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Preface

Welcome to our 10th edition! Thank you to everyone who has used and learned from previous editions and
helped make this book such a success. We are proud to present the newest edition.

With the many challenges that we all face, this is truly an exciting time in business. Technology,
innovation, and global commerce are transforming industries. Companies like Facebook, Whole Foods,
NetFlix, and others are revolutionizing not only their industries but also the way we live our lives. The fact
that they are unseating their more traditional rivals shows that entrepreneurs and courageous leaders can
have a significant impact on business and on the world. Whether it’s driving creativity and innovation
(Google), continuously improving quality (Mayo Clinic), or relentlessly pursuing productivity and cost
(Southwest), managers are uniquely positioned to work with their people to achieve competitive advantage
in business and to make a difference in the world.

But succeeding in a challenging work world is not just about competing; collaborating with others is
more essential than ever, too. Joint ventures and strategic alliances such as Apple’s partnership with Rovio
(maker of Angry Birds) show just how important it is that people within and between different
organizations—even rivals—work together effectively. This collaboration is more global than ever.
Countries like India and China are center stage not just because of the rapid growth and sheer size of their
economies and consumer markets, but because of the productive power of their people and the growing
capability of their companies. *

As things change in business and in the world more broadly, the metaphorical glass sometimes seems
half-empty. Unfortunate world events, disconcerting trends, and ineffective and unethical management
practices will continue. But good people will continue to step up and take on important leadership roles,
managing well and making things better, as they always have. In this book you will read about many
managers, some doing things brilliantly, others making mistakes (with some learning from their mistakes,
and some not). Some organizations rise from the ashes, or come from seemingly nowhere, to become the
next hot investment. Some organizations are high-flyers one day and come crashing down the next. Some
achieve greatness, and have occasional downturns, but continue being great.

These performance shifts occur in large part due to the ways in which they are managed, and partly
from how circumstances change. Business environments, like pendulums, swing from one extreme to
another. These changes will contribute to the fall of some currently successful companies and managers
and the rise of others who currently struggle or are now just dreaming of new business ideas.

For you, as a businessperson as in life, uncertainty will be a constant state of affairs. That is, no one
knows for certain what will happen, or what to do in pursuit of a successful future. Luck and the right
circumstances can help companies (and people) succeed in the short run. But in the long run good
management is essential.

Fortunately, you have access to current knowledge about how to manage. We have learned a lot from
the companies that have succeeded and failed. The continuing experiment created by the vast array of
management practices that exist in the business world, combined with sound research that helps tease out
what works from what doesn’t, helps us learn from mistakes and identify the most important lessons and
useful practices that managers can employ. We hope that you will not only learn as much as you can about
this vital activity but also commit to applying it—by reading and learning, and by using it in the best
possible ways.



This book and the course you are taking will help you face the managerial challenges of a changing
world. In doing so, they will help you identify what’s important and what’s not, make good decisions, and
take effective action on behalf of yourself, your colleagues, and the organizations for which you work.

Our Goals

Our mission with this text hasn’t changed from that of our previous editions: to inform, instruct, and inspire.
We hope to inform by providing descriptions of the important concepts and practices of modern
management. We hope to instruct by describing how you can take action on the ideas discussed. We hope
to inspire not only by writing in a positive, interesting, and optimistic way but also by providing a real
sense of the opportunities ahead of you. Whether your goal is starting your own company, leading a team to
greatness, building a strong organization, delighting your customers, or generally forging a positive future,
we want to inspire you to take positive actions.

We hope to inspire you to be both a thinker and a doer. We want you to think about the issues, think
about the impact of your actions, think before you act. But being a good thinker is not enough; you also
must be a doer. Management is a world of action. It is a world that requires timely and appropriate action.
It is a world not for the passive but for those who commit to positive accomplishments.

Keep applying the ideas you learn in this course, read about management in sources outside of this
course, and keep learning about management after you leave school and continue your career. Make no
mistake about it: learning about management is a personal voyage that will last years, an entire career, your
entire lifetime.

Competitive Advantage

Today’s world is competitive. Never before has the world of work been so challenging. Never before has it
been so imperative to your career that you learn the skills of management. Never before have people had so
many opportunities and challenges with so many potential risks and rewards.

You will compete with other people for jobs, resources, and promotions. Your organization will compete
with other firms for contracts, clients, and customers. To survive the competition, and to thrive, you must
perform in ways that give you an edge over your competitors, that make the other party want to hire you,
buy from you, and do repeat business with you. You will want them to choose you, not your competitor.

To survive and thrive, today’s managers have to think and act strategically. Today’s customers are
well educated, aware of their options, and demanding of excellence. For this reason, managers today must
think constantly about how to build a capable workforce and manage in a way that delivers the goods and
services that provide the best possible value to the customer.

By this standard, managers and organizations must perform. Six essential types of performance, on
which the organization beats, equals, or loses to the competition, are cost, quality, speed, innovation,
service and sustainability. These six performance dimensions, when managed well, deliver value to the
customer and competitive advantage to you and your organization. We will elaborate on all of these topics
throughout the book.

The idea is to keep you focused on a type of “bottom line,” to make sure you think continually about
“delivering the goods” that make both you and your organization a competitive success. This
results-oriented approach is unique among management textbooks.

Leading & Collaborating
Yes, business is competitive. But it’s not that simple. In fact, to think strictly in terms of competition is
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overly cynical, and such cynicism can sabotage your performance. The other fundamental elements in the
success equation are collaboration and leadership. People working with, rather than against, one another
are essential to competitive advantage. Put another way, you can’t do it alone—the world is too complex,
and business is too challenging.

You need to work with your teammates. Leaders and followers need to work as collaborators more
than as adversaries. Work groups throughout your organization need to cooperate with one another.
Business and government, often viewed as antagonists, can work productively together. And today more
than ever, companies that traditionally were competitors engage in joint ventures and find other ways to
collaborate on some things even as they compete in others. Leadership is needed to make these
collaborations happen.

How does an organization create competitive advantage through collaboration? It’s all about the
people, and it derives from good leadership. Three stereotypes of leadership are that it comes from the top
of the company, that it comes from one’s immediate boss, and that it means being decisive and issuing
commands. These stereotypes may contain grains of truth, but the reality is much more complex. First, the
person at the top may or may not provide effective leadership—in fact, many observers believe that good
leadership is far too rare. Second, organizations need leaders at all levels, in every team and work unit. This
includes you, beginning early in your career, and this is why leadership is an important theme in this book.
Third, leaders should be capable of decisiveness and of giving commands, but relying too much on this
traditional approach isn’t enough. Great leadership is far more inspirational than this, and helps people both
to think differently and also to work differently—including working collaboratively with a focus on results.

Leadership—from your boss as well as from you—generates collaboration, which in turn creates
results that are good for the company and good for the people involved.

As Always, Currency and Variety in the 10th Edition

It goes without saying that this textbook, in its 10th edition, remains on the cutting edge of topical coverage,
as updated via both current business examples and recent management research. Chapters have been
thoroughly updated, and students are exposed to a broad array of important current topics.

We have done our very best to draw from a wide variety of subject matter, sources, and personal
experiences. We continue to emphasize throughout the book themes such as real results, ethics, cultural
considerations, and leadership and collaboration. Here is just a small sampling of new highlights in the
10th edition—enough to convey the wide variety of people, organizations, issues, and contexts represented
throughout the text.

Chapter 1 Chapter 2

® A new title for this chapter, “Managing ® A new title for this chapter, “The External
and Performing.” and Internal Environments.”

® The Management Connection discusses how ® The Management Connection examines how
Tesla Motors managers keep the company Apple concentrates on being a winner in a
productive. fast-changing environment.

® New examples include ReCellular, Dunkin’ ® Information on the Affordable Care Act of
Brands Culinary Innovation Team, Singapore 2010 discusses the legal provisions aimed
Airlines, Aetna, and basic practices of good at health care.
management at textile factories in India. ® A new section on the natural environment.

® A new section on sustainability has been ® New examples include Tata Motors and
added to the chapter. breaks in supplier chains caused by the

external environment.

< Vil ¢



® New Table 2.1.

Chapter 3

® A new Management Connection on Pandora
Media, one of the world’s most innovative
companies according to Fast Company
magazine.

® New examples include Capterra, Chargify,
and Integrated Medical Solutions.

® Updated graphics on organizations’ strategy
decisions.

® BP’s Deepwater Horizon disaster is used
as an example to discuss management
decision making.

Chapter 4

® A new Management Connection on General
E lectric.

® New examples include General Motors, Price
Chopper Supermarkets, an Iragi commercial
sign store, AXA Canada, and Cisco Systems.

® A discussion of the trends shaping how
companies grow.

Chapter 5
® The Management Connection looks at corporate
social responsibility at Patagonia.
® New examples include overbooked hotel
practices, Hilton Worldwide call centers,
Countrywide Financial, and 3M.
® Updated graphics on ethics.

Chapter 6
® The Management Connection discusses
IKEA’s global presence and sustainability.
® The need for employees and sales from
other countries outside the United States
to meet their objectives.
® New Table 6.1.
India’s growing role in the global marketplace.
® New examples include Stanbic IBTC Bank
in-Nigeria, Master Lock, and Ignighter.com.
® A new Figure 6.3 on the top 10 global
firms.

Chapter 7
® A new Management Connection about Chip-
otle’s founder, Steve Ells.
® New examples include inDinero, research

- viii *

on entrepreneurs, Toepener, CopyShark.net,
and the Unreasonable Institute.
® A new section on social entrepreneurship.
® Updated graphics on money management.

Chapter 8

® The Management Connection discusses the
organization chart at Cisco Systems.

® New examples include Harmonix Music
Systems, Valve Software, Walt Disney
Studios, and Love Machine.

® Updated graphics on delegating leadership
responsibilities.

® New Tables 8.1 and 8.2.

Chapter 9
® A new Management Connection on how
Pixar thrives in a changing industry.
® A discussion of ambidextrous organizations.
® New examples include Pfizer, Salesforce.com,
and Miles Chemical.
® A new key term definition of six sigma
quality.
Chapter 10
® The Management Connection looks at
Google’s ability to hire great employees.
® New examples include GM’s Chevy Volt,
Walmart, and Sprint.
® Updated section on drug testing.
® New Figure 10.4.

Chapter 11

® A new Management Connection on PepsiCo.

® New examples include CH2M Hill, Procter
& Gamble, and Emnst & Young.

® New Tables 11.1, 11.2, 11.4, and 11.5.

® Updated graphics on employee resource
groups.

® A discussion of leveraging difference.

Chapter 12
® The Management Connection looks at
Howard Schultz and Starbucks.
® New examples include George Buckley of
3M, Linda Parker Hudson of General
Dynamics, and Kathy Savitt of Lockerz.

Chapter 13
® A new Management Connection about



Intuit being a great place to work.
® Updated graphics on employee engagement.
® New examples include Quick Lane Tire &
Auto Center, Rable Machine, and K
Hotels Sales & Marketing.

Chapter 14
® The Management Connection discusses
teamwork at Toyota.
® New examples include Wells’s Dairy and
IBM.
® Updated graphics on how senior managers
spend their time.

Chapter 15

® A new Management Connection on Zinger-
man’s Delicatessen.

® Updated graphics on the variety of com-
munication methods.

® New examples include SlideShare, Hilcorp
Energy Company, Applied Materials, and
Royal Caribbean Cruises.

Chapter 16
® The Management Connection examines

A Team Effort

controls at Southwest Airlines.

® New examples include Hertz, Family
Practice Association, and Netflix.

@ Updated graphics on quality control.

Chapter 17

® A new Management Connection on BP’s
alternative energy future.

® Discussion of innovation and its three
fundamental types.

@ New examples include Pratt & Whitney,
Facebook, and the military’s use of solar
technology.

® The limits organizations have put on in-
formation technology at work.

® New Figure 17.5.

Chapter 18
® The Management Connection discusses Dr.
Peter Pronovost.
® New examples include Goodrich Aerostruc-
tures and Jacqueline Woods.
® Updated graphics on the length of time
people spend with the same employer.

This book is the product of a fantastic McGraw-Hill/Irwin team. Moreover, we wrote this book believing

that we are part of a team with the course instructor and with students. The entire team is responsible for

the learning process.

Our goal, and that of your instructor, is to create a positive learning environment in which you can

excel. But in the end, the raw material of this course is just words. It is up to you to use them as a basis for

further thinking, deep learning, and constructive action.

What you do with the things you learn from this course, and with the opportunities the future holds,

counts. As a manager, you can make a dramatic difference for yourself and for other people. What

managers do matters, tremendously.
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Chapter 1

Managing and Performing ( EBEHAT)

Management means, in the last analysis, the substitution of thought for brawn and muscle, of

knowledge for folklore and tradition, and of cooperation for force.

Management Connection

What does it take to turn a vision into an ongoing,
productive reality? If your vision is to lead an
automotive revolution by selling all-electric cars that
deliver a comfortable, convenient ride while cutting
dependence on fossil fuels, it takes engineering
genius, quality-driven workers, marketing know-how,
and cash. And then it takes people who can harness
all these resources, figure out the best way to direct
them, and get the whole organization to outperform
the competition. In other words, achieving the vision
requires talented managers.

For a picture of what this means, think about
how the managers of Tesla Motors have pulled
together a host of resources aimed at achieving an
ambitious goal: selling the world’s first marketable
all-electric car. As envisioned, Tesla's car would be
priced competitively with midsize sedans and would
run on a battery with enough power to carry the car
300 miles on a single charge. So far, the company has
begun selling its $109,000 battery-powered Roadster,
which is a high-performance vehicle but doesnt fulfill
the affordability part of the Tesla equation. The
company planned to begin making a sedan, the Model
S, targeted to sell for $54,700, beginning in 2012.

A project like that requires sizable fund-raising
—millions of dollars, in fact—and Tesla’s chief
executive, Elon Musk, has come up with some
creative financing ideas and persuaded investors
with deep pockets to buy in. Musk also negotiated
with Toyota’s president, Akio Toyoda, to set up a
joint venture in which Tesla helped Toyota develop
an electric version of Toyota’s RAVy4 sport utility
vehicle. The deal called for Toyota to invest $50

million for an ownership share of Tesla. It might

How Managers Keep Tesla Motoring

seem strange to share technology with a potential
competitor, but the deal gives Tesla much-needed
cash and makes it more attractive to other potential
investors. For example, Panasonic, which has been a
leader in developing powerful lithium ion batteries
and hopes to supply electric vehicles, invested $30
million in Tesla in exchange for an ownership share.
The deal gives Tesla not only cash but also access to
expertise in designing one of the trickiest parts of an
electric car.

Building an innovative automobile also requires
a great design and a factory located near the right
kind of talent to bring a new design to market. The
responsibility for designing a battery that is safe yet
delivers enough power and costs less than $10,000 to
make falls to Wes Hermann, manager of Tesla's
battery safety and technology lab. Hermann studied
engineering in college and then worked for a
foundation that studies the environmental impact of
energy use. Working for Tesla was a chance to put
theory into practice. Of course Hermann can't
achieve those goals on his own; he has to hire and
direct a team of engineers.

The hit to the auto industry from the recent

financial crisis brought Tesla an opportunity in the

form of an empty factory. General Motors closed a
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plant it had jointly operated with Toyota in Fremont,
California, not far from Tesla’s Palo Alto
headquarters in the heart of Silicon Valley. Tesla
bought the plant and set up a temporary office in the
parking lot. Preparing the plant to make the Model S
is the responsibility of Gilbert Passin, Tesla’s vice
president of manufacturing. Passin is aiming to meet

the ambitious goal of assembling Model S cars within

preparing diagrams and schedules to set up
workstations for building high-tech automobiles.
Meanwhile, Tesla’s vice president of human
resources, Arnnon Geshuri, is overseeing the task of
hiring hundreds of new workers. Geshuri has the
background for a challenge; before working at Tesla,
he managed human resources at Google when that

company’s head count was rising exponentially.*

two years. The people who report to him are busy
RHUAL (Tesla ) (YHEA: AT SRR R — O AU B AR QIRT . ASTORSE R TR A ml K ), A iy i e
PEIREE T, O — 44 5 A A A B BT as & I BT, IR 28 A M A B R A o) 7 4312 FHAS B RE AR T e Al R A A
TED RN .

Tesla Motors’ CEO, Elon Musk, is arguably one of the most interesting leaders in business today. He
combines strong creative skills with a keen ability to see the big picture—and he’s been remarkably
successful at building organizations. Of course not every manager or organization succeeds. A story of
failure that shocked many Americans involved the care provided to wounded soldiers at the Walter Reed
Army Medical Center in Washington, DC. Reporters investigating outpatient facilities of Walter
Reed—which ranks among the nation’s top military hospitals—discovered that in some facilities,
outpatients were coping with mold, roaches, rodents, and damaged walls and doors. Many outpatients,
some with serious injuries and mental impairments, complained of paperwork problems that kept them
from receiving services. Testifying before Congress, the Army’s vice chief of staff admitted fundamental
management problems:

Our counselors and case managers are overworked, and they do not receive enough training. We do not
adequately communicate necessary information. Our administrative processes are needlessly cumbersome and . . .
take too long. Our medical holding units are not manned to the proper level, and we do not assign leaders who can
ensure a proper accountability, proper discipline and well-being, . . . and our facilities are not maintained to the

standards that we know is [sic] right.2

Major General George W. Weightman, who lost his job as Walter Reed’s commander as a result of the
scandal, acknowledged that the organization had experienced a “failure of leadership.™

On brighter notes, capable managers have made improvements at Walter Reed. And Harvard Business
Review ranks and spotlights the best CEOs in the world not on position or fame or charisma or short-term
flash, but on the consistently high performance they deliver over many years in office. For 2011, number
one was no surprise: Steve Jobs, who took over Apple in 1997 when the company was in bad shape and
delivered sterling returns and market value year after year. The list ranked Yun Jong-Yong of South Korea’s
Samsung Electronics in the number two spot.

Companies, like individuals, succeed or fail for a variety of reasons. Some of these reasons are
circumstantial. Most are personal and human and include the decisions managers make and the actions they take.

In business, there is no replacement for effective management. Companies may fly high for a while,
but they cannot do well for very long without good management. It’s the same for individuals: Bloomberg
Businessweelk’s managers succeed by focusing on fundamentals, knowing what’s important, and managing
well. The aim of this book is to help you succeed in those pursuits.

1.1 Managing in the New Competitive Landscape

When the economy is soaring, business seems easy. Starting an Internet company looked easy in the 1990s,
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and ventures related to the real estate boom looked like a sure thing just a few years ago. But investors
grew wary of dot-com start-ups, and the demand for new homes dropped off the table when the economy
crashed in late 2008. At such times, it becomes evident that management is a challenge requiring constant

adaptation to new circumstances.

Management is a challenge requiring constant adaptation to new circumstances. i HLE—JiF;2

FREERDHTA BRI PRAR . )

What defines the competitive landscape of today’s business? You will be reading about many relevant
issues in the coming chapters, but we begin here by highlighting four key elements that make the current

business landscape different from the past: globalization, technological change, the importance of
knowledge and ideas, and collaboration across organizational “boundaries.” ( FL7E Y E MV 5T 5 i 219 4H

AT LA DUAS F Sy AN ] . ABRA . BORSRT | RTRURIRR A i) T SRR B B 2 AT IR )

1.1.1 Globalization

Far more than in the past, today’s enterprises are global, with offices and production facilities in countries
all over the world. Corporations operate worldwide, transcending national borders. Companies that want to
grow often need to tap international markets, where incomes are rising and demand is increasing. The
change from a local to a global marketplace is gaining momentum and is irreversible.’

Fortune magazine annually publishes a list of the world’s most admired companies. Whereas U.S.
companies used to dominate, Madrid-based Telefonica was the most admired telecom in 2011. South
Korea’s POSCO was the most admired metals company, and Norway’s Statoil was number one in
petroleum refining, with Brazil’s Petrobras coming on strong. McDonald’s was number one in the category
for effectiveness in conducting its business globally.® Who are other or more recent leaders?

Globalization also means that a company’s talent can come from anywhere. As with its sales, more
than half of GE’s employees work outside the United States.” Cisco, a leader in equipment for computer
networking, considers maintaining operations in India to be an essential tactic for staying competitive.
Cisco serves the fast-growing Indian Internet market at a crucial time: the growth in demand is attracting
low-cost competition from Chinese businesses."

PepsiCo’s chief executive, Indra Nooyi, brings a much-needed global viewpoint to a company whose
international business has been growing three times faster than sales in the United States. Nooyi, who was
raised in India and educated there and in the United States, has steered the company toward more “better
for you” and “good for you” snacks with acquisitions including a nut packager in Bulgaria and a hummus
producer in Israel.”

Meanwhile Coca-Cola has higher sales in Mexico than in any other country at 665 servings per year
per capita. In Kenya the rate is 39 servings per year per capita. Coca-Cola is already Africa’s largest
employer, and the continent is a key to Coke’s future growth. Coke’s CEO Muhtar Kent says, “Africa is the
untold story, and could be the big story, of the next decade, like India and China were this past decade.”"’

Globalization affects small companies as well as large. Many small companies export their goods.
Many domestic firms assemble their products in other countries. And companies are under pressure to
improve their products in the face of intense competition from foreign manufacturers. Firms today must
ask themselves, “How can we be the best in the world?”

Firms today must ask themselves, “How can we be the best in the world?”

For students, it’s not too early to think about the personal ramifications. In the words of CEO Jim
Goodnight of SAS, the largest privately held software company in the world, “The best thing business
schools can do to prepare their students is to encourage them to look beyond their own backyards.
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