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CHAPTER 1 

INTRODUCTION 

A. ORGANIZATION CONCEPT 
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Organization concept exists among living creatures in 

nature. Animals organize their activities for continuation of 

their lives. For example, they search for food to eat throughout 

the season, and shelter to protect themselves from nature and 

enemies. They live in small or large groups. The activities to 

be covered are divided among members of each group. Each member 

knows what and how to do a specific task assigned. They often 

have one or more leaders depending upon the size of the group, and 

scope of activities to be covered. Thus, the degree of organiza­

tion chan.&!:es from group to group. 

Human beings also organize their activities for the pur­

pose of survival through continuous satisfaction of their biogenic 

and social needs. However, organization is done in a better way 

than animal s • Animals or~anize their activities with certain in--, 

stincts, responses, and with the help of sensory organs. Men use 

their creative minds instead. They decide on what is good or 

wrong. They have the ability to predict what will happen in the 

future. They can talk to each other and convey ideas, and come 

to a better solution. They have wider activities to cover; orga­

nization of activities are done by the process of decision-making. 
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They also live in groups of different types. 
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It is the human beings who form the work groups or busi­

ness firms for the satisfaction of their basic needs. The survi-

val of the business is maintained through organization of activi­

ties to be performed. Better organization means welfare of both 

business firms and individuals. 

Similarly, success of a business firm depends upon indi­

viduals. It is the individuals who organize the works of a busi­

ness. Hence, the degree of success is determined by the degree 

of or~anization, and number and type of individuals forming the 

structure. 

However, a perfect organization of activities will not be 

attained due to several restraints, such as size and magnitude.oO'f 

tasks to be performed, type and number of individuals involved, 

physical facilities, social and psychological factors. Therefore, 

no matter how well a business firm is organized, it is certain 

that there will still be some organizational problems to be dealt 

with. 
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B. PURPOSE OF THE STUDY 

Books have been written about organizational theories or 

principles. Even surveys have been conducted by social scientists 

to determine the rise of major organizational problems at each sta­

ge of company growth. l Numerous studies have also been made to 

find out the social and psychological problems that affect organi­

zational efficiencies and effectiveness of business firms. Be-

sides, literature is full of information about organization of 

small, medium and large size companies. 

However, in the literature,l~ssemphasis has been.put on 

growth process in firms from infancy to maturity, on ~ture of 

problems they face at each stage of development, on ways the or­

ganizational functions are applied, on intensities of problems 

arising from organizational set-up, on effects of these problems 

to company operations, and on relationships between problems 

traced by the interaction among company organization systems and 

environmental systems. 

1 Such a study was made by Ernest Dale early in the 1950's. Dale 

included about 40 manufacturing companies in his survey, and 

analyzed the rise of organizational problems at each stage of 

growth. See E. Dale, Planning and Develoning Company Organi­

zation Structure, Research Report No. 20, New York; AMA, 1955. 
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System problems may be related with several factors, e.~. 

organizational, financial, human, etc.,. These factors may have 

their roots in other sub-factors. In order to determine the 

actual relationship between company problems and factors an analy­

tical approach is needed. 

Therefore, the purpose of this study will be to verify 

the below hypotheses: 

where: 

Mp = Management problems 

Op = Organizational problems 

Fp = Financial problems 

Pp = Personnel problems 

Cs = Company size 

Ef = Environmental factors 

Gs = Growth stage 

This simply means that: (1) Management problems are a 

function of organizational problems, financial problems, personnel 

problems and other problems, (2) Organizational problems are a 

function of eompany size, environmental factors and growth stage. 
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The verification of the above hypotheses can help us in 

solving the company problems which are related with organizational 

causes. 

For example, low production problems of a company might 

be related "to- organizational problems such as ihe Jack ex' &!t'io1lny"f 

production planning and scheduling, inefficient supervision, co­

ordination and control and/or improper assignment of tasks to 

employees who are engaged with production activities. 

Similarly, these organizational problems might be due to 

either environmental factors, (social, psychological and physical) 

company size (small, medium and lar~e), and/or growth (increase in 

the volume of work). 

Once the actual relationship between organizational pro­

blem~) and system; problem(s) is determined then the factors 

causing such a specific problem can be easily identified, and al­

ternative courses of action might be taken for their remedies. 

Also, this might help us to find out other problems, e.g., finan-

cial, personnel, material, etc., that are relatea with company 

problems. 
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Physical and structural growth are stimulated or re­

strained by economic, social, psychological and physical factors. 

Organizational problems arise due to restraining actions of these 

factors. 

Chapter 3 is designed for the purpose of enlightening the 

organizational problems that arise, and of analyzing the relation­

ship between organizational problems and (1) size of the firm, (2) 

stage of growth, (3) environmental factors. 

Organizational problems are discussed under the light of 

basic principles. Then the way they appear in small, medium and 

large size firms are described by putting emphasis on their causes 

Second, the hypotheses are verified theoret~lly in Chap­

ters 4 and 5. 

The objective of Chapter 4 is to detect the organizational 

causes of management problems. Hence, major management problems 

are introduced, and their causes are analyzed in detail. 

Production, marketing, finance and personnel problems are 

generally due to several interrelated causes which have their 

roots in or~nizational problems. For exa~ple, high operation 

costs (production problem: ) usually arise from high price of raw 

material, inefficient operation of machines, improper use of tools 

and e~uipment and waste of material, etc. Analysis shows that 

these causes are directly related with organizational problems, 
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!"il",t;on of thE' c'_E'JTAe of influence of growth rrocesf' on or';:"1nt-

Trus, 

"nd jlluF'tr~teil by t"bles in the Appendix. 
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CHAPTER 2 

TEE GROWTH PROCESS IN FIRMS 

In this chapter types of growth, the nature of the 

growth process and the role of environmental factors will be 

discussed to provide a basis for the theoretical analysis. 

B. DEFINITIONS 
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1. Physical growth - is the exnansion of the existing 

production lines, plants, and buildings of a firm. 

2. Structural growth - is the development of the organi-

zation set up. Ch8.nges in authorities and responsibilities, 

channels of communication, decision making and control mechanisms. 

3. Growth by evolution - is the staae by stage develop-

ment. 

4. Growth by revolution - is expanding after setting 

quite a large physical and organization structure. 

C •. GROWTH BY EVOLUTION 

Business firms usually grow by evolution. However, this 

stage by stage development from infancy to maturity is the charac-­

teristics of most small firms. 
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Small firms because of their weak financial and organiza­

tion structure pass through certain critical stages during the 

course of their development. They treat the organizational pro­

blems as they go along. Some of the problems which arise at 

earlier stages are either solved at that or delayed at a later 

date. 

Evolutionary growth is either physical or structural. In 

most small firms physical growth occurs first. 'Structural growth 

is seen at later stages. The time lag between structural growth 

and physical growth is rather long, especially, in the early 

st8,~es of growth. That is when the small firm approaches to me­

dium size. 

For example, the time lag between physical and structural 

growth of the "z" Metal Industries, Inc., depicted in Fie;ure 1, 

is six years. This was generally due to the shortcomines in the 

company management. 

D. GROWTH BY REVOLUTION 

Some companies start growing after setting quite a big 

organization structure. 2 A typical example is Eregli Iron and 

2 TUrk-!)ireIH Rubher COl'lpany, Uniroyal Rubber Company, Turkish 
Cer;ent Industries, Qanakkale Ceramic Industries, Dyo Paint g,nd 
En8,l'lel Factories, Unilever JJtd., and (IMSA) Istanbul Soft Drink 
Industries have also grown by Revolution. 
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This company hils first designed its large organi.zation 

fltructure, and then stllrted to grow physically and structurally. 

------- ------

FIGURR 1: - Tt"'e-Lag Between Physical and structural Growth of 
"Z" Met'l.l Industries, Inc.,. 

+ '1'he e;rflwth st".:",es"l.re depicterl in '1'''1.010 1, 1'. 27. 

Revolutionary growth starts from small size, medium or 

large si~e dependinc; upon the type of industry. Also, further 

e;rowth, whic1, is evolutionary in nature, occurs either as a result 

of growth through geographical dispersion (opening new sales or 

service outlets at different locations) or of product diversifica­

tion (expanding the production lines, erecting additional building 

near the vicinity of the exifltinc:; buildin"s or at different 
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regions. This case is illustrated by several examples depicted 

in Table 1. 

Similarly, because of their financial strength and quite 

well desirz;ned organization structure the speed of the growth pro­

cess is rather high. 

As in all firms, organizati0nal problems occur also. in 

these firMs. But they are handled in a better way than those 

firms which grow by evolution. Survey results show that t~is is 

mainly due to the management process. 

Also, business firms which fall into this category often 

prepare themselves for growth. Hence, the time lag between physi­

cal and structural growth is rather short. Figure 2 shows the 

physical and structural growth of Eregli Iron and Steel Company. 

As seen from the figure the time lag between physical and 

structural growth is only one year. 

E. THE ROLE OF ECONOMIC EXPANSION 

Economic expansion plays an important role in the develop-

ment of business firms. Increase in standards of living and per 

. capita income usually brin.rz;s increase in buying and selling aoti­

vities. Since prosperity is a strong stimulant for ohange in 

habits, buying motives and oonsumption patterns, there will be 

high demands for new products. Firms will diversify their pro­

duction line and st'3.rt manufaoturing new products for different 
. 



St?e when 

established Name of Firm Nature of growth 

Large , Eregli Iron and Opening new sales outlets 
Steel Company in big cities 

Medium Turkish Cement Erectin,,; plants in different 
Industries regions 

Medium 9anakkale Ceramic Expanding production lines 
Industries opening new sales outlets 

Medium Dyo Paint and Erecting new plant, opening 
Enamel Factories new sales outlets 

Small IMSA Erecting additional similar 
plant in a different region 

Smal1 Unilever Ltd. Erecting soap plant at a 
different location in Istan 
bul 

-------

TABLE I!, - Nature of Growth that is seen in Some 
Turkish Firms 
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FIGURE 2: - Time-Lag Between Physical and Structural Growth of 
E. Iron and Steel Company 

markets. The more they sell the more the profits will be. Profit­

able returns will lead to new changes in strategies and structures 

For example, the enormous expansion of the U. S. Economy 

after World War II has lead the rapid growth of a multitude of 

business firms. Especially those firms such as Du Pont, General 

Motors, Jersey Standard, Sears, Roebuck and Oompany, which were 

greatly influenced by the economic depression before the war years 

were able to show quick growth patterns with the burgeoning of 
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markets and swiftly advancing technology of the postwar years.3 

Product diversification brought multidivisional autonomous struc­

tures both in these firms and other, e.g., Hercules Powder, 

Monsanto Allied Chemicals, Celanese Corporation of America, Ameri­

can Viscose, Columbia Carbon, Carborundum, American Cyanamid, 

Koppers, Pittsburg Coke and Chemicals, Eastnan Kodak, U. S. Rubber 

and Goodrich, etc. 4 

Du Pont, General Motors, U. S. Rubber, Ford, Goodyear, 

Allis Chalmers, Union Carbide, Carborundum, Black and Decker, 

VuaxhallMotors and other highly diversified firms also expanded 

their resources to overseas areas. Expecially, these business 

firms have made most obvious, controversial, quantifiable impact 

on Britian by the direct method of investing there. The statis­

tics show that there are more than 1,700 U. S. subsidiaries and 

Anglo-AMerican firms operating in Great Britain. 5 

F. FACTORS RESTRAINING THE GROW~1 PROCESS 

In business firms the speed of both structural or physical 

growth might not be the same with what is actually desired. It 

may slow down, follow a normal pace or increase depending upon the 

number of conStraint~. 

3 

4 

5 

See A. D. Chandler, Jr., Strategy and Structure, Cambridge, The 
M. I. T. Press, 1962, pp. 1, 44. 

I1):I!~., I'. ~5. 
J. H. Dunninz, American Growth in Britain, Management Today, 
February, 1969. 
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Growth is usually slowed down or delayed because of the 

higher pressure put by numerous environmental factors, e.g., phy­

sical, social, financial behavioral and manpower. 

1. Physical Factors.- The size of the area where plant or 

business firm is located plays a major role in physical expansion. 

Business firms which are located on rather small areas, where there 

is no possibility of either horizontal or vertical integration, 

delay physical growth for some time till they find new plant site 
6 for future development. This is mostly seen among small firms 

operating especially in densely populated areas. 

2. Social Factors_ Customs, rules,mores, social cliques 

are also restraints for growth. Especially, they playa crucial 

role in structural development. 

:). Financial Factors _ Short of credits or funds also 

influences the speed of growth at each sta~e. Most firms because 

of financial restrictions, either delay future expansion or start 

growing with a slow speed by allocating the existing resources. 

Small firms, because of their weak financial structure, 

and because of the difficulties trey meet in finding sources, 

usually delay growth although there is a need for quick expansion. 

6 The nyn Metal Works Company and liZ" Metal Industries, Inc., 

discussed in Chapter 6, had to delay future expansion because 

of not having enough floor space on their existing locations. 
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4. Behavioral Factors - Human beinas usually resist to 

changes. This is inherent almost in all individuals. They do not 

desire to spoil the spirit of their work which they have been used 

to. Habits which have been developed cannot easily be changed; 

most people do not even want to chanae the way they behave. Thus, 

reaction is the natural phenomenon. 

Especially, structural growth is mostly influenced by 

human reactions. Because of the status they have gained and wor­

king habits and methods they have designed, they strongly react 

against new developments that have to be made. As a result, the 

desired growth is either delayed or slowed down. 

5. Manpower Factors - Most of the business firms cannot 

erow as ra!lidly as they want because of manpower restrictions. 

Firms cannot always find, with ease, the right calibre of person­

nel needed. This has strong effects both on structural and physi­

cal growth. 

Since, uniformity in the manageIT.ent process can not be 
~-. 

attB.ined, due to manpower restriction, the speed of physical or 

structural growth will not also be the same at each stage. 

Similarly, the desired physical and structural greJWth may 

even be, delci.yed'due to shortageof'desiredTii81l:Fower. 
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A business firm which does not realize or appreciate the 

importance of mana~ement cnmpetence may grow for some time simply 

by chance. That i~ it mi~ht obtain high profits as a result of 

its lucky operations or favorable states of nature. 

By shel1.r luck or accident the firm might invest in the 

most profitable business areas, and because of this it might rea­

lize very handsome returns. But no~body can guarantee that the 

same luck will continue forever. 

This is characteristic' of most small firms. Small firms 

because of their weak financial and organizational structure run 

their activities relying heavily upon cl~nce factor. They operate 

under too many uncertainties ",nel risks., If. everything goes well 

they stay in business; if not they either quit or look for other 

oportuni ties. 

Even opportunities may come out sometimes by chance. But 

it is the Chief executive of a small firm who evaluates the oppor­

tunities and selects the most advantageous alternatives which will 

bring high profits. Hence, the degree of profitability is corre­

lated with management competence. 

Firms which have recognized the role of management compe­

tence have been more ,successful and grown faster than those which 

have ignored and operated by pure chance. Even small firms having 
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less financial strength have been able to grow faster; not simply 

by "pure luck" but by managerial talent. 7 It is the "chief execu­

tive" or the executives of a small firm - who through his or their 

evolvinG managerial skills have motivated and euided the succes 

ful growth of the company from the time of its establishment. 

Risks and uncertainties are the component parts of the 

states of nature. Business life is full of risks and uncertain-

ties, ilnd firms have to operate under the IIfavorable" and "unfa-

vorable ll states of nature. Good states of nature involve less 

risk and less uncertainties. 

Problems are likely to arise under every state of nature. 

Risks might be high or low; uncertainties many or few, but it is 

the pe09le in a business organization who forecast, analyze, eva­

luate the "likelihood ll of the state of nature (considering the 

de<;rees of risks and size and magnitude of uncertainties), and 

design alternative courses of action for future operations. The 

better the states of nature known, the better the results will be. 

This can be accom~lished by management comuetence. Hence good 

7 Hyatt Roller Bearling Company was able to develop rapidly under 
A. P. Sloan's management. See also the history of General 
Motors, Chandler, 09. cit., pp. 130-133; Rank xerox outstandine 
performer of the Rank Organization earning 41% of the corpora­
tions revenue in the last financial year and 84% of its profits 
owes its rapid growth to successive reorganizations. See 
Geoffrey Foster, The Rank Xerox Boom, Management Today, Februa 
1969. 



THESIS 
ROBBRT COLLEGE GRADUATE SCHOOL 

BEBEK, tSTANBUL PAGB 
21 

management is achieved tbxough people in a business who form the 

organization structure. 

Management is a dynamic process. It has to change as the 

time passes by, and has to adapt itself to prevailing conditions. 

It is the people who are involved in the process; who respond, 

ini tia te and lead these chA.n'.3:es. Therefore, for the firms to con-

tinue to grow, the people or the "management team" must also grow. 

In actual business situation, however, this side by side 

erowth pattern is not seen very frequently. It might be possible 

for large size companies which recognize organizational develop­

ment in order to be more successful in their future operations. 

Besides, in most of the small and'medium size firms this parallel 

growth is seldom or not seen at all because of social and behavio-

ral factors. Also, the growth process is rather slow compared to 

laro:e firms. 

Growth i-s related mainly with the orGanization structure, 

Well orr:anized firms are more likely to grow faster than others 

both in physical and managerial terms. 8 The de,g-ree of growth de­

pends upon the der:ree of co-ordination of these terms. 

Perfect and equA.lly balanced orccani"lation structure is 

difficult to attain. Well oreanillation might be achieved by few 

8 
Du Pont, General Motors, Jersey Standard, Ford Motors, Sears, 
Roebuck and Company, U. S. Rubber, Westinghouse are typSlcal 
examples. 
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lar<>;e firms, but there will be still sone orGanizational problems. 

which will bolster the operations if not carefully handled without 

delay. 

Poor orf'l.nization is the characteristic of most small 

firms. Srnall firms can not '!.row as raJ.lidly as laro:e firms because 

of the diversity and multiplicity of organizational problems which 

need to be solved be' successful management. Since managerial 

success- is not often seen in most small firms - due to various 

dominating factors - organizational problems arise and develop, 

and even become more complicated during the course of their opera­

tions. If some of the problems are not handled, the small firms 

will show rather slow growth pattern or not at all. This is the 

main reason why small firms stay small. 

Small firms which have been able to solve some of the 

ore:ani7.ational problenls by creative and skillful executives - who 

are or has been in command - have tended to grow in size. 

In most medium-size firms orc;anizational structure reflect 

a better picture when compared with small finns. Functionaliza-

tion has elt)rinated at least some of the major or;,!,anizational 

problems. There is an over-all management team who runs the com-

panies. Future growth is planned th-rough management teamwork. 

This is also seen in a well designed fashion in most large firms. 

On the other hand, small firms neither respond nor prepare them­

selves for Growth. 
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Growth has its roots in management comptence which is 

achieved trrous;h careful and systematic desien and operation of 

a formal orzanization structure. Since such an ideal, equally 

balanced and well-operated organization system cannot be main­

tained by most business enterprises, management process will not 

be in perfect shape. It will be seen in different forms under 

different organizati.on structures. Hence, there will be organi­

zational problems of numerous types. These will be discussed in 

detail in the proceedin~ cha~ters. 
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CFf..t\.PTER 3 

THEORETI CAL FRM'EWORK 

A. PURPOSE 

In this chapter organizational problems that arise in 

firms during steady and growth stages will be theoretically 

analyzed to establish a basts for the verification of the below 

hypothesis: 

= 

where: 

0p = Or:;anizational problems 

Cs = Company size 

Ef = En~ironmental factors 

Gs = Growth stage 

This means that organizational problems are a function of 

company size, environJ"lental factors and growth stage. 
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Organizational theory is of universal validity to every 

institution. The same prinoiples are applied in military, reli­

gious, sooial, government and publio establiShments in eaoh 

oountry. For example, delegation, speoialization, span of oontrol 

group: .• ; deoision making, planning, eto., prinoiples are used in 

a religious institution as well as in military, sooial and other 

establishments. Also, a publio enterprise in Turkey utilizes the 

same prinoiples whioh are used by other organizations in Amerioa, 

Europe, Asia, and Afrioa. Even the same prinoiples exist in 

orphQnage sooieties and first aid assooiations in every oountry. 

The only differenoe arises from methods of applioation. 

This is mainly due to individuals and the nFl.ture of the business 

of the institutions. 
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C. STAGES OF COMPANY GROWTH 

Dalel in his research report, identifies seven major 

stages of company growth. The analysis of the organizational 

problems that arise in business firms at each stage of growth, 

and the verification of the hypotheses are made in the light of 

his findings which are summarized in Table 1 on the next page. 

In this table, stages of growth, number of employees, 

some organizational problems and their possible consequences are 

given. It does not identify the company size such as small, 

medium and large. 

The company size and the corresponding stag$are shown in 

Table 2. 

The organizational problems, e.g., formulation of objec­

tives, delegation of responsibility, delegation of more management 

functions, reducing the executives burden, functionalization, co­

ordination of management functions and determining the degree of 

delegation, corresponding to each stage of growth (I ~ VI!) are 

discussed in lieu of their possible consequences. 

1 Ernest Dale, Planning and Developing. the Company Organization 

Structure, Research Report No: 20; New York: AMA, 1955. 



stage of No. of + 
Growth Employees 

I 3-7 

II 25 

III 125 

IV 500 

v 1500 

'VI 5000 

VII 465000 

+ Actual size 

No. of ++ 
Employees 

Any size 

10 

50-100 

50-300 

100-400 

100-500 

Over 
500 

++ Size at which problem may arise 

Organizational 
Problem 

Formulation of 
objectives 

Delegation of 
responsibility 

Delegation of 
more management 

functions 
Reducing the 
executiv:'.e's 

burden 
Establishing a 
new function 
{Funct~.~ization) 

Coordination of 
management func­
tions 
Determing the 
degree of' dele­
gation 

Possible 
Consequences 

Division of 
work 

fIle accommo­
dation of 
personalities 

Span of 
Control 

fIle Staff 
assistant 

fIle staff 
specialist 

Group decision 
making 

Decentraliza­
tion 

TABLE 1: - Seven Major Stages of Company Growth (Source: Ernest Dale, Planning and 

Developing the Company Organization structure, Research Report No. 20, 

New York: A.M.A., 1955, p.22.) 
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III ~ -f 
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COMPANY 
SIZE 

Small 

Medium 

Large 
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NUMBER OF STAGES OF 
EMPLOYEES GROWTH 

:3 .,. 500 first, second 
and third 

500 - 1000 fourth 

OVer 1000 Fifth, sixth 
and seventh 

TABLE 2: - Company Size and Corresponding 
Growth Stages 
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D. ORGANIZING AND ORGANIZATION 

The terms of organizing and organization are used in 

different ways in literature. In his book titled "Personnel 

Management and Industrial Relations",2 Dale Yoder defines organ­

ization as "the term that describes both a process and structure", 

and organizing as "the process of creating a systematic whole 

composed of interdependent parts"." In any business activity, 

whether small, medium or large, organizing is generally applied 

to individuals and their work. It is simply the process which 

assigns authorities, responsibilities and functions to individuals 

and groups engaged in business activity. In his "Organization of 

Industry", 3 Alvin Brown explains, "organization defines the part 

that each member of an enterprise is expected to perform and the 

relations among these member". 

Many writers have emphasized these dynamic and "process" 

aspects. Hence, Henry Le Chatelier, in his "Methodology in the 

Experimental Sciences': and Oliver Sheldon, in the "Philosophy of 

Managemen~~ were influenced with organizing processes rather than 

than the structure of organizations. Sheldon defines organization 

2 

3 

Dale Yoder, Industrial Relati~ns end Personnel Manag~ment, 

Englewood Cliffs, N. J • Prentice-Hall Inc., 1956, p. 131. 

Alvin Brown, Organ!zation of Industry, New York: Prentice-Hall, 

Inc., 1947, p. 10. 
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as "the process of so combining the work of individuals and 

groups with necessary facilities and materials as to provide the 

best channels for the efficient, systematic, positive and co­

ordinated application of the available effort".· 

"The result of the process of organizing is a structure 

or organization. This structure provides a systematic arrange­

ment of functional assignments in which component parts have 

specialized duties, all presumably contributing to the overall 

objective n• 4 As a structure, it is what the dictionary calls a 

"vitally or systematically organic whole; an association or 

societyn.5 

1. Specialization 

Taylor is considered to be the originator of the idea 

of complete utilization of the principle of specialization. His 

concept of specialization, which he referred to as "functional" 

management, was to divide the work of management so that each 

supervisor would have a minimum of functions to perform. 6 

4 

5 

6 

Dale Yoder, Personnel Management and Industrial Relations, 

Englewood Cliffs, N.J. Prentice-Hall, Inc., 1956, p. 132. 

Lyndall Urwiok, The Theory of Organization, New York: American 

Management Association, 1953; E. D. Bird, "Dynamio Organization 

Advanced Management, Vol. 16, No.6, June 1951, p. 2. 

F. W. Taylor, Shop Management, New York: Harper-Row, 1947, 

pp 98-99'; 
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Taylor's functional management soon ran afoul of another important 

principle of organization; viz., the principle of unity of command 

Because of the lack of descipline, and the multiple interrelation­

ships caused by functional management, it soon fell into disuse. 7 

Although specialization has been widely applied in the 

last sixty years, there is still controversy over the exact appli­

cation of the principle, especially in the definition of whether 

specialization should be by function or place. 

However, most attention has been directed at one type of 

specialization which is based on differences in the kinds of tasks 

to be performed. 

Thus, in a typical business organization functions such as 

marketing and sales, production, finance and accounting are segra­

gated. Each futl'tion is further divided into operating units. For 

example, within the field of production, organization may recog­

nize additional specialization, such as machine shop, electric sho , 

carpenter shop, paint shop and foundry. SUch a "horizontal" divi­

sion of labor and specialization of work has long been regarded as 

the essential basis for organization. 8 

7 

·8 

Douglas C. Basil, Organization and Control of the Smaller Ente~ 

~ise, No. 20, Minneapolis, University of Minnesota Press, 1959 

p. 8. 

Luther Gulick and L. Urwlck, Papers on the Science of Adminis­

tration, New York, Institute of Public Administration, 1937, 
pp. 1(5:.15. 
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In addition to "horizontal" specialization, Simon has 

explained a "vertical" type which is based mainly on decision­

making. The resulting structure assigns decision-making functions 

to various echo1ons within the system. Simon summarizes that 

such vertical specialization is designed to work toward three 

ends: (1) to achieve co-ordination among specialized types of 

work; (2) to create and develop expertness in decision making; 

and (3) to facilitate the assignment of responsibility for deci­

sions. 9 

Specialization by function is rather important for a 

small firm even at earlier stages of growth. But it is often 

neglected because of the nature and volume of work, and because 

of the environmental factors, (financial difficulties, working 

habits, boss's will to do things in his own way, etc.,~ Hence, 

in most small firms having 3 - 12 employees actual specialization 

does not usually exist. 

A typical example of a small firm having no functional 

specialization is depicted in Figure 1. In this figure workers 

are not segragated according to the functions to be performed, and 

the leadman is the only one who is responsible from different 

functions. 

9 Herbert A. Simon, Administrative Behavior, New York: The 

Macmillan Company, 1949, pp. 9 - 11. 
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The actual need for specialization arises when the size of 

the firm reaches (20-100) employees. This is usually the stage 

where increase in the volume of work requires assignment of func­

tions to specific individuals. For example, in Figure 2, the 

metal workshop is divided into three operating units, e.g., machinE 

shop, foundry shop and carpenter shop, and one leadman is assigned 

for each shop. 

Although, vertical specialization is of little concern for 

a small firm, it is considerably important for medium and large 

size firms, in co-ordinating the tasks assigned to various levels. 

In a medium size firm having functional specialization at 

different levels, organization may recognize vertical specializa-

tion by delegating decision making functions to certain levels. 

For example, as seen from Figure 3, the president may assign his 

decisi.on making responsibilities to the personnel, operations, 

accounting and sales managers. Also, each manager may delegate 

part of their decision m~ng responsibilities to their section 

supervisors for better co-ordination and performance of activities. 
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FIGURE 1: - Typical Example of a Small Metal 
Works Firm having No Specialization 
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FIGURE 2: - Division of Work in a Small Metal 
Works Firm (Size 20 Employees) 
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FIGURE 3: - Functional Specialization in a 
Medium Size Firm (Size: 550-600 

Employees) 

2. Purpose of Organization 
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The common purpose of organization or the process of 

orginizing is to achieve effective teamwork in a business firm. 

That is, "to secure unity in achieving goals, to gain something 

organiC unity or entity. Organization is under-taken and an 

organization is created to facilitate effective joint action 
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through the co-ordination of specialized, contributing functions;O 

3. Bases for Or~anization 

The usual "bases" for organizing have been outlined 

by Anderson and Schwenningll as: (1) space and location, (2) time, 

(3) nature of product, (4) nature of raw materials, (5) tools and 

equipment, (6) nature of processes, (7) skill and personal charac­

teristics of employees, and (8) logical relationship of activities· 

These bases tend to influence if not to dictate the direction and 

extent to which organization will be carried in both horizontal 

and vertical specialization. Newmanl2 has emphasized six patterns 

of organization, grouping staff and facilities by (1) products or 

services, (2) geographic location, (3) time (in continuous pro­

cessing operations), (4) customers, (5) processes, and .(6) func-

tions. 

10 

11 

12 

Dale Yoder, OPe cit., p. 133. 

E. H. Anderson and G. T. Schwenning, The Science of Producti~ 

Orfanization, New York; John Wiley and Sons, Inc., 1938, p 10 

William H. Newman, Admipistrative Action~ .. _~e Techniques of 

Organizat~~nd Ma~a~~ent, New York; Prentic~~a11, Inc., 

1951, pp 125-128. 
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Pfiffner and Lane have summarized the basic principles 

of organization as follows: 

1. There should be a hierarchy, sometimes referred to 

as the "scalar process", where in lines of authority and respon­

sibility run upwards and downward through the several levels with 

a broad base at the bottom and a single head at the top. 

2. Each and every unit or person in the organization 

should be answerable ultimately to the chief administrative 

officer at the apex of the hierarchy. 

3. Every necessary function involved in the mission and 

objectives of the organization is assigned to a unit of that 

organization. 

4. The responsibilities assigned to a unit of that organ­

ization are specifically clear cut and understood. 

5. No function is assigned to more than one independent 

unit of one organization. 

6. Consistent methods of organization structure should be 

applied at each level of the organization. 

7. Each member of the organization from top to bottom 

knows: (a) to whom he reports, (b) who reports to him. 

8. No member of the organization reports to more than one 

supervisor. 

9. Responsibility for a function is matched by the 

authority necessary to perform that function. 

10. Individuals or units reporting directly to a super-
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visor do not exceed the number which can be feasibly and effec­

tively co-ordinated and directed. (concept of "span of control") 

11. Channels of command are not violated by staff units, 

although there should be staff services to facilitate management 

and co-ordination. 

12. Authority and responsibility for action is decentra­

lized to the units and individuals responsible for actual per­

formance of operations to the greatest extent possible, so long 

as such decentralization does not hamper necessary control over 

policy or the standardization of procedures. 

13. Management should exercise control through attention 

to policy problems of exceptional importance rather than through 

review of routine actions of subordinates. 

14. Organization should never be permitted to grow so 

elaborate as to hinder work accomplishments. 13 

5 •. , Delegation 

The principle of delegation is equally important for 

both large and small firms. Basil strongly advocates the neces­

sity for delegation through the assignment of responsibilities 

and authorities "as soon as the firm has more than one ern:ployee"~ 

13 John M. Pfiffner and S. Owen Lane, A Manual for Administrative 
Analysis, Los Angeles: School of Public Administration, Univ. 
of Southern California, 1947, pp. 19-20. 

14 Basil, op. cit., p. 16. 
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Once the objectives of an organization is set, authorities and 

responsibilities must be assigned for the accomplishment of these 

objectives. 

Delegation becomes acute when a firm has sufficient em­

ployees to allocate functions and responsibilities to each sub­

ordinate. Hence, the principle of delegation is a "major organi­

zational problem that arises with growth".15 

"One of the common difficulties in organization is the 

reluctance or inability of many executives to delegate. These 

executives cannot believe others can do. the various jobs as well 

as they can. They may, of course, be right in many cases. The 

remedy, however, is to provide assistants who can accept respon­

sibility and perform assignments. This difficulty, however, 

serves to emphasize the essentially personal nature of all orga­

nizations." 16 

Although the need for delegating responsibilites arises 

at initial stages of growth, that is when the small firm has as 

few as ten employees, its actual need is felt at later stages whe 

span of control principle enters into the p$cture. 

In a medium size firm employing more than five hundred 

employees, delegation of responsibilities is felt even at lower 

15 Dale, Ope cit., p. 38. 

16 Yoder, ...:o .. P..:... _c:;.;:i:..;t., p. 136. 
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ech·.lons. 

5. 1. Decentralization 

Newman and Summer explains decentralization as a mat­

ter of dividing up the managerial work and assigning specific 

duties to various executive levels. 17 Decentralization is one 

form of delegation which mostly appears in large firms having 

separate plants and divisions.18 An example of a decentralized 

organization structure is depicted in Figure 4. 

In this figure, three independent divisions are shown. 

Each division is further divided into departments such as research 

and development, production, accounting and sales. The depart­

ments are also divided into units. 

17 

IS 

William H. Newman and Charles E. Summer, Jr., The Process of 
Management, Englewood Cliffs, N. J.; Prentice-Hall, Inc., 
March 1965, p. 38. 

Past studies show that E.r. du Pont de Nemours and Co., Gene­
ral Motors Corporation, Standard Oil Co., and Sears, Roebuck 
and Co. are considered to be the 
tralized organization structure. 
designed their new decentralized 

pioneers in devising a decen­
Du Pont and General Motors 

form right after World War I. 
Standard Oil Co. was reorganized in 1925, and Sears started 
its new structure in 1929. Considerable changes were also 
seen among firms such as United States Rubber, B.F. Goodrich, 
Union Carbide and Carbon, Westinghouse Electric Co., and The 
Great Atlantic and Pacific Tea Co. For further information 
see Chandler, Ope cit. pp 2-3. 
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One essential characteristic of this decentralized organi­

zation structure is that each division is free in decision making, 

and is not subject to daily direction from the central office, 

provided that the operations performed comply with the overall 

policies of the company. 

The degree of decentralization may vary from department to 

department within a single company. The sales department, for 

example, may be highly decentralized. But the controller may hold 

to himself a great deal of planning, organizing, and motivating of 

the operations under his direction. Even within a department 

decentralization may vary.19 

~-" 

gt n 21'O! 
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units 

FIGURE 4: - A Typical Decentralized Organization structure 

19 Newman and Summer, op. cit., p. 81. 
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How wide the delegation would be? In the literature 

it is agreed that there should be a limit to the number of subor­

dinates that a manager can supervise. Some say that the maximum 

limit is six to eight. In practice this not quite true. There 

are firms where one line executive has 25-30, even more, subordi­

nates. How effectively they could supervise is also another 

matter which ought to be analy~ed. 

However, to carry out the routine operations efficiently 

in an organization without creating any communication difficulty 

the optimum span of supervision must be determined. Newman con­

cludes that the following factors must be considered in deciding 

on the limits of span of control: (1) time devoted to supervision, 

(2) variety and importance of activities being supervised, (3) 

repetitiveness of activities, (4) ability of subordinates, (5) 

degree of decentralization, and (6) staff assistance provided. 20 

The span of control principle on the organization stru~ 

ture have been solved by large-sized firms by the application of 

decentralization. Additional levels of supervision is also seen 

in a medium-sized company in a limited manner. However, there is 

no similar answer for the small-sized firm. When the top execu­

tive of the small firm is faced with an increasing span of control 

20 Ibid. '"., pp. 108 - 109. 
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he must consider whether the disadvantages of poorer control are 

greater than the additional costs and longer lines of communica­

tion which result from adding another level of command. 

"Although costs are extremely important in the small firm 

the addition of a vice-president would be but a small cost com­

pared to the failure of a firm through the inability of the presi­

dent to control the firm's activities. However, the difficulty 

of obtaining a second-in-command with the necessary qualifications 

of general and specific management experience is almost insur­

mountable for the small firm. The best solution is for the pre­

sident to recognize this problem early in the life of the company 

so that a young man may be trained for this position."21 

Several writers of organization reach the conclusion that 

in a small firm the best solution to the increasing span of con­

trol is to decrease the number of reporting subordinates simply by 

bringing specialists to be responsible for various functions in 

the organization. "In fact, there is an additional level of au­

thority, say, in the appointment of production manager, but this 

does not appreciably lengthen the line of communication."22 This 

case is illustrated by Figure 5. 

21 

22 
Basil, op. cit., p. 32. 

Ibid, p. 33. 
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As seen from the figure, the span of control of the pre­

sident has been reduced from four to one. The line foremen report 

to the production manager instead of reporting directly to the 

president. 

j:lI'odu _tlon 

tnr.]fiClglZr" 

FIGURE 5: - The Use of Specialist in the Organization structure 
(From Douglas C. Basil, Organization and Control 
of Smaller Enterprise, Minneapolis: The University 
of Mi~~esota Press, June 1959, p. 33.) 

6. Informal Organization 

Authorities and responsibilities may not be delegated 

as they are determined and actual specialization of job may be 

different from that prescribed in the organzation chart of a firm. 
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"The term informal organization refers to interpersonal 

relations in the organization that effect decisions within but 

either are committed from the formal scheme. It would probably 

be fair to say that no formal organization will operate effectivel 

without accompanying informal organization. Every new organiza­

tion must have its initial 'shake down cruise' before it will run 

smoothly; and each new organization member must establish informal 

relations with his colleagues before he becomes a significant part 

of the working organizationH•
23 

Informal organization is seen almost in every firm. 

Especially, it has appreciable effect on the operations of small 

firms. Small firms do not usually have a formal organization 

chart showing the status of various positions. Also, individuals 

are aSSigned different duties without clearcut definitions of 

authorities and responsibilities. 

Although, informal channels are frequently used in the 

early stages of growth, the need for a formal organization arises 

when the size of the firm approaches one hundred employees. This 

is usually the stage where additional levels of supervision is 

created to reduce the responsibilities of the chief executive. 

At transition period increase in the volume of activities 

to be performed and decisions to be taken forces the executives 

23 Simon, Ope cit., pp. 148-149. 
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6. 1. Informal Relationship Within a Formal Organization 

The establishment of a formal organization structure can 

not guarantee that all personal communication will be made from 

formal channels. 

No matter how well the status of the individuals are 

known, there will still be interpersonal relations in the organi­

zation which affects the decisions. 

The underlying causes are numerous. It can not be tied 

only to one factor. Company size, growth and environmental fac­

tors play an important role in their creation and development. 

Extensive use of this relationship within a formal scheme 

is seen in most small firms. Especially, in the later staGes of 

growth, small firms depend heavily on informal relations, althoug 

they design a formal organization. This is partly due to growth 

and partly to environmental factors. That is, increase in the 

volume of tasks to be accomplished and close friendships that have 

been established over the years, incompetence of executives, 

strong individual conflicts, distrust, hate, nature of work, etc., 

usually forces the individuals to conduct formal relations. 

In medium and large size firms informal relations tend to 

decrease. They occur only in a restricted manner at certain 

echelons. 
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An illustrative example of informal relationship within a 

formal structure is given in Figure 6. 

As shown in the figure, the manager A jumps off the presi­

dent and contacts with the chairman. Also, the supervisor under 

the manager D directly communicates with the chairman. The presi­

dent, on the other hand, by-passes the manager B and contacts with 

the supervisor under him. The same supervisor gets in td1Cb with 

manager C without seeing his supervisor, manager B, and with the 

supervisor under manager C. The second supervisor under manager 

B contacts with manager A and the supervisor under him. Besides, 

the second supervisor under manager C directly communicates with 

the president. 

I S~f' I 
L .. ~ 

. ]'IGURE 6: 

. 

GJGJ 

Informal Relationship Within a Formal Organization 
structure 
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Before analyzing the line and staff relationships in busi­

ness organizations a brief definition of the terms "line" and 

"staff" might be helpful. The "line" is the operating section of 

the organization in an enterprise, whereas "staff" divisions are 

the specialized units linked to the line for the purpose of provi­

ding professional and technical services, generally, in the form 

of advice and assistance. 

"The basic job of the line is to carry out the central 

purpose of the organization. The line carries a continuous respo~ 

sibility for action - for getting the job done. If the objective 

of a business firm is to produce goods, the line produces them. 

staff divisions are created within an organization to pro­

vide special knowledge and competence in fields in which these 

appear essential. Thus, an organization may create an accounting 

division, or one in finance, law, engineering, or employee relation • 

Each such specialized division contributes to the entire. operation 

Staff divisions are attached to the line but given a degree of 

separation from it, so that they may undertake special evaluations 

and studies and maintain their professional and technical compa­

tence."24 

24 Yoder, Opt cit., 'P' 20. 
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Two types of authority identified in the organization 

literature are line and staff authority •. Line authority is simply 

a relationship in which a supervisor can exercise direct command 

over a subordinate. "A relationship in which the occupant of one 

position can advise or counsel but not command the occupant of 

another position is called 'staff authority'. A person occupying 

a position with staff authority does not command others, but rat­

her, his responsibility is discharged by providing information, 

advice and recommendations. n25 

2. The Concept of Staff 

Although the application of staff concepts has a long 

history in religious and military organizations, it has appeared 

recently, at the turn of the 20th century in business organization , 

Harrington Emerson reported the first application of this concept 

to the Santa Fe Railroad Organization during the first decade of 

this century.26 S:imilarly, the concept of "general staff" was 

applied by Du Pont as early as 1908. 27 

25 

26 

27 

Rocco Carzo, Jr. and John N. Yanouzas, Formal Organization, "A 
Systems Approac~"~.L Homewood I.l1inois, Richard D. Irwin, Inc. 
and the Dorsey Press, 1967, p. 50. 
Harrington Emerson, The Twelve Principles of Efficiency, New 

'-" -.--------- ,_._---
York, Engineering Magazine Co., 1924, Ch. 2. 

Ernest Dale, Staff in O:ganization, New York, McGraw-Hill Book 
Co., 1960, pp. 186-187; Chandler, op. cit., pp. 59-62. 



THESIS 
ROBBRT COLLEGE GRADUATE SCHOOL 

BEBEK, ISTANBUL PAGE 
50 

"The functional differentiation of advisory and service 

activities found in the military staff organization, for instance, 

the general staff and special staff, also exists in the organiza­

tion of business staffs."28 

Taylor's "functional management" contributed a great deal 

to the development of staff concept. Although, he did not emp­

hasize the line and staff specialization, he explained that staff 

work or what he called "brain work" be segragated: "All possible 

~rain work should be removed from the shop and centered in the 

planning or laying out department, leaving the foreman and gang 

bosses to work strictly executive in nature. n29 

3. Staff Functions 

Davis30 in his analysis of staff lists six "basic" 

staff duties" which are as follows: (1) investigation, in which 

research has it's place; (2) analysis of facts and information, 

(3) interpretation; (4) recommendation, including planning; (5) 

co-ordination, assisting in control; and (6) facilitation, assis­

ting in organizing and executing. Thus, staff divisions in any 

organization have a special responsibility for gathering facts 

28 

29 

30 

Carzo, Jr. and Yanouzas, OPe cit., pp. 54. 

Taylor, Ope cit., pp. 9~99. 

Currier Davis, Fundamentals of Top Management, New York; 

Harper and Brothers, 1951, p. 390. 
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gathering the facts, the staff members may be engaged with the 

above duties. 

"Staff members may frequently perform, throughout an en­

tire organization certain functions requiring special technical 

competence. Thus, for exam~le, the employee relations division, 

as a staff division, may give selective tests and appraise the 

results even to the extent of screening all applicants and rejec­

ting those who do not appear promising. This and other similar 

functions are performed by staff divisions as a specialized ser­

vice for the whole organization. n31 

4. staff Relationships 

The relationships between staff divisions and opera­

ting units in an organization depend on the staff duties emphasize 

above. The relations of a staff member, whose duty is mainly to 

provide technical assistance and advice by~u~ing relevant infor­

mation or auditing performances, with an operating manager will be 

quite different from those with his supervisor. Newman and Summ~~ 
in their analysis identify several features of normal staff rela­

tionships as follows: 

31 

32 
Yoder, OPt cit., p. 146. 

Newman and Summer, op. cit., pp. 83-84. 
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1. A staff man is primarily a representative of his boss. 

He does things that the boss would do if the latter had the neces­

sary time and ability. He is an extension of the boss's persona­

lity, advising, investigating, imagining, encouraging, and follow­

ing up on matters in his particular sphere. His position gives a 

staff man stature, and it also imposes on him an obligation not to 

misrepresent the boss. 

2. A staff man must rely heavily on persuation to get his 

ideas put into effect. Lacking the power of command, he must 

build confidence in his opinions and he must be sufficiently sen­

sitive to the problems of those he would influence to win their 

acceptance of his proposals. 

3. A staff man must be prepared to submerge his own per­

sonality and his own desire for glory. He must be an ardent team 

worker, recognizing that his boss or some other operating execu­

tive will get credit for carrying the ball. 

Within a staff division or unit there is usually a subor­

dinate and supervisor or "line relationships". These relation­

ships are not different than those in operating units. The super­

visor assigns duties, delegates authorities and responsibilities 

to each staff man under his command in the same manner as an oper-

ating executive does. 

A staff assistant or member of a staff division can only 

assist or advise the operating executive in technical matters, 

audit performances and make his recommendations. He can not give 
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It is the 

operating executive who gives orders to his subordinates. Hence, 

the operating executive is not responsible to implement the ideas 

of the staff man. He mayor may not give directives to line-men 

according to the proposals of a staff. It is up to him to decide 

whether to accept or reject the counsel of a staff man. 

However, this case is not always true. A staff man, due 

to his "expert status" in the organization desires most of the 

time that his ideas be accepted and transmitted by the line execu­

tive down the chain of command. Also, the individuals in the line 

are inclined to accept, rather than reject, the advice of a staff 

specialist "because they regard him as a technical expert'1
33 

It is quite natural that' an engineer, accountant, lawyer, 

psychologist or economist possess professional knowledge, and it 

is more likely these men will desire their ideas or proposals be 

influential or lIauthoritative".34 

wanless an operating executive feels that he, too, is an 

expert in that field, he probably will give careful consideration 

to the opinion of a man who speaks with the authority of knowledge' 

Skill in presenting ideas and winning acceptance.for them 

is still another reason why staff men are likely to be influential 

33 

34 

Ibid, p. 84. 

Newman and Summer, op. cit., p. 85. 
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Perhaps a more subtle source of influence is potential 

backing by a senior operating executive. If men down the line 

believe that advice they have rejected is bound to return as a 

command, they often conclude that it is wiser to take the advice 

in the first place. Business etiquette usually reQuires that a 

staff man present a recommendation turned down by an executive at 

one level to that man's immediate supervisor before he carries it 

on up the line. In a large enterprise, several echelons of staff 

and operating executives may be involved in a discussion until the 

matter under consideration finally reaches a top administrator fo 

decision. If it is clear that the staff is going to win an argu­

ment sooner or later, resistance is likely to vanish. Conversely, 

a staff man soon learns when and how far he can put a particular 

point. n35 

Also, in some enterprises the "normal staff-line relation­

ship" is not often seen or violated with the existence of wide­

spread informal communication, customs, attitudes, beliefs and 

personal conduct and with the grant of a functional authority to 

a staff assistant or specialist. 

The grant of a functional authority is being practiced by 

some business firms (small, medium and large) due to the fact that 

either the top and the operating executives cannot handle techni­

cal problems by themselves because of complexity and/or increase 

35 Ibid, p. 85. 
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in the volume of work or they lack professional competence. For 

example, an engineer can give direct orders to an operating per­

sonnel without asking to his boss or advising the operating execu­

tive. 

If this approach could be analyzed from a behavioral 

point of view certain problems will arise. "When several diffe­

rent staff men have functional authority, even in more narrow 

areas, there is a possibility that they will over burden operati 

executives or issue conflicting instructions to them. If a com­

pany extensively grants functional authority to staff men, the 

practice tends to undermine the status of operating executives in 

the eyes of their subordinates. Not the least of the difficulties 

is the consequent ambiguity of accountability; when something goes 

wrong, is the fault of one or more of the staff planners or is it 

due to inept supervision. These difficulties arise from the 

indiscriminate use of a delicate arrangement. n36 

From the statements above it can be concluded that a busi­

ness firm must not extensively grant functional authority to staf 

men. Also, while granting a functional authority to one or more 

staffmen it must take into account the difficulties that will 

arise in practice so that necessary arrangements can be made for 

their elimination. 

36 Ibid, p. 89. 
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Another important thing is that a business firm must be 

able to determine the limit of functional authority in the orga­

nization in order to run the operations smoothly. 

Therefore, the best "thing would be to determine when and 

under what conditions functional authority must be granted to a 

staffman. Nevooan37 explains that at least two out of three of 

the below conditions Should always exist, before such an authorit~ 

is granted to a staffman: 

1 - Only a minor aspect of the total operating job is 

covered. 

2 - Technical or specialized knowledge of a type not 

possessed by the operating executives is needed. 

3 - Uniformity, or at least consistency, of action, in 

several operating units is essential. 

5. The Need for the Staff Assistant and Staff S~ecialists 

Dale38 in his Research Report points out that the 

need for staff assistants or specialists arises within those firms 

employing (50 - 300) and (100 - 400) workers. These are usually 

the fourth and fifth stages of company growth where the organiza­

tional problems may be seen for the first time. These two stages 

identify the small firm, medium-sized firm and the transition 

37 

38 
Ibid., p. 89 

Dale, OPe cit., pp. 61 - 83~ 
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period between the two. At these growth patterns, due to increase 

in the volume of activities, the small and/or medium-sized firm 

will be in need of planning in order to deal with growing person­

nel, production, marketing and finance problems. 

The president or the top executive of either a small or 

medium sized firm, no matter how competent he is, will find it 

difficult to handle all the magnifying problems alone. Thus, to 

decrease the burden of the executive(s), some firms use "staff 

assistants" to work "under the wing" of the boss, and furnish his 

chief with information and recommendations which the latter is 

free to use as he pleases. 39 

However, some small and medium sized firms, instead of 

using sta.ff assistants, utilize either part-time or full-time 

staff specialists to deal with accounting, book-keeping, auditing, 

credi t, finance, marketing, and production problems. Especially, 

small sized firms in a transition period and medium sized f5.rms 

rely heavily on outside specialists. Large firms, on the other 

hand, hire full-time specialists to engage with various problems 

occurring frequently. 

Although, the size of the firm and complexity of the pro­

blems that arise plays a prominent role in determining the degree 

and extent of staff utilization; the nature and competence of per-

39 Ibid, p. 87. 
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sonnel being employed is another determinant factor which must be 

considered. 

6. Comm~ee Systems 

As the size of the firm increases the duties to be 

delegated become even more complex where an executive will not be 

able to accomplish these duties as a whole without cO"'ordination 

and integration of diverse ideas. Thus it becomes necessary to 

hol~ formal and informal meetings with members of each unit to 

discuss the problems, secure information about way of conduct. 

Before entering into a discussion of the use of committee 

systems in firms, it would be right to consider the major advan­

tages and disadvantages of committees. Dale 40 in his research 

report explains the major advanta~es of a committee as follows: 

1 - It offers consultative supervision. This results in 

uniformity of direction throughout the organization. 

2 - It helps to provide co-ordination of long-term and 

short-term programs toward established objectives. 

3 - It allows for flexibility in emergency situations with 

out interference with basic schedules. 

4 - It provides broader experience for executives and 

greater interchangeability of management personnel. 

40 Dale, OPe Cit., p. 85~ 
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Besides the advantafes, most of the critics of some 

authorities of traditional theory had been centered around limi­

tations of committees. nCommittees are discontinuous, and action 

must wait until the committee is convened. There is a tendency 

in committee meetings to fail to consider the relevant factors, 

to find junior members attempting to impress their superiors, to 

jump to conclusions without a factual study of the questions, to 

have decisions forced on the committee by a strong chairman, and 

to encourage irresponsibility among committee members. n4l 

Some of the oritics in -the literature consider that com-

mittees are often used as a substitute for good management. If 

the objectives of a firm are not clearly defined, a committee may 

be appointed as a substitute for management decision on objectives 

Sometimes committees may be formed to let the individual be re­

sponsible for a decision rather than holding him responsible for 

decisian making. A committee may be appointed to avoid the gran­

ting of "excessive" power to an executive. 42 

"Of the va.rious mechanisms of management, noneis contro­

versial than committees. Some companies' are intolerant on the 

subject; others ove~ do the idea. Committees are charged with 

wasting time, slowing down action, stifling individual initiative, 

41 

42 

Urwick, The Elements of Administrat~~, New York, Harper, 194 

p. 71. 

Ibid., pp. 73-74~ 
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producing compromises rather than clean-cut decisions, and lee­

sening the sense of individual responsibility.,,43 

6. 1. Use of Committees in Firms 

Group decision making by the use of committees is 

being practiced extensively by large and medium-sized firms, and 

in a limited extent by small firms, because of the size and magni­

tude of work. 

Committees of various types e.g., co-ordinating committees 

personnel committee, appro~riations committee, products committee, 

wage and salary committee, pension and benefits committee, special 

committees are mostly seen in large firms for the purpose of ob­

taining the type of co-ordination and control required in parti­

cular fields which will assist the coml~y objectives as a whole~4 

In a very small firm having less than fifty emnloyees 

there may not be a need for committee organization if there is 

clear and specific delegation of authorities and responsibilities 

and if there is a clear definition of functions. 45 However, these 

organizational concepts are usually neglected in smaller firnls. 

43 

44 

Paul E. Holden, Lounsbury S. Fish and Hubert L. Smith, ~ 
~ana~e~ftn~Organizat}on and Control, New York, Toronto, Londo 
McGraw-Hill Book Company Inc., 1951, p. 59. 

'l:h'i II " , I'I'. 64·-7:3. , , 

45 James D. Mooney, "Organizing the Small Plant", Smalll'lallt 
Management, ed. by Edward H. Hempel, New York, McGraw-Hill, 

1950, p. 152. 
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Even 

though there might be a need for group decision-making, "i t would 

be unusual for the president to delgate decision-making power to 

a committee. It is true that in minor matters he might be willing 

to delec:;ate such authority to a committee, but if such decisions 

are unimportant, there is no need for committees, except as an aid 

t OtO ,,46 o communlca lon • 

Therefore, in the smaller firm, committees may be used for 

the communication and co-ordination of activities rather than 

group decision-making. Group decision-making is usually re,!uired 

('turin!,; growth of a small firm, that is when the si~e of the firm 

recwhes one hundred or more employ:ees. 47 At later stages, in­

crefJ.se in the SCOl1e of activities creates the need to establish 

several committees for strict co-ordination of nanagement function 

and also for determination of policies and objectives. 

Especially, medium and large size firms rely on committees, 

these comni ttees are ei. ther formal or j_nformal in n8.ture. In-

formal commi ttees, are often seen in the early stages of a mel1.ium 

sized firm. L8.r::;e firl'ls, on the other hand, use forl'lal committees 

This case is illustrated by Figures 7 and 8. 

46 Basil, on. cit., p~ 57. 

47 Dale, op. cit., p. 22. 
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Figure 7 shows the formal (plannine) and informal (disci­

pline and works) committees that were established by the ABC 

Industries, Inc., a medium size'metal manufacturing firm having 

around 500 employees. 

Figure 8 illustrates the major formal committees (finance, 

executive and interdivisional relations) at General Motors Cor­

poration in the year 1924. 

I Pio..nn i/):3 _._- /.) r e. 5; (ie,; t 
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FIGU:'1E 7: _ Comrr,ittees at ABC Industries, Inc., (A meilium size 
firm havin,:,; 450-500 employees) 
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FIGURE 8: - Major' COJl'y~i ttees Et General Motors Corpor~1.tion, 1924 

(From Alfred D. Chandler, Jr. stratez:;y encl. structure, 

Cambride;e, The M. I. T. Press, 1962, p. 159) 
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Planning is a basic management function. In any firm 

production, marketing, finance and personnel activities have to 

be planned for the accomplishment of the overall objectives. With 

out planning, a firm will not be able to co-ordinate and control 

its activities; it will disintegrate and fail within a short time. 

Planning is an essential duty of managers. Competent 

managers in an organization must be planners of the prospective 

courses of actions. The planning function becomes more signifi­

cant and even complicated as the volume of work increases. For 

example, in a rather small firm (where the scope of work is limi­

ted) short-term planning may include only maintainin.o: sufficient 

man-power, semi-furnished or raw materials. However, when the 

company expands by having additional production departments, even 

short-term planning becomes more complex. On the other hand, 

there are also financial and manpower training and development 

considerations which ought to be evaluated in long-term planning. 

Thus, managers' planning responsibility becomes, say, twice as 

important. 

"The process of planning covers a wide range of activities 

all the way from initially sensing that something needs doing to 

firmly deciding who does what when. Planning is much broader than 

compiling and analyzing information, or dreaming of ideas of what 

might be done. It is more than logic or imagination or judgment. 
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It is a combination of all these that culminates a decision'- a 

decision about what should be done.,,48 Therefore, all planners 

are involved in decision-making while looking ahead and deter­

mining future courses of action. 

1. Decision-making Process 

Effective planning must be based on rational decision­

making which involves (1) careful identification and clarificatio 

of the problem, (2) selection of alternative solutions, (3) analy­

sis and comparison of alternatives, and (4) selection of plan to 

follow. 49 

2. Decision-Making Process in an Organization System 

The decision-making process takes place at different 

levels in an or~anization. It may involve one or more individual 

Information usually flows to a decision center or point where the 

actual processing is done. This is illustrated in Figure 9. 

In a dynamic organization system the process may be con­

tinuous or quasicontinuous depending upon the flow rate of infor­

mation from one level to another. 

48 Newman and Summer, op. cit., pp. 253. 

49 Ibid., p. 261. 
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FIGURE 9: - The Decision-Making Process in an Organization System 
(From J. Forrester, Industrial Dynamics, Cambridge, 
The M. I. T. Press, 1961, Ch. 10.) 

As the small firm approaches to medium size, the policy 

decisions are made by either staff assistants or staff specialists 

and operatine decisions by line executives. 

In a medium size firm havine more than five hundred employ 

ees, decisj_on making process becomes the responsibility of both 

line managers and staff speCialists. Line managers usually carry 

out the operating policies, plans and programs, whereas staff 

specialists solely deal with the formulation of company objectives 
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In a small firm the chief executive or the president 

has the responsibility for both operating and policy decisions. 

He has to devote some of his time to policy decisions and the rest 

for operating decisions. This is possible in the early stages of 

growth. When the size of the firm reaches ten employees the pre­

sident of the small firm must delegate some of his decision-making 

responsibilities, especially operational ones, to his immediate 

subordinate. When the firm has from fifty to hundred employees, 

the president must delegate his operating decisions to a specia­

list or line executive, and keep himself responsible for policy 

decisions. 50 

Even at this stage of growth the chief executive could 

have a staff assistant to collect and analyze information needed 

for designing policies or plans, and to assist him in decision 

making. 

In some small firms several staff specialists can draw up 

policies, programs, plans and procedures for the chief executive. 

Although, the actual need for a staff specialist arises when a 

firm employs a hundred to four hundred employees. This need also 

might be felt in the earlier sta~es as well, 

management structure. 

50 Dale, op. cit., p. 22. 

depending upon 
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short and long-term plans and determinatination of positive 

courses of action; even assist or prepare operating policies for 

the line executives if such a functional authority is granted to 

them. 

Recent surveys show also that in some medium sized com­

panies overall policies are being formulated by the Management 

Committees composed of line executives and staff specialists. 

Such a formal system is seen among firms where individual execu­

tives and specialists face great difficulties in formulating poli­

cies because of the higher responsibilities levied on them. Thus, 

establishment of a Management COl!1lTlittee reduces and also narrows 

the span of control of the chief executive. 51 

At later stages of growth medium-size firms depend exten-

sively on policy-making committees such as executive, finance and 

salary committees. This is normally the transition from medium 

to larc:e size where increase in volume of work has also increased 

the number of decisions to be made. 

Similarly, a large firm in the early periods of growth 

uses also policy-making committees. However, in later stages, 

depending on the size of the activities, delegates decision-making 

to reduce the responsibility of the top executives. Delegation of 

decision-making (decentralization) is mostly exercised by larger 

companies having different operating divisions or plants at sepa-

51 Dale, OPe cit., p. 84. 
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rate geographic areas. 52 Companies using decentralization concept 

have different committees whose members are the directors of the 

board and top executives. Top Management policy of the company is 

formulated by these committees. Information regarding the top 

management policies is ~ed by the policy groups (consists of staff 

specialists and top operating executives) through an administra­

tion committee. 53 

4. Participation in Decision Making 

Manager or chief executive of a firm mayor may not 

use participation in decision making. That is, he may call his 

subordinates for a face-to-face discussion of a problem before 

formulating the operating policies and plans or simply make the 

plans alone. Sometimes he may draw the ideas of staff specialists 

or other executives. 

For example, the chief executive of a small firm, because 

of the nature of his work, or professional backeround, may be in 

need of individual opinions to formulate the production policy. 

Thus, he may call his subordinates, e.g., staff assistant, produc­

tion supervisor and maketing supervisor to a decision center to 

discuss the production problems with them before designing the 

production policy. This is illustrated by Fj.gure 10. 

52 

53 

Ibid, p. 98. 

Dale, Ope cit., p. 101. 
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The degree of participation in any organization depends 

on (1) how well the authorities and responsibilities are delegated 

(2) how competent an executive is, (3) how much time can an execu­

tive allocate for discussion, (4) how much can an executive trust 

to his employees, (5) how completely a subordinate can carry each 

phase of the plan, (6) how co-operative and capable a subordinate 

is, (7) how complex the activities are in the firm, and (8) nature 

of plans to be drawn. 54 
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FIGURE 10: - Participation in Decision Making 

54 Newman, op. cit!, pp. 437-440. 
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Leadership is also a vital function of management which 

has its roots in close man-to-man relationships. However, it is 

not simply close man-to-man contact; it involves certain charac­

teristics which ought to be analyzed. 

At this moment, it will be rather significant to emphasize 

also that the word leadership or leading im~lies different meaning 

to different persons. Therefore, a precise definitive approach to 

the word leadership is rather difficult. Although, so many arti­

cles, books, phamplets, etc., have been written about "leadership" 

the majority of the traditional literature describes rather than 

defining it under the light of analytical approach. Hence, it is 

also hard to tell or identify the basic determinants of leadership 

Newman55 explains that a manager "leads" by personally and 

actively working with his subordinates for the purpose of guiding 

and motivating their behavior to fit the objectives, plans and 

procedures that have been established and understanding the 

feelings of his subordinates and the problems they face as they 

translate plans into completed actl.ons. See Figure 11. 

To achieve the goals, objectives or plans of an enterprise 

efficiently and effectively he must be a "good leader", possessin 

more or less the following qualities which are defended by several 

55 Newman, op. cit., p. 477. 
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1 - He must communicate with his subordinates and others. 

2 - He must generate enthusiasm. 

3 - He must resolve frictions among workers and subordi­

nates by positive action. 

4 - He must take the disciplinary action whenever needed. 

5 - He must understand the feelings and problems of his 

subordinates and others. 

6 - He must recognize well done work. 

7 - He must consider the facts. 

8 - He must accept different view points. 

9 - He must be decisive and creative. 

10 - He must delegate responsibility for the execution of 

the plans. 

11 - He must have ability to think objectively. 

12 - He must have a well adjusted personality. 

13 - He must be persuasive. 

1~ - He must be vital. 

15 - He must have endurance. 56 

56 Newman, OPe cit., pp. 478-490; E.l!'.L. Brech, etd. The P!i!lc:l­

~s and P"rs,()!~Cl~_of}113.I1:ClgE:l!p:Elnt, Aylesbury and Slough, Hazel 

Watscn and Viney Ltd., 1963, pp. 30, 556; Basil, OPe cit., p. 

21. 
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Mangerial leadership, involves the following basic 

elements: (1) bases, (2) activities, and (3) aims. These elements 

are mutually dependent. That is, one element can not function 

without the existence of the other elements. 

The bases are the yardsticks or the means which monitor 

the activities. They are divided into five subo-elements: (1) ob­

jectives; (2) organization system; (3) work procedures; (4) con­

trol systems, and (5) communication systems. 

Activities are the operations which need to be performed 

for. the accomplishment of the objective or aims. The activities 

have also four sub-elements: (1) co-ordinate, (2) direct, (3) dis­

cipline, and (4) communicate. 

Further, aims are the means to an end, which is the execu­

tion of plans and policies. The subo-elements are (1) guide and 

motivate, (2) solve problems, and (3) understand feelings. The 

basic elements and their relation with one another is depicted in 

Figure 11. 

2. Leadership in Firms 

The boss or the chief executive of a small enterprise 

possesses the qualities of a "poor leader" by many writers and 

ooservers because of his self centered decision making and follow 

up, proud attitude, strong confidence, and desire to do thtngs in 
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Delegation of authorities and responsibilities is one of 

the important determinants of good leadership which is either mis­

sing or applied in a limited sense in most of the small firms. 
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FIGURE 11: - Basic Elements of Leadership 

Similarly, lack of formal controls and planning lowers the 

leadership qualities of the "boss" or executive of the small en-

terprise. 

As the small firm grows in size where delegation of more 
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management functions become inevitable, poor leadership qualities 

tend to disappear. 

Good leadership is seen in medium-size firms where there 

is broad delegation of authorities and tasks. Managers "as 

leaders" recognize group participation, communicate with their 

subordinates, co-ordinate plans, resolve conflicts, evaluate per­

formances objectively, generate good-will, try to understand the 

problems and feelings of others, take positive formal control 

actions whenever needed. 

In a large firm existence of proper delegation with clear 

cut duties to be performed, broad planning and control functions 

integrates all qualities of good leadership. This is due to 

mainly strong management guidance which is either lacking or short 

in small and medium firms. 
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Oontrol is also another essential function of management 

which has an integral place among the overall organization struc­

ture of a firm. 

Control in business can be defined as "guiding and regu­

lating the activities of a business or any of its parts by means 

of management judgment, decision and action for the purpose of 

attaining agreed objectives".57 

Control is a sub-system of the total organization system 

which depends and contributes to other basic functions, e.g., or­

ganizinR, planning and leading. 58 Lack of or improper operation 

of these functions will effect the control process in the sense 

that; their absence will make the control concept meaningless, an 

their irregular operation or incomplete existence will bolster the 

actions of control in evaluating performances and in taking cor­

rective actions. 

1. The Control Process 

The process involves three elements which are: (1) 

standards of performance, (2) comparison and evaluation of actual 

57 

58 
Brech, op. cit., pp. 637~38. 

Newman, op. cit." p. 559. 
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These elements are also integral parts; and no matter 

what is being controlled they have to exist in order for control 

process to be effective,59 

Standards of performance are the yardsticks established 

for the purpose of measuring the actual results that are achieved 

through operations. Comparison involves the process of measuring 

the actual results with pre-determined standards and evaluating 

to see how well the desired objectives are attained. If there is 

any deviation from the desired objectives, then corrective action 

enters the process to shape the activities according to the desi­

red standards. 

2. Effective Means of Control 

Control means are of numerous types which vary in charac­

ter depending upon the organization structure of firms. Effective 

means of control, however, is achieved through comprehensive plans 

which prescribes major activities with clear-cut delegation of 

authorities and responsibilities. 

"Each plan of control embraces the following elements: 

an objective establishing what is desired to accomplish; procedure 

specifying how, when and by whom the plan is to be executed; cri-

59 Ibid., p. 562; Brech, op. cit., pp. 637-639. 
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teria as to what constitutes good performance; and appraisal as to 

how well it was done. 

It is properly the function of a capable staff agency, 

sometimes in conjunction with a well-desiened committee, to for­

mulate a comprehensive plan of control over each activity; to 

guide, co-ordinate, and administer its use; and to make sure that 

the desired objectives are realized. n60 

The means of control that are ex~ensively used in most of 

the business enterprises are as follows: 

60 

1 - Control of policies 

2 - Control of organization 

3 - Control of working capital and disposable funds. 

4 - Control of key personnel. 

5 - Control of wages and salaries. 

6 - Control of costs. 

7 - Control of methods and procedures. 

8 - Control of services. 

9 - Control of marketing activities. 

10 - Control of research and development. 

11 - Control of production. 

12 - Control of public relations. 

13 - Control of foreien operations. 

14 - Control of budgets. 

Holden, et al, Ope cit., pp. 8-9. 
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3. Control Systems in Firms 
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In a small firm planned control does not exist be­

cause personal control is dominant. The chief executive has cen­

tered all the means within the boundaries of his post. He con­

trols production, personnel, finance and marketing activities in 

his own way with minor assistance from his subordinates. 

No formal performance records are kept. Functional acti­

vities are not even planned in detail. There is no strict control 

on expenses and cash flow. Even no policy formulation exists. 

The actual control means are rather roughly shaped methods. 

The formal control systems enter into the picture during 

the growth stages where the president or owner - manager recog­

nizes delegation in order to accomplish the magnifying activities. 

Effective control means, e.g., cost, production, financial, record, 

personnel, policies, marketing tend to be well-hammered in the 

later 'stages; that is, when the company approaches to medium size. 

Control systems of various kinds - which are evolved 

through formal detailed planning - are being seen to a large ex­

tent in large firms because other management processes - organi-o 

zing, planning, leadership - exist at the same time in precise and 

61 Holden, OPe cit., pp. 9-12; Brech, OPe cit .• , pp. 686-704, 741-
766: Basil, .QJh.....cj, t •.• pp. 65-76. 
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clear forms. Thus, they contribute in equal terms to the prepara­

tion and execution of control means which in return contributes to 

them. 

4. Relations of Control Systems with Other Systems 

Company organization system is composed of several 

sub-systems, namely, policy, control and intermediate organiza­

tion. These are further divided into several sub-systems which 

are linked together. 

a. Policy System. The function of this SUb-system is to 

adjust basic policies of the total organization system to corre­

lated information which flows from control systems. 

b. Intermediate Organization System. The main function 

of this sub-system is to provide goods and services to other sub­

systems of the organization and the environment. 

c. Control System. The function; of the control system 

is simply information transformation. 

The Control Systems and other sub-systems of the organi­

zation function in close relation with the environment systems. 

There is an information flow to and from each sub-system, and 

environment systems. This is illustrated by Figure 12. 

As Shown in the figure control systems receive informa­

tion from policy systems, environment systems and intermediate 

systems and feeds back control information after transformation 
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process is completed. 
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five or six employees. The chief executive, because of his pro­

fessional background, of his personality, of his burden, and also 

because of the nature of work to be accomplished may delegate 

some of his responsibilities to his foremen or supervisors. 

Span of control denotes the size of the supervisory unit. 

The size changes from firm to firm. In a small firm the span of 

control of the chief executive is usually wide due to absence of 

delegation. In medium and large size firms the size of control 

may vary from 5 - 10 depending upon: (1) time devoted to supervi­

sion, (2) variety of activities, (3) ability of subordinates and 

(4) degree of delegation. This shows that span of control pro­

blems are related with growth and environmental factors. 

Informal organization is seen almost in every firm. Es-

pecially, it is the cornerstone of most small firms. In nedium 

and large size firms, this is seen in a restricted manner. Growth 

and environmental factors have rather an apprecialbe affect on 

this problem. Increase in the number of tasks to be performed, 

inability of supervisors to control their subordinates, lack of 

individual status, rules and regulations, etc., forces the indivi­

duals in an organization to follow informal channels. 

Formal organization problems arise when the size of the 

firm approaches one hundred employees. This is u.sually the stage 

where additional levels of supervision are created to delegate 

more management functions to subordinates. 
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Although the executive burden problem arr,ises at later 

stages of growth, when the size of the firm reaches fifty emplo­

yees, the need for a staff specialist or assistant may be felt 

also in the early stages of a small firm having 10-25 employees. 

The executive or the president of a very small firm, because of 

his knowledge and experience, might be 'in need of a staff assist­

ant or specialist to delegate some of his tasks. 

The need for a committee arises when the volume of activi­

ties increases, and when delegation becomes more complex. In a 

snaIl firm employing 10-50 employees there may not be a need for 

a committee system if delegation is recognized by the chief execu­

tive. However, this principle is often neglected by the president· 

Planni.ng also arises with growth. It becomes more signi­

ficant and even complicated as the volume of work increases. 

Besides, the nature of activities to be performed has considerable 

effect in the rise of this problem. 

Group decision making is felt at later stases of growth 

when the company has 100-500 employees. Enviroro~ental factors 

also play a major role in the creation of this problem. In a 

small firm em~loying 25-50 employees the nature of the work, 

working conditions and individuals, etc., might create the need 

for group decision making. 

Leadership problems occur almost in any firm. Environ­

mental factors have the major effect in their creation. Growth 
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In this chapter organizational problems that appear in 

small, medium and large size firms are discussed in lieu of the 

basic prinCiples, e.g., organizing, planning, directing and con­

trol. Also, the role of size, growth and environmental factors 

are examined in d.etail. 

The organizing process :inclUdes basic principles such as 

specialization, delegation, span of control, formal and informal 

organization. 

Specialization mayor may not exist in business firms of 

any size. Company size has no effect on specialization problems. 

Analysis shows that specialization is a problem which is related 

with growth and environmental factors. The need for specializa­

tion may arise in a very small firm having about ten emrloyees be­

cause of the environmental factors such as nature of work being 

performed and the type of employees performing the work. However, 

the actual need arises with growth. This is, as the volume of 

work and the number of decisions and actions to be taken increases 

division of work becomes necessary. 

Delegation becomes acute when a firm has sufficient em­

ployees to assign functions and responsibilities to subordinates. 

Therefore, delegation is a major problem which arises with growth. 

Also, the need for delegation might be felt in a small firm havinG 
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Pormal control problems are felt with growth. In a very 

small firm having 3 - 10 employees, it is not necessary to have 

planned controls. Informal controls might be sufficient. But 

when the size of the firm increases formal control problems enter 

into the picture. The occurance of this problem in medium and 

large firms is mainly due to environmental factors. 

Pinally, from the overall analysis it can be concluded 

that organizational problems are related with size, growth and 

environmental factors. The degree of influence of each factor 

changes from firm to firm. In the next chapter the effect of or­

ganizational factors on management problems will be examined. 

----~------------------------------~7/ 
/ 
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In this chapter several management problems which influen­

ce, especially, the operations of Turkish industrial firms will 

be discussed briefly to verify the below hypothesis: 

where: 

Mp = Management problems 

Op = Organizational problems 

Fp = Financial problems 

Pp = 'Personnel problems 

The above mathematical statement means that: management 

problems are a function of organizational problems, financial 

problems, personnel problems, etc. 

B. SYSTEM CONCEPT 

A company system is composed of several elements or sub-

, 

----------------------------------------------~------------.l7/ 
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systems, e.g., policy formulation, control and intermediate orga­

nization, etc., which function in unity. 

To have a brief idea about the sub-systems let us analyze 

Figure 1 on the next page. In this figure the relation of sub­

systems with each other, and with the environment systems are 

shown with thin and thick arrows. The former denotes to the in­

formation flow and the latter to the product or material flow. 

For example, intermediate organization systems receive 

policy information from policy formulating systems, control infor­

mation from control systems and service information from sub­

systems, and also sends feedback and other information to sub-

systems and environment systems. 

Similarly, the control systems, whose major function is 

information transformation, receive; policy information from 

policy formulatin~ systems, performance information from inter­

mediate organization systems, general inforT".ation from environ­

ment systems and transforms them in lieu of their basic functions 

which are: (a) information processing, (b) analysis and forecast­

ing, (c) decision making, (d) planning and control. After trans­

formation process is cOID",leted they feedback correlated informa­

tion to policy formul~ting systems and the control information to 

intermediate organization systems. The organization systems in 

return send this information to subsystems. 

This indicates that there is cyclical information flow to 



THESIS 
ROBERT COLLEGE GRADUATE SCHOOL 

BEBEK. ISTANBUL PAGB 

,-'-
I 

r n t t,' ; t I ,.' <l 

~(::" '('.';1 

f~"~ln~':/';1tlng 

S':{st,t..rr, 

• 
[a.a.d bact;: -into 

or"::3on'"'t-~At I en 
S::J S t \l..rn S 

A. mari<.a:i InS! 
2'. ~.>ro d uc. h 0 n 

3. rinonc4 
4. p.z.n~Dnna! 

mot. 

•. ,I .. 

-----,-------_ .. --

po! I L_'::l 

+,ow 

pa.r·rorno em C/2' 

In ~'::; 

contr:;i 

pr, cL.l(. t 
0" 

'i:.e.r'J ice 

C----l 

l
l;:~ ~~'". 

t:!lly, _(:.,r'rn(J~' c,', " 
t'''''~ '::"';.';'I('? 

i 

,. b)rt1fl ,:jO:.!::> ~ \ 

t~'~'l<:;dS""'/ j 

C)'_IC(...,';:.10fl 1 

mal1.,c,j \ 

I 
d) ~''(lnn;n:3 I 

~ "onl ,'C " I 

-f 

"' : 

" 

i " . .." 
I . r I + " 

" " 

FIGURE 1: _ The Company System and Interaction among Sub-systems 
(From E. S. Buffa, Readings in Production and Opera­
tions Management, N.Y., London, Sydney: John Wiley and 

Sons, tnc., 1966, p. 40.) 

and from each sub-system which function inclose integrity. 

However, this smooth flow of information or materials 

can not always be achieved because of the short comin?s in the 
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Since each sub-system functions in unity, improper opera­

tion of one element distorts the operations of other elements of 

the total system. Hence, a specific problem of one element be­

comea the problem of the overall system. which involves several 

unified problems. 

For example, production problems might have their roots 

in personnel, finance and marketing. That is, production capa­

city may be low because of labor shortage. This might also be 

due to financial and marketing problems, e.g., investment diffi-

culties, shortage of credits or of working capital, high operatine 

costs, low sales volume, less profit.,. 

This shows that there is not any partic1.llar problem which. 

is related with one cause, and which affects only one element of 

the total system. Instead, there are problems of intet'related 

causes which have chain affect on each element of the system. 

However, difficulty will arise in identifyine; and exami­

ning the causes of the complicated problems of the ovp.rall system. 

For this res"son it is necessary to analyze each element of the 

system. While doing so, total operation of the system must be 

kept in mind. 

C. SYSTEM PROBLEMS 

System problems, e.g., policy forDulation, control, pro-
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duction, finance, personnel, marketing, etc., usually arise from 

improper operation of the sub-systems or elements. 

Improper operation of the sub-systems might be due to 

several interrelated causes such as physical, moral, economical 

and organizational which reauire a thorough investigation for 

their proper identification. 

However, to deal with numerous problems and causes will 

be a time consuming and costly process. Besides, the results 

obtained will not be a satisfactory one. Instead, most influen­

tial problems and factors must be considered. 

Therefore, here only intermediate sub-system problems will 

be given proper attention to simplmfy our analysis. 

1. Production Problems. High operating costs, low out­

put and inferior quality are the major production problems which 

affects the operati0ns of most Turkish firms. 

High operating costs are generally due to: (1) high price 

of the raw material or semi-finished product and auxiliary parts, 

(2) low production (machine breakdowns, process and delivery 

delays) (3) material waste, (4) improper use of production tools 

and equipment, etc • 

Let us focus our attention at high operation costs proble~ 

and investig8,te some of the underlying causes, separq tely, Raw 

or semi-finished l?laterial and other l?liscellaneous parts generally 

! 
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incur high costs because: (1) the firms depend mainly on one or 

two suppliers in the Vicinity, (2) they do not possess any sound 

purchasing nolicy as regards to what amount to buy, from which 

sup~lier, when at what price, (3) they do not have consolidated 

purchase plans involving the arrival date of materials, stock 

levels, frequency of purchases, etc., and (4) employees who run 

the purchasing activities are not assigned tasks with clear cut 

authorities and responsibilities. 

This implies that the causes of this production problem 

are related with organizational problems. If orsanizational 

problems would not have been eXisting then there would be no cause 

and no effect such as high operation cost problems. Hence, or­

ganizational problems are related with management or system prob-

lems. 

Also,' these organizational problems arise from environ­

mental factors: (1) buying habits or customers, (2) inability or 

imcompetence of executive to establish purchasing plans, to assign 

tasks, and to subordiantes to formulate policies and plans to 

follow, (3) '1-'\01\:.01' mor"tage &' purchasing knowle'1ge and expertence, (4) 

financial weakness, (5) market conditions, (6) shortage of man-

power, etc. 

Similarly, freC1.uent machine brea>downs arise because: (1) 

firms do not est3.blish dynamic machine renlacement policy, (2) 

they do not prepare. machine obsolescence plans, (3) they do not 

have well-shaped maintenance plans, involving what machines are 
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to be r.epaired or overhauled, at what day, what parts will be 

needed, and who will be assigned to each maintenance task, (4) 

there is no machine operation rules and regulations, (5) the 

machines are run by inexperience~operators, and (6) firms usually 

do not have employee training programs. 

Material waste, on the other hand, occurs because - firms 

do not have any waste control and elimination policies and plans 

of action regarding how to control material waste, machining ope­

rations, worker performance and whom to assign and with what 

responsibilities. 

Further, tools and equipment are improperly used because: 

(1) firms usually lack rules and regulations or procedures which 

workers can follow, (2) employees are not trained for use and 

care of tools and equipment, and (3) they do not have a written 

policy in regards to when and how tools and equipment will be 

replaced. 

The analysis shows that the two above causes are also 

related with organizational problems, e.g., plannine, dele-:ation 

and control. Since causes are related with organizational prob­

lems, then the same thing can be said for management problems. 

Hence, as an initial step we can say that Mp = ~(Op). 

Now, it is time to examine the causes of these or~aniza­

tional problems. They are mainly related with environmental fac­

tors and with growth stage. However, environmental factors do 
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have a rather strong influence on the creation of these or~aniza-c.' 

tional problems, and also on management problems. 

2. Personnel Problems: In general, low morale, too many 

conflicts and high employee turnover are the essential personnel 

problems of the firms operating in this country. Especially, 

most of the firms suffer from high employee turnover because of 

its direct influence on production efficiencies. 

The underlying causes of this problem are rather similar 

in nature at each business firm although the degree of affect vary 

extensj.vely. 

High turnover, problems occur due to the following: (1) 

less pay, (2) tasks to be performed are not clearly defined by 

supervisors and executives, (3) restrictions in delegating authori· 

ties and responsibilities, (4) co-ordination and communication 

between employees is not fully applied, (5) supervisors do not 

usually trust their subordinates, and (6) works are accomplished 

under strict command, (7) operating instructions, systems and 

procedures are not lmown by the employees, and (8) employees are 

not treated equally. 

These factors have their roots in the below organizational 

problems: (1) policies and objectives of the business fir~s are 

not usually lmown by the employees, (2) tasks are not assigned 

without precise definition of authorities and res:9onsibUities, 

(3) firms do not tend to ,~repare recrlli tl'1ent and trcdnj nr.': ":)ro:;raI'1P 
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including number of employees to be hired, type of work to be 

assigned, method of trainine: to be foll'l\'fed and time interval of 

training, etc; (4) they lack well adjusted wage and salary plans, 

(5) they do not establish operating instructions, systems and 

procedures to be followed by each employee,and (6) they lack 

social benefit schemes. 

In essence the orc:ani ccational problems which stimulates 

the above factors are delegation, planning and ~eadership. These 

problems are related with social, ·financial, and psychological 

factors. 

3. Marketing Problems: .Low sales, late product delivery 

and high prices are the dominant problems which affects the com­

panies profitability. 

Low sales volume seems to be the one of the important 

marketing pro,bleius of most manufacturinc; firns in this country. 

This proolem:. arises from: (1) high price of the product, (2) 

decrease in demand, (3) inferior product quality, (4) uneasy pay­

ment, (5) lack of advertising and sales promotional activities, 

and ,('6) undesired product style. 

The price of the products are generally high because firms 

do not exercise effective means of cost control in their day-to­

day operations. Besides, controls are not planned with clear cut 

objectives. 
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Similarly, firms do not clearly define their marketing 

strategics and policies. Haphazardly determined policies are not 

diffused throughout the organi~ation. Marketing activities such 

as marketing and raarket research, advertising and sales promotion, 

warehousing and distribution are not based u~on formal plans. 

Tasks are not performed without clear cut objectives. Executives 

and supervisors who are engaged with marketing operations can not 

utiUze the delegation concept· fully. 

l!'urthermore, short of comr.unication and co-ordination be­

tween executives and subordinates wtthin the COl'lpany, and between 

customers outside yields undesired results. The above problems 

arise from distorted marketing operations. 

Marketing operations would not have been distorted by the 

above factors if plannin[!;, controlling le8.dershil}, dele~ation, co­

ordination and cOlJ1.TIlunication pr·inciples were fully exercised. 

These orsani7.ational problems are related with growth and 

environmental factors. Size does not play a very sicnificant role 

because similar problems occur in small, medium and large size 

firms. 

4. Financial Problems: Turkish business firms are faced 

wi th several financial problems, e.g., pro j ect invest~ents, credi t ~ 

interest payments, collection of receivables, debt payments, 

shortage of working. capital, etc. 
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However, firms are mainly affected by working capital and 

credit shortage. Shortage of working capital arises from various 

factors among which we can list the following: (1) customer re­

ceivables are not collected on time, (2) short-term projects are 

usually financed from working capital. 

Credit shortage naturally occurs as a result of not having 

enough outside credits whenever needed. Since most firms run 

their business on credit basis, it is r".ther c.ifficul t to secure 

lang-term credits that are desired for future investments. Even 

short term credits are difficult to maintain. Besides some firms 

because of high interest rates do not even tend to take credits, 

instead they deplete the cash reserves. 

Commercial credit loaning agencies, on the other hand, 

give credits to the business firms who can guara.ntee to pay the 

loaned amount, including the accured interests, on time. FaiJure 

to meet the deadline for the first time will result in disconti­

nuation of credits and company good will. 

Failure in credit payments frequently seen among most 

ftrms except few lare:e financially strong ones, and they either 

drop investments or look for other credit sources with even more 

high interest rates, such as bonds or mortages. 

Further investigation will reveal teat these finandal 

problems occur because: (1) firms do not formulate their financial 

strategies and tactics in a proper manner, (2) individuals who are 

-
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involved in regulating the activities do not posses any knowledee 

about company policies and objectives, (3) they are usually short 

of well designed financial plans, e.g., date for collectin~ re­

ceivables, methods and proceo.ures to be followed for cash inflows 

and outflows, sources that credits are obtfl.ined, tnterest payment 

dates and priortty of loans to be paid, amount of money rec:tuired 

for project investments, means and sources of finance, Ilersonnel 

to be en:,;('v,;ed, etc., (4) they lack financifl.l controls, control of 

working capital (cash inflows and outflows), funds, credits and 

overall expenditures, etc., and (5) they apply basic organizaing 

functions in a very restricted way, e.g., partial delegation of 

authorities and responsibilities, unbalanced co-ordination and 

communication, and division of work. 

This analysis also reflects that the causes of the finan­

cial problems, e.g., working capital and credit shortac;e have 

their roots in organizational problems, namely, planning, deleea-

tion, controlling, comnunication and co-ordination. 

Like other problems discussed Ilreviously, these or.zaniza­

tional problems are related also with size, e;rowth and environ­

mental factors. However, growth and environmental factors (fina­

nCial, social, physical, psychological) have strong influence. 

D. SUMMARY AND RESUI.TS 

The purpose of this chapter is to examine the causes of 

management proble~s and to verify the hypothesis in Question. 
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Company system involves several sub-systems or elements, 

namely, policy formulation, intermediate orc:anization and control, 

which functions in close integrity with each other. 

Improper operation of one or more elements distorts the 

operation of the other elements and the total system. Hence, a 

particular problem of an element becomes the problem of the total 

system comprising several unified problems related with numerous 

interrelated causes which have chain effect upon one another. 

Inefficient or abnormal operation of the elements might 

be due to certain factors such as physical, SOCial, psychological, 

f,inancial, organizational, etc. 

Difficul ty wi n e;enerally ari se in investi<:a ting the 

causes of the complicated system problems. Therefore, it is 

necessary to analyze each element of the system. 

For the verification of the hypothesis only one sub-system 

is taken into consideration to simplify our analysis. 

Intermediate organization sub-system problems are: (1) 

production, (2) personnel, (3) marketing, and (4) finance. 

The major production problems which effect the operations 

of most Turkish firms 8.re high operation costs, low output and 

inferior quality. 

High operation costs arise from high price of the raw 

materials or parts, low production, material waste and improper 
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Most influential personnel problem is the high turnover 

problem. This problem is generally due to less pay, vague defi­

nition of tasks, restrictions in delegation, strict commands of 

executives, unfair treatment of employees, distrustful or reluc­

tant attitudes of suuervisors, shortage of communication, and 

systems and procedures. 

Among the major marketing problems, emphasis can be put 

on low sales, late product delivery and high 1Jrices of the goods 

or products. Although, three of these problems have rather appre­

ciable affects on operations of the business firms, the majority 

of the influence comes from low sales. 

Low sales problem generally arises from high price of the 

product, decrease in demand, inferior product Quality, uneasy 

paJ~ent, lack of advertising and sales promotional techniques, 

etc. 

Also, Turkish business firms suffer from several financial 

problems, e.g., project investments, credits, interest payments, 

collection of receivables, debt payments, shortage of working 

capital, etc. 

However, firms are mainly affected by working capital and 

credit shortap'e problems. Shortaae of workine; ca':Jital occurs 
~ -

because customer receivables are not collected on time, and short­

term projects are usually financed from workinc; ca"ital. Credit 
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shorta,;::e, on the other hand, occurs as a result of not having 

enough outside credits. 

'-

The factors creating production, personnel, marketing 

and financial problems have their roots in organization problems 

which are related with size, growth and environmental factors. 

EspeCially, R;rowth and environmental factors have stronR; affeot 

on organizational problems. 

Since, Since, factors are related with system problems and or-

ganizatj,onal problems then we can establish the below relation .... 

ships: 
(1) System or management problems are a function of 

organizational problems. 

(2) Organizational problems are a function of company 

size, growth stage and environmental factors. 

(3) Also, management problems are afunction of environ-

mental factors, growth stage and company size. 

That is, 

(1) Mp = f(Op) 

(2) Op = f(C s ' Ef , Gs ) 

(3) Mp = f(C s ' Ef , Gs ) 

In the next chapter these relationships will also be 

analyzed. 
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Growing firms cannot take the advantage of full applica­

tion of basic organizational principles because of environmental 

restraints. Instead principles are partially applied. 

Partial application of basic principles usually creates 

organizational problems in firms. As the firms grow in size, 

these problems do not only increase in magni·\;4.tude but also raise 

interrelated managment problems. 

Therefore, the aim of this chanter will be verification 

of the below hypotheses: 

(1 ) = 

(2) = 

where: 

Mp = Management problems 

Op = Organizational problems 

= Company size 

= Environmental factors 
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That is (1) manaeement pro~lems are a function of orga­

nizational problems, (2) org~nizational problems are a function 

of company size, growth stage and environmental factors. 

B. IDENTIFICATION OF TERMS 

1. Steady stage - refers to the situation where firms 

do not show any growth pattern. 

2. Transition stage - i.ndicates the dynamic situation 

where firms start to grow in size. 

C. ANALYSIS 

1. Lack of Specialization: In a small firm which is at 

steady staa.:e lack of this principle or function creates very few 

problems, e.g., frequent operations delay and less production, w 

which are not so significant. 

At transition sta,!e the above problems increase in inten­

sity and various problems, such as inferior product quality, some 

material and product wast~ more executive attention, some job 

dissatisfaction and few employee turnover, arise. 

In a medium size firm the problems of the transition 

period are seen in mangified form. Besides the firm is faced with 

additional problems,e.g., many unfinished jobs, undesired per-

f'n1"mal1"" T'",,"1 t." f'l"erm"nt mobili t.v of VI ~K ." .p .. ~m ""',, ~~ "t",-
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tion to another, conflicts, distrust among employees, loose 

discipline, increase of operation cots, rather low morale, etc. 

As the firm approaches to lar~e size, theRe problems 

increase in magnitude, and raise new system problems amon::; which 

we can list the following: (1) violation of orders, (2) hi~h 

bias, (3) prejudice, (4) overload of subordinates, and (5) loose 

control. 

Finally, at the latest stage of growth these proble~s do 

not only develo,:" but also create other serious problems, e.g., 

recruitment difficulty, low sales, late product deJ.iv<?r, low 

profit, undesired cust0mer service, violation of orders and busi-

ness decline. 

2. Lack of Delegation: In a small firm lack of this 

principle creates only executive burden problem. 

However, at transition period, besides the increase of 

executive burden, several new problems such as direct co~munica­

tion, direct control and individual conflicts arise. 

Similarly, at later stages of growth the problems of 

previous staces develop and also raise additional problems. 

The nature, intensities and affects of organizational 

problems that arise due to not exercising one of the basic prin­

ciples are depicted in Appendices I, II and III. 
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Partial application of the basic principles createsorea­

nizational problems at each stage of company growth. As the firms 

grow in size, problems that exist at earlier stages become more 

complex, and even create interrelated system problems durtng later 

stages of growth. 

Further, the results of the analysis depicted in the 

Appendices reveals that lack of one basic principle also distorts 

the other principles which are fully applied. The intensity of 

this distortion is also directly related with size and growth. 

Therefore, (1) management problems are a function of 

organizational problems, .(2) organizational problems are a func­

tion of company size, environmental factors and growth state. 

That is, 

= 
and 

= 

In the next chapter tht'ee representative firms will be 

examined for the verification of the hypotheses. 
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In this chapter three representative Turkish fLr;lls will be 

analyzed to detect some of the organizational problems and to 

verify the below hypotheses: 

(1) 

(2) = 
where: 

Mp = Management problems 

Op = Organizational problems 

Cs = Company size 

Ef = Environmental factors 

Gs = Growth stage 

The above mathematical stateMent means that: (1) manage­

ment problems are a function of organizational problems, (2) orga­

nizational problems are a function of company size, environmental 

factors and growth stage. 
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B. DEFINITION OF COMPANY SIZE 

Manufacturing and business firms are defined in a diffe­

rent way by different writers of organization, e.g., nUTIber of 

employees engaged, as the percentage of the total employees wor­

king at manufacturing firms, kilowatt-hours of electricity con­

sumed per week or per month, plant size, annual sales, total asset 

total net worth, type of ownership, etc. l 

For the analysis of the representative Turkish firms de­

finitions will be based upon the number of workers engaged in 

manufacturing. 

1 - Small firm: any manufacturing firm hiri.ne; 3-500 em-

ployees. 

2 - Medium size firm: any manufacturing firm hiring 500-

1000 employees. 

3 - Large firm: any manufacturing firm hiring 1000 or more 

employees. 

1 Basil, Ope cit., p. 2; U. S. House of Representatives, .Select 

Committee on Small Business, Final Report No. 2970, Jan. 3, ______ . ___ ,. ____ 0._. ____ . ___ ... , __ .. 

1957, Washington: Government Printing Office, pp. 1-5; A.D.H. 

Kaplan, Small Plant Mana,Z~rn_e.Il~!'~'l'h~.~~!l_()mic_and r.n<!us-t;ri.a~ 

Importance of.JlmalJ_.l':l:;J.Jl'y§.II, eo.. by E. H. Hempel, New York: 

McGraw-Hill, 1950; p. 9. 
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C. STRUCTURAL ANALYSIS OF FIRMS 

1. "X" Metal 'Processing Company ("X" M. Po Co.) 
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Ownership: Joint Stock Company (100% privately owned.) 

Control: 5-man business (Top organization consists of a 

Chairman of the Board, Managing Director, Works 

Manager in charge of Company Operations, Sales 

Agent and Secretary) 

Size: 450 employees 

Nature of Business: Manufacturing household appliances, 

e.g;, gas stoves, ovens and cookers, 

and enameling pre-fabricated sheet 

metal products for other industries 

on contract basis. 

a. A Short History of the Firm 

The company in question was established in 1953 as a 

privately owned business venture. Scope of work included mainly 

painting and enameling kitchen equipment for other metal working 

industries in the neighbourhood. 

There were 1 boss, 1 foreman, two leadnen and twenty wor­

kers in the initial period who were responsible from the operation 

of the worksho,p. Figure 1 shows the inforrr.al organization struc­

ture of the firm in 1953. 
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The workshop performed similar types of activities till 

the date of incorporation in 1962. There has b h . een no c ange ~n 

the volume of activities between the years of 1953 and 1959. 

Growth came with an increase in the volume of contract activities. 

Early in 1960 the company expanded its production lines by· 

adding two painting cabinets, one oven, and also ms,de some infor­

mal chan~es in the organization structure. As seen from Figure 2. 

1 accountant, 1 foreman and 2 additional leadmen were hired for 

new lines. Operations followed the same route till the date of 

incorporation' in 1962. 

Late in 1962 original plant was expanded and new household 

appliances, e.g., gas stoves, ovens and cookers, manufactnring 

lines were added. Besides, informal changes were made in the or­

ganization structure. The informal orc:anization of the firm is 

depicted in Figure 3. 

As shown in this Figure additional supervisory levels 

were created for delegation of management functions. 

Early in 1964 a new building was erected to accomodate the 

office personnel. 

structural growth entered into the scene in 1968. With 

the help of outside consultants the company was able to design its 

present formal organization structure. Specialist personnel, e.g. 

purchasing chief, administrative supervisor, sales agent, works 

manager, etc., were rec~lited for new positions. This is illus-
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trated by figure 4. 

LEADMAN 

WORKEQS 

FIGURE 1: _ Informal Organization structure in 1953 (size: 20 
workers) (Source: "X" Metal Processing Company) 

PAGB 

In the middle of 1968 a second gas oven line was added, 

and twenty workers were hired for day and night shift. 

Late in 1968 the company erected a warehouse, and 1 car­

penter, 1 electric and 1 machine shop to solve its storage, main­

tenance and repair problems. 

Table 1 gives the summary of the significant changes that 

has been made; and Figure 5 shows the growth of "X" Metal Pro-

cessing Company. 
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FIGURE 2: _ Informal Oreanization structure in 1960 (Size: 75 
workers) (Source: "X" Metal Processing Company) 
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FIGURE 3: - Informal Oreanization structure in 1962 (Size: 90) 
(Source: "X" Metal Processing Company) 
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FIGURE 4: - Formal Organization Structure in 1968 (Size: 450) 
(Source: "X" Metal Processing Company) 
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b. Organizing and Organization 

PAGE 

b.l. Specialization: There is functional speciaHzation 

in the company. Tasks to be performed are quite se~ra?ated. 
,-' ' ;) Ther 

is also division of work down the line, e.g., production depart.. 

ment is divided into shops. Division of labor is recogniz~d with­

in the context of specialization, but rather in a restricted sense 

Due to environmental restrictions such as shorta~e of raw material 

and semi-finished products and sometimes man power,specialization 

by function or plflce is not seen in the lower echelons. Workers 

are assigned different tasks to do under varying circumstances. 

There is no guide in the organization which clearly describes 

functions or tasks to be performed. 

b.2. Delegation: The basic principle of dele~ation which 

~qui~ts clear-cut definition of authorities is not bein~ practiced 

at all in the formal organization. For exam~le, the Mana~ing 

Director delegates part of his responsibilities to either Sales 

Agent or Works Manager. Most of the time he is performing the 

tasks alone. The main reason is that he cannot trust his execu-

tives. Works Manager has almost the same position. His inability 

and reluctant personality lets him to resume flll the responsibili­

ties alone. He assigns tasks to his subordinates without holding 

them res~onsible. No matter how the works are accomplished the 

sole responsibility relies on him. 

b.3. Span of Control: This principle is not applied as 

explained in the literature. The number of subordinates to be 
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responsible to an executive is not determined basing on variety 

and importance of activities, repetitiveness of operations, time 

required for supervision, degree of delegation, ability of subor­

dinates, but simply by rough estimation. If these concepts had 

been considered, then the Works Manager would be in need of eight 

or nine subordinates under him. 

Similarly, restrictions on specialization of functions and 

delegation principles has created rather, narrow span of super­

vision in the organization; especially at lower levels. This is 

illustrated in Fi~lre 6 

[,3 
,[~ 

Per",,')ntl'.i:.; 

pe r s0t)na.i 

C :/lrt;2 
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FIGURE 6: - Span of Control (Source: "X" Metal Processing Company) 
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b.4. Informal Qrganization: Restrictions on delegation 

of authorities and responsibilities has increased the degree of 

interpersonal relations in the company. For example, Managing 

Director jumps off the Works Manager frequently, contacts either 

with department chiefs or unit foremen, assign them tasks, ask the 

status of each. job assigned without seein~ their supervisor. Si­

milarly, the works Manager does the same deed quite often. He is 

always in touch with his foremen, rather than department chiefs. 

Interdepartmental communication follows alost the same informal 

route. From time to time each subordinate and supervisor stick to 

formal channels. For the members of the firm to follow the formal 

organization is considered "red tape". They are convinced that 

the daily tasks would have not been accomplished if they have fol­

lowed the formal channels. 

b.5. Staff Assistance: The company, although there are 

staff units, depends also upon outside assistance. From time to 

time, e.g., to assist the preparg,tion of the yearly balance sheet 

and profit/loss statements, to audit accouhts, resolve labor con­

flicts, etc., it calls for temporary staff specialists such as 

lawyer, financial advisor and tax specialist. The rest of the 

problems are tackled by the informal "works committee" in the 

organization. 

b.6. Committees: Although, there is no formal committee 

set-up in the company to provide consultative servtces, there is 

an informal "Works Committee" whtch formulates tactical deCisions. 
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The Committee is composed of 1 Chairman (Managing Director) and 

two members (Sales Agent and Works Manager). The members meet 

when it is deemed necessary. 

c. The Planning Process. The company has not recoenized 

the role of formal planning. Every sort of planning is marIe in an 

informal way. Policy formulation relies on Board members. Beside 

they are responsible for short-term and long-term planning, e.g., 

financial, product, sales, etc.,. Operational plans are prepared 

by the informal "Works Committee", and are formulated by the 

Board. 

c.l. Participation in Decision-Making: Decision-making 

process is based on team-work practiced generally by the top exe­

cutives, e.g., Chairman, Managing Director, Sales Agent, Works 

Manager. 

Strategic decisions are usually made at Board level, where 

the Managing Director is also engaf,ed. On the other hand, tacti­

cal decisions are designed through participation of the members 

of the informal "Works Committee", but their final shape is given 

by the Board. 

Since, the concept of delegation is practiced in a re­

stricted manner at lower echelons, department chiefs seldom par­

ticipate at decisions to be made by the Works Manager. Sometimes 

the Works Manager consults or co-ordinates with his subordinates 

rather difficult decisions to be made which are either beyond his 
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knowledge and skill. Usually, he is self-centered for daily de­

cisions. 

The same mood occurs even at lowest echelons. Netther 

department chiefs nor thetr subordinates search for bri~ht and 

better ideas which would shed some light for decision-making pro­

cesses. However, when a necessity arises the chiefs and subordi­

nates do co-ordinate and consult with each other. 

d. Leadershj.p: The results of the face-to-face inter­

views and over-all survey on employees working moods reveals that 

the leadership status of this company is "poor" and leaders are 

not so vital because: 

tion. 

1 -- Top leaders and line-executives are selfish. 

2 They don't listen to the problems of the employees. 

3 - There is no fair-\l1lY': .. 

4 - There are conflicts among the ~embers of the or3aniza-

5 - Communicatton is poor. 

6 _ There is btas among executives. 

7 Supervisors do not assist workers. 

8 - There is no nrecise dele~ation at each level. . ~ 

9 - The members do not trust each other. 

10 - The general morale is low. 

U- No perfect co_ordination and control exist. 

12 _ The leaders are unskilled and incomnetent. 
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13 - The leaders do not have self-confidence. 

14 - The leaders are not creative. 

15 Facts, judgment and different viewpoints of the 

subordinates are not considered. 

PAGE 
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e. Control: The firm has not put any em]'hasis on formal­

ly planned control mechanisms. Controls are informally and tempo­

rarily designed and applied. Similarly, performances are evaluate 

by experience and pure jud~ent; neither control standards nor 

methods have been established. Since, measurement of performances 

are done by individuals without basing on any yardstick reliable 

results cannot be accomplished at all. 

Besides, informal controls applied vary in nature and 

scope depend ins on time and volume of work. The most common in­

formal controls are: (1) productton control, (2) Cluality control, 

(3) manpower control, (4) expense control, and (5) materi31 con­

trol. These tnformal controls, however, do not ]'ossess any infor­

mal criteria for application. Thus, they do not reflect effective 

results. 

. 
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Years No. of Significant Event'S 1" -
, 

Employees -

1953 26 Ed,"b}~i8Ppnt 

1960 75 Outside orders increased. 

1962 99 Informally changed structure, expanded 
production lines. 

1964 109 Increased production capacity, Erected 
office building. 

1966 159 Added the second shift, hired additional 
workers. 

1968 259 Desi'!lled its forual structure, added new 
production lines. 

1969 450 Erected warehouse and workshops, hired 
additional perso~~el. 

TABLE 1: - Summary of Major Changes Made in "X" Metal 
Processing Company 
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2. "Y" Metal Works Company ("Y" M. W. Co.) 

Ownership: Joint Stock Company (100% private family 

owned) 

PAGB 

Control: 4-men business (Top Orn;anization consits of a 

Chairman of the Board, Managing Director, Tech­

nical Assi.stant, Administrative Assistcmt) 

Size: 650 T 750 employees (winter - summer) 

Nature of Business: Manufacturing refriger8.tors, washinG 

machines, e;as stoves, electrical 

plates, aluminum profiles, enerGY 

transmission posts, steel trusses, 

etc., • 

a. A Short History of the Firm 

The company was established in 1954 as a steel manu­

facturing and processing workshop running its operations through 

local contracts with private and government entities. 

Scope of work included the manufacture of energy trans­

mission posts, steel trusses for bridges and ceilinc;s. 

There were 1 bOS$, 1 foreman and '30 workers in the workshop 

The owner-manaGer or the boss was responsible from accounting, 

credit and contract activities. The shop was runninG under the 

supervision of the forman. This is shown in Figure 7. 
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FIGURE 7: - Informal Orsanization structure in 1954 (Size: 30 
workers) (Source: nyn Metal Works Company) 

Growth carne shortly after its establishment as co11ective 

partnership in 1958. The years between 1954 and 1958 were consi-

dered to be the stagnation periods for the comllany because there 

had not been any appreciable increase in the volume of work. 

In 1958, physical growth came with the addition of several 

machinery for job-lot manufac\ture. Physical expansion brought 

also informal chan"'e in the or':ranization structure. 
~ -

As depicted in Figure 8, 1 accountant, 1 technical direc­

tor, 3 leadmen and 30-40 additional workers were hired to fill in 

the new positions. 

In 1959, the cOlllpany erected a new aluminum profile manu-
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facturing workshop on a new site, and hired 1 foreman and 1()"'15 

workers for this purpose. The slight chanc;e made in the informal 

structure is illustrated by Figure 9. 

1"E:CI-l N CA-. 

D,IU(TOIo2 

FOI2EMA~j 

I LEAD:A~ I I LEADMA~ I ED'iA'J ] 
, 

FIGURE 8: _ Informal OrGanization structure Durin:::; Com'11.on Collec­
tive Partnership (Year: 1958)(Si3e: 6()...70 workers) 
(Source: lIy" Metal Works Company) 

Late in 1960 the firm expanded the orio;ina1 plant and 

added household appliances manufacturing lines. The str?tee;y of 

product: diversification, however, did not brine; any Change, u-i 
formal organi?ation structure. Only 65 additional workers were 

recruited for the new lines. 

The sic;nificant chano;es that have been made between the 
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FIGURE 9: - Informal Ore;antzation Structure in 1959 (Size: 70-85 
workers) (Source: "Y" Metal-Works Company) 

years of 1960-1969 are shown in Table 2. It is noteworthy to 

emphasize also that the year 1960 is to be considered as a transi­

tion from job-lot manufacture to line production. 

Figure 10 on the next paee illustrates the increase in 

company size between the ye8.rs of 1954 and 1969. Figures 11 and. 

12 indicates the stI'llctural changes that have been made in 1964 
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(after incor:roration) and 1969 • 
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FIGURE 10: - The Growth of "Y" Metal Works Company 
b. Organizing and Organization 

b.l. Specializat:ion: Present formal or<:;l'mi:3ation chart 

of the firm reveals a typical type of horizontal specialization. 

Line management has been divided into many functions, e.g., per­

sonnel, accounting, finance and credits, marketing ~~d sale~, cus-

tomer services, production control, manufacturinc, etc. However, 

this is not a real functionalization which traditional theories 

emphasize. 

In actual practice some s;:Jecialization occurs in various 

departments. For example, personnel, services and accounting 

~~nctions are separated. These deDartments are further divided 
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FIGURE 11: - Formal Organization structure after Incorpor8.tiou in 
1964 (Size: 450-500 Employees) (Source: nyn Metp.l 

Works Company) 

into work units where people are assigned different specific tasks 

But, in the rest of the departments specialization concept is 

rather confused. Although the production control ma.nac;er is as-

signed the control function, he performs production activities 

rather than control which is not seen at all. Similarly, manu-

. facturing manager executes repair and maintenance tasks which 

ought to be performed by a subordinate at lower levels. Hence, at 

11Manager1ent Level" specialization by function is not being fuD.y 
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FIGURE 12: - Formal Organhation structure in 1969 (Size: 750 
EMployees) (Source: "Y" Metal Works Company) 

practiced at this firm. 

At lower levels division of work occurs in some units. 

PAGE 
.. 

But in production departments, because of the frequent mobility of 

the man-power, tasks are assigned temporarily dependinG upon need. 

b.2. Delegation: The company is not used to taking ad­

vantage of the full utilization of the major prlncinles of delega­

tion. Neither the top nor the line managers could delegate becaus 

of not having "unifor":,ity" in the organization structure. The ove 

all strategies and tactics are not clearly formulated and diffused 

to total members. The main objectives are not also known by the 



Years No. of Significant Events Employees 
. 

1954 32 Establishment of a workshop. 

1958 77 Establishment of a collective partner-
ship. Expansion of production line. 

1959 85 Erection of a new profile workshop on 
a new site. 

1960 150 Expansion of orisinal plant. Start of 
household appliances manuf. 

1962 225 Increase of production capacity. 
Addition of a second shift. 

1964 500 IncoL"TJoracion. Erection of a new head-
quarter and machine shop. 

1966 600 ReorR:anio;ation. Recruitment of speciali-
zed personnel. 

1969 750 Expansion of the assembly lines and 
departments. 

---

TABLE 2: - Major events seen in "Y" Metal Works Company durine; 
the course of its development. 
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managers. Also, due to several reasons such as old customes, 

habits, social conflicts, fixed beliefs of executives in inabilit 

of subordiantes, biases, selfishness and general distrust, dele­

gation is practiced in a limited manner. Tasks are usually as­

signed to subordinated without responsibilities. 

b.3. Span of Control: Since delegation concept is not 

being totally applied the results of supervision are ineffective. 

For example, the Managing Director of the company is overloaded 

although he has enough subordinates under his command. Besides, 

his by-passing habits and personal contacts with people at lower 

levels loosens the degree of supervision of his immediate sub or-

dinates. 

At chief's level, narrow span of control is seen. Chiefs 

are usually drown in heavy work. Thus most of the daily tasks can 

not be accomplished on time. 

b.4. Informal Or~anization: Although there is a formal 

organization structure established, normal communication is done 

through informal channels. Person-to-person contacts are widely 

practiced. Jum~offs are seen quite often. It has become a cus­

tom, rather than a rule, not to disturb the busy executive. To 

facilitate daily work contact is often made with the subordinates. 

This is what most people exercise in the organizaUon. 

b.5. Staff Assistance: There are two staff assistants 
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in the firm who are attached to the Chairman of the Board. They 

consult the Chairman in technical and administrative matters, 

gather and compile relevant information to be used by Board member , 

and assist line managers in solving problems which are beyond thei 

ability and knowledge. Also, they attend the meetin~s of the in­

formal "Operations Committee" whenever needed, provide assistance 

to members in decision-making. Without contacting the chairman 

they can contact with any executive. Besides, there are several 

staff divisions attached to the line. This is shol'/!l in Fie;ure 12. 

b.6. Committees: The firm at this stage of growth has 

not recognized the role of a formal committee within its formal 

structurej having kn0wn members who meet at predetermined time 

intervals. Instead, the Managing Director, with his own initia­

tive has designed an informal "Operations Committee" to discuss 

operational problems and to determine work methods. The Comnittee 

meets under the chairmanship of the Managing Director. Members 

are usually the line executives. Committee meetings and atten­

dance of members follow an unusual pattern; the commtttee may meet 

e.g., twice a day or once a month and three or five members or 

sometimes all members attend depending u?on will and need of the 

chairman. The staff assistants, upon request, join the meetings 

to provide professional assistance. 

c. The Planning Process: Short-term (materials, sales, 

inventory, manpower and credits,etc.,) and long-term (project 
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investments, changes to be made in the capital structure, products 

etc.,) planning, policy and operational decisions are made at 

Board level in an inforrr3l way. 

In like manner, these short-term and long-terms plans, and 

other strategical decisions are formulated at Board meetinvs. How­

ever, tactical decisions - although designed by the Board - are 

initially made at the operations committee depending upon joint­

participation, co-ordination and consultation of line managers and 

staff assistants. 

Although planning is done informally decision-making pro­

cess at top level depends heavily upon facts, judgments and rele­

vant outside information secured by staff assistants. 

Stnce delegation can not be fully applied at lower levels 

line executives do not generally participe.te with their subor(lina-

tes. They make their own daily decisions. 

d. Leadership: Incomretence of executtves, distrust 

among members, inf'1rmal communications, social clir]ues, strj ct 

rules, bad working habits, lack of discipline, selfishness, biases, 

1 fl ' t moral and mqterial dissatisfaction of employees, ree;ll ar con .. 1C s, 

lack of enthusiasm, short of delegation of authorities and respon-

sibilities, lack of merit ratinO', individuql prejudi.ce, etc., have 

loosen the ~iri t of "good leadership". Leadershi.r is generally 

poor in this firm. 
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Leaders tends to stay out of trouble. They do not have 

confidence in themselves. Due to continuous job insecurity they 

are rather "let me have today's pay and never mind what hap""'ens 

tomorrow" type. 

e. Control: Like orp"anizinry, plllnning and leadin."" fun~­

ti0ns, controls are also inforJJlally applied at cert'dn area,s in 

the organil'lation. They do not depend even on informal preparatton 

or planning. Besides the objectives, the control mechansisms are 

nei ther cle3,rly determined nor knwon by every individual in the 

or!anization. 

The major controls are: (1) pr"duction control, (2) ~mtli­

ty control, (3) absence control, (4) eVgense control. Also, 

measurerr:rmt and evaluatirm of results is done by jud'Cffient of 

peo91e who are assi[3Iled; no informally established stand'trds are 

used for this pur-pose. 
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3. "Z" Metal Industries, Inc., (IIZII M. 1. Inc.) 

Ownership: Joint Stock Company (100% private) 

PAGE 

Control: 7-men business (Top Organization consists of a 

Chairman of the Board, ManaginG Director, Pre­

sident in ch8.r"Se of overall Company Operqtians, 

Vice-President in char"Se of Technical Servtces, 

Vice-President in chare;e of Administrative 

Services, Staff Assistant and Secret".ry) 

Size: 1950 employees 

Nature of Business: Manufacturing refrigerators, washin~ 

machines, e;as stoves, ,~as cookers, 

va cum cleaners, water heaters and 

air conditioning equipment. 

a. A Short History of the Firm 

The present company was a small steel and met'll pro­

cessing "Torksho,' when it Vias est-"bJ5 shed in 1953. As seen from 

Fj~re 13, there were 1 boss, 1 foreman and 10,15 workers who 

were enrcased with the w:Jrkshop o:?erations. 

In the initial period scope of work vC'l.ried in nature de-

pendinn; unon local orders. The mg,jor operations were m.ainly 

machininq roui!.h casting parts, "',etal forging and rolling. Later 

in 1956 the workshop expanded its activities and s t2.rted to manu­

facture metal filinv cabinets, chai 1's and tables of different 
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types. Also, as indicated in Fi~re 14, 1 accounting clerk, 4 

leadmen and an additional 20 workers were hired. 

FO.r.l£ MA.N 

FIGURE 13: - Informal Orcrantzation structure in 1953 (Si?:e: 10 -
15 workers) (Source: "Z" Metal Industries, InC!,,) 

l fOQEMM! 
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~-- -_. _. ~--- -_." ----,----------,. 

FIGURE 14: - Informal Orn'ani?:ation Structure in 1956 (Size: 40 
employees) (Source: "Z" Metal Industries, Inc.) 
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The workshop performed similar types of operations until 

its incorporation in 1959. In the same year the comnany expanded 

its production lines, changed the informal structure as shown in 

Figure 15, and started the manufacture of household appliances, e. 

g., refrie:erators, washing machines, gas stoves, vacum cleaners 

and gas cooke ':s. 

chairman of 
tne board 

rnan.:lglng 

dwec tor 

91i.:; e r-:d 

S.zc ;'(1: tClr'-",' 

p~f'C nos :n9 
Cnl!l~· 

\prCd,.H.:t1o n \ 
u.;c, I 

L

s_"_r '_'-,-'_"_' ..J [,- -" 
t..1)' '""r 

FIGURE 15: _ Informal Ore;ani,zation structure in 1959 (Si.?:~: 350 
Employees) (Source: "z" Metal Industries, Inc·l 

Market growth forced the firm to increase its production 

capacity in 1962. Thus, the firm added th~ second shift, and 

hired additional workers. 

In 1965, because of the increasine; oro;"mizational problems 

. new structure and recruit specialist the firm had to des~e;n a 

personnel. 
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Late physical'3rowth came early in 116Q. The cOIl!!n,ny ad­

ded air conditirmin0: equi Dment manufacturinr; line, and also in­

creased the production capacity of the existing refrigerator manu­

facture lines. 

Another important point is that the com:nany did not noake 

any chanO'e in the formal structure which was desio;ned in 1965. 

Thus, the current forlra1 orc;ani?ation structure de]licteii in Fi "pre 

16 is the same with the one designed in 1965. 

The significant events that have occured in the firm be­

tween the years of 1953 and 1960 8,re SUlTIl1'Clrized in Tqb1e 3. Also, 

Figure 17 indicates the, sudden erowth of the firm a,fter the dq te 

of incorporation in 1959. 

b~ Organizing and Organization 

1.1. Specialization: The comyany has put '''uch em'hasis 

on function?"l speci.alization at its late st'Cl',;e of c;rowtb, es:::,ec;ql 

1y after its re-orr'anization in 1965. Increase in the volume of 

activities "ind in number of em:oloyees has cre8.ted v?rj.ous or?:ani.­

zatj.rma1 problems, e.g., delegation, sllan of control, division of 

w0rk, plannin,,;, directinr; and cO'ltrolling, etc., which has forced. 

the COl1''0any to re-organize in oro.er to run the o'11era ti0ns srno0trcly 

and to have profitable returns. 

Division of wor"k is bein<T seen in practice e,t e<tch level. 

Although real functi:'malizatinn, e.(3., rroduction, finance, rnar­

ketintl' and nersonnel does not occur at Toy H8.nar;w-ent, it is 
~ -

widely ay"licable at line jI'I"inf-t,,;e;·,ent n,n". even at lower eC'-l.elons. 
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FTGURE 16: _ Formal Or",ilni2\ation Structl1'~e in 1 0 69 (Si.~e: lQ50 

enployees) (Source: "Z" Metal Industd.ps, Inc.,) 

For example, Line Mana",ement has b(,en di.vided into severr-;,l depf1.rt­

ments where specific functions are performed. Each dep'lrtr:f'llt is 

further separated into sections ilnd units, e.g., within the pro-

duction department these are six sections, narr:ely, metal dra'.':ing, 

body forming and weldin"':, polishing, degreasing and pho sphasi zing, 

painting and final asser.lbly. Sildlarly, each section is also di-



THESIS 
ROBBRT COLLBGB GRADUATB SCHOOL 

BBBEK, ISTANBUL 

vided into several work units. 
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FIGURE 17: - The Growth of "Z" Metal Industries, Inc. 
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Specialization of horizontal type. The otL.er "vertical" 

type which is based on decision-makin::; is seen at cert'1.in levels 

in the total organization where authorities and responsibilities 

are dele.o;a ted by the top executive. 

b .• 2. Delegation: Thj.s princi<Jle has not also found its 

exact application at t1,is laree-size industry althOll~h there is 

ursent need especially at this stase of .a;rowth. 

It is neslected sOJ11ehow even by the executives of hi"'her 

tqlent and of unique personality. Somewhere 8.long t"1e 1 ine it has 

lost 
-Its Wa," and. has beco"le r".tr.er a"useless conep,pt" by cert2in 
~ C"J , -
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Years No. of Sieniftcant Events Emulo"ees . " 

1953 15 Est?,bli shmen t. 
-----------

1956 40 Product diversi_fj cation (Office equip-
ment ID2,nuf8cture) 

1959 350 Incor:l)orCltton. Expansion of plant and 
erecti.rlTI of centr8.1 offtce. Product 
1jve~si fic"-I;i. on. 

-

1962 420 Incrpnse of' production c8pacity. Addi-
tion of secourl_ shif't. 

1965 530 Reorsani?ation. Recruit~ent of snecia-
list p0rsonnp1. 

1969 1950 'Ex?~y-,s;_on of production 1 tnes. Product 
diversificntion, inc:"ease of production 

I 
:::!Ft:~_ci ty. 

Tf.13TJE 3: - Ma~or events thRt we,.. seen in "Z" Metal Industries, 

Inc., dv.rins its ~:rf")vrth. 
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people at supervisory positions. 
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Of course there are several c;overnj n<:: fs,ctors w j,cr" rest­

rict its full appHcabiJity. First of all, neHher st!,"cP::>;ies 

nor t'lctics have been precisely determined in a! forni8,l {''18hj on 

and made well knoV'm by the members of the comT'any. Be 1'" ' _ _ ~Lues, lr..-

formally prepared and consolid'lted ::olicies !'Ire beine; disse:"l~_na­

ted usually to to::J executives. Second, there is no unifor",; t~, 

among top and line executives. Some possess high educati0nal 

backo;round, skill, abil i ty, enthusiasm in team-work "-'1:1 \,,(1) ad­

justed personality; while others are not well educated, unskillful 

inable, selfish, inseci.l!'e and distrustful. 

Therefore, delec;ation is seen at pp,rticul?r le'1e18 "lith 

the firm. For example, the President can delec;"te p",rt of his 

tasks to the vice-presidents with well defi.ned Authorities and 

responsi bi 1.i ties. However, vice, presiden ts Cf'.n only dele,:,"te 

functions to particualr line executives merely holdin::>; thero, re-

sponsible; the rest of their tasks are perflJrmed by theroselves. 

The main reason of this partial application is that some executive 

are not of the ri"ht calibre to resume authority and responsibili-

ty. 

This pa,rtial appHcation nhenomenon is also seen at lower 

levels. Supervisors who trust and who are able to assi,,:n tasks 

wi th au thori ties and, responsibi] i ties to their subordinates usual­

ly delegate, while others do not. To give an example, the quaE ty 

control manager can delegate duties to his subordinate, quality 
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control chief, simply by holding his responsible from the outcome' . . , 

hence, the chief can do the same thing to his subordinates under 

his command. On the other hand, the technical vice-president can 

not delegate any tasks to the production manager because the vice-

president, after two or three years of exrerience within the firT)" 

has realized the incapability of the production man8~er to carry 

on serious resronsibiltttes. Similarly, the rrodnctton m9.m.:c:er 

because of not h01dtn:,:: any responsibility for activities to be 

carried out and becpuse of his inability and also his e;eneral dis­

trust to his supervisor and subordinates can not also issue tasks 

with authorities and responsibilities. 

b. 3. Span of Control: Al thour;h f()rTJnl or "'aniza tion 

structure reflects quite desirable span of control, in actual 

practtce it is not so. Partial ap',lication of deleo-ation, for 

instance, has widened the span of control of tor executives (vice­

presidents). Thus, vice-presidents extend their supervisory con­

trol even to section chiefs at particular areas. 

However, line manaGers do have rather norPlal SDFln of sU:ger 

vision, e.g., four to five subordinates under 8.n executive. At 

chiefs' level, it is almost the same, with excertionR.l variations. 

Purther down the line, an extremely larr:e span of control is seen. 

For examrle , the leadmen in the assembly department are responsi-

ble from thirty to fifty workers. 

b.4. Informal Organization: Informal channels are the 

guide posts for the members of this firm. The easiest and ~uick-
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est way is simply to see the man in charge rather than passine 

through his boss. This is what they have been doing since years. 

There is no need of bothering the t1busy managers". 

Jump-offs do often occur and it is a natural event. No 

one has been penal'.cized because of his jump offs. Accom 111ishment 

of daily work is important rather than following formal chain of 

command. Informal comT'lUnication and collQbaration is seen at 

every level. 

For example, the MF.magine: Director I s usual habi tis to see 

or call section chiefs or even leadmen for problems of his tndi.vi­

dual interest. Simtlarly, the technical vice-president is well 

known with h1.s repetitive contacts with section chiefs. On the 

other side, direct communication of a leadman with any line mqna-

ger bears also highly significant panorama. 

b.5. Staff Assistance: The company has established seve­

ral staff divisions, e.g., proo.uction en·zineering, accountj ne;, fi­

nance, production plann1.ng, research and development, etc., to 

provide managerial and technical services to the line (See Fi3· 6 

For legal and tax matters the firm has also part-ttme specialists 

e.g., legal advisor and tax advisor. In addition to these, the 

firm has engaged a full-time management consultant to advise the 

President in his day-to-day operations and to assist line managers 

in solving their managerial problems. 

b.6. Commtttees: Qutte a few formal and informal commit-
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tees exist at the present stap;e. There are only two formal, e.g., 

"Disciplinary Committee ll and IISocial Service Committee ll , and two 

informal, namely, "Operations Committee and "Works Plannin~ Com­

mittee ll systems which are designed and are being operated in the 

firm. 

The formal "Disciplinary Committee ll meets at irrery18r 

interv~ls; that is, when a need occurs. The members are usually 

the line man~gers. Attendance of members to committee meetin~s is 

determined by the Chairman of the Committee, who is also the Per­

sonnel Manager. 

The ComT'littee meets to discuss the disciplinary matters, 

e.g., chanses to be made in the work~ns resulations and ways of 

conduct, analysis of the cases of the employee who has deviated 

from formulated rules and com~any working procedures, and to take 

corrective action accordinsly. 

"Social Services Committee ll , on the other hand, is at a 

lower level. Section chiefs and supervisors are generally the 

members of this committee. The S.ocial Services Chief of the Per­

sonnel Department is the Chairman of the Committee. The Committee 

meets irregularly to discuss social m?tters, e.g., ern~loyee feedin.~ 

washing and cleaning, lodging and aids, housekeeping, etc., and 

designs future courses of actions to be taken. 

The informal "Operations Committee ll is composed of one 

Chairman (Technical Vice-President) ~nd six line executives who arE 

. 
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under his command. The Committee meets at varying intervals to 

analyze the past operational results, difficulties faced during: 

performances, present operational conditions, problems that occur, 

e.g., production, planning, scheduling, quality control, manpower, 

auxillary services, etc.; methods followed, discuss alternative 

solutions to these problems and decide on actions to be taken. 

Finally, the informal Works Plannine; Committee is rather 

a special type which operates periodically (once-a-week, especial­

lyon Thursday afternoons) although there is no predetermined pro­

cedure giving the scope of work to be covered at the meetin~s. 

The Committee consists of a Chairman (Production Manager) and 

twenty or twenty-five rr,embers, e.g., six production section chjefs 

and fourteen or nineteen leadmen. At the meetin",s usually rroduc­

tion problems, e.g., amount produced since the bee:inninp' of i;he 

week, difficulties occurred (machine break-downs, rna terial short­

ages, employee absentism, etc.), at various lines, remedial ac­

tions taken, and amount to be produced till the end of the week, 

number of workers to be assigned, overtime to be given, materials 

tools, and equipment needed, maintenance and rerair Vlorks to be 

accomnlished (if not previously conducted) etc., are discussed and 

planned. 

c. The Planning Process: Lon~-terM and short-term stra­

tepic nlans are nrepared inf~rmally at Board Level. Cnm~any Pre-
,-';;'" .. 

sident, Mana~ing Dir~ctor, Chairman and other members of the 

Board are involved in the decision-m8,king process. Informal poli-
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cies are generally designed basing on oral and written information 

secured within or outside, facts, judgment and past experience, 

and kept within the brains of top executives. 

Operational plans are made at two phases: (1) initial 

preparation, (2) final design. Initial planninr>: is done by joint 

participation of the two Vice-Presidents (Technical and Adminis­

trative), President and the Man2.'rin~ Director. Informally sh8,.,ec1 

plans are transmi tted orally to the Board nembers by t'l.e Mana,,;in,O: 

Director. Operational plans, after formulation, are disseninated 

orally to line executives. 

Planning at departmental level is done formally and in­

formally depending heavily on line managers. Supervisors often 

participate in decision-making. Althoue;h formal plannine; is prac-

ticed by some line managers, e.g., mark e tin,:,: , personnel, finance, 

accounting and production planning; the rest of the executives 

stick extensively on informal planning. 

d. Leadership: The results of the perso~~l interviews 

conducted with top executives, line mana,,:ers, section chiefs and 

leadmen and the special survey of the company operations show that 

"leadership" concept is IImediocre fl in the overall compi'my system. 

However, within the sub-systems some executives possess 

the characteristics of good leadership, while others do not. 

Partical delegation of authorities and responsibilities at several 

echelonsj wide-spread informal relationships at top and lower 
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levels, lack of formal objectives, over-lapping in the span of 

control, inability of some supervisors, short of enthusiasm, short 

or lack of proper communication, individual biases of certain ma­

nagers, less attention paid to problems and personal conflicts of 

employees, distrust of executives and subordinates, etc.; have 

loosen the degree of eood leadership. Those who are considered 

"good leaders" are rather few in the coml)any. They "Ire recot;,ni.7ed 

with,their proper communication, co-ordination, enthusiasm, well 

adjusted personalities, conflict resolving, attitudes, f'tir treqt­

ment of their subordinates. 

e. Control: Formally planned controls are not seen at 

any level within the organization structure of the firm, althouc:h 

injected by consultants during the time of re-org~nization. Be­

cause of its time consuming and costly nature it is deliheracely 

ignored. 

Like other small and medium sized firms, discussed in the 

previous pages, this company also levies to a great extent on in­

formal controls which are designed to facilitate routine opera­

tions. They vary in nature and content each day. They do not 

have clear objectives. 

The most commonly used informal controls are: (1) quality 

control, (2) stock control, (3) absence control, and (4) expense 

control. 

Th th operatic-mal controls are made by roush jude;-ese ra, er _ 
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ment of individuals. For example, the company has not established 

any yardstick for quality control mechanism. No specification has 

been prepared or determined showin~ reject and accept tolerance 

limits. Hence, a product or material accepted by pure judgMent 

or euesswork of one inspector is often rejected by a second in­

spector. This causes frequent delays and conflict between indi­

viduals. 

The other control means, e.g., stock control, absence 

control and expense control; follow the same route. 

D. SU~tiRY AND RESUmS 

The objective of this cha~ter is to detect some of the 

organizational ryroblel'ls that appear in small, medium cend large 

size representative Turkish firms and also to verify the hypo-

thesis in question. 

Horizontal speci8.1iza tion appears i.n three firms, e. €:. , 

"X" M.P. Co., lIy" M. W. Co., and liZ" M. I. Inc., in the followine 

manner: (1) with few restrictions, (2) with mot'e restrtctions and 

(3) wide restrictions. Vertical specialization is seen at certain 

levels in liZ" M. I. Inc.,. Also, in the medium size firm this 

problem is more severe than the smFtll firrr. Of course, size, 

growth and environmental factors are the determinants. However, 

growth and evironmental factors do have the major affect. In the 

large firm· this proplem is not so si~i.ficant. 
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Delegation problems exist in the three firms. In the 

small and medium size, the intensity is high. Size does not play 

a great role. It is mostly related with ~rowth and environmental 

factors. Esrecially environ!'lental factors, e. g., inabiJ,i ty of 

executives, distrust, selfishness, individual bi<1,ses, reluotance, 

com:9any custnms, etc., have the m:?,jor influence. 

Formal relation problems occur in three firms. They are 

mainly related with environmental factors. 

Informal relations problem increases in magnitude as the 

size gets larger. It can be tied to growth, size and environ­

mental factors. 

Also, emphasis can be put on leadership problems. Analy­

sis made indicates that environmental factors play the inlDortant 

role in their creation. For example, this probleT'1, is severe, both 

in small and medium size fims. If it were related also with s",'7,e 

and growth, then it cOclld have been more severe in the larc-e fiI'll'. 

However, it is not so significant. 

Further, these firms are also faced with fn=al rlanning 

and control problems which are related with growth and environ-

mental factors. 

From the overall anfllysis it can be concluded th,'3t the 

orfYanizational nroblems, e.g., decision of work, delegation of 
,> " 

resDonsibilities, inf'lrmal communication, planning, directing and 
" ' 

control, are related wit)1, the com~)any size, growth and environ-



THESIS 
ROBERT COLLEGE GRADUATE SCHOOL 

BEBEK, ISTANBUL 

ment factors. Also, the deg-ree of influence 

pends upon the nature of the problem. 

Therefore, 

Op = f(C s ' Ef , Gs )' 

and since 

Mp = f(Op) 

then, 

Mp = f(C s ' Ef , Gs ) 

PAGB 

of each factor de-
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CHAPTER 7 

SUMMARY AND CONCLUSIONS 

PAGB 

Part I is designed to provide background infnrmation 

required for the verification of the hypotheses. Chapters 2 and 

3 are devoted to the analysis of the growth process and the 

organizational problems in business firms. 

In Chapter 2 types of growth, nature of the e;rowth pro­

cess and the role of environmental factors are described to pro­

vide a basis for theoretical analysis. 

In Chapter 3 organizational problems t}1f"t aprear in 

business firms at each stage of growth are discussed in the light 

of the basic principles, and their underlying causes are examined 

in detail. 

The purpose of Part II is to have a critical analysis of 

the causes and effects of organizational problems for the theo­

retical verification of the hypotheses. 

In Chapter 4, the causes and origins of mana<sement prob­

lems are examined. It is found that production, marketing, per­

sonnel and finFlnce probleMs generally arise from several inter­

related factors which have their origins in organizational prob­

lems, e.g., ore:anizinp;, plannin,:,:, directine: and controlling. 
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In Chapter 5, the degree of influence of growth stage 

and size on organizational problems, and also the relet' h' . .' 1.0"l1S 1.p 

PAGB 

between management problems and or~anizational nroblems are 

investigated. It is seen that as the size of the firms increase 

not only existing organizational problems magnify but also new 

organizational problems arise. 

The objective of Part III is to identify the causes and 

effects of organizational problems in practice. Thus, in Che.pter 

6, the current organizational problems of the small, medium and 

large size representative firms are discussed to further verify 

the hypotheses. 

The overall practical analysis made reflects that the 

organizati.onal problems, specialization, delegati.on of respon-

sibilities, informal communication, planning, leadersh1.p and 

control are related with size, growth stage and environmental 

factors. Especially, growth stage and environmental factors 

have major influence on some organizational problems such as 

delegation, informal communication, leadership and control. 

The above statement verifies Op = f(C sI Efl Gs ). Since 

then M is also a function of(C sl Ef , Gs ). That is 
p 

Ef , Gs )· 

These two mathematical models can be useful for any 

business firm in analyzing the causes of mana~e!l1.ent problems. 

For example, by investigating only the orc;anizational problems, 
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management problems, e. 1;';., production, finance, markettnc; and 

personnel, can be treated with ease. 

PAGB 

If this methodical approach ts not used, then firms wtll 

have difficulty in identifying the causes of the system problems. 

It will be time consumin::; and costly process. Also, irrelevemt 

resnl ts can be Cl.chieved. 
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ORGANIZATIONAL 

FUNCTIONS 

A. ORGANIZING 

1. Special1za tion 

APPENDIX - I 

PROBLEMS DUE TO LACK OF ORGANIZATIONAL PRINCIPLES 

Small Firm 

Frequent operations 
delay 

Less production 

STAGES 
Small to 
Medium 

More operations 
delay 

Low production 

Inferior quality 
product 

Some product 
waste 

More executive 
attention 

Few employee 
turnover 

OF GrlOWTH 
Medium size 

Firm 

Severe operations 
delay 

Low production 

Low quality 
product 

More waste 

Much unfinished 
work 

. Undesired performance 
results 

I1edium to 
Large 

Long-interval 
bottle necks 

Very low output 

Low quality 
product 

High waste 

High cost 

High volume of 
unfinished work 

Increase of executive Unsatisfactory 
burden results 

Frequent mobility Overload of 
executives and 
subordinates 

Individual conflict HiEh mobility 

Distrust 

Loose dislipline 

Increase of opera­
tions cost 
Hore eMployee turn­
over 
less morale 

Nany unresolved 
conflicts 
Violation of 
orders 
Less disCipline 
Low morale 
High distrust 
High turnover 
High bias 

158 

Large size 
Firm 

Too many delays 

Very low output 

Undesired quality 
product 

Too much waste 

Very high cost 

Too many mistakes 

Too much violation 
of poliCies 

Heavy load of execu­
tives and subordi­
nates 
Very high mobility 

Too much violation 
of orders 
Too many conflicts 
Too much violation 
of orders 
High bias 
Too many outside 
transfers 
Recruitment diffi­
culties 
Very low morale 
Very low sales 
Too much violation 
of customer orders 
LOH profit 
Undesired customer 
service 
Business decline 



2. 

ORGANIZATIONAL 

FUNCTIONS 

. Delega tion 

APPENDIX - II 

PROBLElJ[S DUE 'ro LACK OF ORGANIZATIONH PRINCI PLES 

Small Firm 

Executive burden 

STAGES OF GROWTH 

3.'Uall to 
Kedium 

Increase of 
executive burden 
Less control 
Direct communi­
cation 
Few conflicts 

:'ledl um slze 
Firm 

Executive overload 
Loose control 
Less communication 
Many conflicts 
Enployee distrust 
Decrease of morale 
Frequent deviation 
in results 
Less productl.on 
Inferior quaU ty 
product 

Medium to 
Large 

Many operations 
delay 
Many tasks not 
accomplished on 
time 
Decrease of 
executive repu­
tation 
High costs 
High obligations 
}lore bias 
}lore conflict 
Low morale 
Low production 
Low quality 
product 

159 

La.rge size 
Firm 

High executive 
responsibility 
Severe delays 
Too many rr,istakes 
Too much violation 
of policies 
Difficulty to con­
trol performaaces 
Very hieh operation 
costs 
Lm1' production 
High material waste 
High bias 
Too many conflicts 
poor morale 
High employee turn­
over 
Hiri~g difficulty 
Low profit 
Low business activi­
ty 
Ver;/ low quality 
product 



ORGANIZATIONAL 

FUNCTIONS 

Staff Aslillistance 

APPENDIX - III 

PROBLEI'm DUE TO LACK OF ORGANIZATIONAL PRINCIPLES 

Small Firm 

Executive burden 

Small to 
Medium 

Increase of 
executive burden 
Few opera tions 
delay 
Violation of 
customers orders 
Less production 
Some obligations 

STAGES OF GROWTH 

Medium size 
Firm 

Overlcad of execu­
tives 
Many operations 
delay 
Frequent violation 
of customer orders 
Low production 
Increased obligations 
Increase of subordi­
nate burden 
Individual conflicts 
Executive bias 
Decrease of customer 
demand 
Less profit 
Few outside transfers 
Less morale 
Inferior product 
quality 
Few deviations in 
results 
Few violation of 
poliCies 

Medium to 
Large 

Overload of execu­
tives and subordi­
nates 
Severe operations 
delay 
Low production 
High violation of 
customer orders 
High obligations 
Many conflicts 
Low morale 
Increased bias 
prejudice 
Low demand 
Low prof! t 
More outside trans­
fers 
Decrease of busi­
ness goodwill 
High operation 
costs 
Frequent business 
fluctuations 
Low quality pro­
duct 
Many devations in 
results 
Many violations of 
poliCies 

160 

Large size 
Firm 

Too many operations 
delay 
Very low production 
Very low quality 
product 
Extensive violation 
of customer orders 
Very high oblip;ations 
Too many conflicts 
Very low morale 
High bias 
Hieh prejudice 
Very low demand 
Very low profit 
High employee turn­
over 
Hiring difficulty 
Low business reputa­
tion 
Very high operations. 
cost 
Business decline 
Too much violation 
of poliCies 
Undesired opera tiona 
results 
Undesired customer 
service 
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