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CHAPTER 1
INTRODUCTION

A, ORGANIZATION CONCEPT

Organization concept exigts 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
enemiegs. They live in small or larse 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 changes from group to group.

Human bheings also organize their activities for the pur-
pose of survival througch continuous satisfaction of thelr biogenic
and social needs. However, organization is done in a better way
than animals., Animals organize their activities with certain in-
stincts, reéponses, and with the help of senéory 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.

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

busginess firmg and individuals.

Similarly, success of a business firm depends upon indiw
viduals. It is the individuals who organize the works of a busi-
ness. Hence, the degree of success is determined by the degree
of orrsanization, 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 magnitide-of
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

wi tho
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B, ©PURPOSE OF THE STUDY

Books have beén written about orranizational theories or
princinrles, Even surveys have been conducted by social scientists
to determine the rise of major organizational problemg at each sta-
ge of company growth.l Rumerous studies have also been made to
find out the social and psychological problems that affect organi-
zational efficiencies and effectiveness of buéiness firms. Be-
sides, literature is full of information about organization of

small, medium and large size companies.

However, in the literature, lessemvhasis has been-ﬁut on
growth process in firmg from infancy to maturity{ on natﬁre of
problems they face at each stage of development, on ﬁays the or-
ganizational functions are applied, on intensities of problems
ariging from oreanizational set-up, on effects of these problems
to comvany operations, and on relationships between problems
traced by the interaction among company organization systems and

environmental gystems,

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.Z.
organizational, financial, human, etc.,. These factors may have
their roots in other sub-factors. In order to deterrmine the
actual relationship between company problems and factors an analy-

tical approach is needed.

Therefore, the purpcse of this study will be to verify
the below hypotheses:

(1) mp = f(OP, Pp, PP....)

(2) o, =tf(cy, E, Gy)

where !
Mp = Management problems
0p = Organizational problems
FP = Pinancial problems
Pp = Personnel problems
GB = Company size
Ep = Environmental factors
G. = Growth gtage

8

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,




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, 1STANBUL PAsGE

The verification of the above hypotheges 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 the lack o deficieny ~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
elther environmental factors, (social, psychological and physical)
company size (small, medium and larce), and/or growth (increase in

the volume of work).

Once the actual relationship between orgcanizational pro-
blemg) and system, problem(s) is determined then the factors
causing such a specific problem can be easily identified, and sl-
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 related 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 orecanizational 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 emvhasis on their causes

Second, the hyvotheses are verified theoretimlly 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 orsanizational problems. For example; high operation
costs (productidn problem:) usually arise from high pfice of raw
material, inefficient operation of machines, improper use of tools
and equipment and waste of material, etc. Analysis shows that

these causes are directly related with organizational problems,
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arranigine, nlamning, directing and controlling.

Chanter 5, on the other hand, is Aevoted to the deter-

mination of the desree of influence of growth process on nreoani-

zotinmel rroblemg and =21so to investiszation of the relationghin

hotiroen management nrohlame and nrganirzatisnal problems. Tras,
the riee of ormonizational and management problems are dizcussed

and illustr~ted by tables in the Appendix,

Ls the sime nf the firmg incre~se not only evietin~ ore

1

[

manizatignal nrohlama marnify but 21lso new orrenizational and

mannrement rrohlana ariaa,

Tn

Ohapter 6 the hypotheses are further vorified after =
tharourh analpais of the ~reonizational set-urs of the three

norrasontertive Turtish firms,

The mrymoae ~f Chanter A 4g to evemine +the Aesrea of re-
Iaticnatin hetween the ar-anizatisnal prohlema ond the yeyi-hlea

(cornany aige, atare of orewth ond environmentsl factors),

Me ecurrsnt or-ani-ational reahlemae af the three renres
aontotive Fipme, o, - am211 medipm and Jar~e, are Adlgonased ~ftor

LI ']

thorsuch dinyratios+ian of the ~rowth nroceas,
Mg snnlwaia chare thot the apoonizational »rablevma are
~1n2 pelated with ecomrony size, si~oe of cromth ~nd envirormental

frotrra, The desree of influence of the second and the third

vorinhle ig groater than the first,
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CHAPTER 2
THE GROWTH PROCESS IN FIRMS

A. PURPOSE

In this chapter types of growth, the nature of the
growth process and the role of environmental factors will bve

discussed to provide a basis for the theoretical analysis.

B. DEFINITIONS

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 orsani-
zation set up., Changes in authorities and responsihilities,

channels of communication, decision making and conirol mechanisms.

%. Growth by evolution - is the gtare by stage develop-

men‘t.

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 théir 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 étages are either solved at that or delayed at a later

date,

Evolutionary growth is either physical or structural. 1In
most small firms physical growth occurs first. -Structural growth
ig seen at later stages. The time lag between structural growth
and physical growth is rather long, especially, in the early
gstages of growth. That i1s when the small firm approaches to me-

dium size.

Por example, the time lag between physical and structural
growth of the "2Z" Metal Industries, Inc., depicted in Picure 1,
ig six years., This wag generally due to the shortcomings in the

company management,

D, GROWTH BY REVOLUTION

Some companies start growing after setting quite a big

organization structure.2 4 typical example is Efegli Iron and

2 Tirk-Ppirelli Rubher Company, Uniroyal Rubber Company, Turkish

Cement Industries, Qanakkale Ceramic Industries, Dyo Paint snd
Enamel Pactories, Unilever Itd., and (IMSA) Istanbul Soft Drink
Industries have also grown by Revolution.
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Steel Company.

This company has first designed its large organization

structure, and then started to grow physically and structurally.
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FIGURE 1: - Tirme-lag Between Physical and Structural Growth of
"z Metal Industries, Inc.,.

+ The zrowth ginves are denicted in Makrle 1, p, 27,

Revolutionary growth starts from small size, medium or
large size depending upon the tyve of industry. Also, further
srowth, which is evolutionary in nature, occurs either as a result
of growth throurh geograrvhical dispersion (opening new sales or
gervice outlets at different locations) or of product diversifica-
tion (expanding the production lines, erecting additional building

near the viecinity of the existins buildines or at different
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regions. This case is illustrated by several examples devicted

in Table 1.

Similarly, because of their financial strength and quite
well desiconed orcanization structure the speed of the growth pro-

cess is rather high.

As in all firms, organizational problems occur algo in
these firms. But they are handled in a better way than those
firms which grow by evolution. Survey results show that thig 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. Pigure 2 shows the

physical and structural growth of Eregli Iron and Steel Company.

As seen from the figure the time lag between physical and

gtructural growth is only one year.

E, THE ROLE OF ECONONIC EXPANSION

Economic expansion plays an important role in the develop-
mént of business firmg. Increase in standards of living and per
' capita income usually'brings increase in buying and selling acti-
vities. ©Since prosperity is a strong stimulant for chanze in
habits, buying motives and consvmption patterns, there will be

high demands for new products, Firms will diversify their pro-

duction line and start manufacturing new products for different




Size when

Name of Fim

established Nature of growth
Large EreZli Iron and Opening new sales outlets
Steel Company in big cities
Medium Turkish Cement Erecting plants in different
Industries regcions
Medium Ganakkale Ceramnic Expanding production lines
Industries opening new sales outlets
Medium Dyo Paint and Erecting new plant, opening
Enamel Pactories new sales outlets
Small IMSA Erecting additional similar
plant in a different region
Small Unilever Ltd.

Erecting soap plant at a
different location in Istan
bul

TABLE 1: = Kature of Growth that is seen in Some

Parkish Pirms

TAENVLS] “iHgdd
TTOOHDS HLVAAVID #DHTI00 LU0y

LA®
HOVd

SIS3IHL




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, ISTANBUL PAGB

.
e

GROW TH STAGES

PIGURE 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., Profitd

able returns will lead to new changes in strategies and structures,

Por 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 firmg such as Du Pont, General
Motors, Jersey Standard, Sears, Roebuck and Company, which were
greatly influenced by the economic depression before the war yearsﬁ

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, Pittgburg Coke and Ohemicals, Bastnan 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,
Vuaxhall Motors and other highly diversified firms also expanded
their resources to overseas areas, Expecially, these businesgs
firms have made most obvious, controversial, auantifiable impact
on Britian by the direct method of investing there. The sgtatig-
tics show that there are more than 1,700 U. S. subsidiaries and

5

Anglo-American firms operating in Great Britain.

P, TPFACTORS RESTRAINING THE GROWTH PROCESS

In business firmes 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 constriaints,

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

4 Ihid,, n, 45, _ . ,

5 =

J. H. Dunning, American Growth in Britain, Management Today,
Pebruary, 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 Pactors~ The size of the area where plant or
business firm is located plays a major role in vhysical expansion,
Busginess firms which are located on rather small areas, where ther&
ig no possibility of either horizontal or vertical integration,
delay physical growth for some time till they find new plant site
for future development.6 This is mostly seen among small firms

operating especially in densely populated areas.

2. Social Factors.. Customs, rules,morés, social cliques
are algo restraints for growth. Especially, they play a crucial

role in structural development.

3. Financial PFactors. Short of credits or funds also
influences the speed of growth at each stage, 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 fthelr weak financial structure,
and because of the difficulties trey meet in finding sources,

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

6 The "Y" Metal Works Company and "Z" Metal Industries, Inc.,

discussed in Chapter 6, had to delay future expansion because

of not having enough floor space on their existing locations.




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, ISTANBUL PAGE

4, Behavioral Pactors - Human beings 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 easlily be changed;

"most people do not even want to chance 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 PFactors - Most of the business firms cannot
grow ag ranidly as they want because of manpower restrictions.
FPirms cannot always find, with ease, the right calibre of person-
nel needed. This has strong effects both on structural and physi-

cal zrowth.

Since, uniformity in the management process caq_not be
attained, 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 prowth may

even be delayed due to shortags of desired manipower.
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G. THE ROLE OF MANAGENMENT COMPETENCE

A bugsiness firm which doeg not realize or appreciate the
importance of management competence may grow for some time simply
by chance. That ig it micht obtain high profits as a result of

its lucky operations or favorable states of nature.

By sheer 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
becauge of theif weak financial and organizatioﬁal structure run
their activities relying heavily upon chance factor. -They operate
under too many uncertainties and risks..If éverything goés well
they stay in business; if not they either quit or look for other

oportunities.

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 menagement 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 heen able to grow faster; not simply
by "pure luck" but by managerial talent.7 It is the "chief execu-
tive" or the executlves of a small firm - who through his or their

evolving managerial skllls - have motivated and suided 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, and firms have to operate under the "favorable" and "unfa-
“vorable" states of nature. Good states of nature involve less

risk and lese 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 peovle in a business organization who forecast, analyze, eva-
luate the "likelihood" of the state of nature (considerine the
decrees of risks and size and magnitude of uncertainties), and
degign alternative courses of action for future operations. The
better the states of nature knoWn, the better the results will be.

This can be accomnlished by management comoetence, 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, op. e¢it., pp. 130-13%; Rank xerox outstanding
performer of the Rank Orcanization earning 4194 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, February
1969.
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manacement is achieved throush people in a business who form the

organization structure.

Management is a dynamic process. 1t has to change as the
time pagses by, and has to adapt itself to prevailing conditions.
It ig the peonle who are involved in the process; who resnond,
initiate and lead these chaﬁges. Therefore, for the firms to con-

timie to grow, the peonle or the "management team" must also grow,.
y o i Y

In actual business situation, however, this'side by éide
growth pattern is not seen very freguently. It might be possible
for larsme size companies which recognize organizational develop-
ment in order to be more successful in their future operations.
Begides, in most of the small and medium size firmg this parallel
growth is geldom or not seen at all because of social and behavio-
ral factors., Also, thé growth process is rather slow comnared to

larce firms.

r

Growth {s related mainly with the orzanization structure;
Well orcenized firms are more likely to grow faster than others
both in physical and managerisl terms.8 The degree of zrowth de-

pends upon the desree of‘co-ordination of these terms.

Perfect and eoually balanced orcanization structure is

difficult to attain. Well organization misht be achieved by few

8 Du Pont, General Motors, Jersey Standard, Pord Motors, Sears,

Roebuck and Company, U. S. Rubber, Westinghouse are typfcal
examples,
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larce firme, but there will be still some organizational problems.
which will bolster the onerations if not carefully handled without

delay.,

Poor orcanization is the characteristic of most small
firms., Small firms can’not crow as rapidly as larce firms because
of the diversity and multiplicity of organizational problems whicw
need to be solved b successful nmanagement., Since managerial
success. 1is not often seen in most small firms - due to various
dominating factors - organizatibnal 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 bheen able to solve some of the
organirzational problems by creative and skillful executives - who

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

In most medium-gize firms organizational structure reflect
a better picture when corpared with small firme. Functionaliza—
tion has elirinated at least some of the major organizational
problems. There is an over-all management team who runs the com-
panies. Puture growth is planned throuzh management teanwork,
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 trroush careful and systematic design and operation of
a formal orgzanization structure. Since such an ideal, equally
balanced and well-operated organization system cannot be main-
tained by most business enterprises, management process wlll not
be in perfect shape., It will be seen in different forms under
different organization structures, Henée, there will be organi-
zational problems of numerous types. These will be discussed in

detail in the proceedins chapters,
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CHAPTER 3

THEORETTCAT FRANEWORK

A. PURPOSE

In this chapter organizational problems that arise in
firms during steady and growth stages will be theoretically

analyzed to establish a basis for the verification of the below

hypothesis;
op = f(CS, Epy Gs)
where: |
0p = Organizgtional problems
CS = Company size
Ef = Endironmental factors
Gs = Growth Stage

Thigs means that organizational problems are a function of

company size, environmental factors and growth stage.
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B, THE UNIVERSALITY OF ORGANIZATIONAL THEORY

Organizational theory is of universal validity to every
institution. The same principles are applied in military, reli-
gions, social, government and public establishments in each
country. PFor example, delegation, specialization, span of control
group . G decision making, planning, etc., principles are used in
a religious institution as well as in milifary, social and other
establishments. Also, a public enterprise in Turkey utilizes the
saﬁe principles which are used by other organizations in America,
Europe, Asia, and Africa. BEven the same principles exist in

orphonage societies and first aid associations in every country.

The only difference arises ffom methods of application.
This is mainly due to individuals and the natupe of the business:.

of the institutions,

BOBAZIC) ONIVERSITES! KUTUPHANESY
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C. ©STAGES OF COMPANY GROWTH

Dalet

in hie research revort, identifies seven major
stages of company growth. The analysis of the organizational
problems that arise in business firme 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 stages are shown in

Table 2.

The organizational problems, e.g., formulation of objec-
tives, delegation of responsibility, delegation 6f more management
functions, reducing the executives burden, functionalization, co-
ordinétion of management functions and determining the degree of
delegation, corresponding to each stage of growth (I 5 VII) are

discussed in lieu of their possible consequences.

1 Ernest Dele, Plannine and Developing the Company Organization

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




?ossible

Stage of No. of No. of Organizational
Growth Employees Employees Problem Consegquences
I 3-7 Any size Formulation of ‘Division of
objectives work
II 25 10 Delegation of The accommo-
responsibility dation of
personalities

ITT 125 50--100 Delecation of Span of

' more management Control
functions

Iv 500 50-300 Reducing the The Staff

: executivi els assistant
- burden ‘ -
v 1500 100-400 ‘Bstablishing a The staff
new function specialist
{(Puncti@lization)

VI 5000 100-500 Coordination of Group decision
management funec- making
tions

Vir 465000 Over Determing the Decentraliza~
500 degree of dele- tion

gation

+ Actual size
++ Size at which problem may arise

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

Developing the Company Organizafion Structure, Research Report No. 20,
New York: A.M.,A., 1955, p.22,)

INENY.LS] “iggdd
"TOOHDS HLVAAVIO HOHTIOD 1LYFd0d
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COMPANY
SIZE

Small

Medium

Large

TABLE 2:; - Company Size and

NUMBER OF
ENPLOYEES

3 = 500

500 - 1000

Over 1000

Growth Stages

STAGES OPF
GROWTH

first, second
and third

fourth

Fifth, sixth
and seventh

Corresponding
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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 parta®, 1In any business activity,
whether small, medium or large, organizing is generally applied
to individuals and their work. It is simply the process which
agsgigns 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"
agspects. Hence, Henry Le Chatelier, in his"Methodology in the
Experimental Sciences| and Oliver Sheldon, in the'Philosophy of
| Management!) were influenced with organizing processes rather than

' than the structure of organizations. Sheldon defines organization

Dale Yoder, Indugtrial Relations and Personnel Management,

Englewood Cliffs, N. J. Prentice-Hall Inc., 1956, p. 13l.

3 Alvin Brown, Organization of Industry, New York: Prentice-Hall,

Inc., 1947, P. 10C.
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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
begt 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
ob;jective".4 As a structure, it is what the dictionary calls a
"vitally or systematically organic whole:; an association or

society".5

l, Specialigzation

Taylor is considered to be the originator of the idea
of complete utiligation of the principle of specialigzation. 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 Dale Yoder, Personnel Management and Industrial Relations,

Englewood Cliffs, N.J. Prentice-Hall, Inc., 1956, p. 132,
5 Iyndall Urwick, The Theory of Organization, New York: American

Management Association, 1953; E. D. Bird, "Dynamic Organizationf
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 dest¢ipline, and the multiple interrelation-

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

Although specialization has been widely applied in the
lagt sixty years, there is gtill 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 bhusiness organization functions such as
marketing and sales, production, finance and accounting are segra-
gated. Fach fwftion is further divided into operating units. PFor
example, within the field of production, organization may recog-
nize additional specialigation, such as machine shop, electric shoj
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

T Douglas C. Basil, Organization and Control of the Smaller Enter-

prige, No. 20, Minneapolis, University of Minnesota Press, 1959

P. B

Iuther Gulick and L, Urwick, Papers on the Science of Adminis-

tration, New York, Institute of Public Administration, 1937,
Pp. 10-15. '
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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 echolons 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-

9

sions.

Specialization by function is rather important for a
small firm even at earlier stagzes 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
gpecialization i1s 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

fuanctions.

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

Macmillan Company, 1949, pp. 9 - 1ll,
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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 Pigure 2, the
metal workshop is divided into three operating units, e.gz., machine
shop, foundry shop and carpenter shop, and one 1¢adman is assigned

for each shop.

Although, vertical specialization is of little concern for
a small firm, it is considerably important for medium and large

gize firmsg, 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.
Por example, as seen from Figure 3, the president may assign his
decision making responsibilities to the personnel, operations,
accounting and sales managers. Also, each manager may delegate
part of their decision maing responsibilities to their section

supervisors for better co-ordination and performance of activities,
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CH—E ® Fa‘g 4

BOosS

LEADMAN

TTTTTITTT]

A WORKERS

FIGURE 1l: - Typical Example of a Small Metal
Works Firm having No Specialization

cw3 & Figl

BOs S
FolkEAAN
LA man [€xiranm et AN
AL OIS S poors Ay [SEs SO RER Pl
T
LorRers WOk 2 workers

PIGURE 2: - Division of Work‘in a Small Metal
Works Pirm (Size 20 Employees)
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PFIGURE 3: - Punctional Specialization in a
| Medium Size Firm (Size: 550-600
Employees)

2. Purpose of Organization

The common purpose of corganization 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 Organization

The usual "bases" for organizing have been outlined

11 e (1) space and location, (2) time,

by Anderson and Schwenning
{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) 1ogicél relationship of activitieéﬁ
These baseg tend to influence if not to dictate the direction and
extent to which organization will be carried in both horizontal

and vertical specialization. Newman12

has emphasized six patterns
of organization, grouping staff and facilities by (1) products or
gervices, (2) geographic location, (3) time {in continuous pro-
cessing overations), (4) customers, (5) processes, and (6) func-

tions.

10 pare Yoder, op. cit., p. 133,

1l E, H. Anderson and G. T. Schwenning, The Science of Production
Orgzanization, New York; John Wiley and Sons, Inc., 1938, p 109%
12

William H., Newman, Administrative Action: The Techniques of

Organization and Management, New York; PrenticerHall, Inc.,

1951, pp 125-128,
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4., Principles of Organization

Pfiffner and Lane have summarized the basic principles
of organization as follows:

1, There should be a hierarchy, sometimes referred to
ag the "scalar process", where in lines of authority and respon-
8ibility run upwards and downward through the several levels with
a broad base at the bottom and a single head at the top.

2+ PBach 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 misgion 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 gstructure should be
applied at each level of the organization.

7. Each member of the organization from top to bottom
¥nows: (a) to whom he reports, (b) who reports to him.

| 8, MNo 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 4o not exceed the number which can be feasibly and effec-
tively co-ordinated and directed. (concept of "span of control®)

1l. 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.l3

5 .. Delegation

The principle of delegation is equally important for
both large and small firms. Basil strongly advocates the neces-
gity for delegation through the assignment of responeibilities

and authorities "as soon as the firm has more than one employee"}4

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 Bagil, 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 thesge

objectives,

Delegation becomes acute when a firm has sufficient em-
ployees to allocate functions and resvonsibilities to each sub~
ordinate. Hence, the principle of delegation is a "major organi-

zational problem that arises with growth".ls

"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 agsistants 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 ag ten employees, its actual need is felt at later stages when

span of control principle enters into the pfecture,

In a medium size firm employing more than five hundred

employees, delegation of responsibilities is felt even at lower

15 Dale, op. cit., pe 38.

16 Yoder, op. cit., ﬁ. 136,
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echelons,

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 1evels.17 Decentralization is one
form of delegation which mostly appears in large firms having

18

separate plants and divisions. An example of a decentralized

organization structure is depicted in Pigure 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 algso divided into units.

17 William H, Newman and Charles E. Summer, Jr., The Process of
Management, Englewood Cliffs, N, J.; Prentice-Hall, Inc.,
March 1965, p. %8,

18 Past gtudies show that E.I. du Pont de Nemours and Co,, Gene=-

ral Motors Corporation, Standard 0il Co., and Sears, Roebuck
and Co. are considered to be the pioneers in devising a decen-
tralized organization structure. Du Pont and General Motors
designed their new decentralized form right after World War I,
Standard 0il Co, was reorganized in 1925, and Sears started
its new structure in 1929, Considerable changes were also
gseen 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. PFor further information
see Chandler, op. cit. pp 2-3.
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One essential characteristic of this decentralized organi-
zatlon 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

I L3 1
decentraligzation may vary. 9
e cn3 (P Figa
. genzral
L —_. division - . e ‘
l A - B B ’
S — X g
| :
© i
K kO Grod acet. sal€s R TR

CT AT AT T 1T e

oL s . piants acl €. Tk
units unies

PIGURE 4; - A Typical Decentralized Organization Structure

19 Newman and Summer, op. cit., p. 8l.
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5.2. The Span of Supervision

How wide the delegation would be? In the literature
it is agreed that there should be a limit to the number of subor-
dinates thaf a menager 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 analyéed.

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 supervisionm,
(2) variety and importance of activities being supervised, (3)
repetitiveness of activities, (4) ability of subordinates, (5)

degree of decentralization, and (6) staff assistance provideﬁ.ao

The span of control principle on the organization struoa~
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 mammer. 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 ypid, -, .., 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 mamagement 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 orcanization reach the conclusion that
in a small firm the best solution to the inereasing 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 producfion manager, but this
does not appreciably lengthen the line of communication."22 This

case is illustrated by Pigure 5.

2l BaSil, 0D, Cito’ P 32.
22 1pid, 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 reportb
to the production manager instead of reporting directly to the

preasldent.

SSYORTT

president

arodl.tion

Triariog ar
e
| B
H e,
Fcr‘e:rnun foreman Soresmiar fare moan
workers workers worRersg WOrR LR

FIGURE 5: -~ The Use of Specialist in the Organization Structure
(From Douglas €, Bagil, Orcanization and Control
of Smaller Enterprise, Minneapolis: The Universgity
of Minnesota Press, June 1959, p. 33.)

6. Informal Organization

Authorities and responsibilities may not be delegated
ag 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
elther are committed from the formal scheme. It would Probably
be fair %o say that no formal organization will operate effectively
without accompanying informal ofganization. Every new organiza-
tion must have its initial t'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 organization“.23

| Informal organization is seen almost in every firm.
Egpecially, it has appreciable effect on the operations of small
firmg. Small firms do not usually have a formal organization
chart Shbwing 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 increage in the volume of sctivities

to be performed and decisions to be taken forces the executives

25 Simon, op. cit., pp. 148-149,




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, 1STANBUL PQ%F

and subordinates to follow the formal channels.

6. 1. Informal Relationship Within a Pormal Organization

The egtablishment 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. Egpecially, in the later stages of
growth, small firms depend heavily on informal relations, althoughl
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 PFigure 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 tdich 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.

R, chnd ’\@ 1':13 &

.o charman e -

—_

pregidaent

N

‘ - i ’ . ) . o ...,,]
Satpeh. o - ol 5 = --v [ ) - & S “ r W ji

FIGURE 6: - Informal Relationship Within a Formal Organization
Structure




THESIS

ROBERT COLLEGE GRADUATE SCHOOL

BEBEK, 1STANBUL Eﬁgﬁ

E, IINE AND STAFF

Before analyzing the line and staff relationships in busi-
ness orpanizations 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
thé 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 respon-
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 essgsential., Thus, an organization may create an accounting

division, or one in finance, law, engineering, or employee relationg.

Each such specialized diviasion contributes to the entire.operationﬂ
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 compe-

'I:ence.“24

24 Yoder, _cit,, p. 204
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l, Line and Staff Authority

Two types of authority identified in the organization
literature are line and staff authority. Iine authority is simply
8 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 ocecurying
& position with staff authority does not command others, but rat-
her, his responsibility is discharged by providing information,

advice and recommendations.”25

2. The Concept of Staff

Although the application of staff concepts has a long
higtory in religious and military organizations, it hds 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

26

thisg century.' Similarly, the concept of "general staff" was

applied by Du Pont as early as 1908.27

25 Rocco Carzo, Jr. and John N. Yanouzas, Formal Organization, ™A
Systems Approach", Homewood Illinois, Richard D. Irwin, Inc.
and the Dorsey Press, 1967, p. 50.

26

Harrington Emerson, The Twelve Principles of Efficiency, New
York, Engineering Magazine Co., 1924, Ch. 2,

27 Ernest Dale, Staff in Organization, New York, McGraw-Hill Book
Co., 1960, pp. 186-187; Chandler, op. cit., pp. 59-62.
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"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 organiga-

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: WAll possible
brain work should be removed from the shop and centered in the
planning or laying out department, 1eaving the foreman and gang

bosges to work stricetly executive in nature.“29

3. Staff Punctions

Davisso in his analyeie 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 divisioms in any

organization have a special responsibility for gathering facts

28 Carzo, Jr. and Yanouzas, op. cit., pP. 54.

29 Taylor, op. cit., pp. 98-99.

30 Currier Davis, Fundamentals of Top Management, New York;

Harper and Brothers, 1951, p. 390,
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upon which decisions on appropriate actions may be based. In
gathering the facts, the staff members may be engaged with the

above duties.

#5taff members may frequently verform, throughout an en-
tire organization certain functions requiring special technical
competence. Thus, for examnle, the employeé 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."31

4, Staff Relationships

The relationships between staff divisions and opera-
tine units in an organization depend on the staff duties emphasizeq
above., The relations of a staff member, whose duty is mainly to
provide technical assistance and advice byseenring relevant infor-
mation or auditing performances, with an operating manager willl be
quite different from those with his supervisor. Newman aﬁd Summég
in theilr analysis identify several features of normal staff rela-

tionships as follows:

51 Yoder, op, cit,, p. 1464

32 Newman and Summer, OD. cit., pp. 8%-84.
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l, 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. Iacking the power of command, he must
build confidence in his opinions and he must be sufficiently sen-
gitive to the problems of those he would influence to win their

acceptance of his proposals,

5+ A staff man must be prepared to submerge his own per-
gonality 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 aAstaff division or unit there is usually a subor-
dinate and supervisor or "line relationshipsﬁ, These relation-
ships are not different than those in operating units. The super-
vigor 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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or igsue orders to put his ideas or plans into action. 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 may or may not give directives to line-men
according to the proposals of a gtaff. 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 aqcept, rather than reject, the advice of a staff

specialist "because they regard him as a technical expert%33

It is quite natural thaf an engineer, accountant, lawyer,
psychologist or economist possess professional knowledge, and it
ig more likely these men will desire their ideas or proposals be

. influential or "authoritative".34

"Unless an orperating 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 ideag and winning acceptance for them

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

33 1pid, p. 84.

34 Newman and Summer, op. cit., p. 85,
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Perhaps a more subtle source of influence ies 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 reouires 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 thel
matter under consideration finally reaches a top administrator for
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."35

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
gome business firms (emall, 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

3% 1bid, 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 operating
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 overating executives in
the eyes of their subordinates., Not the least of the difficulties|
is the consequent ambiguity of accountability; when something goesL
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."36

From the statements above it can be concluded that a busi-
ness firm must not extensively grant functional anthority to staff]
men. Also, while granting a functional authority to one or more
gtaffmen it must take into account the difficulties that will
arige in‘practice so that necessary arrangements can be made for |

their elimination.

36 1pig, 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, théwbest'thing would be to determine when and
under what conditions functional authority must be granted to a
staffman, Newman37 explains that at least two out of three of
the below conditions should always exist, before such an authority|
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 overating executives is needed.

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

several operating units is essential, N

5« The Need for the Staff Agsistant and Staff Specialists|
38

Dale”™ in his Researctheport 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 organiga-
tional problems may be seen for the first time. These two stages

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

37 1vid., p. 89
38 Dale’ wo’ ppo 61 - 83.
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period between the two., At these growth patterns, due to increase
in the volume of activities, the small end/or medium-sized firm
wlll 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
assistante" to work "under the wing" of the boss, and furnisgh 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 staff agsistants, utilize either part-time or full-time
staff specialists to deal with accounting, book-keeping, auditing,
credit, finance, marketing, and production problems. Especially,
small sized firms in a transition period and medium sized firms
rely:  heavily on outside specialists. ILarge firms, on the other
hand, hire full-time specialists to engage with wvarious problems

occurrng 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 1bid, p. 87.
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gsonnel being employed 1s another determinant factor which must be

considered,

6. Committee 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
hold 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-

40

taces and disadvantages of committees. Dale in his research

report explains the major advantages of a committee as follows:

1 = It offers consultative supervision. This results in
uniformity of direction throushout 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 emersgency situations with
out interference with basic schedules.

4 - It provides broader experience for executives and

greater interchangeability of management personnel,

40 Dale’ OE. Cit.’ PC 852
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Beslides the advantares, most of the critice of some
authorities of traditional theory had been centered around limi-
tations of committees. "Committees are discontimuous, 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 sfudy of the gquestions, to
have decisions forced on the committee by a strong chairman, and

to encourage irresponsibility among committee members.“41

Some of the critics in the literature consider that com-
mittees are often uéed as a substitute for good management, If
the objectives of a firm are not clearly defined, a committee may

be appointed as a substituté 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
decisidn making. A committee may be appointed to avoid the gran-

ting of "excessive" power to an executive.42

"0f the various mechanisms of menagement, noneis contro-
versial than committees., Some companies are intolerant on the
subject; others over do the idea. Committees are charged with

wasting time, slowing down action, stifling individual initiative,

4 Urwick, The Elements of'Administration, New York, Harper, 1943

P. Tl. ‘
42 %
Ibid., pp. T3=T4%
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producing compromises rather than clean-cut decisions, and leg-

gening the sense of individual responsibili‘ty."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, approvnriations committee, products committee,
wage and salary committee, pensioﬁ 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 company objectives asg a wholet."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 firms.

43 Paul E, Holden, Lounsbury S. Fish and Hubert L. Smith, Top-
Management Orzanization and Control, New York, Toronto, Londonﬁ
McGraw=Hill Book Company Inc., 1951, p. 59.

44 Thid., vo. 64=T3, ., . .- .

Management, ed. by Edward H, Hempel, New York, McGraw-Hill,
1-950’ Pa 152,

45 James D. Mooney, "Organizing the Small Plant", Small Plant
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The decision maker is the President or the owner-manager. Even
though there might be a need for group decision-making, "it would
be unusnal for the president to delgate decision-making power to

a committee, It is true that in minor matters he might be willine
to deleszate such aunthority to a committee, but if such decisions
are uninvortant, there is no need for committees, except as an aid

. . 6
to communlcatlon".4

Therefore, in the emaller firm, committees may be used for
the communication and co-ordination of activities rather than
groun deciglion-making, Groun decision-making is usually required
durine growth of a small firm, that is when the size of the firm
reaches one hundred or more employees.47 At later staces, in-
creage in the scoere of activities creates the need to establigh
several committees for stfict co-ordination of management funptionb

and also for determination of policies and objectives.

Especially, medium and larce size firms rely on committees,
these commitiees are either formal or informal in nature. In-
formal committees, are often seen in the early stages of a medium
sized firm. ITarse firms, on the other hand, use formal commitfees

This case is illustrated by Figures 7 and B,

46 Basil, op. cit,, p. 57,

4T pale, op. cit., p. 22.
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Pigure 7 showe the formal (planning) 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.

Pigure 8 illustrates the major formal committees (finance,
executive and interdiviéional relations) at General Motors Cor-

poration in the year 1924,
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F. THE PLANNING FUNCTION AND PROCESS

‘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. WithH
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 essgential 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 maintainins sufficient
man-power, semi-furnished or raw materials. However, when the
company expands by having additional production departments, even
ghort-term planning becomes more complex. On the other hand,
there are also financial and manpower training and development
congiderations which ought to be evaluated in long-term planning.
Thue, managers! plamming responsibility becomes, say, twice as

important.

"The process of planning covers a ﬁide rance of activities]
all the way from initially sensing that something needs doing to
firmly deciding who does what when. Planning is much broader than
comviling 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 detér—

mining future courses of action.

1. Decision-making Process

Effective planning must be based on rational decision-
making which involves (1) careful identification and clarification
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 Orgcanization System

The decision-making process takeg place at different
levels in an orgsanization. It may involve one or more individualsh.
Information usually flows to a decision center or point where the

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

In a dynamic organization system the process may be con-
tinuous or gquasicontinuous depending upon the flow rate of infor-

mation from one level to another,

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

49 1pid., p. 261.
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FIGURE 9: - The Decision—Making Process in an Organization System
(Prom J. Forrester, Industrial Dynamics, Cambridge,
The M. I. P, 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 operating decisions by line executives.,

In a medium size firm havine more than five hundred employ-
ees, decision 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

gpecialists solely deal with the formulation of company objectives
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3« Decision-Making in Pirms

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 declisions 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-
gident of the small firm must delegate some of hig decision~making
responsibilities, especially operational ones, to his immediate
gubordinate. When the firm has from fifty to hundred employees,
the president must delegate his coperating decisions to a specia-
list or line executive, and keep himself responsible for policy

decisions.SO

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

ma.king .

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 stages as well, . depending upon

management structure.

50 Dale’ o [ Cit., p.‘ 220
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short and long-term plans and determinatination of vositive
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 resnonsibilities levied on them, Thus,
egtablighment of a Management Cormittee reduces and also narrows

the span of control of the chief executive.51

At later stages of growth medium-sgize firms depend exten-
sively on policy-making committees such as executive, finance and
salary committees., This is normally the transition from medium
to large 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 sepe~-

51 Dale, op. cit,, p. 84,
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o7

rate geographic areas.52

Companies using decentralization concept
have different committees whose members are the directors of the
board and top executives. Top Managemeﬂt policy of the company is
formulated by these committees, Information regarding the top
management policies is fed by the policy groups (consists of staff
specialists and top operating executives) through an administra-

53

tion qommittee.

4, Participation in Decision Making

Manager or chief executive of a firm may or may not
use participation in decision making., That is, he may call his
subordinates for a face-to-face discugsion of a problem before
formulating the overating policies and plans or simply make the
plans alone. Sometimes he may draw the ideas of staff specialists

or other executives,

Por example, the chief executive of a small firm, because
of the nature of his work, or professional backsround, 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 poliey, This is illustrated by Figure 10,

52 1pid, p. 98.
53 Dale, op. cit., p; 101.
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The degree of participation in any organization depends

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

(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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54 Newman, op. ¢it., pp. 437-440.
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G. LEADERSHIP

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 leadershiv or leading imnlieg different meaningp
to different persons. ‘Therefore, a precise definitive approach to
the word leadership is rather difficult. Although, so many arti-
cles, books, phamplets, ete., 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 leadershipH

Newman55 explains that a menager "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 actions. See Figure 11,

To achieve the goals, objectives or plans of an enterprise
efficiently and effectively he must be a "good leader", possessind

more or less the following qualities which are defended by several

53 Newman, op. cit., ps 477,
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writera:

1l - 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.
7T = 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.
12 - He must be vital.

15 - He must have endurance.56

56 Newman, op. cit., ppe. 478-490; E.F.L. Brech, etd. The Princi-

ples and Practice of Management, Aylesbury and Slough, Hagzel

Watson and Viney Litd., 1963, pp. 30, 556; Basil, op. cit., p.
21.
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1, Elementg of Leadership

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 sub-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) die-

ecipline, and (4) communicate,

Furthér, aims are the means to an end, which is the execu-
tion of plans and policies. The sub-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

Pigure 11.

2, TLeadership in Firms

The boss or the chief executive of a small enterprise
possesses the qualities of a "poor leader" by many writers and
observers because of his self centered decision making and follow

up, proud attitude, strong confidence, and desire to do things in
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Iils own way.

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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PIGURE 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 groué 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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H. CONTROL

Control is also another essential function of management
which has an integral place among the overall organization sgtruc-

ture of a firm.

Control in business can be defined as fguiding 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-

ganizing, planning and 1eading.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, andl
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

Brech, op. cit., pp. 637=38,
58 '

Newman, op. cit., p« 559,
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results, and (3) corrective action,

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.sg

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 ohjective establishing what is desired to accomplish; procedure

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

59 Ipid., 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,
gsometimes in conjunction with a well-designed 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.“60

The wmeans of control that are extensively used in most of

the business enterprises are as follows:

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 preoduction. |
12 - Control of public relations.
1% - Control of foreign operations.
14 - Control of budgets.

60 Holden, et al, 62. cit., DPpPe B8-94
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15 - Control of records.Gl

3« Control Systems in Pirma

In a small firm planned control does not exist be-
cause personal control is dominant. The chief executive has cen-
tered all the meane 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, finahcial, records,
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 heing seen to a large ex-
tent in large firms because other management processes - organi-

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

61 Holden, op. c¢it., pp. 9-12; Brech, op. ¢it., pp. 686~T704, T41l-
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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 isg 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.

¢. Control System, The function: of the control system

is simply information transformation.

The Control Systems and other sub-systems of the organi-
gation function in close relation with the environment systems.
There is an information flow to and from each sub-gystem, and

environment systems. This is illustrated by Figure 1l2.

As shown in the figure control gystems receive informa-
tion from policy sygtems, 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 gize changes from firm to firm. In a small firm the span of
control of the chief executive ig usvally 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 geen almost in every firm., Es-
pecially, it is the cornerstone of most small firms. In medium
and large size firms, this is seen in a restricted menner. Growth
and environmental factors have rather an apprecialbe effect 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 organigzation problems arise when the size of the
firm approaches one hundred employees. This is usually 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 ar;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 tagks.

The need for a committee arises when the volume of activi-
ties increases, and when delegation becomes more complex. 1In a
small firm emnloying 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 pregidenty

Planning 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.

Grouv decision making is felt at later stares of growth
when the company has 100-500 employees. Environmental factors
also play a major role in the creation of this problem., In a
gmall firm emnloying 25-50 employees the nature of the work,

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

for group decisgion making.

Teadership problems occur almost in any firm. Environ-

mental factors have‘the major effect in their creation. Growth

E
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T. SUMMARY AND RESULTS .

In this chapter organizational problems fhat éppear in
small, medium and large size firms are discussed in lieu of the
bagic prineiples, e.g., organizing, planning, directing and cone-
trol. Also, the role of size, growth and environmental factors

are examined in detail,

The organizing process cludes basic principles such as
specialization, delegation, span of control, formal and informal

organization.

Specialization may or 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 gpecilaliza~-
tion may arise in a very small firm having about ten employees be-
cause of the environmental factors such as nature of work bheing
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 increasesy

divigion of work becomes necessarye

Delegation becomes acute when a firm has sufficient em-
ployees to assign functions and responsibilities to subordinates.
Therefore, delegation 1s a major problem which arises with growth,

Algo, the need for delegation might be felt in a small firm having
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might have some influence.

Formal 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,
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PART TII

A CRITICAL ANALYSIS OF THE

CAUSES AND EFFECTS OF

ORGANIZATIONAL PROBLEMS

- THEORETICAL APPROACH
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CHAFTER 4

THE EFFECTS OF ORGANIZATIONAL FACTORS
IN MANAGEMENT PROBLEMS
"A SYSTEMS APPROACH"

A. PURPOSE

In this chapter several management problems which influen-
ce, especially, the operations of Turkish industrial firms will

be discussed briefly to verify the below hyvothesis:

= ‘
M, f(Op, F Pp ves)
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
prdblems, personnel problems, etc.

B, SYSTEM CONCEPT

A company system is composed of several elements or sub-

N|
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systems, e.g., policy formulation, control and intermediate orga-

nization, etc., which function in unity.

To have o brief idea about the sub-systems let us analyze
Pigure 1 on the next page. In this figure the relation of sub-
systems with each other, and with the environment systems are
gshown with thin and thick arrows. Thé former denotes to the in-

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

. For example, intermediate organization systems recelve
policy information from policy formulating systems, control infor-
mation from control systems and service information from gub-
systems, and also sends feedback and other information to sub-

systems and environment systens,

Similarly, the control systems, whose major function is
information transformation, receive: policy information from
policyrformulating systems, performance information from inter-
mediate organization systems, general information from environ-
ment systems and transforms then in lieu of their basic functions
which are: (a) information processing, (vb) analysis and forecast-
ing, (c¢) decision making, (d) planning and control., After trans-
formation process is com~leted they feedback correlated informa-
tion to vpolicy formulating systems and the eontrol information to
intermediate organization systems. The organization systems in

return send this information %o subgystems.,

This indicétes that there is cyclical infornation flow %o
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PIGURE 1: - The Company System and Tnteraction among Sub-systems
(From E. S. Buffa, Readings in Production and Opera-
tions Management, N.Y., London, Sydney: John Wiley and

Sons’ InC-, 1966’ P- 40.)
and from each sub-gystem which function incloge integrity.

However, this smooth flow of information or materials

can not always be achieved because of the short comincs in the
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operations of one or two sub-systems.

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-
comeg the problem of the overall system which involves several

unified problems.

/’

Por example, production problems might have their roots
in persomnel, 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 operating

costs, low sales volume, less profit.,.

This shows that there is not any particular problem which
ig related with one cause, and,whidh affects only one element of
the total system. Instead, there are problems of interrelated

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

However, difficulty will arise in identifying and exami-
ning the causes of the complicated problems of the overall system.
Por this reason 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 PROBLENMS

System problems, €.Z., nolicy formulation, control, pro-
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duction, finance, personnel, marketing, etc., usually arise from

improper operation of the sub-systems or elements.

Improner operation of the sub-systems micht be due to
geveral interrelated causes such as physical, moral, economical
and organizational which require 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 oroblems and factors must be considered.

Therefore, here only intermediate sub-system problems will

be given proper attention to eimplify our analysis.

1. Production Problems. High operatinz costs, low out-
put and inferior quality are the major production problems which

affects the operations of most Turkish firms.

High operaﬁing 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 eguipment, etc.

Let us focus our attention at hich operation costs problem
and investisate some of the underlying causes, separately, Raw

or semi-finished material and other miscellaneous 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 molicy as regards to what amount to buy, from which
supplier, 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 regponsibhilities.

Tﬁis imnlies that the causes of this production problem
are related with orzanizational problems. If orsanizational
problems would not have been existing then there would be no cause
and no effect such ag high operation cost problems, Hence, or-
ganizational problems are related with management or system prob-

lems.

Alsoy these organizational problems arise from environ-
mental factors: (1) buying habits or customers, (2) inability or
imcompetence of executive to establish purchasing rlans, to assizsn
tasks, and to subordiantes to formulate policies and plans to
follow, (3) lackor shortape of purchasing knowledge and experience, (4)
financial weakness, (5) market conditions, (6) shortase of man-

power, etc,

Similarly, freouent machine breaidowns arise because: (1)
firms do not establish dynémic machine renlacement policy, (2)
they do not prepare machine obsolescence plans, (3) they do not

have well-shaped maintenance vplans, involving what machines are
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to be repaired 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 bj inexperienced operators, and (6) firms usually

do not have employee training programs.

Material waste, on the other hand, occursbecause - firms
do not have any waste control and elimination volicies and plans
of action regarding how to control material waste, machining ope-
rations, worker performance and whom to assign and with what

regponsibilities.

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, €.Z., planning, delecation
- and control, Since causes are relaﬁed with organizational prob-
lems, then the same thing can be said for management problems.

Hence, as en initial step we can say that M, = f(Op).

Now, it is time to examine the causes of these organiza-
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 organiza-

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

it 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

extensively.

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 anthori-
ties and responsibilities, (4) co—ordinatioq and communication
between employees is not fully applied, (5) supervieors do not
usually trust their subordinates, and (6) works are accomplished
under strict command, (7) operating instructions, systems and
procedures are not ¥nown by the employees, and (8) employees are

not treated equally.

Mese factors have their roots in the below orszanizational
problems: (1) policies and objectives of the business firns are
not usuvally kmown by the employees, (2) tasks are not assigned
without precise definition of authorities and responsibilities,

(3) firms do not tend to prepare recruitment and trainins orograms
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ineluding number of employees to be hired, type of work fto he
assigned, méthod of training to be followed and time interval of
training, etec; (4) they lack wéll 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 or~anivational problems which stimulates
the ahove factors are delegation, planning and leadershin. These
problems are related with social, -financial, and psycholosical

factors,

B ﬁarketing Problems: TLow 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 imrortant
marketing prqblemé of most manufacturin~ firme in this country.
This problems 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 nof
diffused throughout the organization. Marketing activities such
as marketing and market research, advertising and sales promotion,
warehousing and distribution are not based unon formal ﬁlans.
Tésks are not performed without clear cut objectives. Executives
and supervigsors who are engaged with marketing operations can not

utilize the delegation concept fully.

Purthermore, short of comrmunication and co-ordination be=-
tween executives and subordinates within the company, and between
customers outside yields undesired results. The above problems

arige from distorted marketing operations,

Marketing operations would not have been distorted by the
above factors if plamning, controlling leadership, dele~ation, co-

ordination and communication principles were fully exercised.

These orcanizational problems are related with growth and
" environmental factors. Size does not play a very sisnificant role

becanse similar problems occur in small, medium and large size

firms.

4, TPinancial Problems: Turkish husiness firms are faced

with several financial problems, e.gZ., project investments, credit?

interest payments, collection of receivables, debt payments,

gshortage of working capital, etc.
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However, firms are mainly affected by working capital and
credit shortagze. 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 bagie, it ig rather difficult 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 fend 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 gﬁarantee to pay the
loaned amount, includine the accured interests, on time. Failure
to meet the deadline for thé first time will result in disconti-

nuation of credits and company good will.,

FPailure in credit payments frequently seen among most
firms except few large 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 investisation will reveal that these financial
problems occur because: (1) firms do not formulate their financial

strateries and tactics in a proper manner, (2) individuals who are
~
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involved in regulating the activities do not posses any knowledge
about company policies and objectives, (3) they are usually short
of well designed financial plans, e.g., date for collecting re-
ceivables, methods and procedures to be followed for cash inflows
and outflows, sources that credits are obtained, interest payment
dates and priority of loans to be paid, amount of money required
for project iﬁvestments, means and sources of finance, nersonnel
to be engared, etc., (4) thej lack financial controls, control of
working capital (cash inflows and outflows), funds, credits and
overall expenditures, étc., and (5) they apply basic organizaing
functions in a very restricted way, e.g., partial delegation of
anthorities 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 shortare have
their roots in organizational problems, namely, planning, delega-

tion, controlling, commurnication and co-ordination.

Tike other problems discussed previously, these orrsaniza-~
tional problems are related also with size, growth and environ-
mental factors. However, growth and environmental factors (fina-

neial, social, physical, psychologibal) have strong influence.

D, SUMMARY AND RESULTS

The purpose of this chapter is to examine the causes of

management problers and to verify the hypothesis in question.
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Company system involves several sub-gystems or elements,
nanmely, poliey formulation, intermediate organization 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 vroblem of an element hecomes 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 micht
be due to certain factors such as physical, social, psychological,

financial, organizational, etc.

Difficulty will generally arise in investicating the
causes of the comvlicated 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 congideration 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 are 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 improver
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use of tools and equipment.

Most influential personnel problem is the hieh 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 suvervisors, shortage of communication, and

systems and procedures,

Among the major marketing problems, emphasis can be put
on low sales, late product delivery and high orices 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.

TLow Bales problem generally arises from high price of the
product, decrease in demand, inferior product cuality, uneasy
payment, lack of advertising and saleg promotional techniques,

etc.

Also, Turkish business firms suffer from geveral 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 shortage problems. Shortase of working canital occurs
because customer receivables are not collected on time, and short-

term projects are usually financed from working canital. Credit
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shortare, on the other hand, occurs as a result of not having

enough outside credits.

The factors creating production, bersonnel, marketing
and financial problems have their roots in organization problems
which are related with size, growth and environmental factors.
Especially, growth and environmental factors have strons affect

on organizational problems.

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

ganizational problems then we can establish the below relations " f:

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

orzanizational problems.

(2) Oreganizational problems are & function of company
size, growth stage and environmental factors.

(3) Also, manacement problems are afunction of environ—

mental factors, growth stage and company size.

That is,
(1) Mp = f(Op)
(2) 0, = £(0, g &)
(3) MP = f(oss Ef’ G’s)

In the next chapter these relationships will also be

analyzed.
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CHAPTER &

PROBLEMS DUE T0 TIMPROPER
APPLICATION OF PRINCTIPLES

A. PURPOSE

Growing firms cannot take the advantage of full applica-
tion of basic orcanizational principles because of environmental

regtraints., Instead principles are partially applied.

Partial application of basic principles usually creates
orsanizational problems in firms. As the firms grow in size,
these problems do not only increase in magniédtude but also raise

interrelated managment problems.

Therefore, the aim of this chaoter will be verification

of the below hypotheses:

(1) M.p = f(Op)
where:
Mp = Management problems
OP = OQOrganizational problems
0s = Company size'
E. = Fnvironmental factors
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Gs = Growth stage

That is (1) manacement problems are a function of orga~
nizational problems, (2) organizational 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 - indicates the dynamic éituation

where firms start to grow in size.

C. ANALYSIS

1. Iack of Specialization: In a small firm which is at
steady stace lack of this principle or function creates very few
problems, e.gz., frequent operations delay and less production, w

which are not so significant.

At transition stace the above problems increase in inten-
| sity and various problems, such as inferior product quality, some
material and product waste 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, €.g., many unfinisghed jobs, undesired per-
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tion to another, conflicts, distrust among employees, loose

discipline, increase of operation cots, rather low morale, ete.

As the firm apprbaches to lar~e size, these problens
increase in magnitude, and raise new system problems amons which
we can list the following: (1) violation of orders, (2) hich

bias, (3) prejudice, (4) overload of subordinates, and (5) loose

control,

Finally, at the latest stage of growth these problems do
not only develon but also create other serious problems, e.g.,
recruitment difficulty, low sales, late product deliver, low
profit, undesired customer service, violation of orders and busi-

nesg decline.

2, Lack of Delegation: In a small firm lack of this

- princinle creates only executive burden problem.

However, at transition period, besides the increase of
executive burden, several new problems such as direct communica-

tion, direct control and individual conflicts arise.

similarly, at later stages of growth the problems of

previous stages develoD and also raise additional problems.

The nature, intensities and affects of organizational
problems that arise due to not exercising one of the basic orin-

ciples are depicted in Appendices I, IT and III,
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D. RESULT

Partial application of the basic principles createsorga—
nizational problems at each stage of company growth. As the firms
grow in size, problems that exist at earlier stawes become more
complex, and even create interrelated system problems during later

stages of growth,

Purther, the results of the analysis depicted in the
Apprendices 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 znd growth.

Therefore, (1) management problems are a function of
organizational problems, (2) organizational problems are a func-
tion of comvany size, environmental factors and growth state.

That is,

=
1

f(Op)

and

¥}

0

P f(cs’ Ef’ G' )I

In the next chapter three representative firms will be

examined for the verification of the hypotheses,
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PART IIT

CAUSES AND EFFECTS OF
ORGANIZATIONAL PROBLEMS IN
PRACTICE -~ A CASE STUDY OF

THREE METAT, MANUPACTURING

FIRMS IN TURKEY
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CHAPTER 6

. THEORY VERSUS PRACTICE

A. PURPOSE

In this chapter three representative Turkish fiytms will be
analyzed to detect some of the organizational problems and to
verify the below hypotheses:

(1) MP = f(Op)

(2) OP = f(css Ef; GS)
where:

Mé = Management problems

0p = Organizational problems

GB = Company size

Ef = Environmental factors

Gs = Growth stage

The above mathematical statement means that: (1) manase-
ment problems are a functlon of orsanizational 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

Mamufacturing and business firms are defined in a diffe-
rent way by different writers of organization, e.g., minber of
enployees 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 assetd

total net worth, type of ownership, etc.1

For the analysis of the representative Turkish firms de-
finitions will be based upon the number of workers encaged in
mamifacturing,

1 - Small firm: any manufacturing firm hirine 3~500 em-
Ployees,

2 - Medium size firm: any ranufacturing firm hiring 500-
1000 employees.

3 - large firm: any manufacturing firm hiring 1000 or more

employees,

1 Basil, op. cit., p. 2; U. S. House of Representatives, Select

Committee on Small Buginess, Final Report No. 2970, Jan. 3,

1957, Washington: Government Printing Office, pp. 1-3; A.D.H.

Kaplan, Small Plant Management, "The Economic and Industrial

Tmportance of Small Plantsg", ed. by E. H. Hempel, New York:

McGraw-Hill, 1950, p. 9.
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C. STRUCTURAL ANALYSIS OF FIRMS

. nge Metal'?rocessing Company ("X" M. P. Co.)

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 charse of Company Operations, Sales

Agent and Secretary)
Size: 450 employees

Nature of Buginess: Manmufacturing household appliances,
| c - e.84y gas stoves, ovens and cookers,

“and enameling pre-fabricated sheet

ﬁetal nroducts for other industries

on contract bhasis.

2. 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 eguipment for other metal working

industries in the neighbourhood.

There were 1 boss, 1 foreman, two leadmen and twenty wor-
 ¥kers in the initial period who were responsible from the operationr

of the workshop, PFigure 1 shows the informal organization struc—

ture of the firm in 1953,
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The workshop performed gimilar types of activities till
the date of incorporation in 1962, There has been no change in
the volume of activities hetween 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 made some infor-
mal chanees in the organization structure. As seen from Figure 2.
1 accountant, 1 foreman and 2 additional lezdmen were hired for
new lines. Operations followed the same route till the date of

incorporation: in 1962,

TLate in 1962 original plant was expanded and new household
apprliances, e.g., g2s stoves, ovens and cookers, manufacturing
lines were added. Besides, informal changes were made in the or-
ganization gtructure, The informal orranization of the firm is

depicted in Figure 3,

As shown in this Pieure additional supervisory levels

were created for delegation of management functions.

Farly 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 recrunited for new positions. Thig is illus-
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trated by figure 4.

B2% S

FOREMAN

LEAD MAN LEAD M A N

WORKER WORKERS

in

' PIGURE 1: - Informal Organization Structure in 1953 (size: 20
workers) (Source: "X" Metal Processing Company )

Tn the middle of 1968 a second gas oven line was added,

and twenty workers were hired for day and night shift,

Tate 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 chanzes that
has been made, and Figure 5 shows the growth of "X" Metal Pro-

cessing Company.
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FIGURE 2: - Informal Orpanization Structure in 1960 (Size: 75
workers) (Source: "X" Metal Processing Company)
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FIGURE 3: - Informal Orsanization Structure in 1962 (Size: 90)

(Source: "X" Metal Processing Company)
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(Source: "X" Metal Processing Company)
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PIGURE 5; - The Growth of "X" Metal Processing Company
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b. Organizing and Organization

b.l. Specialization: There is functional specialization
in the company. Tasks to be performed are quite segrezated. Theré
is alse division of work down the line, e.g., production depart-
ment is divided into shops. Division of labor is recognized with-
in the context of specialization, but rather in a restricted sense
Due to environmental restrictions such as shortage of raw materialg
and semi-finished products and sometimes man power, specialization
by function or place is ndt seen in the lower echelons. Workers
are assigned different tasks fo 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 princivle of delegation which
equints clear-cut definition of authorities is not beine practiced
at all in the formal organization. For examnle, the Manaqing
Director delesates part of his resvonsibilities to either Sales
Agent or Works Manager. Most of the time he is performing the
tasks alone. The main reason ig that he cannot trust his execu-
tives. Works Managér has almost the same position., His inability
and reluctant personality lets him to resume all the responsibili-
ties alone. He assigns tasks to his subordinates without holding
them resmonsible, No matter how the works are accomplished the

sole respongibility relies on him.

b.%5, Span of Control: This principle is not applied as

explained in the 1itefature. The number of subordinates to he
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responsible to an executive is not determined basing on variety
and importance of activities, repetitiveness of operations, time
required for supervigion, 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 Pifure 6
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FIGURE 6: - Span of Control (Source; "X" Metal Processing Company)
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b.4. Informal Organization: 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 seeine 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. PFrom time to time each subordinate and supervisor stick to
formal chamnels., PFor 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 %o
time, e.g., to assist the preparation of the yearly balance sheet
and profit/loss statements, to audit accounts, resolve labor con-
flicts, ete., it calls for temporary staff specialigts 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 services, there is

| an informal "Works Cdmmittee" which formulates tactical de¢isions,
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The Committee is composed of 1 Chairman (Managing Director) and
two members (Sales Acent and Works Manager). The members meet

when it is deemed necessary.

¢. The Planmnming Process, The compaﬁy has not recognized
the role of formal planning. ZEvery sort of planning is made in an
informal way. Policy formulation relies on Board members. Besideg
they are responsible for shori-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

Bozard.

c.l. Participvation in Decision-Making: Decision-making
process is based on team-work practiced generally by the tov exe-
cutives, €.g., Chairman, Managing Director, Sales Agent, Works

Manager.

Strategic decisions are usually made at Board level, where
the Managing Director is also engazed. On the other hand, tacti~
cal decisions are designed through particivation of the members
of the informal "Works Committee", butb their final shape'is given

by the Board.

Since, the concept of delegation is practiced in a re-
gtricted manmner at lower echelons, department chiefs seldom par-
Aticipate 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,., Neither
department chiefs nor their subordinates search for brisht 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. Leadership: 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 wvital because:

=~ Top leaders and line-executives are selfish.
-~ They don't listen to the problems of the employees.
There is no fair-p8y:.

~ W N
i

- There are conflicts among the members of the orgeniza-
tion.

~ Communication is poor.

- There is bias among executives.

Supervisors do not asgist workers.

— There is no precise delegation at each level.

w W 3 o\
|

- The members do not trust each other,
10 - The general moraleis low.
11 - No perfect co-ordination and control exist,

12 - The leaders are unskilled and incomretent.
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1% -« The leaders do not have self-confidence.
14 - The leaders are not creative.

15 « Pacts, Jjudgment and different viewpoints of the

gubordinates are not considered,

e, Control: The firm has not put any emvhagis on formal-
1y planned control mechanisms., Controls are informally and tempo-
rarily designed and applied. Similarly, performances are evaluatei
by experience and pure judoment; 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 depending on time and volume of work. The most common in-
formal controls are: (1) production control, (2) quality control,
(3) manvower control, (4) expense control, and (5) material con-
trol., These informal controls, however, do not nossess any infor-
mal criteria for application. Thus, théy do not reflect effective

results.




No. of PP S e
* 'y 3 :t.,_ o
?ears Employees Significant Hventw

1953 26 Retahlighmant

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 Desisned its forial structure, added new
production lines.

1969 450 Erected warehouse and workshops, hired

additional persommel.

TABLE 1: - Summary of Major Chances 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)

Control: 4-men business (Ton Orcanization consits of a
Chaeirman of the Board, Managing Director, Tech-

nical Assistent, Administrative Assistant)
Size: 650 y 750 employees (winter - summer)

Nature of Businegs: Manufacturing refrigerators, washing
machines, gas stoves, electrical
plates, aluminum profiles, energy
transmission posts, steel trusses,

etCaye
a. A Short History of the Firm

The company was established in 1954 as a gteel manu-
facturing and processing workshop running its operations through

local contracts with private and government entities,

Scope of work included the manmufacture of energy trans-

mission posts, steel trusses for bridges and ceilings.

There were 1 bosg, 1 foreman and 30 workers in the workshop
The owner-manager or the boss was responsible from accounting,
. opedit and contract activities. The ghop was running under the

supervision of the forman. Thig is shown in Figure T
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PTGURE T7: - Informal Orsanization Structure in 1954 (Size: 30
workers) (Source: "Y" Metal Works Company)

Growth came shortly after its establishment as collective
partnership in 1958. The years between 1954 and 1958 were congi=-
dered to be the stagnation periods for the company because there

had not been any appreciable increase in the volume of work.

In 1958, vhysical growth came with the addition of several
machinery for job-lot manufaqﬁure. Physical expansion bfought

also informal chanve in the orvanization structure.

Ae depicted in Figure 8, 1 accountant, 1 technical direc-
tor, 3 leadmen and %20-40 additional workers were hired to fill in

' ‘the new positions.

In 1959, the‘company erected a new aluminum profile manu-
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facturing workshop on & new site, and hired 1 foreman and 10-15

workers for this purpose. The slight chance made in the informal

gtructure is illustrated by Figure 9.

PRESIDENT
TECHNICAL
LiRECTQR ARwTNTALT
FOREMAMN
! ) ro
L.
LEADMAN LEADMAN LEAL LA
T
1 .
WORWERS WOoORKERS WOKKERS

FIGURE 8: - Informal Orzanization Structure Durinm Common Collec-
tive Partnership (Year: 1958)(8ize: 60-T0 workers)
(Source: "Y" Metal Works Company )

Lateiin 1960 the firm expanded the oricsinal plant and
added household appliances manufacturing 1ines. The strategy of
product’ - diversification, however, did not bring any-changeaimmi
. Pormel organization structure. Only 65 additional workers were

“recruited for the new lines.

The significant changes that have been made between the

+
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FTGURE 9:

- Informal Organization Structure in 1959 (Sige: T70-85
workers) (Source:

"I" Metal-Works Company)

vears of 1960-1069 are shown in Table 2.

~company size between the years of 1954 and 1969.

It is noteworthy %o
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 page illustrates the increase in

Pigures 11 and

12 indicates the structural changes that have been made in 1964
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- (after incornoration) and 1969,

NumBger OF &M PLOVEES

o R4 58 60 62 64 Ge w9
\ Y4 AKRS

PIGURE 10: - The Growth of "Y' Metal Works Company

b. Organizing and Organizaiion

b.l., Specialization: Present formal orcanization chart
of the firm reveals a typical type of horirzontal gpecialization.
Tine management has been divided into many functions, e.g., per-
gonnel, accounting, finance and credits, marketing and saleg, cus-
tomer services, production control, manufacturing, ete. However,

thig is not a real functionalization which traditional theories

emphasize.

In actual practice some specialization occurs in various
departments. Por example, personnel, gervices and accounting

functions are gseparated. These denartments are further divided
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PIGURE 11: - Formal Orsanization Structure after Incornoration in
1964 (Size: 450-500 Employees) (Source: "Y" Metal
Works Company)

into work units where people are assicned different specific tasks
But, in the rest of the devartments specialization concept is
pather confused. Although the production control menager is as-
Tsigned the control function, he performs production activities
pather than control which is not seen at all. Simllarly, manu-

. facturing manager executes repair and maintenance tasks which

ought to be performed by a subordinate at lower levels. Hence, at

WManacement Level! gspecialization by function is not being fully

e—
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FIGURE 12: - Formal Organization Structure in 1969 (Size: 750
Employees) {Source: "Y' Metal Works Combvany)

practiced at this firm,

At lower levels division of work occurs in some units.
But in production departments, because of the frequent mobility of

the man-power, tasks are assigned temporarily dependins upon need.

b.2. Delegation: The company is not used to taking ad-
vantage of the full utilization of the major princirles of delega-
tion, Neither the top nor the line managers could delegate becaus%
of not having "uniforwity" in the organization structure. The ovex
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 z2 Establishment of a workshop,

1958 T Establishment of a collective partner-
ship., Expangion 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 Incornoration, Erection of a new head-
gquarter and machine shon.

1966 600 Reorganization. Recruitment of speciali-
zed pergonnel,

1969 750 Expansgion of the assembly lines and

denartments,

TABLE 2: = Major events seen in "Y" Metal Works Company during
the course of its development.
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menagers. Also, due to several reasons such as o0ld customes,
habits, social conflicts, fixed beliefs of executives in inability
of subordiantes, bilases, selfighness and general distrust, dele-
gation is practiced in a limited manner. Tasks are usually as-—

signed to subordinated without responsibilities,

be3. Span of Control: Since delegation concept is not
being totally applied the results of suvervision are ineffective,
For example, the Managing Director of the comvany 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 subor-

dinates,

At chief's level, narrow span of control is seen., Chiefs
are ugually drown in heavy work. Thus most of the daily tasks can

not be accomplished on time.

b.4. Informal Organization: Although there is a formal
organization structure established, normal communication is done
through informal channels. Person-to-person contacts aré widely
practiced., Jump-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 ls often made with the subordinates.

This is what most people exercise in the organization.

b.5. Staff Assistance: There are two gtaff asgistants
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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 meetings of the in-
formal "Operations Committee" whenever needed, provide asgistance
to members in decisionfmaking. Without contacting the chairman

they can contact with any executive., Besides, there are several

staff divisions_attached to the line. This is shown in Fisure 12.

b.6. Committees: The firm at this stage of growth has
not recognized the role of a formal committee within its formal
structure; having known 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 nroblems and to determine work methods. The Committee
meets under the chairmenship of the Managing Director. Menbvers
are usually the line executives. Committee meetings and atten-
dance of members follow an unusual pattern; the committee may meet
e.g., twice a day or once a month and three or five members or
sometimes all members attend depending unon will and need of the
chairman. The staff assistants, uron request, join the meetings

to provide professicnal assistance.

¢. 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 overational decisions are made at

Board level in an inforrmal way.

In like manner, these short-term and long-terms plans, and
other strategical decisions are formulated at Board meetings. Howo
ever, tactical decisions « although designed by the Board - are
initially made at the operations commitiee depending upon joint-
particination, co-ordination and consultation of line managers and

gtaff assistants.

Although planning is done informally decision-making pro-
cess at top level depends heavily upon facts, judgments and rele-

vant outgside information secured by staff assistants.

Since delegation can not be fully applied at lower levels
1line executives do not generally participate with their subordina-

tes. They make their own daily decisions.

3, TLeadership: Incompetence of'executives, distrust
among members, informal communications, social clicues, strict
rules, bad working habits, lack of discipline, selfishness, biases,
resular conflicts, moral and material dissatisfaction of employees,
{120k of enthusiasm, short of delegation of authorities and resvon-
sibilities, lack of merit ratine, individual prejudice, ete., have

longen thespirit of "good leadership". Leadership 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 nind what hap ens

tomorrow! tyve,

e. Control: Iike orsanizin~, nlanning and leadin~ fune-
ti~ns, controls are also inforuwally applied at certrin areas in
the organization. They do not depend even on informal preparation
or planning., Besides the objectives, the control mechansisms are
neither clearly determined nor knwon by every individual in the

organization.

The major controls are: (1) pr~duction control, (2) cuali=
ty control, (3) absence control, (4) evpense control. Also,
measurement and evaluation of results is done by judement of
peonle who are agsirned; no informally established standards are

nged for this purpose.
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3, "Z" Metal Industries, Inc., ("Z" M. I. Inc.)
Ownership: Joint Stock Company (100% private)

Control: 7T-men business (Top Organization consists of a
Chairman of the Board, Managing Director, Pre-
gident in charsge of overall Company Operations,
Vice-President in charge of Technical Services,
Vice~Presidemnt in charge of Administrative

Services, Staff Assistant and Secretary)
Size: 1950 employees

Nature of Business: Manufacturing refrigeratoérs, washing
machines, egas stoves, cas cookers,
vacum cleaners, water heaters and

air conditioning equipment.

a. A Short History of the Firm

The present company was a small steel and metal pro-
cesging workshon when it was estaplished in 1953. As seen from
Picure 13, there were 1 b0SS, 1 foreman and 10715 workers who

were encaced with the workshon onerations,

Tn the initial period scode nf work varied in nature de-
pendin~ uron local orders. The major operations were mainly
machinine rough casting parts, metal Corgine and rolling. Tater

in 1956 the workshop .expanded its activities and started to manu-
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types. Also, as indicated in Pigure 14, 1 accounting clerk, 4

leadmen and an additional 20 workers were hired.

BCSS

FOREMAN

1 I I
! |

‘ WORKERS VWORKENS WORKERS \)./CJE:H.E‘S-S‘_]

FIGURE 13: - Informal Organization Stmmfure in 1953 (Size: 10 -
15 workers) (Source: "Z" Metal Industries, Inc., )

LEADAMAN LEADMAN ! LEAUMAN } LE AL MY J!
‘ 1

. - . !

WDARKERS WORKERS WORWERS [PRES KIS S S !

FIGURE 14: - Informal Organization gtructure in 1956 (Size: 40
| employees){Source: "2" Metal Industriews, Inc. )
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wt

The workshop performed sgimilar ﬁypes of operations until
its incorporation in 1959. 1In the same year the comvany expanded
its production lines, changed the informal structure as shown in
Pigure 15, and started the manufacture of household appliances, e.
g., refriserators, washing machines, gas stoves, vacum cleaners

and gas cookers,

chairman of
trne hoard
T

managing
director

geiigral
gegire tary
T

!
o . | o
[;‘q-"&*:nneé ‘l aczounting purchaging| {preduction GrviceS 11

. .. - 1 i R L
siv, 2§ “hegd chiies l Chigt iviwp

PIGURE 15: - Informal Organization Structure in 1059 (Size: 350
Employees) (Source: "2" Metal Industries, Inc,)

Market growth forced the firm to increase its production

capacity in 1962, Thus, the firm added the second shift, and

“hired additional workers.

In 1965, because of the increagine organizational problems

the firm had to design a new structure and recruit gpecialist

. personnel.
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Late physical crowth came early in 1169, The company ad-
ded air conditioning eguimment manufacturines line, and also in-

creased the vproduction capacity of the evisting refrirserator manu-

facture lines.

Another important point is that the comnany did not make
any chanre in the formal structure which was desicned in 1965,
Thus, the current forwal organization structure denicted in Figure

16 is the same with the one desismed in 1965,

The sisnificant events that have occured in the firm be-
tween the years of 1953 and 1969 are sumrarigzed in Table 3. Also,
Pigure 17 indicates the. . sudden growth of the firm after the date
of incorporation in 1959,

b. Organizing and Organization

‘;1. Specialization: The company has nut ruch em-hasis
on functidnal speéialization at ite late stase of crowth, esrecials
1y after its re-orvanization in 1965, Increase in the volume of
activities and in number of employees has created various or~ani-
zatinnal problems, €.Z., delegation, span of control, division of
work, Dplanning, directine and controlling, etec., which has forced

the commany to re-organize in order to run the onerations smoothly

and to have profitable returns.

Division of work is bein~ seen in practice a2t each level.
Altkouvh real funcitionalization, €.0., nroduction, finance, mar—

keting and neraonne). does not occur at Ton Menacewent, it is

widely an-licable at line manacenent anA even at lower echelons.
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FTOURE 16: - Pormal Orsanization Structnre in 1069 (Size: 1050
employees) (Source: "Z" Metal Industries, Inc.,)

For example, Line Manacement has been divided into several denrart-
ments where specific functions are performed. Each demartrent is
further separated into gections and units, e.g., within the pro-

duction department these are six sections, narmely, metal drawing,
body forming and weldin=, polishing, decreaging and phosrhasizing,

painting and final sgserbly. Similerly, each gsection is also 4i-~
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vided into several work units.

NumBCR OF EMPLOYEES
s
o]
0

pars

FIGURE 17: - The Growth of "2%" Metal Industries, Inc.

Specialization of horizontal type. The otler "vertical™
type which is based on decision-makinz is seen at certain levels

in the total orzanization where authorities and responsibilities

are delerated by the top executive.

b.2. Delecation: This princinle has not also found its
exact application at thig larce-size industry althoush there is

urrent need especially at this stame of crowth.

It is neglected somehow even by the executives of hicher

| talent and of unique personality. Somewhere alons the line it has

and has become rather atuseless concept® by cerbzin

‘lost its way,




, No. of . s s
Years Employees Slgnlflgant Events
11953 15 Establishment.

1956 40 Product diversification (Office equip-
ment menufacture) '

1959 z50 TIncornoration. Expansion of plant and
erection of central office. Product
divergification.

1962 420 Incrense of production capacity. Addi-
tion of second ghiift,

1965 530 Reorranization. Recruitment of svecia-
ligt personnel.

1969 1950 Exponsion of production lines. Product
diversification, increase of production
cannelity,

|

TARTE 3: — Major events that werp seen in "Z" Metal Industries,

Inec., during its growth.
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people at supervisory positions.

Of course there are several sovernine faectors w ich rest-
rict its full applicability. Pirst of all, neither gtrotecies
nor tactics have been precisely determined in ar formal fashion
and made well known by the members of the company. Restides, in-
formally prepared anl consolidated rolicies are bhein~ dissemina-
ted usually to ton executives. Second, there is no uniformity
amonz top and line executives. Some possess high educational

backeround, skill, abi]ity,‘enthusiasm in team-work and well ad-
justed personality; while othérs are not well educated, unskillful

inable, selfish, inseclre and distrustful.

Therefore, delegation is seen at particular levels with
the firm. For examnle, the President can delegate nart of his
- tasks to the vice-presidents with well defined authorities and
' resnonsibilities. However, vice,presidents czn only delev~te
functions to particualr line executives merely holding them re-
spongible; the rest of thelr tasks are nerforned by'thémselves.
The main reason of this partial application is that some executive*

are not of the ri~ht calibre to resume authority and resnonsibili-

ty.

Tig pertial application rhenomenon ig algo seen at lower
levels. Suvervisors who trust and who Are able to assisn tasks
with anthorities and responsibilities to their subordinates usual-
1y delegate, while others do not. To gzive an example, the quality

control manager can delegate duties %o nis subordinate, quality
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control chief, simply by holding his responsible from fhe 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 exverience within the firm
has realized the incapability of the production manarer to carry
on gerious responsibilities. Similarly, the production manacer
because of not holdings any responsibility for activities to he
carried out and becsuse of his inability and also his general dis-
trusf to his suvervisor and subordinates can not also issue tasks

with authorities and responsibilities.

"b.3., Span of Control: Althoush formal orranization
atructure reflects quite desirable span of control, in actual
practice it is not so. Partial aplication of dele~ation, for
instance, has widened the span of control of top executives (vice-
presidents). Thus, vice-presidents extend their supervisgory con-

trol even to section chiefs at particular areas.

L

Howéver, 1line manazers do have rather normal snan of suner-
visgion, e.g., four to five subordinates under an executive., A%
chiefs' level, it is almost the sane, with excentiona2l variations.
Purther dovn the line, an extremely larce span of control is seen.

For examvle, 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 eagiest and quick-
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est way is simpiy to gee the man in charge rather than passing
through his boss. This is what they have been doing since years.

There is no need of bothering the "busy managers".

Jumv-offs dn often occur and it is a natural event. No
one has been venal’ized because of his jump offs. Accomnlishment
of daily work is important rather than followine formal chain of
command. Informal comrunication and collabaration is seen at

every level.

Por example, the Managing Director'!s usual habit is to see
or call section chiefs or even leadmen for problems of his indivi-
dual interest. Similarly, the technical vice-vresident is well
| known with his repetitive contacts with section chiefs., On the
other side, direct communication of a leadman with any line mana-

ger beérs also highly gignificant panorama.

b.5, Staff Assistance: The company has established seve-
ral staff divisions, e.g.,‘production ensineering, accounting, fi-
nance, production planning, regearch and develonment, etc., O
provide managerial and technical services to the line (See Piz. 6
Por legal and tex matters the firm has also pvart-time 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 overations and to assist line managers

in solving their managerial problems.

b.6. Committees: Quite a few formal and informal commit-




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, 1STANBUL PAGE

tees exist at the present atape. There are only two formal, e.g.,
"Disciplinary Committee" and "Social Service Committee", and two
informal, namely, "Operations Committee and "Works Planning Com-

mittee" systems which are designed and are being operated in the

firm,

The formal "Disciplinary Committee" meets at irrecular
intervals; that is, when a need occurs., The members are usually
the line managers. Attendance of members to committee meetincos is
determined by the Chairman of the Committee, who is also the Per-

sonnel Manager.

The Committee meets to discuss the disciplinary matters,
e.g., chanzes to be made in the workjne reculations and ways of
conduct, analysis of the cases of the employee who has deviated
from formulated rules and company working procedures, and to take

corrective action accordingly.

nSocial Services Committee", on the other hand, is at a
lower level. BSection chiefs and supervisors are generally the
nembers of this committee. The gocial Services Chief of the Per-

.sonnel Department is the Chairman of the Committee. The Committee

meets irregularly to discuss social matters, e.z., employee feeding

washing and cleaning, lodging and alds, hougekeepine, etec., and

designs future courses of actions to be taken.

The informal "Operations Committee" is composed of one

Chairman (Technical Vice-Pregident) and 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 oceur,
€.+, production, planning, scheduling, quality control, manpower,
auxillary services, etc.; methods followed, discuss alternative

gsolutions to these problems and decide on actions to be taken.

Finally, the informal Works Planning Committee is rather
a gpecial type which operates periodically (once-a-week, especial-
ly on Thursday afternoons) although there is no predetermined pro-
cedure giving the scove of work to be covered at the meetincs.
The Committee consists of a Chalrman (Production Manager) and
twenty or twenty-five members, €.g., six production sectionn chiefs
and fourteen or nineteen leadmen. At the meetincs usually produc-—
tion problems, e.g., amount produced since the beginning of the
week, difficulties occurred (machine break-downs, material 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 agsigned, overtime to be civen, materials
tools, and equipment needed, maintenance and renair works to be

accomplished (if not previously conducted) etc., are discussed and

planned.

¢. The Planning Process: Tones-term and short-term stra-
tecic vplans are prepared inf-rmally at Board Level. Company Pre-

 gident, Manaeging Director, Chairman and other members of the

Board are involved in the decision-making 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., Tnitial plamning is done by Joint
participation of the two Vice-Presidents (Technical and Adminis-
trative), President and the Manacing Director. Informally shaned
plans are transmitted orally to the Board members by the Manasine
Director. Operational nlans, after formmlation, are disseminated

orally to line executives,

Planning at departmental level is done formally and in-
formally depending heavily on line managers. Supervisors often
participate in decigion-making. Althoush formal planning is prac-
ticed by some line managers, €.g., marketinz, personnel, finance,
accounting and production planning; the rest of the executives

gtick extensively on informal planning.

4. Teadership: The results of the personal interviews
conducted with top executives, line manarers, section chiefs and
leadmen and the special survey of the company operations show that

" eaderghip" concept 1is tmediocre" in the overall company gystem.

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

_echelons, wide-spread jnformal relationships at top and lower
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levels, lack of formal objectives, over-lapping in the span of
control, inabilitv of some supervisors, short of enthusiasm, short
or lack of proper communication, individual biases of certain ma-
nagers, lese attention paid to vroblems and personal conflicts of
employees, distrust of executives and subordinates, etc.; have
loosen the degree of good leadership. Those who are considered
"good leaders" are rather few in the comvany. They are recornized
with.their proper communication, co-ordination, enthusiasm, well
adjusted personalities, conflict resolving, attitudes, fair treat-

ment of theilr subordinates.

e. Control: Formally planned controls are not seen at
any level within the organization structure of the firm, althoucrh
injected by consultants during the time of re-orzanization. Be-

cause of its time consuming and costly nature it is deliherately

ignored.

Iike 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.

These rather operatinnal controls are made by rouch jude-
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ment of individuals. Por example, the company has not established
any yardstick for quality control mechanism. No specification has
been prepared or determined showing reject and accept tolerance
limits. Hence, a product or material acceptéd'by mure judement
or suesswork of one inspector is often rejected by a second in-

spector. Thig 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. SUMMARY AND RESULTS

The objective of this chanter is to detect some of the
organizational nroblems that appear in small, medium ~nd large
size representative Turkish firms and algo to verify the hypo-

thegis in question.

Horizontal specialization appears in three firms, €.2.,
ngxr M,P. Co., "Y" M. W. Co., and nz# M, I. Inc., in the following
manner: (1) with few restrictions, (2) with more restrictions and
(3) wide restrictions. Vertical gpecialization is seen at certain
levels in "Z" M, I. Inc.,. Also, in the mediun size firm this
problem is more severe than the small firm. 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 problem is not so sirmificant.
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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 growth and envirornmental
. factors. Especially environmental factors, e.r., irnabllity of
executives, distrust, selfishness, individual biases, reluctance,

company customs, etec., have the major influence.

Formal relation problems occur in three firms. They are

mainly related with environmental factors.

Informal relations problem increases in magnitude as the
gize gets larszer, It can be tied to growth, size and environ-

mental factors.

Algo, emphasis can be put on leadership problems. Analy-
als made indicates that envirommental factors play the important
role in their creation., For example, this prohlenm is severe, both
in small and medium size firms. If it were related also with sinze
and growth, then 1t could have been more severe in the larce firm,

However, it is not so significant.

Purther, these firms are also faced with formal planning

and control problems which are related with growth and environ-

mental factors.

From the overall analysis it can be concluded that the

orranizational problems, €.Z., decision of work, delegation of

responsibilities, informal communication, planning, directing and

control, are related with the company sife, prowth and environ-
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ment factors. Also, the

vends upon the nature of

Therefore,
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the problem.
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TABLE 4: -~ Summary of Analysis

Or-~anizational

nyn M.P.Co.

vyt M,W.Co.

"zn M,I. Inc.

e

2DVd

functions Size: 450 Size: ©650-750 Sige: 1950
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CHAPTER 7

SUMMARY AND CONCLUSIONS

Part I is designed to provide background information
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 growth pro-
cegs and the role of environmental factors are described to pro-

vide a basis for theoretical analysis.

In Chapter % organizational problems that appear in
business firms at each stage of growth are discussed in the 1lizht
of the basgic vprinciples, and their underlying causes are examined

in detzil,

The purpose of Part II is to have a eritical analysis of
the causes and effects of organizational problems for the theo-

petical verification of the hypotheses.

In Chapter 4, the causes and origins of management prob-
lems are examined., It is found that production, marketing, per-
sonnel and finance problens generally arise from geveral inter-
related factors which have their origins in organizational prob-

lems, e.g., organizing, nlanninz, directing and controlling.
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In Chapter 5, the degree of influence of growth stage
and size on organizational prohlems, and also the relationship
between management problems and orsanizational problems are
investigated., It is seen that as the size of the firms increase
not only existing orzanizational vroblems magnify but also new

organizational problems arise.

The objective of Part III is to identify the causes and
effects of orsanizational problems in practice. Thus, in Chanter
6, the current organizational problems of the small, medium and
largse size representative firms are discussed to further verify

the hypotheses.

The overall practical analysis made reflects that the
organizational problems, gpecialization, delesation of respon-
gibilities, informal communication, nlanning, leadershin and
control are related with size, growth stage and environmental
factors. Bepecially, growth stage and environmental factors
have major influence on some orzanizational problems such as

delegation, informal communication, leadership and control.

The sbove gstatement verifies Op = f(CS, Ef, GS). Since

=
i

f(Op) then Mp is also a function of(OS, Epy GS). That is

These two mathematical models can be useful for any
business firm in analyzing the causes of management problems.

For example, by investigating only the orrmanizational problems,
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management problems, e.g., production, finance, marketing and

pergonnel, can be treated with ease,

If£ thig methodical approach is not used, then firms will
have difficulty in identifying the causes of the system problems.
Tt will be time consuming and costly process. Also, irrelevant

results can be =chieved.
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APPENDIX - I

PROBLEMS DUE TO LACK OF ORGANIZATICHKAL PRINCIPLES

ORGANIZATTONAL

FUNCTIONS Small Firm

A, ORGANIZING

1. Specialization Frequent operations

~ delay

Less production

STAGES OF GQROWTH

Small to
Medium

More operations
delay

Low productlon

Inferior quality
product

Some product
waste

More executive
attention

Few employee
turnover

Medium size
Firm

Severe operations
delay

Low production

Low quality
product

More waste

Much unfinished
work

"Undesired performance

results

Increase of executive
burden

Frequent mobility

Individual cohflict
Distrust
Loose dislipline

Increase of opera=-
tlons cost

Hore emnloyee turn-
over

less morals

Medium to
Large

Long=interval
bottle necks

Very low output
Low gquality
product

High waste

High cost

High volume of

unfinished work

Unsatisfactory
results

Overload of
executives and
subordinates
High mobility
contenln

Many unresolved
conflicts
Violation of
orders

Less discipline
Low morale

High distrust

" High turnover

High bias

Too many delays

- Very low output

158

Large size
Firm

Undesired quallty
product |

Toc 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 nmuch violation
of orders

High blas

Too meny outslde
transfers
Recrultment diffi-
culties

Very low morale

- Very low sales

Too much vicolation
of customer orders
Low profit
Undesired customer
gservice

Business decline
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ORGANIZATIONAL

. FUNCTIONS

.Delegation

APPENDIX -~ IT

PROBLEMS DUE TO LACK OF ORGARIZATICONAL PRINCIPLES

Small Firm

Executive burden

STAGES OF GROWTH

Small to
Medium

Increase of
executive burden
Less control
Direct communi -
cation

Pew conflicts

JAediun slze
Firm

Executive overload
Loose control

Less communicatlon
Meny conflicts
Eaployee dlstrust
Decrease of morale
Frequent deviation
in results

Less production
Inferior quallty
product

Medium to
Large

Many operations
delay

Many tasks not
accomplished on
time

Decrease of
executlve repu=
tation

High costs
High obligations
More bieas

More conflict
Low morsale

Low production
Low gquality
product

159

Large size
Firm

High executive
responsibvility
Severe delays

Too many mistakes
Too much violation
of policies
Difficulty to con=-
trol performaaces
Very high operation
costs

Low production

High material waste
High bias

Too many conflicts
Poor morale

High employee turn-
over

Hiring difficulty
Low prcilt

Low business activi-
2]

Very low quallty
product
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ORGANIZATIONAL
FUNCTIONS

Staff Assistance

APPENDIX ~ III

PROBLEMS DUE TO LACK OF ORGANIZATIONAI, PRINCIPLES

Small Firm

Executive burden

"Small to
Medium

Increase of
executive burden
Few operations
delay

Violation of
customers orders
Less productlion
Some obligations

STAGES 0F GROWTH

Medium slze
Firm

Overlcad of execu~
tives

Many operations
delay

Frequent violation
of customer orders
Low production
Increased obligations
Increase of subordi-
nate burden
Individual conflicts
Bxecutive bias
Decrezse of customer
demand

Less profit

Few outside transfers
I.ess nmorale

Inferior product
quallity

Pew deviations in
results

Few violation of
policies

Medium %o
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 denand

Low profit

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
Flrm

Too many operations
delay

Very low production
Very low quality
product

Extensive violation
of customer orders
Very high obligations
Too many conflicts
Very low morele

High bias

High prejudice

Very low demand

Very low profilt

High employee turn=-
over

Hiring difficulty
Low business reputa=
tion

Very hizh operations.
cost

Business decline

Too much violation
of policies
Undesired operations
results

Undesired customer
service
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