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ORGANIZATIONAL GOALS

After studying this chapter, you should be able to:

A Identify why organizational goals are impotttb managerial activities.

A Discuss the three types of organizational goatst@ow they are applied to
the managerial hierarchy.

A Describe the factors that influence the dgoahulation process.

A Discuss the various technigues managers usednaging multiple goals.

A Recognize the distinction between organizati@ifitiency and effective-
ness.

A Identify the various approaches managers useadsessing organizational
effectiveness.
A Apply criteria for assessing organizationdtefiveness.

All organizations have goals that direct activittdsmembers. An organi-
zational goal is defined as a desired state ofraffahich the organization
attempts to realiz& Organizations can differ widely in activities thare
directed toward goal achievement. Also, goals witen change as the
organization grows or faces new situations in tidrenment. For exam-
ple, if we examine organizations in a single indysgoals may differ
depending on organization size and growth. A newmater software
firm may emphasize a goal of survival in its figgars of operation. A
more established firm in the computer software sidumay have goals
of greater growth and profitability. Other computiems may have goals
of achieving dominance in the industry or recogmitfor quality soft-
ware products. Managers of a hospital, on the dtlaed, may establish
goals of providing low-cost health care, avoidirabaor strikes, and
recruiting the best graduates from medical schools.

It is important for managers to understand whatggaee appropri-
ate for their organizations. Goals are importantawse they provide
members with a direction in which the organizatibasires to move.
Goals also assist managers in the selection dfegies and the identifi-
cation of department and member objectives; théyrim the public as to
the organization's intentions; and they provideasi® for judging the
effectiveness of the organization's activities.

This chapter will examine the role that organizagibgoals and
effectiveness play in directing managers towarasssful outcomes. We
will determine why goals are important and identiypes of goals, We
will also suggest techniques for managing multgbals in an organiza-
tion. Finally, we will introduce a framework fordging organizational
effectiveness.

1. A. Etzioni, ModerrOrganizations (Englewood Cliffs, NJ: Prentice-Hall, 1964], 6:
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This chapter will also provide the foundation tar aiscussion of
strategic management in Chapter 6 and the plarfuimction of manage-
ment in Chapter 7. We will learn that organizatiosfrategies evolve
from goals and that planning is a direct outcomé¢hefstrategy organiza-
tion managers select for their organizations. FegbHl provides a model
depicting the relationships between an organizasi@nvironment,
goals, strategies, and plans. As depicted in tgaerd, managers make
decisions that establish organizational goals. &lgeisions are made in

regard to the conditions in the organization's eanunent as described in
Chapter 4.

Figure 3-1 RELATIONSHIPS AMONG AN
ORGANIZATION'S ENVIRONMENT, GOALS,
STRATEGIES, AND PLANS

Task
Environment
Plans' Strategies Mission Goals
Legitimacy
Manager's Decisions
Task
Environment

THE IMPORTANCE OF ORGANIZATIONAL GOALS

After examining an annual report or reading a @raof an organi-
zation, many individuals come to the conclusiort tihe goals stated in
these documents are simply "for show." Phrases asclproduce a qual-
ity product/* "seek growth/' "innovative leadershighigh profit,” or
"enhance humanity" appear to be more the work ofeative marketing
director than the substance of what top organipati@anagers are really
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It is important
that managers
define and
communicate
organizational
goals to
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trying to accomplish. While in some instances mamaglo ighore the
stated goals of the organization, It would be wrtmgssume that stated
goals are of little or no importance to the actestof the organization.
Organizational goals have two major functions. t-igeals affect the way
the organization relates to the environment; thathie presence of goals
serves to clarify organizational activities anditheonnection to other
organizations, groups, and individuals in the emwinent. The second
major function of goals concerns their importanee the internal
activities of the organization. Goals provide masragand members with
knowledge of task scope, decision guidelines, nmathof motivation,
performance criteria, and a rationale for orgamjzifihese attributes of
goals serve to generate member commitment andagseralentification
with the organization. Therefore, one responsipilif management is to
define and communicate organizational goals to negmhnd to society.

External Importance of Goals

Goals are important for relating the organizationits environ-
ment. Goals provide information about the purpasission, and legiti-
macy of organizational activities.

Purpose. The purpose of an organization is the broad intent or
reason for the organization's existence. We caw ¥ie purpose of an
organization as the desire to provide a good oviserand to survive.
Without some purpose, the organization need nadtegdoals serve to
emphasize the purpose by announcing to society thieadrganization's
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intentions are, The purpose of the Chicago Musetiarbis to expose
patrons to artistic productions. The purpose of@héago Bears football
team is to earn a profit for the team's owners. pligpose of the state of
Florida is to provide citizens with social serviaasd protection.

Organizations, however, must continually contenthvaurvival.
For some organizations, particularly newly creabe@s, survival is the
ultimate goal. However, there have been many itg#anvhen more
mature organizations were unable to achieve thé afosurvival. Braniff
Airlines, W. T. Grant, and Burger Chef are exampyésuch organiza-
tions. On the other hand, some organizations aeated with the
expressed intent of undergoing demise. Many retdtespartnerships
schedule a self-liquidation program after so maegrg of operation with
hopes of an adequate return on investment for Wreecs. Political cam-
paigns designed to elect officials often cease atpmrs the day after the
election. The desire to cease operations, howealas not necessarily
mean the organization is able to discontinue itsvdies. The Commit-
tee to Re-elect the President was formed in 1976léct Richard M.
Nixon to the Presidency but did not formally stgpecating until 1985,
13 years after the election was over!

Who determines what is the purpose of an orgamia&tinitially,
the purpose of an organization is determined byctkators of the organi-
zation. Over time, managers may change the punpasgnificant change
in the environment or activities is anticipatedr Ezample, during World
War Il, many manufacturing finns changed their s from generating
owner profit to supporting the Allies through weap@roduction. When
the war ended, the firms returned to their origimadpose of profit gener-
ation. Hence, a temporary change in the organiaatipurpose was made
by management.

Mission. Identification of an organization's purpose leaolghe
creation of a mission. Organizatiomaission is defined as the path man-
agers elect to pursue in order to achieve the @mapllany organizations
have the purpose of making a profit for the own&st multiple paths
can be pursued in order to achieve profit. Sholddrganization produce
computer software? baseball mitts? supersonic jets®etermining the
mission of a business organization, founders oragars identify a prod-
uct and a market in which to pursue customers. @pation of the
product and market can be stated in broad or nateoms. A company,
for instance, may define its mission as that ofodrproducer or energy
producer. The former focuses the organization amsuamers of oil. The
latter focuses the organization on energy produactibich may include
oil, water, sun, or wind as sources of power. Gomisthe form of the
organization's mission, serve to direct managexitntion to the needs
and wants of a group of customers that it desioe®ach.

Selecting an organizational mission is a criticatidion. Stuckey's
Inc., a restaurant chain, saw its mission as pingiticonvenient, moder-
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ately priced home cooking" to travelers along thterstates. The compa-
ny enjoyed tremendous success until the late 19T@s interstate trav-
el decreased and consumer tastes shifted to marengt cuisine. By
defining its mission as servicing interstate custosnrather than dine-
Out customers in general, Stuckey's was forcedoseanost of its intern-
state facilities. Thus, an organization's missicayrbe broadly or nar-
rowly defined by management. The choice can hawgaificant and
long-lasting effect on an organization's ability dohieve its purpose.
Goals should not only specify the customer the oiggion desires to
reach, but also should be updated and modified &yagement according
to changing conditions in the external environment.

Legitimacy. Legitimacy is the acceptance of the organization's
activities by nonmembers of the organization. Orgational goals are
important for legitimizing the activities of theganization to important
elements in the external environment. In the UnBeates, many organi-
zations achieve initial legitimacy through govermta granting of a
legal charter. Legal charters differ based on h@weghment views the
purpose and mission of the organization. Not-fafiprorganizations are
granted charters that enable managers to providdsggor services that
are deemed necessary for the welfare of the soeiety when it results in
noncompetitive pricing. For-profit organization® agranted rights to pro-
duce goods and services provided they do not enigagefair trade prac-
tices. They also must file appropriate forms aneado pay a percentage
of their revenue to the government in the formaxes. The stated goal
serves to legitimize the intent of the organizatiorthose constituencies
in the external environment.

Organizational legitimacy always comes from factorshe exter-
nal environment. Consumers legitimize an organdratihnrough pur-
chase of its products or services. Regulatory agerdetermine whether
the organization has faithfully fulfilled the crita of its charter. Unions
express approval or disapproval of organizationaktices. Managers
must continually relate the goals of the organmatio external constitu-
ents in order to avoid the loss of legitimacy.

Numerous organizations have had to face a "crislegitimacy."
Firms in the cigarette industry have had to conteitdl published medi-
cal research linking smoking with cancer. As a lgeghe government
has decided that advertising of cigarettes on tsilew is illegitimate.
Amway, a distributor of home products, was chalehy the U.S. Inter-
nal Revenue Service concerning whether its goaltwgsoduce and sell
goods for the home or to provide a tax shelterttiose granted distribu-
torships. Bookstores selling pornographic materiese been picketed
by groups claiming the material is morally and lggavithout justifica-
tion. And some political groups that advocate dweriv of governments
or hatred toward minority groups find obtainingitegacy in the broader
society problematic.
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Organization legitimacy is usually a product of thdtural and
legal system in which the organization operatesnWarganizations,
recognizing that what is not legitimate in the @ditStates may be legiti-
mate in some foreign countries, will move their gt®ns outside of the
United States. The formation of cartels, unlawfulkhe United States, is
legal in many European countries. And many commuegsintries will
not allow the formation of organizations within théoundaries if the
stated goal is to make a profit for the owners.

Managers of organizations must recognize that geafge to gen-
erate and maintain support among constituents enettternal environ-
ment. Oftentimes, when managers recognize that tipeal is losing
legitimacy, they will seek a new purpose or missionthe organization.
Philip Morris, for instance, in recognizing thagarette production was
losing legitimacy, redefined its mission from tludita tobacco producer to
that of a producer of consumable goods. As a rethdtfirm entered the
beer industry through the acquisition of Miller Brery, obtained Barba-
sol shaving cream, and has placed greater empbasikBe sale of ciga-
rettes in overseas markets where smoking is vieivde a. more accept-
able practice. More recently, Philip Morris hasettito recapture
legitimacy of cigarette sales as suggested in 8dnél.

SITUATION 1 On
the Offensive

Philip Morris Companies, the nation's largest cigarette maker, has begun a
counterattack against smoking's opponents. It has clone so in the belief that
public attitudes toward tobacco have grown more hostile in recent years. The
company says it hopes to reverse that trend and thereby ease pressure on
smokers, who are being shunted away more and more from nonsmoking
areas and accused of harming other people with their habit. "We want smok-
ers to enjoy their cigarettes tn peace," says Frank Resnick, the president of
the company's domestic tobacco business.

The campaign, of course, isn't entirely motivated by solicitousness for
smokers. Philip Morris also fears that anti-smoking pressure is contributing to
the decline in cigarette consumption. Industry analysts figure that the compa-
ny is fighting harder now partly because courts are trying a new wave of
product-liability suits that question the legitimacy of the product and the legal
responsibility of manufacturers.

The company is taking the following steps to counter claims that ciga-
rettes are a harmful and illegitimate product:

A It is trying to build a case that tobacco companies aren't get-
ting a fair shake from the media.

A [t portrays smoking as a civil rights rather than a health issue,
in hopes of eliciting support from both smokers and non-
smokers.
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A It is publishing a free quarterly magazine that it expects to
reach one million smokers by the end of the year.

A It puts inserts into cigarette packs exhorting smokers to rebel
against tobacco taxes.

A It has persuaded two law firms that represent cigarette mak-
ers in product-liability suits to hire a high-powered outside
public relations expert to court the media on the liability issue.

Philip Morris's Mr. Resnick concedes that his company may be starting
"ten years too late" in fighting harder against anti-smoking activists. But he is
convinced that it is possible to change minds.

Source: Reprinted by permission of The Wall Street Journal. % Dow Jones

Company, Inc. (February 4, 1986). All Rights Reserved.

Internal Importance of Goals

Goals also provide important information to membefsthe
organization. Members are informed about task scdpeision guide-
lines,, methods of motivation, standards of perfamoe, and the rationalg
for organizing.

Task Scope. Goals can affeet how members of the organizatjon

view the scope of their tasks. Consider two stanlestment firms. One
has the stated goal of producing a safe, low-redle of return for its
investors. The other has a stated goal of high trdwt considerable risK
in returns for investors. Managers in the low-riekestment firm will

focus their tasks on the search and purchase afidial instruments that
guarantee a certain rate of return. One might exjmecinvestment port-
folio to be dominated by U.S. Treasury Securitie\AA bonds. Manag-
ers in the high-risk investment firm will focus théasks on the search
for and purchase of financial instruments that haveromise of high
growth but little guarantee. Investment portfolimsy consist of young

firms in high-technology industries or firms thatpear to be strong cang

didates for acquisition or merger. Hence, the dtgimal of the organiza-
tion serves to direct managers to task activities will optimize their.
chances of achieving the goal.

While directing members of the organization towdsasired out-
comes, goals also inform members which activiteavoid. One would
not, for instance, expect a financial manager Hagdlow-risk invest-
ments to be conducting research on the option®imuodities maiket.
Goals should provide all members of the organipatiith a clear under-
standing of what tasks are appropriate and whéstase inappropriate,

Decision Guidelines. Goals serve to establish decision guid
lines for organization managers. If the stated gbaln organization is to

3~
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be responsive to customer needs, it would be apijatepfor a sales man-
ager to make decisions about the payment of puechpsoducts. A sales
manager may, for instance, decide to create a paymed shipping
schedule that would conform to the customer's ¢kst position. If the

stated goal is to avoid accounts with the poteritaldelinquency, then
the sales manager may have little decision oppdstua create a ship-
ping and payment schedule other than one preschiatdbper manage-
ment.

Similar to that of task scope, organizational gaae/e to establish
and constrain decision guidelines for organizatmmembers. Goals
inform and justify to members the constraints oeirttdecisions which
ultimately should enhance the achievement of theest goal.

Methods of Motivation. Goals provide the foundation to moti-
vate organization members to perform at high lev@sals serve as
incentives for members, particularly when the aebiment of the goal is
linked directly to rewards such as promotions, 13alacreases, stock
options, or recognition. Goals can further fostestiwation through
strong member identification with the purpose af goal. Many individ-
uals who have joined the Peace Corps were motivadethy the prospect
of material rewards, but rather by a firm beliefamd commitment to the
goal of assisting people living in countries witarsh living conditions.

Standards of Performance. Goals provide a standard for assess-
ing and evaluating performance. Standards can wagr time and be
distributed throughout the organization. A goalrapid growth requires
upper management to establish specific standards ahat constitutes
rapid growth. Upper management may examine last'ysales record
and determine that a 25 percent increase in salegéded to achieve
"rapid growth." Once criteria have been establish&dndards can be
assigned to members and their activities reflecthegexpected contribu-
tion they would make to the overall goal. At thedeof the year, each
member would be evaluated to determine her or bggak of success in
achieving the desired outcome. Thus, the orgamimratigoal serves as a
vehicle for generating and evaluating standardgeoformance within the
organization.

Rationale for Organizing. A continual concern of managers is
the creation and maintenance of organization atrest Organizational
goals provide the basis for selecting the correaoinfand fit of structure.
In an uncertain environment, managers would wardadopt structures
that are loose and flexible. Organizations facingeats in the environ-
ment will try to adopt structures that will enaldecision makers to
mobilize resources quickly and efficiently. Fortasce, the armed forces
have much different structures than computer satwiams. The U.S.
Air Force, for example, must be constantly on thetdor foreign intru-
sions of airspace. While a computer software firayrface threats from
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competitors, it is not a life or death situatiom foembers of the firm,
Rather, survival is usually dependent on die degfeeember creativity.
Thus., the U.S. Air Force adopts structures thghhemize regimentation
and rapid mobilization of weapons and combat uwifisle a computer
software firm adopts flexible structures that erdeamember creativity.

Goals are important to an organization. They sdovdink the
organization with its environment by expressing fha&pose of the
organization, identifying the mission, and genemtiegitimacy with
nonmembers. Internally, goals are important lowvjaimg members with
a means for identifying the scope of their taskstalglishing decision
guidelines, motivating members to excel, creatitamdards by which to
measure performance, and providing a rationaleofganizing. For these
reasons, managers must actively communicate, &tesuand, if neces-
sary, modify organizational goals in order to irage the overall perfor-
mance of the organization.

TYPES OF GOALS

Organizations are best understood as pursuing mphaltyjoals
simultaneously. Organizational goals can be divioitd three types, for
which different parts of the organization assunspoasibility. Top man-
agement is responsible for official goals, or thémenally stated, of the
organization. Middle management is responsibledfoerative goals, or
those goals concerning operating policies of thlganization. Operational
goals are the responsibility of first-line supeors and employees and
have2 built-in standards of behavior, performand&eiga, and completion
time.

Official goals are usually the most abstract amdi teo be open-end
goals. Open-end goals are those that lack spetidéiasurement or time
criteria for completion. Operational goals are thest concrete and are
usually closed-end. Closed-end goals identify $metime and measure-
ment criteria for the completion of the gdabperative goals are usually a
mix of both open-end and closed-end. They direaidi@ managers
toward a desired outcome, but do not specify arctethiae for complet-
ing the activity, nor do they provide a specificasare of performance.

The three types of goals can be arranged on a regahbierarchy
in which operative goals are derived from officiplals and operational
goals are derived from operative goals. Figuredeficts the relationships
among these three types of goals within the hibesaat the organization.

2. C. Perrow, "The Analysis of Goals in Complex @nrigations,"American Socio-
logical Review 26 (1961): 854-66.

A. M. D. RichardsOrganizational Goal Sructures (St. Paul, MN: West Publishing
Company, 1978)
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Figure 5-2 ORGANIZATIONAL GOALS
BY MANAGERIAL HIERARCHY
ABSTRACT OPEN-END
Official Goals Top
Management
j$M&: Operative Goals
JsHHEMicidje Management
CONCRETE J/st-line Management CLOSED-
ARP END

Official Goals

Official goals are the formally stated goals of thrganization as
described in a charter, annual report, or policyhaa. As such, they are
often written in abstract terms and express the@se and mission of
the organization. Generally, official goals aretedost in content and as
such are not readily measurable. Official goals &#d to be open-end in
that they lack closure. That is, there is nothinghie statement of the
goal to indicate to a member when the goal has laeenmplished. For
example, five official goals of lowa Beef Processa leader in the meat
processing industry, are:

A To provide ourselves and our shareholders witintomled
growth and a return on their investment consistéttt reason-
able risk.

A To serve real needs and to help feed a hungrjdw

A To be a responsible member of our society.

A To provide the best of markets to our produc#rs,finest prod-
ucts to our customers, and excel in our serviceat.

A To provide a part of the jobs that are so neagsta the eco-
nomic health of our home communitiés.

The official goal statement of lowa Beef Processndicates that
thefirm's intentions are to: [1) obtain profits; (Zrse the world; [3] be

4. See lowa Beef Processors, Annual Report [1978)
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socially responsible; [4] produce quality produatsl service; and (5) pro-
vide employment. As stated, the official goals itifgnto constituencies
in the environment a purpose [e.g., obtain prgfissmission (e.g., con-
trolled growthl; and legitimacy (e.g., be respotesilserve needs, and prof
vide economic health], The official goals also pdava basis for guiding
members in task scope [e.g., provide the finestiyets); decision guide-
lines [e.g., investment with reasonable risk); wation (e.g., serve real
needsl; standards of performance (e.g., excel insewice!; and a ratio-
nale for organizing (e.g., provide jobs to home oamities). Thus, the
five stated official goals of lowa Beef Processexpress the importance of
establishing links with the environment and encgeramployee com-
mitment to and identification with the firm.

The official goal statement of lowa Beef Processestablishes
links with external constituencies and firm membefowever, the
wording itself does not provide specific directionaction to be taken.
That is, the official goal statements are abstraReasonable risk,"
"serve real needs," "be a responsible member,"santbrth are open to
debate among top managers. What is "reasonablsuséunreasonable”
risk? How are "real needs" determined! When isabmpany "responsi-
ble" or "irresponsible™? The official goal staterteenf lowa Beef Proces-
sors are also open-end. The statements do notatedichen the goal will
be accomplished. Rather, it is implied that thelg@ae to be ongoing
concerns of top management.

Despite the level of abstraction and lack of clesuwfficial goals
can be beneficial to the success of the organinaticer time. The
abstract wording allows top management to adapardegtional activi-
ties to changes in the environment. On the othexdh#he statements
restrict top management from developing some &aaivi For instance,
the official goals of lowa Beef Processors do midkdear that production
of automobiles would be inappropriate. By statihg Dfficial goals as
open-end, top management and others in the orgémzare informed
that the goals are not to be interpreted as tempoRather, they are to
be accomplished on a continual basis.

While top management has an opportunity to deciole boals
will be accomplished, other responsibilities argdartant as well. Top
management must set targets for middle and firgt-hanagers in the
organization. If these targets are not met satisfdg, it is often top
managers who are removed from their positions. Thus important for
top management to express clearly targets to bengalcshed in a given
year and then communicate those targets to depattheads.

Operative Goals

Operative goals are the ends sought through theahoperating
policies of the organization. Operative goals amraerconcrete than offi-
cial goals and consist of a mix between closedardiopen-end dimen-
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sions. Operative goals are often redefined on ayéasis. Adjustments
to the operative goal are made with informationnfrthe prior year's
performance, a forecast of environmental trendg] aramination of
competitors' performance. Peter Drucker has idiectieight types of
operative goals found within most organizations.

Marketing. Marketing goals address the intent of the organiza-
tion with respect to what it wants to accomplisithin markets. Mar-
keting goals are usually the responsibility of arkeéing or sales depart-
ment. Increases in customer satisfaction, changesaducts, expansion
of product lines, and growth in sales are each gkesnof operative goals
for a marketing department.

Innovation. Innovation goals are directed toward the develop-
ment of new products, services, or a new manufagysrocess. Innova-
tion goals are often the responsibility of reseaactd development or
engineering departments. Innovation goals may tittee research and
development department to "develop two new produetsto "reduce
production waste."

Profitability. Profitability in for-profit organizations is an oxe
all organizational concern, but also can be assigoespecific depart-
ments or profit centers. Profitability goals can deressed in terms of
return on investment, net income after taxes, oniegs per share. An
increase in return on investment of a departmesriesbutlet in Fresno,
California, or an increase in net income from thierpyear in the sausage
division of lowa Beef Processors would exemplifgrafitability goal. Not-
for-profit organizations often use financial ratites obtain profitability
goals such as decreasing average expenses pdrsgdived.

Physical Resources. Physical resource goals address perfor-
mance levels of the tangible assets of the orgtinizaPlants and facili-
ties, production capacity, inventory capacity, @nd amount and quality
of goods or services received from suppliers ar@mgles of tangible
assets. Physical resource goals, like profitabdibals, can be assigned to
many departments in the organization or to one deyat such as pro-
duction. Additional classroom space may be a playsiesource goal of a
business school that is experiencing increasedlemznt.

Financial Resources. Financial resource goals are concerned
with the acquisition of capital to maintain orgaatipnal operations.
Short- and long-term debt, accounts receivable, @aydnents for raw

5. P. F. DruckerManagement: Tasks, Responsihilities, Practices (New York: Harper
and Row Publishers, 1974), 100,
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materials and supplies are focuses of financialuese goals. Finance or
purchasing departments would normally be assighede goals. The
repurchasing of outstanding common stock could beamcial resource
goal of a firm seeking to prevent a takeover moyeabother firm.

Human Resources. Human resource goals relate to the recruit-
ment and development of organization members. Huraaource goals
may address issues of staffing, absenteeism, terndnaining, and pro-
motion of members. Human resource goals are ofteigmed to person-
nel departments, but also may be the responsihifitall departments
within the organization. Reduction of absenteeisimyre a human:
resource goal assigned to each department in tfenization. Increasing
the number of applicants with an MBA degree mayaldaiman resource
goal of a personnel department.

Productivity. Productivity goals concern the levels of output
per worker. The greater the level of output perke&orthe more efficient
the production process. Productivity goals are comrn production
departments, but also can be applied to other thapats in the organi-
zation. Productivity of sales forces can be deteealiby dividing dollars
of sales by total expenses required to make thes sAl productivity goal
of Del Monte foods may be to decrease costs pérafifiroduction in the
pickle packing plant.

Social Responsibility. Social responsibility goals pertain to the
organization's relationship with the societiesteta or communities
that are affected by its activities. Many organiaas have establishec
consumer affairs and public relations department®wndations in orde
to achieve social responsibility goals. Reductiormpollution emissions
increases in minority hirings, and contributionspublic television con
stitute goals derived from social responsibility.

The attainment of operative goals is the respolisitof rniddl
managers who receive directives from top managenmies managi
ment derives operative goals from the official goahd creates measim
by forecasting environmental trends, evaluatingt pesformance, at
examining performance of competitors. Operativelgyase then assigns
to the department and manager that will be respbta$or their compl
tion. It is essential that top management commuerit¢he intent at
purpose of the operative goal to members of eapadment.

Operational Goals

Operational goals have built-in standards of batrayierformar
criteria, and completion time. Operational goaks eoncrete and closi
end. Operational goals inform first-line managend amembers ol i
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organization how and when the goal will be attain&l operational goal
is derived from an operative goal. The linkage ffic@l, operative, and
operational goals is referred to as the hierardhyoals. Figure 5-3 shows
the way in which official, operative, and opera@brgoals are linked
together. It is important to recognize that theasaplishment of opera-
tional goals leads to the accomplishment of opegagoals, which in turn
enables the organization to fulfill official goatd the top level of the
organization.

Figure 5-3 THE HIERARCHY OF GOALS
Official Goals
Operative Operative Operative,
Goal A Goal B Goal C
Operational Goals Operational Goals Operational Goals
Al A2 A3 Bl B2 B3 Cl C2 C3

Operational goals provide a concrete idea of wha&ixpected from
them. The operative goal of "increasing sales ofiBct A" can be rewrit-
ten into operational terms by stating "increasiates of Product A in
1991 by 15 percent over last year through hiring Bales representatives
to cover the New England states." Operational goatsbe further speci-
fied, such as assigning one manager the task atilax 20 potential
applicants for the sales representative job by Bmtoef 1990. Additional
managers can be assigned the responsibility of sefing sales territory
in New England into five units by November of 19%dgure 5-4 shows
how lowa Beef Processors might derive both opeeatimd operational
goals from their official goal statement.

FORMULATING GOALS

Goal formulation is a critical task for top managam Several
guestions must be considered by top managementt Ydzds do they
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Figure 5-4 - POSSIBLE OPERATIVE AND OPERATIONAL GOALS
A BASED ON LOWA BEEF PROCESSORS' OFFICIAL GOALS
Official Goals
1 Obtain ﬂroflts for shareholders with controlledwtio.
2. Feed a hungry world

3 Be a responS|bIe member of our society.
4. Provide the best markets, finest p|p_duej8, anel @xservice.
5. Provide jobs to the communlty

Operative Goals Operational Goals

L. Expand sales in markets that area; Hire additional sales force to sell beef in mavheith
profitable. a. minimum 10 percent ROI. _
b. Export cured beef products, to China.
c. Increase advertising budget by 15 percent.

2.Send surplus meal 40. $amirie- a. Prepare plans for shipment of surplus meat eagrs
stricken nations. b. Coordinate plans with United Nations relief pro
grams,

3. Reduce plant pollution due to a Purchase waste dumpslte that is removed framy liv
dumping of cattle slaughter waste.  greas.

b. Increase research budget by-'5 percent to dgvelo
water treatment hydraulics;

4. Reduce salt content of cured bee'a, Purchase 3 tons of low”sodiurn sal.
and identify important consumer b, Accelerate curing process of beef by 20 percent.

trends. e. Establish a consumer hotline to respond to coasu
concerns.
5. Hire workers who: live; aeai i$ie a. Hire workers who live within 50 miles of the miia
plants. b. Hire workers who have been laid off the longest.

c. Establish a program to project labor needs @gex-
month interval.

want the organization to achieve? What goals dy tiedieve they can
achieve? The type of competition the organizatiarsinface, the availa-
bility of resources to the organization, constraiimposed on organiza”®
tional activities by laws, and skill levels amongmbers of the organiza-
tion must all be taken into account in the goalnfatation process.
Simply the desire to be profitable and provide fuaroducts or services
to consumers is not all that should be considenedop management
when goals axe formulated. Management also must haslear under-
standing of the organizational context in whiclojgerates in order to
discriminate between unrealistic and realistic goMuch of this under-
standing can be obtained by identifying external iewernal factors asso-
ciated with organizational goal formulation.
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External Factors and Goal Formulation

James Thompson and William McEwen have provideddahfor
understanding the goal formulation process basethenorganization's
relationship with its environmefitThey stress that organizations can be
placed on a continuum where at one end the orgamizdas a strong
influence over its environment and at the other #gredenvironment has
a strong influence over the organization. While thargjanizations reside
somewhere in the middle, goals are formulated eitheough competi-
tive factors or through cooperative factors suctbasyaining, co-opta-
tion, or coalitions.

Competition. Competition implies that an element of rivalry
exists between two or more organizations. Commeatican exist over
customers, raw materials, personnel, or sociatilagcy. With competi-
tion, managers are relatively free to formulatelgdesed solely on com-
petitive considerations. However, even under coowiit of competition,
the organization can be constrained by noncompetftictors. Suppliers
may simply refuse to sell products or serviceshmdrganization because
they dislike the management of the company. Govemtsmay con-
strain goal formulation by dictating what are amd aot acceptable goals
of the company. Or, customers may choose to puecloaty products
which are made in America.

Historically, large multinational corporations haveme closest to
organizations able to formulate goals based on ebitipn. Recently,
however, this type of goal formulation has beerbpFmatic. Opposition
to apartheid in South Africa, for instance, haséor many multinational
companies doing business in that country to refdateugoals based on
ethical considerations. Revelations that officiafsforeign governments
have been bribed by managers of multinational carngsahave resulted
in the expulsioroi many firms from the host country. Assresult, many
companies doing business overseas have had tomeffie goals. Thus,
even managers of organizations that have largaenfie over their envi-
ronment are not necessarily able to formulate gbatsed solely on com-
petitive considerations.

Cooper ation. At the other end of the goal formulation continu-
um is cooperationCooper ation is pursued by managers when other orga-
nizations in the environment have a strong infleeawer their organiza-
tion. There are three ways to formulate goals thlowooperation:
bargaining, co-optation, and coalition.

6. J. D. Thompson and W.}. McEwen, "OrganizatioBakls and Environment: Goal-
Setting as an Interaction ProcesAtierican Sociological Review 13 (1958): 23-31.
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Bargaining, Bargaining refers to the negotiation of an agreement for the
exchange of goods or services between two or mganaations. Manag-
ers formulate goals with respect to maintainingeagnents that have
been established with suppliers or buyers. Goalsriay result in tenni-
nation of agreements or lead to dissatisfactionregrsuppliers or buyers
may be rejected if management believes it musticoatto maintain the
relationships.

The role of bargaining and its relationship to gimamulation are
readily observed in negotiations between labor nmiand management.
Unions supply labor to an organization, usually eman agreement that
is periodically renegotiated. Management must fdeteu its goals
depending on the nature of the agreement that &éas bargained with
labor. For instance, the union representing bakglmyers has a strong
impact on the formulation of goals by owners. Thayprs' union can
command strong influence largely because a substiteisource (i.e.,
baseball players) is not readily available.

Co-optation. Co-optation occurs when an organization must absorb:
new elements into the goal decision process as anmef averting;
threats to the organization's stability or survivab-optation constrains
the formulation of goals because the desired gasdtrbe acceptable to
the co-opted party.

For instance, when Chrysler Corporation faced thesbility of
failure in the late 1970s, it needed cooperatianfiabor in order t
avoid costly strikes and to reduce labor costsoBtain these guarantedg,
top management of Chrysler had to agree to acceptdge Fraser, the
the president of the United Auto Workers Union,aasember of th
board of directors. While this move alarmed mangpooate executive
both within and outside of the auto industry, thsult was a more coo
erative relationship between the union and the anyplindeed,
observers have credited this move as a major reabgrChrysler wa
able to save itself from bankruptcy. Co-optatiomlso common amor.
young, entrepreneurial firms. Often, young firmsgshincludehi
executives or venture capitalists on their boarfddil@ctors in order
obtain the necessary cash to continue operatidms.r@sult is that sori|
goals must he modified to satisfy the additionattypan the decision”
process.

Coalition, In reference to external factoralition refers to a combing-
tion of two or more organizations joined to achi@veommon purposg.
For some organizations, the failure to locate @angarto form a coalitio

results in an inability to achieve a desired g@éah the other hand,ja
coalition usually means that the desired goal bexsonompromised s
each organization in the coalition seeks to forteuthe goal in a manngr
that is most advantageous for it. Coalitions alstwoduce veto powdr
which establishes further constraints on the goahfulation process
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For example, American Motors Corporation teamedwith
Renault of France because AMC lacked the abilitgdsign and produce
a small car on its own that would appeal to a sidfit number of con-
sumers. One condition of the venture was the enipt@asthe Renault
name over AMC which provided Renault with direct@ss to the United
States market.

Managers need to recognize that the environmemdntes con-
straints on the goal formulation process. While sguoals may be highly
desired by management, the pursuit of those goag be infeasible
without support from other organizations. Generdllg larger and more
dominant an organization is within its market, there ability top man-
agement has to formulate goals based on its owmedeas to what the
organization should accomplish.

Internal Factors and Goal Formulation

There are several internal factors that furthevsdno constrain
management's formulation of goals. Richard Cyedt Bames March sug-
gest that goal formulation is an outcome of commpgtclaims for
resources among groups within the organizafi@roups form, when
organization members have identified common intsrésat they want
to promote. The formation of groups with a commoteiest may be by
department (e.g., research and development!; braidley [e.g., middle
managers),- or by distinct concerns or traits [exgpmen).

Three processes have an influence on goal fornuratiue to
groups within the organization competing for res@s:. They include
side payments, prior commitments, and organizatisiek.

Side Payments. Side payments are inducements that can be
used by groups to encourage others to join thepuisuit of their desired
goals. Side payments may include money, statusjl@ged treatment,
authority, or promises. Side payments, therefore,the price a group
pays to others to join it in support of a grouplgéar example, stockhold-
ers are induced by dividends to support the go&lop management;
production workers are induced through wage in@gds avoid strikes;
middle managers are offered promotions and moreefpace if they
agree to support a goal; or a marketing departmeay be granted the
opportunity to introduce a new product line if igraes to cut back
expenses in travel. The result in each case isgbals are formulated
based on the number and type of side paymentsadaito groups in the
organization.

7. R. Cyert and !. MarchA Behavioral Theory 0/ the Firm (Etiglewood Cliffs,
Prentice-Hall, J963)
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Prior Commitments. Prior commitments are guarantees or
promises made to others on actions to be takemeifiuture. Goal formu-
lation can be influenced by prior commitments méa@groups within
the organization. Prior commitments influence tbarfulation of goals
by limiting the availability of resources used &de payments within the
organization. For example, let's suppose that resend development is-
guaranteed an annual increase of 20 percent budget for the next five
years to induce it to eliminate work on high-teclogy products. Future
resources may not be available for side paymentdhter organizational
groups, such as marketing, which may prefer thedytion of high-
technology products. Thus, prior commitments maywesdo constrain
the ability of a group to influence goals in theuhe by diminishing its
resources to make side payments.

Organizational Slack. Fundamental to the processes of side
payments and prior commitments is the notion ofanigational slack.
Organizational slack is the difference between the total resources -avail
able to the organization and the total side paymardde to induce goal
support among organizational groups. Organizatislzalk can be viewed
as the balance of a bank account in which totaluess are deposits and
side payments are withdrawals. During times of egcesources [i.e..
increased organizational slack), weaker groupsnadie able to partici-
pate in the goal formulation process as side patgrtend to be generous,
However, when organizational slack is low, hardgaaming between
groups emerges and the weaker groups often mudficeathe pursuit of
their own goals.

The formulation of goals within organisations canunderstood
as the result of factors both external and intetpathe organization.
Managers must take account of the constraints ieghbos goal formula-
tion depending on the organization's relationshigh whe environment
and the degree of group bargaining resulting frewels of organizational
slack. Figure 5-5 depicts both the exteraal internal factors of an
organization that influence the goal formulatiogess.

MANAGING MULTIPLE GOALS

It is apparent from our discussion that organizegibave multiple
goals. Often, these goals are incompatible or mreonflict. Increasing
contributions to charitable organizations by a fimmay cause a decrease
in profits. Expanding a firm's market share carulem lower profit,
Thus, managers must make decisions about the ffadeden the
achievement of two goals simultaneously is not ipessFour techniques
that managers can use to decide which goals wikiehasized when
conflicts exist are satisficing, sequential attentipreference ordering,
and goal changes.
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Figure 5-5 INTERNAL, AND EXTERNAL-INfLXJENCES
ON GOAL FORMULATION

7 3

Competition NH A Co-optation

Cooperation ' "-priorCommitments = Coalition

Organizational Slack

Bargaining

Satisficing

Managers of organizations can choose to satisfieqr tevels of
performance across godlsSatisficing means that managers identify a
satisfactory, or suboptirnum, rather than optimwwel of performance
to be attained for each goal. This technique istrmosxmonly used when
management believes that optimum levels of perfogeacannot be
achieved for all goals, but the organization canaiord to fail in its
performance of any one goal. Thus, managers eskabticeptable levels
of performance for each goal, recognizing that rmpths may not be
achievable.

Sequential Attention

Managers may elect to shift their attention seqadgtfrom one
goal to the next over periods of time. Sequentitdrdion is most com-
monly used when certain time periods require greatiention to one
goal than to others or when a crisis occurs in éhganization that
requires managers to redirect their attention utiig problem is
resolved.

8. J. G. March and H. A. Simo@rganizations (New York: John Wiley & Sons, 1958]
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Toy manufacturers, for instance, focus their attenbn research
and development goals during the spring and sunmuoerths, shift their
attention to production in the fall months, andfishitention again to
sales before the Christmas season in Decembe®©84, 1BM suffered a
less-than-projected sales volume of its PCjr hommputer and was
forced to redirect its attention to reviving salésconcerted marketing
campaign was instituted and the price of the compwas lowered. Asa
result, almost 200,000 PCjr home computers wer isothe fourth quar-
ter of 1984 whereas only 75,000 units had been solthe prior three
quarters. This effort, however, did not correct gheblem. After the
marketing campaign ended and the price for the coengeturned to its
previous level, sales declined, forcing IBM to distinue production of
the PCjr computer in April, 1985. Thus, managenseattention to the
crisis enabled the company to obtain its salessgmalthe 1984 year, but
the need to shift attention to other products dbated to the demise of
the PCjr in the next year.

Preference Ordering

In some situations, managers may utilize prefereodering,
whereby goals are ranked according to prioritieankgement may
decide that maximizing profit goals is more impaktghan maximizing
market share. Maximizing market share may be censd more impor-
tant than maximizing product quality. During an eemic recession,
managers of companies often elect to sell prodneslor company divi-
si ons to other firms in order to use the cashaistber profits, even though
it means a loss in total market share. These adewsare often based on
management having previously prioritized profit maixation over mar-1
ket share maximization.

Goal Changes

Over time, some goals become outdated or are rgeicappropri-
ate in relation to current environmental conditio@®al changes come
about as managers reevaluate goals in terms ofrtempme or when the
measurement criteria are inappropriate as a resulhanges in environ-
mental conditions. Changes in consumer tastes, rgmental regula-
tion, competition, or technology may require mamage examine the
appropriateness of the goal. The three major tgi@vinetworks in the
United States (ABC, CBS, and NBC] have long hadgiba@l of being first
in market share among television audiences. Wighgirowth of cable
broadcasting in the 1970s and 1980s, this goabhasme less attractive.
Expanded cable broadcasting has resulted in aralbwkcline in market
share for the three major television networks. Whiking number one in
market share is still a goal, it is much less pfiarity than it used to be.
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In some cases, goal change can be the result oéssicOne exam-
ple is the Foundation for Infantile Paralysis whigtrsued the goal of
developing a cure for polio in the 1940s. When ¢hee was developed,
managers found the goal no longer had legitimacgadributors were
unwilling to contribute funds to a goal that hadcheaccomplished. As a
result, management selected the new goal of comgubirth defects and
arthritis and changed the organization's name ¢aMlarch of Dimes.

Managers must assess the importance of the muldipéds they
are attempting to achieve. If it is determined thiAgoals must achieve a
satisfactory level, then satisficing can be pursugehuential attention is
used when managers must shift attention among ghadsto time or
crisis conditions. Preference ordering can be agous when manag-
ers can clearly determine that one goal has moteess importance than
other goals. Finally, managers must be cognizardhahges in environ-
mental conditions in order to make assessmente aséther a goal or
its measurement needs to be changed.

ORGANIZATIONAL EFFECTIVENESS

An important concern of managers is the overakaiff/eness of
the organization. Organizational effectiveness bandefined as the
extent to which an organization realizes its gdall this section, we
will discuss various methods managers can usesmsadhe effectiveness
of an organization.

Effectiveness versus Efficiency

In the previous section, it was noted that orgamzrs pursue
multiple goals. One may assume that organisatieffattiveness can be
determined by comparing the actual performance Wighintended per-
formance for each goal and totaling the resultsvéigr, this would not
provide a manager with an accurate picture of dveféectiveness. For
instance, the organization may achieve the goaihofeased market
share, product innovation, product quality, consumsatisfaction, and
social responsibility. Yet, the organization may faiserably at achiev-
ing the goal of profitability, forcing the organtian into bankruptcy.
Because the organization achieved five of six ofpegagoals, would a

9. D. L. Sills,The Volunteers [New York: The Free Press, 1957}
10. Etzioni,Modern Organizations, &.
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manager be content with this measure of effectisgPdn all likelihood,
probably not.

Managers should recognize that organizational ga@sot neces-
sarily equal in importance and their importance flactuate over time.
In addition, a measure of organizational effectes&smust incorporate
factors both inside and outside the organizatibthd organization were
to achieve the goal of high profits at the expesfseonsumer satisfaction,
managers of other organizations might conclude tiatorganization is
ineffective and decide to enter the industry. Thilie diversity and
inequality of organizational goals make measurenoéregffectiveness a
highly complex problem.

Efficiency is less problematic for managers to asse most orga-
nizations.Organizational efficiency is defined as the ratio of an organiza-
tion's outputs to its inputs. Inputs consist of rmaterials, labor, alﬁd
capital. Outputs consist of products or serviceheWWcompared to simi-
lar organizations, an organization is consideredengdficient when few-
er inputs are used to achieve an equivalent nurobexutputs. Thus,
efficiency is an internal measure of organizatiarfprmance which
focuses orhow the organization achieves its goal rather thvgther the
Organization achieves its goal.

Managers sometimes confuse measures of efficienitytinose of
effectiveness and vice versa. Generally measuresfiofency are related
to organizational effectiveness, as reduced costprbduction can
enhance the survival of the organization. Howewueshould be noted
that efficiency and effectiveness can be entirglyelated. An organi2i-|
tion may be able to produce a product at a religtiosv cost, but discover
that consumers have no interest in purchasing thdyzt. On the
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other hand, an organization may be able to selbiteducts, but the
inefficiencies in production may result in the ongaation being unprof-
itable.

An example of efficiency not being related to effeeness is pro-
vided by a computer firm named Viatron, founded @68. Viatron estab-
lished the goals of (1J becoming a major forchardata processing indus-
try, (2) supplanting IBM as the industry leaderddB) generating large
capital gains for the founders and investors ofdbmpany. The method
for achieving these goals would be supported byattydication of a rela-
tively new technology known as MOS/LSI. This newlteology was to
replace the current use of transistors and woutvatlata processing to
be conducted through terminals rather than throoge large unit.
Application of the new technology enabled Viatranachieve a ten to
one cost efficiency over IBM in the production bktr units. However,
due to a downturn in the economy in 1970, salescadlgg dropped and
Viatron was forced into bankruptcy in 1971. Thddee of the company
to generate an adequate cash flow for corporatevesiment led to its
downfall despite the tremendous cost efficienciegioduction it was
able to achievever its competition. Later, MOS/LSI technology led to
the proliferation of silicon chips which were udgdboth Apple Computer
and IBM to generate the home computer revolutiothenmid-1970s."

Approaches for Assessing Organizational Effectiwsne

The assessment of an organization's effectiversesstia clear and
easy task for a manager. While comparing intendeal gerformance
with actual goal performance is perhaps the mostnson method, man-
agers must also recognize that other factors have tconsidered as well.
Ways to evaluate overall organizational effectiveneclude examining
an organization's ability to acquire the resourteseeds, operate in a
smooth and efficient manner, optimize goals, and satisfy external constit-
uencies who have an interest in the organization. We wdldiress each of
these approaches separately.

Systems Resour ce Assessment. The systems resource assess-
ment of organizational effectiveness is an approablth examines the
performance of the organization in acquiring theoreces it need$.
Measures and evaluations of effectiveness in thjgr@ach come from
assessing the organization's ability to obtain asaey inputs for trans-
formation into a product or service. An inability Bcquire necessary
inputs will constrain or curtail organizational atties. New firms in

11.L. T. Hosnict,Srategic Management: Text and Cases on Business Policy dEngl
WOGd Cliffs, NJ: Prentice-Hall, 1982], 14-34.

12.E. Yuchtman and S. E. Seashore, "A System Resdypmach to Organisational
Effectiveness/Administrative Science Quarterly 12 11967]: 377-95.
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high technology must be effective in obtaining stgr capital; bakeries
must acquire flour, eggs and other ingredientsotatioue operating; air-
lines must purchase gasoline in order to meet adhepdand social ser-
vice agencies must receive federal, state, or npalifunding to contin-
ue offering services to the community.

Determining organizational effectiveness from ateys resource
view includes two important assessments: (1) thewnof resources
acquired from the external environment, and (2)lihggaining position
the organization has with resource providers in ekeernal environ-
ment. The first assessment directs managers tc gbat will increase
resource acquisition. An example of this goal may'te increase finan-
cial borrowing in order to expand product line," 'to increase coal
reserves to avoid disruptions in production duevtyker strikes." The
second assessment directs managers' attentiorate that will optimize
the bargaining position with suppliers. For ins&@ntto improve contacts
with suppliers in order to obtain faster delivenpé,” or "to expand the
number of suppliers in order to obtain a more cadiitige price" would
constitute goals that address the bargaining posttie organization has
with resource providers.

Internal Process Assessment. The internal process assessment
of organizational effectiveness focuses on goalated to productivity
and member development. The organization is evetuah terms of
production efficiency, integration of departmenaativities, satisfaction
of members, and level of conflict within the orgeation. In other words,
the effective organization from an internal procassessment is one that
operates smoothly and efficiently without costlysrdiptions. Where
systems resource assessment focuses on acquisifioorganization

how resources have been handled after they have di#ained Lumber
mills try to make use of the total tree to avoidstea navy* personnel are
given shore leave to increase morale; and buildingstruction firms

schedule regular meetings between architects agicesrs to coordinate
plans.

Internal process assessment of organizational teféaess is con-
cerned with both production efficiency goals andmber goals. Some-
times these goals compete with each other, creatiddgemma for man-
agers”™ Emphasis “on”production” efficiency, foramte” may lead .to.

worker dissatisfaction as constraints are appleeddtivities. Efforts to
increase worker satisfaction may reduce producgificiency as mem-
bers spend more time on activities that do notatliyecontribute to the
production of a good or service. Thus, managerst rmake decisions
concerning the tradeoffs between competing goalsrdler to maximize
effectiveness.

Examples of goals contributing to internal proceBectiveness of
the organization would be "to increase employeeaheoby encouraging
participation in production decisions," "to redym®duction waste by
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transferring unused materials to other departméerasd "to establish
coordinating committees across departments to engaglanning and
resolving disputes."

Goal Assessment. Goal assessment focuses on the outputs of
the organization. Outputs are the products or sesvthat the organiza-
tion produces to distribute to consumers in theimmment. Output
goals are usually described in terms of sales drowmiarket share, vol-
ume, revenues, or profits. Effectiveness is actdewben the organiza-
tion has attained the desired level or target ef dhtput goal. Business
schools establish goals for the successful placemiestudents in jobs;
television networks strive to increase their markleares of audiences;
and grocery stores attempt to increase sales vohimproducts on the
shelves.

Many organizations evaluate their effectivenessutput by com-
paring current goal achievement with goal achievenfiemm a prior peri-
od or by comparing goal achievement to that of nizgtions with which
they compete. "Increase our market share by 10epémver last year" is
a measure of a goal that compares last year'srpgaface with this year's
performance. "Increase market share to be largethta industry” is a
goal measure developed for purposes of comparistmoampeting orga-
nizations. It is usually inappropriate for orgartiaa managers to develop
goals by setting targets based on organizationsigritheir industry. A
five-percent increase in revenue for a restauramt be considered effec-
tive, but a five-percent increase in revenue fgagaings and loan may be
considered ineffective.

Strategic Constituency Assessment. A strategic constituency
assessment of organizational effectiveness plaess émphasis on the
inputs, the outputs, and the internal processeth®forganisation and
more emphasis on groups that have a stake in tenimation. Astrate-
gic constituency is any group internal or external to the organzatihat
has more than a passing interest in how the orgaaiz performs. Stock-
holders, owners, creditors, suppliers, employeesnsunities, and cus-"
tomers can all be considered to be strategic doesities of an organiza-
tion. In this respect, effectiveness is determibgdhe degree to which
the organization satisfies the expectations andahels of all these
groups.

A strategic constituency assessment of organizatieffective-
ness is usually more difficult to make than assesgmusing the sys-
tems resource, internal process, and goal assesspproaches. Groups
can vary widely in their expectations and demandgh® organization.
Stockholders evaluate the organization in termgirancial returns on
their investments and members judge the organizairothe quality of
the workplace. Customers expect the organizatiobgaesponsive to
their needs; suppliers evaluate the organizatioftsopromptness in pay-
ment; and communities assess the organization enthe organization
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improves the quality of life for the citizenry. @ft the demands and
expectations of these groups are inconsistent and¢radictory, which

reduces an organization's ability to be effectiveals that relate to a
strategic constituency assessment would be. "isersaipport for our
service in the community/' "increase dividend pagtaeon stock,” and
"be responsive to customer complaints." While mahyhese goals are
similar to those of the systems resource, intepraicess, and goal
assessment approaches, strategic constituency sassgs measures
effectiveness in terms of relative satisfactionoasrall groups with an
interest in the organization. Hence, it is the comt satisfaction of
these groups that is used to assess the effecsivarfethe organization.
Figure 5-6 shows the various constituents that lsanimportant for
managers in their assessment of organizationattefémess.

Hguxe 5-6 STRATEGIC CONSTITUENTS

Media
Owners Customers

Suppliers Competitors

Organization

Govern merits

Employees
Communitv _ Consumer
Organizations Special Advocates
Interest
Groups

Figure 5-7 compares the four different types oéefifveness that
managers can apply to their organizations. Managyersisually interest-
ed in assessing organizational effectiveness bfoal approaches. At
times, managers may focus on one type of assessoheménding on,
circumstances. For instance, when inputs are ditfio obtain dueot]
lean resource environment, managers may emphagspenss resource
assessment. A drop in production efficiencies magctl managers to an
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Figure 5-7 COMPARISON OF TOUR APPROACHES FOR
ASSESSING ORGANIZATIONAL
EFFECTIVENESS

Strategic Constituency
Assessment

CONSTITUENTS

ACTIVITIES
INPUTS » Internal Process RS » OUTPUTS
Assessment

L

Systems Goal
Resource CONSTITUENTS Assessment
Assessment

Strategic Constituency
Assessment

assessment of internal processes. Declining sadeddwequire an assess-
ment of output goals. A lessening of satisfactiooag stockholders and
communities would encourage an evaluation of sgjiateonstituencies.
Regardless, organization managers must recognaetiik four different
assessments of organizational effectiveness aeer@hhited. Adjustments
of goals in one approach may require adjustmentthier approaches to
effectiveness.

Criteria for Assessing Organizational Effectiveness

Managers can raise and address several questiahsvilh assist
them in making their organizations more effectiidhese questions
enable managers to understand and reformulatecéssary, the criteria
they use for judging effectiveness. Important guest for managers to
consider aré?

13. R. M. Steers, "When Is an Organization Effex®{Organizational Dynamics
(Autumn 1976], 50-63.
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To what extent are we applying our limited resosrteward
the attainment of our various goals? In many instances,
resources are allocated throughout the organizatidhout
recognizing that the goals may be independent efattocation.
As a result, goals may be "unfunded" or activitibat fail to
support a goal may be "funded.” This may be thescéar
instance, when quality control inspectors are ht@@valuate
the product or service of an organization but fundsessary to
travel to different plants may not have been aliedaOr, funds
may be allocated to a research and developmentricegat to
purchase new equipment that is unrelated to theldement
of new products.

Is there a clear relationship between the amounésdurces we
spend on the various goals and the importance df gaal' If
the organization is committed to increasing proditsal generat-
ing community support and these two goals are demnsd to be
equal, is the commitment reflected in the allocatiof
resources? That is, sufficient resources shoulgrogided to
both goals to enhance the chances of their beingnaglished.
What kind of return on investment, per goal, arege#ing on
our resources? Some organizational goals considerbd more
important may have a lower return on investmennthesser
goals. Generally managers prefer that more imporggmals
have a higher return on investment than those gumaisidered
to be less important. Where returns are lower, marsamust
make decisions in terms of continuing the purstithe goal or
locating methods that will increase the return owesstment.
For example, funding lobbying efforts in Congressadbtain
favorable trade restriction laws may have a lowumeton
investment, but the need to have contact with lagsises may
outweigh the desire to obtain higher returns. le #Hntire
organization working together for goal attainmelttjs often
the case that departments or groups in the orgtmizangage
in activities that are more beneficial to them tharthe overall
organization. While this need not be a factor thaduces
opportunities for goal attainment, management ndes¢érmine
its impact and make adjustments accordingly. Fatance,
marketing personnel may have a greater interesbimucting
consumer research than in promoting sales as thmefo
provides members more job autonomy and is mordeeléo
their skills. However, it may result in poor salasd revenue
performance.

Is the "fit" between the organization and its epwiment
changing? Environments are often unstable for degdions
over time. As the environment shifts, so also stidhé goals o
the organization. Managers need to raise questionsinually
about the nature of the environment and how theammation
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Q: What are the most critical measures of organiza- creativity in their organizations, and the secosad i
tional effectiveness that a corporate manager should the dearth of interpersonal skills among middle
understand? managers. Skills such as interpersonal communica-

A: It's important to understand that there are no tion, motivation, and creative problem solving are
universal measures of organizational effectiveness. seen as being too little in evidence in firms. Qe t
The whole history of organization studies has been industry level, some managers think that America is
an analysis of the changing criteria of effectieme  currently engaged in World War 1ll. not on the bat-
For example, an early perspective on organizations tlefield, but in the marketplace. Unfortunately,
characterized them as bureaucracies and hierarchiesmany think that American industry is not coming
where organizations were assumed to be effective if out om top. The threat of global competition, the
they were efficient, smooth running, and ratiotal. loss of our industrial base, and the short-ternfipro
reaction to that view, another perspective aroaé th orientation of corporate America is beginning to
shifted the emphasis to human relations in organiza emerge more and more as the central concern of
tions where cohesion, morale, and individual devel- senior managers in my conversations with them. Q:
opment predominated. Different criteria of effec- We are in a period when organizational effectivenes
tiveness were valued as people's definitions of an in |he United States has become a central focus of
organization changed. Modem organizations are concern among managers. How might managers
faced with multiple constituencies demanding better prepare themselves to maintain or increase
attention to multiple (and often contradictory!teri levels of organizational effectiveness?
ria of effectiveness. No organization, according to A: Recent articles in the popular press have
my research, can satisfy all constituencies and mee identified the erosion of global market share and
all criteria. Therefore, savvy managers identifglan  profitability among many industrial and manufac-
legitimize the criteria of effectiveness on which turing companies in America. One main reason for
their organization excels and on which they can per this erosion is ineffective management and inatten-
sonally get the most mileage in terms ot resources, tion to multiple criteria of effectiveness. To caen
visibility, and career advancement. Q; In your this trend, managers need to increase their aware-
discussions with corporate managers, what areas of ness of a variety of issues ranging from global com
concern seem to be most prominent and recurring? petition to the strategic role ol human resource
What problems in regard to effectiveness and the management. One good way ro increase such aware-
accomplishment of goals seem to be the most dificu ness is through management education and develop-
to solve? ment programs offered through universities. Not

A: There are two different answers to these only can such programs provide the latest theoret-
questions. One relates to the individual firm., the ical and empirical work on management and organi-
other to American industry in general. On the firm zational effectiveness, but sharing with colleagues
level, managers seem to be concerned about two from other organizations can also prove enlighten-
main things. One is the lack of innovativeness and ing to managers.
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is situated in relation to its competition. lowaeBd’rocessors
must continually monitor consumption patterns ofiswmers
to determine shifts in beef consumption to chickerish con-

sumption. If changes in consumption patterns apgeabe

developing, then the firm must reevaluate its g@ald adjust
them accordingly.

IMPLICATIONS FOR MANAGEMENT

Goals are important to members and nonmemberseobrgjaniza-
tion alike. As a manager, you should establish aachmunicate the
organization's goals clearly to external constitsen order to obtain and
maintain legitimacy for the organization's actiggi Goals should be
communicated clearly to members so they will untierd how their
tasks contribute to the organization and will retag what are accepta-
ble and unacceptable standards of performance. Maggnizational
activities fail or do not accomplish the goal theyre designed to
achieve, because managers have not communicatadydieeir purpose
ox informed members of their importance. This engh@n goal com-
munication should not be confined to your immediatéordinates.
Rather, you should be attentive to the way in whoffitial goals at the
top of the organization are translated down to dperational level as
well.

The formulation of goals is a critical activity the organization.
Many managers fail to recognize that many exteama internal contex-
tual conditions influence the way goals are forrteda Before formulat-
ing a goal, you should first determine the compsitstrength of your
organization. If your organisation is a dominantck in the industry,
then goals should be formulated based on maintgipour competitive
edge. If your organization is in an industry dontétaby bigger competi-
tors, you may want to formulate goals that will mtain cooperative
agreements with suppliers and buyers.

As a manager you will want to identify which of rtiple goals are
of the greatest importance. It is useful, for ims&, to prioritize goals
based on what activities are most critical to thecgss of the organiza-
tion. The prioritized goals should be discussechvather managers in
OTder to achieve consensus as well as to inforrmtbé activities that
should receive greatest attention over the coursene. Be cognizant of
when goals need to be changed, and be sure tarinftiter members of
the organization why the change is being made.

Assess the effectiveness of the organization ugirféerent
approaches. Use the systems resource approachsessing input goals,
the internal process approach for assessing aesvit the production of
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goods or services, the goal approach for assessitmut goals, and the
strategic constituency approach for assessing geddsed to groups in
the broader environment. You may find a large degresuccess in three
of the four approaches for assessing your orgadnizateffectiveness, but
poor effectiveness in the fourth approach may tesubrganization fail-
ure.

bargaining operational goals operative
closed-end goals goals organizational
coalition effectiveness organizational
competition efficiency organizational
cooperation goal organizational slack
co-optation prior commitments
hierarchy of goals purpose side payments
legitimacy strategic constituency
mission

official goals

open-end goals

1. What are the two major functions of organizatiogaals?

2. How do an organization's purpose and mission d¥fftdow
are they similar? How do goals lead to legitimatgmorgani
zation' Who grants the legitimacy?

3. What five important types of information do goaloypide
members of the organization?

4. ldentify the three types of organizational goald #&ll where
they are assigned along the management hierarchy.

5. What is the difference between an abstract and-epegoal
versus a concrete and closed-end goal?

6. What are operative goals? Identify the eight typlesperative
goals that Peter Drucker found within most orgatimss.

7. Define the termhierarchy of goals.

8. Under what conditions are organization managerslyiko
formulate goals based on competitive consideratid@ased
on cooperative considerations?

9. Define the termside payments, prior commitments, and
organizational slack. How do they influence goal formulation
within the organization?

10. Identify four techniques that managers can uselémiding
which of several conflicting goals will be emphasiz

11. What are the reasons why actual member activiteaat
lead to intended goals?

12. Define organizational effectiveness. How does difeness
differ from efficiency?
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13. Identify the four approaches managers can usesegssing
organizational effectiveness. What organaratactivities
does each approach assess?

14. What are the five important questions that enatd@agers
to understand and reformulate the criteria theyfasgudg
ing organizational effectiveness?

CASE5 A America's Most Admired Corporations

Companies come and go in the ranks of the New York; and Procter &. Gamble .. ..
most admired U.S. corporations, but IBM Among the least admired companies,
marches steadily onward in the vanguard. It the repeaters in addition to Financial Corp.
is No. 1 for the fourth year in FORTUNE'S of America arc Pan Am, American Motors,
annual survey of corporate reputations. Manville, and Crown Zellerba.cn, back after
Bringing up the rear as the least admired of a two-year absence. This is the fourth year
292 companies ranked is Financial Corp. of in a row for American Motors and Pan Am,
America, a diversified financial company. the third for Manville, and the second for
The survey covers the largest compa- Financial Corp. Joining these companies
nies in 31 industry groups, six more groups at the bottom of the list are Amax, Bank-
than were surveyed last year. Just behind America, Bethlehem Steel, Control Datn,
IBM, five companies made repeat appear- and LTV.,,,,
ances among the most admired. Coca-Cola To rank corporate reputations, FOR-
kept a place among the top ten, despite theTUNE polled 8,000 executives, outside
drubbing its reputation for astuteness took directors, and financial analysts. The
after it first reformulated Coke to give it a response was good: about 50 percent. Those
new taste and then was forced to bring back surveyed were asked to rate the ten largest
the old formula, now dubbed Coca-Cola companies in their own industry (or, for ana?
Classic. Other repeaters: Minnesota Mining lysts, the industry they follow) on eight key
& Manufacturing |[3M], which replaced attributes of reputation: quality of manage-
Coca-Cola as the second-most-admired ment; quality of products or services; inno-
company, Dow Jones, Merck, and Boeing. vativeness; long-term investment value;
The rest of the top ten are new. They include financial soundness; ability to attract, devel-
Rubbermaid, the smallest company to ever op, and keep talented people; community
rank that high (1984 sales: $566 million); and environmental responsibility; and use of
Exxon, the world's largest industrial com- corporate assets. Ratings are on a scale of 0
pany (1984 sales: $91 billion); J. P. Morgan, (poor) to 10 (excellent).
the parent of Morgan Guaranty Trust Co. of

MOST ADMIRED SCORE  LEAST ADMIRED SCOB

Quality of Management:

IBM 9.19 BankAmerica 3.40

J. P. Morga 8.7: Control Dati 341
Boeinc Financial Corp. of Americ 3.57



Chapter 5 A ORGANIZATIONAL GOALS

Quality of Products or Services:

Dqw Jones 8.9.¢ Financial Corp, ot Americ
Boeing Eastman 8.65 Pan Am America!* Motors
Kadak 8.52

Innovativeness:

Citicorp .8.66 Aniax Bethlehen

Gannett 8.64 Steel

3M 833 BankAmerica

Long-Term Investment Value:

IBM Coce- 8.74 American MotorsFinancial
Cola =304 Corp; of AmericaControl
Dow Tones 7.90 Data

Financial Soundness:

IBM 9.40 Manvilie Financial Corp, o
Exxon Dow 9.02 AmericalLTV

Jones a9

Ability to Attract, Develop, antKeep Talentec People:

IBM J. Pi 8,51 Beatrice "CosAmerican
Morgan 8.21 Motors financial Corp.. .of
Merck 8,14 America;

Community and Environment: Responsibility

Eastman &o3ak £.43 F&iancisl Corp. of Americ:
3M 7.92 Manville Union CJar&ide
Coca-Cola arid fohnson & Johnson

Itiel 7,88

Use of Corporate Assets;

IBM 3M S.27 Financial Corp; $f Americ.
Amoco 7,94 Control Data Amax
7.78

4.24
451
4.82

u2,79
3.09
3.10

3.40
3.61
3..80

2.8¢
2.97
3.09
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Source: Adapted from Cynthia Hutton, "America's Madmired Corporations,” Fortune [January 6,

1986], 16-27. © 1986 Time Inc. All rights reserved.

1. ldentify the different approaches to What additional information would you
effectiveness that each key attribute want to obtain in order to determine
in the corporate reputation survey how effective an organization is? Would
attempts to measure. Do the eight key this information come from a survey or
attributes adequately measure an organ- through other measurement tech-

ization's effectiveness? Why or why not? nique
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3. Examine this year'$-ortune ratings stances may have led to those changes in
(published in January of each yearl. What corposzt@es among the eight key
changes have occurred? What circum- attributes;



