UB{IA » SLEG = UDIUNJA * WEPIRISWY « A1D 021X3JA » pUpE » umo] adeD « 1yjag M3N « 1adie] = |noss « ofjol
Buoy buop = asodefiulg « A3UPAS » 0JLUOI0] » DDSIDUEIY UBS = UDISOg » 3IDA MIN » LUOpUDT « pue|Bul ‘Mojiey
Uomeinpy uUosiead /2 Jupdu uy

SHWILL TIVIONV NI

[[BH onuai] RRE|




5 I —— . ' —_ el
At the press of a button a financial institution in Hong Kong could move billionst

dollars around the world, the consequences of which could impact on the fortuness
hundreds of different organisations worldwide. Although this is a rather dramatic exan
ple of the way that events outside an organisation could have an impact on its inte
ior, these days these effects are all too common. However, it can sometimes be difficul
to trace these connections, if only because some of the external factors at work can
rather unspecific in terms of their effects. Some, for example, can act in combinatio
with others, and some of them can have indirect effects that are hard to quantify.

Unfortunately, there has been a regretrable tendency for OB and to some exten
OA toignore the impact of environment, but as Capelli and Sherer (1991) point oul
in the same way that individuals and groups are affected by their surrounding con
texts, the external environment has an impact on the behaviour of a whole organisst = \
tion. This, it will be recalled, is one of the fundamental principles of the open system
approach, which was briefly described in the previous chapter, Therefore, since thi
book deals with all levels of an organisation, it is fitting that it should include som
mention of the effects that their environments have on them.

To explain these matters the chapter commences by presenting an explanatory mod:
that identifies a number of broad contextual factors that can influence the nature o
organisations. These can be likened to a set of forces or pressures to which a firm mug
respond inan appropriate way if it is to survive and prosper. The model is then applie¢
to Great Britain to explain how changes in contextual circumstances have shaped th
nature of organisations in the last three decades. In the final section of the chapter thre
prominent challenges that are likely to affect organisations for the foreseeable futur
are discussed, and the chapter closes with an overview section that integrates its mait
points.

In total, the environment of an organisation consists of a host of issues, events and _
pressures that can affect the interior of a firm, and one way of examining these broa A
influences is to use the PEST framework shown in Figure 2.1. Before doing so, how:
ever, it is important to sound a cautionary note. The model given is only a very sim-
plified representation of a far more complex reality, and the reader is urged to remember
this and bear in mind that while models of this type can aid understanding they aref
of necessity, incomplete, and can never fully capture the richness and complexity of !
the real world situation. 8

Clearly, although ¢rivironment is something external to a firm, it is more than simf
ply ‘everything out there’. Some parts of it are of greater significance than others and
to structure the discussion, Figure 2.1 shows four environmental contexts, all of which
can have effects on an organisation: the political-legal context, the economic contexi,
the socio-ideological context and the technological context.

The Political-legal Context

The politica

organisation

jperates, for example
[legal contexi refers to the extent to which the state intervenes in organ- ‘Whether it is buoyant
isations and the ways in which they conduct their activities, This can occur in one of | o recessionary
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36 CHAPTER 2 = THE CONTEXTS OF CONTEMPORARY ORGANISATIONS

The socio-ideological

context: the
behavioural norms
and cultural values
prevalentin a
society, which can,
for example,
influence the nature
of the relationship
between a firm and

its employees

Technological
context: the choices
made by firms about
the technology that
they use in their
activities, which
affects employee job
tasks, skills and

competences

The Socio-ideological Context

The third wider environmental context in Figure 2.1 is the soc/o-ideological context
which describes the dominant behavioural norms and cultural values in a society. As
will be seen later in the book (see Chapter 13), four important characteristics of socia
cultures that affect organisations are: (i) power-distance, the extent to which defer
ence to authority is considered a normal way to behave; (ii) uncertainty-avoidance
the extent to which aversion to risk-taking is considered a normal way to behave; (iii
individualisn vs. collectivist, the extent to which people derive their sense of identit
from being individualistic rather than part of a group; (iv) masculine vs. feminine, the
extent to which being aggressive and ‘macho’ is part of peoples’ psychological make
up. These cultural characteristics can vary significantly from one country to another,
and to some extent between one firm and the next. For instance, in Great Britain and
the USA, people are low in their deference to authority, but in other countries, such
as Japan, they are more tolerant of power-distance. The need to accommodate our
sclves to different social values by changing our behaviour can sometimes become very
obvious if we travel outside our native country. It is also important to note that the
effects of wider social cultures can be pervasive. That is, the culture of an organisa
tion needs to be compatible with the culture or region in which it is located, otherwis:
people can find that expected patterns of behaviour in the enterprise clash with thost
that they have been brought up to regard as acceptable and normal.

The Technological Context

The technological context reflects the state of technical development in the environ
ment within which the firm is located, and it is from this context that the firm make
its choices about which technologies it uses in its activities, This can have very far
reaching effects, because technology influences not only what tasks employees perform
but also how they perform them (Child 1972). For instance, on one hand technolo:
gical innovation can make some jobs redundant, and provide management with ney
and more sophisticated forms of employee control and surveillance. On the other hang
however, it can create new jobs that require additional employee skills and compet
ences. For these reasons, the technological context has significant implications for the
social relations that shape an organisation’s relationship with its employees.

TIME OUT

Using the PEST contextual factors described above (political-legal, economic, socio
ideological and technological) list what you feel could be the main influences on th
university or college at which you study.

THE CHANGING CONTEXTS OF ORGANISATIONS IN GREAT BRITAIN

The Political-legal Context

The government is the only institution that has the capability to make new laws o
abolish old ones and, in so doing, it effectively establishes the rules of the game fof
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CHAPTER 2 » THE CONTEXTS OF CONTEMPORARY ORGANISATIONS

i REPLAY

The political-legal context has changed considerably in the last three decades.

After 1980, Conservative governments were extremely hostile to trade unionism and as result the
balance of power in employment relationship was shifted firmly into the hands of employers,
and away from workers and unions.

Since 1997 the Labour government has continued with many free market principles such as
privatisation, but at the same time has introduced several important worker rights and
protections. As a result, there are now many important legal interventions that affect
organisations such as minimum wage protection and trade union recognition rights.

European Social Policy has been at the vanguard of new rights and worker protections.

The objective being to create a more even playing field across EU member states.

The Economic Context

The economic context has undergone far reaching changes, all of which can influence
the nature of organisations. Following World War 1, while full employment resulted
in rising affluence and aspirations in the working population, there were certain fun-
damental weaknesses in the British economy: notably, declining competitiveness that
fuelled a growing skills deficit compared with other market economies. By the 1980s,
decline had firmly set in, and manufacturing industry was particularly hard hit with
many regions in the UK plagued with high unemployment. While these recessionary
effects have had a lasting impact in Great Britain, economic growth since 1997 has
largely exceeded most forecasts. For example, inflation has remained relatively low
and, with the growth of a new service sector, unemployment has declined. Twol
particularly important contextual changes that have an effect on organisations ar¢
globalisation and the changing composition of the workforce. The first of these will
be covered later in the chapter as one of the significant challenges facing most British!
firms and so discussion will largely be confined to the second.
With respect to the changing composition of the workforce, one of the more vis-
ible economic changes is evident in changes that have occurred inits structure and coms
position. Across the last century the proportion of women who are part of the workforce
has increased substantially from 29 per cent to 46 per cent (Lindsay 2003). In addi-
tion, average weekly hours worked has fallen from 53 hours per week to 42 hours and
many of these changes have occurred because of wider economic pressures. For instance,
there has been a sharp increase in service sector jobs, with a significant reduction
in manufacturing employment. However, when viewed in more detail, the labour
market remains highly segmented. For example, compared to most male occupations,
many of the jobs taken by women tend to be part-time and of a temporary nature. In
addition, women in full-time employment only earn about 80 per cent of the salary
of men in equivalent full-time occupations (Office for National Statistics 2004). About
half of all women work in service sector jobs, such as catering, cleaning and personal
and these are often lower paid and lower skilled occupations. For

contract services,
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40 CHAPTER 2 ® THE CONTEXTS OF CONTEMPORARY ORGANISATIONS

access to education and social welfare provision. In addition, post-war full employ-

ment and the growth of trade union membership largely saw the demise of the defer-

ential society, which resulted in aspirations of security, affluence and basic living

standards.

However, throughout the 1980s and 1990s, the economic and political changes

described above negated many of the social developments of earlier decades, and increased

the gap between the ‘have’s and have-not’s’. Thus, the 18 years of neo-liberal cconomic

policies under Conservative rule resulted in an ethos in which the ideological values

of private profit and entrepreneurship are more prevalent in Britain than they wert

two decades ago. Moreover, many organisations are now small businesses, in which

employers adopt either a hostile or neutral response to the idea of unionisation. Changes

Meritocracy: a socia to broad social values also tend to be reflected in government policy, and ‘new Labour’
continues to promote greater market choice and flexibility, albeit with important indi-
am in which vidual worker protections built-in to the social and economic fabric of society. As such,

g 3
dand economic

advancement is in the twenty-first century, Britain is (theoretically at least) a meritociaey thatis guided
based on ability or by those who perceive that the basic principles of a free market society are superior
achievement to its alternatives.

Social and ideological values are strongly connected to changes in the economic and political-
legal contexts.

Broader social values and norms are also reflected in individual attitudes; for example, whether
workers embrace values such as entrepreneurship.

Social norms can also reflect employer ideologies and hostility towards employee collective
representation.

The Technological Context

There is a strong connection between technology and some of the economic changes
described above, and it is no coincidence that the decline in manufacturing industry
has occurred during periods of rapid technological innovation (Towers 2003). Indeed,
technology in general, and in particular the use of Information and Communication
Technologies (ICT), have transformed almost every aspect of employment,

As explained earlier, the word technology can be used to embrace not only what
tasks employees perform, but also how these tasks are undertaken. In addition, the
use of various technologies denotes the choices thar employers make about how
people are managed. Significantly, therefore, technology in the workplace is seldom
a matter of new hardware or software alone, but tends to be part and parcel of
new ways of managing people, such as Total Quality Management, or more flexible
organisational structures. In many situations, technological change has streamlined

workers’ tasks, increased productivity and in some cases empowered employees inf
their jobs. It has also altered the way employees are managed, with increasingly more
invasive forms of surveillance and control over almost every part of a worker’s job, 3
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42 CHAPTER 2 ® THE CONTEXTS OF CONTEMPORARY ORGANISATIONS

deal of unemployment. When an initiative of this type is in progress, people ar
understandably apprehensive and so commitment and loyalty are inevitably lowered
(Savery et al. 1998). In addition, for those who are not made redundant, working lif
is frequently more stressful, insecure and more physically demanding, due to longe
hours. As such conditions have been described by one author as ‘working with pain
(Berggren 1993), and the survivors were sometimes so demotivated and dispirited tha
they lack a sense of security, and their loyalty to an employer is severely reduced becaug
they feel that they work for an organisation that treats people as a commodity, rathe
than as humans who deserve consideration (Cooper 1998). One of the most strongl
affected groups of survivors consisted of managers who, because they had to mak
people redundant, developed subliminal fears that what they did to others could b
done to themselves (Kets de Vries and Balazs 1 997). The need to address these psy
chological effects on those who remain has only recently been recognised (Dohert
and Horsted 1995) and research in some of these slimmed-down organisations hag
revealed that organisational commitment can be much lower and the intention to leay
much higher (Allen et al. 2001) than before,

Second, there has been considerable change prompted by what is now often called
the ‘quality revolution’. These days, quality tends to be viewed as a whole bund|
of attributes that ensures that the needs of customers are satisfied, and, in the lag
two decades, the greater degree of competition for business is often said to have led
to consumers becoming much more demanding (Grey and Mitev 1995 ). However, pric
has not been totally eclipsed by quality as the basis of competition and, where ther
are two substitute products of equal quality, customers will usually buy the cheape
one. Thus it is usually important to achieve high quality while keeping the price loy
and productivity - which can be defined as the quantity of outputs obtained fromj
given level of inputs — is a very important consideration. For this reason, the aim thes
days is to build-in quality during the production process.

A number of approaches to this issue have been put forward, one of which is Tot
Quality Managenient (TQM), which theoretically consists of an organisation-wide strat
egy that focuses on achieving or exceeding customer expectations. Most texts on TQ
argue that realising its promised advantages is crucially dependent on using huma
resources in an appropriate way (Hodson and Roscigro 2004). Here there is Very strong
evidence that the firms who get the best from TQM are those that also have 2
compatible set of human resource practices, such as empowering the workforce and
eliciting its cooperation and commitment (Datta et al. 2005; Wright et al. 2005)
However, there is also evidence that the use of TQM often sets up a number of work
place tensions. For instance, work is sometimes deliberately organised to put pressur
on employees to produce for every second, and worker autonomy is actually reduced
because people are forced to achieve tight work targets. In addition, people are usuy
ally organised in teams, in which they have to cover for an absent colleague, which
results in peer pressure being used as an instrument of management control to min:
imise absence (Parker et al. 1 993) and, needless to say, employees are not blind to these
effects (McCabe 1996).

Finally, one effect of a globalised marketplace is that products and services can rapidly
become obsolete, and this means that the markets for many products become more
volatile, more competitive and product life-cycles tend to be shorter. A response o
this phenomenon in the search for competitive advantage is the use by managemen
of a ruthless pursuit of new methods of cutting the costs of labour. To some extent

ver of a large,
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Six months ago, very few outside the City had come across the idea of private equity,
but today, as Sainsbury’s is stalked by a club of four private equity firms and the
GMB (General, Municipal and Boilermakers) has ignited a campaign against job
losses incurred in private equity restructurings, it is even becoming an issue in the
contest for the deputy leadership of the Labour party.

Private equity is now the dominant element in the stock market. According to
the Financial Services Authority, in the first six months of 2006 private equity firms
raised £11.2bn in capital on the London Stock Exchange, whereas ordinary firms
raised £10.4bn. So many public companies are being taken over by private equity
companies, or retiring their own shares to head off the risk, that the London stock
market, despite rising average share prices, shrank by nearly £50bn in the same period.

However, the story that private equity companies tell of themselves is that by
taking public companies out of the public arena of accountability, regular report-
ing and scrutiny, they can instead enjoy the benefits of engaged, committed own-
ership. Too many companies, they allege, are just not trying hard enough to maximise
their profits, and that they need the managerial alchemy of private equity investors
who, by aiming to make ‘life transforming’ money for themselves, will give them
the necessary managerial and strategic shock treatment. Nevertheless, one truth about
private equity shines out: the extravagant management fees and annual ‘carry’ (the
share in profits) certainly means life-changing fortunes. Researchers at Manchester
University’s ESRC Centre for Socio-cultural Change recently got hold of the inter-
nal management accounts of one fund with up to £8bn of funds under manage-
ment. After five years, 30 full partners expected to make between £25m and £50m
each. Moreover, the rest of the industry’s claims about creating jobs, investment
and exports do not bear close scrutiny. Much of the alleged managerial alchemy is
no more than old-fashioned engineering — leveraging up returns by incurring lots
of debt. Indeed, one study by Citigroup showed that if pension funds and insur-
ance firms had borrowed money themselves and invested in a basket of companies
in which private equity groups invested, they would have made higher returns than
even the best-performing private equity firms.

Mortgaging the future to capture gains for personal gain in the present is easy
and, as one chief executive of a well-known public company reported recently, the
task of the good manager is to resist it. Managers have to balance the interests of
today’s shareholders with tomorrow’s shareholders and private equity drives a coach
and horses through the proposition. As Paul Myners, the former chairman of Marks
& Spencer and chairman of Guardian Media Group, has remarked: “The one party
that is not rewarded is the employees, who generally speaking suffer an erosion of
job security and a loss of benefits.’

Currently, other public companies, including ICI, Amec and EMI, are being stalked,
and having to adjust their strategies accordingly. The shadow of private equity falls
everywhere, making the gamut of British business hyper-short-termist.

The foundation of a durable business, as James Collin and Jerry Porras argued
in their famous book, Built to Last, requires vision, values, leadership and purpose
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o THE CONTEXTS OF CONTEMPORARY ORGANISATIONS

shows that in many organisations this hope is fast disappearing and is being replaced
by strong feelings of demoralisation and frustration (Holbeche 1995).

Third, many jobs now exist in organisations where jobs have been re-designed to
contain elements of teamworking and empowerment. For some years, empowermen

has been a buzz word in management circles and, as Claydon and Doyle (1996) point}

out, much of its appeal to organisational managers lies in two features:

© it seems to offer a way of obtaining a higher level of performance from
employees without the use of strict supervision and control

o its rhetoric is humanistic, which allows managers to feel that they are doing the
right thing by giving employees autonomy and opportunities for self-
development and personal growth.

Theoretically, empowerment gives people the authority to make decisions in their own
area of operations, without getting the approval of someone above and, although this
sounds much the same as delegation, it is much more. Since empowerment is results
orientated, people are not just allowed to make decisions, they are encouraged to use
their initiative and given the necessary resources to implement their decisions. This,
however, is empowerment in theory and saying that employees have been empowered
is one thing, empowering them in practice is another.

Almost inevitably, empowerment occurs in a delayered or downsized organisation
and, although there is often initial enthusiasm among employees (because they see work
as becoming more interesting and responsible), it can quickly turn to disillusionment
when they start to ask where all this is leading. For example, because managers tend
to assume that more interesting work is sufficient reward in itself, employees find
themselves working much harder for the same remuneration (Cunningham et al. 1996).
Morcover, many of the things that employees hoped for in the future, such as pro-
motion and security, become far less accessible.

CURRENT AND FUTURE ORGANISATIONAL CHALLE

From what has been described earlier, across the last three decades organisations have
had to adapt to increasingly turbulent environments and, for the future, it is incon-
ceivable that this need for adaptation will do other than continue. To bring matters
to a close, this final section of the chapter examines three prominent organisational
challenges that are likely to require ongoing adaptation by organisations. However,
predicting what the future may bring is a somewhat hazardous occupation and, with
this in mind, the challenges identified are all those where the phenomenon is already
with us. There are already signs that future adaptation might be required: these are
the challenge of globalisation; the challenge of ethics and social responsibility; and the
challenge of catering for an increasingly more diverse workforce.

{E CHALLENGE OF GLOBALIS

\TION

Whether or not a firm operates internationally by competing in a globalised (one-tworld)
economy, the effects of globalisation are so significant that henceforth the phenomenon
will affect almost everyone. Large business organisations increasingly see their mar-
kets as international rather than purely domestic and this represents a way of think-
ing in which the world is perceived as a smaller place, and new business strategies are
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48 CHAPTER 2 » THE CONTEXTS OF CONTEMPORARY ORGANISATIONS

that needs to be ploughed back into development. It also means that the length of
time in which development costs can be recouped is shorter and, for this reason, firms
everywhere seek to sell their outputs in the widest possible range of markets.

Improvements in Global Transport and Communication

Since the 1960s, the declining cost of foreign travel has enabled people to experi:
ence other countries first hand. In addition, mass communication brings increased
familiarity with lifestyles and customs in other parts of the world, and, to some extent,
this also prompts a convergence in consumer tastes, which, although not identical
everywhere, are often similar enough to enable a basic product to be adapted in minor
ways so that it caters for local tastes, Rapid developments in communications tech-
nology have removed many of the barriers to operating internationally; satellite
telephone gives easy access to remote locations and fax machines and e-mail enable
complicated documents to be transmitted in seconds.

TO ENGAGE IN CROSS-NATIC

The facilitating factors given above greatly ease the problems of international trade, )
However, there are more specific motives that apply to individual organisations and
prompt them to look abroad.

Access to Resources

For reasons of cost and security of supply, many organisations, particularly those in
the manufacturing industry, tend to feel a need to be close to their sources of supply
of vital raw materials (Mendenhall ef al. 1995). While this usually results in small sub-
sidiaries that deal only with the supply of resources, if organisations also see market
opportunities close to these sources, they may also engage in manufacturing abroad.

Economic and Political Changes

In the three very large trading regions mentioned earlier, countries are often bound
together by political treaties that influence cross-border trade. For instance, while the
European Union (EU) permits free movement of goods and labour between its mem-
ber states, it has tariff barriers to the rest of the world and, to some extent, the same
is true with most major trading blocs. To do business in these areas can sometimes
mean becoming more deeply integrated with the area in question. A case in point
is the EU, which has a requirement that goods are only free of import duties if a
minimum percentage of the product is manufactured within the EU. Japanese and
American manufacturers cannot afford to ignore the potential for sales in the EU, which
prompted them to set-up manufacturing facilities in Europe (notably in Great Britain)
to ensure access to European markets.

Product Markets E

The most important single factor prompting an organisation to internationalise is the
quest for new markets. An outstanding example of this is Nestlé, the Swiss confec-
tionery manufacturer. Switzerland has far too small a population to sustain the growth
that Nestlé has been able to achieve through international trading,.
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50 CHAPTER 2  THE CONTEXTS OF CONTEMPORARY ORGANISATIONS
The Effects of Globalisation

Globalisation has had a dramatic effect on organisations, and this can be illustrated

by considering the USA, a country relatively unaffected by foreign competition until

the 1970s. By 1980, 70 per cent of the goods and services produced by American firms

faced competition from imported products (Astley and Braham 1989). In terms of ' ‘
relative size, American firms also ceased to dominate the world. In 1960, 70 of the
world’s 100 largest firms were American, but by 1985 the number had dropped to 45
and by 1990 it was down to 33.

Large firms sometimes often have no choice but to adopt a global perspective. To
target only the home market is to compete against larger firms that can draw on global 2
finances and that often have better design, competencies and technologics, from which i
come production advantages. The moral is stark and simple: compete on the same basis
or lose the ability to compete at all. Indeed, it has been powerfully argued that it was
the lack of competitive pressure within the USA that made it an casy target for Japanese
firms (Porter 1990).

In Great Britain, globalisation has had a huge effect on the nation’s manufactur-
ing base. Rather than manufacture something themselves, many smaller firms simply
sell foreign products. Moreover, an increasingly large proportion of British industry
is foreign owned, often by Japanese or American companies. In addition, some large
British companies are now seeking to become global organisations. For instance, until
the late 1980s British Gas was a nationalised industry almost exclusively concerned
with providing fuel and services in Great Britain, but it now derives an increasingly
large proportion of its revenues from foreign operations. Changes like this immeas-
urably alter the face of an organisation, if only becausc it has to learn to deal witha
more diverse and heterogeneous customer base.

It should also be remembered that it is often employees who feel the most impact
of global economic changes (Ghoshal 2005) and some changes have significant effects
on the way we all conduct our everyday lives. For example, many banking and finance
services are now available over the internet, and are accessible from almost anywhere,
no matter where the bank is actually located. Similarly, thousands of people are employed
in call centres situated in different parts of the globe, irrespective of the customers’
exact location. In addition, budget airlines such as Ryanair purposely utilise techno-
logy and agency labour in different countries to provide what they regard as a rapid,
flexible and cheap service. Moreover, it is quite common for designer clothing manu-
facturers, such as Nike and The Gap, to produce many of their products in low wage
economies, with subsequent employment and unemployment consequences in both
the domestic and host country market (Eaton 2000). Globalisation can even impact
on the employment conditions of workers employed in local supermarkets. For ex-
ample, the US retailer Wal-Mart has taken over Asda, the German-owned Lidel and
Aldi retail chains have significantly increased the number of outlets in Great Britain,
and Tesco has now established stores in several other European countries.

As such, the effects of global economic factors on organisations should not be under-
rated. With an increasing use of new technologies and new ways of working, global
economic activity can shape the fabric of employment for millions of people. These
things can strongly affect the sense of security or insecurity of a workforce, which makes
it much harder to satisfy employee expectations and provide them with meaningful environment ¢
roles to perform Moreover, now the phenomenon of globalisation is with us, it is not hichitisap

obligation to
contribute to,
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