Forexample,abusinessapplyingforpermissiontobuildafactorymight

argueforthefollowingbenefits:



• Employmentcreation.

• Boostinglocalauthorities’revenuesthroughtaxpayments.

• Improvingtheappearanceofthelandscape.

• Thelocalsmightbeconcernedwiththefollowingcosts:

• Congestedroads.

• Pollution.

• Evaluationofsettlers.

• Thesemustbeputintomonetarytermsandevaluatedinordertoreacha

desiredandappropriatedecision.

• Withcostbenefitanalysis,socialcosts,privatecosts,privatebenefits

andsocialbenefitsmustbeconsidered.

SocialCosts

• Thesearecostsincurredbythewholesociety.

• Thisistheexternalcostsplusprivatecosts.

ExternalCosts

• Thesearecostsincurredbythefirmwhichaffectthethirdparties,thatis,

peoplenotdirectlyinvolvedinmakingthedecision.

• Externalcostsofabusinessinclude:

• Environmentalfactorssuchaspollutionfromsmoke,noiseand

chemicals.

• Spoilingoftheenvironment.

• Globalwarming.

• Damagefromtraffic.

• Endangeringspeciesofwildlife.

ExternalBenefits



• Thesearebenefitsthatareenjoyedbythesocietyasaresultofthefirm’s

activities.

• Examplesinclude:

• Employmentopportunities.

• Economicregeneration.

• Trainingoflocalworkers.

• Improvedlivingstandards.

PrivateCosts

• Thesearecoststothefirmorcompanyresponsibleforthedecision

whichisusuallyreflectedintheproductioncostofthebusinessand

thereforeitsprice.

ProcedureforCostBenefitAnalysis

• Identifyingallcostsandbenefitsconnectedwithanactivity.

• Puttingafinancialvalueonthecostsandbenefits.

• Comparingthetotalcostwiththetotalbenefits.

• Finalizeadecision.

AdvantagesofCostBenefitAnalysis

• Ittakesintoaccountqualitativefactors,thatis,factorslikepollution,

unemployment,landdamage,livingstandardsaregivenamonetary

value.

• Ithelpsinplanning.Giventhecostsandbenefitsofaproject,

managementcanplanonhowtominimisecostsorincreasebenefits

beforelaunchingtheproject.

• Itactsasascreeningdeviceofprojects.Profitableprojectshavemore

totalbenefitsthancosts.Whendealingwithmorethanoneproject,one

withthehighestdifferencebetweentotalbenefitsandcostsisselected.

• Itdeterminestheworthyofcarryingoutcertainprojects,thatis,firmswill



knowthelikelynetbenefitsoftheirproject.

• Itconsidersethicalissuessinceitconsidersexternalbenefitsandcosts

ofprojects.

DisadvantagesofCostBenefitAnalysis

• Somefactorsaredifficulttoexpressinmoneyterms.

• Itisbasedonestimatedmonetaryvalueshenceresultsmaybebiased.

• Theprocessistimeconsumingasitinvolvesadeeperanalysisoncosts

andbenefits.

• Itisanassumptionwhichmaynotberelevant.

• Itismorequantitativeandignoresqualitativeinformation.

LinearProgramming

• Itisatechniquewhichshowspracticalproblemsasaseriesof

mathematicalequationswhichcanthenbemanipulatedtofindthe

optimumorbestsolution.

• Itisusedtodeterminehowtoproducethehighestoutput,fromagiven

setofmachinesandequipment,takingintoaccountanyconstraintssuch

asproductiontime.

• Itcanbedefinedasamathematicaltechniquewhichcanbeemployedby

managementtodeterminetheoptimalutilisationoflimitedresources.

ExamplesofsituationswhereLinearProgrammingcanbeUsed

• Themanufacturerwantstoadoptaproductionscheduleandan

inventorypolicythatwillsatisfydemandinthefutureperiods.Ideally,the

scheduleandpolicywillenablethecompanytosatisfydemandandat

thesametimeminimisethetotalproductioncostsofinventory.

• Amarketingmanagerwantstodeterminehowbesttoallocateafixed

advertisingbudgetamongalternativeadvertmediae.g.radio,TV,

newspapers.Themanagerwouldwanttodeterminethemediamixthat

maximizestheadvertisingefficiencies.



TechniquesofLinearProgramming

• Blendingtechnique

• Extrapolationtechnique

BlendingTechnique

Thisisagraphicalapproachtolinearprogrammingwhichdealswithresource

allocationsubjecttogiveconstraints.

AdvantagesofLinearProgramming

• Ithelpsinattractingtheoptimumuseofproductiveresources.Itdoes

thatbyindicatinghowadecisionmakercanemployhisproductive

factorseffectivelybyselectinganddistributingtheresources.

• Itimprovesthequalityofdecisions.Thedecisionmakingapproachofthe

userofthistechniquebecomesmoreobjectiveandlesssubjective.It

eliminatesguesswork.

• Itprovidespossibleandpracticalsolutionssincetheremightbeother

constraintsoperatingoutsidethepossibleproblemwhichmustbetaken

intoaccount.

• Ithelpsinhighlightingbottlenecksinwhichmachinesmaynotmeet

demandwhileothersmayremainidleforsometime.

• Ithelpsinthere-evaluationofabasicplanforchangingconditions.Ifthe

conditionshavechangedwhentheplanningispartlyimplementedto

workattheremainingpartoftheplan.

• Helpscalculatetheamountofresourcesneededtoproduceacertain

quantityofeachproduct.

• Ithelpsminimisecostsandmaximizeprofits.

DisadvantagesofLinearProgramming

• Ittreatsallrelationshipsamongdecisionvariablesaslinear,however,in

generalneithertheobjectivefunctionsnortheconstraintsinreallife

situationsconcerningbusinessesandindividualproblemsarelinearly

relatedtothevariables.



• WhilesolvingonL.P.model,thereisnoguaranteethatwegetinteger

valuesolutions.Thesesolutionsmightmakesense.

• Itdoesnottakeintoaccounttheeffectoftimeanduncertaintyand

therefore,theL.P.modelshouldbedefinedinsuchawaythatany

changeduetointernalaswellasexternalfactorscanbeincorporated.

• Parametersappearinginthemodelareassumedtobeconstantbutin

reallifesituations,thesearefrequentlyneitherknownnorconstants.

• L.P.dealsonlywithasingleobjectivewhereasreallifesituationsmay

presentconflictingmultipleobjectives.

INFORMATIONTECHNOLOGY

Informationtechnologyisacollectivetermforvarioustechnologiesinvolvedin

thecollection,storage,processinganddisseminationofinformationby

electronicmeans.Forexample,itincludestheuseofcomputers,telephones,

transactionmachines,faxmachines.

AdvantagesofInformationTechnology



• Improvedaccuracyofinformation.

• Increasedspeedofdataprocessing.

• Easieraccesstoinformationresultinginbetterdecisionmaking.

• Increasedvolumeofinformation.

• Increasedproductivity.

• Itfreesuptheworkforcetoundertakeworkrequiringskillandjudgment.

• Greaterconsistency.

DisadvantagesofInformationTechnology

• Therearecostsofinstallingandrunningtheequipment.

• Costoftrainingstaff.

• Redundancycostsincurredifanystaffarebeingreplacedbytechnology.

• Theproblemofsecurity,confidentialityandcompliancewiththedata

protectionact.

• Possiblestaffresistance.

• Healthproblems,forexample,computersarenotgoodfortheeyesand

theVDUcanbeharmfultounbornbabies.

Computers

• Allcomputershavetwomainparts–hardware(physicalcomponents)

andsoftware(theprogramminginstructionsthatmakethephysical

componentwork).

Hardwareconsistsofthefollowing

• InputDevices–Usedtogetdataintothecomputere.g.thekeyboard,

mouseandscanner.

• CentralProcessingUnit–Thisisthebrainofthecomputer.Ithasthe

abilitytofetch,decodeandexecuteinstructions.



• Back-UpDataStorage–Theystoredatawhenthepoweristurnedoff.

• OutputDevices–Maketheprocesseddataavailabletotheusere.g.the

printerandthevisualdisplayunit.

Softwareconsistsof:

• OperatingSystems–Thesoftwarethatcontrolstheallocationand

usageofhardwaresuchasmemory,CPUtime,diskspaceandperipheral

devices.Thisisthefoundationonwhichapplicationsarebuilt.

• ApplicationsSoftware–Areprogramsdesignedtoassistthe

performanceofspecifictaskssuchaswordprocessing,spreadsheets

anddatabases.

• Themainapplicationsarethefollowing:

• WordProcessing–Allowyoutokeyintextandsolveit.Changescan

bemadetothetextanditcanbeprintedout.

• Database–Allowyoutostoreinformationinrecordformat.The

informationcanbesaved,amended,sortedandsearched.

• SpreadsheetApplication–Allowyoutoenterdataintoagridand

savetheinformation.Youcanperformnumericalcalculations.

• ComputerArt–Allowyoutodrawshapesandusepatterns.

• StockControlApplications–Allowyoutosetupstockcontrol

systemsandenterinformationaboutstockheldandsaveit.Youcan

amendtheinformationandprintoutstocklistsandsummaryreports.

• ControlTechnology–Allowsyoutousetechnologytocontrol

devices,suchasrobotsandscreenturtlestoperformtasks.

ComputersandManufacturing

Computersareusedin:

• Designingproducts.

• Themanufacturingprocess.

• Productionplanning.



• Monitoringandcontrol.

Computer-AidedDesign(CAD)

• Thisapplicationallowsthedesignertoproducetwoandthree

dimensionaldesignsonacomputerscreenwheretheycanbequickly

andeasilymodified.Itcanbeusedtostimulateperformancetoobviate

theneedtoconstructaprototype.

AdvantagesInclude:

• Itsavestimeindesigning.

• Itiseasytomodifydesigns.

• Drawingscanberotatedtoviewthedesignfromdifferentperspectives.

• Itispossibletocalculatefinancialstressaspartofthedesignprocess.

• Itleadstoenhancedqualityandconsistency.

Computer-AidedManufacturing(CAM)

• Thisinvolvestheuseofcomputersinavarietyofmanufacturingtasks

beyondtheuseofrobotsontheproductionline.

ComputerIntegratedManufacturing(CIM)

• Takesastagefurther,withtheuseofcomputerstocoordinateevery

aspectofproductionfromdesign,throughstockcontroltoproduction

schedulingandcontrol.Itinvolves:

• C.A.D.

• Flexiblemanufacturingsystemsorhighlyautomatedmanufacturing

systemsthatarecomputercontrolledandcapableofproducinga

familyofproductsinaflexiblemanner.

• Robots(artificialdevicesabletoperformfunctionsordinarilycarried

outbyhumanbeings).

• Numericallycontrolledmachinesthatrespondtoprogrammed

instructions.



TheBenefitsofComputerIntegratedManufacturingare:

• Increasedproductivity.

• Reductioninwaitingtimes.

• Greaterconsistency.

• Greaterflexibility.

• Improvedcoordinationofallfactoryoperations.

• Directandflexiblecontrolofmachinetools.

• Economiesinoperationbyvirtueofcontinuoususeofequipmentandthe

avoidanceofbottlenecks.

TheInternet

• ItistheworldwidecomputernetworkthatcarriestheWorldWideWeb,

electronicmailandotherservices.

• Thewebisalargecollectionofinformationstoredonaworldwide

networkofcomputers.

OpportunitiesoftheInternetinBusiness

• Advertisingthefirm’sproducts.

• Sellinggoodsandservices.

• Deliveryofservices,suchasadistance-basedtrainingcourseor

electronicnewspapers.

• Recruitmentofemployees,byadvertisingvacancies.

• Communicationintheformofe-mail.

• Informationdisseminationtocustomers,suppliersandthepublic.

BenefitsofUsingtheInternet

• Providescheapandefficientlong-distancecommunication.

• Offersunlimitedpotentialforpersonalnetworking.



• Offersaplatformforbusinesstransactions.

• Hasworldwidepotentialformarketing.

• Opensupworldwidesourcesofinformation.

• Isdemocraticandopen.

DisadvantagesofUsingtheInternet

• Itstillmainlycarriesinformationthatorganisationsgiveawayfreeof

charge.

• Itincludesincomplete,trivialandillegalinformation.

• Itcanbeslow,bothtoconnectandtouse.

• Itcanproduceinformationoverload.

• Employeescanwastevaluabletimesurfingthenet.

• Securityandtrustarenecessary.

Automation/ApplicationTechnology

• Processwherebyafirmengagesintheuseoftechnologicallyadvanced

machineries,processesandequipment.

ManufacturingTechnology

• Thisreferstotoolsusedintheconversionofrawmaterialsintofinished

andsemi-finishedgoods.

OfficeTechnology

• Thisreferstoasetofdevicesusedintheofficesuchascomputer,

laptops,photocopiers,faxmachines,telephonesandprinters.



******reliable,completeness,timeliness,auditability,


