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Chapter 3

Managing the External Environment and the
Organization’'s Culture

The components of an organization's cullure are as complex as the different aspects of
an individual's personality. Today's managers must understand how the force of an
organization’s internal and external environments may influence, and sometimes
constrain, its productivity.

INTRODUCTION

Managers must realize that organizational culture and organizational environment have

important implications for the way an organization is managed. Both organizational

culture and external forces that can shape an organization are explored in order to gain

a better understanding of the complexities presented by internal and external

environments.
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THE MANAGER: OMNIPOTENT OR SYMBOLIC?
Two perspectives concerning the role that managers play in an organization's success
or failure have been proposed.

A. The Omnipotent View = .S /= -4 ( called Dominant J=—View ). This
maintains that managers are directly responsible for the success or failure of an
organization.
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» This view of managers as being omnipotent is consistent with the stereotypical
picture of the “take-charge"” executive who can overcome any obstacle in
carrying out the organization’s objectives.
» When organizations perform poorly, someone must be held accountable. Ac-
cording to the omnipotent view, that “someone” is the manager.

B. The Symbolic View. This view of management upholds the view that much of
an organization's success or failure is due to external forces outside managers’
control.

Organizational results are influenced by factors outside of the control of managers,
including the economy, customers, governmental policies, competitors’ actions, the
state of the particular industry, the control of proprietary technology, and decisions
made by previous managers in the organization,
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The more logical approach is to see the manager as operating within constraints
imposed by the organization's culture and environment (see Exhibit 3-1).
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Constraints on Managerial Discretion
PART ONE
THE EXTERNAL ENVIRONMENT:

The external environment: consists of those factors and forces outside the
organization that affect the organization's performance (see Exhibit 3-2).

The external environment includes the broad external conditions that may affect the
organization: economic, political/legal, sociocultural, demographic, technological, and
global conditions.
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Exhibit 3-2
Components of the External Environment
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General
Environmental
Force/Factor

Economic Conditions Encompasses factors such as interest rates,

Description

inflation, changes in disposable income 5 Jadi
S, stock market fluctuations, and business
cycle stages.

Examples
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General Examples
Environmental Description
Force/Factor
Sociocultural nclude the changing expectations of society. TP ) D Rl
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How the External Environment Affects Managers

The most important organizational factors affected by changes in the external
environment is:

1. Jobs and employment: For example, economic downtums result in higher
unemployment and place constraints on staffing and production quotas for managers.
No( on!y does tho extomal envifoomom affect the number of jobs available, but it also
RIe galed. Changing conditions can create demands

formwmummwmemmbsmm

created causing flexible work arrangements, freelancers, job sharing.

For example: Global recession <k s.Siicaused millions of jobs to be eliminated

causing unemployment.

2. Assessing environmental uncertainty. which relates to
(1) The degree of change in an organization's environment and
(2) The degree of complexity in that environment.

1- The degree of change in an organization's environment: is charactenzed as
being dynamic or stable.

a. In a dynamic environment, components of the environment change frequently.

b. If change is minimal’3 | the environment is called a stable environment.

- The degree of environmental complexity: Is the

a. number of components< sl 2= in an organization's environment and
b. the extent of an organization’s knowledge about those components.
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c. If the number of components and the need for sophisticated knowledge is minimal,
the environment is classified as simple.

d. If a number of dissimilar components 3 5% &l i and a high need for so-
phisticated knowledge exist, the environment is complex.

Because uncertainty is a threat to organizational effectiveness, managers try to
minimize environmental uncertainty.

3. Managing Stakeholder Relationships: The more obvious and secure an
organization's relationships are with external stakeholders, the more influence
managers have over organizational controls.

a. Stakeholders: are any constituencies in the organization's external environment
that are affected by the organization’s decisions and actions. (See Exhibit 3-4
page 111 for an identification of some of the most common stakeholders.)

e

Stakeholder relationship management is important for two reasons:

1) Itcan lead to improved predictability of environmental changes &l sl o) (S
< adly more successful innovation, greater degrees of trust among stakeholders,
and greater organizational flexibility to reduce the impact of change.

2) Itisthe “right” thing to do, because organizations are dependent on external
stakeholders as sources of inputs and outlets for outputs and the interest of these
stakeholders should be considered when making and implementing decisions.
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Stakeholder relationships are managed using four steps:

. Identify external stakeholders.

. Determine the specific interests of each stakeholder group.

Decide how critical these interests are to the organization.

. Determine what specific approach managers should use to manage each
relationship, based on environmental uncertainty and importance of the external
stakeholder to the organization.

cooTw

PART TWO

it i paie e A 24 (it 1330 M 4 Aali i a2l U il S
culture amie Lhadl 4 1 hhe Wl Dl 3l LS personality traits

ot ol A i diculture J) Asds A sl Jals Lails e e 38 30 LS e S culture JS
Ay JAl ppdi S A e

ORGANIZATIONAL CULTURE: CONSTRAINTS AND CHALLENGES
Just as individuals have a personality, =i 50, too, do organizations. We refer to an
Organization's personality as its culture.

What is Organizational Culture?

is the shared values, principles«s:u«, traditions w3, and ways of doing things that

influence the way organizational members act. This definition implies:

1. Individuals perceive& 2 organizational culture based on whal they see, hear, or
experience within the organization.

2. Organizational culture is shared by individuals within the organization.

3. Organizational culture is a descriptive term. It describes —-<5, rather than
evaluates.
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Seven dimensions of an organization's culture have been proposed (see Exhibit 3-
5 page 112 ):

a. Innovation and risk taking 5,sladly g13¥)(the degree to which employees are en-
couraged to be innovative and take risks)

b. Attention to detail Jwsil J= 38 di(the degree to which employees are expected to
exhibit precision, analysis, and attention to detail)

c. Outcome orientationgd! A= 353 (the degree to which managers focus on results
or outcomes rather than on the techniques and processes used to achieve those
outcomes)

d. People orientationoed2y! = 333 (the degree to which management decisions
take into consideration the effect on people within the organization)

e. Team orientation & Je 3530 (the degree to which work activities are organized
around teams rather than individuals)

f. Aggressiveness4sl= (the degree to which employees are aggressive and com-
pelitive rather than cooperative)

g. Stability =\ (the degree to which organizational activities emphasize maintaining
the status quo in contrast to growth)
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Exhibit 3-6 page 113 describes how the cultural dimensions can be combined to create
organizations that are significantly different.

Organization A

X

%

Risk-taking and change discouraged
Creativity discouraged

Close managerial supervision
Work activities designed around the individual employee

&, 1; “,.\-,.\._\

\ A, 4t %/

g Rk

Risk-taking and change rewarded
Creativity and innovation rewarded

Management trusts employees
Work designed around teams

V. Y.y
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Strong Cultures

Strong cultures are found in organizations where key values are intensely held and

widely shared.\s S jlos ol e |45

Whether a company’s culture is strong, weak, or somewhere in between depends on
organizational factors such as size, age, employee turnover rate, and intensity of

original culture.

Why is having a strong culture important?

» Employees in firms with strong cultures were more committed JS' L 5ito their
firm than were employees in firms with weak cultures.

» Strong cultures associated with high organizational performance. /! s13

» Employees know what they supposed to do and what expected of them. o5t

A akilll aple L

-

Exhibit 3-7 page 114 contrasts strong cultures vs, weak cultures.

Strong Cultures

Weak Cultures

Values widely shared

Culture conveys consistent messages

about what's important

Most employees can tell stories about
company history or heroes
Employees strongly identify with

culture

Strong connection between shared

values and behaviors

Values limited to a few people—usually
top management

Culture sends contradictory messages
about what's important

Employees have little knowledge of
company history or heroes

Employees have little identification with
culture

Little connection between shared values
and behaviors

The stronger the culture the more it affects managers' decisions

Where Culture comes from and How it Continues
1. The original source of an organization’s culture is usually a reflection of the vision
or mission of the organization’s foundersas &l e s iy 451 4l The
culture is a result of the interaction between the founders’ and what the first
employees subsequently learned from their own experiences.

2. An organization's culture continues when:

A culture is in place, practices help to maintain it.

Selection criteria reflect the culture in terms of “fit."

Actions of top management help to maintain the culture.

New employees learn the organization’s way of doing things through

apow

socialization—the process that helps employees adapt to the organization’s

culture.
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3. Exhibit 3-8 page 114 shows how organizations establish and maintain culture.

How Employees Learn Culture
Culture is transmitted principally through stories, rituals, material symbols, and
language.
» omm-mmmmmmmmmwm.m
stories typically involve a narrative ~iof significant events or people. )
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» Rituals are repelitive sequences: , S« il of activities that express and
reinforce the key values of the organization, which goals are most important, and
which people are important or expendable.
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» The use of material symbols and artifacts <0, .44 40 is another way in
which employees leam the culture, learn the degree of equality desired by top

management, discover which employees are most important, and leamn the kinds
of behavior that are expected and appropriate.
Uy RS D A D e e g g il el B g g i aey Al S el S S

» Language is often used to identify members of a culture. Learning this language
indicates members” willingness to accept and preserve the culture. New
employees are frequently overwheimed with acronyms < Aaidl and jargon
4mleathat quickly becomes a part of their language.

Example 1: Build -A-Bear workshop stores : employess encouraged to use
sales technique called “Strive for five “
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Example 2: BZU use Busa instead of Business ...
sl AA) gy oeal S Al ke 23
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How Culture Affects Managers. An organization’s culture is important because it

establishes constraints on what managers can do.

1. The link between corporate values and managerial behavior is straightforward j= .

2. The culture conveys =~ sto managers what is appropriate behavior.

3. An organization’s culture, particularly a strong one, constrains=& a manager's
decision-making options in all managenal functions (see Exhibit 3-9 page 118).
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