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Chapter 6

BUSINESS %
GROWTH AND Q;
DECLINE ?g?

Businesses have been observed to follow a commo their life - much like
biological processes - moving through common
to decline (the ending or cessation of the busi

This was first observed and documented by e
argued that organisations experience the comm
decline and death. For Boulding:

birth is primarily a strug

Typically the business life cycle is presented graphically, showing time on the horizontal axis
and revenue on the vertical axis. Given that both revenue and profit both vary according to
the stage of the business in the business life cycle we have examined both in the graphs that
follow.As can be seen in the figures, most businesses typically make losses in their first years
of operations before generating profits in the growth phase of the business.
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First of all considering Figure 6.1, which just graphs revenue against time.
The four phases of the business life cycle essentially relate to how revenue of the business

(also called sales, or turnover) changes as the business ages. In the first stage of life, revenue Syllabus .

. . . Stages of th iness life
starts at zero and grows slowly (the establishment phase).Where the business survives cycle
this first phase, the business increases brand awareness, develops customers, and revenue - establishm

increases (the growth phase). Here the word growth is referring to revenue - revenue is
rapidly growing during this phase.After the growth phase revenue growth continues, and then
starts to decline as the product is selling in a mature market, often with many competitors
(the maturity phase). Finally, the business may decline and enter the post maturity phase,
where revenue will decline unless changes are made to the products sold by the business
its customers.Where change, or reinvention occurs, then the business may have a life
extension.

the business life cycle are quite different. This is why managers consider w
is in the business life cycle as an input to determining their strategic plans
For example the marketing strategy (which includes the pricing of the pro
widely depending upon which of the four phases of the business lif

Take your time
These are important
concepts which will
return in topic 3, business
planning. Students should
make sure that they can
draw each of the graphs
throughout the phases of
Next, considering Figure 6.2, which adds PI'Ofit to the business life cycle. This
For most businesses, in the early years the revenue of the busines is a great way to ensure

. . . that you understand how
of the business, and the business will therefore

revenue, profit and cash

losses, as the business develops its product, its vary across the stages of
the business life cycle.

As indicated in the graph (the red line), it is typic i es to incur losses during
the establishment phase (as reven
is sufficient to cover costs and the
revenue increases. Eventuall

earning profits which increase as
the end of the maturity phase and

e - although that may lag somewhat as the business may use cash to build
capacity, or purchase increased inventory and the like during the growth phase.

ations of the business are cash flow positive (more cash coming in than cash

leav) g the business) then the level of cash resources of the business will increase, until they
gain reduce where the business returns to making losses in the post maturity phase.

Strategic Business Studies Prelim > Chapter 6 > Business growth and decline 78



As indicated in the table below (across two pages), the strategic objective of the business
varies across the various stages of the business life cycle, as do revenue, profit, pricing, cash
resources and the key challenges which are encountered by the managers in each of the

business functions of the business.

Description

Common
other
names

Strategic
objective

Promotion
strategy

Revenue

Pricing

Profit

Cash

Employees

Failure rate

Key
challenges

Establishment

The start of the business.

Start-up, birth, launch

Survival of the difficult, challenging
establishment phase, building systems,
processes and foundations to support the
coming growth phase

Highest impact promotion with limited
promotion budget target key segments
to maximise chance of sales conversio
Focus on competitive advantage and va
proposition of the business’s products

novel, or where strong
in the market

siness) resulting in a draining of cash
es of the business.

Seek to identify and build customer
relationships for repeat sales. Careful
market segmentation to engage with
market segment with greatest likelihood
of sales conversion. Invest in customer
relationship management.

Few, informal management and quick
decision making.

Very high. 33% failure rate within a year.

Planning and ensuring sufficient cash to
survive cash drain (avoid undercapitalising
the business)

Growth

After surviving the establish
business builds customers,

Rapid growth

siferings.Widen place and promotion
ategies and increase promotion spend.

fast rate of growth of sales when
entering the phase, which may slow
towards the end. Some early products may
be discontinued if sales slow down.

May be able to reduce costs to widen
appeal and increase sales

First profits are made, and continue to
grow as sales rapidly increase, and addition
of profits of businesses that have been
acquired as part of growth strategy.

Expansion requires additional cash to fund
increase in operations scale and inventory
- must be managed so that cash needs

do not outstrip available cash resources.
More financial planning, forecasting and
management required.

Keep existing customers, and convert new
customer relationships domestically and
overseas. Significant increase in market
share and segments serviced.

HR more formalised, larger staff, increased
specialisation, training and compliance.

Less than establishment - acquired
businesses may provide stable earnings.

Ensuring too rapid expansion does not
outstrip cash resources, obtaining additional
finance, diversification risk, lose cohesion
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Review the table and consider how each of the rows changes over the course of the business
life cycle - you can relate these changes to the previous graphs in terms of the changes in

revenue, profit and cash balance of the business.

Maturity

After surviving the growth phase, revenue
growth slows

Maintain profit levels

Significant promotion spend to maintain
brand awareness and brand values to
maintain customer loyalty and sales. Risk
of decline of market share to new entrants
requiring marketing to redesign product/
add features to refresh and differentiate.

Sales are high, but the rate of growth in
sales slows and may decline.Total revenue
may plateau (remain constant over time).

Positive cash flows
reduces

may be alienated by
scale of business. Maintaining
rs becomes more difficult in the
mpetition and new products

ger numbers, increased focus on
efficiency, quality and meeting targets

At risk if changes are not made before
proceeding to post maturity phase

Decrease in sales reduces profits and
positive cash flow. Slower decision making,
more bureaucracy and group think.

Post maturity

Unless the product changes revenue
declines and the business risks closure

Decline, renewal

Attempt to increase sales and profit Stra 2gic

changing product offering or seeking o tive
Promotion
strategy

< If new products Revenue
t developed, otherwise may
ntly decline over time.
e discounting to sell inventory in  Pricing
increase over time if new products Profit
nd markets developed, otherwise may

significantly decline over time and business

may move into losses.

Expenses associated with research and Cash

development and market expansion may

increase cash outflows, coupled with lower

profit levels may cause decrease in cash.

If new products/markets not developed

cashflow will eventually turn negative.

Customer numbers may decline in existing ~ Customers

markets, and potentially increase in new

markets where new products or markets

developed.

Numbers may be reduced as revenues drop Employees

and production slows. Retention issues.

Unless new products and markets Failure rate

developed business eventually ceases.

Funding reinvention of products and
markets with declining revenues and market
share. Retaining good staff is harder.

Key
challenges
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Syllabus

- responding to challenges

at each stage of the
business life cycle

Responding to challenges at each stage of the business life cycle

The syllabus provides that students have to learn about responding to challenges at each
stage of the business life cycle.That is, what are the challenges at each stage of the busine
cycle and how does business respond. In some ways, this is a blend of the key challenge
and strategic objective from the previous table analysing the characteristics of the diffe

the business cycle:

8l

Phase Key Challenge

Establishment Planning and
ensuring sufficient
cash to survive
cash drain (avoid
undercapitalising
the business)

Growth Ensuring too
rapid expansion
does not outstrip
cash resources,
obtaining
additional finance,
diversification
risk, lose
cohesion

Maturity

a y  Funding
reinvention
of products
and markets
with declining
revenues and
market share.
Retaining good
staff is harder.

Management response

Ciritical for managers to forecast and pl
resource needs of the business to ens
can survive the struggle of the establi
attention must be paid to ensuring su

for each of the four key bus
resources, finance and marke

factories, inventory) do not exhaust cash, and that
anagement resources are in place to provide effective

Actively manage resistance to change in the organisation (and
group think leading to a lack of innovation) where there may be
reluctance to change products, or discontinue products.

Consider how to balance the need for processes, rules and
procedures within the business with the need for agile decision
making and empowering employees.

Continue to manage mergers and acquisitions.

Forecast need for additional cash to fund research and
development, and obtain additional debt (loan) or equity (issue
new shares) funding.

Be prepared to make significant changes to distribution channels,
pricing and product range, and the significant impacts of those
decisions in relation to selling businesses, machinery and
factories and making staff redundant (reducing the number of
employees).

Actively manage human capital to ensure quality employees are
retained within changed business and management structures.
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Mergers and acquisitions
Mergers and acquisitions (or M&A) is a commonly used term in business, and refers to where
a business combines with (merges with), or purchases (acquires) another business.

In an acquisition, one business purchases another business, and it becomes part of the
acquiring business. For example, this would occur if one coffee shop purchased another
coffee shop in order to expand the business. In this case, the owners of the first business
now own both businesses. On the other hand, a merger is the combination of two business
into one, which is then owned by ALL the initial owners of both businesses. For example this
would occur where two coffee shops decided to join into one business, which would the
owned jointly by the owners of both coffee shops.

By conducting mergers and acquisitions during the growth and maturity phi ‘e in
particular the business is able to continue to increase revenue and profit and add
challenges associated with the maturity phase where the original products
establishment are no longer sufficient to generate the revenue and profit
business.

The table below provides examples of how mergers and acquisi
called Business A and Business B.

Transaction Description

type

Acquisition Business A purchases
Business B for

$500,000

businesses

usinesses are combined into a new
siness (Business C) which may result in
efficiencies by sharing marketing and finance
costs.The prior owners of Business A and
Business B become the new owners of
Business C.

Merger

When cons itati > businesses to acquire (purchase) or merge with (join to become
asiness will consider what are referred to as vertical integration,
, or diversification. Those categories are outlined in the table below:

The business purchases businesses which supply the business
(backwards vertical integration) or customers of the business
(forwards vertical integration).By doing this the business captures an
additional share of the value chain in which it is involved (that is the
profit made by suppliers and customers of the business).

The business purchases businesses which compete with the business
integration and sell similar products (increasing the market share of the
business).This is less risky than diversification or vertical integration
because the business is already skilled at managing and operating this
type of business.

Diversification The business purchases a business which produces entirely different
and unrelated goods and services. For example an airline purchases a
musical instrument manufacturer.
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FACTORS THAT CAN CONTRIBUTE TO BUSINESS DECLINE
We now understand that every business will go through various distinct phases on its
journey from establishment to decline, and that every stage presents significant challenge
to the management of the business in order to respond to those challenges and surviv
the next stage. Of course, if the challenges of the stage are not properly managed then
Syllabus business can fail in any of the stages.That is, the business may fail in establishmen

- f: h o s .
actors that can. reach growth, or may fail in growth and never reach maturity.
contribute to business

decline

Now we consider the common reasons that businesses fail (within any of t
then consider the actual legal processes which are followed when busi
cease (stop) trading, referred to as cessation of the business. In re
reasons often combine to cause the decline and failure of a busi
provides us a path through which to understand and group the
contribute to business decline.

A bad business idea
Decline of SMEs Thg first reason for business failure is a bad idea - whil
In topic 3 we examine business was confident that customers would
critical issues for success the customers were never going to purcha

and failure of small to business profitable and sustainable.
medlum enterprlses.

e sad reality is that
a way which would make the

Consider how such a business would proc
establishment phase the business would face ining cash, and a lower level of actual sales
than the plan forecast or projd ced. In this case, e would be reached where whilst the
business still had some ca sources it becomes evident that the idea is a bad idea, and if

ough the business life cycle. In the

s now rather than continuing to trade on.Where the
stop now, the actual steps taken will differ depending upon

Changes to
Australia’s
insolvency laws

In 2020 the Federal
Treasurer announced
the most consequential
changes to Australia’
insolvency laws i
years.The changes a
styled on the Chapter
I'l regim@ptilised in

a separate legal person, that is a private company or a public company).

siness is unincorporated (sole trader or partnership), the business ceases

o1 the assets of the business (inventory, machinery), pays all debts (also

s creditors) and then distributes to the owner or the partners any money that is
r. Because there is no separate legal entity, no further legal steps need to be taken.

here the business is incorporated (private company or public company) the directors
the business may decide to take the legal step of appointing a voluntary administrator to
run the business.This is referred to as the business entering voluntary administration.The
directors of a business may take this step because under the Corporations Law the directors
of a business are personally liable for any debts that the business incurs after a reasonable
person would suspect that the business is no longer able to pay its debts as and when they
fall due (referred to as being liable for insolvent trading). This means that the personal assets
of the directors may be at risk if they continue to operate the business when it cannot pay its
debts as and when they are due.A voluntary administrator then takes over the management
of the company, and attempts to restructure the operations and finances of the company
(which may involve persons owed money by the business agreeing to write-off some of the
amounts owed). If the voluntary administrator is successful in restructuring the business so
that it will be able to meet its restructured financial obligations, then the business is returned
to the prior management. If however the administration is not successful, then the company
will have failed and proceeds to liquidation.

represent
shift from
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FIGURE 6.4: The paths to cessation of a business in Australia Video

Fé4
Bad business idea Good business idea

POOR planning and GOOD planning and
execution (management) executi zement

* Insufficient funding to survive
losses in establishment and
growth phases (grow too
quickly)

¢ Noplanning

¢ Poor management

* Insufficient promotion

¢  Wrong location

« Insufficient financial or human
resources

*  Poor quality control

v

Not run out of cash yet but forecast suggests business is not
going to work and will run out of funds in the future

Sole trader/Partnership
(unincorporated)

+ Successful
restructure
Stop business, sell _,—» Business
assets, pay debts — . r to restructure returns to
personal liability for business and debts trading

ALL debts of business
Unsuccessful restructure
attempt

Run out of cash 2 Wsiness cannot| ‘eet its, Wancial
obligations

Successful business, decide

to close business

l

Company Sole trader/Partnership Company
(incorporated) (unincorporated) (incorporated)
*  Creditors apply to court to e Stop trading e Apply to court to
liquidate company e Sell assets liquidate company
*/ Pay creditors e Stop trading *  Pay creditors *  Stop trading
Any balance kept by owner ¢ Sell assets ¢ Any balance kept by e Sell assets
Sole trader/partners liable for e Pay creditors from funds in a owner(s) e Pay creditors
ANY unpaid debts of the specific order of priority * Any balance
business ¢ Shareholders NOT liable for distributed to
¢ Business owners may be ANY unpaid debts of the shareholders
bankrupted at action of company e Company deregistered
business owner (voluntary ¢ Company deregistered by ASIC by ASIC

bankruptcy) or unpaid creditors
owed money (involuntary
bankruptcy)
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Syllabus
- voluntary and
involuntary cessation

85

Where the business idea is poor, and the owners of the business continue to trade past the
point where it is clear that the business will fail, the business will eventually reach the point
where it is unable to meet its financial obligations (to pay its debts) and is referred to as
insolvent.

The next step again depends upon the legal structure of the business, whether it j
unincorporated (sole trader or partnership) or incorporated (private compa
company).

the amount owed is greater than $5,000, and the creditor has o
against the owner or partners, the creditor serves a bankruptcy
within 21 days. If the amount is not paid, the creditor owed mon
to the court (referred to as a creditor’s petition) to haye the own
the partners) declared bankrupt. If the Court grants t
(or the partners) is declared bankrupt, with the result
appointed to take temporary charge of the financial affai
the partners).

the business
on (the Trustee) is
of the business (or

During bankruptcy, which lasts three yea
and income of the bankrupt to meet the ot
income and assets are protected (tools, a low

ee has a\esponsibility to use the assets
aing debts and financial obligations. Some
| of income, a moderate car), and during

a separate legal ed) a very different process is followed - referred
to as liquimmti i bankruptcy process which applies to the owners

at fail. Commonly, where the process of voluntary
creditors of the company vote to liquidate the company, and
ourt for an order to appoint a third party, the liquidator, to wind up the
liquidator sells (liquidates - converts to cash) the assets of the business and
ments to creditors in a legally specified order (after any secured creditors

sts and expenses of the liquidation, including liquidators’ fees
tstanding employee wages and superannuation
outstanding employee leave of absence (including annual leave and long service leave)

4. employee retrenchment pay

u

unsecured creditors (those without mortgages over specific assets)

Where an unpaid creditor of the business (someone owed money) has a security over assets
of the business - for example a mortgage over property, if the business does not pay the

loan which is secured by a security interest then the creditor can apply to the court to have
a receiver appointed in relation to the secured property.The receiver then takes control of
the secured property, sells it, pays the creditor the amount outstanding, and then any excess
is returned to the business. If the creditor has security over all of the assets of the business
(referred to as a fixed and floating charge), when a receiver is appointed they control all of
the operations of the business, which is said to be in receivership.
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A good business idea

Even businesses which have a good business idea can get into trouble and fail - for a variety
of reasons often associated with a lack of planning and insufficient financial resources. Poor
planning and execution can turn a good business idea into a failed business.

Common reasons for businesses with good ideas to fail include:

* insufficient funding to survive losses in the startup or growth phases.
Referred to as undercapitalisation, this occurs where the business has not obtained
sufficient financial resources in order to survive the early losses, and negative cash flo
associated with the establishment and growth phases of the phases.

¢ alack of planning. The common adage or proverb in relation to planning: fa
to plan is planning to fail. Businesses are often commenced by people with skills
provision of particular good or service - for example a plumber open
business. In this case the business owner may know a lot about opera
but little about finance, human resources and marketing.As a result, bu
the development of marketing strategy, and financial forecasting

ctions of marketing,
e roles do not have

in management roles throughout each of the four key busi
human resources, finance and operations. If the individuals in

each of the other key business functions,
impact can be seen in a wide range of ding poor recruitment, poor people

s, not sending invoices out,

¢ wrong location. Whilst the e for another coffee shop, if the
business is then located ingi rly visible location, the business may
not attract customers i his would also be an example of poor
management, wherg i eferred to as the place strategy) developed
by marketing would r sropriate for the good or service being offered by the

ishment and growth phases where the business owner may be reluctant to incur
ional costs in those phases where insufficient financial resources have been planned
ailable.

oor quality control: Whilst the business idea may be a good one, execution
problems in creating the product or delivering the good or service may lead to unhappy
customers, poor market reputation, and insufficient revenue in order to cover costs.
Again, this derives from poor management - this time within the operations key business
function and issues in relation to quality control and quality management which can
result in the failure of the business.
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Finally, a business with a good business idea, and with good planning and execution, can fail
as a result of unpredicted, unavoidable changes in the internal or external business
environment which then result in the decline and failure of the business.

For example, consider a new restaurant in Melbourne, with a great chef, and an outstan
reputation that opened in February 2020.The planning was excellent. Excellent h

influence of government regulation and shutdowns in order to control the s
COVID-19.As a result of the inability to trade, and the need to conti

subsidies available through JobKeeper) the business may fail as a
without the revenue that was planned to come through restaur

In other words, changes may occur in the external or i
good planning and execution by the management of t i t in the business
facing financial difficulties. Of course, some changes occ siness is able to

respond to, and adapt to, without threatening the
did occur during COVID where many busing
services during that period in order to cg
the businesses to remain viable.

roviding different goods and
ufficient revenues in order for

6.4,a business with a good idea, and with good
a result of the decision of the business owners to

iness which she®perated will close and cease trading. Alternatively, the
iness m cide to no longer operate the business, and decide to shut
i a result of being in the post maturity phase of the business

e path followed depends upon whether the business is unincorporated
partnership), or incorporated (private company or public company). In
c.grocess is being started at the choice and timing of the business owners, not
the actions of unpaid creditors of the business.

ccessful business that is ceasing is an unincorporated business then the process is the
me as the process to cease trading if the business was a bad idea and the owners decided
close the business before it had financial difficulties. In this case the business stops trading,
sells the assets, pays creditors the amounts that they are owed and then any surplus from the
sale of the assets and the payment of creditors is given to the owner of the business (sole
trader) or the partners (partnership).

If the successful business that is ceasing is an incorporated business then the process is
referred to as voluntary liquidation - voluntary because it is the shareholders of the business,
and not unpaid creditors, that are petitioning the court to appoint a liquidator to the
company.When appointed, the third party liquidator takes over the business, stops trading,
sells assets, pays creditors and then any surplus is distributed to the shareholders.At the end
of the process ASIC deregisters the company, at which time the company as a separate legal
entity no longer exists at law.
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PROBLEMS FOR STAKEHOLDERS WHEN COMPANIES GO INTO
LIQUIDATION
The final part of the syllabus in this section, business growth and decline, is a learn to styled:

“students learn to identify problems that arise for stakeholders when 5_);"“_’“5
companies go into liquidation” "

This is referring to where the business which has failed is a private or a public company (an
incorporated legal structure as against the unincorporated legal structures of sole traders or
partnerships). The decline of a company can have a range of very significant adverse impac
on a range of stakeholders, although unlike an unincorporated legal structure, the ow
the business have limited liability and can only lose the amount that they have paid f
shares in the business.

To provide some idea of how common this is, in 2019-2020 some 10,602 cg
liquidators appointed, with a high of around 16,000 businesses entering liq «
2013.When this occurs, unsecured creditors only collect a portion of the d
In 2017, ASIC data suggests in 96% of cases creditors average || ¢
which worsened in 2018 with 97% of cases resulting in returns g
or less. The table below outlines the significant problems tha
companies go into liquidation:

Stakeholder Description

Secured creditor

Unsecured creditors i i f the amount owed as they
yments from liquidation. Often the

ungements, leaving little if any funds for payment of the
.ebts owed to unsecured creditors of the business being
quidated.

ployees will lose their jobs when the business is
iquidated. If the liquidator is able to sell some or all of the
business to another party then some jobs may be preserved
however this is uncommon. May receive payments in the
legally required order of payments after paying liquidators
costs and in advance of unsecured creditors - or may be
able to apply under the government’s Fair Entitlement
Guarantee Scheme

r Iders Rank last in the order of priority for payment and are
unlikely to receive any payments from the liquidation.
However, the shareholders are not required to personally
contribute further funds in order to meet the unpaid debts
of the company (assuming shares were fully paid). Partly
paid shares may be required to become fully paid.

Society A loss of jobs, production, and indirect impacts including
adverse impacts throughout the supply chain from which
the business purchased goods and services. Unemployment
may require an increase in social welfare payments, and
associated financial and psychological distress.
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Business life cycle

The business life cycle is a model of how revenue and profit and the life of the business
changes over time, which has common stages of establishment, growth, maturity and post
maturity. Each stage of the business cycle has different challenges and different implications
for strategy in order for the business to survive and grow to the next stage rather than

declining.

Establishment Growth Maturity P ma y

Revenue Nil, slow growth Fast growth Plateaus

Profits Losses Growing profits Plateaus

Cash flow Negative Becoming positive Positive negative

Objective Survival. Build Constantly increase  Maintain profit sales
systems, processes  sales, explore changes to
and commencing growth via M&A or products/markets.
selling diversification Sell/exit products.

Challenges Planning and Ensuring too rapi Funding reinvention

expansion do
not outstrip
resources, obtai

ensuring sufficient
cash to survive
cash drain (avoid
undercapitalising
the business)

of products and
markets with
declining revenues
and market share.
Retaining good staff
is harder.

lower decision
aking, more

A number of common factors
e a bad business idea,

e poor management (pg
delivery/quality, in

er, partnership

ess ceases trading. Assets sold,
creditors paid, any surplus paid to the
business owners

voluntary

Unpaid creditors apply to court to have
business owners declared personally
bankrupt. Sole trader liable for all debts
of business, each partner responsible for
all unpaid debts (joint and several liability).
Personal assets sold to partly pay debts,
trustee in bankruptcy appointed

Incorporated
Private company, public company

Apply to Court to appoint liquidator
Liquidator takes over affairs of business,
sells assets (liquidate), pays creditors.
Any surplus paid to the shareholders in
proportion to their shareholding

ASIC deregisters company which then
ceases to exist

Unpaid creditors apply to Court to appoint
liquidator to wind up company. Liquidator
sells assets (liquidates) and then applies
those proceeds in statutory order which
preferences taxation and employees.
Unpaid creditors remain unpaid. No
additional liability for shareholders.

ASIC deregisters company.
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BUSINESS GROWTH AND
DECLINE

Draw and explain the implications of the business life cycle for revenue, profits and cash
resources of the business over time. ~c
Why it important for the manager of the business to know what stage of the business
life cycle the business is in?

apter
Using an example, outline what happens if the business does not respond to | e cé
challenges in the post maturity stage of the business life cycle. Answers

Videos
Revision

Explain how growth can be a reason for failure of a business.
Distinguish between the establishment and growth phases of the bu

Outline how a manager should respond to the challeng stablis. ment and
growth phases of the business life cycle.

How does undercapitalisation impact a business?

and fail.

Outline TWO ways that a business wit ood idea can decline
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ure of mi_.agement

features f effective management

Sking f riinagement

- int rpersonal, communication, strategic thinking,
) ‘on, problem-solving, decision-making, flexibility,
adaptability to change, reconciling the conflicting
interests of stakeholders

achieving business goals

- profits, market share, growth, share price, social,
environmental
achieving a mix of the above goals
staff involvement — innovation, motivation, mentoring,
training




Chapter 7

NATURE OF

MANAGEMENT @%
O
v

learn about what managers do generally in 2% )si d then specifically investigate the
actual processes within each of the four key b
functions ensures happen.

This first chapter in the topic,“natur ntroduces students to the role of
managers - what they actua this is an area of preconceptions and
misconceptions in terms y do - and it is important content that

It is also a part of t hich is not particularly well structured for student
understanding, and cturing as we go along and | will explain why as we go
along.

The order

ills which are needed by effective managers in order to perform the several roles
managers

ow staff are involved by effective managers (innovation, motivation, mentoring and
training)
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THE OVERALL ROLE OF MANAGERS
When we think of managers, textbooks often start by providing a functional organisation
chart for a business to show the relationship and reporting lines between the various pe
in the organisation.These typically start from the CEO and work down through the layef . of
authority and accountability throughout the business.

A typical example of a extract of a functional organisation chart is below:

Chief Executive

Operations Manager Finance Manager Marketing Manager AR IV 1ager

NSW Manager

Qld Manager

Factory manager

'

Supply manager

Safety manager Lo~ «ics manager

Day shift leader

Night shift leader

6 machine 2 maintenance
engineers

er of managers.A manager for each of the key business

ce, marketing and human resources. Then, for our example,
tional organisation structure for the night shift within the NSWV factory.Ve
SW Manager and the QId Manager report to the Operations Manager, and
anager has two reports, namely the Day shift leader and the Night shift leader.
shift leader has a team of 10 people, being 6 machine operators, 2 forklift
maintenance engineers.

e look at such a functional organisation chart and consider the role of a manager

it would seem that the role of the manager is quite atomic - in that we can clearly see the
nager and their direct reports, and we conclude that the role of the manager is to oversee
the work of their direct reports. So, for example, when considering the role of the NSW
Factory Manager we see the following:

Factory manager

v v

Day shift leader Night shift leader

This view leads to a common misconception of the role of the manager as merely directing
and controlling the activities of direct reports.As we shall see, the role of the manager is
more complex, and needs a better fitting representation than the functional organisation
chart suggests.
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The overall role of the manager is expressed as follows, and is an expression which students
should learn off by heart.

The role of the manager is to achieve the objectives of the
business with and through other people.

This is somewhat a restatement of the work of Mary Parker Follett,an American
management consultant and writer in organisational theory and organisational behaviour
(1868-1933) and Harold Koontz, another American organisational theorist and Professor of
Business Management at the University of California (1909-1984).Their formulations are
follows:

Mary Parker Follett:
Management is the art of getting things done through people.

Harold Koontz
Management is the art of getting things done through and with people in fo
groups

The key here is that the role of management, and the role of
just overseeing the work of others as the functional organisa
Indeed, as we will discover, there are several distinct, different

number of people inside and outside the bu isl is the actual role played by managers
in business.Working with and through other

Link
L94
External

Suppliers,

Advisers

Network

Ir " ~mation sourc.

Night shift

<—» Two way communication and collaboration within
the organisation across functional barriers

<—» Two way communication and collaboration outside
the organisation
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Organisational structures do not exist — they are a myth!
Phil Jones

https://www.excitant.co.uk/organisational-structures-do-not-exist-they-are-a-myth/

OK, I can hear the squeals of anguish and dissent. “Of course organisational stru
| hear people say.

We have organisations and we create structures and we do organisational
people within those structures.

We spend time and effort and energy creating and maintaining a
organisational structures.

Why organisational structures are a myth
The equivalent of “Wake up and smell the coffee” is as
really going on in your organisation. What you see is a
operating across, and often despite, the organisati
structure that is operating. Rather, people 2
see are people interacting and doing thing

erve what is
operation. This is

network extends beyond
There is not one any m more, the organisation works with partners and

e stuff/4appen. Social networks (beyond organisations)

,not just internally. If there is no “organisational
artificial organisational boundaries internally?

2 the organisation. This is no longer the provenance of senior managers to
nd liaise across divisions, departments and teams. It is the role of individuals to
maintain and use these social networks.

hat is a meeting? In many cases it is a group coming together to explore and make
cisions. The solution often requires a team that transcends organisational groups,
otherwise silo thinking and silo working results.

The organisational structure is just an artificial construct of finance and HR so they can work
out where the costs are and who reports to whom!

In reality, how organisations work is to bring people together to make stuff happen.

In reality — organisations are social systems with people who have social networks: networks
of knowledge, influence and action.

Strategic Business Studies Prelim > Chapter 7 > Nature of management



In reality the organisation is part of a wider social system, beyond the organisational
boundary, of people who have social networks: networks of knowledge, influence and action.
In reality, the organisational structure is a myth. It is the organisation’s extended social
systems (including outside the ‘organisation’) that make it work.

Some believe in organisational structures and they spend a fortune optimising them.

Have you ever been though a “re-organisation”? You know the sort. They take about nine
months and typically cost anything between £ million and £10 million. (I am counting
consultancy fees, disruption, effort spent in none operational activities and conversations
while people fight for new places). There is a lot of huffing and puffing as people jostle for
power and position. People are “recruited into new roles”.

In reality what has happened is that the silos and structures have been moved aroun¢ :o,

apparently, make them more efficient. In reality the social networks remain unchang he
people who knew people still know those same people. It is just that their desk, phon
number or reporting line manager has changed.

The latter might, in part lead to so
it will not be the whole solutiz

The problem lies i
If there are problems of
system — not the i
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A very common error of junior managers, or first time managers, is to think that their role
is about micro managing the work of their team, or stepping in to do the work of team
members when it is not done to the higher standard which the manager could achieve.
However, the young manager quickly learns that this process leads to not enough of th
work getting done, demotivating the staff managed in this way, and the young manager
burnout as there are simply not enough hours in the day in order to do everyon

In other words, the junior manager, in error, thinks a manager achieves thin

Remember, a manager achieves the goals of the business with and t
people.

So, lets consider the goals of business, which it is the manager’s i e to a
through other people.

Video
L97
The goals of | 1e bu: ass:
e Profitasevenue I s4 penses)
0 °“,’er 1o P ket sit e (shai, of total market revenue)
achieve . .
arowth (ir ease in'_ ¥enue and scale)
are pf e (increase where a public company) S
Soc
Envird: hental
in an appropriate mix J—
en earlier in the syllabus in the nature of a business, this
seen the other, important goals of business which the
e business achieve by working with and through other people.
ness are outlined in order below.
SY'L?bPS . | siness are calculated by adding all of the sales of the business to its customers
. acpr':;'t:g usiness goals J as revenue, or turnover) and then deducting from that the expenses which

has incurred during the year (for example production costs for goods sold,
for staff, interest and advertising costs).

he mathematics here is very simple:

Profit = Revenue - Expenses

n A business will typically set a goal to increase its level of profits compared to the previous

is dontentin  year - to maximise profits for the business which is in the interests of the owners of the
examining business. Profits can of course can be increased by either or both of increasing revenue

ning for a (more sales, or possibly less sales at a higher price) or decreasing expenses (through more
cost effective, efficient production processes for the good or service sold by the business to
its customers). Sometimes it will be necessary to incur higher expenses (and lower profits)
in the short term in order to develop a new product or market which will provide higher
profits in the future, so there is sometimes a trade-off between short term and long term
profits in business.

setting for the business.

Each of the managers, then, is responsible to work with and through other people to assist
the business to achieve its profit objectives which have been set.
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Market share

Market share is the proportion (share) of total market revenue for a product which is

obtained by the business. For example, if the cola beverages market total revenue is $100 SZC':?:’:S X |
million, and Coca-Cola’s sales are $80 million then we would say that Coca-Cola has an 80% o m;rﬁetgs A 8o
market share.

A common goal of business is to increase market share - to increase the proportion of total

market revenue which is being earned by the business to increase both revenue and profit. As
a general rule, as market share increases, profitability of the firm increases through being able
to increase the scale of production and use more efficient equipment (economies of scale
as well as being able to sustain price increases with an established, loyal customer bas

positive brand experiences. 8

One of the roles of managers is therefore to perform their roles in a way in which

share enjoyed by the business is maximised.The year | | course typically is focussed

towards the establishment and operation of smaller businesses, who there| 1<

moderate in their market share ambitions. For example, to establish a 5%

within 5 years may be an ambitious goal for a small business enteri

Growth

Closely related to market share is the business goal of growth. ers to increasing the Syllabus

revenue of the business (the value of goods and seryices sold to mers, which is also - achieving business goals
referred to as sales, or turnover). - growth

By growing the business (in terms of sales,
business is better able to compete in the mar
include:

owth is achieved through the business buying other businesses through mergers
quisitions activities. Inorganic growth can be a way to rapidly grow, and reduce

ess risk through purchasing existing, profitable businesses with a history of financial and
perational performance.The risk, however, with inorganic growth is that the implementation
of technology and the integration of the new employees and business into the existing
business can take time and complexity can arise.

Of course, a small business (like a restaurant, coffee shop, or a tutoring business) may set

moderate or negligible growth goals if the size of the existing business is sufficient for the
owners.
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Share price

A share is a part of the ownership of a company. Remember that companies can be private
companies (limited to 50 shareholders) or public companies with an unlimited number o
shareholders. Only shares in public companies can be listed on the Australian Stock Exclt nge
(ASX) and the shares in the company bought and sold as an investment by shareholder:

apply in other countries, although they are called slightly different things.T
companies are bought and sold on share markets in those countries, which
York Stock Exchange and the London Stock Exchange amongst other

Where the business is a public company, and its shares are trade
business may set a goal in relation to growth in the company’s s
the business is profitable, and has favourable prospects, typically
as market participants in the share market want to pur,
of the share. Companies with an increasing share price_
to raise additional funds for expansion when needed th
finance) or selling new shares in the company

; often cheaper,
horrowing money (debt

example the occurrence of the
bact on the share price of listed

companies.
Remember that all large companies are not ne arily listed on stock markets - for example
LEGO, as a private company, goal related to share price as LEGO

The Tesla share price has dramatic movements over the last several
years, however the strong u akes it easier for Tesla to obtain additional finance
(which it has) i i tablishment and growth phases of the business life

cycle.
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Social goals

So far the goals have been directed towards rewarding the owners of the business through
higher profits, and a higher share price (where the business is a public company and its shares
are listed on a stock exchange). In addition to these financial goals in favour of the owners

of the business (the shareholders, or the sole trader or partners), increasingly businesses are
also setting a range of social goals to be achieved by the business.

The need for social goals has arisen because the business does not operate in a vacuum, but
is part of a community. The business uses resources of the community, produces waste into
the community, provides employment for members of the community, and may undertake
activities for the betterment of the community. Social goals are a recognition that fina

goals are not sufficient goals for a business, and that a business increasingly must set
additional goals in relation to corporate social responsibility.

Corporate social responsibility is a self-regulating business model that helps,a business

that the various operations of the business have on all aspects o c economic
matters, social matters, and environmental matters. Note that ironmental
goals as a separate business goal, however environmental goa of social
goals and corporate social responsibility.

Corporate responsibility goals and activities can
upon the particular business, its locations, and

financial statements of the profit and loss of the business
profit number at the bottom of the page, the concept of the triple
business is setting two additional goals in addition to the financial

lements then of the triple bottom line approach are the three dimensions of
nce by the business: social, environmental, and financial. These three elements are
times referred to as the 3Ps, being People, Planet and Profits.
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Syllabus
- achieving business goals
- environmental
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Environmental goals
These are a part of social goals, however have been isolated out in the syllabus to provide
particular emphasis in educating our future business managers and leaders in relation to
important issue. The influence of environmental concerns on the decisions and strategief of
managers also features prominently in the HSC course.

Business use a range of resource inputs in order to create their goods and ser;
include physical parts for production (timber and metal) as well as services i
electricity which is generated in part by burning fossil fuels. Both of these p
result in degradation of the environment through depletion of natural
to the environment, which will then cause resources to either be
available in the future for business. In this way, setting environme
concern of managers (the right thing to do) as well as a financial

Sustainable Development (ESD).

ESD is a long-standing and internationa
Summit for Sustainable Development and i
Australia’s National Strategy for Ecologically

d in over 60 pieces of NSWV legislation.
ainable Development (1992) defines

of economic, environmental, social and equity
processes. It aims to provide for the needs of present

inesses, small and large - often leading ahead of government regulation or being
4 to change behaviours.That is, the ethical consideration (doing the right thing)
sses make changes to processes and inputs before being legally required to

compliance).

300 stores, with renewable energy by 2025.This one business uses around |% of Australia’s
ctricity, and is planning to achieve the target through the purchase of power generated
through wind and solar, and also through further use of rooftop solar panels on its stores
(which already are installed in 150 stores). This followed other major Australian businesses
including ALDI, Bunnings, Officeworks and Telstra in setting strong renewable energy targets.
To achieve this,Woolworths will be spending tens of millions of dollars in renewable energy
partnerships with other businesses, and new green energy projects throughout Australia.
Woolworths also joined the REI0O initiative, which brings together influential global
businesses committed to 100 per cent renewable power.

By 2020, 14 Australian companies with a combined market capitalisation of more than $470
billion have joined REI0O.
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At a global level, the United Nations Global Compact is calling businesses around the world
to align their strategies and operations with universal principles on human rights, labour
rights, environmental protection and anti corruption processes in order to take actions to
advance social goals for their various affected communities. The Compact is a voluntary
initiative based on Chief Executive Officer commitments to implement universal sustainability
principles, and to take steps to support UN goals. Those goals can be seen in the UN’s
Sustainable Development Goals, a good overview of which can be found at
https://www.unglobalcompact.org/sdgs which students should review.
Link
In setting strategic goals for corporate sustainability, the Compact have identified four bes L1
practices they recommend:

I. Focus on issues that are strategically important to your
company: Start with where you believe the company has
significant impact and where important business opportunitie
may mean going beyond operational boundaries. For example,
want to set goals related to your supply chain or prg

3. Connect your goals to yo
sustainability goal to how it wi enue generation, productivity
and/or risk management.

4. Ensure support a need to secure and
maintain broad organi ur company’s sustainability
goals. This includags support, both from the top

Achieving a mi of business

six goals which managers take action to achieve, and
Syllabus

- achieving business goals
rket share, growth, share price, social and environmental goals. - achieving a mix of the

the various goals are independent from each other, and that it above goals

easures. In reality in business, that is not the case, and sometimes
one measure (like profit) actually have a negative impact on another of

the | ix of the goals that the managers will be tasked with achieving. For example, will the
bud ess accept a lower level of growth (smaller revenues) through keeping prices high in

er to maximise the profit margin the business achieves. Common trade offs which arise
are between profit margin and revenue, or market share and profit margin, or growth and
environmental sustainability as protecting the environment may result in higher input and
operational costs in particular.

For economics students, this is referred to in their preliminary syllabus as satisficing
behaviour - which is a word which means the business accepts a satisfactory level of the
various interacting goals.
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The several roles that managers perform in order to achieve their overall
role

Whilst the strategic or overall role of managers is clear, to achieve the goals of the busi
through working with and through other people, the question then becomes what do
managers actually do in order to achieve that.VVe discover now that the role of tha.ma

though written decades ago, his thinking is regarded so highly that you will
read it in your university studies of business.

Mintzberg decided to research what managers actually did in their
people what managers do, the typical reply was that managers pl
control. This language of plan, organise, co-ordinate and control
20th Century French industrialist Henri Fayol (1841 - 1925) wh
in 1916 based on his work as a manager in a large Fren

did in a range of actual businesses he
OT in fact what a manager does. Before
outlining what managers actu ined what he referred to as folklore

Myth

The manager s a reflective,

systematic pla

dy after study has shown that managers work at an
nrelenting pace, that their activities are characterised
by brevity, variety, and discontinuity, and that they

are strongly oriented to action and dislike reflective
activities. Half the CEO activities lasted less than nine
minutes, only 10% were more than one hour. In 1990
they averaged almost 600 activities per eight hour day,
an average of almost one every two minutes.

tive ‘manager has no Managerial work involves performing a number

ies to perform of regular duties, including ritual and ceremony,
negotiations, and processing of soft information that
links the organisation with its environment

he senior manager needs Managers strongly favor verbal media, telephone calls
aggregated information, which a ~ and meetings, over documents

formal management information

system best provides

Management is, or at least is The managers’ programs—to schedule time, process
quickly becoming, a science and  information, make decisions, and so on—tremain locked
a profession. deep inside their brains
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After debunking the myths, and based on his observations of managers actually working,
Mintzberg identified three distinct roles of managers, which he styled:

* Interpersonal roles
* Informational roles

¢ Decisional roles

Within each of these three overall roles, he proceeded to identify clear sub components

- there are three elements within each of interpersonal and informational roles, and fo

distinct elements within the decisional roles. In this way, we can now add the roles of

manager to the strategic role of a manager.We can see that the manager performs t

various roles of a manager, in order to achieve things with and through other people| \ order Link
to achieve the goals of the business. L104

Roles of manager:

Interpersonal roles
- Figurehead

- Leader Tk \goals of the business:
- Liaison .
Profits

Informational roles Market share
- Monitor Growth
- Disseminator Share price

- Spokesman Sl

- Environmental
Decisional roles

Entrepreneur
Disturbance handler
Resource allocator
Negotiator

he manager has social, ceremonial and legal responsibilities to discharge.
anager’s actions will set the cultural tone for the organisation, and the manager is
e ted to be a source of inspiration. People inside and outside the business look to
e\ anager as a person of authority and as a figurehead.

o eader: the manager is expected to provide leadership to their team - to the people
hat report to them, and others in the organisation. The manager is accountable to
manage the performance and responsibilities of all the members of the group to achieve
the goals of the business.

e Liaison: the role of the manager is not just to communicate with their direct reports,
but includes communicating with a wide and diverse range of internal and external
contacts. The manager needs to be able to network effectively both within the
business, and outside the business, in order access information and build collaborative
relationships in order to make better decisions and to develop business opportunities.
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Informational roles

In addition to the interpersonal roles, the manager also discharges a range of informational
roles which involve the access, processing, and distribution of information and knowledge
The distinct elements within the overall role are:

and financial resources.

¢ Disseminator: the manager has an important role to co
information that has come to their attention in the monitor
the appropriate people within their team are provided with

to advance the ability of the business to achieve it{ ¢ sary for the
manager to work with the information, and add valt than being a passive
transmitter of discovered information.

e Spokesperson: the manager represg the organisation, and their
team. In this role the manager is tra outside their reporting line,
informing other parts of the busines xternal elivironment, about the team and
its goals.

Decisional roles
The final of the three ¢

r designs, creates and controls change within the
team or department that they lead,. In this role the manager

source allocator: the manager does not have unlimited resources available, and
therefore the manager will need to determine where the human, physical and financial
resources of the business will be best structured and best applied in order to achieve
the goals of the business. This will involve decisions on funding, staffing and allocating all
organisational resources.

* Negotiator: Beyond handling disturbances, the manager will also be needed to
participate in,and lead, important negotiations within the organisation, and with outside
suppliers. This includes negotiating commercial and legal terms for the basis on which
the organisation engages with suppliers, employees and customers and how it manages
financial risks that arise.

105 Strategic Business Studies Prelim > Chapter 7 > Nature of management



Now that we understand what the various roles of the manager are in order to achieve
things with and through other people in order to achieve the goals of the business, the
question becomes what skills do managers need in order to be effective in the role of
the manager.That is, what skills do people need in order to discharge the various roles of
the manager as identified by Mintzberg? Various writers have different lists of the skills of

Syllabus
skills of mana;

managers, some common ones are:

From Robert Katz in Skills of an Effective Administrator, Harvard Business Review, 1955:

Skill Description
Technical These skills are related to an individual’s specific area of expertise.T!
skills of an accountant to understand cash flow statements, income state
sheets. These are the basic “languages of the task” if you will.
Human skills  These skills are related to an individual’s ability to effectiv
are the skills that make some individuals great team me
are the skills that allow some people to succeed as mange
allow individuals to multiply their abilities by intera
Conceptual  These skills are related to an individual’s abili he task at hand These
Skills skills are the ability to picture how a new pf d

mpany’s position in

terms:

Skill

An effective manager
understands the value

of employees

es play in the organisation and the contribution they make
by staff members and the value they add, this can lead to

You express gratitude 7 s show their appreciation to staff for a job well done. Expressing

You communicate

clearly

You listen effectively

or employees to understand what is expected of them. Managers must communicate
orkers on a one-to-one basis, or as a team, to ensure everyone knows what they’re meant

ce reviews. This could be a work matter, or something more personal.

am of employees is ready to follow your lead, but they need to be given appropriate direction.
fore, an effective manager needs to be decisive to provide clarity to the team on what to do next.

Good managers break down projects into more manageable chunks and delegate according to the
team’s strengths. However, to delegate work, you need to trust that your workers can handle important
tasks.An effective manager doesn’t micromanage, but trusts staff to do a good job.

Sometimes, it is necessary for managers to be a good mediator of conflicts, particularly if two members
of the team have fallen out or just cannot see eye to eye. Conflicts must be resolved quickly and
effectively.

You et to know your  An effective manager takes time to get to know employees better. Find out what their key motivators

erl ioyees

ou set a good

example

are and what they really value in their job. By finding this out you can create more motivated employees.

Employees are looking for somebody they can look up to,and aspire to emulate.
Strong team leaders are ethical, honest, collaborative, creative, empowering, innovative, dedicated, and
trustworthy.

You're transparent Being open and transparent is part of setting a good example. If employees believe they are being misled,

You stay one step

or information is being withheld, this can lead to a breakdown of trust and undermine the employer/
employee relationship.

Of course, as a manager, it’s important to always stay slightly ahead of others in terms of knowledge,

ahead of everyone maturity and confidence.An effective manager never stops growing, learning and developing their

else

character.
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Skills of management

Interpersonal
Communication

Strategic thinking
Vision

Problem solving
Decision making
Flexibility

Adaptability to change
Reconciling the conflicti
interests of stakeholders

107

In other words, many different management writers have different lists of the skills that
effective managers need in order to do the roles identified by Mintzberg in order to

work with and through people to achieve the business goals. Indeed, if you google skills o
management you will find a veritable blizzard of different lists, with some common elem/ its
and themes, and then differences reflecting the particular views of different managemen
writers based on their experience of what effective managers do in practice.

Skills of management in order to perform the roles of
effectively

The syllabus has identified a set of ten skills for students to exa
are necessary in order for managers to perform their roles in o
and through other people in order to achieve the goals of busin
relationship of those skills to the Mintzberg roles, are in the graphi

Roles of manager:

Interpersonal roles

- Figurehead

- Leader in order
- Liaison to
achieve

ﬁ

Business goals
Profits
Market share
Growth

Informational g %s
- Monitor

- Disseminato¥

- Spokesman

Share price

Social
Environmental

DeQ dional roles

- Engmreneur
Distul Mmce handiir

- bsource, hlodor

- 4 Vegotiator

ote that the first two skills relate to the two Mintzberg roles of Interpersonal roles and
Informational roles, and the other eight skills from the syllabus relate to the Decisional roles
within the Mintzberg framework.
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Interpersonal and Communication skills

Interpersonal and communication skills are skills required to discharge the first two of
Mintzberg’s three roles of a manager, namely the Interpersonal roles and the Informational
roles, and are actually related. Since the role of a manager is to achieve things with and
through other people, skills in working with people (interpersonal skills), and skills in

communicating and receiving messages when working with people (communication skills) are

going to be very important skills for an effective manager.

They are related in that communication skills are a subset of interpersonal skills. There is
often confusion about these two skills, with some thinking in error that there are the sam
thing. They are not. Essentially interpersonal skills means skills that contribute to deali
successfully with other people. Interpersonal skills are sometimes referred to as soft
skills associated with emotional intelligence. Some authors define interpersonal skill
way in which people can effectively manage their professional relationships, those ski
are necessary to produce desired effects on other people in social situations, or the s
traits used when interacting and communicating with others.

The set of interpersonal skills includes
* communication

e problem solving

*  adaptability

* collaboration
*  honesty and positivity

¢ work ethic

ability to manage stress

other humans inside and ou skill within the interpersonal skill

set. However, the breadt eded in order to build relationships and
contribute to dealing s ople goes beyond just the technical skill of
being able to give a ages. Interpersonal skills is the extent to which, through

n, supportiveness, motivation and conflict resolution, and for
checklist like the following:

tter questions.

Listen more carefully and responsively.

Give effective feedback.

Recognise agreement and explore the causes of differences.

4

5. Communicate your message effectively.

6. Make requests (instead of complain and criticise!).
7

Express appreciation, gratitude, and encouragement.

Given its importance, we will spend a little time exploring communication skills within
interpersonal skills in more detail. The syllabus has chosen to list communication skills
separately as it a very important skill within the set of interpersonal skills - however
remember that it is a subset of interpersonal skills.
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Communication for the manager is a dual concept, both receiving and giving information.

Syllabus Given that the heart of management is achieving things with and through other people,

skills of management effective communication is generally regarded as the most important management skill.

- communication Given that is at the heart of the role of the manager, it is perhaps not surprising that th
are actually a wide range of skills within communications skills for the effective manage
master.

Alison Davies writing in Inc Magazine (Feb 2019) provides a useful expositio
categorisation of the various communication skills required by an effective
demonstrates the wide range of management activities in which strong com
skills are required. Consider her list below, and the many and varie
contexts where the manager will call upon their communication
communication skills every couple of minutes throughout the d

Category Communication skills
Interpersonal skills Listening
Delivering information
Responding
Communicati

Collective/team skills  Using email

king information relevant
Communicating persuasively
Facilitating dialogue
Writing
Coaching
Presenting
rocess skills Making meetings matter
Communicating performance
Interviewing
Dismissing staff
Leadership skills Communicating change
Motivating employees
Building consensus

Getting leadership buy-in
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Many of the communication skills in Davies’ framework relate to the creation and framing of

the message (what is to be conveyed) which is the message which will be received by:
* the direct receivers of the message (who may be inside, or outside the business); and

* indirect receivers of the message through the process of retelling or sharing the
message by the direct receivers (a complex original message will be much simplified in
the retelling to indirect receivers which must be considered when crafting the original
message)

However, communication is not a mechanistic, perfect process where the content, and
intention of the manager passes seamlessly, unaltered into the consciousness of the dir;
and indirect receivers.This is a key error made by new managers - what is actually i
is what the receiver perceives, not what the sender of the message intended - and
receiver perceives will depend on a vast range of factors including, in addition to the
content of the message:

e any concerns or biases of the receiver through which they filter new
sender, including cultural context, values and norms

*  tone, pace and vocabulary selection with which the messag

* non verbal elements including the range of body languag
(including eye contact, gesture, stance, facial expressions, }
of limbs, dress, perceived warmth and interest)

*  physical factors impacting the receiver (noisy

communication context in which a
through people.

ENVIRONMENTAL FACTORS
e Lighting, noise, privacy
* Distance, temperature

INTERNAL FACTORS

¢ Attitudes, values
¢ Cultural heritage
* Religious beliefs
¢ Self-concept

* Listening habits
* Preoccupations
* Feelings

¢ lliness

Feelings

VERBAL EXPRESSION NONVERBAL EXPRESSION
e Language barrier *  Body movement
e Jargon * Facial expression
* Choice of words/questions * Dress, professionalism
* Feedback, voice tone ¢ Warmth, interest

Consider the range of these factors - effective communication is a challenging skill to develop

and execute.
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Body language has a very powerful impact on what message the receiver perceives, and
is the subject of extensive research and study in order to assist managers improve their
communication skills. The ability of the manager to inspire and positively impact people
depends upon communication - and body language will either assist that goal, or lead tof e
receiver forming an adverse view or misunderstanding the message which will impair th

Writing in Forbes magazine, Carol Kinsey Gorman (2018) outlined five wa
language impacts leadership results (the first four of which are extracted bel

non verbal matters that the effective manager must master in add;
message to send.

I. You make an impression in less than seve
In business interactions, first impressions are crucial. C
9

as “trustworthy” or “suspicious,” “powerful” or “submiss
be viewed through such a filter. If someone liks

a business meeting, or step onstage to make a
and make a conscious choice about the attitude

d openness. (To improve your eye contact, make a practice of noticing the eye
everyone you meet.)

tch your posture. Research from Kellogg School of Management at
Northwestern University discovered that “posture expansiveness,” positioning oneself
in a way that opens up the body and takes up space, activated a sense of power that
produced behavioral changes in a subject independent of their actual rank or role in an
organisation. In fact, it was consistently found across three studies that posture mattered
more than hierarchy in making a person think, act,and be perceived in a more powerful
way.

¢ Shake hands. This is the quickest way to establish rapport. It’s also the most effective.
Research shows it takes an average of three hours of continuous interaction to develop
the same level of rapport that you can get with a single handshake. (Just make sure you
have palm-to-palm contact and that your grip is firm but not bone-crushing.)
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2. Building trust depends on your verbal-nonverbal alighment

Trust is established through a perfect alignment between what is being said and the body
language that accompanies it. If your gestures are not in full congruence with your verbal
message, people subconsciously perceive duplicity, uncertainty, or (at the very least) internal
conflict.

Neuroscientists at Colgate University study the effects of gestures by using an
electroencephalograph (EEG) machines to measure “event related potentials” — brain waves
that form peaks and valleys. One of these valleys occurs when subjects are shown gestures

that contradict what’s spoken.This is the same brain wave dip that occurs when people
listen to nonsensical language. So, in a very real way, whenever leaders say one thing a
their gestures indicate another, they simply don’t make sense.Whenever your body |
doesn’t match your words (for example, dropping eye contact and glancing around t

lost.

3. What you say when you talk with your hands
Research shows that audiences tend to view people who use a g
in a more favorable light. Studies also find that people who cq

e Hidden hands. Hidden hands make yo rthy. This is one of the
nonverbal signals that is deeply ingrained in us. Our ancestors made
survival decisions based solely ion they picked up from one
another. In our prehistory, whe d with hands out of view, it was a
signal of potential danger, Aft'e at of hidden hands is more symbolic

pointing can s
smacks of pare
* Enthusiastic

2 |eader is losing control of the situation — and the gesture
playground bullying.

e is an interesting equation of hand and arm movement
roject more enthusiasm and drive, you can do so by

the other hand, over-gesturing (especially when hands are raised
n make you appear erratic, less believable, and less powerful.

degrc angle (accompanied by a stance about shoulder-width wide) will also help
eep grounded, energised, and focused.

ost influential communication medium is (still) face-to-face
fast-paced, techno-charged era of email, texts, teleconferences, and video chats,
niversal truth remains: Face-to-face is the most preferred, productive, and powerful
mmunication medium. In fact, the more business leaders communicate electronically,

the more pressing becomes the need for personal interaction. Here'’s why: In face-to-face
meetings, our brains process the continual cascade of nonverbal cues that we use as the
basis for building trust and professional intimacy. Face-to-face interaction is information-rich.
We interpret what people say to us only partially from the words they use.We get most of
the message (and all of the emotional nuance behind the words) from vocal tone, pacing,
facial expressions, and other nonverbal cues. And we rely on immediate feedback — the
instantaneous responses of others — to help us gauge how well our ideas are being accepted.
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Syllabus
skills of management
- strategic thinking
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Skills required for decisional roles

Having considered the interpersonal and communication skills which are necessary for

the interpersonal and informational roles, we now consider the range of skills which are
necessary to support the decisional roles of the manager, and we commence with strat
thinking skills.

Strategic thinking
Strategic thinking skills are any skills that enable the manager to use critical
complex problems and plan for the future.These skills are essential to acco
objectives, overcome obstacles, and address challenges which arise in i

business environment. Like most concepts in management, there i
definition.

Abraham, Stan, Stretching strategic thinking, Strategy & Leadership,Vol. 33,
Strategic thinking is defined as coming up with alternatiye vi siness
models that deliver customer value.

Mintzberg
Planning has always been about analysis — ak
into steps, formalising those steps so tha

n a goal or set of intentions
nted almost automatically
step. (...) [and] Strategic

3s intuition and creativity. The outcome of
e enterprise.

Harvard Business Review
Strategic people create i etween ideas, plans and people that others fail to see

Ingrid Bonn

he Strategic Thinking Institute
ion and application of business insights on a continual basis to achieve competitive

enter for Simplified Strategic Planning Inc
rocess that defines the manner in which people think about, assess, view, and create the
future for themselves and others.

Embedded in all of these definitions is a concept that the manager is seeing the bigger
picture, rather than focusing on small details, in order to see how things fit together, and

how the challenges and opportunities that are being encountered relate to the business and
its overall objectives and goals.To think in this way requires the manager to understand the
fundamental drivers of the business and to develop and unlock opportunities for the business
(or their team within the business) through enabling a provocative, creative and constructive
dialogue amongst key stakeholders and decision makers.
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Keelin and Arnold in Five Habits of Highly Strategic Thinkers (2002) provide a useful table
contrasting the characteristics of strategic thinking compared to non strategic thinkers:

Strategic thinkers Non-Strategic thinkers
Broad view with zoom in Narrow view

Abstract with powerful engagement of the ~ Concrete with no engagement of the

imagination imagination

Abstraction illustrated with concrete Concrete illustration only

examples

Important, non-intuitive, framework Generally understood ideas that fit v thin a
breaking ideas consensus framework

Embrace alternatives and uncertainties Embraces neither alternat;

uncertainties

Aims to achieve an over-arching goal Focuses on supportine goals

Managers at all levels of the organisation are required to use

Strategic thinking is not a skill required only by me or the Chief Executive
- it is a required management skill at all levels of

occurring within it?

What skills and competep i ave which provide a sustainable

Business School. The course is designed to equip managers with the strategic
indset, skills and tools to create and communicate a sustainable future of growth
ability for their organisation. The course is facilitated by Associate Professor Steve
o has over 20 years’ experience in research, teaching, executive development and
ting in the fields of business strategy, leadership, culture and change.

is not uncommon for leading businesses to engage academics from university business
schools to present to their managers, or run specific training programs for the business. For
example,Associate Professor Jaynes has designed and delivered a wide range of business
strategy and leadership programs for private and public sector organisations in Australia and
the Asia Pacific. Clients include the ANZ bank, Australian Unity, Australian Pharmaceutical
Industries Ltd., BlueScope Steel,AlS, PFD Foods, AKEPT (Malaysian Higher Education sector),
and a range of SME’s in South Australia and Tasmania (Better Business Program).
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Vision building
Syllabus The next of the management skills to support Mintzberg’s decisional roles is vision building.
skills of management . . . . . .
~vision Note that the syllabus, for this skill, has not used a verb but the singular word of vision.V

is not the skill - the skill is the ability to build the vision as will become clear below.

is crafted to take the thinking of those in the business beyond the day to da
memorable, easily communicated way.

Some examples of vision statements include:

Business Vision statement

IKEA Our vision is to create a better ever

Nike Bring inspiration and innovation to eve
have a body, you are an athlets

I[iﬂks McDonald’s  To be the best quick sery < ) 2rience. Being the best means

LEGO

Disney

Microsoft

Hon
19

esla To accelerate the world’s transition to sustainable energy

To deliver the most extensive range, lowest prices, best brands, convenient
locations, and most importantly genuine personal service from our
specialist staff.

ision statements are typically the work of the top senior management within the
rganisation, however, every effective manager within an organisation needs to have the
ility to develop (and communicate) a vision for the people that they lead.

In this context, for the individual manager, vision means a clear, shared concept of the
future - it is a picture in the manager’s imagination that motivates people to action when
communicated compellingly, passionately and clearly. The ability to create,and communicate
that vision is fundamental to effective management. Peter Drucker in the Practice of
Management:

The function which distinguishes the manager above all others is his educational
one.The one contribution he is uniquely expected to make is to give others
vision and ability to perform. It is vision and moral responsibility that, in the last
analysis, define the manager.
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In 2002 Google identified a list of attributes that made some Google managers more
effective than others, and within the eight habits of highly effective Google managers was
developing and communicating a clear vision and strategy for the team.To assist Google
managers create a shared vision for their teams they published an outline of the five
components that Google managers need to create their vision:

Component Description

Core values These will influence team behaviours even when the manager is not
present. Describe the team’s deeply held beliefs, sociocultural nor
and unwritten rules that team members respect.This, over time,
and reinforces the culture in the team.

Purpose Connect the jobs of each team member to the big picture and
communicate the impact of their work in achieving the big pictu
This results in higher psychological satisfaction, incre
and alignment and increased retention.

Mission Describe what the team is trying to achieve,

Strategy Create a strategy outli i ow the team will achieve the
mission.

Goals e achieved in the course of

like SMART (sp
constraé
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Syllabus
skills of management
- problem solving

117

As Drucker says in The Essential Drucker:

“Every enterprise requires commitment to common goals and shared
values.Without such commitment there is no enterprise; there is only a
mob.The enterprise must have simple, clear, and unifying objectives.The
mission of the organisation has to be clear enough and big enough to
provide common vision.The goals that embody it have to be clear, publi
and constantly reaffirmed. Management'’s first job is to think through
and exemplify those objectives, values, and goals. Management.”

Indeed, as evident in the Google guidance to its managers, vision b
of every manager and is a key part of the role of the manager as
through other people.Vision building is not a skill which applies
is vital for every person in the organisation with some managem
to Drucker:

“Management is about human beings. Its task is t¢ » = capable of joint
performance, to make their strengths effecti ses irrelevant.”
pursuing different individual visions of t

Problem solving
Managers are called upon ev

ulation is not saying that the manager in a quiet office,
le of the manager is to leverage the knowledge,

Description

Working with others, define the problem to be solved. This may
require analysis, observation, conversation and collaboration.

Brainstorm The role of the manager is not to solve the problem by themselves.

alternatives Here working with and through other people the manager identifies
and compares possible alternative solutions, considering the time, cost,
effectiveness and return of each of the alternative solutions to the
problem.

Choose the best  Here the manager themselves, or working with the group, brings the

strategy to solve  analysis to an end and selects and persists with a solution.An effective

the problem manager must proceed to this point as soon as practicable in a way in
which affected stakeholders will engage with the selected strategy.

Implement the Develop, communicate and implement the action plan which includes
solution appropriate measurement processes to assess success in solving the
problem. Review data and change as necessary.

Strategic Business Studies Prelim > Chapter 7 > Nature of management



Decision making

The skill of decision making is in many contexts a subset of problem solving. Syllabus

skills of manage
- decision-m
Mintzberg argued that making decisions is the most crucial part of any management activity.

Indeed the language of decision making as a management skill emerged in the 20th century
when, Chester Barnard, a retired telephone executive and author of The Functions of the
Executive, imported the term “decision making” from the vocabulary of public administration
into the business world. From then it began to replace narrower descriptors such as
“resource allocation” and “policy making.”

Assuming the other steps have occurred in the problem solving process, working with

different approaches to solve the problem at hand.

Matt Gavin, in 5 Key decision making techniques for managers in
Online Blog (2020) noted that research by consulting firm Bain an of 750 companies
found a 95% correlation between decision-makingf ‘rectiveness and cial results. Those
companies which excelled at decision making execution generated returns nearly 6%
higher than their competitors. Decision ma anager has a direct relationship
with the financial performance of the firms.

The five techniques from Gavin in

Technique

Take a process-
oriented approach

ntify and manage otherwise hidden biases among group members

Avoid an advocacy mindset which sees decision making as a contest
between entrenched positions and encourage an inquiry mindset with
collective responsibility in framing the issue, identifying solutions and making
a decision in view of the vision of the team and the overall organisation
objectives

te'and uphold ~ Team members will only fully participate, and fully bring their perspective,

psi hological safety knowledge and skills to work collaboratively if the manager creates and
maintains an environment of psychological safety. Research by Google found
that this was the most important dynamic among high performing teams at
Google.

Reiterate the goals  Ensure the goals that the team is working towards are clear, and agreed

and purpose of the  among members of the team.This should be clearly articulated at the

decision beginning, and throughout the process to ensure the detail of the problem
and the possible solutions do not obscure the overall context in which the
decision is being taken.
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Flexibility

sskY"'I'sa;‘;:anagemem Flexibility is defined as the ability to bend easily or without breaking, or the ability and
- flexibility willingness to adjust one’s thinking or behaviour. One can also consider it simply as the

opposite of being rigid, or inflexible, as shown below:

Flexible Inflexible

Ability to bend easily or without breaking Of a rigid or unyielding te
will etc
The ability and willingness to adjust one’s

thinking or behaviour An inflexible deter

use all sorts of
here the subordinates
of avoiding direct

and changes, working with and being managed by an i
problems. A manager operating inflexibly tends to lead
of the manager, their peers and even the manager’s supe
communication and engagement with them

Some researchers have suggested that a and infléXible manager increases tension,

decreases productivity and has the single gative impact on work life. An inflexible
hange to their plans, rules, procedures and

attitudes. It follows that an in tinue to do what they have planned

to do — even if it no longe it has become clear that the strategy will not work.

Not only is this directly rganisation (not adjusting the strategy) it can result in

increased staff turnover a

the business. The inflexible oes not listen, and does not react to changing
circumstances j i taff as uncaring and unfeeling towards their staff. The
inflexible manage ¥ i approachable by employees, and will often be the subject

of adversg

ent to which the manager can change and adapt to significant changes in the
internal environment is referred to as adaptability (which is the next skill of
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Rigid/inflexible Flexible manager

manager
Style of management The same Different in response to
used to manage different the different knowledge,
employees skills and personality of the
employees
Arrangements for The same Provides flexible working
employees — working arrangements (different days,
hours etc job sharing, part time)
Approach to their calendar Does not depart from Make changes on the £/ to
and appointments planned events and respond to pressures
engagements. Employees events to assist the tei ) to

have to make appointments
or prior arrangements to
meet with the manager

Approach to deadlines and  Not changing. Deadlines
tasks set for employees and tasks must be met as
directed by the manager

Response to changes in Nil. Existing
the external environment to be execute

external environment
to identify and consider
significant external changes
and then works with the
team in order to determine
the changes to make to

the goals and work of

the team. The skill of
Adaptability

Flexible ma ability to change their plans to match the reality of the situation,
tain the productivity of their team even when circumstances
Flexible managers embrace change, are open to new ideas, and can

ty of different people.

le, a flexible manager may adopt different management styles depending upon the
ature of the particular employee being managed.A rigid manager would adopt the
ach to managing all employees, whereas a flexible manager may take a more hands
ectional approach with one employee, and yet be more hands off and democratic with
ployee with stronger competencies and greater experience.
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Adaptability
Syllabus On the other hand, adaptability is the ability to change (or be changed) to fit changed
skills of management . e . . .
- adaptability circumstances. Adaptability is about having ready access to a range of behaviours that ena
the manager to shift and experiment as things change. Adaptability requires flexibility.

Today’s managers are facing constant, and sometimes unexpected waves of chan
complexity, from legal regulation to pandemic shutdowns, supply chain disrupti

Majo, arces of chang € nichare

impac e business g¢ erally, and
3 the role p o e manager and
‘ 2eir team
Link
LI21
External
Suppliers,
Advisers
Network
Information sources Factory manager
Day shift Night shift
Adaptability
<— Two way communication and collaboration within Ability to adapt (change)
the organisation across functional barriers which requires:

« Cognitive flexibility
* Emotional flexibility
* Dispositional flexibility

<—» Two way communication and collaboration outside
the organisation

sful managers:

Adapt to the changing external pressures facing the business.
e Accept changes as positive.
e Revise plans as necessary.

e Consider other people’s concerns during change.

The Centre for Creative Leadership identifies three types of flexibility that assist managers
with change:

*  cognitive flexibility
*  emotional flexibility

» dispositional flexibility
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Cognitive The ability to use different thinking strategies and mental frameworks.
flexibility
Managers with cognitive flexibility can incorporate different thinking
strategies and mental frameworks into their planning, decision-making,
and management of day-to-day work. Cognitive flexibility indicates
nimble, divergent thinking, an interest in developing new approaches,
the ability to see and leverage new connections, and the propensity
to work well across the business. These managers readily learn from
experience and recognise when old approaches will not work.

Emotional The ability of the manager to vary their approach to dealing wit
flexibility emotions and those of others.

Managers with emotional flexibility vary their approach to deal
with their own and others’ emotions — an area that many man
often fail to consider.An emotionally flexible manage
with the process of transition, including grieving, comj
resistance. Adapting to change requires give and take b
manager and those experiencing the change

Dispositional The ability to remain optimi

flexibility Managers who display

flexibility) operate fro optimism grounded in realism and

Reeves and Deiml
Advantage.

or using unique skills or technologies. However, the globalisation
in transport, technology and communication, has led to profound

e can no longer arise from existing market position, or from the unique resources
o the business. They suggest that today, sustainable competitive advantages derives

e ability to read and act on signals of change

the ability to experiment rapidly and frequently - not only with products and services but
also with business models, processes and strategies

3. the ability to manage complex and interconnected systems of multiple stakeholders

4. the ability to motivate employees and partners

In other words, the management skill of adaptability.
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Syllabus
reconciling the conflicting
interests of stakeholders

Link
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Reconciling the conflicting interests of stakeholders

The final of the skills of managers which are required in order to discharge Mintzberg’s
decisional roles is the ability to reconcile the conflicting interests of the various stakehol

who will be impacted by the decisions taken by the manager.The figure of management £ lls
and Mintzberg’s roles is repeated below for reference.

Skills of management Roles of manager:

Interpersonal
Communication

Strategic thinking

Interpersonal roles
- Figurehead

. - Leader [ Busines. 5of s

- Liaison
J (o

Informational roles Mark" 'share

- Monitor Grgl (h
- Disseminator \are price
Social

G - Spokesman

. . Environmental
Decisional roles

Vision - J - Entrepreneur

Problem solving

Decision making
Flexibility

Adaptability to change
Reconciling the conflicting
interests of stakeholders

have previousl
environment.

- Disturbance handler
- Resource allocator
- Negotiator

iness owners generally seek higher profits,and may be reluctant to have the business
pay higher wages to staff

a decision by the business to shift production overseas may be in the interests of the
business owner (through lower costs and higher profits) but may negatively impact
existing staff who would lose their jobs, and customers who may receive a poorer quality
service (for example the experience of Australian customers where call centres are
shifted overseas).

managers may delay paying for goods from suppliers as long as possible (to preserve
cash in the business) which will have a negative impact on the supplier who would like
payment as soon as possible to improve their cash flow

managers, and the business owners, may want the highest possible profit on sales,
whereas customers may desire lower prices and higher quality goods

managers and business owners may desire lower costs and therefore higher profits,
however that may come at a negative cost for the environment (less environmentally
friendly practices are often cheaper for business)
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