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INTRODUCTION

In the centre of all the modern conceptions there is a person whose behavior influences the
success of the whole company. We live in the epoch of change of social type of person: an
economic type of person changes to corporate one. The last one opposed to economic person that
was oriented only on own success, creates a space to live and develop in (first of all for itself).

Management relations are social by their nature as they appear between people in the
process of production activity. That is why management as a science belongs to the class of
economic and organizational sciences.

Subject of the management science is the social relations that appear between people in the
process of production activity, exchange and consumption of material goods (services) regarding
the agreement and coordination of common actions for achieving the defined aims, i.e. the
management relations. The management relations originate from the industrial economic relations;
they are a superstructure on economic basis. The management relations nature, their formation and
development processes are determined by the nature of the industrial relations and forms of
ownership of the means of production.

A general method of management as a science is dialectical that enables to solve the
problems of improvement of forms and methods of production management under conditions of
unstable economic situations, requires studying separate aspects, elements and connections of
management system. It is realized by means of the methods of observation, modeling, analysis,
synthesis, generalization, induction, deduction etc.

Special methods of cognition are divided into two groups:

1) methods of collection and primary data (information) processing;

2) methods of study, evaluation and summation of the received information from the point of view
of the management relations (decision making, characteristics of personnel management,
summation of background experience, labor motivation etc).

The most widely used methods of scientific researches in management include: shift from
studying the concrete facts and figures to generalization and revealing the most essential cause-and-
effect relations within the very system of management, as well as between this system and social
and economic processes under its influence; evaluation of these relations form; classification of
factors that stimulate or, vice versa, slow down the influence on their development that
correspondently influence final results.

Recently mathematical methods of balance, optimization and other calculations, as well as
economic and mathematical modeling have become rather widespread. They enable to reflect the
key qualitative and quantitative characteristics of behavior (development) of management subject
and object properly in comparatively simple and suitable for analysis form. The use of
mathematical methods and models greatly influences the effectiveness and efficiency of manager’s
work, increases the accuracy and safety of management decisions making. Widely used economic
experiments give the opportunity to check in practice and improve the theoretical developments and
hypotheses on new methods and forms of management before providing the whole economic
system with them.

While arrangement of textbook the modern concepts of management, changes in social and
economic relations, which took place in the result of world division of labour, technological
modernization of production, formation of financial and production groups were taken into
consideration. Including such disciplines as “Human Resources Management”, “Controlling”,
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“Operations management”, “Information Systems in Management”, “Organization of Manager’s
Work” to the textbook was aimed on concretization of appropriate management functions, which
are studied systematically within the discipline “Basics of Management”. However the main
attention while arrangement was aimed on the summing up of world experience of implementation
the appropriate program providing and systematization of information into the educational process.
All this gives students the opportunity to receive appropriate knowledge and skills of management
decisions making with taking into account the cause-and-effect relations in the system of
management.

The disciplines “Regional Management”, “Basics of Foreign Economic Activity” and
“Corporate Management” give students the opportunity to formulate general ideas on foreign
economic environment of production system functioning. The discipline “Investment” is considered
as providing one, the study of which allows students to define not only economic efficiency of
investment projects, but also to make appropriate management decisions concerning optimization of
their financing sources.
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CHAPTER 1. HISTORY OF MANAGEMENT

Objective: the formation of system knowledge concerning the conceptual bases of the modern
enterprise managing by way of the understanding the historical changes of the management as a
science.

Subject: historical development of the main notions, regularities and categories of management.
Content modules: The short history of the economic studies. Problems of the antique management.
The period of the market relations. Evolution of the notions “management” and “administration”.
Management revolutions. The historical personalities who formulated the management conceptual
apparatus and developed the conceptions. The Machiavelli’s concept of leadership. The schools of
management. classical, school of “people’s interrelations”, E. Mayo’s motivation and managing
theory. Experiments in Khotorn. The researches of F.Herzberg and D. McGregor.

The contemporary problems of the business owners’ motivation. The formation of the strategic
management. Conceptions of modern management: the managing of quality, integral systems of
managing.

1.1. The main stages of the management development

The term “management” is widely used in the international publications of managing theory.
This notion became well-known as a result of the American culture expansion. The science
literature at management of our country has used “management” as the synonym to the capitalistic
running (administration) over 30 years. However “administration” doesn’t substitute
“management”, because the last provides only one form of the administration, namely the managing
of the social and economic processes by way of and within enterprising corporation or incorporated
(stock) company.

In Ancient Rome the notion mancipium meant the right of possession and the property that
was in the possession. There was Latin word mancepts - contractor, entrepreneur (a person, who
created his capital by his own work, not only by an ardour, but by cunning and smartness).

The English word to manage meant the skill to use something. In this context a gentleman
had to ride a horse skillfully and wield a spear, sword and shield. Thus, the notion “manager”
initially was used in the context of ability to ride a horse. The skill to ride a horse is to make it do
some movements which it does being free. That’s why the specific of management is to have
enough skills to control people’s actions by such a way, that they don’t notice it. The main thing in
the art of managing is to motivate people and to arouse their interest of their own free will.

Among numerous events and phenomena that occurred during the whole history of
management one can single out the main ones, which are 5 basic periods of management
development. Each period characterizes the transfer (change) of one qualitative state of
management into another.

The first stage belongs to 5000-4000 B.C., when the slaveholding states were formulated in
the Ancient East. Historians pointed out that the first transformation — transformation of priest caste
into the religious functionaries had taken place in Sumer and Egypt. It became possible due to the
fact that they had reformulated religious principles. If earlier Gods demanded humans’ sacrifices,
henceforth there was no need to do it. Gods received not the human but symbolic sacrifice. That is,
believers could sacrifice by way of money, cattle, oil, handicraft things and so on. The tribute in the
form of sacrifice was collected, exchanged and put into circulation. Soon crafty Sumer priests were
the richest and the most influential class. Besides the realization of ritual honors, the priest headed
tax collection, property business, managed the treasury, planned the state budget. They diligently
conducted business documentation and accounts, fulfilled the function of supplier, as well as
controlling and planning function, which formed the management process.

Thus, the first stage, described as religious and commercial shows, that management was
formulated as the religious and commercial activity instrument and turned into the social institute
and professional work (business).
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The second stage in establishing of the management took place approximately in thousand
years after the first one and is connected with the name of the Babylonian ruler Hammurabi (1792-
1750 B.C.). He was the prominent politician, military leader; he conquered the neighbor
Mesopotamia and Assyria. To manage the big property one needed an effective administrative
system, which would allow running the country successfully in the strength not of his will or tribal
law, but on the basis of the same written laws. The superlative Hammurabi Code, which consists of
285 laws concerning the managing of different spheres, is the prominent sight of the ancient law
and another period in management history. The value of Hammurabi’s Code, which regulated all
relations in the society, is that it was the first formal management system.

Thus, the second stage is the period when the society manner of management, the formal
system of people’s relations regulating system appeared, when the leader style as well as the
methods of behavior motivation came into existence. This stage was called society-administrative.

The third stage took place in thousand years after Hammurabi’s death and was connected
with the name of the ruler Nebuchadnezzar Il (605-562 B.C.), who was not only the project author
of the Babylonian Tower and Hanging Gardens, but also the author of the production control
system on the textile factories, where he set up to use colored labels. Those labels marked the
thread, which came to the factory every week. Such a controlling method helped to determine how
long the feedstock lot was staying at the factory.

Thus, Nebuchadnezzar’s II achievements are building activity and the development of the
technically difficult projects, the effective controlling methods of the products quality — characterize
the third stage, which is called the stage of production and building.

The fourth stage practically coincides with the great industrial revolution XVIII-XIX,
which stimulated the development of the European communism, and was connected with the names
R.Owen, F. Tailor, G. Emerson, A. Fayol, M.P. Follitt, E. Mayo, M. Weber and others. It has made
more essential impact on the theory and practice of management, than other previous stages.

As the industry grew firstly into manufactory (manual factory) and then into the old factory
system, and the modern system of the share capital was ripening, a new diversity form of property
was approved. Instead of one owner, there were many shareholders. Instead of one head-owner —
some hired (employed) managers-non-owners.

The new property system caused the management to be separated from the production and
capital, and soon the transformation of the administration and management into an independent
economic power. At that time 2 notions were distinguished: administration that formulated general
aims and company policy; management that controlled their realization.

Management is divided into numeral functions. At this time one can observe the creation of
the new enterprise budget system. These numerous functions lead to the problem — how to
coordinate and connect them on the new basis — to assign the specialists’ staff (section, subsection)
to each function, and the manager will be given the general coordinate functions.

However management has not become a profession, its role in the production was not a
leading one. Only during the monopolist capitalism period when there was a class of the
professional managers which soon was separated from capitalists, one could talk about the new
radical revolution in society. It was the fifth stage of the management development.

The industrial revolution has proved that administrative functions were important as well as
technical and financial ones. Till XIX century the main character was manufacturer (capitalist).
Soon one begins to realize that the capitalist is not so important in the manufacture administration.
Obviously he should waive his leading role. But to whom? Marx thought that he had to waive it to
the proletariat. And he hasn’t mistaken. Just the proletariat gained the leading positions in the
socialist countries, including Soviet Union. Max Weber supposed bureaucracy its successor. And he
was also right, because just bureaucracy is the powerful factor in all countries.

The new sixth stage of the management development is connected with the development of
the “third sector” in the USA during 90s XX. The question is about the voluntary public
organizations, situated all over the country. Management didn’t avoid that sector. During 80s the
voluntaries were housewives, pensioners and in general incidental (odd) people. Now they are
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taught, instructed and chosen by the special tests. The voluntaries are treated not as the incidental
amateurs but as the unpaid workers.

Having analyzed the given material, one can make a conclusion that the history of
management is inseparably linked with the development of manufacture. If we reproduce logically
the development of the world manufacture, we’ll get such a chain:

1. The antique egasteries, the handicraft workshops, which used the slaveries’ work, are supposed

to be the earliest manufacture.

2. The medieval handicraft shops headed by the master-owner and with a lot of apprentices,
whom one can’t call the wage-earners, replaced manufactures.

3. The handicraft shops and urban corporations of the craftsmen were replaced by the
manufactures with the wage-earners from the countryside.

4. The manufactures which used only manual labour and were also particularly specialized, were
replaced by the early machine manufactory (textile factories). It is also called the old factory
system.

5. The mass stream manufacture (conveyor) took the place of the machine manufacture during
XIX-XX.

6. In the second half of the XX century the conveyor was substituted by the autonomous brigades
and the mechanical labour is changed by the autonomic one.

7. Finally at the end of the XX century the autonomic manufacture is excluded by the robotized
one that works due to the waste-free principles.

The theory and practice of management were impetuously developing at the beginning of XIX
century. It is connected with the industrial revolution in European countries and in the USA. We’ll
review this period further.

1.2. The development of the antique management

In spite of the fact that the first management revolutions took place in the Ancient East, just
in Greece 2500 years ago there was the turn to the new system of values that stipulated the further
development of management. Just Greeks created a new type of civilization — market economy that
was based on the honest diligent labour, on the high culture of the democratic governance, and the
free development of a personality.

The art of mastering the Greek language was called “cybernetics”, the driving a ship, and the
main person at sea — guide (leader) - “cybernetes”. That name was given to the ruler or leader. An
order on the Greek sheep was really the example of the organized management system: the precise
distribution of duties among many executors, good coordination of activity. The management on the
antique sheep was the first model of the efficient mobile trade enterprise organization, the example
of a small-scale business.

The Greek management was described by other terms: it is called “coyraneo” in the military
sphere (to run the fight), and “oikonomic” (housekeeping) in the everyday’s life. Hence the notion
“economics” takes its origin.

Athenians were building their civilization systematically combining public and private
property. The private sector was based on the family (domestic) farm (property), which used the
peasant’s and his family labour (oikos). The small handicraft shops (ergasteriya) were more popular
in the archaic polis (city-state). There were a few big shops (100-120 slaves).

Any brunch of manufacture (trade, building, handicraft, agriculture) in Ancient Greece was
transforming into the brunch of applied economics. The Greek took into account meticulously
everything: for example in the viticulture (wine-growing) how to plant efficiently great amount of
the vine on the small area; how to dig trenches with necessary depth and combine them into an
irrigation system in such a way that they will not destroy the mountain slopes and soil structure.
The Greek were attentive to any kind of improvements that could raise the efficiency and quality of
the production.
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While forming their civilization, the Greek learnt to live and work tastefully, without
excessiveness and east luxury, modestly and fine. The refinement in simplicity, art of especially
gifted nations, consisted in that fact that:

- the Greek’s moderate and clever needs were brought up from the childhood by their way of life
and environment: simple clothes, not strong wine, light but nourishing food.

- Greek culture praised spiritual values and public valour more highly than the money and things
possession.

Greek management is the science that tells us how to make a lot of thing by nothing at all,
how to build the trifle culture and score great success, forming it by means of the everyday little
affairs and achievements. Just this way was used by the Japanese and Americans.

The culture of spirit and labour are tightly connected with the culture of business in Antique
Greece. Wonderful temples and immortal masterpieces appeared only when the civilized market
and the rational management system have been formulated. A barbarian will not admire the refined
buildings, he doesn’t understand their beauty. They are necessary only for the civilized and
competent trader, sailor, craftsman and landowner.

The civilized political system that takes into account each citizen’s vote and can appreciate
the freedom of speech, focuses on such people. An ill-bred commoner is not able to take part in the
democratic administration. Greece brought up a few generations of the competent, initiative and
highly motivated citizens who took part in the polis administration with pleasure.

Thus, the initial point of civilization is the ancient Greek community, and its highest stage is
West-European public society. The civilization could be possible only after appearing of the
commodity-money relations, special business people, new labour ethics, and the rational
management.

1.3. The concept of Machiavelli’s leadership

1,5 thousand years later the Greek management was changed by West-European one. It was
founded by Niccolo Machiavelli (1469-1527). Over a long period of time he aroused interest rather
as a political thinker, historian and writer, than as a creator of the management theory. His works —
political tractates, historical essays and novels — represented ideas, which together formed the
original system of practical management. The specialists point out 4 Machiavelli’s principles
influenced the management development:
- an authority or leader’s power is based on the supporters;

- subordinated people must know, what they can expect from their leader and realize what he
expects from them.

- aleader must have will to survival.

- aleader is always an example of wisdom and fair for his supporters.

The basic points of Machiavelli’s leadership concept include:
1. Weakness for buying and fear of losses. Machiavelli taught the ruler to coordinate his

actions, firstly, with the law of necessity and secondly with the inferiors’ behavior. The power
is on the leader’s side when he takes into account psychology of people, knows the peculiarities
of their thinking, moral habits, positive streaks and drawbacks of their character. One needs to
find out who is the most dangerous for the leader: one, who wishes to save what they have
(possess), or those, who try to have something that they don’t have. Rich people are afraid to
lose what they have saved up. The fear of loss arouses the same weakness by which people
trying to buy smth are seized (consumed). Both power reasons (motives) equally fallacious
(vicious).

2. The winners can’t be judged. When a lot of people make mistakes (errs), nobody is punished.
One can’t punish everyone, because there are many guilty people. As a rule a person can be
punished for little faults and for big he can be awarded. When everybody is suffering, there are
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10.

few people who want to revenge, because it’s more easily to endure mutual offence than a
personal one.

Will to power. The focus on the power and on the desire to achieve it conceals some potential
danger for the social order, guarantor of which may be only the person who has this power. A
ruler, as the personal embodiment of privilege and strength, turns into the aim of the ambitious
subjects. A lot of people try to have power in their hands and when they finally get it they try to
get the most out of it. “The will to power” is higher than people’s feelings. It rules (manages)
us against us.

Will is only the wish not to be oppressed. Will is sure a value together with power. If one
always tries to seize power, then one can’t lose his will. Machiavelli considers that the will of
the republic is better to entrust not to the noble, but to the ordinary (common) people. The first
are possessed by wish of power, and the last want just not to be oppressed. Thus they like a free
life and have little means to steal the will, than noble people.

The crowd follows the visible success. What rules man’s behavior — motives or consequences,
honest or erroneous results? One can often see the meaningless motives and results, and more
often — great thoughts with little results. To perceive the illusions instead of reality, to think
that the achieved success justifies any means, if they are in possession of the ruler, are
characteristics of the laymen. They make crowd. It doesn’t know anything about politics; it is
interested only in the visible case.

Fear and love. Two main motives — fear and love control the human’s behavior. The person,
who people are afraid of, can easily rule, as that whom people love. Love is a delicate thing,
fear is stronger than love. For the ruler’s sake, it’s better to keep the inferiors in fear. However
he should do it so, that fear will not grow into hatred, and otherwise nothing will save the ruler
from the storming horror. It’s not so difficult to achieve the necessary balance; the main thing
is not to infringe upon the inferiors’ property and personal rights.

The honest man errs more often. People usually try to show themselves more honest and
better, than they really are. But if the ruler indulges in wishful thinking, he deceives himself of
his own free will. The honest ruler is more often defeated, because he measures people as he
wishes i.e. he considers them better than they are. As opposed to him, the wise ruler studies the
realities of life and relies on them.

The ruler must not be generous. The ruler must not be so generous as it would cause him
losses. The provident ruler must not keep all the promises. He must keep them only in that case
when non-fulfillment of them will cause damages. While soliciting the power, he promises a lot
of things, and by this way he tries to get love and devotion of the inferiors. But to be kind
means to be dependent from the inferiors. And where the dependence prevails, there are
indecision, coward and light-mindedness, i.e. qualities which are inadmissible for the ruler.
Reward gradually, punish at once. When one rules people, he should pet or oppress them,
and at the same time he should be very attentive. As a rule people revenge only for little
offences. The strong pressure deprives them of the revenge. If the leader chose that way, the
pressure had to be very strong in order to deprive any resistance. It is correct to do good and
beneficial deeds gradually, that the inferiors have enough time to thank. The positive stimuli
should be valued, only then they fulfill their purposes. It’s better to punish people at once and
in great amounts. One-time cruelty causes less irritation, than long one.

Envy causes enemies, persistence — supporters. Dissatisfaction is a stimulus to motion; it
leads to some changes in our fates. We want more than have, but we are afraid to lose what
already have purchased. When we envy someone, who lives better, we hate them and make
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them our enemies. A desire to obtain is a natural feature. Someone aspires to it as far as
possible. Others will not envy, but take, will not condemn, but approve. It’s very bad, when
they can’t, but they solicit, when they don’t win, but get.

11. Principle of relativity. All people aspire to one purpose - to glory and riches. Although
everybody chooses his own way to it: someone goes prudently, others win it by means of
courage; someone uses cunning, others - violence; someone is patient, others - decisive; each of
them is able to score a success, in spite of the fact that their actions are contradictory. Why is it
possible? Reason is that, that despite the contrast both methods of action correspond to the
concrete circumstances. What is well at one can be bad at the other. Some situations demand
cruelty, others — indulgence.

Thus, Machiavelli’s principle of relativity says: the choice of means depends on the situation,

the appraisal of the result — on means, finally all together (aim, means, and situation) should be
correlated with each other.

1.4. The foundation of “scientific management” in England

The period during XVI1I-XIX centuries is the largest mark in the development of the pre-
scientific management both from the point of theory and practice. One can see names of those
people who have made a great contribution to the formation of the theory: T. Hobbes (1588-1679),
A. Smith (1723-1790), R. Owen (1771-1858), D. Ricardo (1772-1823) and others. They are all
English philosophers and economists, who have influenced the development of management idea
by the social philosophy and political science. Together with theorists one should point out a strong
pleaid of rulers-practitioners, who entered the history under the name of the creators of the
“scientific management”. Such entrepreneurs, engineers and scientists as J. Watt (1736-1819), M.
Bolton (1728-1809), Ch. Babbage (1792-1817) and others paid attention to either engineering -
technical or social-psychological manufacture aspects.

The reasons of “scientific management” origin in England are:
- worsening of the labour conditions, caused by the intensive growth of industry and big cities.

- sharpening of economic fight between bourgeoisie and proletariat;

- development of empiric researches (social statistics), enlightenment theories of progress,
development of methodological problems of political economy, great outflow of scientific
interests to social science from natural history.

Bolton’s and Watt experiment. One of the first examples of scientific approach in a
management was given in 1800 by Bolton and Watt (England), which was created for the
production of steam-engines. Having built a new house for a casting workshop, the founders of firm
fully changed the traditional methods of work, adjusting operations to logic of technological
process. The new planning of work was built on preliminary made project. The speeds of all
machines were studied then for this purpose, in order to know, what product output is possible to
expect from them. After that the operations were divided into much smaller elements, which were
analyzed, cast aside superfluously and combined into the new operations. Strictly speaking, the
question is about the rudiments of modern method to study time and motions (time-study), which
was finished by Taylor.

The production tasks in Bolton’s and Watt’s company were clear standardized and divided
into groups, due to what it was succeeded to classify labour payment depending on its meaning,
having imposed tariff rates to every type of work. There was a clear system of economic account in
a company and calculation of unit and wholesale prices cost.

Robert Owen and his approaches to management. One should single out Robert Owen
among scientists. He is well-known as the representative of the utopian socialism. But the history of
management shows him as an outstanding figure. By the way, his practical experiments are more
meaningful than his theoretical views.

In 1800 30-yearsold Owen became the owner of a big textile factory in New Lanark
(Scotland). Owing to his more modern and effective management principles, he made that company
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one of the great leaders. Until his coming there were utterly unsatisfactory conditions of labour at

the factory which could not help affecting the productivity. Owen has made list of reforms:

1. Production: he shortened a workday from 13 to 12 hours and put things in order at the factory
buildings.

2. Social:

- improved the conditions of labour for his workers;

- organized the building of the new houses;

- organized the system of paving the driveways and introduced the system of street cleaning;

- opened a shop with low prices;

- forbade children to work till they will be 10 years old;

- built the Institute of Character Forming, which was used as a school for children and for the
evening lectures for workers; it was the first attempt to impose the education for adults
among the workers;

- opened a school for less than 6 years old children, which looked like preschool kinder
garden;

3. Moral: he formed a local government and a special file to keep record of the hard drinking.
The workers’ behavior was controlled at the factory by the inspectors, who used “mute
monitors”. There were coloured marks (labels) at each worker’s place: a black mark was for
bad behavior, blue — for indifference, orange — for good behavior and white foe an excellent
behavior. This system was very effective; the orange and white marks were gradually
increasing.

Owen scored a success, not only due to an exceptional attention to the human factor. Quite a
lot of time he paid attention to the economic and technical problems, and cared for the income
increase, adjusting of the equipment. He tried to get such co-ordinated actions from his workers,
which would remind by its exactness of clock-work.

But, despite the successful entrepreneurial and manager's activity, Owen became a social
thinker and enlightener in the twilight of life. In 1817 he offers the program of the radical re-
erecting of society by creation of self-governing «settlements of community and collaboration",
where there are not any private property, class antagonism, exploitation, contradiction, absents
between mental and physical work.

In 1824 Robert Owen purchased an estate Harmony in Indiana (THE USA). There were
agricultural lands, small manufactures and houses, for people - everything that is necessary to create
an experimental co-operative community. He created here society «New Harmony» and invited
people to live there. Settlers gathered in crowds in New Harmony, but mostly they did not fit for
life in the community and far not all had necessary skills, to cultivate soil or work at the
manufactures. The organized society gradually begins to exfoliate, and then tumbled down. People
more frequently went for the mass meetings, than worked; they talked a lot about that, how to
improve matter-position, but they didn’t try to do anything.

Thus, when Owen dare make the theoretical projects real, for the first time he failed.
Experimental communist colonies, founded by him, failed. Why Owen - capitalist accompanied by
success, and Owen - socialist failed? One can see the following principal reasons:

1. Psychological - Owen adopted an order in communist society, which was well-tested, by it at

the capitalist factory: hard regulation and control, clearness of operations, motions, conduct.
Even the size of apartments, clothes and property were under strict control. People entered
commune voluntarily, in the hope to have free life, but finally they got the cruelest regulation.

2. The second reason of dissatisfaction growth is labour. People came to Owen from businessmen
and from surplus labour, because they thought that it was easy to work in a collective. They
worked so. As a result the productivity fallen down, and after it the profitability. Interpersonal
conflicts and searches of guilty were started.
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Comparing Owen’s economic and social experiments, one can make a conclusion that in the
first case his reforms went “from below”, and in the second - «from above». Owen’s conduct and
tactician was doubtful. Being capitalist, he supported and kindled labour movement, meeting
democracy in every way. Having transformed in the socialist, he forbade it at once.

It was Owen, who began practically to decide and scientifically to analyze the problems of
motivation and productivity and their interconnection. Without lessening the economic factors
value as financial precondition of production, at the same time he proceeded from social relations as
that base on which a manager must build the program of the innovations. Therefore Owen spared a
lot of time to study the relation of workers to labour, to the management, mutual relations between
an employer and workers.

Unfortunately, the «scientific management» founders’ activity in England hasn’t made
noticeable influence neither on a theory nor on practice of labour organization. Progressive
innovations took place individually and separately, their results were effective only within the
separate enterprises. However, their efforts were the necessary stage in the development of the
management science.

1.5. The school of “scientific management”. Taylorism.

At the end of XIX - to beginning of XX age centuries the development center of
management theory and practices moves from England to America. It was caused by the following
reasons:

1. Creation of enormous national and multinational corporations on transport and in industry in

the USA which absorbed everything new and up-to-date.

2. Change of the labour organization in the workshop and on the enterprise was going off very
slowly. It led to the contradiction between the level of the technique and technology
development and the formed system of production relations.

3. The influence of the European capitals, technical experience, and ideas which were searching
the high incomes on the one hand, substantially stimulated the development of capitalism in the
country, and on the other hand - hindered it. The development of the American production
restrained the overload of the superfluous equipments, systematic fanning of the staffs and
wasting of the materials at the factories.

4. The American managers practiced frequently the authoritarian methods of management and
physical forcing to the labour. The bad conditions of labour, unwarranted earnings, abuses and
physical offense of inferiors, sharpened the social tension in industry.

The distinguishing features of the management development in England and America are
presented in a Tab. 1.1.
Table 1.1
The peculiarities and differences of the management development in England and in the USA

The peculiarities of management The peculiarities of management development in the USA
development in England

“the local economics”, middle and |the main factor of development is a large business, large and
not big enterprises. giant corporations.

mechanization of some operations|mechanization of all operations and, as a result, more perfect
and, as a result, more perfect|lines and conveyers
machine-tools

a technical idea was developed|Americans borrowed the Europeans best technical ideas and at
within the academic science, on|once converted them into concrete technical models

state basis, and then was realized in
practice

more rapid approach to introduce technique, less bureaucratic

the centers of technical progress|the centers of technical progress were enterprises, with own
more frequently were public|laboratories which was engaged in introduction of technical
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linstitutions and universities |achievements \

F. U. Taylor (1856- 1915) is the founder of «scientific management» in America. Taylor
was the first, who gave definition to the concept “management”, naming him «organization of
productiony». Let examine the main points of «scientific management» of F.U. Taylor:

I. Laws and principles of scientific labour organization (SLO). One of the F. Taylor’s
achievements in management was the clear scientific system of knowledge about the laws of
rational labour organization. Its elements are:

- mathematical method of prime cost calculation;

- differential payment system of work;

- method of time and motions study (time-study);
- way of labour recepts division rationalizations;
- instruction cards and others.

Four scientific principles were the motive force of the new system. Taylor called them the
laws of management:
1. Creation of scientific foundation, scientific research of every separate type of labour.

2. A selection of workers and managers, their training and studies on the basis of scientific criteria
(professional selection, professional consulting and professional studying).

3. Collaboration between administration and workers concerning the practical introduction of
SLO.

4. The even and fair distribution of duties (responsibility) between workers and managers.

Basic essence of scientific labour organization is in the following positions:
1. Development of the objective laws (standards and norms of labour), which both the

administration and workers must submit.

2. Principle of forces economy means to remove all the erroneous, slow and vain motions, which
require the superfluous expense of energy and brings no efficiency.

3. Exact selection and maximally concerted co-operation of all elements of the production system,
which remind a clock-work.

Il. Timing and distribution of works:

Taylor followed the principle: to control not the worker’s productivity, but his working
methods. He paid attention to such control works, as the normalization of tools and equipment,
preparation of work and its distribution, instruction cards and checking quality of work.

Conducting empirical researches by means of timing Taylor reached the following
conclusions:

1. Unsatisfactory vehicle park requires to complete the work more of the time norm, as

determined by timing;
2. Itis necessary to systemize every detail in the workshop, based on the principle of uniformity;
3. The need for distribution of work between workers and machines, the procedure for passing the
products carried in order to minimize time spent on tasks, orders, materials, etc.

I11. Differential system of labour payment and motivation of workers. Analyzing the old
payment system, Taylor selected basic problems which arose up at its use:
1) The workers were paid for official position, but not for individual capabilities (the presence of

man at work was paid);

2) Payment of labour depended not on a worker, but on the desire of administration;

3) Lazy and diligent workers were identically paid, by that way the leveling principle was
legalized;

4) Administration reduced rates without any control, and workers answered with the lessening of
the productivity;
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5) The most important thing for workers was the guarantee of the payment, but not the quantity of
the work;

6) Workers were not interested in the losses of enterprise, and the administration was not
interested in the studying of the labour actual time;

7) There was no interested collaboration of businessmen and workers.

These problems led to the development of the differential system of labour payment. Its
main points are:
- higher payment is for the greater volume of work.

- punishment for a shortage and intentional errors, for work with a chill;

- wage increase more quickly, than increase of an output (when the output is increasing on
100%, the wage - on 50-60%);

- two maxima: the especially high pay for the heaviest work and lowest pay for an easy one (it
caused the development of the scale concerning the change of work);

- guarantee from cutting of rates at the increase of output and keeping high pay;

- the necessary terms were created for front-rank workers: timely providing with raw material,
instrument and technical documentation, details; teaching professional skills.

Basic principle of the differential system said: the backward are fined, front-rank workers
are rewarded, and middle workers get a norm.

IV. Managing of a staff is in Taylor’s system. At the end of XIX century a manpower
policy had certain features on the American enterprises:

- an additional staff was gained by pirating of the best workers by means of money raises and
various privileges;

- there was an opinion ~ among businessmen that teaching of workers caused «unproductive
charges»;

- former approach assumed that «if there is a suitable man, management methods can be fully
given on his discretiony.

In the field of the staff management Taylor developed a program «progressing worker». The
purpose of such program is to favour the increase of professional level of every worker, inducing
him to use his best capabilities, waking up in him proudness and energy and giving a pay for
beautiful life.

The program «progressing worker» contains such principles:

1) one should give to the worker the task of such complication, that accessible to his abilities and
physical force;

2) one should encourage him to do work which the first-class specialist of his digit is able to do;

3) every worker which works in the greatest rate of the first-class specialist must get premium
depending on character of work. It should be from 30% to 100% in comparison to the worker
of middle level.

The preparation of leading staff was also Taylor’s innovative approach. The old system of
linear management required from a leader implementation of the most various functions, which
resulted in the overloading of performers. Taylor considered that it would be more easily to pick up
and teach a few people (each of which would do one - two functions), than to find and teach one
person, who has all qualities and executes the various duties. The functional administration was
entered (eight masters-inspectors are in place of one) for that purpose.

Although F. Taylor was a bright figure and undoubted leader of «scientific management»
school, he was not its unique representative. Among students and supporters of Taylor one can
single out such managers and businessmen as G. Town, G. Warton, G. Emerson, F. Gilbrett, L.
Brandi and others.
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Conception of scientific management, suggested by Taylor, was the serious critical stage
due to which a management began to be acknowledged as independent industry of the scientific
researches.

1.6. The school of “administrative management”

The development of the problems concerning scientific management at the beginning of XX,
faced with the necessity to analyze the principles of organization functioning. The works of Henri
Fayol were the answer for this necessity.

H. Fayol (1841 - 1925) is the founder of an administrative management, the purpose of
which was to create the universal principles of management. Fayol connected Taylor’s ideas of
functional administration and old principle of one-man management. As a result he got a new
scheme of management, which became the basis of the modern organization theory.

Fayol intentionally used a term «administration» instead of «management» because of the
following reasons:

- «management» is the American term, and the word «administration» is more usually used by
French;

- management, caused by the developed market economy, appeared in the private enterprise. A
term «administration» vice versa means activity of the state in management; it touches the
greatest part of administrative hierarchy, leading staff.

Administrative activity was only part of management by Fayol. The management itself was
considerably wider sphere. A notion «management», according to Fayol, combines six basic groups
of operations:

- technical and technological activity (production, processing, usage);

- commercial activity (purchase, sale, exchange);

- financial activity (searches and optimum use of capital);

- providing of safety (defence of property and people);

- registration activity (taking of inventory, balance sheet, charges, statistics);

- administrative activity.

At the same time the administration influences only the staff of the enterprise, without any
influence on the financial and economic factors of production.

The administrative activity in its turn needs implementation of 5 functions:

1. Planning (prediction) is a constituent of management process, during which the aims, standards
and models are formulated, and they are the basis of the administrative organization.

2. Organization is creation of administrative structure, i.e. the providing of necessary level of
formalization, involving resources in organization, forming of terms, necessary for normal
work;

3. Giving orders foresees requirements of the leader to the inferiors in relation to implementation
by them the role expectations, distributing of responsibility, permanent influence on the
inferiors’ conduct;

4. Coordination is achievement of correspondence and coordination between different parts of
enterprise by way of the rational ties in the production;

5. Control is the verification of implementation in accordance with the accepted program.

Thus, Fayol laid down the foundations of the structural and functional approach in
management. It should be considered as functional, because the basic functions of management
were certain, and as structural, because functions determined the organization structure.

The theory of administration has two parts. First part is connected with understanding
management functions; second one - with understanding its principles. A function determines the
sphere of activity, responsibility and jurisdiction of leader. It answers questions, what the leader
does. On the contrary, principle answers a question, how the leader does it.
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There are substantial differences between functions and management principles: functions
are obligatory elements of the administrative process. If one of them loses, the whole management
will break. They are expressly adjusted, structured and are a part of « administration science ».
Principles embody subjective experience of leader, his philosophy; they are not strictly bound
between each other and can be replaced or complemented depending on a concrete situation.
Principles show by itself the «art of administrationy.

Fayol' pointed out the following principles of management:

I. Structural principles
1. Division of labour is diminishing of objects, to which every participant of administrative
process pays attention.
2. Authority and responsibility. Authority is a right to command and possibility to force other
to submit. Responsibility — is a duty to do tasks and provide their satisfactory completion.
The leader’s authority should correspond to the responsibility for the most effective work of
organization.
3. Unity of orders (undivided authority) - at any activity a worker must be ordered only by one
higher person.
4. Unity of administration - types of activity, which are directed on achievement of one
purpose, should have one leader and submit to the unique plan.
5. Centralization.
6. Scalar chain (hierarchy).
I1. Principles of the process
7. Discipline.
8. Subordination of the personal interests to the general ones.
9. Reward of personnel.
10. Justice.
11. Corporate spirit.
I11. Principles of end-point
12. Order.
13. Stability of the personnel in position
14. Initiative.

G. Ford, Ch. Bernard, P. Salfrank studied the development of A. Fayol’s ideas and of the
administrative school of management.

Obviously, that for the effective work many previous successful companies and individual
businessmen use principles developed more than one hundred years ago by the representatives of
administrative management school of management.

1.7. “Synthetic” concept of management

Two schools developed approximately during one time but in different countries were
higher considered. Obviously, that one needs to combine some basic points of the studies. It was
the reason that in 30s of the XX in the USA there was a synthetic conception of management. Its
founders were directors of large firms, as, for example G. Mooney is a president of «General
motors».

Basic idea of G. Mooney and A. Reilly consists in the fact that effective organization is the
system, built on strictly formal principles. They aimed to construct the model of organization as one
constructs a machine that is on the basis of logically connected and non-conflicting principles.

They took advantage of logical laws, opened by Levis F. Anderson to formulate the
organizational principles. In accordance with Anderson’s theory, every principle is described
through a process and result. Every process and result in their turn also have their own principles,
process and result (Tab. 1.2).

Table 1.2
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Logical laws of Mooney and Reilly

Principle Process Result
1. The principle of authority or coordination an effect caused by
coordination coordination fulfillment coordination
2. Scalar process leadership delegation functional definition
. legislative applied or executive interpretative or
3.Functional result . . : : L . .
functionalism functionalism estimating functionalism

1. Mooney’s and Reilly’s basic concept is a principle. Principles describe the most
characteristic and the most widespread features of the organizations. Coordination is the first and
major principle of the organization. It contains potentially all other principles, because it combine a
scalar process and functional result. Principle of coordination requires the agreement of post
functions not only across but also down. This principle asserts: together people achieve much
success, than separately.

One needs a centre which regulates and synchronizes general efforts in order to coordinate
the actions of ten and hundreds of people. Such leader must be conferred the right to lead and give
orders. The formal structure of power gives him legal force. When there is a hierarchy of power,
and is legalized, people submit not to the leader, but to the organization where he is the
representative.

In addition there must be a certain doctrine, a clear conception or study, which is about what
high aims are pursued by organization, how it is going to achieve success.

2. Thus, there is a necessity for a scalar process which foresees the vertical coordination.
The scalar principle means the hierarchical construction of organization.

Leadership as the organizational principle foresees power and is shown in the delegation of
plenary powers. Leader should turn over some of his authorities to helpers; otherwise he is doomed
to implement superfluously wide circle of duties. Delegation must be optimum.

A concept «functional definition» assumes that post duties on every step of management are
determined in details and concretely.

3. A functional result foresees the determination of duties for every organization member,
and thus, places and functions of individual in a hierarchical pyramid.

From middle of XX age England declares about itself again. The founders of synthetic
conception of management in England were L. Gulick and L. Urwick. Their approach foresaw
expansion of administrative principles and functions. Fayol’s system contained 5 functions and 14
principles. Gulick and Urwick formulated 7 functions and 29 principles of management. Such
expansion resulted in that fact that Gulick’s administrative element system, which foresees
planning, organization, completing of the staffs, guidance, coordination, accounting, and budget,
has got more perfect form.

Fayol’s principle of order («place for everyone and everyone is in his place») becomes
major in conception of Gulick and Urwick. Only now it specifies on the necessity to coordinate
people and organization. To build organization for people is a hopeless way, as Urwick considered.
He offers to use the following logic of rational method concerning the organization: at first one
should create well thought-out structure, which doesn’t have any subsections or even management
levels and then the proper people are chosen.

The representatives of synthetic conception were the first, who pulled out principle of
departmentalization that foresees the construction of organization from below upwards, carefully
analyzing the necessity to create new subsections on every stage. To answer a question, whether
they are needed, one should act in accordance with such scheme: to formulate a purpose; to define a
process or type of activity; to set a person or object, with which one has business; to define the
place of subsection in the organization.

The principle of departmentalization is closely connected with the principle of power
division, which required determining of the concrete activity for every subsection, where it would
have exceptional power.
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Other principle which played an important role in a «synthetic» theory is a control range.
Gulick considered that if the work was various by maintenance and by a result, was deconcentrated
territorial, one leader would be able to manage a few people. It is conditioned by the psychological
and physical features of human’s organism. However, the quantitative measure of control range was
already defined by other researchers. They discovered that a leader shouldn’t have more than 30
inferiors during physical work, but during mental — not more than 8.

To reduce loading on a leader, Urwick suggested delegating part of his plenary powers to
the helpers. Especially it is necessary for higher managers, whom Urwick recommends to apply
«principle of exception»: to pay attention only to considerable violation of rules.

In addition, higher managers must also follow the «principle of accordance», which asserts
that on all levels of management power and responsibility must coincide. If power is large, and
there is no responsibility, it is a way to the self-will, and if responsibility is large, and power no, the
actions of manager will have no effect.

The value of Mooney’s and Reilly’s, Gulick and Urwick works consists in the fact that they
were able to connect approaches of Taylor and Fayol. They brought in nothing new, but after them
a management theory became more scientific and systematized form.

1.8. The bureaucratic school of management

M. Weber is considered to found the bureaucratic school of management. His interest
concerning the bureaucratic organization was not casual. As we already know, the end of XIX -
beginning of XX age is an epoch when large-scale organizations were created. But if in the USA
they appeared mainly in the private sector of economy, in backward Germany - mainly in state.
Weber pointed out such basic principles of bureaucracy:

- adivision of labor and responsibility on the basis of functional specialization;
- clear hierarchy of power;

- high exactness, pedantry, in performing the duties;

- system of rules which determine the conduct of employees in the organization;
- system of procedures, which determines the order of actions in all situations;

- integration of the personal qualities between the workers of the organization;

- there is no possibility to appropriate personal place of service;

- complete alienation of management staff from money and property of enterprise;
- selection and promotion of workers;

- distance between leaders and performers;

- professional bureaucratic leader who has administrative skills.

- rational economic conduct.

Major thing to understand bureaucracy is the rationalization principle which is revealed in
replacement of internal motivation and favour traditions, by systematic adaptation of people to the
interest and benefit. Weber distinguished the positive rationality, which means calculation,
quantitative account of all operations and actions, and negative, — rationality which is examined as
an end in itself and distant from people’s interests.

Bureaucracy is an ideal embodiment of rationality. If it functions so that it only increases
superfluous directives, decrees, laws and papers, it is about inefficient bureaucracy. Rational
bureaucracy saves efforts, time, does everything more effectively and with high quality. Also one of
the preconditions for bureaucracy to appear is domination, or power mechanism. Domination, in
opinion of Weber is the ability to perceive obedience of certain people to certain orders. Weber
distinguishes a few types of domination:

- apatriarchal type is a usual submission (subordination),
- the forced type is a submission by way of compulsion,
- acharisma type is a submission as a result of the leader’s personal qualities,
- alegitimate type is a submission as a result of law supremacy confession above all citizens and
action of principle «all are equal to law».
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Bureaucratic organization is examined by Weber as the depersonalized mechanism, a basic
rule of which is the clear and faultless functioning, directed on maximization of income. To attain
such purpose, it is necessary to know that:

1) organization is free to choose any facilities in order to provide the stability;

2) individuals work in such a way that they can be replaced, that’s why everyone must do only
one task;

3) labour is the most acceptable criterion of individuals’ successes and is the basis of their
existence;

4) the performers’ conduct is fully determined by the rational scheme, which provides exactness
and unambiguity of actions, allows to avoid prejudice in mutual relations.

5) In bureaucratic organization some officials have the following features:

6) they submit only to the objective official duties;

7) they are certain on service (but not select) in an unchanging bureaucratic hierarchy;

8) they have permanent official jurisdictions;

9) they work by contract, that is on the basis of free selection by the professional qualification;

10) they are paid permanent money maintenance;

11) they consider their service the unique or main profession;

12) they see on their own career: "advancement” in accordance with the term of service or by
successes in-process;

13) they work in complete alienation from administration money and without appropriation of
working place.

14) they submit to the hard identical official discipline and control.

Unlike other types of management bureaucracy includes the personal dependence, subjective

self-will and man’s violation of rights. Main categories of bureaucracy are a competence, official
discipline and corporate spirit.

1.9. School of psychology and human relations. Behaviorism

In the end of the 19th - the beginning of the 20th century textile, food, machine-building,
mining and smelting and other traditional industries were the main industries. Their technological
process is simple enough and can be easily divided into the sequence of discrete operations. These
operations can be rationed, and the results of their realization tested by an inspector.

In the first quarter of the 19th century the production leading position was occupied by the
new industries, such as electric engineering, chemical industry etc. The worker is considerably more
difficult to control on such enterprises, high qualification and the ability to operate independently
on general issues are required from him. Taylor’s approach, based on planning labour process,
imposing receptions of labour on the workers is inefficient here. It was necessary to create the terms
under which a worker could and would like to work effectively and on his own initiative for the
benefit of the company. These preconditions caused the development of the new trend in the history
of management — school of "human relations".

The school of human relations is closely connected with the name of the German
psychologist Munsterberg (1863-1916). It was he who created the first school of industrial
psychologists ever. Munsterberg was one of the founders of psychotechnique.

An American scientist Mary Parker Follett (1868-1933), that studied socio-psychological
relations in small groups, shows a great interest in psychological aspects of management in her
works. She defined management as "providing of implementation of work with the help of other
persons".

However the initial point of "human relations™ movement development is considered to be
the Hawthorne Studies conducted in "Western Electric Company" near Chicago in 1927-1932, by
the leading professor of the Harvard University George Elton Mayo (1880-1940).
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They were conducted in four stages. At the first stage the role of illumination was studied.
Two groups were created: control and experimental. In both groups the productivity increased
almost identically. When illumination got better in an experimental group, the productivity was
growing. When it got worse, the productivity remained the same. In the control group illumination
did not change, but productivity, however, rose. Conclusion: illumination is the least significant
from all the factors that influence the increase of the productivity. Obviously, there are other
factors, out-of-control factors that determine the increase of the productivity.

At the second stage the "out-of-control factors™ were studied. For this purpose a small group
(6 women-operators) were separated from the rest of the group and placed in an experimental room.
Together with them there was a scientist-observer that had to fix what was happening and to create
a friendly atmosphere. A scientist undertook the functions of the supervisor that applied soft style of
guidance.

Scientists offered a number of innovations - breaks, second breakfast provided by the
company, and then shorter hours and weeks, that favoured the labour productivity. When they were
cancelled, the productivity did not go down. Then was drawn conclusion, that an improvement of
terms of labour is not principal reason of increase of making. A question about "out-of-control
factors" remained unsolved.

After the researchers had analyzed all possible reasons for productivity increase, they
suggested a hypothesis, that the increase can be conditioned by the improvement of the relations
among workers and leaders. To prove this hypothesis a scientific program was created at the third
stage. It turned out as a result that the worker’s productivity is determined not only by his honesty
or his physical capabilities, but also by the pressure in the group, that set the position and the status
of each member.

For the more profound study of the phenomenon the fourth stage of the experiment was
organized. An experimental group was again created from 14 workers-collectors. As a result of the
experiment scientists found out the existence of conscious limitation of the worker’s productivity
norm. What were the reasons for such behavior? The results of the additional researches show:

1) low tempo protects slow workers, guarding them from the sharp criticism or firing;

2) if workers output too much, then the company will increase the set norm of productivity and
will cut away rates;

3) the leaders accept the low norm as the satisfactory one, and puts pressure only on those, who
lays behind it.

It was also found out, that each group divided into several sub-groups (cliques), but not
according to the professional, though personal features. Every clique had the norms and rules of
behavior.

The result of the Mayo’s experiments is known as the so-called "Hawthorne effect”. It
claims that the positive results of the experiment were predefined not by the specially created
changes, but by the intervention of scientists. Then there is a question: why did not the productivity
rise in the group of men? The reason for this is that in the first group (women) an official chief was
replaced by a scientist-observer that treated them more softly and humanely. In the second group
(men) all remained the same. However, Mayo himself disagreed, that the change of leader
influenced the research, since even after the scientists had left the first group the productivity yet
remained high during the following 4 years under the old authorities.

Thus, as a result of Hawthorne Studies the following conclusions were drawn:

- people are usually motivated by social needs and feel their individuality due to the

relationships with other people;

- as the result of the industrial revolution and rationalization of the process of labour the work
lost its attractiveness, and a man tries to find pleasure in social relations;

- people are more sensitive to social influence of equal people, than to the motivation and control
measures from the authorities;

- aworker reacts to leader’s demands, if the latter can satisfy his social needs;
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- the labour productivity will be more effective, if an individual reward is followed by the group
and collective reward, and economic stimuli — by socio-psychological.

The conclusions made on the basis of Hawthorne Studies laid the foundation of behavioral
approach in management.

Behavioral school began to develop rapidly at the end of the 1950™. Its name the school got
from the terms "behavio"”, "behaviourism™ (behavior, science about behavior). The development of
behavioral school is connected with the names of Abraham Harold Maslow, Frederick Herzberg,
Douglas McGregor, David McClelland, Victor vroom and others. The cornerstone of behaviourism
is a necessity to study not consciousness itself, but the human behavior as a reaction to a stimulus,
that is a worker, getting a good reward from a manager and giving thus a positive reaction - good
job. The main idea of this school is not the adjusting of interpersonal relations, but to find the ways
to increase management efficiency by means of increasing the efficiency of her human resources.
The representatives of behavioral school studied different aspects of social interaction, motivation,
character of power and authority, organizational structure, communication in organization,
leadership, etc.

1.10. Features of the Japanese and American management models

In the course of the historical development two different major management models
were formed.

First of all, the Japanese management model differs in its orientation: the main object of
management is labour resources. The Japanese manager is aimed at improving the enterprise
productivity by means of improving due workers’ productivity.

Japanese management model is based on the following principles:

- lifelong hire or long-term hire;

- seniority principle;

- interconnection of firm’s interests and vital spheres of workers;

- priority of the collective interests over individual ones, supremacy of social needs;

- encouragement of co-operation, within the framework of different small groups, atmosphere of
equality between workers regardless of their offices;

- corporate spirit;

- discipline improvement by means of strengthening workers’ self-consciousness, but not by
means of punishment;

- principle of lifelong continuous study;

- Participation of workers in trade unions that are created within the framework of the firm.

Japanese management style is characterized by the following features:
1) job security and trust;

2) publicity and values of corporation;

3) management that is based on information;
4) management oriented on quality;

5) permanent presence of authorities at work;
6) cleanness and discipline.

A central place in the Japanese management occupies a quality management. The groups of
quality, which include masters and engineers besides workers, operate in all spheres of the Japanese
economy.

The groups of quality have the following tasks:

- to contribute to the improvement and development of enterprise;

- to create healthy, creative and benevolent atmosphere;
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to help to develop workers’ capabilities and use these capabilities for the benefit of the
company.

Quality management has a number of advantages:
it gives the real guarantee of quality;
complex quality management exposes communication channels within the company. It allows
to find out a problem, before it results in serious problems;
it gives an opportunity to follow changeable tastes and positions of customers, in order meet
their requirements;
complex quality management gets to consciousness of people and helps to find out erroneous
information, and also avoid the use of erroneous data about producing and realization of
products.

However basic principles of the Japanese model had become inefficient lately. Firstly, life

expectancy in Japan grew longer, as a result of this the realization of "lifelong hire™ principle meets
some difficulties: it’s necessary not only to maintain the workplace for one person, but also increase
in enterprise expenditure, related to the increase of length of service. Secondly, “lifelong hire"
principle means "superfluous” personnel that prevents introduction of new effective materials
management systems.

no

American management model differs greatly from the Japanese model.
Modern American management is based on three historical pre-conditions:
Market presence.

Industrial method of organization of production.
Corporation as a basic form of enterprise.

American management model has the following features:
considerable theoretical grounding of management processes;

an American leader is aimed at maximal income, i.e. receiving the highest income with the
least efforts;
strict hierarchical structure: every worker has one chief only;
post instructions are clearly prescribed,;
contract work;
worker’s reward is determined by the category of his/her workplace, length of service is rarely
taken into account;
hourly wage, fines for delays and reproofs for arrival on work earlier than a certain hour |,
conception "exactly in time".
prospects of promotion depending on the efforts and competence of workers, but not on the
work experience;
complex quality control. In accordance with this conception quality is included as the
responsibility of each post;
encouragement of competition and cheating in the groups;
creation of branch trade unions.

Having analyzed all the features of the American model it is possible to distinguish such

main drawbacks of it:

1)
2)

3)
4)

diminishing to flexibility at the change of productive tasks, decreasing of workers’ satisfaction,
growth of tiredness because of monotony;
losses of efficiency of hierarchical organization in those industries, where the ranges of goods
are big and productive process include many stages;
American managers want to get profit fast, fix the problem "fast”;
numerous management levels, and as a result the enlargement of bureaucratic stuff and
transaction expenditure.
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It is possible to define the basic distinguishing features of the American and Japanese
management models (Tab. 1.3)

Table 1.3
Comparative description of the Japanese and American managements
Japan USA

Rotation of personnel Selection of personnel
Lifelong hire Short-term hire
Seniority principle in paying wages Payment on labour results
Informal control Formal control
Clear tasks Unclear tasks
Collective responsibility Individual responsibility
No connection between the task and the post Task is determined by position
Aim at co-ordination and collaboration Aim at efficiency and results
Collective decision-making Individual decision-making
Management “from the bottom to the top” Management “from the top to the bottom”
In-plant training Special program of in-service training
Table 1.3 (continued)
Recruiting of new graduating students of higher | Recruiting of new graduating students and
educational establishments experienced employees
Long-term orientation Special attention to current results
Participation of workers in quality control Individual methods of quality control
Special attention to workers Attention both to workers and work

1.11. Management development in Ukraine

Management system existed in Ukraine at the times of Kyiv Rus. This period is
characterized not by the development of the theory, but by the usage of separate principles of
management in practical activity.

The first theoretical works date back to the 18th — 19th centuries. However the development
of administrative idea in Ukraine is impossible to view separate from the development of
management in Russia. The reason is the absence of the majesty in Ukraine. Such prominent
scientists as Mykhailo Livanov (1751-1800), Volodymyr Vernadskyi (1821-1884), Mykhailo
Tugan-Baranovski (1865-1919), Hauswald (1865-1942), Bogdanov (1873-1928), Jermanski (1866-
1941), Gastev (1882-1941), Kerzhentsev (1881-1940), Dunayevski (1887-1960) studied the
management development in Russia and Ukraine.

The characteristic spheres of research for this group of scientists were: the search of laws,
principles of the organizational systems, methods and principles of management, selection of
training and in-service training of personnel; roles work style of managers. The scientists mentioned
above grounded the complex approach to management, systematic character of management
studies. Certain fields of scientific management in Russia and Ukraine passed ahead of similar
theories in other countries.

The questions of administrative control, collective nature and undivided authority,
improvement of organizational structure, psychology of authoritarian guidance and management
styles were studied by the All-Ukrainian institute of labour (Kharkiv) headed by Dunayevski.

He considered social scales the main condition of production rationalization. Thus, for
example, from the point of view of separate enterprise it would be most "productive™ to load a
certain plant with 100% orders using all his productive capacities, although the state would prefer to
close it. That’s why the managers should analyze thoroughly the situation, before making final
administrative decision.

One of fundamental questions that was actively discussed in the world literature of those
years was the classification of management functions. Dunayevski made the principle of structural
role of functions in the system of a whole the core of his classification and distinguished three basic
phases of organizational process:

32



- initiation, i.e. embodiment of project of administrative structure is in the first real actions;

- ordination, i.e. period of adjusting of administrative body activity from an initial phase up to its
normal functioning;

- administrations, i.e. operative work on administrative problems-solving in the organized
management system.

While analyzing the work of administrative body the All-Ukrainian institute of labour
applied the so-called operogram that is a scale of working process with indicating application of
details under treatment. The sequence of the stages and processes, volume of work on every cycle
and time needed are shown here. Operogram was a model built on the basis of engineering
calculation. It is quite simple: the structure of workplaces must find out a necessary structure and
quantity of personnel and managers. Superfluous vacancies are easily found out and shortened.

Simple functional diagrams allowed to calculate an exact number of workers, to produce
instructions, process orders on equipment, to set production norms and terms, aims and tasks of
activity. Application of such method allowed to reduce the number bureaucratic authorities and
duplicate orders and functions, find and remove weak points in management, reduce first costs and
due dates, increase personal interest in labour.

Dunayevski was the first to propose the theory of "administrative capacity”, that is the
manager’s ability to work straight with a certain number of persons. Dunayevski claims that
"administrative capacity" can considerably vary depending on the manager’s skills, his/her personal
features and available technology.

However these researches didn’t become the basis for any new management school, as
managers were not very interested in theoretical researches because of prevailing administrative
form of management in the country. However the 20th century mighty saw the development of
some huge scientific centers that actively conducted researches in this field.

Viktor Glushakov (1923-1982) headed the researches in the field of working out and
introduction of mathematical methods in the practice of prognostication and design of the
productive systems. The representatives of this school worked out methodology of automated
management system creation.

Scientific school headed by Rybalski worked out the methods of complex building sites
management. The scientists improved planning methods and flow control on the basis of optimal
network models. Developing network models the scientist paid special attention to the definition of
aims, search of methods and ways of their achievement. Thus, goal-orientated management
conception and management functions theory came into being. The scientists proved that
management functions could be represented as a three-dimensional model named afterwards "cube
of Rybalski".

At the beginning of 1980th a special group of scientists headed by Gennadiy Dobrov was
organized. The group began developing conception of program-purpose management. The basis of
this approach was the working out method of specific plans on the achievement of certain goals that
would provide a perfect co-ordination of measures with the goals. The concept "management”
included: definition of aims; allocation of resources; the use of the system of economic,
organizational, legal, socio-psychological, technological measures of influence on the human
productive relations. The constituent part of such conception was a morphological model of
management. Such conception presupposed development of flexible organizational structures of
management, aimed at the achievement of goals.

Interesting researches were conducted in the Institute of economy of the Academy of
Sciences of Ukraine by Valerij Golikov, Volodymyr Gejts and others. The object of their interest
was the systems of relations in management, control scopes of activity, application of economic-
mathematical methods of prognostication in the system of long-range national economy complex
development planning.

The 1990s saw the reorganization of old structures of management and power in the
Ukrainian economy, caused by the transition of the country from an administratively-command to
the market economy. Western management models were largely used. However a plain transference
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of management conception from one socio-cultural environment into the other one, blind copying
of the experience of the other states is almost impossible and has bad economic and social
consequences. Therefore the development of modern management in Ukraine should be based on
the combination of the world experience and knowledge and their adaptation to certain conditions.
Moreover certain factors that determine the features of national management development should
be taken into account.

N bk owdE

9.

10.
11.

12.
13.
14.
15.
16.

17.
18.
19.

Questions for self-check:
Analyze the history of development of the term "management".

Characterize the basic stages of development of management history.

Analyze the world production development.

What are the specific features of ancient management?

Talk on the main points of the Machiavelli’s conception of leadership.

Describe the experiment of Boulton and Watt at the company producing steam-engines.
Analyze Owen’s management approaches. What are the reasons for his success and his failure?
Compare the development of management in America and England in the end of the 19th - the
beginning of the 20th centuries.

What are the basic laws and principles of scientific organization of labour?

Describe Taylor’s "scientific management".

What are the basic functions and management principles according to Henri Fayol. What are
the differences between the functions and principles?

Describe Reilly and Mooney’s logical laws.

Give the definition of Gulick and Urwick’s synthetic conception.

Give the characteristics of the bureaucratic school of management.

Give the premises for school of psychology and human relations development.

Describe the Hawthorne Studies. What conclusions can be drawn on the basis of the Hawthorne
Studies?

Analyze the basic principles and features of the Japanese management.

Compare the American and Japanese models of management. What are their pros and cons?
What are the main trends of the scientific researches made by the representatives of Kharkiv
school of management?

Describe the main periods of management science development in Ukraine.
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CHAPTER 2. PRINCIPLES OF MANAGEMENT

Obijective: the formation of modern management thinking and special knowledge system in the field
of management, understanding of the conceptual bases of systematic management of organizations,
acquiring skills of analysis of internal and external environment, the adoption of appropriate
management decisions.

Subject: general laws, principles of formation, function and development of the management
organization; administrative relations.

Content modules: Objectives of joint activities, management subject and object. Organization as an
open system. Internal and external environment of organization, life cycle stages. Management
principles and functions. Technology and system of management methods. The content and
management process components. Planning as a management function. Elements of organization:
duties, authority, responsibility. Delegation of activities. Construction of the organization,
organizational design. Elements of organizational structures, macro-and micro organization.
Classification of administrative decisions. Motivation and its main components. Essence, elements
and process of management control. Forms of authority and influence. Theories of leadership.
Formal and informal leadership. Management styles. Adaptive management. Conflict situations.
Types of innovation. Change management, overcoming resistance. Social responsibility in
management. Business ethics. Culture of organization. Management efficiency.

2.1. Basic management concepts and categories.

Manager is a director-professional, who is employed and specializes in enhancing profits.
Management is an ability to achieve their goals by using labor, intelligence, behavior motives
of others.

In addition to the concept of management, there is a concept of "governance" as a synonym
for "administration”. Sometimes governance is used as a synonym for management, and sometimes
governance is broader notion than management?).

Thus, in general it can be written as follows:

Governance > management
Governance (administration) # management

Governance means affected system or individual processes, occurring in it, to change its
status or to add new properties or qualities. But as the governance belongs to the technical
(«machine-machiney), social and technical («man - machine») and other systems, and management
takes place only in relations within the social and economic system, so it is worth noting that
governance is a broader notion.

As for the governance of any resource, it is considered to be a synonym for management.
When it comes to the administration, it has a slightly different shade, namely: administrative
management does not encourage initiative. In Fig. 2.1 a proportion of concepts "administration™ and
"management” is represented. If one prefers hierarchy, so it concerns administration, on the
contrary, if market instruments are mainly used, we can speak of management. Culture is a very
effective, but most "inertial™ management tool.

Summarizing the above mentioned, we note that as a separate type of professional activity
management is possible only on the basis of the organized market and that which develops, as it is
the managerial mechanism, built into the market economy.

! There are about three hundreds of term «management» meanings, but their general idea is such: in order to manage,
first of all, one should influence and, secondly, one should see its influence goal. Besides, it’s necessary to note that in
many dictionaries terms “management” and “governance” are identical.
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Figure 2.1 — Three management tools

Work of a manager is the mental work, which consists of three activities: organizational
and administrative and educational, heuristic?) (analytical, constructive, creative) and operator
(informational and technical).

Besides, specific manager work consists in follows:

- manager participates in the creation of material goods and services indirectly, through and with
the help of other workers’ labour;

- information is the subject of labour;

- organizational and computer engineering are means of work;

- management decision is the result of labor.

In the management activity management subject and object are allocated.

The subject of management can be a single person or a group of people, the relevant public
institutions (organizations, institutions), staff management, which should:
- Dbe able to determine the purpose clearly and consciously;

- develop and choose ways to influence and methods of achieving its objectives;
- Dbe able to register the fact of the goal;
- make the management process.

The object of management is a controlled link, management system element that treats
governing effect of other elements. The object of management can be organizationally separated
divisions, sites, departments, branches of enterprises, an enterprise in general, but at the end - again
a man in the process of production.

With the help of administrative work the interaction between management subject and
object acts.

Regarding the term "business activity", it is necessary to give a clarification of the
differences between the terms "manager" and “enterpriser”. Manager, as we found out, is a
professional, manager, who works for hire, while enterpriser is a person, who invests their money
in business organization and assumes a specific risk, associated with its results, and all
responsibility for the outcomes of both individually and collectively activity.

Thus, entrepreneurial activity is the main type of independent business, that is realized by
natural and legal persons, called entrepreneurs, on its behalf and at your own risk on an ongoing
basis.

Under the management functions one should understand relatively separate areas of management
activity (working processes in the management field). Key management functions are planning,
organization, motivation, regulation, control.

Management techniques are methods of achieving the goal. One allocates:

1) organizational and regulating (administrative) management methods;

2) economic;
3) social and psychological;

2 Heuristics is a set of logical methods and methodological rules of the theoretical research and truth search, here it is a
method, that allows to reduce a number of variants, which are studied making an issue.
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4) ideological;
5) legal.

From all the groups of methods we will study the first three, because the ideological
methods are the prerogative of political leaders, and legal — of lawyers.

Organizational and regulating (administrative) methods are based on respect: authority -
submission. Administrative methods are a system of direct administrative influence on
subordinates.

Organizational and regulating (administrative) methods are based on the relation:
authority - subordination. Administrative methods make a system of direct administrative influence
on subordinates.

Organizational and regulating methods can be divided into the following methods:

1. Organizational influence (regulation, standardization, instruction and information). Note the

advantages of methods of this group: they allow to create a coherent management structure, to
accustom to a certain order the entire team. Methods work long, effectively and with feedback.
Disadvantages of these methods: they require significant both material and spiritual costs for
creating of governance system.

2. Regulating influence (commands, orders, instructions, personal requests, disciplinary actions).
All the advantages of the methods of this group can be reduced to one: a quick response. But
there are drawbacks: expensive control and certain instability. Lack of feedback to the moment
of order (order).

Economic management techniques are a combination of means and tools, that
deliberately affect the conditions for the operation and business development. Economic
mechanism scales correspond with social and economic nature of the enterprise and it is one of the
factors of production development and exchange on a market basis. The economic methods include:
commercial and intracompany calculations, planning, pricing, financing, taxation system, economic
analysis.

Social and psychological management methods is a set of specific techniques to influence
the process of workers formation and development , social processes occurring within them, the
structure of relations between individuals, their interests, incentives, social problems, which
represent the unity of two aspects of managerial influence on employees - social and psychological.

Social influence manifests itself through a set of specific methods and techniques of
formation and development of production team, labor and creative activity of its workers, spiritual
interests of the people and their worldview.

Psychological effect is to regulate relations between members of the production team to
create in it a favorable psychological climate.

2.2. Planning as a management function

With all the diversity of forms of entrepreneurship one distinguishes key positions, used in
virtually all areas of business and for different companies, which are necessary to prepare himself in
time, to avoid potential difficulties and risks, thereby reducing risk in achieving the goals.
Developing of strategies and tactics of industrial and economic activity is the most important task
for any business.

The contents of intraorganizational planning as a function of the organization management
is a reasonable definition of the main directions and proportions of production development in the
light of its financial sources and market demand.

The essence of planning is found in concrete development goals throughout the
organization and each unit separately for a fixed period of tim; determining the economic
problems, means of their achievement, the timing and sequence of implementation and
identification of materials, labor and financial resources necessary to solve the tasks.

Depending on the content, objectives and tasks one entails the following forms of planning
and types of plans:
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1. Forms of planning depending on the duration of the plan period:
- perspective (strategic) planning (forecasting);
- medium-term planning (business plan);
- current (budgetary, operational) planning.
2. Types of plans:
- depending on the business content - plans of research and research and development
activities; production and marketing; logistics; financial plan;
- depending on the organizational structure of enterprises (companies) - plans of production
unit, plans of subsidiary.

Planning includes: targeting grounds, the determining of policy, developing of activities
(modus operandi), methods of achieving goals, providing a basis for further long-term solutions.
Planning ends before beginning plan implementation actions. Planning is the initial stage of
management, but it represents not only a single act, but a process which continues until the end of
the planned operation complex (Fig. 2.2).

Planning is aimed at optimal use of the organization, including the best use of all kinds of

Information . Implementatio
gathering Planning n Control
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\ 4

\ 4
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Correction

Figure 2.2 — General scheme of organization

resources and prevents erroneous actions.

2.3. Organization: notion, purpose, properties.

Organization is a social community, that consists of a group of people whose activities are
consciously coordinated to achieve mutual goals or goals system, and structure is fixed in the
Charter.

From the definition organization requirements follow:

- presence of at least two people who consider themselves part of a group;
- presence of at least one goal, which is considered common by all the members of the group;
- conscious group work to achieve meaningful goal for all (or group of targets).

Common characteristics of organization:
Resources.

1

2. Dependence on the environment.
3. Horizontal division of labor.

4. Vertical division of labor.

5. Structure of organization

6. Need for control.

One should also know that an organization is a system, i.e. a set of interacting elements that
make up the integrity, which has properties different from the properties of the components.
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Thereby an organization is composed of management and managed subsystems (Fig. 2.3).
Control system contains components that provide management process. The structure of managed
subsystem includes elements that provide the direct process of production, economic, commercial
and other activities.

There are informal institutions, which arise in almost all formal organizations, except

—»| Management subsystem |

Direct
process

Feedback

— Managed subsystem -

Figure 2.3 — Interaction of management and managed subsystems

very small.

Informal organization is a social unity, which purpose and structure are born
spontaneously in the process of interaction. As in formal organizations, goals are the reason of such
an organization existance. In large organizations there are several informal organizations, which can
join the network.

In the informal organization there are unwritten rules - rules that are standards of behavior. The top
reasons of joining the group are a sense of belonging, mutual aid, protection, close communication
and sympathy.

The main characteristics of informal organizations that strongly influence the effectiveness
of formal organization are social control, resistance to change and presence of strong informal
leader.

The internal environment of organization is represented, according to Meskon, Alberta,
Hedouri and others, by such variables - goals, structure, tasks, technology and people (Fig. 2.4).

Technology

A 4

A
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People < Goals q Structure
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> Tasks <

Figure 2.4 — Relationship of internal variables

Goal is a specific final state or desired result of the organization.

Structure is a logical relationship of management levels and functional areas, built in a
form which allows most effectively achieving organizational goals.

Task is an ordered work, a series of works or a part of the work that must be fulfilled in
advance with the predetermined method in a predetermined period of time.

Technology is a combination of qualification skills, equipment, informstructures, tools and
related technical tasks required to implement the desired changes in materials, information, human
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resources. Classification of technology by Joanne Woodward is single, small branch or individual
production, mass or large-scale production and, finally, continuous production (such as oil refining,
steel and copper production).

People is a central factor of any management model, including the situational approach.
They are characterized by the following characteristics as abilities, endowments, inclinations,
needs, knowledge, expectations, attitudes towards work, position, opinions and perceptions
(realization of incentives derived from the senses), understanding of values, impact of environment
on personality and its behavior, availability of leader skills.

Regarding the environment, the manager must analyze:

1. External environment of direct impact - contains factors that directly affect the organization.
They include suppliers, shareholders, labor, laws and institutions of government regulation,
trade unions, consumers and competitors.

2. The external environment of indirect impact, which contains factors that can not make a
direct immediate impact on the organization, but affect its functioning. The question is about
such factors as economic state, scientific and technical progress, social and cultural and
political changes, the impact of group interests and significant for the organization events in
other countries.

Under the management structure of the organization one means an ordered set of
interrelated elements that are each in stable relationships that ensure their development and
functioning as a comprehensive whole.

The management structure is characterized by relations between its elements. Horizontal
relations constitute agreement and they are, under the rules, of peer. Vertical relations are ties of
submission, if there are multiple levels of management. Vertical relations may have linear and
functional character.

Linear relations mean subordination of line managers, i.e. on all matters of management.
Functional relations occur in the submission of the defined group of problems to a
functional manager.

There are two types of structures:

1. Mechanistic or bureaucratic structures. Formal rules, the narrow specialization of work, a clear
hierarchical division of power are mostly used in these structures. These structures include:
linear, functional, linear and functional, divisional.

2. Organic, or adaptive structures. Adaptive ones are more flexible compared with the
bureaucratic organizational structures. Their essence is the ability to adapt to a changing
environment, similar to how it is done by living organisms. Organic types include: project and
matrix structures.

The linear structure is formed by the management staff building with only intersubordinate
bodies in a hierarchical gradation (Fig. 2.5):

At the head of each department there is a head that full-endowed and very heavy exercises
alone leadership over his subordinate employees and he concentrates in the hands all management
functions. A head himself is directly subordinate to head higher.

The structure is used by small and medium firms, which accomplish simple production in the
absence of broad cooperation relations between enterprises.

Advantages of linear structure are the unity and clarity of regulating activities; coordination
of performer actions; clear system of mutual relations between managers and employees; quick
reaction in response to direct instructions, receiving by agents corresponded to each other orders
and tasks, secured by resources, personal responsibility of the head for the outcomes of his unit.
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Figure 2.5 — The linear structure of management

Disadvantages of the linear management structure are the following: high requirements to
the leader, who should have great knowledge and diverse experience in all management functions
and areas with ongoing employees, which limits head opportunities for effective management;
overload of top managers, a huge amount of information, Securities flow , the plurality of contacts
with subordinates and higher; a tendency to delays in addressing issues related to several units, lack
of links with planning and management decision preparation.

Linear and staff structure includes a specially created line of executives consisting of
professionals in a narrow range of issues and who take upon themselves the development of one or
another element in the planning and making management decisions (Fig. 2.6).

The main task of headquarters units is to help the straight-line manager in the

Head b S Staff#l
|

;
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Figure 2.6 — Linear and staff management structure

implementation of some management functions. The staff structure includes staff specialists at
higher managers.

The staff units include controlling services, coordination and analysis departments, a group of grid
planning, sociological, legal service. Creating of staff structures is a step towards the division of
managers’ labour. Often managers of headquarters units are given to functional management rights.
They include planning and economic department, accounting department, marketing department,
HR department.

Advantages of the structure are the following: more deep and meaningful training of
administrative decisions; release of linear managers from excessive load, the possibility of
involvement of specialists and experts in specific fields.

There are some disadvantages: lack of clear responsibility, because the one who prepares
the decision is not involved in its implementation, the tendency to over-centralization, keeping high
requirements for senior decision-making manager.

Functional structure assumes that each governing body specializes in fulfilling of certain
functions at all governance levels. Decisions on general issues are taken collectively (Fig. 2.7).
Functional specialization of management staff increases its efficiency, because instead of global
managers who should have an understanding in the implementation of all functions, there appears
highly qualified professionals staff.
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Figure 2.7 — Functional structure of management

The structure aims to carry constantly repeated routine tasks, which do not require prompt
making of decisions. They are used in the management of mass organizations or large-type
production, as well as the expendable economic mechanism, when production is the least
susceptible to NTP.

The main advantages of structure are the high competence of professionals, who are
responsible for specific functions implementation, release of linear managers to address many
special issues and expand their capabilities of the operational management of production, one
creates the basis for use in the work consultations of experienced specialists, one reduces the need
for experts in a wide profile.

There are certain disadvantages are difficult to maintain constant relations between
different functional services; lengthy procedure of decision-making process, lack of understanding
and unity of actions between the functional services, reducing of the executors responsibility for
work as a result of the fact that each agent receives instructions from a few leaders; duplication and
non-compliance of orders and instructions received by employees, since each functional manager
and a specialized division put their problems on top.

Linear and functional structure provides the division of administrative work in which the
management linear chains are formed to command , and functional - to advise, assist in the specific
issues development and the relevant decisions, programs and plans preparation. The role of
functional services depends on the economic activity scales and firm management structure as a
whole. Functional services provide all the technical preparations of production, prepare variants of
the issues solutions, connected with the production process leadership.

Advantages of the structure are: the release of linear managers to address many issues
related to financial planning calculations, logistics, etc.; building of relationships "head -
subordinate” by hierarchical gradation in which each employee is a subject to only one supervisor .

Disadvantages of the structure are: each link is interested in achieving its narrow objective,
and not the overall goal of the firm, the lack of close relationships and interaction on the horizontal
level between production units; overly developed system of vertical interaction, accumulating at the
top authority level for the decision along with many strategic operational problems (as a result of
vertical relations "head - subordinate").

Divisional structure includes structured organization with offices, which are usually for
one of the criteria: in what is released (food speciality), with a focus on the consumer, the regions,
which are served. Heads of secondary functional services report to the production unit. Assistants of
production office head control the functional services activity for all plants in office, coordinating
their activities horizontally. Scheme of the product structure is shown in Fig. 2.8.
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Figure 2.8 — Divisional structure of management

Advantages of the divisional structure are a close relationship between production and
customers, the accelerated response to changes in the environment, improving coordination of
activities in the departments as a result of the subordination to one person, in units — appearing of
the competitive advantages of small firms due to their mobilization.

Some disadvantages in the structure are growth of hierarchy, vertical management,
duplication of management functions at different levels leads to higher costs on managerial staff
hold; duplication of works in different divisions.

Project structure is a temporary structure that is created for solving a specific problem. Its
content is to gather into one team the most skilled employees to implement a complex project on
time with a given level of quality, without exceeding the established budget.

The most famous variant of designed organization is the matrix structure. It is a modern
type of effective organizational management structure, built on the principle of double
subordination of performers: on the one hand, the supervisor of functional service that provides
personnel and technical assistance, on the other hand - the project manager (target program) that
is vested with necessary powers to carry out the management according to scheduled deadlines,
resources and quality (Fig 2.9).
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Figure 2.9 — Matrix structure of management

Going to matrix structure usually covers the organization, with its success depends on how
project managers meet the professional skills of managers. Creating of a structure is appropriate
when there is a need to master a number of new and complex products in short time. It is used
mostly in the scientific areas.
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Advantages are the following: better focus on project goals and demand, more efficient
ongoing management, the possibility of costs reducing, improving of created products quality,
increasing of efficient use of resources, involvement of managers at all levels and areas to the
creative activity with the acceleration of technical improvement of production, resources flexibility
and maneuvering speed, while several programs are fulfilled in one firm, increased manager
personal responsibility for the program in general and its elements, possibility of management
effective methods using, the relative autonomy of the project groups facilitates the development of
worker’s skills in the field of business transactions, decision making and their professional skills;
reaction time at flaws of the project and the desire of customers are reduced.

There are disadvantages of matrix structures are problems in establishing of tasks priorities
and specialists time distribution on projects, may affect the stability of the firm, the difficulties of
establishing of clear responsibility for the work unit, the possibility of violation of rules and
standards adopted in the business units through an employees long break, involved in the project
from their offices; difficulties in acquiring the skills necessary to work effectively in groups,
conflicts between the managers of functional departments and project managers.

Except for studied types of organizational structures, there are also organizations such as
conglomerate. This occurs, when the organization takes the form that is best for a particular
situation, or with acquisition or purchase of other companies it is impractical to change their
organizational structures. For example, one department of the firm may use food structure, other -
functional structure, and the third - project or matrix organization.

2.4. Motivation: the meaning of the function and purpose

In the general the motivation - is the process of inducement itself and others to activity for
achievement the particular goals.

There is a number of notions one has to consider: needs, rewards and motivations.

Need — is a sense physiologically or psychologically lack of anything. Therefore, there is
conditional division of needs into primary and secondary. Primary — are considered to be
physiological and born for their nature. Secondary - are psychological, acquired for their nature.
For example, requirements for success, respect, commitment, power and necessity of belonging to
someone or something.

Reward — is everything that people consider to be valuable for himself. But the notion of
human values is specific, and therefore the different evaluation and rewards its relative value.

The basis of motivation is the motives which are considered to be the active motive forces, which
determine the behavior of living beings.

The modern approaches to motivation can be divided into two types - procedural and
contextual theory of motivation.

Let’s examine the contextual theories of motivation.

According to Maslow's theory all human needs can be divided into five groups.

Physiological needs are necessary for survival. They include the need for food, water,
shelter, health and sexual needs.

Existential needs, i.e. needs for security and confidence in the future, which provide
protection needs from physical and psychological dangers of the outside world and the belief that
physiological needs are satisfied in the future.

Social needs - are the needs for involvement, belonging to any human community, groups of
people which provide a sense that you are accepted by others, a sense of social interaction,
commitment and support.

Prestigious needs or requirements in respect - involve the need for self-esteem, competence,
respect of the environment, recognition, and the need for personal achievements.

Spiritual, or self-expression needs, self-realization — need in realization of their potential
opportunities and growth as individuals.

The whole complex needs can be placed in hierarchical order, as shown in Fig. 2.10.
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Absence of war, benefits, guarantees of
pollution, violence Existential job’s preservation.
Food, water, sex Physiological Warm, air, salary

Figure 2.10 — Hierarchy of Needs by Maslow A.

Placing the need in a form of strict hierarchic structure, Maslow showed that lower levels of
needs (physiological and safety needs) require priority pleasure. Before the need of the next level is
the most powerful determinant of person’s conduct, the need of lower level must be satisfied (and
not necessarily entirely). Manager has to keep an eye on employees to determine which active needs
move them.

Lack of theory lies down that the fact is not proved, according to which satisfaction of any
need causes to automatic attraction need of the next level. In addition, the theory does not take into
account individual differences of people.

In the second half of the 50's Frederick Herzberg developed another model of motivation,
so-called Herzberg’s two-factor model. F. Herzberg distinguished two groups of factors that
influence people's behavior.

Hygienic factors: working conditions, social relationships, leadership style organization,
reward, social and psychological climate at the enterprise. Positive display of factors gives the only
absence of people’s work displeasure.

Factors of motivation: work as a value in itself, sense of responsibility, opportunity
improvement. In a case of positive display enjoyment of work appears.

Herzberg’s theory of motivation has much in common with the theory of Maslow
(Fig. 2.10). Herzberg’s hygienic factors fit the physiological needs, needs for security and
confidence in the future. Motivational factors can be compared with the needs of Maslow’s higher
levels. But at one point these two theories diverge sharply. Maslow considered hygiene factors to be
something that causes this or that course of behaviour. If the manager gives worker a chance to
meet one of these needs, the worker in response to this will work better. Herzberg, conversely,
believes that the employee begins to pay attention to hygienic factors only in that case when he
considers their realization to be inadequate or unfair.

David McClelland in his motivational theory distinguished three levels of the needs:

1. Need for power - is the desire to influence on others. People with power need do not necessarily

rush to power, it's not careerists in a negative meaning of this word.
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2. The need for success. It isn’t satisfied by anybody’s proclamation of success, but by the process
of bringing the work to the successful conclusion. People with the highly developed need for
success moderately run a risk, they like situations in which they can take personal responsibility
for finding the solution of a problem and want their achievements to be quitely encouraged.

3. The need for involvement. It means that people are interested in the company of friends,
maintaining friendships, helping others. Managers should maintain an atmosphere that does not
limit the interpersonal relationships and contacts. People with the developed need of
involvement are to be attached to such work, which will give them great opportunities for social
communication.

The procedural theories are based on the people’s behaviour according to their perception
and cognition. In procedural theories is analyzed how a person distributes the efforts for
achievement of different goals and how to choose a specific type of behavior. Behavior is
determined not only by individual needs but also by a function of perception and expectations
related to this situation and possible consequences of the selected type of behavior.

The theory of expectations is associated with the works of Victor Vroom where the main
idea consists in a fact, that one hopes (expects) that the chosen type of behavior will lead to meeting
his needs. Waiting — estimation by individual the possibility of this event. The theory emphasizes
the importance of the three relationships (and corresponding expectations):

- labour costs (worker's efforts) - results (expectation that efforts will give the desired results);

- results - reward (expectation that the outcome will lead to the expected reward);

- valence (alleged relative degree of meeting or displeasure that arises as a result of the
particular reward).

Vroom’s model can be illustrated in the following way:

Motivation = 3—P -x P—B x valence

Management should compare the proposed reward with the needs of employees and bring
them in accordance. For effective motivation manager must establish a firm correlation between
achieved results and reward. It is necessary to give a reward only for their effective work. Also, the
manager must form the high but realistic expectation level of results from their subordinates.

A Theory of justice examines the conception of co-workers of organization about the level
of objectivity management valuation of their labor input compared to other employees (by Stacy
Adams). Theory suggests that when evaluating an individual award and achieved the results in the
process of work, the co-workers of organization aspire to the social equality. If the balance is
broken, the employee has a feeling of injustice. In this case the need of correction this injustice can
be appeared. If an individual feels the injustice he has internal differences that lead to the achieving
balance. A skilled manager always strives his staff to perceive his decisions as just. Otherwise, the
motivation of employees to work substantially reduced.

L. Porter and E. Louler developed a complex theory of motivation. Their model featured
five variables: spent efforts, perception, results, reward, meeting level (Fig 2.11).
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Figure 2.11 — Porter Louler’s Model

According to Porter Louler’s model results achieved by the employee depend on three
variables: the spent efforts (3), abilities and characteristics of person (4), and also on his awareness
the role in the process of labor (5). The level of spent efforts in its place depends on the value of
reward (1) and the way a person believes in the existence of a strong link between efforts costs and
possible reward (2). Achieving the required level of effectiveness (6) can cause internal rewards
(7a), such as a sense of enjoyment of done work, a sense of competence and self-esteem, and
external rewards (7b), such as leader’s prize, reward and promotion. Dotted line between re-
effective and external reward means that there may be communication between the effectiveness of
any employee and reward that he receives. Dotted line between the effectiveness and reward,
which is perceived as fair (8), used to show that, under the theory of justice, people have their own
assessment of the degree of equitable reward provided for certain results.

An enjoinment (9) - is the result of external and internal rewards with their justice (8). An
enjoinment is a measure of how much really valuable consideration (1). This evaluation will
influence the person’s perceptions of future situations. One of the most important conclusions of
Porter and Louler consists in that fact that the effective work lead to the enjoinment.

2.5. Control function

Control is the process of achieving of their goals by the organization. It is observation and
verification system of the accordance of a managed subsystem decision and to develop specific
actions. Process control consists of setting standards, measuring actual results and a correction in
the event that the achieved results differ significantly from established standards.

The function of control is an attribute of management which can detect problems and adjust
according to the organization activity before these problems escalate the crisis.

There are three main types of control, according to the form of realization all these types are
similar, because they have the same goal: to promote that actually received the results last were as
close to the necessary. They differ only by time implementation.

Let’s examine the types of control in details (Fig. 2.12).
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Previous control Current control Complete control

Time
Figure 2.12 — Control Types

PREVIOUS control is carried out before the actual work.

CURRENT control is done directly during the work, when the controller sets the feedback,
i.e. receives data about the performance.

COMPLETE control has two functions: first, provides management information for
planning similar operations in the future, and secondly, promotes motivation, because the results
allow to predict the size of awards.

Control process has three stages: development of standards and criteria, comparing them
with actual results and taking the necessary corrective actions.

The main characteristics of effective control are: timeliness, flexibility, simplicity, economy.

Recommendations for the effective control:

1) establishes meaningful standards that employees can take;
2) install two-way communication;

3) avoid excessive control;

4) set a solid, but attainable standards;

5) reward for achieving the standard.

2.6. Communication and management decision

Communication process is exchange of information between two or more people. The main
purpose of the process is understanding the information which is the subject of exchange, i.e.
messages.

There are communications between the organization and external environment and
communications within the organization.

There are several types of communications within the organization:
- Horizontal communications (between departments, between colleagues).
- Vertical Communications (“leader — subordinate”, between a manager and working group).
- Informal communications are the channel of spreading rumors.

In the process of information exchange into four basic elements are distinguished: sender,
message, channel and receiver.

Stages of communication process include: birth of the idea, coding and channel selection,
transmission and decoding of the messages.

In the process of information exchange some interpersonal communication barriers can
appear, which include: interferences caused by perception, semantic barriers, non-verbal
interferences, poor feedback (Fig. 2.13).

The main ways to overcome interpersonal communication barriers:
Make clear their ideas before their transformation.
Be receptive to potential semantic problems. Use only exact words.
Follow the language of your own poses, gestures and intonation.
Express empathy and openness.
Try to install the feedback - ask questions.

o
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Figure 2.13 — Scheme of the communication process

Let’s examine organizational communication barriers. They include: distortion of
messages (during circulation of the information within the organization, up and down), information
overload, poor organizational structure.

Ways to overcome organizational communication barriers.
Control of informational flows.

Administrative actions.
Feedback system.

System of proposal’s acquisition
Modern information technology.

Management decision is prerogative and manager appointment. Assuming that the result of
manager’s work is solution itself, we can write simple formula:

arwbdE

ef fectiveness management decision = ef fectiveness of manager’s work

The relationship between law and considered the main categories of management so you can
display in such a way:

The decision is a choice of alternative. The responsibility for making important
organizational decisions is a heavy moral burden, the higher level of control, the more burden.

Management (organizational) decision is a choice which should make the manager to
perform duties due to the position he occupies. The purpose of organizing solution is providing
motion to set tasks before the organization. Therefore, the most effective organizational decision is
the choice, which will actually implement and make the greatest contribution to achieving the
ultimate goal.

The process of acceptance of effectiveness management solution has a cyclical nature. It
begins with a display of parameters discrepancy of planned objectives and standards and ends with
the adoption and implementation decisions which should eliminate this discrepancy.

The main element of every acceptance decision process is the problem which is meant to be
discrepancy of actual state of ruled object with desired or given i.e. purpose, result of activity.
Troubleshooting is cyclical process, because we are talking about an infinite sequence of steps.
Management is concerned not so much the decision as such, but about everything related and
arising from this decision. The essence of management decision is making action to eliminate the
problem. The process solution can be represented ideally as five stages (Fig. 2.14).

49



Let’s examine each of the stages. At the stage
v of diagnosis of the problem is the finding statement
of fact and hereby the diagnosis process overcomes
conventionally two phases. The first phase in
diagnosing of complex problems is awareness of the
symptoms of difficulty setting or capabilities.
Identifying symptoms helps identify the problem in
general. It also contributes to reducing the number of
factors which should be taken into account in relation
to governance. However, just as a headache may be a
symptom of fatigue or brain tumor, total symptom,
for example, low profitability, is also attributed to
many factors. Therefore, as a rule, should avoid
immediate action to eliminate the symptoms, which
are prone to some leaders. The manager should
penetrate deeply into the essence to identify the
causes of inefficiency.

Phase Il - search and analysis of relevant
information. To identify causes of problem, it is
necessary to collect and analyze this information.
Final choice Relevant information (from the English.
relevant - essential) - is data which have attitude only
to a specific problem, person, purpose and time
period.

Figure 2.14 — Scheme of adoption of the Such information can be collected based on
administrative decision formal methods using, for example, market analysis
IS outside the organization, a computer analysis of

financial statements, interview, invitation management consultants, or poll workers are inside it.

The second phase is the formulation of constraints and decision criteria. Restrictions vary
and depend on specific situations and leaders. Some general limitations include: inadequate
facilities, lack of workers with requisite qualifications and experience, inability to procure resources
at affordable prices, demand for new technology and so on. In addition to the restrictions standards
for assessing the choice is defined, so called decision making criteria. This criterion may be the
value criterion - no more expensive than the designated amount, for example, or profitability,
aesthetisity etc.

At the stage of identifying alternatives and their determination involves their evaluation.

In reality, manager rarely has the opportunity to evaluate each alternative, moreover, the
greater choice, the harder it is done. Thus, it is necessary to reduce the number of alternatives to the
required minimum.

It is necessary to have standard for the assessment of alternatives by which to measure all
probable outcomes of each possible alternative. Such standards are called decision criteria which
must be installed in step 2.

If the problem was correctly diagnosed, alternative solutions are carefully weighed and
evaluated, to make choice of an alternative, means to accept decision, would be relatively easy.
Chosen for the alternative with the most favorable overall results

Factors that affect the management decision include: personal manager assessments, the
decision environment, information limitations, behavioral restrictions, negative consequences,
interdependent of decisions.

Diagnosing of problem

Formulation of limitations and
criteria to make decision

Display of alternatives

Evaluation of
alternatives

2.7. Authority essence and forms. The law of power

Authority is opportunity to affect the behavior of others. Regarding management leadership
(influence) - is the ability to influence individuals and groups to direct their efforts to achieve
organizational goals.
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The balance of authority, which is shown in Fig. 2.15 shows that any rebalancing causes
unwanted consequences.

Authority of manager Authority of suborinat
over suborinates over manager
Dependence Dependence
subordinates on a manager on the
% ‘ —_—
Tyranny Anrjrchy
Anarchy

Figure 2.15 — Balance of power

Typically, the supervisor has authority over subordinates, because the latter depend on him
in such issues as wage increases, tasks of working, promotion, empowerment, social needs etc.
However, in some situations, subordinates have authority over the managers, because the latter
depends on them in such areas as needed information for decision-making, informal contacts with
people in other departments whose assistance is necessary for the manager, the impact which
subordinates can have on their colleagues and finally, the ability of employees to perform tasks.

Subject of authority in an organization is the leader who gives orders and who has the
appropriate rights and remedies. The object of authority is the employee who is subject to, and
executes instructions of the head.

Authorities may take various forms. U.S. scientists, including French and Reyven,
distinguish these forms of authority: authority which is based on coercion, authority which is based
on compensation; expert authority (based on special knowledge which others do not have )
reference authority or example power, which is called also the authority of charisma; legal or
traditional (legitimate) power.

In addition to the forms of power, depending on the number of centers of decision making
one distinguishes: centralized authority and decentralized authority.

2.8. Conflict management

The conflict is the relationship between the subjects of social interaction which is
characterized by their confrontation on the basis of oppositely directed motives (needs, interests,
goals, ideals, beliefs) or judgments (thoughts, opinions, ratings, etc.

Necessary and sufficient conditions of (offensive) conflict are presence of social interaction
in the subjects of oppositely directed motives or judgments, and also state of confrontation between
them. In other words, for the escalation of conflicts in a conflict situation are necessary: the
significance of the situation for the participants of conflict interaction, the presence of obstacles,
which creates one of the opponents on the way to achieve the objectives of other participants (even
if it's subjective perception, not reality), personal excess or group tolerance for obstacles which
arose at least in one of the parties.

Conflict management is a purposeful impact to eliminate (minimize) the reasons which
gave rise to conflict, or correct the behavior of the conflict.

All methods of management conflict may be represented in the form of several groups, each
of them has own sphere of use. Let’s examine each group of methods.

1. An intrapersonal methods are the ability to organize their own behavior, correctly express
their views without causing the protective response from the other person.
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2 Structural methods, i.e. methods of influence mainly on organizational conflicts arising
due to improper distribution of authority and organization of work, adopted a system stimulation,
etc. These methods include: clarification of requirements to work, coordination and integration
mechanisms organizational purposes, using of reward systems.

3. Interpersonal methods. When creating a conflict situation or at the very beginning of the
conflict the participants should select the form, style of the future behavior to it in the slightest
effect on their interest.

One distinguishes the following five basic styles of behavior in conflict situations:
smoothing, avoiding, forcing, problem solving, compromise.

Styles of avoidance and smoothing do not suggest the active use of confrontation in dealing
with conflict.

It is necessary to have solution processing in solving the problem and persuading
confrontation. In evasion and smooth, conflict solution is postponed, and the conflict turns into a
hidden form. Compromise may help partially resolve conflict interaction, because there is a pretty
large area of concessions but reasons are not eliminated.

4 Negotiation as one type of business dialogue covers many areas of the individual. As a
method of conflict negotiation is a set of tactics aimed at finding mutually acceptable solutions to
the conflicting parties.

2.9. Organizational changes

Changes are an issue which applies to all organizations. Changes within the organization, as
a rule, are a reaction to changes in the external environment. It is interdependent changes of
organizational structure, products, technology, personnel, office rules, policies, etc.

Changes lead to innovations which most often cause:
- evaluating and changing goals of the organization;

- changing of the structure, i.e. the distribution of powers;

- changing technology, processes, designs products;

- modification (changing opportunities or conduct) the workers;
- changing the organization of production and economic activity.

Aim. For the survival of organization management should periodically estimate and change
their purpose according to environmental changes and the organization itself. Modification of
purpose is necessary even for successful organizations, even as the current goal has already
achieved.

Structure. Structural changes as part of the organizational process relates to changes in the
distribution of authority and responsibility, coordination and integration of mechanisms, in the
allocation of departments, in the governmental hierarchy, committees and degree of centralization.
Structural changes is one of the most common and visible form of changes in the organization.
They are the real need in case of significant purpose or strategy of the organization.

Technology and objectives. Changes in the closely related variables - technology and
problems - related to the changes of process and schedule of tasks, introduction of new equipment
or methods, standards and changes of work’s nature..

As structural changes, technological changes often destroy social stereotypes, causing a
revision of plans. Changes in technology may cause a modification of the structure and workforce.

People. Changes in people allow modification of facilities or personnel conduct of the
organization. This may include technical training, training in interpersonal or group
communication, motivation, evaluation of the quality of work, training management, group
formation. It is particularly difficult to undertake effective changes in the human factor, because any
change causes fear of possible discontent of needs.

American scientist Greyner developed model of organizational change management. Six
stages of the model describing, on the one hand, the impact on governance structure (bodies), on the
other hand is the reaction of authorities to this effect and the development of a particular response.
Stage 1 Pressure and encouragement
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Stage 2: Mediation and refocusing attention

Stage 3 Diagnosis and awareness

Stage 4: Finding new solutions and determination the duties of his execution
Stage 5 Experiment and detection

Resistance of change is an inevitable phenomenon, but it is necessary to overcome the
resistance for making some innovation.

People resist change for the main reasons as: the uncertainty of the situation, feeling their
possible losses, the belief that changes do not bring anything good, expectations of negative
consequences, the belief that the organization for this change is not necessary. People often assume
that changes will not solve problems but only create new ones.

Methods of overcoming resistance:

1. Formation and transmission of information i.e. open discussion of ideas and activities which

help employees to be sure in necessary changes.

2. Involvement of subordinates in decision making makes it possible for some employees who
resist, freely express their attitudes to these innovations, their potential problems.

3. Emotional support with help of means when employees more easily fit into new
circumstances. For example, the head carefully listens to the employees and agrees with the
need to improve the skills of employees so they can adapt to new requirements.

4. Negotiations for innovations approval involve "buying of" the consent of employees who resist
with the help of means of material incentives.

5. Co-optation means granting a person, who may resist changes, a leading role in making
decisions about innovation.

6. Maneuvering to reduce resistance to changes and obtaining consent, which may include, for
example, granting of selective information.

7. Coercion with the help of threats of dismissal, termination of promaotion, inhibition of growth
of wages, etc.

With the reorganization and restructuring it is necessary to analyze always the economic
feasibility of these measures, i.e. how organizational changes can have influence on indicators of
effectiveness of company: profit, turnover, cost of equity, market share and so on.

2.10. Management ethics and corporate social responsibility

Ethics is a set of moral principles and values which control the behavior of a person or group
of people and which determines the positive and negative evaluations of their thoughts and actions.
Ethics linked to internal values, and they in turn are part of corporate culture and influence
decisions, determine their admissibility in the social environment. Ethical problem occurs when the
actions of individuals or organizations can harm or, conversely, benefit others.

Organizational values are important for the company. Culture of the organization is not the
only source of influence on ethics in the company, but it is the most powerful of forces that
determine the values of the company. Others include; adopted rules in the companies and policies,
reward systems, the degree of concern about their members, selection system, compliance with
principles of labor legislation and professional requirements, leadership and decision making.

Social responsibility involves the obligation of management to make decisions and
implement measures which increase welfare and the interests of both society and companies.
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Overall corporate social responsibility can be represented as follows (Fig. 2.16).

Acceptance of
responsibility
(improving the welfare of
society and quality of life)

Ethical responsibility
(To be ethical.Perform correctly.No harm)

Legal responsibility
(obey the law)

Economic responsibility
(make a profit)

Figure 2.16 — Overall social responsibility of the company

The first criterion of the evaluation of the company is economic responsibility. Commercial
organization is primarily responsible for the production of necessary public goods and services and
profit-maximizing shareholders.

Legal liability caused by the necessity for the organization to adhere the established rules by
society, economic goals within the law.

Ethical responsible behavior means useful actions which are not covered by laws or not fit
their direct economic interests.

Assuming responsibility for the company is only voluntary characters and associated with
the company's desire to contribute for the development of society for what it does not bind or
economic motives, neither law nor ethics. Today many of the leading companies understand that
their results are measured not only by financial indicators. Honesty and trust are important to
maintain a successful, profitable business. In the short term, socially useful activity possibly
associated with additional costs, but not causing damage to the organization. Instead, managers and
their companies can contribute to improving society, and simultaneously achieve greater economic
indicators.

Questions for self-check:
What should be understood by the term “management”?

How can the terms “governance” and “management” be compared?

Who is the “manager”, what is his purpose?

Discover the essence of management work.

List the functions of management, enlarge of their content.

Comment of the concept of “management method”. What management techniques can be
distinguished in the science of management, what is the purpose of each?

o gk wbhE
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10.
11.
12.
13.
14.

15.

16.
17.

18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.

Name the main representatives of the school of scientific management and administrative
school? What is their main contribution to the development of the schools of management
thought?

Describe the essence of the planning function.

On which level is appointment of organization planning going on?

What kinds of planning can you name? Describe briefly each of them.

What is the organization? Provide examples of formal and informal organization.

What are the components of internal and external environment of organization?

What is the structure of organization, what elements does it contain, what is its purpose?

What structures do you know? How do they relate to each other, which advantages and
disadvantages do they have?

Characterize the function of motivation. What kinds of needs does it have, what is the role of
reward in the process of motivation?

What approaches can be distinguished in motivation?

Describe Maslow’s pyramid of needs. What needs in your opinion are the most important to
anyone?

What is the difference between procedural motivation theories?

Explain the essence of the “controlling” function. What is its purpose?

Give characteristics of three levels of control.

What phases does the control process include? What are the features of each?

What criteria must the control on organization meet in order to be effective?

Discover the essence of the communication process, which stages and elements does it contain?
Identify the interpersonal communication barriers. Why do they appear?

Define the administrative decision. What and for what purpose makes it?

Describe the cycle of management decision. What should be done at each stage?

What forms of government do you know? How do they differ from one another?

Methods of conflict management.

What causes organization changes? What changes in organization?

What is the role of people in the process of organizational changes? What methods can you
offer to facilitate the process of innovation?
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CHAPTER 3. PERSONNEL MANAGEMENT

Obijective: efficient formation of competences in the field of human resource management, efficient
use of personnel.

Subject: specific and general laws of formation, functioning and development of staff.

Content modules: Personnel Management as a social system. Labour resources, manpower,
personnel organization. Man as object of personnel management.

Human Resources policy organization. Service of personnel, their types and functions. Workforce
planning. Release of staff turnover, the size optimization. Profession, specialization, position.
Career guidance. Recruitment, hiring, labor adaptation. Assessment and certification of personnel.
Career management. Development of personnel, formation of the leaders reserve.

3.1. Personnel Management as a social system

Personnel management - this is the direction in science, history of which has several
decades. If you talk about management as about art, it most applies to personnel management.
Because each worker has its own character, its system of values and motivations to work.
The emergence of the subject "HR" primarily related to the need for new governance in which all
the classical management functions integrated around the human factor, forming an effective
management process.

Personnel management - a process of systematic, subsequently organized, with the
interconnected economic-and social-psychological control mechanisms, the impact on employees in
the organization to ensure effective functioning of the whole and the needs of employees in each of
his professional and personal development.

According to the functional approach of personnel management can be described as a set of
functions shown in Fig. 3.1.

The purpose of HR
- meet the needs of enterprise production system in the required number of personnel and quality at a given
time (the economic aspect)
- meet the needs of workers (socio-psychological aspects)

v
HR Challenges

Involvement of personnel Development of Personnel Use of Personnel

\ 4 A4 v
HR FUNCTIONS

- planning of number

- recruitment

- selection of personnel

- processing and accounting of
personnel

- distribution of personnel

- selection of managers and
specialists reserve

- evaluation (appraisal) of
personnel;

- work standardization;

- development of organizational
structures;

- labor protection;

- the legal Services;

- adaptation of the personnel;

- motivation of personnel;

- social partnership;

- resolution of conflicts;

- management of labor relation.

- personnel training
- refresher training of personnel
- career development

Figure 3.1 — Subordination of functions to the objects and the purpose of personnel management

The purpose of human resource management has double-level character and can be divided
into three tasks (involving, use and development of the personnel), group of the functions of
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personnel management corresponds to each of them, under which should be understood any activity
in the field of personnel management.

Summarizing of the domestic and foreign organizations experience gives the opportunity to
form the main goal of personnel management - staffing, organization of their using, their
professional and personal development. According to this goal the system of personnel management
organization is formed.

Personnel Management System requires the formation of goals, functions, organizational
structure, personnel management, vertical and horizontal functional relations between managers and
specialists in development, adoption and implementation of management decisions.

It should also be noted that management — is the process, and management system — is the
mechanism that ensures the process. Therefore, management system can be represented in such a
way (Fig. 3.2).

Management Organization:
- control of HR Managers;

- formation of the joint responsibility concept;

- time, conflict, stress management;

- formation of management styles;

- developing of leadership, professional, moral and other qualities.
A

y

v The purpose:
Human resource management processes: human resource
- definition of HR strategy and policy; management
- workforce planning;
- staff involvement;
Resources: - selection of personnel; Behavior:
- information - adaptation of the personnel; (defined by the
- people —»| - Assessment of personnel; —»| competence as the
- materials - training and career development of sum of motivation
- finance personnel; and potential)
7y - the release of personnel; - employee
- labor protection; - team
- systems management of personnel
compensation;
- management of employee costs;
- accounting and others.
External environment: v
- legislation; Feedback | Evaluation of the
) I:rc?rii)gtri]':ioonns'; < human resource
- labour market and others. management

Figure 3.2 — Schematic model of personnel management system

Processor (mechanism) of the system consists of people (professionals in work with
personnel), between whom the responsibilities and the channels of relationships are shared,
processes and actions performed by these employees. The main inputs in this system are human
resources and relevant information, for example, needs a new employee while taking him on a
certain job. Outputs are the results of the system work: the main intermediate results can be
considered the behavior of employees, the end result - the efficiency of the organization work.

The process of the human resource management has a cyclical nature: the fulfillment of the
goal is constantly evaluated and corrected by the leaders and employees; feedback closes the cycle,
returning the process to its beginning - the stage of replenishment of the resources into the system.

The mechanism of human resource management, shown in Fig. 2.3 as a set of interrelated
processes of personnel management (establishing of HR strategy, planning of personnel, staff
involvement, selection of personnel, assessment of personnel, career management of personnel, the
definition of wages policy and social services, the management of costs for the personnel and
personnel management and others), run by competent professionals.
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The senior management monitors their work, whose role in personnel management is
growing in the world. Active participation of the line managers in these areas will significantly
increase the quality of the work with the employees. Setting goals and evaluating of the staff
functions performance should be carried out by all members, which require the development of
communication processes in the organization.

The existence of line and functional managers in the organization include the potential
conflict in their relationship. The contradictions between them and the attempts to resolve it
reflected in the concept of dual or joint responsibility - the concept of interaction between
personnel managers and line managers, according to which they have common responsibilities for
the efficient use of human resources.

In the given model of human resource management the initial role is given to the planning
function, which has the deductive nature: first the general goal is defined, then the requirements to
the personnel conduct are formed needed for goal achievement, then the appropriate technology and
structure are designed that organize the operations of human resource management (Fig. 3.2: the
listed steps are performed from right to left).

Quantitative evaluation of the human resource management service involves usage of
"efficiency”, which in general is a characteristic of the flow of any process and expresses its
economic, social, environmental and other impact or degree of achievement of the goal. Since the
aim is the socio-economic category, then the efficiency should be treated similarly. The essence of
efficiency as an economic category is in terms of production relations among the participants about
the creation of its results with minimum work.

Economic efficiency in the personnel management is determined by achieving of the
enterprise objectives (produce goods and services) by the optimum use of employees on the basis of
economic costs of limited means.

Concept of "social efficiency” in the HR can be expressed as the development of labor
potential of the enterprise. Social efficiency is realized in the form of expectations, needs and
interests of employees.

3.2. The notion and essence of personnel

Personnel (from Lat. personalis - personal) - private complement of the organization, which
is employed and has some competence, combining ability and motivation of each employee and
describe its behavior within the organization.

At the macroeconomic level, the term "human resources"” is often used, which is seen as an
economic category, which definition comes from the idea that working is as productive resources as
land, materials, finance and others. The term "human resources" is a differential characteristic (from
the point of division of labor), which allows select groups and subgroups of employees as
individual-specific objects and establish relationships of these objects with the structure of the
organization.

At the macro level the term "labour resources» is also used, which means part of the
country population that owns the totality of physical and spiritual abilities and can participate in the
labor process. Labour resources characterize the number of the working population and are an
important element of economic potential. According to the methodology adopted in Ukraine,
criteria of inclusion to the labour resources are beyond working age: 16-59 years for men, 16-54
years for women. The specified population within working age is included into the human resources
of the country, and also some other people, who are older and younger for healthy age, are actually
employed in the national agriculture (employed students, pensioners).

Labour resources are divided into active (those, who are directly involved into the social
production, economically active population) and potential (students who are employed in the
household). They are characterized by the feature such as employment.

Employment as an economic category is an activity of working population with producing
of a social product. Completeness of the employment is counted according to the economically
active population. The labor status of the economically active population is quantitatively calculated
by the number of working days for some period of time.
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In the modern science of personnel management the integral characteristics of employees
capacity are used, the main of which include: workforce, employment capacity, human capital.

Labor force is an integral characteristic of the employees’ capacity that reflects a person's
ability to work, i.e. the aggregate of his physical and intellectual characteristics that can be used in
the organization.

Labor capacity of an employee — is a set of human characteristics, which appeared from the
material and spiritual investment in it: intelligence, creativity, health, education, professionalism,
ethics, activity, organization.

Human capital of an organization is a labour capacity of a person, implemented in the
process of work. The basis of evaluation of the "human capital™ is based on accounting of the costs
incurred by the person and / or organization for the formation of labor capacity. In this sense,
"human capital™ reflects the extent of human labor potential values for both himself (as the answer
to the question: "How much income can be provided by my personal™ human capital "), and for the
organization (in the form of answers to questions: "What is, in quantitative terms, the value of the
worker for the production?")

Human capital is a market category that is the reflection of the human abilities that find
demand on the labor market.

Consider further the basic concepts and definitions relating to personnel at the organization:
its quantity and species; variability, circulation, or employee turnover (describing the movement of
personnel), structural characteristics (category, specialty, profession, qualification, competence).

The main quantitative characteristic of the personnel is its number.

Number of employees is determined by the character, scale, complexity, labor intensive
production processes, the degree of mechanization, automation and computerization. These factors
define its official (planned) value, which in practice almost always fails to provide. Therefore, staff
is characterized more objectively by the accounting (actual) number, i.e. number of employees who
work officially in the organization at this time.

Three categories of workers are distinguished in the accounting (actual) number: permanent
(accepted by the organization without term limitation or for a period longer than one year by the
contract), temporary (accepted for up to two months and temporarily for replacing of a missing
person - up to 4 months), seasonal (accepted for work that is seasonal, for up to 6 months).

External workers, people who are invited for one-time and special works, people, sent for
learning with isolation from the production and those who receive scholarships at the expense of the
organization and some others are not subjects for registration.

Accounting number of personnel is daily included in the scheduled records, which must
include all employees - both present at work and those, who are missing of those or other reasons.
Since not all employees (because of some reasons) are daily at the work place, the true number of
personnel for the moment is characterized by its present number.

In fact, personnel is not something stable: it is in constant movement as a result of hiring
and firing of some workers. The restoration of the team in result of the departure and the arrival of
new members is called variability (traffic) of personnel. The disposal may occur due to objective
and subjective reasons, including: biological (worsening of health), production (reduction of staff
because of the complex mechanization and automation), social (retirement age), personal (family
reasons), state (military draft).

The degree of personnel mobility is caused by the following factors:

- the necessity to change the work caused by, for example, dissatisfaction by wages, conditions

and mode of work;

- the wish of a new job that provides better living and work conditions;

- easy adaptation to new conditions, caused by the related costs, qualifications, experience
and age;

- knowledge about the vacancies and their degree of probability.
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The work efficiency of a mobile team is lower than of the stable one because of the lack of
permanent regulations, required mutual demands, and unpredictable reactions to administrative
influence.

Statistics characterizes the movement of personnel using relative and absolute indicators of
turnover fluidity. Absolute characteristics of the personnel movement is turnover by reception and
turnover by disposal.

Turnover by reception is a number of people enrolled for a job after graduation, according
to organization acceptation, in order of transfer from other organizations, as apportioned by
direction of employment organization, at the invitation of the organization, as well as those who are
manufacturing practice.

Turnover by disposal is characterized by the quantity of people who retired from the
organization for the given period, grouped by causes of dismissing. Depending on these reasons, it
can be necessary and unnecessary. The last one is known as employee turnover.

The required turnover by disposal has objective reasons: the legal requirements (such as
military service), social and demographic reasons (health, age).

Turnover is related to subjective reasons (dismissal at own request, release for violation of
labor discipline). Usually it is typical for young people and after three years of work substantially
reduces. It is considered that the normal employee turnover is up to 5% a year.

Movement of staff is shown in the balance that contains information about changing of the
quantity and structure of the personnel.

A set of individual groups of workers forms the structure of personnel, or the social
structure of the organization, which may be statistical and analytical.

Statistical structure reflects the distribution of personnel and its movement due to the
categories and groups of posts.

Analytic structure is based on special investigations and calculations and is divided into
general and specialized. According to the general structure staff is considered by factors such as
work experience, education, profession, specialized structure the relationship between certain
categories of workers (for example, "occupied on machining centers”).

Optimality criterion of personnel structure is the compliance of workers quantity of different
job groups to the work scope, peculiar to each work group, expressed in time wasting.

By the nature of labor functions staff is divided into workers and employees.

Occupation of one or another position requires having the appropriate qualifications and
profession.

Under the profession is understood the kind of person’s activity, who has complex of
special theoretical knowledge and practical skills acquired as a result of special training and
experience in this field. Profession is determined by the nature and content of work: one can say, for
example, about the professions of managers, lawyers, economists, doctors.

A set of knowledge, skills and personal qualities that are necessary for a successful
performance of professional duties by a person, was named professional suitability, which may be a
potential and real. The first is based on makings, ability, physical and mental characteristics of a
man; the second one is gradually acquired by learning new skills.

Within each profession as a result of division of labor specialties are distinguished, related
to the implementation of a more narrow range of functions. For example, a specialty within the
profession of manager will be administration within some sector (e.g. engineering), business
management, management of goods and services, project management and others.

Experience and practice connect skills, knowledge and abilities together, forming the
qualification, i.e. the degree of professional training required to perform certain labor functions.
Qualification of an employee and qualification of work are distinguished. The first is a set of
requirements to who should do the job, the second — is a set of accumulated by man professional
qualities.

Qualification of employee is determined by factors such as level of general and special
knowledge, work experience in this or a similar position, required mastering the profession. The
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level of qualification of employees that can help to solve the challenges successfully may be called
competence.

Measure of employee qualification is called professional negligence. It determines the
worker’s ability to carry out safely his functions under normal and extreme conditions, to learn
successfully something new and adapt quickly to changing conditions.

The following types are distinguished:

1) functional competence, which is characterized by professional knowledge and ability to realize
them;

2) intellectual competence, that is the capacity for analytical thinking and implementation of an
integrated approach to their duties;

3) situational competence, which provides the ability to act according to the situation;

4) social competence requires a communication and integration skills, ability to maintain
relationships and to influence, to pursue the desirable aim, to perceive and interpret other
people's thoughts correctly, to express the attitude, to converse and others.

The claims to the professional competence depend largely on the level and nature of
administration position. Today, the value of special knowledge and skills for senior executives was
reduced, but the role of methodological and social skills in communication, management of
employees, the ability to perceive and interpret information grows.

The basis of professional competence is a professional suitability — is a set of mental and
physiological features of the person required for effective professional work.

However, the ability to perform the professional duties is not enough to achieve the goals of
the organization, because no matter how qualified a worker is, his performance also depends on the
willingness to work or motivation to work. Only the combination of a strong labor motivation and
skills helps to achieve results. And vice versa: no matter how much a worker is motivated, he is
unlikely to use the tools effectively without having the skills to work with them.

The specificity of human resources should be taken into account, which is that:

1) people have the intelligence, their reaction to the external influence (management) - emotional

and meaningful rather than mechanical, and therefore the process of interaction between the
organization and the employee is bilateral;

2) people are capable of continuous improvement and development. In the modern scientific and
technological progress, when technology, along with the professional skills, expires within
several years, the employees’ ability to continuous improvement and development is the most
important and lasting source of enhancing the effectiveness of any organization;

3) in modern society a person’s labor life continues, 30-50 years, respectively, and human
relations organizations can have long-term nature;

4) in contrast to the material and natural resources, people come (mostly) in the organization
consciously, with defined goals and expects help (enabling) in implementing their goals.
Satisfaction of employee by the interaction with the organization is as essential factor to
continue this interaction, as the satisfaction of the organization;

5) the individual is unique. Unlike the two pieces of metal or kilowatt of electricity, there are no
two identical people. Accordingly, the reaction of various members to the same management
method can be quite different.

Thus we can conclude that one of the main ways to improve the efficiency of modern
manufacturing is the disclosure of human potential, encouraging creative initiatives and social
responsibility.

3.3. Personnel policy of organization

In terms of process approach the personnel management is realized through human resource

strategies and personnel policies of the organization.
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HR strategy - is determined, established set of methods and means of personnel
management, rules and norms of behavior for all subjects of personnel management process that
allows the organization to achieve more effectively long-term goals of its development under the
existing conditions of the environment.

Personnel policy — is a system of impacts on the personnel of the organization from
management, used in the course of a specified time, to implement the chosen HR strategy.

Therefore, personnel policy is - species concept for human resources strategy. It ensures the
existence of the mechanism of influence on the staff within the established HR strategy methods
and means within the time specified to achieve the objectives, which the organization faces.

The main goal of personnel policy is the timely provision with personnel of required quality
and quantity.

The main directions of personnel policy are:

- defining the basic requirements for staff in light of forecasts of domestic and foreign situation,

development prospects of the organization;

- formation of new structures and personnel development procedures, personnel management
mechanisms;

- formulation of the concept of wages, material and moral stimulation of workers in terms of
certain business strategies;

- choice of ways to attract, use, store and release of personnel, help in finding employment in the
event of massive layoffs;

- development of social relations and so on.

The following kinds of personnel policy are distinguished: passive, reactive,
preventive, active.

Passive personnel policy occurs in a situation when a clear action plan of management
regarding personnel is missing, and personnel work represents the elimination of negative
consequences. There is not forecast for the staffing work, facilities and personnel work evaluation,
diagnosis of the personnel situation in general in such organization.

Reactive personnel policy. It provides control management by the symptoms of negative
states in dealing with personnel, causes and current situation of crisis: the emergence of conflict
situations, lack of enough skilled manpower to deal with routine tasks, lack of motivation for
effective work. Company management is taking steps in localization of the crisis and focused on the
discovery and understanding of the reasons that led to the staffing problems. Personnel services of
such enterprises usually have the means of diagnosing the current situation and adequate emergency
assistance.

Preventive personnel policy. In a real sense of the word policy arises only when
management of a firm (company) has forecasts of the situation. However, the organization, which is
characterized by preventive personnel policies, has no means to influence them. Recruitment of
such enterprises has only means of diagnosis and prediction of staffing in the medium term. The
main problem of such organizations is to develop targeted HR programs.

Active personnel policy. If management has not only prognosis but also the means of
influencing the situation, and personnel service staff is able to develop anti-crisis program, constant
monitoring of the situation and adjust program performance according to parameters of external and
internal situation, we can speak of truly active policy.

But the mechanisms that management can use to analyze the situation can create rational
(perceived) and irrational (which can’t be described and algorithmic) grounds for the prediction and
programs.

Accordingly, two subtypes of active personnel policy should be singled out: a rational
and adventures.

In the case of a rational personnel policy the management has both qualitative diagnosis and
prognosis of development of situation at its disposal, and the means to influence them. Recruitment
service of the company has the means of not only staff diagnostic, but means for staffing
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forecasting for the medium and longer term. The programs of the organization development have
short, medium and long-term forecasts of demand for human resources (qualitative and
quantitative). In addition, the program of work with staff with variants of its realization is part of
the plan.

In the case of adventures personnel policy the management has no high-quality diagnosis,
prognosis of the situation, but tries to influence it. Recruitment service of the company does not
usually have prediction means of staffing situation and of personnel diagnostic, but the enterprise
development program include plans of personnel work, often aimed at achieving the goals
important to the development of the enterprise, but not analyzed in terms of the situation. In this
case the plan of work with staff is based on quite emotional, and little argued, but perhaps the
correct ideas of the intentions of work with the personnel.

In addition to the above given classification, two types of personnel policies are
distinguished - open and closed.

The open personnel policy is characterized by that organization is clear to potential
employees at any level, a man can come and start working as at the lowest position, so at the
position in senior management level. The organization is ready to hire any specialist, if he has
appropriate qualifications, without regard to experience in this or other organizations. Such
personnel policy is inherent to modern telecommunications companies or automobile concerns
willing to "buy" people in any job level, regardless of whether they worked previously in similar
organizations. Such personnel policies may be hold by new organization, which are characterized
by aggressive behavior in winning market, targeted at the fast growth and rapid access to the
advanced positions in their field.

The closed personnel policy is characterized by that organization is oriented to the addition
of new personnel only from the lower post level, and only members of the organization can fill
vacant senior posts. Such personnel policy typical for companies focused on creating a certain
corporate atmosphere, forming of the special spirit of involvement, and perhaps those working in
the conditions of deficiency of human resources.

Comparison of these two types of personnel policies by the basic personnel processes is
illustrated in the Tab. 3.1.

Construction of personnel policy includes three stages: normalization, programming and
monitoring of personnel.

Table 3.1
Comparative characteristic of two types of personnel policy
Personnel process Type of personnel policy
open closed
Recrui The situation of high competition on the | The situation of labor shortages, lack of inflow
ecruitment
labor market of new labor

Facilities for rapid inclusion in
competitive relationships, introducing
new approaches to the organization
proposed by newcomers

Effective adaptation by the institute of
instructors (“guardians™), high cohesion of the
group, inclusion into traditional approaches

Personnel adaptation

Often it’s held in internal corporate centers,

Training and the Often it is held in outdoor facilities, promotes the formation of a single point of

staff development promotes new borrowing view, common technologies, adapted to work of
the organization

The company employees always have the

Promotion of Difficult growth possibilities, as : . .
- . preference for appointment to senior position,
personnel prevailing trend of recruitment A
career planning is conducted.
- S . Preference is given to issues of motivation
Motivation and Preference is given to issues of . ; - .
. - . . L (satisfaction of needs for stability, security,
stimulation stimulation (external motivation) .
social acceptance)
Constant innovation impact of the new | The need to initiate specifically the process of
. employees, the basic mechanism of developing innovations, high sense of
Implementation of . . o . G
. - innovations - a contract, determining of involvement, responsibility for the changes
innovations o ;
the liability of employee and through community awareness of human and
organization organization destiny
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Normalization of personnel is set to coordinate principles and objectives of work with the
staff, the principles and objectives of the organization, strategy and phase of development. It is
necessary to analyze the corporate culture, strategy and development stage of organization to
predict the likely changes, to specify the image of the desired employee, the ways of its formation
and purpose of work with personnel.

Programming of personnel is carried out to develop programs, ways to achieve the goals of
the personnel work, including the specified current conditions and likely changes of the situation.
The system of procedures and measures to achieve the objectives, a kind of personnel technologies,
set forth in the documents, forms (always taking into account both the current status and the
probability of change) must be worked out.

Monitoring of personnel is to develop procedures for diagnosis and prediction of staffing
situation. It is necessary to select indicators of personnel potential, develop a program of continuous
diagnosis and mechanism of specific measures for developing and applying knowledge and skills of
personnel. Considering the enterprises that conduct regular monitoring of personnel, that are
included into a single system of connected tasks, methods of diagnosis and impact, adoption and
implementation of solutions, we can speak of the existence of personnel policy as a tool of
management.

Considering the above mentioned facts, in our opinion, personnel policy, detailed in the
procedures and rules designed to, first, facilitate the formation and execution of tasks that perform

v Professional orientation Management of
) and adaptation of personnel compensation
Recruitment
. v v
Planning of
personnel v Training Career management
4 Selection of v v
personnel . Optimization of the
Personnel evaluation .
personnel quantity

Figure 3.3 — The functions (processes) of HR

the personnel service. It is best these tasks (personnel actions, which correspond to different stages
of personnel policy) to describe by the term "processes”. That is the process of personnel
management - a system of "subprocesses": recruitment of personnel, its learning, adaptation, etc. -
that can be intersected or be imposed one another within a single organization (Fig. 3.3).

The process of management, shown in Fig. 3.3, is, with some degree of conditionality, a
reflection of the entire process of management, presented as a set of five major management
functions: planning, organization, motivation, control and coordination. Naturally, it is not
necessary to consider the process of personnel management in terms of the classical approach to
management, but it should be kept in mind that understanding of this process in isolation from the
traditional view that exists in administration science is impossible.

3.4. Service of personnel, its structure and functions

Personnel policy is implemented through a system of personnel management of the
enterprise - personnel services.

Personnel service in the organization - a set of specialized structural units in the sphere of
the organization management engaged with the officials (managers, professionals, performers),
designed to manage resources within the selected personnel policy.

The main purpose of the personnel service is not only to be guided in the implementation of
personnel policy by interests of the company, but also act due to the labor laws, social programs, as
approved at the national and at the territorial level.
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The functions, structure and tasks of personnel service is closely related with economic
development, understanding by the leadership role of personnel in achieving the goals and the tasks
faced by manufacture (organization).

Today's realities require a comprehensive solution not only of human resources, but also
performing of the main task by the personnel services in the conditions of the new economy - to
combine the goals of enterprise development with the needs of workers who realize these goals, to
balance the development strategy of an enterprise (organization, company) and employed
personnel.

Personnel management — is not only the function of the personnel service. According to one
or other direction within its competence other administrative subjects are directly involved into
personnel management - line managers of production departments with their subordinates
specialists.

In the higher branches of the administration (management) the issues of strategic order are
solved: formation of the personnel policy, strategy and tactics of its implementation, the task of
development of methodical and regulatory materials (documents), control in their implementation
and overall management of all departments of work with staff.

At the level of some manufactures work of HR has generally operational nature. Branching
of functions between the Office of Personnel Management Board and heads of separate production
structures must be sufficiently precise, avoiding duplicating the work, which increases
responsibility for results.

Functions of personnel management at the plant are performed by line managers (heads of
department, team leaders, masters) and management structures craft specialists (economists,
engineers and organizers), guild NGOs (mainly trade unions). Line managers are involved into the
reception of staff and masters together with specialists provide conditions for effective work and the
use of a worker according to his abilities.

In modern conditions the personnel service must be organizer and coordinator of the whole
staff work in the enterprise. It is designed to fulfill the function of control over personnel policy in
the structural departments, to oversee payment systems, health care workers, and create social and
psychological climate in the collective and social protection of workers.

The effectiveness of personnel service in the enterprise depends on:

- its specification and concretization of each structural unit functions;

- interconnection of structural departments work within the same service;

- organic relation of personnel service work with technical and economic operation utility
services work;

- staffing service.
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In current conditions the basic structure of personnel service has no generally specified
form, but one of its variants proposed in Fig. 3.4 should be recommend. It is focused on the normal
list of works and implementation of a strategic approach to personnel policy simultaneously with
the development organization.

The specific structure of personnel service, distribution of work between personnel

HR Director
[
v v v v v v
Sector of labor Sector of training Sector of Sector of research Sector of labor Sector of work
hiring and perspective stimulation and and analysis of relations protection
staff development compensation personnel
Planning, Developmentand || Medical programs,
recruitment, Training programs Analysis and Study and analysis || current control over || courses on health,
interviewing, and human evaluation work, the of quality of the implementation accident
testing, selection, || organization within development of working life, moral of the collective investigation,
analysis of the its safety tariff agreements, and psychological agreement improvement of
external labor development of the combination of [| climate of domestic working conditions,
market personnel, the incentives to all organization sport job
system of directions of work communications
professionally with human
skilled promotion, resources,
analysis, control- maintenance of
role and life social
planning compensations
f 1 f f f f

T

Sector of strategic Planning
Gathering and analysis of information concerning quality of life, labor market, adjustment and planning of all sectors
work in accordance with strategic objectives, providing with, the information senior management

Figure 3.4 — Organizational structure of personnel service in the enterprise

departments and within the structural department between performers, can vary in large range, since
it depends on many factors. Among them it should be noted, first, the size of the enterprise (the
number personnel employed on it), the volume of administrative works of each species,
understanding by the leadership of challenges of personnel management. Despite the effectiveness
of an integrated approach to management, in some plants the most important is, for example,
selecting personnel, the second —is a career planning service, the third — is evaluation of results and
wages. Significant influence has the style and techniques of control that the administration uses to
their subordinates and so on.

In the course of designing of the personnel service management structure and organization
of its work one should proceed from the fact that the existence of any business department makes
sense only under certain conditions (in case of certain personnel, the amount of administrative
works of this type). In other circumstances this function may be transferred to another structural
department or an individual within any structural unit.

First, the amount of works must be sufficient to load at least two or three people to be able
to provide a separate group within the department.

After defining the functional structure of the personnel service, the problem on a list of tasks
for each structural unit should be solved, its functions, staffing and related structures employed
workers, their duties.

Therefore, we proceed to the consideration of position aspects in personnel management.

Position is a staff unit of an organization, primary element in its management structure,
characterized by the totality of rights, duties and responsibilities of the worker, his labor functions,
frames of the jurisdiction, the legal provisions.
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Personal legal consolidation of a position makes its carrier the official. He has the right to
exercise power within the competence that leads to legal consequences (he can approve and issue or
to register acts, to sign money documents, etc.). Since most of the following actions are issued as
documents, the extent of the officials rights are determined by participation limits in their
preparation and implementation.

Thus, the ability to manage human, material and information resources appears in the right
to sign official documents, to promote or inhibit one or other actions - the right to vise document
that is signed or approved by the leadership, to propose their own variants of action and to evaluate
other proposals - in right to participate in developing the document, and finally, the possibility of an
official to check how the decision reflected in the document are implemented -in granting him the
right to control them.

Any position has its own name, which reflects the content and nature of work performed by
the person who occupies it. This name consists of basic components and additional information
about the business activities of its contents, and the time of the performing. For example, “an
electrical engineer”, “an alternating administrator”. If the base name exhausts all the content
features, we use only it.

Each post is the bearer of certain authorities, that is set formally granted rights and duties, to
make decisions independently, command and carry out certain actions in the interests of the
organization.

3.5. Planning and optimization of the personnel number

A personnel planning is the first phase in the process of personnel management. Through
human resources planning a long-term, future-oriented, personnel policy is realized. Planning is
combined with the strategy of personnel management. Together they make scheduling function
(Fig. 3.5). Developing a strategy for managing human resources and developing plans and technical
measures for its implementation is actually the process of human resources planning.

Human resources planning, in fact, is the application of planning procedures for completion
of states and personnel.

The planning process has three stages:
1) assessment of available resources;

2) assessment of future needs;
3) developing programs to meet future needs.

HR strategy and its implementation > Personnel policy (procedures, rules)

1 v

Planning of personnel

Scheduling
function

Recruitment and selection of personnel,
determining of the wages and benefits, personnel
evaluation of personnel and other HR processes

Figure 3.5 — Personnel planning as the primary process of human resource management

Personnel planning should answer the following questions:
- how many workers, of which qualifications, when and where they are needed;

- how to attract the necessary staff and cut unnecessary personnel without causing social loss;

- how to make better use of staff according to his abilities;

- how to ensure the development of new personnel for skilled activities and support their
knowledge according to the demands of business;
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- what costs are required planned staffing arrangements?

Thus, the personnel planning in the existing organization is logical to start evaluating its
availability. Management should determine how many people are engaged in fulfillment of every
operation necessary to implement a particular purpose.

The next phase of planning is forecasting of the number of staff needed to implement short-
and long-term goals.

Methods of forecasting of human resource needs are:

1. Extrapolation — is the most simple and often common used method, it presupposes the

transferring of the current situation (proportions) in the future.

2. Expert assessment — is a method based on the use of linear experts to identify needs for human
resources.

3. Computer models are some mathematical formulas that allow simultaneous use of extrapolation
methods, expert assessments, and information about the dynamics of factors affecting the
demand for labor organizations.

There is such a classification of methods of planning staff, which overlaps with the above
given: balance, normative and mathematical and statistical methods. This classification is
methodology known from domestic organizational sciences.

Balance methods are based on reciprocal linking of resources of the organization and their
needs within the planned period. If resources compared with the needs are not enough, it looks for
additional sources, allowing covering the deficit.

Another method of planning is normative. It presupposes, that the basis of targets for a
specified period (and, correspondingly, the basis of balances) are placed by the standard cost of
various resources (in this case - human) per unit (in this case - working time, payroll costs, etc.

The production standard, time, service, and number belong to the labor standards. They are
set for employees according to the achieved level of engineering, technology, production and labor.

The norm of controllability is the kind of quantity norms, which shows how many workers
may be subordinated to one supervisor. For higher levels of administration it is 3-5 persons, for
medium 8-10, for the lower 12-15 people.

Normalization of resources is carried out in three main ways: statistical reporting (actual
results are compared with the amount of time, the specific costs are defined on its basis), research
and production (based on the timing of operations performed by the most experienced and trained
employees, assessing and summarizing data) and analytical calculation (based on the physiological
potential of the human body, discovered on the basis of specific medical and biological research).

The third group of planning methods is presented by mathematical and statistics methods
that present the optimization of calculations based on various models. The statistical methods
belong to the simplest ones, for example, correlation model, which represents the relationship of
two variables.

Linear programming methods allow, by solving equations and inequalities, linking a number
of variable indicators, to determine their optimum values in mutual coupling.

The optimization of the personnel number. The process of optimizing of personnel quantity
means a reduction or increase in the number of employees due to the influence of some internal or
external factors. Thus the term "optimization" is considered primarily in terms of improving the
work efficiency of the organization as a whole. However, in each case the decision to dismiss or
transfer the employee to another job or to reduce a work day should be considered individually,
because as a rule, these processes have painful nature.

Dismissal of a member of the social organism organization affects, of course, the whole
team.

Each employee’s calm, his confidence in the future would be broken, and therefore his
accuracy would decrease, if he doubts the necessity and justice of, even somebody’s, dismissal.

And this confidence should be created. In such cases, the company provides cash awards,
honorary awards, finally, transfer to less challenging work that allows employees to remain active.
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A benevolent and wise leader is able to spare the feelings and care for an employee, if he
had to hit him while he finds a way to fulfill all other members of the social organism of confidence
in the future.

Dismissal — is a difficult psychological situation for the person, because, being in this
situation, we should use the following tips:

1) dismissal -is the need for the company, not the evaluation of your activity. The firm seeks to

survive;

2) remove the "poison™ of your soul. Depression and irritability — is a bad visiting card,;

3) evaluate yourself rationally. Try properly "present” yourself during the job search (skills,
experience, abilities, ethics, appearance, optimism);

4) be pragmatic. The employer selects the employees, and your candidate can not fit him, but you
also don’t need any work;

5) do not reduce social circle and contacts;

6) strive to be more active;

7) consider the role you play in life. What qualities could you make "work" more effectively?

Dismissal of personnel for any reason must be economically viable and socially effective.

While dismissal personnel you are advised to follow these rules:

1) reduction should occur with reference to the job places, so those workers should be fired,
whose places are reduced:;

2) itis useful to avoid additional costs in case of reduction, except as provided by law;

3) after the reduction there should not be any further costs.

In practice, the following variants of optimization (reduction), which are recommend by the
leading experts on HR management:

1) termination of recruitment. This measure allows to employ released workers due to the natural
employees release (which is about 5% of the total the number of staff);

2) movement of surplus of labor to available seats;

3) reduction of working hours. In this case, the excess number will be eliminated due to that more
workers will be need. There are several options of such reduction. There are abolition of
overtime, overload of some workers, some employees should work part time, and so on.

Due to the above mentioned context it should be noted that a key problem for any
organization is fluctuation of personnel. One can distinguish two types of fluctuation - physical and
psychological (hidden). Physical fluctuation covers those employees who are quitted due to various
reasons and leave the organization. Hidden, or psychological, fluctuation occurs with those workers
who do not leave the organization outwardly, but actually resign it, and are excluded from company
operation. This kind of fluctuation has no reflection in the documentation, but can cause significant
damage to productivity. Often officials show passive resistance or hidden sabotage, they are present
physically but not mentally. They do not work during the day and carry only the most necessary
things or, worse, execute with insufficient quality. For example, in some business organizations the
employees get payment for eight hours of workday, but actually they work an average maximum
4,5-5 hours during the day. Another time they may be in the cafeteria, by the computer for
entertainment on the Internet - sites or have with colleagues the everyday talk. Often these
employees only create the illusion of business activity, in fact, they actually have left the
organization, though they did not give it up. This group of employees may be represented by all
levels of organization, from top managers, who are at the highest levels of management, workers,
and the lowest level. Employees, who have left the organization but did not give it up, burden it
with serious problems that hamper the achievement of organizational goals.

The main reason for fluctuation is the workers discontent of their position. In particular, they
are dissatisfaction with salary, conditions and work organization, unsolved social problems,
distance from home, lack of recreational facilities, child care centers, careless attitude of the
leadership, unwarranted harassment, instability of official positions and the inability to make a
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career. Thus, fluctuation of personnel is caused not only by the social and living disorder, but also
by the complexities of self-realization or self-affirmation.

The circumstances that provoke fluctuation of personnel can be fully controlled (conditions
of life and work), partly controlled (staff satisfaction, interrelations, forms of motivation) and
managed (natural and climatic factors).

Purposefully affecting the first and second, one can significantly reduce fluctuation of
personnel. There are different measures to achieve this: technical (the improvement of techniques
and technologies that make better the working conditions), organizational (each worker finding the
most appropriate place to him because, for example, if a sense of worthlessness and congestion
increases fluctuation), socio-psychological (the provision of fringe benefits and guarantees,
improved of indoor climate), cultural and living (increasing health care).

For the management of the fluctuation personnel processes, it has become particularly
needed to collect and analyze information about them. It considered of high importance to collect
data about the total number of lock out workers, women who quit; people in the age of 18 years, 19-
30 years, over 50 years; about low- and high skilled workers; with the period of probation less than
3 and more than 10 years; with professional, high and specialized secondary education.

Researchers, for example, have proved that the desire to change one organization for another
is inversely proportional to age. The peak of changing one’s employer ends at the age of 24-25
years. Low skilled workers change jobs more often, because they don’t have any perspectives;
families, who earn less and live far away.

In large organizations, data about fluctuation of personnel should be analyzed by
professions, departments, positions, causes, age retired. In-depth analysis can be conducted once a
year, and quantitative estimates for the departments - each month. This helps to clarify the reasons
and take timely measures to consolidate staff.

3.6. Recruitment and selection of the staff

Hire of labor - this series of actions that the organization uses to attract candidates
that have the needed qualities to achieve its goals.

As shown in Fig. 3.6, hiring employees is a necessary element in the process of personnel
management.

The personnel ) Candidates | f Candidates
planning search hiring

v

Selection of
Incompetence the candidates
v Fitness

Employment

Figure 3.6 — The process of hiring

The importance of the recruitment process that H. Fayol had noted before in the early
twentieth century and modern data proves this also. Today the costs of hiring managers in large US
companies are 30-40% of his future annual salary.

These include: the cost of board, transportation recruiters and applicants,
payment services companies, which search for candidates, the cost of
their arrangement, and salary of persons, who engaged hiring.

Hiring staff is  to create the necessary reserve of candidates for all positions and
occupations, from which an organization selects most suitable for work employees. The required
amount of work on employment is largely determined by the difference between the existing
workforce and future needs in it. This takes into account such factors as retirement, employee
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turnover, release due to expiry of contract employment, expansion of the organization. The hiring
takes into account external and internal sources.

The means of an external recruitment are: the publication of announcements in newspapers
and trade journals, with reference to employment agencies and the companies that supply the
leaders, recruiters visit the institutes and other educational institutions and so on. Some
organizations are invited local residents to submit applications to Human Resources for any future
vacancies.

External sources of recruitment is all and an indeterminate number of people able to work in
the organization, but not working in it at the moment.

Establishing contacts with the organization of those who is for her interest as a potential
employee, to encourage them to possible future cooperation, called the recruitment of staff.

Recruitment of staff can be indirect - through the public image of the organization.

Presentations tend to attract people or random passers-by, who live nearby, usually from
those who seek additional incomes, such as advertising or sales agent.

Job Fairs are designed mainly for people wanting to change jobs, and on holidays and festivals can
accidentally come and highly qualified professionals who are interested in this organization.

A lot of major companies search and select candidates for the job by themselves. In this case
it is very important to imagine, to which media they apply. For the organization of successful
advertising campaigns to attract personnel into the organization, it is important to choose the
appropriate media type including the need for personnel, the required degree of specificity, costs.

Advertisements should shape the image of the organization, not contain discriminatory
aspects, be visible, interesting, short, set, true, legitimate, well-written, to stimulate the right people
for applying, and prevent unwanted people to do it, otherwise much time will go to screen out
applicants.

The announcement on the hiring, you must provide the following information:

- Features of the organization (name, location, activity);

- Characteristics of the position (number of tasks, a place in the structure, growth prospects);
- Applicant requirements (knowledge, experience, qualifications, skills, capacity);

- System of payment, benefits and incentives;

- The process of the selection (important documents, the timing of their delivery);

- Address and contact numbers.

Special type of advertising in the press is so called publicity - free or paid, (but not for
advertising rates), article about the organization and the benefits of working for it, which is
preparing by the board or service personnel.

Most organizations are trying to make recruitment mostly within their organization. It is
cheaper to promote own employees. In addition, it increases their interest, improves and enhances
the moral climate; the work’s goodwill grows up also.

The popular methods of recruitment through the use of internal reserves are sending
information about the vacancy, inviting skilled workers. Some organizations practice to inform
every employee about the free vacancy, allowing them to submit applications before the application
will be considered from people outside.

One of the methods is also appealing to their employees to recommend their friends or
acquaintances for a working place. This method is attractive, firstly, low cost, and, secondly,
achieving very high degree of compatibility of candidates with the organization because of their
close contacts with its representatives. Its disadvantages associated with informality - the ordinary
employees are not professionals in the selection of staff do not always have enough information
about the job, remuneration, etc., are often biased in judgments regarding the potential of their close
people.

In modern Western firms today more and more distributed secondary employment, a set of
temporary departments and creative groups. It is made by recruiting agents or directly by the
management, or on the basis of internal competition, which could be announced at a specific
position or department.
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As a result of the temporary aid of additional work, their horizontal and vertical
redistribution in large organizations form internal labor market. Its operation reduces costs, creates
incentives for staff, let the quick close the most important jobs by fast reorganization, keep the most

valuable part of the staff, and support staff stability.
In general, the advantages and disadvantages of recruiting, both internal and external

sources, cite in the Tab. 3.2.
Before one decides on the selection of new employees, it should determine if all the reserves

are used in the organization. These include:

» Overtime, increasing the intensity of labor;

» Reorganization of new production schemes;

» Temporary employment;

* Involvement of specialized firms to carry out some activities.

Table 3.2

Advantages and Disadvantages of the Recruiting Sources

Sources of Staff Characteristics Staff Involvement
Involvement Advantages Disadvantages
the opportunity to choose among a high costs
large number of candidates the possible deterioration of moral
new people — new ideas and methods and psychological climate among old staff
Internal of work a high risk due to lack of information
reduction of overall demand of the about a person
personnel due to involvement of poor knowledge of the organization and
additional workers need of a long adaptation
the possibility to plan involving staff small number of vacancies
process limited range of labor application
low expanses additional costs of reeducation
providing staff promotion prospects, the tension in a collective due to the
which increases their satisfaction with internal competition
work, self-confidence possibility of close-family relations
External maintenance of the basic staff during (nepotism)
the reduction of personnel reducing the activity of those who are left
and rapid filling of vacancies in the basket
candidates know the organization well, maintain a general shortage of labor
this provides them an easy adaptation
and their roll their most
a painless solution of the employment
and reduce of personnel fluctuation
Atthe nextstage of HR management selectsthe most suitable candidates from the
reserve, established during the set. In most cases, one must choosea manwho has the
best qualifications to perform the actual work on his job, not the candidate that is
most suitable for promotion. Objective decision about  the choice, as  the case may be
based on education candidate, his level  of skills, prior  work experience, personal  qualities.

Effective recruitment is a form of preliminary control the quality of human resources.
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Recruitment process with the selection of the staff is a complicated part of the hiring.
Recruitment process can be represented as the following scheme (Fig. 3.7).

Behavioral Science has developed many different types of tests that help to determine how
effectively the candidate is on a specific job. These tests can be useful for selecting candidates if we
take a strong correlation between high estimates, which are got during tests, and actual performance
at work. Management should evaluate the test results and determine whether or not people who are
good at tests are more efficient workers than those who gain fewer points.

In assessment centers (which were first established during World War 11 for selection and
evaluation of agents for the secret services) evaluate the ability to perform work-related tasks by
modeling methods. One method, the exercise called "market basket" offers candidates a
hypothetical role of the managing company. Within three hours a candidate has to make decisions -
how to respond to letters, memoranda, how to respond to different information. He has to make
decisions, communicate in writing with subordinates, vest, hold conferences, and establish priorities
and so on.

Researches have shown that assessment centers are a great way to predict the working
qualities of candidates. However, it is very expensive and therefore only large successful companies
use them.

Note that the first phase - the initial selection - begins with the analysis of a candidates list in
terms of their compliance with the requirements of the future employee. The main purpose of the
initial selection is to screen out candidates who do not have the minimum set of characteristics
needed to take the vacant position.

Methods of initial selection depend on the budget, strategy, company culture and the relative
importance of the position for the organization. At present time the most common methods of the
initial recruitment are questionnaire data analysis, testing, examination of handwriting (these
methods may be classified as a group testing methods and assessment group methods). HR
interview (interview) is the most universal way of evaluating personnel and can serve as a basis for
his selection and subsequent certification.

In preparation for the interview should figure out such fundamental questions:

1) that candidate's personal qualifications (knowledge, experience, guidelines) required for the

performance of a work;
2) which questions are put to all candidates, without exception, can obtain information and limit

Initial selection Collecting of the relevant information —|

|—> Candidate quality rating »| Selection of the most available candidates _l

|—> Testing > The hiring decision

Figure 3.7 — Stages of the recruitment process
the choice;

3) who must be the interviewer - one person or several - and in what form should be interviewed.

If you prefer group interviews, which is more reliable means, the question of the chairman exists.
He introduces candidates to experts, explains the procedure for conducting interviews, eliminates
the psychological barriers and creates the necessary atmosphere, makes the final decision in case of
disagreements.

The conversation begins with the presentation of the candidate to the employee personnel
services and other interviewers (if any), tales about the organization, the events there and the
corresponding post. The interviewer should create a mood, which eliminates the psychological
tension, through abstract discussion of general topics, to make candidate more talkative.

The interview is an exchange of information between representatives of the organization and
a candidate to occupy the vacant job, during which the representative attempts to form his own
opinion on two main issues: whether the candidate is able to be a successful employee in the
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organization (the ability of the candidate); whether the candidate will be a successful employee on
the post and in the organization (candidate motivation).

Based on interviews the head of the department (with a human resources specialist) chooses
the candidate that it considers most suitable for the position. Department of Human Resources is
preparing a letter of offer that describes the conditions of his work - the start date, job title,
subordination, the value of wages, working hours, holiday time and so on. The signed letter of offer
by the organization or department thereof shall be forwarded to the candidate.

The next stage of integrating the new employee is directly in the workplace and the primary
responsibility is on the head of the department, to which a new employee comes. The manager
should introduce him to colleagues and business functions, explains the routine of work, specialties
of the department.

3.7. Career guidance and adaptation of the staff

Career-guidance and adaptation of the staff are seen as one method of assessment, the
productive activities, reward systems, training and education, promotion, which used to develop the
capacity of workforce.

The first step in order to make worker job more productive, is a professional orientation and
social adaptation in the team. If management is interested in the success of the new employee to the
workplace, it must be remembered that the organization - a public system, and each employee - a
person.

During this period the person has a new attitude to work because of social adaptation to the
organization (organizational socialization). Organizational socialization - the process of learning
the structure of authority, awareness of the doctrine, adopted by the organization, learning and
understanding what is important in this organization or its departments.

Within organizational socialization has place a detailed review of the employee team and
new responsibilities, learn of behavior stereotypes; assimilation - a complete adaptation to the
environment and, finally, identification - identifying personal interests and goals with the general.

Adaptation is sometimes viewed as part of career guidance of the staff. Career guidance is a
system of measures which includes providing information and advice necessary for the person to
choose the profession that best represents his personal skills and qualities and which are required on
the labor market. Partial use of the employee skills in work harms not only his self-development,
but turns a loss to the organization. The gap between training and labor content of functions
performed by the employee reduces his interest in work that eventually leads to productivity fall,
deterioration of product quality, the growth of occupational diseases and injuries.

Mechanism of career guidance is a way of interdependent processes of the employer, which
has competitive features, and provides training, education, counseling, selection and adaptation of
the employee.

Two directions of adaptation are distinguished:

- Primary, the adaptation of young specialists who don’t have professional experience (usually

in this case of graduates);

- Secondary, the adaptation of workers who have professional experience (usually those who
change the object of activity or professional roles, for example if you scroll to the rank of the
head).

There is also a classification of adaptation of the criteria: professional (active development
of the profession, its specificity), physiological (adaptation to conditions of work, mode of work
and leisure), social-psychological adaptation (adjusting to the team and its rules, guidelines, and
colleagues, economic realities).

Young people, who get jobs, have a basic training course - adapt. It lasts for a short period -
two months. The main content of initial training - beginners have an introduction with a company,
employee relations principles, traditions, customs, rituals, moral training before work.

During in-depth programs adaptation employees here takes part HR managers as well as the
line managers. In small firms program manager adaptation is given by practitioners, sometimes -
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with the involvement of unions employee. One uses a variety of programs - from those involving
mainly oral information, to formalized procedures, to link oral understanding of written and graphic
instructions.

The adaptation begins immediately from the Human Resources during the reception and
execution of work. Human Resources Inspector conducts a small conversation, during which he
presents the agency, department or shop where the employee will get a job.

Then he sees a new employee at his workplace and encourages direct supervisor. The last, in
his turn, introduces the newcomer to staff, colleagues at work, workplace. As the manager wishes,
he can attach to the novice mentor from among the more experienced and older workers.

Typically, the supervisor conducts periodic discussions with the new employee for a
month, inquiring about the difficulties that he has, his success, and regularly
performs assessment work.

To create ascientifically based system of career and adaptation should be based
on specific goals (Fig. 3.8).

Career guidance management and personnel adaptation of the

Overcoming the imbalance of demand Providing mutual adaptation and gradual
between the professional labor worker and integration of workers in the social and
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Figure 3.8 — Aims and Tasks of Management and Career Guidance during the
Organizational Adaptation

To achieve these goals in organizations should be composed individual service HRprofessio
nals or independent department of carrer and adaptation training. The staff of that department must
contain at least two persons: career-consultant (career guidance) and the HR manager (adaptation of
employees).

3.8. Training

Training is useful and necessary in three cases. Firstly, a person works in the organization.
Secondly, when the employee is appointedto a new post or when he is entrusted toa new
job. Thirdly, when the check finds that the worker doesn’t have certain skills to do effectively his
job.
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Training is understood as the staff development program, staff, focused on the transfer of
new knowledge fields, which are important forthe organization, skillsto solve specific
production situation and experience of professional conduct during some meaningful situations.

The training process is quite complicated. Training begins with a human birth and lasts a
lifetime, but the intensity of perception, so striking in childhood, decreases with age, and during
intellectual and physical flowering individual learning ability is significantly lower. This strange
fact has been confirmed by many teachers, psychologists and sociologists studies (Fig. 3.9).

Subordinates employees training is one of the most important responsibilities of managers.

A

Skill

Competency Turn-down

Quality of the performed tasks

Accession to a new job

v

Time
Figure 3.9 — Business Activities Stages of the Officer

Every time when teaching takes place, supervisor should:

1. Make the employee feel free. Do not tell him what he had already known, to starts with
unknown details. Interest employee in learning the specifics of his work, explain how his
work or operation associated with producing the final product, to help him find his place.

2. Show the operation. Tell, show, illustrate and ask him carefully and patiently about the main
operation stages. Give small information scopes. Repeat work and explanation, if it is
necessary.

3. Let the employee go on with the operation by his own. Try it, giving him the opportunity to
do the job. Let him explain and show how it works. Let him alone explain the main points of
operation. Firstly, the employee will attempt to achieve precision performance and only then -
speed. Keep doing this until there is confidence that he knows his work basically.

4. To continue. Give employees the opportunity to work by his own, when he "has felt"
job. Introduce whom he should ask when the help is necessary. Encourage questions and
check frequently at first, perhaps every few minutes, and then every few hours or several
days.

The above recommendations apply to individual learning methods such as coaching and
apprenticeship. Instruction in the workplace is an inexpensive and effective means of simple
technical skills, so it is so widely used at all levels of modern organizations.

The simplest type of learning is independent learning - it is not required either the instructor
or a special room or a certain time - the beginner learns where and when it is suitable. The main
feature of this type of training is its individual character. Beginner can determine the pace of
training, number of repetitions, duration of employment, in general to control important parameters
of the learning process, which is given by other methods. At the same time the individual nature of
self-study deprives of one of the major terms of performance - feedback.

Kind of independent study is the rotation in which employee moves temporarily to another
position in order to acquire new skills. Rotation is widely used by enterprises that require workers
to have polyvalent skills, the possession of several professions. Rotation effect on employee
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motivation: to help overcome the stress caused by monotonous business functions, expands social
contacts in the workplace.

One should consider the group training.

There are several methods of group training - lectures, simulation games, discussion of
practical situations (cases) and the demonstration of slides, videos. A large number of training
courses for employees is a combination of several of these methods.

Lectures - the oldest and most traditional method of teaching. It should apply, even when
students do not know the subject. Lecture presentation is unsurpassed means to give a large amount
of educational material in the short term, can develop many new ideas during one session. The
scarcity of lectures as a means of training is that students are passive actors in the situation. As a
result, there is hardly some feedback, the instructor does not control the degree of learning and can
make adjustments in the course of study.

Discussion and analysis of practical situations, hypothetical or real, can largely overcome
this weak point. The basis of this method is discussion, group discussion in which beginners
perform an active role as the instructor directs and controls. The successful use of practical
situations discussed method requires the beginners to have a certain level of professionalism and
knowledge, which have to be developed in the workplace or through other methods.

Business games are a training method, the closest to real professional students. The
advantage of business games is that, as a model of real organizations, they both can significantly
reduce the operating cycle and, thus, show participants, which will show results of their decisions
and actions. Business games are quite useful in terms of developing practical, managerial and
behavioral skills.

Demonstration is a training method in which information is given to students using video,
slides, and posters, and so on.

3.9. Evaluation and appraisal of the staff

Evaluation of the performance of employees, in fact, belongs to the audit function within the
staff management.

Evaluation of the staff is the process of identifying members of the organization
performance of their duties and realization of organizational goals.

Quantifying the efficiency of labor is the next step after the employee has adapted in the
team and received the necessary training to do effectively his job. Evaluation of thr staff
performance requires that managers collect information how effectively each employee performs
the duties delegated to him. Conveying this information to his subordinates, supervisor informs
them of how well they cope with its responsibilities and allows them to correct their behavior if it
does not achieve the necessary requirements. However, performance measurement allows
management to identify the best employees and raise really the level of their achievements and
transfer them to more attractive positions.

Factors affecting the performance evaluation system of the personnel:

1) the nature of tasks performed by certain employee;

2) state requirements, restrictions and laws. State control in the promotion of workers, their wages
and so on. Indirectly encourages enterprises to form more sophisticated assessment system;

3) personal officer attitude to the worker;

4) trade union action: can either support or oppose the current system of personnel assessment.

Basically, performance measurement serves three purposes: administrative, informational
and motivational.

Concept evaluation is inextricably linked with the concept of certification in the field of
personnel management - the most common system of assessment staff.

Certification is the process of evaluating employee performance of their duties, which are
performed by his direct supervisor. The main purpose of certification is not to monitor compliance,
but to identify the increase reserves of employee output. Certification involves several stages and,
in fact, is an ongoing process (Fig. 3.10).
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Figure 3.10 — The Personnel Certification Process

In the first phase of certification (Fig. 3.10) the head identifies early date of the interview
and notify it to the employee, giving him the opportunity to prepare for certification
thoroughly. The employee preparation to interview has to evaluate his own work since then,
compile a work plan for the next period and a list of questions he would ask the head. Preparation
of the head - a more difficult process because he is more responsible for the quality of certification
than the employee, particularly for the prevention of subjectivity in the assessment of the employee
(below will be considered the relevant recommendations of the head).

Main event in a benchmark process is the examination interview — the head meets the
worker, during which there is discussion of the employee results in the last period, an assessment
of this work as by the head and by the employee as well, the employee is approved plan for next
year and for future. After the interview attested officer fills out the form.

There are several methods of certification. The oldest and most common method is the
standard estimates. Manager completes a special form of the control sheet, sometimes in
combination with descriptive form, which requires that a person, who conducts the certification, not
only evaluated the employee, but also explained his reasons for evaluation. Control sheets require
that a person, who conducts the certification, evaluates the employee and expresses specific
opinions on personal qualities.

Different forms contain different list of qualities but experience has proved that among the
characteristics that are selected for evaluation, there are usually dominate the following: qualitative
and quantitative aspects of work, willingness to work together, initiative, dependability, and
personality, attitude to safety, ingenuity, knowledge work, habits, ability to plan and ability to
manage. For certification of each employee a certain form is used.

Method of standard estimates inherent simplicity, low cost and popularity. The
disadvantages of this method are that the certification carries one person (subjective assessment),
the standard scale does not reflect the sense of each individual worker, which may affect the quality
assessment. To overcome these deficiencies, the evaluation form is filled not by the leader, but by
personnel management specialist. Also not one but several standard forms are used, which had been
created with the peculiarities of different professional groups.

Using comparative methods, the head compares the employee results of his department with
the results of others. This help to distinguish group in the percentage of workers from the best to the
worst. As with standard methods of evaluation, comparative methods are simple and have the
disadvantage of subjectivity. In addition, these evaluation methods can cause confusion within the
department.

The most popular today are the methods used to complement the traditional certification -
management by setting objectives (MBO - Management by Objectives).Usage of the method starts
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with defining the key objectives of the employee for a certain period (year or six months). Such
goals should be a few; they should reflect the major tasks of the employee for the next period and to
be specific, to be liable, to be measurable and meaningful, etc. After the benchmark period,
employee and supervisor evaluate each goal, usually a percentage of total personal plan and the
employee (list purposes). Casting vote when the final decision is given, of course, has the leader.

When the main stages of appraisal are completed, a number of organizations practice to have
a talk with staff after certification. Typically, the results report to the employees mainly in
individual conversations with an employee director. Some companies offer leaders to make a
separate official report on the conversation of the results, the reaction of the employee or his
comments on the certification.

Certification may increase as employee morale, and its performance, to achieve these
results, many things can make a conversation. The employee should be commended for its good
sides of work, criticize constructively and make suggestions in a friendly manner. It is important
that the employee knows not only the nature of the performed work, but also what is expected of
him in the future. Some companies allow employees to view and save a copy of their certification,
printed so that employees could not identify its author. For several years saved documents,
reflecting the transcript of the employee record, thereby strengthening its sense of belonging to the
company.

Alternative certification began to spread quite recently - 15-20 years ago and they still often
refer to experimental. However, some of them have become widely used and well established as
"standard" methods of evaluation staff of many companies. Among these methods, of course, is
"360 ° certification”.

"360° certification” employee is estimated by his supervisor, colleagues and
subordinates. Specific mechanisms of certification may be different (everyone who take the test, has
to fill the same form of assessment, each category fills a special form, certification by colleagues
and subordinates is conducted on computer, etc.). But the essence of this method is clearly reflected
in its title - namely, to get a full assessment of the employee.

Psychological evaluation methods are a peculiar kind of alternative methods of
certification. Professional psychologists with help of special tests, interviews, exercises evaluate the
presence and development degree of certain employee characteristics. Unlike traditional
certification not the result are ranked (performance in his post), but employee
potential. Psychological methods can achieve a high degree of accuracy and detail of assessment,
but significant costs for the professional psychologists limit their scope. In modern organizations,
these methods are mainly used to identify employees with leadership potential - the future leaders.

Involvement of experienced psychologists is effective when the methods of monitoring the
employees’ behavior apply. On the scale the examiner notes the number of employer actions
whenan employee had this or that behavior before. This observation should be
treated directly with individual employee, and for his conductin the team. There are some
restrictions: material costs and ethical side of the question (how open could be an observation).

Big companies can afford  to evaluate personnel, using different  and complex methods.
These organizations have the special assessment centers.

They examine the indirect methods of staff evaluation (human gait, appearance,
handwriting, etc.), usage of which can be explained by the factthat peopletend to
change, as once, and the whole life long.

3.10. Career management, training of managers

Career management is the official program and, therefore, the process of employees’
promotion in service that helps to reveal all their abilities and use their strongest sides, according to
the organization view.

Career management programs, promotion, help organizations use their employees’ career
skills fully and thus enable workers to apply their fullest ability. Career promotion official program
empowers people to take their work in organizing as a series of movements in different positions,
which helps organization and individual development.
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There are types of career. Career can be dynamic, associates with job changing, and static,
which occurs in the same place and in the same profession as professional growth. There is vertical
type, which suggests a hierarchical ladder of official grading promotion, and horizontal, which
occurs within one level of management, but with the change of occupation, and sometimes
profession. Combining these two approaches gives the so-called ladder career.

Career may be administrative or professional. Many companies, which are related to high
technology activities, want to keep high-skilled staff and use more their creative potential. They set
in line service ladder - ladder of scientific degrees and titles ("parallel service ladder”, higher grades
that meet Vice President). This prevents the intellectual elite transfer in administrative work,
although the lower grades have the possibility of the mutual transition. Thus, professional and
qualified promotion uses as the job promotion and also as the qualified staff development at the
same time.

Another kind of career - centripetal, whose essence is not so much as move, such as their
real result, which is approaching a "core" organization. It deals with a person, even without any
high position, who may be close to the leadership, admitted in a narrow circle included the elite.

So, career success can be viewed as promotion within the organization from one position to
another, higher, and as a degree of defined profession mastery, concerning experienced skills and
knowledge, and received special recognition by management.

It should be emphasized personal view on the career. Career is individually perceived
sequence of attitudes and behavior related to work the human life long. Therefore, despite the fact
that the career concept is related to work, personal life and role in it are important.

Any career is done for the sake of something, thus has its own motive force that is changing
some years lately. Based on them, people make strong efforts to achieve specific goals.

These motives are:

- Autonomy. Man is eager for independence, ability to do everything on its own. In the
organization he gets a high rank, status, authority, merit, with which everyone is forced to
reckon;

- Functional competence. Man strives to be the best professional in his occupation and be able to
solve complex problems. He focuses on professional growth to do this and officer promotion
sees through the prism of a professional. These people don’t care much about the material side
of things, but appreciate external recognition from colleagues and administration;

- Security and stability. Manages the activities of the employees are controlled by the desire to
strength their position in the organization because they see the main task in obtaining the post
that provides such guarantees;

- Competence management. Man is guided by the desire for power, leadership, success,
associated with a high position, rank, title, status symbols, important and responsible work,
high wages, privileges, recognition by management, rapid promotion through the ranks;

- Entrepreneurial creativity. Employees are guided by the desire to create, organize something
new, do art. So for them, the main career motive is to find the required power and
opportunities, which the certain job can give.

- The championship demand. Man seeks a career in order to be always and everywhere the first,
"leave behind" the colleagues;

- Lifestyle. Man aims to integrate the individuals and families needs to receive, for example, an
interesting, very highly paid job that allows him to move, manage his time, etc. If one doesn’t
have a family, the first place can get consistency of work, its exciting, and variety;

- Material well-being. People are guided to get a position with high wages or other forms of
compensation;

- Health conditions maintenance. An employee aims to achieve a post that involves the
performance of official duties in propitious conditions.

80



The main responsibility for career choice has an individual. A life position choice provides
occupation that is different and often conflicts values (motive forces). People tend to give these
values uneven weight at different stages of the life and career, in addition, then the possibility to
obtain satisfaction from their choice changes. While choosing a career can apply appropriate
research methods, real career choice is very subjective.

Leadership training is a development of skills, which are required by employees for
effective performance of its duties or production problems in the future. In practice, systematic
training programs used mostly to prepare managers to the service promotion. For successful
leadership training as well as for education in general, careful analysis and planning are needed.

Using performance organization evaluation should firstly determine their managers’
abilities. Then, by analyzing the content of work management should identify which abilities and
skills are required to perform duties at all linear and functional positions in the organization. This
allows the organization to find out which leaders have the best qualifications to occupy a particular
post, but who need training and retraining. Solving all these issues, management can develop a
training schedule for individuals who are elected for a possible service promotion or change to
other posts.

Leadership training in general takes place to ensure for managers to master the skills and
knowledge necessary to implement the organization's tasks.

Most organizations work with manager reserve distinguish two groups - the heirs (double)
and young employees with leadership potential. Each group has its specific either in terms of
selection, or in terms of development.

Heirs or understudy is a candidate to fill certain key company positions who is willing to
work in these positions currently or will be ready for it in the near future. Heirs preparing is
complex multistep process (Fig. 3.11), which requires constant attention by senior management,
human resources professionals, and support managers. Not every modern organization effectively
manage this process, many people still solves the problem of continuity in leadership in an
expeditious manner at the time of the release of key positions. This is not surprising as systematic
work with reserve managers require significant time, global perspective, patience, insight, often
contrary to the operational tasks.

The first stage in the reserve work is to identify key positions, which have particular impact
on the organization. Typically, the key positions are the CEO (the first head, his direct subordinates,
managers of branches and divisions). The number and specific composition of key positions depend
on the size and specifics of the organization. The large international companies the number varies
between 30 and 200.

The same step makes a plan to free up key positions. Department of Human Resources along
with the leader analyze carefully the situation which has arisen, taking into account age, promotion
perspectives, personal interests and health of employees who occupy key positions, and determine
the release terms of each.
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Figure 3.11 — The Planning and Reserve Managers Process

The next step makes a head portrait that includes: general features, characteristics of an
effective leader of the organization and skills needed to carry this job.

Selection of candidates for reserve managers is controlled by the highest board of the
organization together with the department of human resources in terms of confidentiality. Selection
on the job takes into account three main criteria: individual employee characteristics match the
ideal candidate profile for the certain position (to determine by the method of expert evaluations
and psychological tests); results on currently and previously occupied positions (to determine on the
basis of certification); degree of the candidate readiness (to estimate candidate potential as his
compliance officer generic). Thus for each position the reserve should have at least two candidates,
the second is always necessary to prevent emergencies and to encourage efficient work of the first
candidate.

Preparing of the plan development is worked upon the comparing characteristics of each of
the reserve Generic employee for the position. To perform this comparison, it is necessary to
evaluate the candidate on critical parameters for the position, i.e. components of a employee perfect
portrait (usually - problem solving, strategic planning, leadership, managing staff, interacting with
colleagues, organization and coordination of resources, responsibility and goals’ achievement,
communication, etc.). This evaluation is conducted by testing or peer reviews: each of the criteria
has the appropriate number of points.

The heirs training plans implementation requires the participation the three parties - the
employee, HR and senior management organization. The development involves, above all, the heir
active roll - without his motivation and efforts even the perfect training plan is doomed to
failure. The direct impact on heir motivation has the leader. Role of Human Resources is a general
control over the process of preparing successors.

The next stage is the successor progress evaluation: annually the head along with the
Director of Human Resources conducts a formal progress evaluation of each of the heirs. During
this evaluation takes place a detailed discussion of the heir to his post, the individual development
plan implementation, and the evaluation of the degree of readiness to take up key positions.
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The discussion takes place if the release of key leadership positions has happened; they talk
about the readiness of successors and decide on the promotion.

After the appointment of the heir to his new job starts the hardest time - the adaptation
period. Currently the employee works on a new position, also needs of assistance (informational,
organizational, moral) from managers, colleagues and subordinates.

Except of the heirs preparing the organization searches for the young employees with
leadership potential and develop their qualities.

Young employees with leadership potential - these are people that in the future can take
leadership positions in the organization. Today there are many definitions and even more names for
this group of people: high-potentials, high-flyers, fast-track employees and so on, In the Ukrainian
language starts to assert the term "hay-po" from the English reduction of high-po.

Contents of this category of reserve managers is to identify and enhanced employees
development that have the potential to hold 10-20 years of key positions in the organization.

Unlike working with inheritance, the potential employees’ trainings have no targeted
character - the organization prepares them to employ not a certain position, but general management
positions. This is because the "hey-po™ is at early stages of their career and could not adequately
disclose the potential on the concrete sector of the organization.

Key role in identifying the potential employees have a personnel department, who should
have professional skills of early potential determination and forecast. To hire a “hay-po” many
organizations create a special development program for a period of several years involving work in
different positions and in different departments, specialized training and others.

The system approach to the work with young employees with leadership potential can be an
important factor in increasing the effectiveness of any organization. However, this process should
be well thought and meet the strategic goals of the organization and its culture.

Questions for self-check:

1. Explain the essence of relationships and notion of the main elements of the HR organization.

2. Give the definition of personnel management in accordance with process approach in
management.

3. Describe the main goal of human resource management in modern organization.

4. Identify the functions of personnel management subordination to its aim and tasks.

5. What is the main point of the personnel management model?

6. Describe the essence of the term “personnel”.

7. Define personnel policy of the enterprise. Which types of personnel policies do you know?

8. What do you mean by Human Recourse Service of the organization? Identify the meaning of

the official functions and aspects.
9. Discover the essence, and define the place of staff planning in the overall process of human
resource management.
10. Which methods of the personnel number optimization of the organization do you know?
11. Expand content of the personnel fluctuation: physical and psychological.
12. What are the advantages and disadvantages of internal and external recruitment sources?
13. Which methods of recruitment and selection of personnel do you know?
14. What do you mean by the staff adaptation?
15. What is career guidance?
16. What is the essence of the staff training?
17. Which training methods do you know? What positive and negative sides do they have?
18. Expand the essence of the staff evaluation process and a notion of "certification".
19. What is the planning process and reserve manager preparation of the organization?
20. What is the essence of labor career management?
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CHAPTER 4. CONTROLLING

Object: knowledge system formation of the modern enterprise management conceptual principles
based on the integration, coordination and activities direction of the different departments and
enterprise subdivisions on the efficient and strategic goals achievement.

Subject: the process of effective and strategic management as a system aimed at the concrete goals
achievement by all the structural departments and managerial decisions to optimize "costs - amount
— profit”.

Content Modules: essence, tasks, functions and types of controlling. Interconnection of controlling
and other management functions. Management it’s accounting as a basis of controlling. Budgeting
as is an operational controlling instrument. Organizational-methodical basis is the creating an
enterprise controlling system. The formation of target functions and the elements controlling
systems. Controlling service position in the organizational enterprise pattern and its structure and
composition.

4.1. Theoretical bases of controlling

The concept of controlling appeared in the XV century, but only in the XIX-XX centuries it
was spread and developed as an economic category.

The causes of formation and controlling were:

- industrial growth;
- economic crisis;
- complication of the enterprise organizational structure;
- insolvency problem;
- increasing of the informational loading for managers of different hierarchical levels;
- general cultural aspiration for interdisciplinary sciences, synthetic disciplines.
Two basic models of controlling were formed during the historical development: German
and American.

The term “controlling” is used in Germany. The term "management accounting™ is used in
the U.S.A. and Great Britain, although the workers whose functions are keeping management
accounting are called controllers.

Nowadays it is possible to point out five basic stages of controlling:

1. Controlling as a managerial accounting (30-ties and 60-ties years) - orientation on the cost
management using information technology.

2. Controlling as a management information system (70-ties to 80-ties years). The development of
the common information system concept, its introduction and coordination, optimization of the
information flows.

3. Controlling as planning and control (beginning 90-ties years) - planning and control of the
enterprise structural departments.

4. Controlling as coordination (90-ties years) - coordination of system management (management
control). This figure is connected with the development of the project management, the
appearance of the matrix organizational structures.

84



5.

Controlling as coordination process of the decision-making (2000's years).
Controlling — is a system of elements of accounting, analysis, control, planning, aimed at

the cost and performance regulation of the company that provides current and future business
objectives and its long effective functioning.

1)

2)

The concept of "controlling™ includes two aspects:

controlling as a process of integration methods of accounting, analysis, planning and control in
a single system of receiving, processing and compilation of information on its management
decisions base;
as the controlling system that controls the enterprise economy and is focused not only on
achieving current goals in the form of profit receipt or costs minimization, but also in providing
a solvent state of enterprise, aimed at achieving the global strategic goals, for example driving
out the enterprise in the conditions of competition, preservation of the working places as a
social factor, ecological production ensuring etc.

Controlling is the pivot around which all the basic elements of organization and

management of enterprise are combined, namely:

all categories of business processes and their costs;
responsibility centers of the company;
systems of planning and budgeting, which are formed on the basis of responsibility centers of
the company;
management accounting system, which is based on the responsibility centers and their budgets;
strategic management system based on the analysis of the chain of values, strategic positioning
analysis of costs and factors;
monitoring and analysis of financial and economic activities results;
information flows (record-keeping), which allow you to capture the current state budget
accomplishment of the responsibility centers;
detection of the deviations causes and forming of the managerial influence within the
responsibility centers.

The main purpose of controlling — is the administrative process orientation to achieve set of

goals which face the company. This means the controlling purposes are derived from enterprise
purposes. The strategic purpose of this is to maintain the stability and success of the enterprise.

The specific tasks of controlling are:

to identify the idea of deviation and requirements for adaptation, to ensure the opportune
supervision and development of measures to correct deviations;

to assist in the decomposition of overall enterprise goals into smaller goals of individual
departments;

to identify problems and to manage the departments of enterprise economic services;

to promote the better management of enterprise profit;

to assist in developing an enterprise rational policy;

to assist management in decision making which are appropriate to goals.

Controlling functions are determined by the purposes posed before the organization and include

those activities that ensure these goals’ achievement.

There are eight major functions in controlling: goals setting; planning; operational

management accounting; information function; monitoring; control; analysis of plans, results, and
variances; providing the recommendations for management decisions making.
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Let’s consider these features in details.

Goals setting it are determination of the qualitative and quantitative goals of the enterprise.
It is the selection of criteria, by which the achievement degree of the set goals should be qualified.

Planning actually means the concretization of the enterprise goals in the form of plans and
forecasts, taking into account the enterprise policy from the various aspects of its activity. An
important reason for planning is analysis of strong and weak points of the enterprise, opportunities
and threats. Plan is a quantitative expression of the enterprise goals and development of the ways of
achieving them.

Implementation planning function within the controlling foreknows:

- assistance in developing methods of planning;
- coordination of activities of various departments and enterprise services in the planning
process;
- plans assessment;
- determination of whether plans meet the enterprise goals, whether they stimulate to action, how
realistic is their implementation.
Controlling determines how and when is to plan properly and evaluates the probability of
planned activities. It does not indicate what is necessary to plan, and is not responsible for the plans
implementation.

Operative management accounting — is a reflection of the whole financial and economic
enterprise activities, gives the information about the current implementation plan. As part of the
controlling system it is essentially different from the accounting. Specific management accounting,
unlike the accounting, is oriented on the information needed by enterprise and departments
managers, support of the management decisions.

Information function is the main enterprise controlling system element. One of the main
tasks of controlling — is management information support, some kind of information organization,
providing of a clear and coherent functioning of information flows in the enterprise. There is such a
chain in the controlling system: "initial information - controlling service - ultimate information —
making management decisions”.

Any information provided by the controlling system has to meet the following requirements:
relevance (materiality for making management decisions), timeliness, reliability, usefulness,
completeness, clarity, regularity of income.

Monitoring function forestalls:

- tracking of the processes in the enterprise, in real time;
- efficient reports analysis on business results in the shortest time periods (day, week, month);
- comparison of the target results with actually achieved.

Control function. The concept of controlling is not identical to control: control is engaged in
recording and assessment of facts that were done in the enterprise, and controlling is aimed at
prospects.

Control forestalls:

- the comparison of the planned and actual values for measurement and assessment of the goal
degree achievement;
- setting acceptable limits of the deviations from the plan;
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- analysis of variance as a basis for corrective action, the interpretation of deviations causes and
concession of the suggestions for their reduction.
In the controlling system accents are displaced from a simple record of the past facts toward
prospective, anticipatory control.

Function analysis and regulation. Function analysis forestalls evaluation of plans, results,
deviations and serves to identify major.

Regulation means the current monitoring of the planned exponents, their comparison with
the real condition, and suggestion of the corrective action in case of deviations.

On the basis of the analysis one provides recommendations for management decisions
making. Taking into consideration the situation that arose, as well as future opportunities and
threats, controlling mechanism determines which alternatives the enterprise has now, and evaluates
them from the position of enterprise goals achievement. Based on these recommendations the
manager can focus its activities on the goals realization.

Considering the controlling function, one can define specific tasks which help to realizing
these functions (Tab. 4.1).

Table 4.1
Relationship of controlling tasks with management functions

Management

: Controlling mission
functions

Coordination of different plans and a consolidated plan development;
Development of planning methods;

Planning Scheduling of plans;

Concession of information for planning;

Concession of the plans worked out by the departments;

Organization of accounting and control of costs and results;
Structural coordination of departments

Stimulation Stimulation of the plans accomplishment in the departments
Accounting Conducting of financial and management accounting.

Comparison of planned and actual values for measurement and evaluation of the
achievement goals degree;

Establishment of the permissible deviations boundaries from the plan;

Deviations analysis, interpretation of their causes and development of the suggestions
for reducing the deviations.

Collection of the most significant data for decisions making;
Consultations on the choice of corrective measures and administrative decisions;
Development of tools for the realization of the main functions of management.

4.2. Types of controlling

Organization

Control and
regulation

Decisions analysis
Information flows

Financial controlling. The main task of the enterprise financial management is to maintain
profitability and provide liquidity of the enterprise (the ability to fulfill their payment obligations at
any moment).

Investment controlling. Controlling investment supports the decision-making process for
choosing the best projects at the stages of search and evaluation. Herewith the main task of
controlling investment is enterprise goals achievement in investment activity.
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Innovative controlling.

The main task of the project-controlling is in overseeing the project implementation, in
control and information support of effective project management.

The task of project planning presumes the formulation and setting of the project: activities
(tasks), time, capacity (human and material resources), and costs.

Technological controlling.

Technology controlling can be viewed as a set of activities to improve and to develop
methods for technological decision making for the entire cycle of production technology.

Ecological controlling — is a system of ecological planning and accounting, ecological
control, analysis and audit, implementation of which contributes to the choice of alternative
approaches to operational and strategic enterprise management to achieve ecological and economic
efficiency.

4.3. Cost management in controlling

The costs — are the total loss of the enterprise connected with doing certain activities. Under
the costs we understand assets reduction or increasing its debt obligation in the economical
activities.

To make a proper decision manager has know which costs and benefits it will have, imagine
all the consequences. Herewith the particular importance has cost classification which is a
prerequisite for their further analysis.

In practice there are several classifications of costs: one can single out the traditional
classification (Tab. 4.2) and classification of the features specific to controlling.

Table 4.2
Traditional classification of costs

Indication Costs

Costs of production, department, sites, technological
redivision, service

Costs of products, typical representatives of products, groups
of homogeneous products, one-time orders, prepared food,
gross, goods, sold products

By places of origin.

By the kinds of production, works,
services

By the unity of the (homogeneous)

One-element, complex
cost structure

Costs of economic elements
Costs of costing items

Regarding the production process Major, overhead
By the calendar period Current, long-term, non-recurring
By way of carrying value on the product | Direct, indirect

The costs of production,
Costs of period

For effective controlling organization is necessary to apply economically reasonable
classification of expenses with certain characteristics (Tab. 4.3). This will not only help to keep
planning and cost accounting, but also to analyze them more precisely and to identify some

By the kinds of costs

For treatment of production costs
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correlations between certain types of expenses and to assess the extent of their influence on the cost
price and enterprise profitability.

Table 4.3
Costs classification for the purposes of controlling
Indication Costs
By the degree of influence on the result of decisions Relevant, irrelevant
By the degree of the production output influence on the

Variable, constant, mixed
costs level

Productive (effective)
Unproductive (ineffective)

Which reflects alternatives Explicit, alternative

Increased (incremental)
Limit (marginal)

By costs expediency

In calculation of extra output unit production

Depending on the time of their occurrence and assigning Incoming and past;
on the cost price of future periods
By the degree of regulation Regulated, unregulated

Cost centers, receipts centers,

By responsibility centers profit centers, investment centers

By the degree of influence on the decisions result

Relevant (meaningful, significant) can be considered only those costs that vary according to
the result of the made decisions, and those, which influence on it. In particular, costs of the past
periods cannot be relevant as they cannot be influenced on. However, alternative costs are relevant
to management decisions making.

By the degree of influence on the production output on the costs level

Variable costs - costs, the absolute value of which directly depends on the level (volume) of
production. For example, direct material costs; wages of the main production workers (piece wage);
electricity and water etc.

Regular costs - costs, the absolute value of which does not depend on the change of
production volume. Regular costs per unit are changed when you change the volume of production.
For example: administrative and economic costs; wages of administrative and managerial
personnel; rent; property tax etc.

Mixed costs — are costs that include elements of both mixed and fixed costs. They are
sometimes called half-variable or half-constant costs. For example: a piece of workers wage needs
to refer to variable costs, and extra charge (for example, harmfulness) - to constant.

By the costs expediency

Productive costs are provided by the technology and production organization. Effective costs
- are productive expenses, which as a result of income from the sale of those products, on the
production of which was spent this money.

Unproductive costs — are optional, which arise in a result of the certain deficiencies in the
production organization, technology infringement, etc. Inefficient costs — are the costs of
unproductive nature, because of which the income will not be received (loss from marriage,
downtime, shortages, etc.).
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Those which reflect alternatives

Explicit (calculated) expenses - are actual costs expressed in monetary terms prearranged by
the acquisition and use of various economic resources types in the process of production and
circulation of goods or services. The sum of all explicit costs forms the prime costs.

Alternative costs mean missed enterprise profit, when the choice of one excludes the
appearance of another. These costs are caused by the refusal of one action on behalf of another.
Alternative costs appear in the case of limited resources. If resources are not limited, the alternative
costs are zero. The concept of alternative costs is a category of exclusively administrative costs
which should be foreknown, but they also may not exist.

On assumption for additional unit production

This group is paid special attention during making decision about increasing the output.
Gained (incremental) and maximum (marginal) costs - these are additional costs which appear as a
result of production or sale of an additional lot of goods.

Marginal costs are the additional costs per unit of product.

Incremental costs are the result of increased production output of the whole group of
production units.

Depending on the time of cost arising and their ascribing to the production cost

Incoming (current)expenses - tools and resources which were acquired, available and can
provide income. When these assets will be spent and will lose their opportunity to bring the income,
they will pass to category of the past expenses.

Past expenses - are consumed assets which gave income and are not able to provide income.
Past expenses — are the expenses of the previous periods, they are not substantial for the
management decisions making.

Future period expenses - the costs made in the current reporting period, but those which are
subjected to inclusion in the cost of production, which will be produced in the next reporting period
(for example, costs for shops development which are inserted in the operation, on the preparation
and development of new kinds of products). Such costs must provide income in the future.

By the degree of regulation
Regulated - expenses that can be controlled by manager.
Unregulated — expenses, which cannot be controlled by the manager.

Classification of expenses by the adjustability degree allows to understand who and how
much can affect them, but does not include information on how to do this. Therefore, classification
of expenses by the adjustability degree is used together with the classification by the responsibility
centers. This will define the responsibility sphere of each manager and qualify his work in part of
cost control unit of the enterprise (Tab. 4.4).
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Table 4.4

Classification of the regulated expenses

Completely regulated | Partly regulated Weakly
expenses expenses(arbitrary) regulated
expenses (set)
Description | Reflecte exact The constant reason- Appear as a
relationship between outcome relationship result of long-
input and output. These |between input and output | term assets
are costs recorded in | (correlation dependence- ownership (for
the responsibility ness) is not present. Appear example, basic
centers, and their size | the result of perlod_lc_ (for means) ’
depends on the degree example, annual) decisions
of regulation by the making
manager
Example |Basic materials Advertisement Construction of
new
establishment
Term Short-term Longer period Long-period
Places of  |In the spheres of In science-research works, | Appear in all
appearance |production and marketing and customers |functional
distribution of servicing spheres
products.

By responsibility centers

Responsibility centers accounting "ties" costs accounting to the organizational structure of
enterprise. This group of expenses is directly caused by an actual organizational structure.

Responsibility center — is a segment inside of the enterprise, which is headed by a
responsible person who makes decisions.

Cost center - a unit supervisor of which is responsible only for expenses. We can assume
that the cost center of the controlled functions — the smallest unit, and other responsibility centers
consist of cost centers. According to the cost classification, cost centers can be divided into
regulated costs centers (primary production department) and partially regulated cost centers
(arbitrary) (design office, the enterprise administration).

Receipts centers — is a department the manager of which is responsible only for receipts, (he
can respond and for costs, but only to a limited extent). For example, sales department, which is
responsible not for all cost price of the realized production, but only for the expenses for its
realization.

Profit center - is the department, the manager which is responsible both for costs and for
profits, for example, an enterprise within a large organization. Profit center may, in turn, consist of
several cost centers.

Investment Center - is a department, the manager of which is responsible for investments,
incomes and expenses, such as a new production facility construction, the enterprise within the
association.
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Cost Accounting Methods

There are such methods of cost accounting as a “standard-cost”, normative cost accounting,
“direct-cost”.

In world practice, is widely used "standard-cost" cost accounting system ("'Standard™ means
the number of necessary production costs, or calculated in advance costs for one unit production,
“Cost” - is a monetary expression of these costs). Thus, “standard-cost” means the standard value
of expenses.

The matter of "standard-cost™ is that the account is subject to what should happen, not what
had already happened, and separately reflect the decline that actually emerged. The main task of
this cost accounting system is an accounting of losses and deviations in the enterprise. It is based on
a clear, hard establishing of the costs standards associated with the production of some product or
semi-manufactures. And the standard limits cannot be overfulfil. Their accomplishment even at
80% means successful work. Excelling of the norm means it was installed incorrectly.

With "standard-cost" can be pre-determine the amount of expected production costs and
sales, to calculate prime costs of the production unit for price calculation and to make a report on
expected incomes in the following year.

Advance calculated norms are considered to be firmly established rates. In case of
deviations the standard norms do not change, they remain relatively constant during the all
established period, except for significant changes caused by the new economic conditions,
significant increase or decrease of materials cost, labor, or change of production conditions and
methods. Deviations between actual and prognosticated expenses, appearing in each accounting
period, are accumulated in separate department accounts and are completely written off not on the
production costs during the year, but directly to the financial results of the enterprise. Revealed
deviations from the established standard norms costs are analyzed to determine the causes of their
appearance. This allows administration to quickly remove defects in production, to take measures to
prevent them in the future.

Accounting system "standard-cost” can be represented in the form of such a scheme:

Revenues from products sales.
The standard prime cost of production.
Gross profit (p. 1 —p. 2).
Deviations from the standards.
Actual income (p. 3-p. 4).
Historically the system of "standard-cost™ is a prototype of the home standard accounting.

gk wnhE

Normative cost accounting involves following such principles:

1) planning of the advanced calculation of normative prime cost for each product based on the
existing at the beginning of the month enterprise norms and estimates;

2) conducting of accounting changes of existing norms during the month for correction of
normative prime cost to the beginning of the next month, determination of these changes effect
on production prime costs and efficient measures which have caused norm changes;

3) Documentation of actual costs during the month dividing them on the costs by norms and
deviations from norms;

4) establishment of the causes and culprit of the detected abnormalities from norms for the usage
of operative measures of influence;
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5) determination of the actual prime cost of output as the algebraic sum of the normative prime
cost, deviations from norms and norms changes.
Thus, the most important elements of standard cost are: normative prime costs calculation,
norm changes accounting, accounting of norm deviations, and calculation of actual prime cost of
production (work).

Normative prime cost is one of the types of advance prime cost and determines the amount
of production costs by the items available at the beginning of the month norms and estimates.

The basis for calculating normative prime costs is creation of the normative basis that forms
complex of all tasks, standards, norms and estimates used for planning and controlling of the
production process.

Normative calculation used to determine the actual cost of products, lack of evaluation in
manufacturing and sizes work in progress.

To set a target cost for the product to evaluate the routine costs of labor, materials and
overhead. Then they are summed, forming a target cost to manufacture the product.

Unlike other methods in normative accounting the actual prime cost of production is defined
as the algebraic sum of the cost by the norm, deviations from norms and norm changes as follows:

PCa = PCn + Dn + Nc.
where PC, — actual prime cost;
PCn — prime cost by the norm;
Dn — deviations from norms;
N¢ — norm changes.
Thus the actual prime cost of the product can be defined in the following two ways. If the

object of production costs accounting is separate kinds of products, then the deviation from the
norm and also their changes can be referred to these types of production in the direct way. Actual
prime cost of these kinds of production is determined in a simple calculation manner by the
following formula.

If the object of expenses is a group of homogeneous kinds of production, the actual prime
cost of each kind of product is set by the way of deviations distribution from norms and norm
changes in proportion to the normative cost on the production of certain kinds of products.

For purposes of analysis quite successfully can be used cost accounting by the system of
“direct-cost” (prime cost is calculated only in terms of variable costs).

Constant costs do not include in the calculation of goods prime cost but as well as the costs
are written off from income during the period in which they were made. The remains of finished
goods in warehouses are also measured by the variable costs at the beginning and end of the year
and also incomplete production.

The method of "direct-cost" has two options:

- asimple "direct-cost" based on use of data on variable (operating) costs in accounting;
- adeveloped "direct-cost" at which together with variable costs and the prime cost are included
direct constant costs of production and production sales.
Advantages of a cost accounting system of "direct-cost":
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- allows to identify the products that have high profitability to go mainly to its release, because
the difference between the selling price and the sum of variable costs is not hidden in the result
of writing-off permanent indirect costs and prime cost of specific products;

- by virtue of reducing prime cost items, its regulation, accounting and control are simplified;
accounting and control of conditionally-constant put on expenses are improved, since their sum
at the present concrete period is shown in the income account in the separate line that
demonstrates their influence over the value of enterprise income. Prime cost is becoming more
“available for viewing”, and individual costs are becoming better controlled.

- provides information about the possibility of usage in a competitive dumping struggle - selling
of goods at consciously low prices, that is connected with the establishment of the low price
limit. This method is used during the periods of temporary reduction of demand for productions
to gain markets;

- reports indented on the basis of variable costs calculation, allow managers to make
substantiated decisions and make assessment of individual business segments (departments,
regions, categories of customers, etc.);

- calculation of production cost is simplified and inventory assessment is made according to the
current costs, required for certain products manufacture;

- the value of operating income depends directly on the volume of sales.

Disadvantages of a cost accounting system "direct-costing":

- enterprise reporting, which is based on variable costs calculation does not meet generally
accepted principles of financial reporting preparation and tax system claims;

- conducting of the prime cost accounting by the reduced range of articles doesn’t not meet home
accounting demands, one of the main tasks of which until recently was working out the
accurate accounting;

- prices, installed on the enterprise production do not contain all the expenses;

- labor intensity of the costs division on constant and variable;

- It does not give the information about the total cost price of the product.

4.4. Management accounting in the controlling system
According to the Law of Ukraine "On Accounting and Financial Reporting in the Ukraine"

(1999), “internal-economic (managerial) accounting - a system for processing”- is a system of
processing and preparation information on the enterprise activities for the internal users in the
process of enterprise management.

There are also other definitions of “management accounting”. In our view, such definition
most fully reflects the essence of this notion: [J management accounting - is the process of
identification, measurement, accumulation, analysis, preparation, interpretation and disseminating
of information which is used by the management group for planning, assessment and control within
the organization.

The main purpose of management accounting is accounting organization for intercompany
management, organization of the system control by the formation and cost appearance, costs and
prices measurement, accomplishment of the connections of the natural and valuable production
indexes and concession of the information for planning, analytical control, rationing and
departments activity assessment.

94



Managerial accounting is not regulated and controlled by state authorities. It is organized by
the enterprise leaders on the basis of the general principles, proceeding from the internal

management needs.

Main features of management accounting are:

flexibility, the ability to respond quickly to changes in the internal environment, change the
criteria, figures on those, which better meet enterprise activity goals in general;
a clear focus on final result;
constant comparison of output costs and results in spheres and activity segments, structural
departments or responsibility centers;
handling different categories of prime cost (total, marginal, standard, etc.);
isolation and autonomy in order to keep commercial secrets.
Generalized characteristic of management accounting is shown in Tab. 4.5.

One can distinguish seven basic tasks of management accounting:

rational calculation of the production prime cost;

analysis of the enterprise working with the division on the centers of activity (profit,
profitability, prime cost, capital investment, etc.)

plans development (forecasts) on the short and long periods depending on the level of
production organization;

choice of the optimal basis and methodology for calculation planning;

- predictions approach to the actual results in order to create the necessary management policy;
- movement accounting of material resources and finished production;
- comparison of the overall financial results with management accounting data for caring out the

control.

Table 4.5

Characteristic of management accounting

Index

Characteristic of management accounting

The main information users

Internal information users (enterprise and departments managers, employees)

Accounting goal

Information support of management decisions making

Obligation

Is used by the decision of the company manager

Freedom of accounting
system choice

Usage of the systems that produce result for internal management
services

The main object of
analysis

Responsibility centers within the enterprise, kinds of production, projects

Used criteria

Cash or natural measurement units, conditional measurement units, future or
present value

Frequency of reporting

As far as it is necessary to meet the needs of the enterprise management

The degree of data
reliability

Depends on the planning goals and enterprise control

The main requirement to
information

Relevance

Responsibility

Disciplinary liability

Management accounting should be organized so as to define and achieve a level of
competence that reflects best practice and ensure effective results.
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At the same time one must create a level of continuous improvement. The part of this culture
Is a constant creative search of opportunities for creation of value within the enterprise.

Development of accounting regulation provides:

1) forming of a tree (structure) of incomes and expenses by the levels of information giving,
planning and analysis of activity index, which are needed by the leadership at every structural
level;

2) classification of income and expenses items with their reflection analysis in accounting in its
existing form and supply of the modified nomenclature and characteristics structure for index
determination that provide analysis of financial activity and management;

3) supplies as to changes and supplement of the existing accounts plan;

4) supplies as to management accounting within the controlling system, coordination, approval
and development of accounts classifier and their correspondence.

To some extent, controlling coincides with management accounting, but is a broader
concept, since it integrates some elements of such management functions, as accounting, planning,
control and analysis.

Examining the relationship between controlling and management accounting can be
concluded that the differences are mostly caused not by the fixed terminology, that becomes
apparent in the ambiguous interpretation of many terms and concepts, such as “management

accounting”, “production accounting”, “controlling”, but by special conditions and traditions in
national economics of different countries.

Some authors and translators believe that these concepts are equivalent in content; others are
trying to build different, more complicated systems of interconnections between them as elements
and as a whole.

Note, that today in the U.S.A. the management accounting system meets the German system
of the content controlling. In contrast, in German literature and practice management accounting as
a self-concept is not used. In the theory and practice of German enterprises accounting counting
house is clearly divided on the financial and production, that is why the Germans have borrowed the
English term "controlling™ and marked with it qualitatively-new phenomenon in the theory and
practice of management. In the present conditions in Germany the term "controlling” is used.

Since home terminology and practice is not yet well-established in post-Soviet countries
both terms are used: controlling and management accounting.

The term “controlling” has more information; it gives the character of this modern
phenomenon in management and covers not only accounting functions, but also the entire range of
process control of the ultimate goals and outcomes of the firm achievement.

4.5. The concept of operational and strategic controlling

As the company management is performed in two directions, respectively the two types of
controlling are discerned: strategic and operational.

The main difference between strategic and operative controlling is that the first is focused on
future trends, and the last, by contrast, solves the current tasks.

Strategic controlling is a component of strategic enterprise management concept. It aims at
identifying the future opportunities and risks of the enterprise to ensure in future the durable

potential of the enterprise.
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Strategic controlling subsystem (Fig. 4.1) is determined in the enterprise by the chosen
mission and development strategy and allows you to "track” the enterprise movement to the set
goal.

The main task of the strategic controlling is the creation of the strategic planning system and

General administrative purposes:
* ensure that the objectives;
* ensuring coordination across the enterprise.

v

Strategic Diagnostics:
« analysis of market position;
« analysis of environmental parameters.

Strategic planning:
* choice of strategy;
* business planning;
« planning benchmarks.

v 4

Controlling service:
* strategic reporting;
* analysis of the planned and actual
performance;
» assist in decision-making;
* innovation;
* project management.

v v v

* management objectives;
« analysis of prices on a global

+ achievement of objectives;

« a search field . . .
« conversion of strategic plans in

"bottlenecks" for

\ 4

scale;
* competitive strategies.

. :

Figure 4.1 — Strategic controlling circuit
current administration of strategic management.

the program of action;

economic growth « alternative plans.

Strategic controlling properties are:

1) The focus on the coordination and accomplishment of the long-term enterprise goals.
Qualitative indexes of the plan or new strategies are supplemented by specific figures of
operational controlling;

2) The ability to help the enterprise to effectively use available advantages and to create new
potentials for successful activity in the future;

3) The lack of time limits (usually the medium-term and short-term periods are meant);

4) The coordination of strategic planning and control with simultaneous support of this
coordination with strategic information.

The service of strategic controlling is being the internal connective link between managers
and enterprise owners when determining strategy, strategic goals and tasks.
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The main stages of the strategic controlling realization:

1) The strategic planning support. At this stage strategic controlling is involved in the
analysis and development of methods and tools of strategic planning; coordinates the collection and
preparation of the most important information about markets, competitors, and also about the weak
and strong points of the enterprise. Strategic controlling organizes the process of choosing a
strategy and strategic goals embodiment into a certain actions;

2) The transition from strategic to operational planning. Strategic controlling allows
determining how precise and certain strategic plans to start their realization are. He creates goals for
different stages of realization, evaluates the possible consequences of strategic planning.

Operating controlling is focused on short-term result. That is why its objectives and methods
differ fundamentally from methods and techniques of strategic controlling.

The objectives of the operative controlling are the following:
1. Providing methodological, informational and instrumental support for enterprise managers to

achieve the planned level of income, profitability and liquidity in the short term (up to 1 year).
2. Coordination of operational planning processes, monitoring, recording and reporting the
company provided the modern informational system supports that.
3. Creation of adequate economic instruments to carry out targeted and situational management.
4. Elaboration of timely measures within a limited period of time aimed at elimination of actual
showing deviations of those that are planned.

The special feature of the operative controlling consists in special organization of cost
accounting which should facilitate decision-making process on specific areas of expenditure and
reasons for their deviation, i.e. to ensure costs control. For planning purposes the most important are
those expenditures, the value of which depends on the management of administrative actions. In
order to distinguish the effectiveness of certain management decisions it is expedient for the internal
reporting to introduce regrouping of costs into variable and constant.

The operative controlling which is aimed at accounting and cost control must provide the
following information:

— cost estimate on the types and places of origin;
— data for investment computation according to areas of expenditures;
— profit and loss statement as per one month and its analysis.

Instruments of the operative controlling are quantitative figures and information about the
processes that were planned and implemented. This work is based on accounting and statistical as
well as operational and forecasting information. The following tools or methods of operational
controlling are used:

- method of total revenue calculation, which is intended to cover fixed costs;

- analysis of sales’ level, where the activity of the company remains profitable and the company
operates without losses;

- budgeting;

- system of relative indices;

- ABC-analysis;

- calculations of efficiency;

- costs analysis.

The main difference between strategic and operative controlling is that the first focuses on
future trends, and the latter, by contrast, solves the current issues. Preconditions, success and result
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control have a different meaning for both directions of controlling. The objects of planning and
control in the operational controlling remain the same, but they are strategically different.
Tab. 4.6 gives the more detailed analysis of controlling distinctions.

Table 4.6

Features of strategic and operational controlling

Factors

Strategic Controlling

Operating Controlling

Hierarchical level of development

Generally on the highest management
level

Covers all levels with main focus on
middle management

Orientation On the potential On the final result
The degree of certainty of Uncertainty is high enough High Certainty
information
Type of problem Most problems are not structured Rather well-structured
Duration Focus on long-and medium-terms Focus on medium and short terms

Sources of information

From the external environment in the

From the company in the first place

first place

Alternatives of plans

A wide range of alternatives

Limited number of alternatives

Volume of problems

Focus on definite key positions

Covers all functional areas and

integrates them

Level of circumstantiation

Not high

Rather high

The main values controlled

Success potentials (e.g. increase of the

market share)

Revenue, profitability, liquidity

As the real practice reveals strategic and operational controlling interact with each other
closely enough (Tab. 4.7).

Table 4.7

The interconnection of strategic and operative controlling

Comparison
according to

Integration Features

Operating Controlling

Strategic Controlling

Objectives

Formulation of regulation and
execution of the objective,
according to aggregate and
sequence of events

Ensuring profitability and liquidity
by means of the aggregate
operational instruments

Ensuring the existence and
solvency by means of the
aggregate strategic instruments

Scope of
validity

Enterprise Philosophy

Zone of search of the factors that
impede success, in order to
eliminate them

Zone of search of the factors
that impede the growth of the
organization in  order to
eliminate them

Functions

Comparison of planned and

actual performance

Medium-and short-term

operational planning

Strategic planning

Tasks

Adjustments of objectives
according to the ability make
right decisions. Accomplishment
of objectives depends on the
ability to put them into practice.
Strategic comparison of planned
and actual performance is
considered as a comparison of
plans and reality

Analysis of weak spots of
organization, programs of cost
savings, innovative programs, the
calculation of the management
efficiency with the help of sums of
coverage, searching and
elimination of the factors hindering

the achievement of results,
definition of limiting and key
values

Analysis of potential and weak
spots, qualitative and
quantitative formulation of the
objective, planning of growth,
products and market strategy,
functional strategies,
conversion projects and actions,
final data and results for a
prolonged period

4.6. Deviations in the system of controlling
Deviation is the difference between standard (planned) and actual costs.

The value of the standard costs is determined by two approaches. According to the first
approach analyzes of the actual usage of material and labour resources is carried out. The second
approach establishes norms on the basis of detailed technical analysis by means of calculation.

The actual values of the variables under control are established on the basis of statistical,
financial and management accounting in the enterprise.
Mandatory conditions of comparing planned and actual values are the following:

- content uniformity of values that is provided at the stage of planning;
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- the existence of a common database, recognized by all participants of the control and analysis
process.

The amount of controlled variables to identify deviations and analysis of their reasons are

stipulated by economic expediency via the ratio of the benefits received from eliminating the causes
of deviations and costs spent on their detection.

Deviations of planned and actual values may occur according to the following parameters:

parameters of value — costs, turnover, profit, income, payments, receivables and payables, etc.;
parameters of organizational structure — areas of cost origin, divisions, purchasing, production,
marketing, design units, etc.;

parameters of time — days, weeks, months, quarters, years.

The following classification of deviations is applied in the controlling system.

According to the content:

negative deviations represent over expenditure at cost price of products and demonstrate
specific abnormalities in technology, organization and management of production process;
positive deviations represent saving and demonstrate the implementation of measures aimed
at reducing production costs.

2. According to the type of execution:

documentary deviations — are the production costs which are detected by the method of
documentation. This method consists in the following: material and labour costs in original
discount documents adopted in organization are reflected within established norms. In all
cases of failure to follow the established norms costs are registered with the help of signal
documents. Documented deviations from the norms are summarized in management
accounting according to objects of calculation, causes and causers of deviations for
calculation of actual cost price;

calculated deviations are detected by special calculations and arise usually in accounting of
indirect costs;

unaccounted deviations arise due to shortcomings in the initial calculation system and they
are discovered after the stocktaking of the work in progress remnants.

3. According to the method of payment:

absolute deviations represent the difference obtained by subtraction one value from another;
relative deviations are calculated respectively to other values and they are expressed in
percentages. The relative deviation is mostly calculated respectively to the common index or
parameter;

cumulative deviation. Sums which are calculated with the increasing total sum (cumulative
sums) and their deviations make it possible to assess the degree of past periods (months)
achievements and feasible differences by the end of the planned period (year). Random
fluctuations of business parameters of enterprise which arise in some periods, may lead in
certain periods to significant variations in short period of time. Cumulation allows
compensating random variations and identifying trends more accurately;

temporal deviations (selective deviations). The comparison plan — fact is typical for
controlling, and the comparison of actually realized values of the current period with the
facts of relevant, prior period can be of interest of the analytical purposes.

Accounting of deviations is an integral part of the standard method of calculation and

control of budget effectuation. The major aspects of cost accounting according to the centres of
responsibility are the establishment of the standard costs and evaluation of the results by comparing
actual costs with the standard ones. Deviations should be calculated separately for each costs centre
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and for each group of expenses. The main problem of controlling is the organization of systematic
representation of deviations.

There are two kinds of deviations accounting:

deviations reflected in accounting in the synthetic and analytical accounts: data about
deviations are accumulated on cost-plus accounts, and then deviations debit on account of sales
and results. This makes the creating of operating control of the costs level and results possible;

deviations reflected in accounting in the primary documentation and accounting registers
outside the system of analytical and syntactical accounts. Its basis is the standard method of
cost accounting on production. The major shortcoming is that the accounting of deviations is
directed on detecting deviations concerning certain costs and their debiting to the cost price.

Deviations are regarded mainly in two kinds of accounts:
deviations which are intended to reflect deviations in the different categories of costs and
results, that is spent up resources, responsibility centers, and other business segments, etc.

1)
2)
This is a cost-plus method in its nature.
1)
2)

deviations which are identified in the process of data accounting, but those which are not

referred to the costs in financial accounting, i.e. prime cost of business volume decrease and

deviations according to the centres of responsibility discovered during the stocktaking.
Analysis of deviations is the key instrument of assessment of cost centre business. Current

control and analysis of deviations allow the managerial system of production to change betimes:
manager can influence on processes at any time without waiting for period to end.

Analysis of deviations can be realized for any centre of responsibility of the organization.
The following approaches to the analysis of deviations are distinguished:
Simple analysis of deviations. The system controls the state of budget execution by comparing
the budget figures and their actual values
Analysis of deviations focused on further management decisions suggests a more detailed
factoring analysis of the impact of various business parameters deviations on cash flow.
Analysis of deviations under conditions of uncertainty. According to this approach, all business
parameters are recognized uncertain in their content and they are set not in certain numbers, but
as the intervals of uncertainty. Control of budget execution is performed in the following way:
if the actual value of the resulting parameter falls in the range of uncertainty obtained by
stimulation modeling the budget execution is considered to be successful.
Strategic approach to the analysis of deviations. Results of the enterprise performance (budget
execution analysis) should be assessed with respect to the strategy chosen by the enterprise.
Deviations can occur because of different kinds of expenditures. That is why for

convenience of analysis deviations are distinguished according to factors that were the cause of
their occurrence. Economic analysis of deviations is primarily the factoring analysis. Its aim is to
identify and to give a detailed assessment of each of these factors.

Causes of material costs deviations are analyzed in the first place, and after that those that

led to the deviations of actual labour and overhead costs from their default values (Fig. 4.2). And at

The total deviation of

ducti t Deviations according to the
production costs

permanent overhead costs

e . Deviations from salary of main Deviations from variable
Deviations from materials jm— = —
workers overhead costs

Deviations from price

Deviations from volume

Deviations from salary rate

Deviations from expenditures

01

Deviations from efficiency

Deviations from efficiency

Figure 4.2 — Circumstantiation of the deviations analysis



last the analysis comes to the reasons of deviations in the index of proceeds from the sale of

products.

Deviation is a consequence of change in three major factors: output, prices on resources
and standards of payment as per the unit of production. The following causes of deviations may be
singled out:

- non-compliance in the planned volume of production (due to changes in demand on products or
difficulties related to its production, lack of facilities, working capital, etc.);

- changes the prices of resources (in terms of market instability, the more profound is the
economic crisis the more difficult it is to predict prices);

- changes in the norms of expenditures: reduction (excessive norms were prior developed to
accomplishment of plans), increase (if there is available an over-expenditure of resources it is
necessary to find the cause and take steps to eliminate it).

For effective operational management one should identify the causes of deviations, to
determine what factors caused them; to establish the responsibility; to make decisions that enable to
avoid undesirable deviations in future. For this the method of chain substitutions is used in practice.

The method of chain substitutions applies the following formulae of deviations of actual
variable cost from the planned cost:

- by the volume Dy, = (Ogc — Op) * Ny * Py

- by the price Dp = Ogc * (Pac — Pp1) * Nyt

- by the norm Dy = Oy * Py (Np; — Ngc) ;

where D is deviation;

V —is output;

N — is standard resources costs per unit of production;

P —is a unit price of resources;

ac, pl — are indexes of actual and planned values of variables.

Thus, one by one the actual values of costs are substituted in the formulae. Substitution
should be started from the quantitative factors and finished with qualitative ones. This order of
substitution will increase the importance of qualitative factors.

A deviation by total sum is calculated in order to establish the regular costs. In addition to
that every manager is responsible for the particular part of regular costs upon which he can
influence personally. Thus, causers of deviations can also be distinguished basing upon the
calculation method of chain substitutions.

In order to control and analyze deviations a classifier of possible causes and causers of
deviations is being worked out. A five-digit code is assigned for each deviation. The first three
digits stand for a cipher code of cause, and the last two digits denote a code of deviations causer.
Deviations codes are tabulated in additional combined limit card. This makes it possible to control
causes of deviations in the moment of their occurrence.

The analysis makes sense if the deviation is regular and plays a significant role in achieving
targeted profit.

Analysis and assessment of deviations should not be done in all cases mechanically. When
the causes of deviations are obvious, there is no need to conduct a detailed study. On the contrary,
at a glimpse minor and obscure deviation may demand a careful study, as its results can reveal signs
and trends which in future can lead to significant problems.

Assessment of deviations must be carried out in two directions:

- according to the acceptable limits. Analysis of deviation should be conducted, if the deviation

of any parameter exceeds the acceptable bounds;

- according to the impact on profits. The value of deviation rate of a particular parameter reflects
primarily the quality of planning and budgeting, and it does not practically indicate any level of
impact on profit. This approach presupposes the ranking of parameters which affect income in
positive as well as in negative ways.
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The controller’s task is to analyze and prepare data about the value of deviations. If
deviations are minor and do not exceed acceptable limits, the controller adds relevant functional
subdivisions to the analysis, which are responsible for the deviations detected.

During the analysis of deviations the controller solves a specific task — he doesn’t only
establish the meaning and cause of a deviation, but also provides recommendations for its
eliminating if it is an undesirable deviation, or gives references, if it is an auspicious one.

The calculation of deviations is used to assess the current operation of a company and to
analyze the long-term strategic programs on the company’s development which are related to
investment.

4.7. Budgeting in the system controlling

Budget is a plan, expressed in natural and monetary units. It covers all areas of financial and
economic activities of a company: production, selling of products, the activities of auxiliary
subdivisions, management of financial flows — and it serves as an instrument for management of
income, costs and liquidity of enterprise.

Development of budgets provides a periodic planning of operation of enterprise, enables to
predict future problems and determine the best ways to improve strategic goals. Budgeting
increases the possibility of coordination of actions and interests of different members of
organization, it makes managers to substantiate their plans quantitatively and enables to realize the
costs which are connected with their implementation. While making a budget manager can compare
the costs and benefits of alternative actions, identify the most effective way of using resources.

Budget planning is aimed at the following objectives:

e developing the concept of carrying business: financial and economic planning of enterprise for
a specified period; optimizing of costs and profits of enterprise; coordination i.e. agreement of
activities of various subdivisions of enterprise;

e communication i.e. bringing plans to manages of different levels;

e motivation of managers in order to achieve goals of organization;

e monitoring and assessment of performance of local managers by means of comparing actual
costs with standards;

e identification of the need for monetary resources and optimization of financial flows.

Budgeting process usually covers the following main stages:
1. Demonstration of the main directions of company policy to persons who are responsible for

budgets preparation.

Determination of the restrictive factors.
Preparation of budget of selling.

Preliminary elaboration of budgets.
Discussions of budgets with top management.
Coordination and analysis of budgets.
Adoption of budgets.

In terms of controlling budget must meet the following requirements:
- be intense, but achievable. Only a balanced budget motivates its compliance;

- only the realizable budget has the right for existence. Shadow or spare budget are unacceptable.
If there are several budgets, neither of them is correct;
- budget is a generalized plan in natural and monetary units
- a person responsible for budget must participate in its elaboration in order to treat budgeting
with full responsibility;
- budget remains unchanged during the budget period.
Depending on various criteria budgets can be classified in the following way:

No ko
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1) depending on the duration of action: the budget less than for 1 year; annual budget; the budget
for several years;

2) depending on the economic units that underlie the budget: the budget according to its functional
units (subdivisions); budget according to type of products; budget according to different
projects;

3) depending on the valuation: the budget based on the full costs; the budget based on partial
costs;

4) depending on the dynamics of the budgeting process: constant (fixed) budget; flexible budget;
slide budget.

Permanent budget is fixed for a specified period. It does not change depending on changes
in the level of business operation. That’s why it is used for planning partially regulated expenses
that do not directly depend on the volume issue.

Flexible budget shows the rates of costs and results in different volume of activity.
Depending on the volume of operation variable and mixed costs change, and constant costs remain
unchanged. Therefore, the flexible budget reflects rate of variable costs per unit of output and
increase of mixed costs per unit of increase in production volume. This rate is the norm multiplied
by the price. Regular costs are allotted separately. Estimates and plans are worked out for different
levels of business activity with the help of the formula that combines costs and production volume.
Flexible budget is suitable for fully regulated costs and revenue centers, as it shows how the
manager can influence on expenditures or revenues changing volume of sales.

There are three main approaches to the budgeting process:

1) "downward";

2) "upward";

3) "upward / downward".

The "downward" approach means that the top management of company carries out the
budgeting process with minimal number of managers of lower departments. This approach makes it
possible to account strategic objectives of the company in full, to reduce time expenditures and
avoid problems related to coordination and generalization of separate budgets. However, the
drawback of this approach is weak motivation of managers of lower and middle managerial links
towards the achievement of objectives which they did not elaborate and disregard of the
informational source located on this level of management. That is why the "downward" approach is
justified only in a strictly centralized organization or small firms, where there is no significant
distance between the top management and operating units. However, this approach can be applied
in the absence of middle and lower levels managers, lack of knowledge and experience necessary to
develop budgets.

"Upward" approach presupposes that firstly managers of different subdivisions develop
budgets of certain activity for which they are responsible. Then budgets are consistently generalized
and coordinated on a higher level of management. With this approach the top management of
company is mainly responsible for coordinating of budgeting and adoption of the general
(combined) budget. The asset of this approach is the motivation of lower and middle links managers
to achieve objectives which they develop, strengthen communication between different business
units of company, which promotes the accuracy and linking of the planned objectives. The
drawbacks of this approach are the increase of time expenditures to develop budgets and the
probable errors if the knowledge and budgeting experience of lower and middle managers are
insufficient. Furthermore, by this approach the impact of behavior and skills of certain individuals
in budgeting is increased. Thus the "upward" approach is apply only if the structure of the company
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provides reliable communication between its units, and middle level managers are able to develop
relevant and accurate budgets.

As the practice reveals the most commonly used is a combined "upward / downward"
approach, which summarizes the best moments of the two approaches considered. Within this
approach the top management provides general guidelines for the objectives of the company and
managers of lower and middle managerial links develop budgets, aimed to achieve objectives of the
company.

Budgeting is realized in two directions (Fig. 4.3). The first direction presupposes the
preparation of functional budgets, i.e. budgets of subdivisions of the company. The subdivision of
the company for which a certain budget can be developed and its fulfillment is handled, is called
accordingly the budget center.

BUDGETING
|
x ¥
Standards (norms) of costs on Functional budgets
| production of separate (budgets of subdivisions)
1 Distribution of overhead costs ‘
General budget
y v
Operational budgets Financial budgets
¢ budget of selling e budget of capital investments
¢ budget of production e budget of funds
e budget of direct material costs e budget balance

¢ budget direct labor costs

¢ budget of production overhead costs
¢ budget of production cost price

¢ budget of sales losses

¢ budget of administrative costs
a hiidneat rannrt nn incnme

Figure 4.3 — Directions of budgeting of production activities and types of budgets

The second direction of budgeting is the development of standards (norms) on the
production costs of particular products (or services).

In the broad sense budgets are divided into two basic types: current (operating) budgets that
reflect the current (production) activity of an enterprise and a financial plan that represents a
forecast of financial statements.

The main interconnections of budgets are shown in the Fig. 4.4.
The assets of budgeting are the following:

¢ positive influence on motivation and mood of the staff;

o the possibility of coordination of the enterprise in its whole;

o the possibility of timely corrective changes;

o the opportunity of learning from experience of budgeting developed in past;

e the opportunity to improve the process of resource allocation;

o facilitating of communication processes;

o the assistance for low link managers to understand their role in the organization;
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e the opportunity for fresh employees to understand the "direction” of the enterprise, thus
helping them to adapt to the new team;
e its usage as an instrument for comparison of achieved the desired results.

Budget of < Marketing strategy
sales and real possibilities
I
\ 4 *
Budget of — _ Budget of administrative
carryover stocks || Budget of production and marketing costs
Budget of needs in Budget of direct Budget of
materials labour payments pr?dugtlon
¥ v v v
Production cost price of commodity
v
Budget of capital costs < > Budget of funds
Balance projection < Budget report on income

Figure 4.4 — Interconnection of budgets of manufacturing enterprise

The drawbacks of budgeting include the following:

o different perception of the budgets of different people (for example, budgets are not always
able to solve current problems, they do not always reflect the causes of events and deviations
or take into account changes of conditions; not all managers have sufficient training to
analyze financial information);

e complexity and high cost of budgeting;

¢ lack of any influence on motivation and results of the work, if not every employee is aware of
that budgets, but instead of that they are perceived solely as an instrument for evaluation of
employees and tracking of their errors;

e budgets require high labour productivity from employees; in their turn, employees counteract
to this, trying to minimize their amount of work, which leads to conflict and causes
depression, fear, and therefore reduces efficiency of work;

e contradiction between attainability of goals and their stimulating effect: if it is too easy to
achieve goals, the budget will not have any stimulating effect for productivity increase; if it is
too difficult to achieve goals the stimulating effect disappears, because no one believes in the
possibility of achieving goals.

The condition for successful functioning of the controlling system in the company is its
qualitative projecting, during which subsystems, components and methods of their combinability in
space and time, conditions of the system functioning are defined and the most effective combination
of people, machines and informational technologies are selected.
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Once the top management has satisfied itself that it is necessary to implement the
controlling, a new question arises whether it should create an independent controlling service or
distribute controlling functions among the existing structural units — the planning department,
accounting and economic service. Below there is a list of pros and cons that can be the basis for

manager’s decision (Tab. 4.8).
Table 4.8

Assets and drawbacks of the controlling service
«Pros» of the organization of the controlling «Cons» of the organization of the controlling
service service

There is a particular individual (controller) that
is responsible for the work results and duties
assigned

Company will have to change the organizational
structure of management

Information on financial and economic state of
enterprises will be concentrated in one place,
and it can be quickly obtained. The company
can quickly introduce of uniform standards and

Some problems will arise in subdivisions of the
company where certain functions will be excluded,
and instead of them additional functions will
appear. It may be hard to find a specialist who

planning regulations, accounting and reporting | could work as a controller

by subdivisions  which  facilitate the
computerization of the managerial process
Plans of all subdivisions will be better|There is a danger of excessive increase of influence

coordinated and checked for veracity, if only
one service deals with this issue. Tendencies to
isolation of subdivisions will be decreased.

of the controlling service on other subdivisions that
will cause discontent in the team

The question whether to create an independent controlling service at small firms or not, is
solved mostly without any alternative: not to create. At such firms the following scheme is most
frequently used when an expert, who works as a controller, works in the department of accounting
and is straightly subordinated to commercial director.

At medium-sized enterprises there are two basic ways to create a controlling service:

e controlling service is organized according to the functions of management. The controller or
group of controllers are responsible for maintaining of each function;

e controlling service is organized in accordance to functional areas of the enterprise
(production, sales, purchase, finance). The controller or a group of controllers are appointed
to each area.

Controlling services at the big enterprises are mostly independent units where dozens
and sometimes even hundreds of employees may work.

In practice the following variants of controlling service positioning are met in the
organizational structure of the enterprise:

e controlling service is part of financial and economic units and thus it is subordinated to the
deputy director of economy and finance (CFO);

e controlling service is basically an independent structure and is directly subordinate to the
director of the enterprise.

Creating a controlling service at the company, a number of requirements should be taken
into consideration. Controlling service should be able to:

e Obtain the necessary information from its accounting, financial department, planning and
economic department, sales department and logistical support;

e organize with the help of other economic services collection of additional information
necessary for its analysis and conclusions that can not be found in existing financial and
economic documentary services;
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e implement new procedures for collecting of analytical information on a regular basis;

e quickly bring the information to the attention of top management.

The following variants may be applied as the basis for creation of controlling service
structure of government.

Variant 1. A structure in which the subdivision controller is disciplinary subordinated to the
linear manager of the corresponding direction and functionally to the chief controller.

This variant has the following assets: determination of the sphere of the controller’s
responsibility towards the direction, as well as provision of steady and independent position
towards other subdivisions’ chiefs of the hierarchical level of management under consideration. The
main drawback of the structure under consideration is that in case if the subdivision manager wants
to submit sampled information to the top management, he can do it easily, as the controller is
disciplinary subordinated to him.

Variant 2. A structure in which the subdivision controller is disciplinary subordinated to the
controller of the higher level of management and functionally to the chief of the respective
subdivision level.

Such structure of government affirms the independence of the controlling service at the
enterprise. The subdivision controller is responsible for the results of the subdivision (direction)
performance, which he operates. However, within this structure of government there are necessarily
problems which arise between the linear subdivision chief and the controller, whose work the
higher controller assesses. Thus, to solve the problems which arise, one should apply to the top
management.

Variant 3. Structure in which the controller is under the leadership of certain managerial
level and performs his functions and tasks by its order (it is a staff structure of government of the
controlling service). The controller doesn’t adopt his own decisions, and only gives advices if there
is a request from the chiefs of subdivisions or by the order of the subdivision chief. In this scheme
the controller actually performs the function of the internal consultant of the company. Of course
his advices and recommendations can be viewed seriously, only if the linear manager supports
them. According to this variant the controller doesn’t have any opportunity to develop and
implement new instruments of controlling in subdivisions.

General experience of controlling in Western countries shows that there is the following
rational structure of the corresponding service: chief of controlling, controller-the-supervisor of
branches and subdivisions, controller-the-specialist in accounting, controller, and controller-the-
specialist in information systems.

The controlling subdivision chief is the most qualified specialist with sufficient work
experience at the enterprise, who knows from "inside™ how accounting and planning department are
organized there.

The chief of controlling service is responsible for the following:
confidentiality;

e quality of outgoing documentary, analytical calculations and projections;

e correctness of usage of methods, techniques and instruments that enable to get accurate,
reliable and objective information about the effectiveness of the enterprise business and its
subdivisions;

e completion of the procedures established by regulations timely;

o failure to perform fully his duties and disuse of rights according to the official regulations.
The responsibilities of the accounting specialist in the controlling subdivision include the

following:
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developing procedures of transmitting data from accounting to the analyst;
control over the collection and analysis of actual accounting information;
working out propositions on optimization of the accounting process from the position of the
analytical service;
e economic examination of managerial decisions.
The duties of the controller-the specialist in information systems are the following:

assessment of the expediency of expert analysis system automation;
evaluation of options and propositions of the department of automation information systems;
development of forms for automated data collection;
optimization of record-keeping at the enterprise;
coordination of service work with other structural subdivisions of the company;
assessment of the quality of functioning of the existing automation systems of financial and
economic activities at the enterprise and provision of suggestion to improve the performance of
these systems.

Once the decision about implementation of a controlling system is adopted and its executors

are appointed, a new stage of instrumental base of controlling formation begins. It presupposes the
development of the following:

system of planning and budgeting at the enterprise;
methods of calculation of marginal profit of the enterprise, its certain subdivisions, products,
customers and markets;
methods for calculating costs according to their types, places of origin and products;
reporting system targeted at specific users within the enterprise;
methods of calculation the efficiency of investments and current activity of the enterprise;
methods of analysis of deviations of planned and actual values, etc.
On the next stage controllers should demonstrate the effectiveness of instruments developed

and convince managers of the necessity of their practical implementation. As a rule this stage lasts
quite a long time: 2-3 years. The main features of the "adaptation™ of controlling the current activity
of the enterprise are the following:

accurate and clear language of the performance results of the objects under analysis;
convincing interpretation for the enterprise managers of the results of activity of their
subdivisions;
a certain independence of comptrollers;
a friendly and trustful attitude of "customers™ (managers) to controllers;
readiness for collaboration and communications.
The next stage, where controlling already has strong positions at the enterprise is

characterized by the following features:

satisfaction of managers with the results of controllers’ performance;
mutual trust, increase in volume of cooperation and communications;
improvement in performance of subdivisions that use controllers;
subdivisions managers of the enterprise in their operational activity have no need of controllers;
a higher hierarchical level of the controlling service in the organizational structure of the
enterprise and expanding the range of tasks to be solved.

The emergence of the above mentioned characteristics suggests that the first stage in

establishing the controlling system is finished: controlling service is organizationally and
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instrumentally developed, and the controlling system has received recognition and proliferation in
subdivisions of the enterprise.

There is a probability of the next stage of controlling system implementation for many
enterprises, which is the stage of development. It exists however in a very distant prospective. The
signs of its beginning may be the following:

e controller performs a function of a leader and moderator during the formation of key
performance figures of enterprise for planned period;
e controllers master new spheres of activity at the enterprise, for example, controlling spreads
in functional subdivisions;
e establishing of cooperation with top managers during the development of long-term
objectives of the enterprise;
e emergence of strategic controlling subdivisions in the service of controlling.
There are three most common approaches to bring reforms into the organization: "step by
bombing" and "planned evolution”.
The "step by step” approach for controlling implementation presupposes minor changes in
the old management structure with slow progress towards the objective. The asset of this approach
is the lack of significant resistance to changes that took place within the organization. The main
drawback underlies in danger of delaying the restructuring process, which can cause complete
cessation of implementation.

"Bombing" involves intense and decisive changes of the old control system. As a result of
this approach elements of controlling system can be quickly implemented, but there is danger of
considerable misunderstandings within the organization.

Approach that is based on the principles of “planned evolution” allows to some extend to
use assets of the above mentioned approaches and to reduce the resistance to the controlling
implementation process.

The criteria used in evaluating the effectiveness of the controlling department can be divided
into three groups:

1) increasing the efficiency of the enterprise performance in the purpose-oriented
parameters which are achieved owning to the functioning of controlling department (for
example, reduction of production costs);

2) quantitative figures that directly allow to evaluate the controller’s work (for example, the
number of requests processed by controllers, the availability of arithmetic errors in
calculations);

3) performance of the task of the department (for example, formation of management
accounting system).

step”,

Questions for self-check:
What is controlling, what are its objectives and functions?
How can be explained the syntactical character the concept “controlling"?
With which managerial functions is controlling connected?
Give characteristics of the task of controlling. What is the interconnection of the tasks of
controlling with the functions of management?
5. What is the nature of costs? What are the relevant costs? Give characteristics of the most
important costs for controlling..
6. Why expenditures are the major object of controlling?

Awnh e
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10.
11.
12.
13.
14.
15.
16.

17.
18.
19.

20.

Explain the concept “center of responsibility”. Give classification of the types of centers of
responsibility.

What are the assets and drawbacks of cost accounting system "standard-cost "'?

What is the peculiarity of cost accounting system "direct cost™?

What is the standard cost accounting based on? How is it connected with the standard cost?
Essence, objectives and principles of the management accounting.

Which concepts of management accounting do you know? What is their nature?

Are the concepts “controlling” and “management accounting” identical?

What is the nature of strategic controlling? What are its main constituents and instruments?
What are the peculiarities of operative controlling? Compare it with strategic controlling.

What is the nature of deviations, their accounting, analysis and assessment in the system of
controlling?

Give the definition of budgeting as one of the instruments of operative controlling.

What are the assets and drawbacks of budgeting?

What types of controlling according to directions of activity do you know? Give the brief
characteristics of them.

How can the position of controlling in the organizational structure of the enterprise be
determined? Is it always reasonable to organize a particular controlling service at the
enterprise?
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CHAPTER 5. OPERATING MANAGEMENT

Obijective: forming of ability to develop operating strategy, to create and use branch operating
subsystems.

Subject: conformities to law of planning, development and effective use of the organization
operating system.

Content modules: types of operations, operating cycle, b ranch features of operating functions.
Operational system and component subsystems. Expressed competence, competitive advantages.
Forming of the operating strategy. Strategic, tactical and operative planning of operations.
Operative management and control of production centralized traffic. Aggregate planning. Placing
of powers, scales and spatial organization of activity. Management logistical support.

Control of dependent inventories and independent demand.

Principles of organization, distribution and co-operation of labour, classification of workplaces.
Planning of works and setting of norms of labour is after operations. Working environment and
terms of labour. The technical for Coyio going is near development of operations. Management of
quality. Management of project.

5.1. Basics of operating management

An operating management embraces all aggregate of administrative decisions that provide
the enterprise achievement of the set aims of his functioning. The tasks of operating management
are supply, production, realization, financing, investing (Tab. 5.1).

Table 5.1
Tasks of operating management
Industries Tasks of operating management
To define in every period additional
Supply requirement in labour, material resources
and equipment
Goods To expect productive program on a
production current period
Products To define the realization structure of
(services) markets and wares and policy of prices on
realization the investigated period
Financial activity To set a need in crediting
To approve decision about investments in
Investment NDVKR, in development of technology
policy and production organizations,
advertisement and organization of trade

The operating management is a management of productive processes that are aimed to
transformation of resources on goods and services. The process of transformation requires
organization. Due to intercommunication with a production an operating management is often
named the management of productive operations.

A concept "operation™ means the production of the articles of the personal or productive
consumption, implementation of inferior works and grant of services. Therefore a term "operation”
is far wider for a term "production™, for the first means not only producing of goods but also grant
of services. According to it, operations, as the types of activity, one must consider as production,
supply, transporting and service.

The essence of the system approach to the operating management consists in the aggregate
of interconnected constituents, each of that contributes in description of the unit. The basis of
operating management is the operating system.

Operating system is a complete system of productive activity of any organization (object),
which is an aggregate of three interdependent subsystems (Fig. 5.1):
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- subsystem of planning and control (provides, informs about the condition of a general
system and unaccomplished production);

- altered (alters a primary guantity into an output result);

- supply subsystem (proides the necessary supply functions of the alter subsystem).

Subsystem of planning and

\ 4 \ 4

Resourses > Expences *  Result
% Alter subsystem %
Labour Sypply - goods
Material - - services
Financial - business strategy
Technologica - business
1 nrocesses

Th Figure 5.1 — Intercommunication of the operating system elements 1€ market
conditions of leading business.

The operating management forms the operating system strategy, attracts capital goods for
the achievement of efficiency. Thus, the operating system, from the technical point of view, is the
sequence of factors and operations presented as a following scheme: resources - charges - result.

Resources of the operating system are the guided factors of production, that inherent cost
properties and ability to convert. Resources, as entrance factors of operating activity, are divided to
labour, material, financial, technological, informative ones.

Operating strategy is a development of general policy and plans of the resources firm use,
that are sent to a maximally effective support of long-term competition strategy. Development of
operating strategy consists in:

e correct determination of competition requirements to the production;

e development of plans, that will guarantee that operating possibilities will be sufficient for
implementation of these requirements (operating possibilities are the brief-case of
possibilities that are necessary for adaptation to the changeable queries of firm clients in
relation to its products and services).

The estimation of operating strategy foresees comparing of job performances with the
organization’s mission and aims. Thus under the mission of organization one hast to understand the
clearly expressed reason of its existence.

The sum of the interconnected basic, subsidiary and serving processes as a result of which
resources grow into the finished goods (services) presents an operating process. The efficiency of
the operating process depends on time of its realization and degree of continuity. An operating
process can be differenciated under the next criteria:

e Dby a volume and maintenance of the productive program;

e Dby the time, that is at the enterprise disposal;
e by the space that is shown in a floorspace - workplaces and machines.

The operating cycle is an interval of time between acquisition of supplies for realization of
activity and money (equivalents of monetary resources) receiving from realization of produced from
them products or commodities and services.

An operating cycle is a period of complete turnover of all sum of circulating assets, during
which a change of some of their kinds takes place.
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By the criterion of efficiency, that shows attitude of the finished products to output
components in a productive process, and also characterizes the use of resources for receiving
finished products one must understand the productivity.

The productivity can be calculate by the formula:

G

P = (5.1)
Ri+Rm+Rc+Rp+R; ¢
where P is the operating system productivity,
G are made goods or services (products),
R, is labour resources;
R,,, i1s material resources,
R, is capital resources,
R, is power resources,
R; ; are informatively-technological resources.
The productivity of enterprise (organizations) is a balance between all factors of production
(material, financial, human, informative etc.), that provides the greatest effect at the least charges.
The productivity can be measured by different indexes:
- by the partial productivity;
- by the multivariable productivity;
- by the general productivity.
The regulation the operating system productivity consists of such elements:
- providing the basis for regulation;
- development of strategic plans of the program productivity feasibility study;
- development the approaches to strategies and methods of measuring and estimation of the
productivity.
The operating system management on the criterion of the productivity is a process, which
foresees the strategic, tactical and operative planning, the permanent control of the realization of the
accepted optimal decisions in accordance with a concrete situation.

5.2. The strategic planning in the operating system

The strategic planning is an adaptive process, that foresees regular development and
correction of strategic plans, revision of measures of their use in the operating system on the basis
of continuous control and estimation of changes that take place outside and inside the enterprise.
The reason for the directionfinding of development of the operating system strategic plan is an
analysis of alteration subsystem.

The alteration subsystems are differentiated after:
- avolume and character of resources consumption;
- the type of the alteration technology;
- character of products.

By the type of alteration process (technologies) the operating systems is divided into three
basic groups:
1) products alteration or implementation of services by the separate operations (functional);
2) stream (linear) products alteration;
3) project products alteration.

The alteration by the separate operations has the following features:
- an arrangement of productive processes on a functional feature, for example, an area of lathes,

an area of milling machines, or an area ror machines washing, an area for prophylactic review,
an area for baskets repair etc.;

- the processed products move on areas, and if it is services, a client moves along areas;

- acomfort at a mass production with the variable motion route of the altered objects;
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the traditional problem is a concordance of different routes with the aim of minimization of
business hours charges for implementation of the complete cycle of works.

The stream alteration has the following features:
an equipment is formed in the form of a linear scheme, that allows the products to move

linearwise from a bench to a bench, passing a complete technological cycle to the exit of the
finished product;

the altered products move standardly (an unchanging route) after the technological chain of
equipment;

is used in the mass production of a conveyor type, in the continuous production (casting,
chemical, extractive cycle);

the traditional problem is different labour intensiveness (machinery capacity) and complication
of alteration on the different pieces of equipment that requires the concordance of power of
these units or forming of intermediate supplies.

The project alteration has the following features:
all productive resources are formed around the created object;

that are not products, but resources of production that are moving;

is used in building, where for implementation of concrete project the resources that are in
movement around the created building are delivered to the building area;

is used in case of implementation of individual projects and has non-standard (individual)
character;

the traditional problem is the rational (optimal) concentrating of resources on the ground for
implementation the project with the aim of minimization of the ordering fulfillment term.

The strategic management determines such basic points:
optimization of the productive program;

a charges management (controlling and cost accounting);
a productivity management;
the firm updating from the point of view of tha products strategy;
placing of productive objects.
All these questions are grounded on the correlation of charges and results. Let’s review these

guestions more detailed.

Optimization of the productive program in an operating management consists in

determination of the processing subsystem type and development such an algorithm of the use of
the enterprise productive resources that will provide the most effective correlation between the
productive program and charges on its realization.

Taking into account that the type of processing subsystem is predetermined by the type of

production on an enterprise (mass, serial, single production), such ways of optimization of the
productive program are determined:

1.

If the production belongs to the project type (an individual order), the productive program on a
certain period is not simply planned and a labour process depends on the current order book.
The lack of such a type is a complication in the evaluation of the use of present power
(possibilities) degree of the operating system.
If the production belongs to the serial type, they form an order on the lot and start a
technological line (the productive program is developed not always, thus power is already
known). There exidt the probability of combination of external individual and internal serial
productive order (for example, the expensive prestige brands of cars are produced after an
individual order, and details are produced serially), and also combinations of external serial
(lot) order that does not recover power of enterprise with an excessive production to the store
place.
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3. If the production belongs to the continuous (mass) type (metallurgy, mining enterprises,
chemical industrial complex), obligatory complete loading of production capacities that in
some cases can vary in a result of change of basic technological process speed. In this case the
work to the finished store is inevitable.

Such question of strategic management as a charges management is fully based on the
elements of controlling and cost accounting. A necessary condition for the decision of this question
is determination of difference between the results of economic activity and charges that had
stipulated this activity. Just in determination of administrative actions, that are sent to minimization
of these charges consists the essence of the operating strategy development sent to the effective use
of resources of the operating system.

The degree of efficiency of the resources use of the operating system is predefined by such
questions of strategic management, as the productivity management, what we have already
mentioned in the point 5.1.

The firm updating from the point of view of the product strategy consists in research of
competitive environment and demand determination that influences on forming the organization
volumes production. The conciderable is determination of the index of the expressed competence
and criteria of competitiveness.

The expressed competence it an index that characterizes the enterprise possibility to
produce the products of the best quality, than his competitors, i. e. to keep a competitiveness, that
allows to attract and keep a consumer with clearly certain demands.

For example, an enterprise that is engaged in delivery of commodities can have a maximal
park of new trucks in its order, but the expressed competence will not be attained, as the park
characteristics are not certain for its competitiveness, if the considerable part of clients requires
delivery of small loads.

The criteria of competitiveness are:

- the minimization of total charges on a unit of products;

- championship on technical descriptions of products that is produced,

- ahigh reliability and longevity of producible wares;

- the assured time of delivery;

- the wares "individualization™ on the requirements of customer;

- the flexible adjusting of the output products volumes.

The developed of the question related to the productive objects placing consists in the
determination of the following criteria:

1. Closeness to the consumers (the near location of production and consumption guarantees that
interests of consumers will be quicker take into account during the creation of new types of
commodities). The basis for a decision-making on the occasion populations serve the data about
the population character).

2. Business climate. The research of business climate consists in determination of the companies
that work in the same industry; determination entrepreneurial activity in a separate market
segment; the presence of the proper legislation in the business field; support of entrepreneurial
activity by the local authorities, and the possibilities to grant the subsidies and tax deductions.

3. General costs that include: the ground cost, the cost of buildings, payment of labour force, taxes,
power charges. The criterion of research of general charges is their minimization.

4. Infrastructure that forsees :

e the ramified transport system;

e need in electric power;

e telecommunications.

5. Quality of professional preparation of labour force that means :

e an educational and professional level of local workers;
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e readiness and methods to education.

6. Providers this is (presence of their high-professional and competitive network).

7. Location of other objects of company, that influences on an assortment volume of products that
is produced by this object.

8. Free trade zones (these are the closed regions that are under surveillance of custom service and
where the commodities of foreign production are given for sale without usual custom
formalities).

9. Political risk (for foreign investors).

10. State barriers (that do not have legislative force on entering into the industry and location of
objects, but require an account).

11. Ecological requirements:

e influence on the environment;
e financial consequences of ecodestructive influence;
e interrelations are with population.

12. Characteristics of a country-consumer. The educational level and quality of life of local

population are taken into account.

5.3. Aggregate planning

The aggregate planning - is determination of levels of the production supplies, subcontract,
the quantity of labour force of an enterprise during a planning period from 3 to 18 months, id est in
a medium-term period with taking into account data of the forecast demand, production capacity,
general supply condition, quantity of workers, relative amount of units of material stream, that are
used by the developer of plan.

The basic idea of aggregate plan consists in the achievement of approximate balance
between demand and operating possibilities of organization. The strategies resulted in the Tab. 5.2
are determined for this purpose, that are:

- Passive (do not foresee influence that changes demand for goods and services);

- Active (try to influence).

In practice of management the mixed strategies are more frequently used. They use a
combination of variables that allow finding a more economic aggregate plan, and simple ones.

Table 5.2
Active and passive strategies of the aggregate planning
Passive
Strategy Advantage Lacks Peculiarities
1. Change of supply | Change of working | Increase of charges on a|ls wused in a
level depending on | level takes place | storeholding at the | production, but not
demand constantly or is | increase of demand, that | in service

absent

causes a deficit and lost
of the sale volume

2. Varying of labour
force quantity by
hiring and firing in
accordance with
demand

Allows to avoid
charges for other
alternative variants

Increase of charges on the
studies of the again
accepted workers

Is used wherein
unskilled labor is
needed that gives
an additional profit

3. Varying of rates of
production is by the
use overworks or
temporal downtime of

Allows to adapt to
the seasonal
variations

Payment for overwork; the
decline of the labour
productivity

Adds elements of
flexibility to the
aggregate plan
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equipment

4. Subcontract Provides flexibility | Loss of quality control; [Is wused in a
and smoothing of | diminishing of receipts; | productive sphere
output producing the probability of a
client’s loss
5. The use of temporal | Requires less | Expense on a hiring, | Is used for low

workers (equipment)

charges and is more

firing, study that weakens

qualified works and

flexible the operative planning territories with
comparatively with surplus labour
the permanent force
workers
Active
6. Varying of demand | The  outage  of | Complication of demand | Cleanly market

by means of

advertisement prices

equipment is absent
and customers are
constantly present

concordance and providing
its redress

strategy: demand -
offer

7. The delay of|Allows to avoid | Customer can appeal to|Is useless for
performing the orders | overworks and hold | other producer consumer goods, is
during the period of | powers at a used in a car
rush permanent level service
8. The production of | Avoidance a process | It is hard to find workers | There exist risk of
different season | monotony; the | that posses all skills and | unfinding  target
products complete use of | knowledge markets for
resources products

To get a complete description of any method of labour organization, one leads its research.
Such methods of aggregate plan as intuitional, mathematical and graphic ones are used for this
purpose. Let’s study them.

The intuitional methods foresee the adjustment of the last year plans with thir analysis and
introduction of perspective plans and approaches. To mathematical methods belong:

- Simplex-method,;

- Linear rules of making decision;
- A model of managment coefficients (as a result on the basis of experience and presentations of
manager models of regressive analysis are made);
- A computer modeling.
A graphic method is based on the use of graphic and tabular Excel technique (in its basis lies
a method of tests and errors, that allows to examine few variables simultaneously and to compare
the planned power to that exists).
With the aim of adaptation of the aggregate plan to the practical terms of application a
disaggregating process is conducted in practice of management. Disaggregating is a transition
process from an aggregate plan to more a detailed one (operative, calendar planning). A
disaggregating process is related to the certain enterprise levels of hierarchy (Fig. 5.3).
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1. The level of strategic decisions
Is typical for corporations. The process of making
decision foresees placing of production on plants; the
necessary prognoses are characterized by the annual
demand on the whole plant nomenclature

!

2. The level of tactical decisions
It is a level of productive manager. The process of
making decision foresees the determination of
seasonal plans by the products types. The necessary
prognosis includes a monthly demand for 15 months

) 4

3. Operating level
Is accepted on the operating manager level. The
operating level foresees development of monthly plan
of new wares. The prognosis includes monthly
demand for 5 months by the nomenclature

5.4. Management of the supplies of dependent and independent demand

Supplies are every resource that is used to satisfy a current or future necessity.

For example, the enterprises supplies present nearly 40% of total investment capital.

The supplies functions:

- accumulation that presents the dependence of supplies volume on the seasonal changes of
demand,;

- protecting from a price and inflation change;

- charges management depending on the order size change.

- Control supplies systems :

- supplies classification measureable in units of supplies, ABC-analisis;

- inventory.

Lets study these systems more thoroughly.

ABC-analysis is a distribution of supplies on three groups on the basis of their annual cost
that is shown in hryvnyas. Hence, the class "A" of the names units is characterized by a high annual
volume. Their specific gravity presents 15% of the total amount of supply units while the supplies
are able to provide 70-80% of total supplies value.

The class "B" of the names units is an average value of annual volume of supplies units.
They present nearly 30% of the total units names number and 15-20% of the total volume in
monetary items.

The class "C" of of the names units presents the 55% of incurrence names and only 5% of
annual volume of charges.

Taking of inventory of supplies is importatnt to know what resources are owned by a firm,
and to pay attention to those names of supplies that are really needed. For this purpose supplies are
yield to taking of inventory and system of public accountant verifications. The cycles of
calculations are based on the classification that was got in the ABC-analysis, as a result of which
the units of names are counted up, are compared with data of a current account, and, hence this
verification, inaccuracies are documented.

Verifications by the group of the name units "A" are held once in a month, by the group of
the name units "B" - once in a quarter, and by the group of the name units "C" - once in a half-year.
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Case supplies models assume that demand on a certain good:
- does not depend on demand on other products (demand on irons does not depend on demand on
coffee-pots);
- depends on demand on other products (for the production of one auto 4 wheels are needed).
There exist the next models of independent demand supplies:
1. A model of economic order this is (a model with a fixed volume, Q-model).
The principle of its action is based on the determination of concrete moment of time, when it
is necessary to place the order that corresponds to the certain level of supply (to the point of order).
The level of supply is determined as a remain of materials before the last delivery taking
into account the amount of the got materials and exception of the spent amount (Fig. 5.4).
The basic economic criterions in this system are the general charges on supplies creation
that are described by the equation:

TC=DC+ (D/Q) S+ (0/2) -H (5.2)
where TC are total annual charges;
D is an annual need in material;
C is a unit cost of the buying material;
Q is an amount of material, that must be ordered.

¥
State of calmness
Expectation of demand emeraence

Emergence of necessity

Materials are spent or order is not performed
)

Determination of the state of supply
A level of supplvy = Remain of materials + Got materials -

Supply level < Point of the next order

To give out an order exactly for Q units

Figure 5.4 — Algorithm of the economic order model

The optimal amount is named by the economic size of order and is calculated by the
formula:

2DS
Qopt = T' (53)
where S are charges on placing one order;
H are annual charges of storage.

Dependences between these sizes are exrressed graphicly in the following way (Fig. 5.5):

120



Expences
A

TC — total loss

QH/2 — storing loss

DC — cost of annual need in material

DS/Q — expences on processing order

Qonr Q — quantity of material

Figure 5.5 — Dynamics of forming the charges of the economic order model
This model is simple in use, but it requires to observe many conditions:
- demand is known and is permanent, this shows the permanent level of supply in amount of Q

things for each of three orders represented on the Fig. 5.6;

- current time, time between placing the order and the order receipt are known and are
permanent, that show the identical spans of time on horizontal was of the Fig. 5.6;

- the receipt of order is immediate, i. . in one lot and in the same time;

- variables are only charges for a readjust and storage.

A
Store level,
pieces

L N NN

-

time,days

o L

>
al

Figure 5.6 — Change of the supply size (Q) in time in the model of economic order
The point of the reorder (R) is calculated as:

R=ofdcp- of L (5.4)
where dcp is an average daily need in material (constantly);
L is time of ordering fulfillment (constantly).
2. Model of productive order. It is calculated in case of the simultaneous making of wares,
which are included in supply, and use of this supply.

121



Example. While fulfillment the order on aluminium window frames one part of order is on
the stage of aluminium billets making yet, and other is in the process of their cutting and mounting,
although the whole order is not yet fulfilled.

There is a formula for the calculation of the materials amount on condition of the use of

productive order model:
2DS p
Q= "~ , (5.5)
H (p-d)

where p is a norm of production that shows by itself the daily (a week's) production capacity of
process of making of mannoi products;
d is a norm of consumption that shows an unchanging daily (a week's) requirement in the final
products.

Graphicly the model of productive order is presented in such a way (Fig. 5.7):

A Expences
Producing and
consumption take
Production is absent,
d : there exists only
p-d |
R |
|\/ ; »

»

L Time, days

<

»

Figure 5.7 — Change of the supply size (Q) in time in the model of productive order

The peculiarity of the productive order model restocking during the certain period of time,
products are created and sold simultaneously. Therefore in this model it is necessary to take into
account the daily productivity and speed of daily expense of supplies.

3. A model of ordering with a reserve store. Its difference from previous models consists in
the fact that thtere exist the additional units that form the insurance supply and can be used in case
of emergency situations or change of demand.

A reserve store is determined as a size of supply, constantly supported additionally to the
expected necessity.

There are two approaches to determination of reserve store:

1) probabilistic;
2) that is base on the concept "the service level ".

Let’s study them. At probabilistic approach the probability of exhausting of supply is
regardered only. But not the probability of wares amount, that will not be enough. For example, it is
possible to set such level of reserve store, that probability of that the necessity would exceed 300
wares, was not higher, than 5%.

The service level (P) means the necessary amount of wares, that can be really got from the
supplies on hand. For example, an annual requirement in a good "A" is 1000 things. The 95% level
of service means that 950 things can be got immediately from a supply, and 50 things it will not be
enough. This conception is based on the statistical characteristics E(z), where E(z) is an expected
deficit of wares, that is calculated by the formula :

122



E@z)=2PQ (5.6)
oL
where (1 - P) is the dissatisfied part of necessity;
Q is the economic size of order, calculated by the formula:

2DS.
Qopt = T’ (57)

oL is standard deviation of need during the order period L fulfillment, which is calculated by

the formula:
L »
OL= écdi’ (5.8)

where o is standard deviation of daily a need, that is calculated by the formula :

=}

(di - dcp)2
R — (5.9)
n
where d; is a daily need (consumption norm), d., is an average daily need,
n is an amount of days.

4. A model is with the discounted amount. A quantitative discount is diminishing of the unit
price of products on condition of purchase of commodities in considerable volumes. The peculiarity
of the model with the discounted amount of supplies is that in case of increase of discount amount
of expense on a product diminish, but, int heir turn, storage charges increase, as the orders volume
increases. Thus, the optimal variant takes place in the case the discount value is examined between
product cost diminishing and storage costs increasing.

There are two types of models with the discounted amount: a model with a variable (graded
price) and a one period model.

A model with a variable price takes into account the dependence of the output cost of good
on the order volume, that is not directly proportional, but a graded one.

To determine the wares volume of a certain type, it is necessary to determine the economic
size of ordering for every price. An optimal order volume is determined after the least total charges
on the supplies storages, that influence the emergence of turnabout. For this purpose the tableis
made. Here for all possible values of volume orders (Q) all elements of charges on creation of
supply are calculated and find total charges on creation of supplies.

One period model is related to placing the orders for covering the necessity only during one
period (cycle). For example, how many newspapers must a newspaper stand order every day?

One period models use the analysis of maximum indexes, according to that the optimal size
of supply corresponds to an optimal value, after which benefits that are got out from the next good
delivery to a store turn out to be greater comparatively with possible losses for the lack of this good.

The use of the maximum indexes analysis is possible in the case, when the probability of
any events is known. I. e. the expected income and expected losses are compared. Mathematically
interconnection "maximum income - maximum charges" has the following form:

P (MP)>(1-P) ML,
where P is probability of selling a good;
(1 - P) is probability of not selling a good (as one of these events will surely take place);
MP is an income from the sale of x-good,;
ML are losses, if a x-good will remain unsold.
While solving this equation in relation to P, we’ll get:

ML
P2 MP-+ML ! (5.10)
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It means that we need to continue the increasing of the supply volume until the probability
of sale of the last given good will not appear greater or will to be equal to attitude of losses toward a
maximum income.

To handle the stores of dependent demand, initial information is needed. It consists of:

e productive schedule (it determines what must be done and in what terms);
e the specification, or list of materials that are used;

e the presence of materials on a store place;

e materials in a request;

e current time of producing.

Let’s study each constituent of this information more detailed.

The productive scedule must comport with a production plan, which is developed on the
basis of the aggregate planning methods that contains the financial plan of present powers and
consumer demand. Every level of productive chart must be carried out, as there is a feed-back. It is
necessary to provide exact implementation of chart with taking into account enterprise power.

A specification, or list of materials that is used, is necessary, as on every enterprise
(organizations) there are failures and errors in drafts through the hasty producing of new wares.
Thus details are specified after facilities of a good composition list.

A good composition list is a list of a certain amount of components, ingredients and
materials that are necessary for the production of a good.

A presence of materials on the store place is based on ABC-analysis data according to the
terms of verification and realization of appropriate co-ordination in a case of disparity to the
necessary norms.

A presence of accessible information for a manufacturing stuff and its driving to every
workplace.

Current time of making is calculated in a case, when it is necessary to make an article of
labour, and then time for its purchasing is calculated. The calculation is held by means of cyclic
chart of making a good according to a present specification.

5.5. Operating planning and production control of production

An operative management consists of the operating planning and production control.

The operative planning of production is taking of the ratified annual productive program of
enterprise to every workshop, area and workplace as operatively-calendar plans and organization of
their implementation.

Production control is a centralized continuous management on works co-ordination, which
embraces an account, control, analysis, adjusting, organization and stimulation, fulfiling the
operatively-calendar plans by all workshops and subdivisions of enterprise.

The operative management consists of such stages:

e Forecasting (determination of the future course of events);

e Rationing (development of calendar and planning norms);

¢ Planning (operatively-calendar planning of subdivisions work);
e Organization;

e An operative account.

The basic task of the operative planning is providing of systematic rhythmic production with
the aim of fulfiling commitments on the products supply on condition of the best use of productive
resources, and also minimum binding the turnover means at all stages of productive process.

There exist the following methods of the operative planning:

- outputing;

- calendar;

- outputing-calendar;

- outputing-dynamical.
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The outputing method is used for distribution of goods production volume that is produced,
in natural, labour and cost sizes after the term of implementation and productive subdivisions.

The calendar method is used for determination of calendar terms of production process.

The outputing-calendar method simultaneously takes into account terms and volumes of
producible works on condition of concordance of nomenclature, terms and volume of the pre-
arranged works with the possible carrying capacity of productive subdivisions in a whole period
that is examined.

The outputing-dynamical method allows taking simultaneously into account terms, volumes
of output and dynamics of works implementation of the concerted nomenclature, terms and
volumes of the pre-arranged works with the complete and even loading of productive subdivisions
by the types of works for the whole period that is examined.

Under the production capacity of enterprise is ment the the most possible annual producing
of products in a nomenclature and assortment, set by a plan, on condition of the complete use of
productive equipment and areas on the basis of the use of progressive technology and the most
rational methods of labour and production organization.

The planning production capacity is calculated for a certain planning period.

Project enterprise power is the set size of output products volume, that is accepted as a base
index for enterprise planning that is built or reconstructed.

A production capacity is determined by the power of leading subdivisions (workshop, area,
group of equipment) taking into account measures, sent to liquidation of “weak points”.

A leading subdivision is subdivision where basic technological operations on making
products are held, where most part of labour force is used and concentrated the most part of the
resources of this subdivision.

A "weak point" is disparity of powers of separate workshops, areas, group of equipment to
powers of corresponding subdivisions, where the power of all enterprise is set.

For planning calculations one uses the index of average annual power, that is calculated by
the next way:

_ Pins.p Ty Pdr.p ‘Tar
Paverage - Pinp.p + 12 - 12 (5-11)

where P, , is an input power, hrn.;
Pinsp IS an inserting power, hrn.;
T, is a period of the powers use that are inserting (from the point of introduction to
exploitation to the end of year), month;
Py, is power that is dropping out, hrn.;
T4-1s a period, during that powers that were dropped were not used (from dropping out till the
end of the year), month.
The production capacity PC of each bench or a group of workplaces that make this operation
on the separate detail processing is calculating by the formula:

Pj “Fact

e — (5.12)

where F, ¢ is an actual fund of time of work of a piece of equipment, min;
P; is an amount of pieces of equipment in a group j, things;
t,yrj IS @ progressive labour intensiveness of processing one set of details on the equipment j,
min.
In their turn, funds of time are:
- calendar (for the pieces of equipment, that are working continuously);
F.; = 365 - 24 = 8760 hours
- regime (hominal);
Frome =S+ (q- Dy — Dy - Hyp) (5.13)
where S is an amount of shiftworks;
g is duration of shiftwork;
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D,, is an amount of working days in a planning period,;

Dy, is an amount of before holidays days;

H, is an amount of non-working clock in before holidays days.
- an effective (actual, working) fund of time :

Feff = From.:(1 — %) (5.14)
where a is a losses percent of business hours on plan repair; derives from 2 to 12%.

Thus, a production capacity depends on such factors, as an amount and composition of
equipment, an accepted mode of equipment operations, productivity of equipment or labour
intensiveness of products that are produced on this equipment.

Reserves of increase and use of production capacity are:

- extensive; are revealed in the increase of amount of the set equipment that provides the
productive use of all technical equipment and potential fund of time of its work (for example,
increase of amount of the set equipment, increase of regime fund of work time);

- intensive are reserves of decline of labour intensiveness of products or increase of the labour
productivity (for example, introduction of new technologies, improvement of wares
construction, modernisation of equipment, application of progressive instruments, application
of economy of raw material and materials).

The reserves of improvement of the production use capacity are divided into:

- extensive (liquidation of time losses in the equipment work);

- intensive (degree of capture by all workers the new operating technique and technologies).

The actual use of industrial capacity in market conditions is determined by such factors, as a
market situation, competitiveness of goods, material support of production, supply of labor.

The level of the industrial capacity use for 60-70% is considered to be normal, as the
production task consists not in the maximal loading of equipment, but in producing of competitive
products and maintenance of reserve capacity for additional orders.

The indexes of the production capacity use are:

1. Coefficient of the extensive use of equipment that characterizes the use degree of possible time

of its work and is calculated by the formula:

Cext.u = Tac/Fpl (515)
where T, is an actual time of equipment work;
Fy,; is a planning, effective fund of time.
2. Coefficient of the intensive use of equipment, that shows the degree of the equipment use for a
time unit, i. e. characterizes the level of equipment use by power; it can be calculated by the
formula:

V.
Cintu = ac./Np (5.16)
where V. is an actual volume of products output for a time unit;
N, is the set norm of products producing during this period.
3. The index of the integral use of equipment is calculated by the formula:

Iintegral = Cinta " Cextu (5.17)
and presents total description of the equipment use level of both by productivity and by times.
4. Capital productivity ratio (products producing for a 1 hrn of capital assets cost)
F=V/A (5.18)
where V is the annual products producing in a value reprentation,
A is an average annual cost of capital assets.
The indexes of the production capacity use allow to define the degree of the powers use
on an enterprise.
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5.6. Human resources management in the operating system
A working process is a man’s influence on a human object by means of tools or as a result
of the tools’ action guided by a man to create a product that is in certain natural or artificial
circumstances. A working process is the most difficult, main and simultaneously the finishing stage
of any productive process. The working process embraces all spheres of human activity, thus it is
necessery to define the types of human processes according to their classificational
characteristics (Tab. 5.3).
Working process consists of the following stages:

Analysis of situation (problems of works plan, program, technology, project etc.).
Forming of a certain idea about wares technologies, conditions and requirements of
environment, prognosing of process results.
Preparation of workplace and its providing by all necessary things (by material resources,
human force, information, technology etc.).
Work accomplishing, i. e. working process.
Presentation of results and execution of work.
Handing over and realization of work.
Stimulation of high results of human.

1.
2.

N o ok

Classification of working processes

Ne C(!ﬁ:géf::i';??l Type of a working process
1 | Human character physical
mental
perceptible
mixed (integral)
2 | Human object material processes that are related to producing of
substance a concrete product
documented processes that is related to creation of
non-material assets
virtual processes that are related to informative or
spiritual service
3 | Aims of human creation of material base for satisfaction of needs
processes for satisfaction of material human needs
their consumers satisfaction of spiritual and social human needs
satisfaction of public needs
4 | Production material production
sector, where the non-material production
working process
takes place
5 | Role and place of in basic processes is products producing, work
working process accomplishment or provision of services
in a productive in the secondary processes is providing of the
process normal functioning of basic and secondary
processes
in service processes is providing of the normal
functioning of basic and secondary processes
6 | Periodicity of continuous processes
works cyclic processes
accomplishing non-cyclic processes
7 | Level of working manufacturing processes

Table 5.3
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processes - machine-manufacturing (mechanized) processes
automation - automated processes
- automatic processes

To organize a working process means to unite in space and time according to the amount
and quality of labour object its facilities and labour force. Thus organizers, technologists,
economists must answer the questions: that is made? with what parameters? who does make?
where, when? what charges and what results do accompany a labour process (activity)?

Labour activity organization of must be based on the science achievement and advanced
experience, to provide the increase of the labour productivity and maintenance the human health.

One of the main questions of organization of workplaces is their rational planning. The
planning of workplace means the effective spatial placing of all material elements of production in
the workplace (equipment, technological and organizational equipment etc.), that provides the
economy use of floorspaces, a highly productive and safe labour of a worker. There are external and
internal workplace planning.

The external planning is a rational placing on the workplace the basic and auxiliary
equipment, rigging and organizational equipment. It includes working and secondary space (zone).
A working zone is part of three-dimensional space, that is limited by reach of hands of worker in
horizontal and vertical planes including the body turn for 180° and moving to one or two steps.
Instruments and articles of labour, that is constantly used in the process are placed in this zone.

The rational internal planning of a workplace foresees the most effective placing of the
technological equipment and instruments in an instrumental closet, rational placing of billets and
details on the workplace.

For accomplishing the productive tasks every workplace must be provided by the different
types of service : by the supply of materials, resources, billets, realization of repair and regulation
works for equipment etc. The sumof different types of service presents the service system of
workplaces, areas, workshops.

The system services means regulation of volume, terms and methods of byworks
accomplishing with providing the workplaces by everything necessary.

The serving system of basic workplaces (for example, multiple-machine) includes:

- rational distribution and co-operation of labour between basic and by auxiliary workers,

maximally releasing the first from byworks for he would execut basic functions only;

- planning of service process (by the concordance of calendar schedules of service with the
system of the operative planning and activity of basic workers);

- a preventive character of service (implementation of planning-rreventing repair, timely
preproduction, including supply to the workplace of the preliminary manned materials, billets
etc.);

- organization of complex workplaces serving by contemporaneous performance by different
services the all serving functions (preparatory, instrumental, transport and others);

- upgrading and reliability of equipment repair;

- permanent and effective connection of workplaces of basic production with an auxiliary
personnel;

- providing of economy service;

- strengthening of responsibility for timely and quality implementation of service function by
auxiliary personnel.

The workplace service can be accomplished by:
- the beforehand worked standard plan (forced system) - it is recommended for a stable

productive process in the conditions of mass and serial production;
- the standard plan (forced system) worked out in good time - it is recommended for a stable
productive process in the conditions of mass and serial productions;
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- as a scheduled maintenance service in accordance with calendar plans and schedules (at
insignificant volumes and unrhythmic making of products in conditions of mass production);

- as a current service after calls from workplaces (at small volumes and irregular products
producing in the conditions of single and small-scale productions with maintenance of
scheduled maintenance repair).

Questions for self-check:
What is the essence of operating management?

What is the basic criterion of the operating system activity?
Name the functions of operating management.
Characterize the methods of operating management.
What types of the operating systems do exist?
Characterize strategic management.
For what purpose and how is optimization of the productive program realized?
What is the essence of the aggregate planning and its strategy?
What methods of aggregate plan do exist?
. Expose disaggregating essence in the hierarchy of planning.
. What is the general approach to stores control?
. Give description to the model of supplies of independent demand.
. What supplies of dependent demand do exist?
. What is the essence of operative management?
. What methods of the operative planning do exist?
. What is production capacity?
. What is the essence of labour processes organization?
. Name basic principles of workplace organization.
19. What is the labour productivity and what are the basic methods of its improvement?
20. What is the essence of labour process planning?
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CHAPTER 6. MANAGEMENT IMFORMATION SYSTEMS

Objective: creation of knowledge and skills of rational use of modern information systems and
technologies.

Subject: information systems and technology management of different classes in the organization.
Content Modules: Evolving approaches to building corporate information systems (MRP - MRP 11 -
ERP - Advanced ERP - EAS - ERP 1I).

Content modules: Software and approaches.

Possibilities and limitations of intellectual systems today. The structure of information systems.
Automation of design and planning management.

Automation of business plans. Automation of decisions. Expertise and expert learning systems.
Decision support system. Using indexing and retrieval of data. Management of the exchange data
processes using the technologies of computer networks. Hypertext technologies of data processing.

6.1. Informatization of management processes

Organization of information systems must meet the organization of the basic activity of the
company. For information systems and technology is quite natural that they expire and are replaced
by new ones.

Centralized processing of information on computer centers was the first historically
established technology. Large computer centers for collective use were created, equipped with large
computers, which use is allowed to handle massive amounts of input information and receive
various types of information products, which were then handed to users.

Decentralized information processing connected with the advent of personal computers and
the development of telecommunication facilities. It has shifted the previous technology because it
gives the user ample opportunity to work with information and does not limit his/her initiatives.

Rational is such a methodology by which the duties are allocated as follows:

e computing center is responsible for developing an overall strategy using information
technology to help users both in work and in training, set standards and define the policy of
using software and hardware;

e staff, using information technology must follow the instructions of the computing center,
develop their local systems and technologies in accordance with the general plan of the
organization.

Rational methodology of information technology usage will achieve greater flexibility,
adhere to common standards, compatibility of informational local products, reduce duplication, etc.

There are several points of view on the development of information systems and technology,
using computers, which are determined by different characteristics of the distribution. Common to
all approaches is that with the advent of the personal computer began a new phase of development
of information technology.

1-stage (60-70 years) - The "e" technology, the basic tools which are large computers and
created on the basis of their automated control system (ACS) and information retrieval systems.

2-stage (from the beginning of 80's) - The "computer" technology, the main tool in which is

a PC with a wide range of standard software products for various purposes.

3-stage (from the beginning of 90's) — this is establishment of modern information systems
technology. Begins to be widely used in various areas of global and local computer networks.

4-stage (the end of 90's — the beginning of the 21 century) — this is development of
communication, global and local networks.
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Let’s consider the basic concepts and terms in the field of information management systems.

Information — facts about objects and phenomena of the environment, their specifications
and the state, which reduce the existing degree of uncertainty that appear in their particular
environment preservation, processing and communications.

Information resources - a set of knowledge and information about the world, collected and
placed on any media information (documents, databases, etc.), that can be used to implement any
purpose.

Information object - is a description of a thing (real object, phenomenon, process and event)
as a set of logically related information (information elements). Such entities for information
objects can provide: shop, warehouse, material, etc. Information object of the determined essential
elements and structure form a class.

Information technology - a set of interrelated scientific, technological, engineering
disciplines, that study methods of effective management of the processing and storage, computer
equipment and methods of interaction between staff and production equipment as well as the
associated technical, economic and social problems.

The tools of information technology — is one or several interrelated software products for a
particular type of computer technology, technology of which allows the users to achieve their goal.

The literature distinguishes four types of modern information technologies:

1) Information technologies of data processing - designed to solve well-structured tasks of which
input data and the known algorithms and standard procedures for their processing are
necessary. This technology is used at low operating personnel skills to automate some routine
operations of constantly recurring administrative work. Therefore, the introduction of
information technologies and systems at this level significantly increases staff productivity,
relieves him from the routine operations, may even lead to a reduction in the number of
employees.

At the level of operational activity the following scientific objectives are discussed:

e Data processing operations, performed by the company;
e Creation of periodic monitoring reports on the status of the activities of the company;
e receipting of response to current needs and designing them in a paper or report.

In information technology of data processing one can create documents for management
and employees, as well as external partners. This document can be created either on demand or
in connection with the company operation or periodically at the end of each month, quarter or
year.

2) IT management - to meet the information needs of all employees of the company without
exception that deal with decision-making. It can be useful at any level of control. This
technology is oriented on the work in the environment of information system management and
is used by worse structure of the tasks solving compared to tasks performed by information
technology of data processing;

3) Information technology of decision support:

e decision support systems DSS (Decision Support Systems) are the type of information
systems, in which through very complex queries selection and data analysis in different
aspects is performed: temporal, geographical and on various parameters. The means of
artificial intelligence form the expert subsystem which is based on rules or precedents from
the knowledge base and appropriate mechanisms for the conclusion;

e in the class of systems of decision support systems the class of online analysis processing
OLAP is distinguished. Here, processing efficiency is achieved by applying a powerful

131



multiprocessor computers, special OLAP-servers, methods of multidimensional analysis and
specific data repositories that accumulate information from different sources at a time, and
such that provide quick access to them. Efficiency and flexibility of information technology
depends largely on the characteristics of the interface system to support decision making.

4) Information technology expert systems — it is the ability to accumulate knowledge and
experience of highly skilled specialists in a particular narrow subject field. Then using these
knowledge users of expert systems that are not very qualified can solve its current task as
efficiently as it would have made experts themselves. They enable professionals to obtain
expert advice on any issues about which systems have been endowed.

There is a large class of information retrieval systems based on hypertext and multimedia,
designed to safeguard user information through interactive communication.

Independent subclass of information retrieval systems are geographical information systems GIS.

The information is linked to geographic coordinates on a map or plan area.

6.2. Automated systems of company management (Standards for MRP, MRPII, ERP, ERPII)
In the field of information management at present the following standards are used:

e JIT (Just-in-Time) - a method of planning and management, which is to minimize the
insurance and operational stocks by stabilizing supplies and reserves of production capacity.

e MRP - Material Requirements Planning. Based algorithm, formulated in the late 60's in A.
White’s publications and the publications of American organizations with inventory control
and production (APICS92).

e MRP Il - Manufacturing Resource Planning. Like MRP, was formulated by A. White and
APICS92 at the end of 70's — the beginning of 80's.

e CIM - Computer Integrated Manufacturing. This concept began at the beginning of 80's
and is connected with the integration of components and systems management.

e CALS - Computer-aided Acquisition and Logistics Support. CALS methods emerged in
1980’s in the U.S. military department. CALS feature is the standardization of data exchange
between all the units - project participants.

e ERP - Enterprise Resource Planning. The concept was proposed at the beginning of 90's by
analytical firm of Gartner Group. Today it is one of the most powerful and promising.

e CSRP - Customer Synchronized Resource Planning. The concept was proposed by the
firm Symix (USA) and was implemented in a family of software products Syte Line. One of
the latest trends in business planning based on synchronization of the company directly to the
client’s needs.

For the successful promotion any information systems must meet specific requirements
conditioned by the need to use a component approach:

e Openness - system cannot be isolated:;

e Portability - the system is not tied to specific hardware platform, it is possible to switch to
another platform with minimal costs;

e Interoperability. The system is developed by the following rules to be able to increase through
additional, independently developed components and provide the necessary export / import
data;

e Large range. The system should have the ability of unlimited expansion. For this restriction
which is imposed on the system in any aspect, it is missing or the job is assumed on a system
with sufficient resources for any user;
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e Universality. The system is designed so that users could easily go beyond the functionality of
the standard supply and be able to build up their own business processes, create custom
business objects and implement custom business logic;

e Corporativity. The system should take into account the peculiarities of the network affiliated
company, to support work on distributed databases and remote access to company
information resources.

MRP Standard. To solve the problem of optimal production control in the mid 60's the
material resources management principles of the company were formulated. These principles
became the basis of the concept of MRP (Material Requirement Planning), the main provisions of
which are: industrial activity is an interconnected flow of orders; during the execution of orders the
limiting of resources is considered; minimization of production and inventory cycles and stock is
provided; order, delivery and production are formed on the basis of sale orders and production
schedules; movement orders is agreed with economic indicators, the order is completed when
necessary.

MRP methods declare what accounting processes and controls must be implemented in
companies, in which order to run them and include recommendations, in which way it should be
fulfilled. Further development of the MRP concept was affected by improving the functionality of
the company towards better customer satisfaction and cost reduction.

MRP 1l Standard. MRP-methodology is an algorithm for optimal control orders for
finished goods, production and stocks of raw materials, implemented by a computer system. In
general, it provides the solution of tasks of planning, the activity of the company in natural units,
financial planning in money.

Standard class of MRP |1 describes 16 groups of functions:

e Planning, sales and production;

e Demand management;

e Plan production;

e Material requirements planning;

e Product specifications;

e Control system;

e Routine supplies;

e Management at manufacturing plant;

¢ Planning capacity needs;

e Control input / output;

e Logistics supply;

e Resource planning division;

¢ Planning and management workbench;

e Financial management;

e Design;

e Performance measurement.

MRP 1l Standard shares the scope of certain functions on two levels: the required and
optional. In order that the software was considered to be the MRP 1l class, it is necessary to perform
a defined scope of (basic) functions. Some software vendors have chosen different implementations
of a range of optional procedures of this standard.

ERP Standard. The development of MRPII systems is related to their development into a
new class of systems - Enterprise Resource Planning - ERP. Systems of this class are meant to work
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with financial information to solve problems of large corporations with geographically distributed
resources. Besides the functional requirements for ERP systems the new requirements concerning
the application of graphics, the usage of relational databases, CASE-technology for their
development, computing architectural system such as “client-server” and their implementation as
open systems are used. Systems of this class are actively developing since the end of 80's.

It should be noted that the approach to solving problems in production planning ERP
systems until recently remained largely unchanged, i.e. in that form in which it has established in
MRP 11 systems. Elements of planning optimization in traditional MRP 1l / ERP-systems are found
only on the lower level - in case of operational planning problems using methods of the theory of
scheduling.

ERP Il Standard after the transition from MRP (Material Requirements Planning) to MRP 11
(Manufacturing Resources Planning) imposed in 1990, the term ERP (Enterprise Resources
Planning) for several years adopted a new approach to resource planning. It provided accurate
accounting of all resources and vision of the circumstances that existed outside his own industrial
company whether it belonged to the process, discrete or mixed production; this concept is called
"Extended ERP".

ERP Il - a business strategy of the company, which belongs to a particular field and it is a
set of the key for the industry applications that help customers and shareholders of companies
increase business value through effective support and optimize operational and financial processes
both within the company and in external world - from international cooperation with other
corporations.

The concept of ERP Il is based on six basic elements relating to business strategy,
technology strategy and the strategy of building applications:

+ therole of ERP II;

« scope of activities covered by this concept;

+ features that are inherent in this area;

+ types of processes within those functions;

+ system architecture that provides these processes;

* methods used for data management within this architecture.

All of the elements (except Architecture) suggest that ERP Il — is a development concept of
ERP, aims to ease the use of information generated within it in the environment for cooperation
with other corporations within communities according to the interest. Expanding the scope of ERP
Il (compared with ERP) revealed, inter alia, that the new concept also covers non-manufacturing
sector.

Development and implementation of information systems. In case of implementation of
information systems company should choose one of two basic concepts that reflect the perspective
formed by the existing organization structure and role in her computer processing.

The first concept focuses on the existing structure of the company. Information technology
adapts to the organizational structure, and only the upgrading of methods occurs.

The second concept focuses on the future structure of the company. This strategy involves
the full development of communications and development of new organizational relationships.

Principles of formation and implementation of information systems

Principle 1: organizational structures and process systems must be conceptually agreed
with one another.

Principle 2: the introduction of IS in the company should provide positive motivation
and satisfaction of employees using the proposed system project of informatization.
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Principle 3: users must actively participate in the creation, development and
improvement of IS.

Principle 4: participation in the development of production units and development of IS
involves dimensional organization and project management, and appropriate methods of structuring
and maintaining communication between these departments and experts from IS.

One can distinguish two main approaches to designing control systems and information
systems of their support: structural and process.

The structural approach is based on the use of organizational structures when designing
the system goes on the structural units. Technology activities are described in this case through the
technology business units, and the interaction of structural forces - through top-level model. The
main drawback of the structural approach is binding to the organizational structure that is changing
very quickly because the system design of information systems has to make changes often.

The process approach focuses not on the organizational structure, and business processes.
Business processes, in contrast to the organizational structure, are changing less often. Typically,
the key business processes in the company are not many, usually no more than ten. Process
approach to the analysis and modeling of business processes, and also to the following requirements
has to develop information systems which can quickly be accompanied by rational technology
works in parallel with the operation of information system upgrade, increase capacity of the
database and keep it up to date. Another primary advantage of using the process approach is the
possibility of formalization technology works with the reorganization of companies and designing
information systems supporting sustainable business processes.

Features of IS that are created in the organization by their own. Development of the
concept, architecture, structure and basic technical requirements are mainly available at the moment
of IT professionals according to their experience and professional interests.

The level system which is created is determined by the level existing in the company of
experts, mainly programmers.

The company should form a team of professionals, industries whose sphere of activity will
be informatization. Manager, who heads a team - is an information manager. In addition, the
persons who make decisions must be properly prepared at all levels:

+ Centralization;
» Integration (reintegration);
« The arising of savings effect without reference to activities.

Elements of the impact of engineering and technology skills are also: disqualification,
increasing of skills, polarization, creation and maintenance of information systems.

Development of IS is usually in the receiver by installing, configuring, and testing of
coordination of designed modules.

The introduction of IS is a set of modules in the consumer, setting up and launching them,
demonstration of operation and characteristics of the recipient under the contract. End with the
bilateral instrument of acceptance of the product.

Maintenance and use information systems. The main tasks of providing information services
on development of IS are:

 classification and registration of products;

« normal inspection while products are coming to the funds;
+ preservation and maintenance of bank information;

+ information and advice on the subject funds;

« organizing of permanent exhibitions of products;
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* information outside organizations.

System of testing IS has to provide a product at all stages of its life cycle. "Life" of any
system is accompanied by (or, at least, is occasionally accompanied by) a variety of tests: separate
subsystems, the whole system, some types of devices, their various combinations in different
modes, etc.; promotional, demonstration, certificate, controlling for the accident, to find a solution
to the reliability, etc.

Support system is a continuation of support during delivery of the object system in
operation. It contains a suite of tools to guide the research and preparation of organizational and
technical measures.

6.3. The organization and means of information technologies of management activities

The current stage is characterized by automation control systems, rapid development of
distributed computing, which allows faster processing of information by means of maximal
approach to data processing for its appearance and use; effectively meet the diverse and frequently
changing information needs of management personnel, the decision to provide operational facilities
management, reduce maintenance costs of the whole computer system, to increase flexibility and
improve survivability systems (with output of one computer does not lead to rejection of the whole
system); directly participate in the enforcement process control, improve quality and reliability as
conceived decisions.

The technical basis of modern information technologies, and hence the system is the whole
complex of technical means of information technologies, including computer distinguished tools,
communication, office equipment and software.

Means of computer equipment is the whole complex of technical basis of information
technologies and are designed primarily for processing and converting of various types of
information used in management activities.

Means of communication equipment provide one of the major functions of management
activity - transfer of information within the system management and data exchange with the
environment, suggesting using various methods and techniques, including using computer
technology.

Means of office equipment designed for mechanization and automation of administrative
activity in all its manifestations.

In the field of information such problems that affect the whole development of information
systems management exist:

- ageing of information technology. For information technology course, they expire and are
replaced by new ones. For example, to change the packet processing applications on the
mainframe in the computer technology center a personal computer at work guide came on.
Taking new information technology to companies one should assess the risk of lagging behind
competitors in its inevitable result of aging, as the information products have an extremely high
speed to be replaced with new types or versions. Recovery periods are ranging from several
months to one year.

- residual financing of information complex. For the information provision generally funds are
not allocated in the necessary volume. Aiming to reach a new level, much less to become
competitive in the global market, most of them will have to revise the priority allocation of
funds.
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- lack of a unified automation system. Partly, but not exclusively, this is also the question of
finance. Managers who, despite the presence of drugs, do not force the purchase (or by writing
their own units) and the establishment of such a system, sooner or later become hostages of
their shortsighted policy, losing the possibility of obtaining prompt and accurate information,
especially if companies do not have a local connection between departments.

- insufficient use of Internet technologies. The causes of this general problem are not clear,
because for the solution is needed not really small funding in comparison with the scale of
company. Most likely the root cause of problems — is the lack of leadership of literacy in this
question. As a result, the level of automation and informatization of Ukrainian companies and
their foreign economic activity in general is very low.

Besides of the above, you can also highlight the internal problems of IS, resulting from the
coordination of its hardware and software components. Based on the above considerations
integrated circuit - this is, indeed, always one or another software and hardware or combination of
such complexes, which performs its function as a whole, and should not be classified in this
approach.

Prospects for the development of information technology management activity correlate
with the current state of information technology as follows:

1. The presence of many industrialized functioning database with significant volume, containing
information on virtually all areas of society.

2. Creation of technologies that provide interactive access to the mass of information resources.
The technical basis of this trend is the public and private systems and data of general purpose
and specialized, integrated into national, regional and global, information-area networks.

3. Expanding the functionality of information systems and technology that provides simultaneous
processing of data bases of various structures, multi-object documents, hypermedia, hypertext
databases, and the creation of local, multi-problem-oriented information systems for different
purposes based on local area networks.

4. Inclusion in the information systems of intellectualization of Ul elements, expert systems,
machine translation, auto-indexing and other technological means.

Any activity and in the field of information should be provided with guarantees of quality of
its products: services, programs, machines, components, systems, etc. Systems, networks,
complexes, modules and their components, technology, personnel - all these components together at
retail should ensure quality work and products. These guarantees have become to be provided not
only by direct certificates, but also indirect characteristics: production management, applied
technology and conditions of the company. Getting consumers to these terms allows it to be sure of
the agreed quality of manufactured goods as a supplier during the contract to supply products and
its applications. This provider must be ready at any time and with the necessary fullness to the
consumer of those products, who provides necessary, announced or agreed quality of the products.
As a result, systems of quality control products, which are based on international quality standards,
are created. Compliance with quality systems requirements is specified by the level certificate of the
organization that is licensed for the appropriate level of certification.

For development of international standards and certification companies on the basis the
relevant international organizations appeared, including the hugely influential International
Standardization Organization (ISO), which standards are widely used in practice in European
institutions, i.e. the requirements for quality management systems in enterprises. These are
standards 1SO 9000, 1SO 14000. It should be noted that product means the result of the activity or
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processes, it may contain some kinds of services, equipment, software or combinations thereof.
Product can be, for example, information, new concepts (“know-how”) or their combination.

In some complex information systems in the scale of company this process is provided by
appropriate automatically built-in capabilities. For example some companies offer the service
system of automatic certification of ISO to information systems of the customers that buy products
of the company. Obviously, obtaining such a certificate provides for any company more
opportunities in the conduct of operations with foreign partners, especially exports. Practically
certification is provided by the presence of the agreement of the company-developer with the
consulting companies that supply such systems and accompany to the client.

6.4. Network technologies and systems of distributed processing

The important factors that determine the preferred network of computers are:

+ elimination of duplication and problems associated with updating data for individual users
within the company;

* more efficient use of the collective network of quite expensive resources such as software,
printers, disk arrays, a large amount of memory, etc.;

» system-wide productivity by introducing a network of specialized components, such as file
servers, database servers, telecommunication servers and other application servers;

 availability of additional network services, such as the e-mail, teleconferencing, etc.;

 higher reliability in the presence of overlapping elements in a single network of distributed data
processing system and its potential for scalability.

There are following types of the networks.

Local Area Network (LAN), providing the interaction of a small number of homogeneous
computers on a small area with relatively less developed with WAN architecture and usage of more
simple methods of interaction between network nodes. Wide Area Network (WAN) is a large
number of geographically distant from each other computers (called host-node), the joint interaction
of which is provided by data communications network and special programs for the network
operating system. The core of WAN is characterized by powerful computer systems that represent
different kinds of servers, designed for many users, as well as specialized computers that serve as
communication hubs. Virtual networks (VLAN). Virtual networks (VLAN) allow the creation of
logical groups of users to scale the corporate network by organizing users into logical groups,
regardless of physical location of workstations of those users. This is one of the major advances in
networking technology - the ability to create working groups on the basis of official functions of
users, not tying to a network topology. Virtual networks allow you to organize the network more
efficiently. Numerous communication nodes along the channels connecting them form a
communication network, sometimes also called SUBNET communication. If the stations that are
connected to the nodes of a communication network, act as computers and terminals, the subnet
connection with the stations connected to it forms a computer network. In this connection scheme
stations through communication links to communication units and combining their communication
channels between the nodes define a network topology.

Routing between virtual LANs can share resources and reduce broadcast traffic to a
minimum. We use bridges and routers. Bridges and routers are devices that allow you to connect
LANSs together with WAN-networks. This connection allows users to share data resources in local
and distributed networks. The functions of bridges and routers are similar, but these devices work
differently.
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Communication protocols, which are widely used today, are designed to help in the process
of connection of LAN users. TCP / IP protocols are based on a simple four-level scheme. Lower -
channel level - establishes standards (Address Resolution Protocol, ARP) of network hardware
address and device drivers. Second - the network level - defines the rules of basic communication,
addressing logical units and routing packets (Internet Protocol, IP and Internet Control Message
Protocol, ICMP). Protocols of the third - the transport layer (Transmission Control Protocol, TCP
and User Datagram Protocol, UDP) - provide the setting connection between two programs on the
network as in the virtual channels and using datagrams.

Protocols of the higher — applied level (rlogin, talk, ftp, ntp, NFS, DNS, traceronte etc.) —
define the rules of interaction of end-users’ applied programs.

The need for collective use of data has recently become more urgent. This has led to
increased attention to various systems of distributed computing.

Distributed database — is a collection of files stored in different nodes of information
network and logically connected so that they constitute one set of data (the communication can be
functional or using copies of the same file). Distributed database involves the preservation and
performance management functions in several nodes and data transmission between the nodes
during query execution. The breakdown of the data in the distributed database can be achieved by
maintaining different tables on different computers or even maintaining the different parts and
fragments of one table on different computers. For the user (or application) it does not matter how
data is distributed between computers. Work with the distributed database should be the same as
with the centralized database, thus its placement should be transparent.

Client - server — is a technology that divides the application database into two parts: client
(an interactive graphical interface, located on your computer) and server that actually performs
information management, division of information, management and security and is located on an
allotted computer. Typically, the client and the server is geographically separated from each other,
in this case they are part of or form a distributed computing system. For modern database
architecture ‘client — server’ has become the de facto standard. If assumed that the information will
be designed according to the architecture "client - server", this means that applications implemented
within its limits will be of a distributed nature, that is part of the application functions would be
implemented in client software, the other — in the program server.

An important issue is control of access to data. Peculiarities of access to information in data
transfer systems and IP is an external feature of such systems. Naturally, access to resources cannot
be uncontrolled or uncontrollable. Besides a widely known problem of data protection, a complex
task of system resources access control and monitoring their application has become particularly
important now. In the simplest case, access control can serve to determine whether the permission
of the user access to specific network element, system or database is valid.

Encryption and decryption of data. One of the main means of data protection is their
encryption system, that is such a transformation, which excludes their use in accordance with their
meaning and content. The encryption (decryption) is a tool by which this protection is possible that
is why they are always secret.

The security of information networks. In our country over the past decade numerous
information systems and networks based on foreign hardware and software products have been
created. There is a reasonable concern about these systems: the possibility of existence of a so-
called "undeclared opportunity”, i.e. the properties hidden from the user that allow you to
manipulate these tools regardless of the user.
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Building a rational defense. The protection system may not be absolute. This would
require a significant increase in costs for its establishment and operation, and inevitably lead to a
decrease in system performance with basic production functions. Security must be built as rational,
I.e., with optimal performance for some criterion, which is always a subject of independent study.

Solving can be carried out in various ways, for example, you can find it among the
combinations of many degrees of protection, i.e., through exhaustive search of potential sets among
many sectors of the database of embedded cycles per options acceptable ways of protection. Thus
indices of protection for each database sector that are protected, can be determined to give each
sector one or several methods of protection. This approach allows choosing the cheapest among the
acceptable ways of protection for each of the sectors in which the total costs associated with the
operation of security and losses arising from unauthorized access, will be minimal. If the
information in the database is worth protecting, a system of protection itself will cost adequate
funds.

6.5. Hypertext technologies and their application on the Internet

Hypertext is created in the process of conversion system from one to the next node (system
link). Depending on the type of hypertext system such a system can be set by both developers and
users in the process of hypermedia systems. Movement in the hypertext network that is in the
process of reading hypertext is called navigation.

Hypertext technology is implemented in a specific hypertext system, which consists of two
parts: Hypertext (database) and hypertext shell.

Hypertext technology is widely used in various application systems:

» Desktop publishing systems: to create documents that have a significant volume of hypertext
features (i.e. the system of references);

» Document management systems (DMS) - for example, to summarize in one final document the
information contained in disparate documents;

» Training systems of electronic documents that combine hypertext documents with the
possibility of navigation.

The most famous tool for creating hypertext system is HyperCard, which is one of the basic
software for Macintosh machines.

One of the promising directions of development of hypertext systems is hypermedia
technology - technology embracing hypertext and multimedia technologies (integration of text,
graphics, sound and video). In order to develop hypermedia applications Apple developed a
programming environment AMT (Apple Media Tool), in which the main object of development is
not a "card", as in HyperCard, but a "screen". These features create a variety of electronic
publications - reference books, encyclopedias, develop training programs. The existence of
hypertext technology enables to significantly simplify and shorten the time to prepare such
documents.

HTML Language — is a means of hypertext documents creation. Universal addressing mode
is used to organize hypertext links and provides access to distributed network resources.

Communication protocol is used to establish a connection to an HTML document, regardless
of its location.

Internet can help solve the following tasks:

+ Remote access. Work on a certain computer in a mode when your PC emulates a remote
computer terminal, thus it is remotely possible to organize the work of someone else's
computer;
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File Transfer (FTP). File Transfer Protocol (FTP) (File Transfer Protocol) is a protocol that
defines the rules for transferring files from one computer to another. Using this option, you
may receive and send files on an accessed server;
E-mail (e-mail). With e-mail one can send messages, receive them in your email inbox,
respond to your correspondents’ letters automatically, using their addresses and so on.
Announcement board (USENET news). These are so-called network news or discussion
clubs. They allow you to read and post to the public (open) discussion groups.
People Search. People move from place to place, change jobs, they may have several places
of residence, etc. People are always looking for each other, and there is always a problem
finding one person in the world.
ordering of the information is required if you must read some similar theme sites. In this case,
search can help, but much more convenient is to seek the assistance of Thematic Catalogs.
Subject Directory — is an information system in which the information sorted by categories
and Subdivision, is collected.
News feeds. Today Internet can provide users with a level of independence, no censorship,
objectivity, timeliness of information that they need. It’s no charge, efficient (in some Internet
media news appear online within 5-10 minutes after the event), some serious online editions
may still prevail in quality of analytical materials. News sites can provide users not only
news, but serious analysis, which aims to help many people navigate the current information
situation better.
Information delivery. If a user can not get information at a certain time directly from the
network by visiting a site, information delivery services are at his disposal. Typically, the user
leaves his address in the subscription, fills out a small questionnaire, which takes particular
note of issues and topics that he would like to receive information about. Then the subscriber
starts receiving information in which he is interested;
Information monitoring. Nowadays time is precious especially for a business person (time is
always missing). However, the Internet services are long engaged in monitoring, collecting
and analyzing information. Naturally, these services are not free, nevertheless they are in
great demand on the Internet;
Business sites provide users with the maximum amount of commercial information (business
news), they can learn about rates, use the currency converter, read theoretical works, and so
on, e.g. the sites: ukrbiz.net, cyber-service.net;
Industry-specific business projects - are sites created for communication and cooperation of
experts, professionals in any single industry, such as wood or oil;
classifieds and auctions - if you want to find an offer of a private individual or firm or to place
your offer, then such sites will help the buyer-seller find each other, these are sites like
ebay.com and Russian molotok.ru.

Basic approaches to accommodation, storage and retrieval of information in the system need

a good system of addressing, which offers the Domain Name System.

The Domain Name System is a complex distributed database that contains information

about computers (mostly about computer servers) connected to the Internet. To the information of
this database belong the addresses (names) of computers, computer numeric IP-address, information
for routing mail and much more.

E-commerce - a form of product delivery in which the selection and ordering of

goods/services are allowed via computer networks, and transactions between buyer and supplier
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come from the use of electronic records and / or means of payment. Thus buyers of goods (or
services) can be both individuals and organizations.

Internet business as an additional tool of business development presupposes a traditional
business model, supplemented by a new environment and Internet business technology.

Using Internet business Technology provides such features as:

*  World market entry;

» Business Uptime (24 hours a day, 7 days a week);

» Information exchange with any part of the world;

+ Costs reduction;

« Optimization and automation of business processes;

» Optimization and automation of relationships with suppliers, dealers, partners;
» The possibility of making payments via the Internet;

» The possibility of payment by barter and clearing schemes;
* reducing the costs of advertising and marketing efforts;

+ contactlessness with district and municipal administrations;
» Business mobility.

Economic activity carried out via the Internet, basically can be categorized in four areas:
Enterprise - Enterprise "(B2B)," Manufacturing - Consumer (B2C), consumer - consumer "(S2S)
and consumers - (S2V). This system allows more accurate assessment of the benefits and challenges
of e-commerce for an adequate response.

6.6. Peculiarities of advertising on the Internet

Advertising on the Internet is a tool that is essential to the success and popularity of any
Internet materials, to effective building and maintaining of the company image, or measures to
promote the brand on the market, etc.

The purpose of such advertising are: assuring a sustainable level of sales of products and
services of the owner of the site.

The activity of online advertising uses different methods.

Banner advertising is the most popular way to increase web page traffic (attracting visitors),
to attract new customers as well as a powerful tool for image advertising on the Internet.

Banner Network is an association of different sites, these pages place network members’
banners, as well as banners of any company that paid the owner of this banner network.

Show is one upload of a banner on the page, but usually show does not mean that the user
actually saw the banner.

Banner as a carrier of image advertising. Do not write off the role of a banner as a means
of image advertising. If the banner response is 2%, this does not mean that the other 98% were
wasted. Each banner show is significant to advertisers, because it is an excellent tool for branding,
i.e. image advertising of company, a determined by product / service, or perhaps the website. In
order that image advertising worked, the banner should be made accordingly. This includes
professional design, moderate advertising text and slogan, the use of appropriate images, etc. The
use in this case of intriguing scrollbars and buttons, not related to the meaning of phrases and
images, is not an option.

Large-scale research on significance of image banner ads has proven that banners are very
effective as a branding medium.

Methods of payment mechanisms and banner advertising on the Internet. Usually a
fixed price per thousand advertising banner shows is set, that is considerably less than the cost of
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traditional advertising media. In addition, there are pay-per "click” on a banner company advertiser.

The cost of a click on a banner is higher than the cost of displaying a banner, because it is believed

that potential customers (buyers) "click" on the banner. The cost of a click on a banner is calculated

as the ratio of visitors to the net profit.

There are other forms of Internet advertising, for example, E-mail advertising. Mechanism
of email is used by many popular podcasts. These include mailing lists, discussion sheets and, of
course, individual mail messages. Skillfully used, e-mail can be another effective tool to promote a
company/web server on the Internet.

Effectiveness of Internet as an advertising medium. The main advantages of Internet over
other advertising media include:

+ targeting - a clear coverage of the target audience, made through content sites, geography and
time;

« tracking - the tracking, analysis of behavior of visitors of the site and site improvement,
product and marketing according to the results of such ongoing monitoring;

»  24x7x365 property, which means you can operate 24 hours a day, 7 days a week, 365 days a
year;

 efficiency, which allows to start, adjust or cancel an advertising campaign at any time;

* interactivity, enabling consumers to communicate online with the seller;

+ volume means that Internet can locate a lot of information, including graphics, sound, video
and special effects.

Internet Advertising Future for Ukraine depends on such factors: the general growth in the
number of users, creation of quality Internet resources, the emergence of new technologies that will
help more low-cost and simple, high-quality Internet access.

Another significant feature of Internet advertising is interactivity. The end-user is not only a
potential customer, he also responds to advertising, has direct contact with it, moreover, in most
cases his reaction be documented. Client not only responds to advertising, he participates in the
production chain of goods to retail its sale. Media cannot compete with the Internet in performance
with the audience.

Advertising Agencies in the network. Now that there are many sites, it is obvious that to
solve the majority of tasks, simply available sites hosted in the network are certainly not enough.
There is a need in a carefully planned and usually costly (the cost is often many times higher than
that of developing the site) program of promotion.

List of services provided to the client by advertising agency, provides:

a) determining the feasibility of using the Internet to perform tasks set by the customer. To solve
the problem one should not always use the network. For example, mobile phone model can be
successfully promoted, because a significant percentage of potential buyers is online audience,
in addition, a site (not a TV movie) can fully and effectively provide all the features and
benefits;

b) determining the advertising strategy and positioning (site, company, product, services). The
agency must obtain from the customer the most comprehensive information about specific
features and advantages of the advertised product/service, on long-term and short-term goals of
advertising, target audience. Also, for a coordinated advertising Internet companies need to
know about measures to promote the company's customer off-line. The tasks of the agency
usually comprise the analysis of the presence and activity in a network of direct and indirect
competitors of the customer, developing of effective methods of "fighting™ with them;
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d)

f)

9)

h)

media planning. Internet offers many tools to influence a target audience by the advertiser.

Among them are the following: advertising on content sites and general information sites,

Banner Network, e-mail marketing, promotion by search engines and directories, affiliate

programs and sponsorships and much more. With so many opportunities and a limited

marketing budget, while making a media plan, you must carefully weigh the pros and cons.

According to the developed advertising strategy the choice of advertising sites and media packs

(variants and models of payment) takes place directly on the site;

development of advertising media. One should not underestimate the quality and immediate

implementation of advertising media, and the correctness of the idea of advertisements. Created

banners, collages, mini-sites and even correct text are a "face" of any advertising campaign,

advertisers and agencies that created them. It is often impossible to copy advertising ideas that

are used in traditional brick and mortar advertising of the customer, because the network has its

own specificity, which must be observed,

optimization of existing site or creating a special promotional site. If necessary, for a separate

advertising campaign or a promotion one should make certain changes to the site of the

customer. Among them may, for example, be:

e creating a new partition or promo page (which differs from the site);

e change of a home page, shifted on the subject of promotion;

e Setting on special programs (such as quizzes and raffles organization, product
presentations, etc.);

booking and advertising location. According to the approved media plan and schedule of

customer promotions agency performs first slots booking and then direct advertising in Web

publishing. Given that large media plans cover more than twenty sites, the customer gets really

big advantage, working with the agency: he avoids the need to negotiate and pay for each

publisher separately. Payment is made once and directly to advertising agencies;

the supporting measures. These include:

e site optimization for search engines, registration in all major search engines and directories,
index support and the relevance of high position in a given range of keywords;

e developing strategies for individual client with a dosed influence on the target audience;

e work in online conferences, discussion lists, mailing lists, message boards, online
communities;

e individual leaves;

e collection of private information about users of the site and the subsequent impact on this
audience;

e PR-campaign;

e Development and implementation of "events™ in the advertiser network;

e Alert the Internet community (target group) on the "event" through the news sites, web
browsers, conferences, advertising, etc.;

e Development and implementation of competitions, quizzes, lotteries, etc.

e on-line product presentation, bilateral communication with potential customers and
journalists, interviews and more.

monitoring of the company's rapid adjustment. Internet is a medium that allows you to quickly

detect the impact of location as well as direct advertisements. Agency is able to track not only

the correctness of publishers’ obligations, but also adjust the course of advertising company by
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evaluating intermediate results. For example, change the banner network focus quickly, replace
banners placed by publishers with more efficient or new ones, etc.;

1) post-analysis of both advertising campaign and the comparative impact of each of its
destinations. Obviously, the overall assessment of the advertising company in Internet as well as
determining the effectiveness of each area involved in it are necessary for any advertiser who
counts his money. This analysis should not become a banal definition of a number of customers
who saw the ads, and the number involved in the advertiser's site visitors to dollar invested.

The cost of services. The following practice has lately been established: advertising budget
is formed only on the basis of official rates in areas involved, deducted the discount given to the
customer (usually 5% to 25%). Media planning, advertising, reports and adjustments are made
within the advertising company for free. Agency makes a difference between their discount on
platforms and those provided to the customer. Additional source of income is consulting,
advertising media, design, PR-actions, special surveys of customer orders.

Internet is ready to resolve more issues and significantly affect the company's working
methods and overall strategy for its development. The issues that can be resolved by Internet-
agencies, include:

- transfer of business processes, documents on the Internet and their optimization;

- sales over the Internet, presentation of goods, orders, payment organization, delivery

arrangements;

- increase in customer or company affiliate base ;

- product / service Promotion, PR-actions, warning, branding, company / site / products /

services positioning on the Internet;

- personnel search ;

- developing models that will help receive additional revenue;

- customer, partner support, organization of the feedback by network means;

- formation of a permanent audience for the site, attracting an audience to an active server life,

effective interaction with the audience and much more. The list goes on.

Ad market is growing rapidly, turnover continues growing due to the new customers that
join the network and development of existing dealers.

6.7. Payment systems and virtual employment
Increase in the number of Internet users would be impossible without the development of

network infrastructure. Every day the number of services provided in the network is increasing,
such as paying bills for mobile services, satellite television providers, utilities, etc.

Payment for purchased online products and services can be done in the following ways:

- by postal money order;

- transfer through a money courier;

- payment for goods or services over the Internet using bank credit cards;

- use the services of Internet payment systems;

- get online access to your bank account and transfer funds to store and so on.

Internet banking is bank services that provide access to customer account via the Internet
in real time. One of the services of Internet banking allows making payments online. To realize this
opportunity, the online store customer must have a bank account with deposited funds, and Internet
shop should have an option of clearing on its site.

Virtual account or electronic wallet. Special Internet payment systems designed to
simplify the procedure for payment for the customer, make it anonymous and cheaper. Electronic
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cash is an electronic document, signed by an electronic digital signature of a particular natural or
legal person, which may include financial obligations towards the other person or bearer. Electronic
purse is stored on the hard disk or on special smart cards. In electronic money systems a purchase is
preceded by funds availability check. If the test is successful, the operation is allowed.

The best-known payment system using electronic money, is WebMoney, among payment
systems dealing with user accounts ‘Credit-Pilot’ and Yandex.Money should be mentioned. The
system WebMoney entered the market earlier than others so it is the most popular for network
users. The means of exchange in the system are WebMoney (WM) title signs of several types that
are stored on purses (invoice) of their respective owners: WM-R is equivalent to RUR in R-wallets;
WM-Z is equivalent to USD in Z-purse.

In general, online payment is a buyer's payment order to the bank to pay the online shop
seller for goods or services. And the bank must be confident that, having received the payment
order and executing it, it does not fall into the above situation in which the customer can dispute a
transaction made. If a conflict did arise, it can be resolved through the court. To be lawful, the order
should be authorized, i.e. the order text and the author's name should be reliably linked.
Authorization procedure also provides the integrity of the document i.e. its irreversibility.

Virtual employment is a result of Internet technology. One should mention some of the
probable types of virtual employment: through e-commerce the volume of employment in two
fields will increase. They are technical programmers and service providers. Ukrainian programming
IS quite competitive on the world market, so it should develop the potential.

Providing. Providing requires extremely careful attitude to the client that needs to be ready
to solve current problems 24 hours a day. As a result, however, despite the large capital investment,
due to the rapid increase in the number of users, it is still one of the most profitable activities.

Web-page creating and maintaining (design, web-mastering). Design and drafting of
documents for placing them on the Internet is a viable occupation in case there is a good customer,
who spares no funds to strengthen their business or support his own brand. A designer should be
both a specialist in graphics, an HTML and Java language connoisseur, be able to freely navigate in
new technologies such as VRML and Flash.

Advertising. This kind of business online is at the intersection of professions of advertising
agent, of the Web-master and journalist. In order to attract advertisers to the client page, you must,
above all, make it accessible and interesting and as a consequence, often visited. Journalists (writing
promotional articles, slogans, media plans, policies for advertising companies, etc.) and
administrators (online advertising is a very specific process, a person without proper training finds
it difficult to handle) also effectively work in this field.

Developing programs for the Internet. Today on the Internet services market this type of
activity is very popular, programmers find customers and sell their talents in the network
successfully. This process is called "telework”. Staying at home, the programmer can work
successfully with customers from other parts of the world. This is a win-win: programmer is
receiving orders and payments and the customer is not hiring additional employees to the staff, not
wasting money on rent, on purchase of expensive equipment and software, getting in the end a
quality product, which cost him a lot cheaper than if he had hired a local expert.

Sales of software over the Internet. Despite the fact that the CIS members are
characterized by a widespread piracy, i.e., hacking and software sales at low prices, many users
(especially large companies and enterprises) have already realized the need to purchase legal
software. It constantly expands demand for it, in particular, on the Internet. Thus, most online stores
have a special "software" part and some stores specialize exclusively in selling software.
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International Internet telephony. The proposal to make negotiations with foreign friends
and relatives cheaper is a very attractive one. This requires only inexpensive office rent, equipped
with frame relay, signing a contract with a foreign partner (preferably in advance) and advertising
this service. Typically, this service is given by providers and Internet cafes. However, in the state of
telephone companies’ monopoly such an activity unfortunately appears to be illegal.

Information Consulting. The need for this or that kind of information has always existed.
Any product has a buyer and seller, and if the consultant brings their information together, he can
count on certain fees from the agreement. You can also track and analyze business information,
changes in legislation that are very important at present, and many firms and companies are willing
to pay for such services.

In the field of information systems and Internet technologies the following professionals are
engaged:

First, the heads, they can be named differently: Technical Director, IP-manager, Head of
Technical Department and others. However, the contents is the same in all cases they are including
professionals, who besides technical knowledge, which are primarily important for their position,
possess the skills and experience of the organizer, the ability to manage a team of developers.

To develop and implement various projects a project manager is invited. First, a specialist
should have specific knowledge and relevant experience. This means knowledge of special
technologies of design and software architecture, an understanding of object-oriented approach in
programming, ability to plan and organize the project work, using special tools. One of the main
requirements understands of the production process of commercial software in general. A natural
requirement for such a specialist is that he has experience of programming in different languages
with different technologies. In large companies dealing with software products manufacturing,
certain project manager duties may be assigned to systems analyst. In such cases it is he, who will
have to develop the architecture and design of future systems and create prototypes. These
prototypes would be a scheme for programmers’ work.

Programmers write a code for future application — a text in programming language. They
need the ability to create software products and deep knowledge of various standard library classes,
knowledge of API, the ability to implement algorithms, developed by the analyst into the code.
After a system is built, it needs testing. Typically it is performed by a software developer company.
In complex projects the development process is more clearly structured, and in this case special
workers are employed for testing.

For setting a customer a ready system and maintaining it in working condition experts for
technical support, site, web servers, databases administrators are involved, depending on the
specifics of the final system.

One should pay attention to such a position as system administrator. Often these
professionals are paid less attention than they deserve. No need to apply to him about solving any
problems is a positive feature of his work. For the success of projects: (sites, directories, libraries,
databases), focused on "content™ (content component) specialists, responsible for relevance of
information are needed.

To push any company project on the market, particularly through Internet technologies,
managers on work with customers, marketing and PR experts are required. As in any other industry,
they should realize the peculiarities of their work.

The main job seekers in Internet projects, particularly in information technology in general,
are the graduates of technical universities having experience in information technology, or those
seeking such an experience. Recently, experts having humanitarian and economic education
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(Journalists, marketers, sales managers) try to get closer to the new modern information technology.

The use of computer information technologies in companies, including Internet resources,

today is appropriate in any sphere of economic activity. Accordingly the need for such specialists
will continually grow.
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Questions for self-check:
Write a definition of "information system of organization."
Write the definitions of: "information”, "Information Resources™ and "data".
What is a standard MRP, MRP 11?
What are standards ERP, ERP 11?
What are communication channels of the organization?
Who has the control of communication processes?
Which devices are used for local net organization?
What are the basic principles of information retrieval?
What search engines do you know?

. What are the features of online advertising?

. Name the forms of online advertising.

. What electronic payment systems on the Internet do you know?
. Give the definition of virtual employment.
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CHAPTER 7. ORGANIZATION OF THE MANAGER'S WORK

Objective: the formation of skills to organize the individual and subordinate work, to make the
basic types of documentation.

Subject: general patterns and methods of the management work and documentary process
organization.

Content modules: management peculiarities, its components. Principles and directions of the
management scientific organization. Time as resource. Personal work planning, organization of the
manager's working place. Work with texts. Conference and meeting organization and holding.
Management of the visitors' current. Telephone contacts rationalization. The basis of the
cooperation between the director and the secretary. The usage of the technical means of
management. Documents, their functions, types, system of documentation.

7.1. The basic principles of the manager's work organization

Work organization is a versatile inter-branch discipline, the subject of which is the living
labour, that is the labour of workers in the enterprise, firms, joint-stock companies, banks, trusts
and so on.

Organization of work within the certain enterprise is the system of means to provide the
rational functionality of the living labour, manpower in order to achieve the labour effect.

In the general meaning the labour is the process of turning the natural resources into
material, intellectual and spirit benefits, which is made and directed by a man either forcibly or at
one's will (or both reasons simultaneously).

The main tasks of work organization are economic, psycho-physiological and social.

Economic tasks are to ensure the rise in productive efficiency and labour productivity by
means of decrease in loss and non-productive working time expenses.

Psycho-physiological tasks are to create the optimal conditions of productions and labour
efficiency by means of preserving workers' health.

Social tasks presuppose the formation of conditions for personal versatile and harmonious
development. For this purpose it's necessary to include into the work the elements of creativity, that
enforce its attractiveness, to increase worker's qualification constantly, to keep labour discipline, to
raise creative relation to the work.

To fulfill the tasks of work management is very important. To improve work organization on
the scientific basis means to economize living past and future labour, to promote normal renovation
of the labour, to form highly-developed personality.

Working place is the working activity zone of one or several executives, equipped with
necessary means for working tasks fulfillment.

The organization of the working place is the system of means to specialize it, to equip with
necessary items for work, their location in the certain order, outer design and to create favorable and
safe conditions of work.

Management as the type of intellectual work is characterized by weak physical energy
intensity and the high level of man's memory energy use and mental intensity. That's why one
should pay more attention to conditions of the management process, to mechanize and automate its
processes.

Management work organization means the order, rules of official behavior in the
administrative body, which are directed to fulfill current and future tasks by directors, specialists
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and other workers of administration according to official instructions and regulations about

structural subunits.

The basis of the management is the division and cooperation in work.

The divisions of work means labor activity differentiation and specialization, which leads
to separation of some types, if groups of administrative workers do different activities to achieve the
general aim.

Management organization presupposes three directions of its division: functional,
technological and qualification.

Functional division of work consists in appointment of certain functions of management
according to subunits or separate workers.

Technological division or work is the workers' specialization according to three types
of work:

1. Guidance to the structural subunit, to make decisions based on the information while working
according to certain function.

2. Handling of the information from both the object of the guidance and other sources, and to
create the documentary complex necessary for management functions.

3. Execution of the documents, their resending, keeping, registration, sorting and so on.

These three types of work or activity correspond to three types of workers categories:
directors, specialists, and other administrative workers.

Division of work according to qualification is the division of work, when workers do
different tasks according to their qualification and experience. Thus, deputies directors can be
responsible for work of different productive and administrative structural subunits.

Cooperation of work is the form of work organization, which presupposes the participation
of many workers and ensures the collective agreement and coordination in one and the same
management process.

The manager's working place is a separate office or a part of a general apartment, where
he works and where necessary means for certain work are kept. It's also a sphere of the
administrative worker's activity or a sum of functions for one manager.

The organization of the manager's working place must be done according to such
requirements:

1. Technical - taking into consideration the norms of the working space for different categories of
the officials, one must project the space for working place, equipment and aisle.

2. Ergonomic (gr. ergon work + nomos law) - productive area must be maximum adapted for a
man, his physical, physiological and aesthetic nature, that is the seizes of furniture and
equipment is set according to anthropometric requirements. Besides it's necessary to divide the
working territory into zones: for work, for meeting and for rest.

3. Sanitary - light, ventilation, temperature conditions, humidity, noise requirements and other
factors of the environment.

4. Informative - comprise the complex of measures as to the informative supply of the working
place. The managers' working places must be equipped with administrative communication
means, means for folding, keeping and searching of texts and other documents, sketching,
computers and other technical means and devices.

5. Aesthetic - the outer look of the room, design, interior, color of paint or wall-papers, flowers
and so on.

6. Economic - efficiency of the worker's activity must exceed the expenses for equipment and
service of working place and worker.
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Types of manager's activities may be differentiated according to
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Content: complex, economic, commercial, technical, personnel, technological and so on.
Initiative: one's own initiative, subordinate's initiative, outer initiative.
Period: perspective, current.
Subject of activity: work with fixed information, business contacts.
Repetition: regular, irregular.
Time: strictly fixed, and with some limits of time.
Urgency: urgent and not urgent.
Importance: important and less important.
Henry Mintzberg classified manager's roles into three groups.

1 group. Interpersonal roles: the chief director, leader and connective link.

2 group. Informational roles: the receiver of the information, the distributor of the information and
the representative.

3 group. Roles, connected with making decisions: enterpriser, liquidator of breaches, distributor of
resources, leader of the negotiations.

7.2. Management and Leadership

Taking into account the problem of the leadership in the foreign psychology, one indentifies

the notions "leader" and "director" (though in German there are two notions). The native
investigators distinguish leadership and management as two different notions, characterizing the
organized society.

The main differences between leadership and management are the following:
sense of notions: management means the organization of the whole group activity, and
leadership characterizes psychological relationships in the group "vertically”, that is the
relation of dominance and subordination;
origin: management is a logical and necessary attribute of the process of the official
organization existence, leadership appears spontaneously as the result of the people's
cooperation; the manager as a rule is either appointed officially or elected, and the leader is
proposed spontaneously;
functioning: management is a process of the legal organization and management of the
members common activity, and leadership is a process of the inner socio-psychological
organization and management of the communication and activity;
the social role of the manager and the leader: the manager is a agent of the social control and
power, and the leader is the subject of the group norms and expectations, that are formed
spontaneously in the interpersonal relationships;
the regulation of the activity: the manager's activity is regulated by the corresponding legal
ensuring, the leader's activity is provided by moral-psychological norms of the common
activity;
the mode of the outer contacts: the manager represents the group in the outer organization and
makes decisions, connected with its official relations outside; the leader's activity is limited by
inner relations of the group;
stability: management is stable, not depending from the changes in views and spirits of the
organization members.

These differences lead to the following definitions of "management» and "leadership":

Management is the process of the legal influence, made by the manager on the basis of the

power, given by the state or the group (in cases of the elections of the manager.
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Leadership is the process of the psychological influence of the one person into the others
during their common activity, made on the basis of perception and imitation, contamination and
persuasion one another. Leadership is purely psychological characteristics of some members group.

Imitation (copying), contamination and persuasion are the main four elements of the
administrative influence structure.

Different scientists tried to distinguish the necessary characteristic features of the manager.
This problem is under discussion in the foreign psychology of the management. At first it was
expressed in the so called "characteristic features theory" (also called *"charismatic’ theory).
According to this theory not every person can be a leader and a manager, but the person with the
inborn personal characteristic features or a sum of certain psychological characteristics.

The later researches show that some regularity exists and there are some typical features.
But the psychologists-behaviorists in their "behavior theory" prove that the features of the leader
cannot be supposed as purely inborn. Some of them can be gained as a result of the education and
experience. This theory is investigated to display universal features, immanent to leaders.

The later researches show that some regularity exists and there are some typical features.
But the psychologists-behaviorists in their "behavior theory" prove that the features of the leader
cannot be supposed as purely inborn. Some of them can be gained as a result of the education and
experience. This theory is investigated to display universal features, immanent to leaders.

The situational theory is wide-spread in the foreign psychology. The accent is not on the
leader's features but on the analysis of the situation and the object of the management. That is the
leadership appears as the answer to situational requirements. In other words, this approach dwindle
the role of the personal activity, his features and circumstances become the main. Features are like
one of the situational variables. The others are: the seize and the structure of the organization, the
type of the work done, individual peculiarities of the organization members, the time of making
decisions, psychological climate of the organization and so on.

But there are people, whose competence meet all the situational requirements, they are
professional, but they are not apt for management. Besides, in practice when there is the change of
tasks in the organization and thus the change of situation, the often change of leaders is not
available. In spite of all shortcomings of the "situational theory™ one should acknowledge that the
leader must have not only some features but other factors as well.

Nowadays the synthetic theory of leadership is the main. According to it the leadership is a
process of the group interrelation organization, and the leader is a subject of this process
management. By this approach the leadership is the function of the group, that's why it must be
investigated from the point of view of group aims and tasks. This theory is the only to see the
process of the management as the complex. The character of the leader's role is influence by three
variables: qualities of the leader, followers or famous and the character of the situation, where the
leadership takes place. On the one hand, leader influence on the famous and the situation, on the
other hand- their influence on the leader is also important.

The style of the management is a stable system of ways, methods and forms to influence
the manager that creates a special script of the administrative behavior.

There are such types of the management:

Authoritarian (or dictatorial) style of management is characterized by the stable one-
sided solution of the manager ("minimum democracy”), firm constant control of decision
fulfillment with the threat of penalty (“maximum control™), no interest to the worker as the
personality. Due to constant control this style of management ensures completely acceptable results:
profit, productivity, quality of goods. There are also more drawbacks, than advantages: a high rate
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of mistakes; suppressed initiative, creative work of the subordinates, innovations are slowed down,
stagnation, workers' passiveness; people are not satisfied with their work, their place in the group;
unfavorable psychological climate ("heelers", "scapegoats”, intrigues) leads to higher psycho-stress
intension, harmful for psychological and physical health.

This style of management is appropriate and justifiable only in the emergences (break-
downs, war actions and so on).

Democratic (or collective) style of management: administrative decisions are made after
discussions, taking into account thoughts and initiatives of the workers ("maximum democracy"),
the manager and the workers control the fulfillment of the decisions ("maximum control™), the
manager is interested and attentive to their personalities of the workers, their interests, needs and
peculiarities.

Democratic style is the most effective, as it ensures high probability of the right confirmed
decisions, high productive results, initiative, activeness of the workers, satisfaction of people by
their work and membership in the group, favorable psychological climate and unity of the group.
But the democratic style is implemented only within high intellectual, organizing, communicative
abilities of the manager.

Liberal-anarchic (or neutral, or the style of connivance) style of management is
characterized: from the one hand by "maximum democracy" (everybody can tell their opinions, but
agreements not willingly achieved), and from the other hand "minimum control" (even approved
decisions are not fulfilled, their fulfillment is not controlled). the results of the work, as a rule, are
low, people are not satisfied with their work, their manager; psychological climate in the group is
not favorable, no cooperation, no stimulus to work hard, the elements of the work are interests of
different leaders of the subgroups, latent and actual conflicts, layers of the conflicting groups.

Inconsequent (illogical) style of management is unexpected turn of the leader from one
style to another one (either authoritarian, or liberal, or democratic, or authoritarian again and so on),
that causes the lowest results of the work and the greatest amount of conflicts and problems.

One should distinguish here several important remarks:

e pure styles are very seldom implemented:;

e among all mentioned style there is no universal one, suitable for all situations;

o efficiency of the management depends firstly upon ability to use positive features of some
style and to neutralize its weak points.

There are the following factors that influence on the choice of the style in management:

Objective factors:

e type of organization (productive, selling, scientific etc.);

e specification of the main activity of the organization (productive, selling, educational,
scientific etc.);

e specification of the tasks (simple and complicated, new and usual, ordinary and urgent,
standard and non-standard; current and unexpected etc.);

e conditions to solve tasks (favorable, unfavorable, extreme etc.);

e methods and means of the organization activity (individual, collective etc);

e development level of the organization;

¢ style of management, forms and methods of the superior manager's work;

e stage of the administrative hierarchy of the manager. The researches of the psychologists
show that the higher stage the more inclined manager to authoritarian acts, and the more
complicated and involved forms this authoritarianism possess;
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e Coincidence of the manager's style and the expectations of the subordinates. Psychologists
proved that groups with high level of development and education expect the democratic acts
of the manager. And vice versa, groups with low level of development expect firm and
concrete acts of the manager.

Subjective factors:
¢ individual - psychic features of the manager (character, temper, abilities, volitional qualities

etc.);

e available manager's authority. Authoritative manager, as a rule, is more democratic, because
the authority is the power to influence on the subordinates apart from administrative influence.
And vice versa, manager tries to make up the absence of the authority for firm, directive acts;

e level of the general and administrative culture, education (esp. knowledge of basis of the
management);

e available general and administrative experience.

The general meaning of the delegation is a temporary transfer of the task or activity
from the sphere of manager's work to the subordinate.

Authority is the limited right to use resources of the organization.

There are certain rules and recommendations to the delegation.

Things not to be delegated:

e the most important functions of the manager (to work out ideas and politics of the organization
development, to select the team, to estimate and to control results, to praise the members of the
team);

¢ the management under the staff, their motivation;

e tasks with high level of risk and importance;

e unusual, exceptional tasks;

e urgent tasks with no time for explanations and reexamination;

e tasks of a strictly trustworthy character.

Things to be delegated anyway:

e routine, trifle work (to sort out documentation, to answer redundant telephone calls, to type the
letter, account, to deliver letters to the post);

e specialized activity (activity of the specialists in their sphere, e.g. accounting, marketing
analysis);

e separate questions;

e preparatory work (projects etc.).

Try to delegate:

e if the work can be done by someone with lower salary than you earn-or less than you try to
(don't change lamp at the working place, there are specialists for this work );

o if you lack knowledge, skills or experience for doing the task (an attempt to do it takes a lot of
time but leads to undesirable results, with more expenses and costs of work );

e if the task promotes the professional rise of the subordinates (you 'd not only safe the time but
allow others to improve their skills).

The subordinate may resist the delegation from different reasons (lack of knowledge and
experience, fear of critics, fear of responsibility, extra requirements etc.). In this case one must
speak to him about it openly, try to find reasons and come to common decisions, using stimulus.

The scheme of the delegation process is the following: to prepare the subordinate; to
explain the task; to show how to solve and what to do; to entrust the following decisions under
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observation, correcting the subordinate and to transfer the work to the worker and then only to
control everything.

7.3. Management of the formal and informal communications

Communication in the broad sense is the rendering of the information from one person to
another, exchange of thoughts or information for mutual understanding. In the narrow sense it is a
net of canals and ways to exchange information and thoughts in the organization.

Communicative process is the process of exchanging information between two or more
persons. The main aim is to ensure the understanding of the information, which is the product of
exchange.

Communication in the organization performs four main functions:

e administrative (with the help of imperative messages);

¢ informative (informative messages);

e emotive (expressive messages, rendering emotive feelings);

e phatic (aimed at establishing and keeping up the contact).

The main reasons for poor communication in the organization include the following:

1. Insufficient understanding of the managers as to the importance of communications, lack of
feedback.

2. Unfavorable psychological climate in the organization.

Personal moments.

4. Incomplete information perceived and transmitted.

By the degree of formalization the whole flow of information can be divided into formal and
informal communication. Formal communications are presented by the system of documentation in
the organization:

1. Organizational-regulatory documentation:

e organizational documents: regulations, statutes, instructions, protocol,

e regulatory documents: orders, instruction, regulations;

e documents of the executive activity: reference, act, memoranda, explanatory notes, official
letters, telegrams, telephone message, fax, driving on trips, etc.

o personal official documents: orders, statements, certificates, receipts.

2. Special documentation. The special documentation system reflects the specificity of the
management systems activity. For example: a system of planned, financial records,
documentation of logistics and marketing, human resources documentation etc.

Modern leaders need the ability to act in various situations of communication and interaction
competently, including the situations of different rumors, conjectures, stories.

The rumor - news about someone or something, the message about any event, not
confirmed, that is transferred to the mass of people one person to another. The nature of the rumors
may be objective (or natural) and subjective (or purposeful).

The conditions and causes of the substantial nature must include:

1. Interest of the audience to a certain topic. Psychologists found a pattern: most absurd message
if it is of interest can be passed on and capture a large audience. The main is not so much
authentic information as unsatisfied interest.

2. Lack of reliable information on topics of interest. Here it is not the objective probability of
available information, but a subjective assessment of self-awareness. Social practice showed
two patterns: first, the most accurate information from unauthorized sources stores information

w
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deficit, but the false information from a prestigious source for this audience eliminated the
deficit and block the spread of rumors. Secondly, the rumors circulating intensity is directly
proportional to the audience's interest to the topic and inversely proportional to the number of
official posts at the moment and to the degree of trust in sources of information.

Rumors appear under the influence of the conditions and causes of functional character:
the realization by rumors need to communicate, facilitate interpersonal contacts; implementation of
unmet needs in self-affirmation in the group, striving to reduce the emotional tension in the large
group and compensation of emotional failure when the situation devoid of significant events.

Classification of rumors:

1. On the space basis rumors are divided into local (i.e. significant for a small social groups),
regional, national and international.

2. According to the expressive ground (i.e. the type of emotional reaction) rumors are divided into
"rumor-desire," "rumor-afraid" and "aggressive rumor".

3. According to the degree of reliance rumors are divided into: completely unreliable, i. e.
reflecting only the mood of the audience, inaccurate in the main elements of plausibility,
plausible rumors, that is relatively close to reality and reliable with elements of implausibility
(most dangerous).

The process of hearing in circulation meets three stages: smoothing, sharpening and
adaptation. In the process of smoothing hearing becomes less and shorter due to the disappearance
of those details that are for this audience immaterial. The sharpening increases the scale of details
that are for the audience (e. g. number of actors, the number of victims, degree of success or failure,
etc.).. Adaptation is designed to adapt hearing to mental needs of the audience, under the dominant
model of world for the audience.

Measures for preventing and countering rumors: The main thing in implementing preventive
measures is to create an emotional atmosphere in society and in organizations that would prevent
the spread of rumors. The main activities of the manager to prevent rumors might be:

1. Creation and maintenance of efficiency of information systems organization. For this aim
managers must identify: the required level of information that the subordinate would set for
optimal performance of his functions, and appropriate form, suitable time points, intervals of
information.

2. Targeting workers on safe and reliable means of information, publications and others.

The presence of stable feedback.

4. Support for effective leadership at all levels. In particular turning points managers are the main
source of information. The leader creates the mood of the group.

Measures of the active counter are undertaken depending on the audience, which spread
rumors. When the confidence in the sources of information is low, a direct denial on the contrary
may cause rumors circulation. In this case - without mentioning the rumor and its story, one must
find indirect cause for massive information transfer, the content of which is radically contrary to the
contents of the rumors.

When dealing with the source of rumors one should follow these rules:

1. No excuses. Use less space denials and assertions, more concise and specific issues of
disagreement.

2. Work with the "source of rumors™: you must ask about where he learned this information.
During the meeting one should make a specific person doubt the feasibility of disseminating
information, and for that ask him to convince the likelihood of rumors. As a rule, the rumor is
difficult to justify.

w
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7.4. Forms of business communication

The main forms of business communication are the following: business conversation,
business negotiations, meetings, meetings to address the audience, receiving visitors and guests,
participation in presentations and exhibitions, working with documents and others.

Each of these forms imposes specific requirements for those who take part in the
communication. However, there is something in common that unites all these forms of business
communication - the desire to solve specific business problems. In their totality, these forms of
business communication are the basis of administrative work of the supervisor.

Business conversation. In the most general sense a business conversation is understood as a
verbal, nonverbal role communication with the conscious desire of one person or a group of people
to induce another person or a group of people to action using words; which will change the situation
or establish new relations between participants of the meeting.

Forms of the business conversation varied, but each of them traditionally held a number of
stages: 1) start of the conversation and establishing the contact, 2) transmission of the information,
3) argumentation (the expression of their arguments, listening to the interlocutor's arguments,
acceptance or refutation of these arguments), 4) summarizing and making a decision.

1. Objectives at the beginning of the conversation are:

e establishing contact with interlocutors;

e to create a nice (comfortable) atmosphere for conversation;

e to catch interlocutor's attention;

e awakening interest in the conversation;

e sometimes, if necessary, to "intercept” the initiative.

One should use such techniques of the beginning of the conversation:

e technique of removing tension (warm words or phrases to the interlocutor, appropriate joke)

e technique of "pretext"” (to tie an event or a problem with the content of the conversation);

e technique of imagination play stimulus (to put many questions about issues under discussion
at the beginning of the conversation);

e technique of the direct approach (the direct transition to the case).

2. Phase of rendering the information - the second phase of a business conversation. It creates
opportunities for reasoning and consists of four stages:
¢ identification of the problem;

e rendering of the information;
e consolidation of information;
e indicate a new direction of the information.

3. Phase of the argument - the most difficult phase of the conversation, it requires extensive
knowledge, attention, full of self-control, vigor and accuracy of statements, but we largely
depend on the interlocutor.

4. The fourth phase of the conversation — the decision - benefits our efforts and the business talk.
With the help of the decision the main goals that stand before us are achieved:

The rules to finish the meeting:
e Contact freely the interlocutor to the issue of whether he agrees with our goal. In all cases,
expect the interlocutor to agree with our goals;
e Do not show uncertainty in the phase of the decision and do not be too tense. If you have
doubts taking the decision, do not be surprised if the interlocutor will hesitate too;
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e Try to make the interlocutor to agree easily with your conclusions and recommendations.

Problematic or disciplinary conversations. This type of conversation exists with the help of
the facts of misconduct or deviation from established rules and regulations of the day. The main
purpose of these conversations is not to punish the guilty, but eliminate the "bottleneck”, i.e. the
discrepancy between the requirements and the actual behavior of participants in the business
process. Preparation and holding of such meeting includes three main stages:

The first phase is the preparatory phase, during which the manager must objectively examine
the issue, i.e. when, how, with whom it occurred, what was the reason of its appearing. Next, you
must carefully think through the tactics of the conversation. The main purpose of this is to make an
assistant to accept a manager’s position either as to the specific sins or as to penalties; the talk
should be directed to the improving the future work of the employee.

During the next stage (conversation) it is important to create a positive background for
employee. And only after the creation of this background one should proceed to a nasty part of the
interview. Naturally, for such talks, managers must find the time and place where you can talk
privately.

The final phase of conversations is very important. Baby talking, flirting, bullying is not
suitable at the end. The decision on punishment should be expressed simply and clearly, with an
emphasis on understanding and correct assessment of what has happened. It is important that the
defaulter has heard phrase on the assessment of his former achievements. It is important to
remember that any conversation (including the problematic) must begin and end on a positive note.
This creates an appropriate emotional atmosphere that allows you to build a conversation in the
right direction of the head.

Often in business communication meetings and sessions are used to enhance the quality of
decisions.

Meeting is a form of business communication that involves the discussion of business
situations and problems for the collective search of the most expedient ways of their solving.
Sessions are similar to meetings but it’s more efficient to analyze the differences (Tab. 7.1).

Table 7.1
Key differences between the meetings and sessions
The list of features Meetings Sessions
The circle of participants|  Specialists of The whole stuff or it’s
interested individuals representatives
The range of questions Specific present-day General questions, accumulated for
questions a definite period
Obijective Operational decision Summing up, future plan-making

Meetings have several notable advantages over other forms of business communication:
e meetings allow to address comprehensively the issue involving different facts;
e meeting provide efficient preparation of alternative solutions;
e meetings provide an additional opportunity for personal and business knowledge as partners
involved there;
e meetings provide a psychological effect: the atmosphere of collective discussion emotional
conduct, statements and other implications influences every member.
However, these advantages of the meetings may occur only when the meetings are not
misused and they are carefully prepared (Tab. 7.2).
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There are three basic types of meetings: problematic, instructional and operational
(controlling).

To find the optimal solution through discussions the problematic meeting is used. The
procedure presupposes a report, answers to questions, a discussion and a collective decision.

If it is necessary to submit vertically the order from the authority down to the assistants for
their fast fulfillment, the instructional meeting is used. The procedure of its holding includes such
important issues as problems and clarifications of instructions, answers to assignment deadlines and
executives.

Often it is necessary to obtain information about the current situation in areas, in the
departments of the company or organization. For this purpose the operative (controlling) meetings
are held. Arrangements for that meeting includes: hearing the reports of the assistants on the current
situations in certain areas, on the current solution of problems on the basis of information received.

Table 7.2
General scheme of the meetings
Organization of meetings
TRAINING PERIOD DATES FINAL PERIOD

The manager should: The manager should: The manager should:
» to determine the agenda, the | < to start exactly on time; to sum up the results of

key problem and the eligible | ¢ using an opening statement | discussion;

number of participants clearly formulate the goal and | « to give his own opinion on the

(maximum 8 - 10); objectives of the meeting; decision  taken (although

« to inform the participants about
the meeting date, time and
venue, as well as a key issue
and the agenda. Time and date
should coincide with the day
that is traditionally allotted to
such activities.

* to coordinate the rules of the
meeting with its timeline;

* to appoint the responsible for
the record-keeping of the
meeting;

 do not start the meeting with
criticizing and severe
reprimand of the subordinates.

sometimes his decision he can
be taken after the meeting,
when  thinking over all
suggested variants);

« to thank all participants of the
meeting for their work;

 to inform the direct executors
about the decisions taken (in

Unexpected  meetings  are
possible only as an exception;
to acquaint the participants of
the  meeting  with  the
background information and
materials relating to the issue at
hand;
to reason out the time limit of
the conference;
to prepare the meeting room for
the conference (the lighting,
ventilation, possibility to use
the electrical equipment
« availability of equipment (seats
etc.)

«If you start with critical
remarks you may consider that
the meeting is finished:;

»to give each participant the
time to prepare for discussion,
to ensure impartiality in
evaluation the statements;

« from time to time one should
switch attention to the analysis
of the discussion (to figure out
which positions are
determined, what are the
barriers and other difficulties.)
to keep from digressing the
main problem.

case they were not present at
the meeting);

« to organize supervision over
the implementation of
decisions taken at the meeting.

On the average a representative from the business world speaks more than ten thousand words
during the day. In other words, public speeches are the best constant advertising of the manager.
Any speaker has to face a number of consecutive tasks:

1) to draw the attention of the audience (quote, history, links to the Bible, myths and rhetorical
questions, historical episode, paradox);

2) to inflame people with energy and to convey the opinion of your speech to them (to involve
everyone in a conversation, to show the importance of the problem, all speech should be well-
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planned, balanced, have a clear focus and logic, to lay all the material elements; realize the key
idea that underlying your speech);

3) to capture listeners’ attention with your idea (facts, figures, examples, comparisons, logical
conclusions, visual materials, statistics);

4) to develop and consolidate the success, to bring it to life (check availability of the report, once
again summarize the main deductions).

The scheme includes communication by telephone: word greeting, presentation, i.e. full
name (as far as social status, position, rank, etc.., that they are stated for each certain situation
specifically), asking whether the interlocutor has free time at the time; summary of the substantive
issues on which we should find out (better to pre-plan), ending of the discussion (if the interlocutors
are equal, the one who called first should finish it, in the case of seniority — the senior but if junior
needs to interrupt the conversation, he must apologize, explain the reason and ask for permission to
finish the conversation).

Algorithm for better business negotiations is better seen on a scheme (Tab. 7.3).

Table 7.3
Algorithm for business negotiations

What should be done?

Collect information on the subject and all participants of the negotiations. To identify
the goals and limits (in written form).To defines your point of view. Develop a model
for future negotiations.

Choose the right place and location for the interlocutors.

Plan the number of participants.

Initial meeting | Determine the agenda and duration of the meetings.

To be in good physical shape. To be dressed up to the company's dress code.
Emotionally keep away, keep control during the discussion of the issues.

Don't be intrusive.

Get ready to talk on the phone (call plan in writing).

Always speak politely to the secretaries.

If the subscriber does not answer, leave a message.

Speak accurately, deliberately, without using parasite-words and slang.

Analyze the process:

Does the agreement correspond to the objectives and limits?

Delivery of an | Are you able to execute your part of the agreement?

agreement Will you do it?

Is the other party able to execute its part of the agreement?

Will the other party do it?

The succession
of steps

Preparation for
negotiations

Talks on the
phone

7.5. Scheduling of Manager’s Work

The main factors that determine the maximum (and most expensive) time loss are so-called
"time sinks" (or chronographs): unnecessary or lengthy phone calls or visits, talkative visitors and
staff etc., unclear definition of goals and priorities. As a result people are drowning in frivolous
cases instead of solving serious problems; poor planning which causes manager’s helplessness in
distributing time to get things done and not even knowing how to start the work; weak organization
of employees and self-organization of a manager, lack of discipline, distraction on petty work,
slowly rocking, doing the same work for many times; lack of information that cannot allow to make
immediate decisions; their delay other because of manager’s indecision, inability to work with
partners, visitors, employees, deal with telephone calls, holding of the efficient meeting.

The basis for rational use of work time is its planning.

So this is a planning algorithm.
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1. To compile a list of works.

2. To identify the actual duration of cases from which you can set start and end dates of work and
link them. One should hold a special observation, study own time spent during the day and
timing by using photos (made by yourself) of a business day.

3. To analyze the time:

3.1. Selecting the purposes of analysis. Such purposes can be the determining of the actual time
spent on individual work or the development of standards, identifying the amount of time,
improving the communication system, etc.

3.2. Comparison of actual time spent with the regulations.

Time norm is a time dimension which is necessary for making a product unit or a group, for
doing a task by one executor or several according to the qualification in the defined organizational,
technical and climatic conditions.

Time standard is a relative indicator that is regulated by time spent on individual elements
of manufacturing operations, established in rational terms, taking into account best practices and
methods of work, modern equipment, proper training of the executor.

However, many manager’s work standards are absent, and sometimes simply impossible to
establish. In this case you can use the method of comparing the actual time spent of a certain
manager with the average amount of spent time of other managers who are at the same level or with
his own average expenses.

4. Development of work plans (including subdivision). After the general mode of operation is
elaborated, one can calculate the real-time foundation work and start planning events for a fixed
period. Planning should be either long-term (year, quarter, month) or operational (week, day).

5. Work schedule. Work plans and schedules of the manager should be especially well coordinated
with the plans and schedules of superior managers and, in turn, serve as a base for graphics of
the lower levels control managers.

You must remember the principle of Vilfredo Pareto that tells us about time management:
80% of the time and effort are spent to obtains 20% result, while the other 20% of the time and
effort leads to 80% results.

One should single out such plan periods in the business life of the manager:

- long-term goals (plans for several years) - 3-5 years (or more);
- medium-term goals (annual plans) - 1-3 years;
- current goals (weekly, ten-day plans) - 1 week - 3 months.

Planning of time is shown in Fig. 7.1. It should be noted that planning should begin with a
long-term goals, such as annual, quarterly, month, ten-day (or week) goals and at the end daily
work plans are developed on the basis of long-term goals.
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Figure 7.1 — Manager plans system

Daily plan is the most important stage in the system of planning time, the concrete
realization of the goals. Planning is a gradual move forward, decomposition of the main task, so that
different actions can be planned in time.

The basic principle of planning time: 60% is a planned activity, 20% is an unexpected
activity (reserves of time and unplanned action), 20% is a spontaneous activity (management
activity, creativity).

The rules of planning are:

Analysis of activities and spending time. It should be documented and verified as to time spent.

Uniting of two tasks into a coherent whole is a planned action.

Regularity - systematic - sequence.

Realism

Flexibility

Supplement of the time losses. If you can immediately fill up the loss of time, it’s better to

remain at work till evening then to compensate it on a Friday evening.

7. Writing. Daily plans that are kept in mind can be easily postponed. The plan, which is recorded
in writing, has a psychological effect to motivate yourself for work. Business activity becomes
more targeted and focused on compliance with a clear program of the day.

8. Postponing of undone plans. If the problem turned out to be incomplete, we must analyze the
advisability of the postponing, and if possible, put off the task and do it for the next time, or we
can either leave it undone.

ok wbhE
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9. Fixing of results instead of actions. You must fix in the plans results (final stage), not just
actions. For it’s better to use semantically precise words, for example, not "Call Kim" but "ask
Sidorov about..’.

10. Defining the term of the fulfillment.

11. Setting the priorities.

12. The delegation of cases. From the beginning it is necessary to set in our plans what job should
be done by the manager personally and what can be delegated.

13. Fighting "time sinks" and finding time reserves.

14. Finding time for planning and creativity, etc.

The "Alps" method proposed by L. Seiwert is rather simple. The method consists of
five stages:

1. Definition of the day activities (tasks). You must write down everything that you need to do
the next day. It is recommended to use shortenings that correspond to the kind of the activity or
headings in the form of the "daily plan™ For example, B - visits, meetings, K - control, P - a
process in the case; MF - trips, travel, PR - paperwork, business letters, dictation, T - telephone
calls; V - the reading process (reports, laws, regulations, newspapers, etc.).

A realistic plan should always be limited by manager’s capability to cope with the task.

2. Assessment of the activity duration. It is necessary to put an approximate time for tasks

fulfillment, and summarize the approximate total time (Tab. 7.4).

Table 7.4
Daily plan (first two stages due to Seiwert)
Marks Measures (problems of the day) Time, hours
P |The market studying project 3.0
Mr. Sydorenko (the expert evaluation of the
B 1.0
company staff)
cs The seller of computer equipment for outfitting 20
the subdivisions '
Table 6.4 (continued)
A proposal letter for partners in Vilnius
PL |(the analysis of the assortment, pricing policy and 2.0
partnership variants is necessary)
T |Mr. Ivanenko (quarter sale statistics) 0.25
Mr.Pertenko ( no staff available for the exhibition
T |. ) 0.75
in April)
J  |Special journal for managers 1.0
Sum total: 10.00

3. Backup of the time. While making up the plan we should keep to the basic rules of planning
time, according to which the plan should cover 60% of your time and about 40% should be
retained as reserve time for unexpected cases. If proceeding the 8-hour work day, the scheduled
time will occupy only 5 hours.

4. Making decisions on priorities, reduction and substitution.

The aim is to reduce the time for fulfillment of the tasks to 5-6 hours per day.

For this we establish single, unambiguous priorities for our affairs and check again the
calculated need in time and reduce the time to the required one (but realistic). Each action
should be considered in terms of the possibilities of substitution and rationalization. In the final
version the daily plan in our example will look as follows (Tab. 7.5)

Table 7.5
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Daily Plan (the final variant due to Seiwert’s method)

Priorities | Time,
Marks Measures (problems of the day) (AB.C..) | hours Delegacy
To entrust 2 hours to
P |The market studying project A 3.0 main marketing
specialist
B Mr. Sydorenko (the expert evaluation of A 10
the company staff)
To entrust it to the
S The seller of computer equipment for B 20 engineering
outfitting the subdivisions department head
under control
A proposal letter for partners in Vilnius Entrust 1 hour to the
(the analysis of the assortment, pricing reviewer — to gather all
PL . . . . A 2.0 . i
policy and partnership variants is necessary information
necessary) and prepare the drafts
T |Mr. lvanenko (quarter sale statistics) A 0.25
Mr.Pertenko ( no staff available for the
T exhibition in April) B 0.75
J |Special journal for managers C 1.0
Sum total: 10.00

5. The control and postponing of undone plans.

Experience shows that not all tasks can be done and not all phone calls can be hold. That’s
why they can be postponed for the next day if it is appropriate.

If to postpone the same task for many times, it becomes a burden, and then there are two
possibilities: 1) to complete it finally, 2) leave the case because sometimes the problem can
disappear.

Advantages of the method by Seiwert (the "Alps") are: better mood for the next working
day; a clear understanding of the problem for the day, organizing business day, overcoming of
slipping in mind; concentration on the most important things, reducing the amount of "paperwork™ ;
achieving of daily aims; selection of more important and less important matters, decisions on
prioritization and delegation; rationalization by means of grouping tasks, reducing of clutters and
unwanted interruptions, self-discipline in carrying tasks, reducing stress and anxiety violation; calm
acceptance of unforeseen events, self-improvement, feeling successful end of the day, increase
satisfaction and motivation, personal growth results, gain in time due to the methodical organization
of time.

Given above the successful use of technology in time planning and methods of scientific
organization of every day work can save 10 to 20% of the time.

7.6. The realization of manager’s work activity

The work ability of each person is exposed to certain fluctuations, which are held within the
natural rhythm (day and night). For example, people say so about so called "morning person” or
"lark™ or a "night person” or "owl" and "dove" whose life tempo is not tied to a specified time
period. The peak capacity of such people occurs in different periods of the day. The fluctuation of
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average performance during the day can be shown with the help of the curve (schedule performance
fluctuations) (Fig. 7.2).

The absolute peak and decline meaning in productivity is individually different, but relative,
rhythmical vibrations are common to all people. To the phases of higher activity adjacent two-hour
break are corresponded, during which the body works in the savings mode and should not be
overloaded.
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Figure 7.2 — Schedule of the ability to work (for a "lark™)

As a rule peak capacity occurs in the first part of the day when the stomach, pancreas, spleen
and heart functioning is most active. This level during the day is no longer achieved. That’s why
immediate problems should be solved in the first part of the day.

After noon when small intestine functions, the productivity declines which the majority
wants to fight with the help of coffee. At this time it is better not to work against your rhythm. It is
better to relax with a cup of tea and use the break for social contacts and routine activities.

The idea of management based on the work ability design is not to work against the natural
rhythm of daily capacity, but to make use of cyclical fluctuations increasing the final result!

Because of the break of a day rhythm defects, errors in work, injury may happen. It is
proved that the largest number of injuries during the night occurs between 2 and 4 a.m. (hour of a
"wolf") when the human brain has to relax and the control over the actions is the weakest.

Thus, we can suggest the following guidelines for managing labor activity:

1. According fluctuations we have to alternate hard responsible activity and less important,
unbending work with less responsibility.

2. Make something every day to maintain efficiency (charging, exercise). Remember that along
with the work ability quality of your work changes too.

3. The most important cases and cases that require the highest concentration should be on the
highest point of your graphic performance.

Along with regular daily fluctuations of performance there are other biological rhythms for
longer periods of time - biorhythms.

The doctrine of biorhythms is based on the fact that physical, mental and intellectual
parameters of each person see the cyclical fluctuations which can be calculated and predicted.

The purpose of the science of biorhythms is to detect changes of biological vitality of a
man (from peak to decline) and thus to make it possible to plan the activity in the so-called strong
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and weak days. On this base the management biorhythm can be an effective tool for successful self
management.

There are three separate rhythms:

Physical rhythm (duration of the period is 23 day, drop occurs every 11.5 days). It affects
the physical strength, endurance, confidence and willingness to act. You can plan trips, operations,
dental treatment for the peak periods. During this period the body resistance is maximal. In the
phase of decline reluctant to work, susceptibility to disease appears. At this time particular care
should be paid to avoid physical exertion and unusual situations to the body.

Mental rhythm (duration of the period is 28 day, drop occurs every 14 days). It causes
mental state, capacity for harmonious communication, cooperation and creativity. During a peak
period a person feels harmony with the environment and people. It’s an auspicious time for exams,
participation in competitions for public speaking, acquaintances and business contacts. The decline
Is characterized by negative emotions, tiredness of communication, difficulties in "team" work,
sometimes depression.

Intelligent rhythm (duration period is 33 day, drop occurs every 16.5 days). It affects mental
ability, concentration, memory and reaction. On a peak people experience the spiritual
temperament, accept the new information well, have a good memory, concentration and adaptation.
It’s an auspicious time for important decisions, studying of heavy subjects, making plans and
exams. During the recession (the accumulation of energy) the deterioration of memory and mental
ability, the ability of nut are observed. It is better to use this time for routine, collecting, organizing
information, repetitive actions.

At points of phases transition there are changes of biorhythms, and at this time spontaneous
normal physical functions, efficiency, control of the will and mind may occur. Since during those
days our body is regenerating from the phase of activity into the phase of calmness, we should save
energy and not be loaded. Times of critical points usually go during the times of a person's
birth (Fig. 7.3).

Basic rules which the manager should follow are the following: to maintain the records of
internal "clock™ mechanism, not work against his rhythm, i.e. in periods of calmness and the critical
points to accumulate energy while doing the routine work and in periods of activity to move
forward with new forces, to make dreams come true, to be careful in the transition points and
manage the activity. Also you do not need to idealize the role of biorhythms in the life of a business
person. Biorhythm graphics indicates only the trend but the future is determined by the man
himself.
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Figure 7.3 — Biorhythms of a person, where:

——— - physical biorhythm;
------------ - mental biorhythm;
- - ==~ -intellectual biorhythm;
. - transition points (critical points);

6.7. Economic efficiency of manager’s work

Efficiency in the broad sense means the ratio between the result (effect) and expenses.

Under the effect we understand the result of efforts or activities. In the narrow context the
effect is considered as the result of the industrial activity.

The efficiency of production - 1) the ratio of the effect of the amount of attracted resources
involved in obtaining this effect, 2) the optimal level of resource utilization, the degree of
achievement of general and specific results of the organization.

The notion of "efficiency™ includes the following criteria:

1. In the sphere of functioning: general (the whole enterprise), local (single stage of production,
distribution, etc.) and partial response (efficiency of individual resources).

2. In the sphere of production terms: macro-and microeconomic efficiency.

3. According to the objects: the efficiency of current production, capital efficiency, the
effectiveness of science and technology, foreign trade, environment, etc.

4. According to the appointment and calculation of methods: absolute (characterizes the overall
effect or impact on resource utilization and costs) and compare the performance (characterized
by the economic advantages of one option over another relatively to the efficient use of
resources and costs).

Economic efficiency of management experience is more limited concept and means of living
and saving reified labor, acquired in the management of tangible and intangible production by
optimizing and streamlining management.

In general the efficiency of administrative work can be presented as follows:

Effect (result)

¥ adinistrative work exp ences

As a result of improved businesses management the enterprises receive economic and social
effects: increased production, provided rhythm of the enterprises, achieved economy of living and
reified labor, increased product quality, improved and changed nature of work, increased work
satisfaction, reduced staff turnover. However, not all elements of economic and social effects are
quantified. This complicates the evaluation of management efficiency. It should be taken into
account that not only quantitative but also qualitative indicators.

The indicators that characterize the work in the fields of management include: reducing the
complexity of processing management information, reducing management, information processing
terms, reducing the loss of working time management by improving the organization of labor
mechanization and automation of labor-intensive operations in the area of management. This
indicators are measured by their quantity. Such indicators in the sphere of management as training
management, quality work, improved working conditions, the validity of administrative decisions,
risk management and other are not measured or even are incompletely measured.

The quantifiable indicators in the sphere of influence of administrative work on the
production are: increase of profits and sales, productivity of growth labor, reduction of fund,
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increase of capital productivity, accelerating turnover of the working capital, increase of
profitability, reduction of non-production costs, reduction of labor production intensity, reduction of
work in progress, reduction of production costs, saving wages, reduction of the loss of working
time, improvement of product quality, personnel training, increasing of the technical level of
production equipment.

In practice, to assess the effectiveness of management systems often use three groups of

indicators:

1)

2)

3)

4)

© oo N wDdPE

[EEN
o

11.

12.
13.
14.

15.
16.
17.
18.

19.
20.

total effective rates of production and financial activity are the gross product in the dynamics,
the output of gross output per worker, capital productivity and profit per employee,
profitability, etc.;

Productivity of administrative work is the production of gross output per worker or
management of 1 person-days spent in management, the output of gross production per 1 USD.
Management expenses, the amount of income of 1 man-day spent in management, etc.;
Indicators of economy management are the share of management personnel in total
employment and total payroll, the share of management expenses in the product cost more.

To determine the effectiveness of each structural unit we use data about specific tasks and
levels to achieve the goals.

Questions for self-check:
The subject, appropriation and main point of “labor management”.
What does the peculiarity of manager work consist in?
Manager roles according to Minzberg and their interconnection.
What is the manager’s workplace? Describe the equipment necessary for manager’s workplace.
Disclose the manager’s workplace main design and organization requirements.
Manager and leader description, social roles of manager.
Theories of leadership: traits, behavioral theories, contingency approach, synthetic theory.
Management styles: describe each of them.
What factors influence the selection of management (leadership) style?

. Management and process of delegation of powers. How does delegation influence the

management effectiveness?

Peculiarities of management, executive, commercial activities documentation et al. Content and
appropriation of main documents.

Reasons and conditions for rumors origin in organization. Classification of rumors.

Forms of business communication: what is different and what is common for all of them?
Planning and manager’s time distribution. The basis of time usage rationalization. Manager’s
plans system.

Manager’s plans system, their interconnection and development phases.

Peculiarities of Seiwert method while days are planning.

Pareto principle in manager work.

Diurnal rhythm of a human being. Notion of “diagram of working capacity”. Typology of
workers in accordance with their diagram of working capacity.

Management on the basis of biorhythm.

Effect and effectiveness of manager work.
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CHAPTER 8. THE BASIC PRINCIPLES OF THE FOREIGN ECONOMIC ACTIVITY

Objective: learning theoretical foundations of the foreign economic activity (FEA); acquisition of
the system knowledge and skills to ensure the economic efficiency of economic activity in various
spheres of the economic activity.

Subject: combination of commercial, economic, legal and financial relations in the sphere of
economic activity of enterprises.

Content modules: Foreign trade business market. Regulation of the foreign-economic activity.
Form of the enterprises on the foreign markets. Organization of training, the conclusion and
implementation of foreign-economic contracts. The structure and content of the foreign-economic
contracts. Commodity price, foreign exchange, financial terms of contracts, payment methods.
Organization of international transport. Market research of the external market when making
export-import operations. An economical efficiency FEA of the enterprise.

8.1. The foreign-economic activity of the subjects to a market society. Regulation of the foreign
economic activity in Ukraine

Ukrainian legislation treats the notion of "the foreign economic activity" as: "Foreign-
economic activity is the activity of economic entities of Ukraine and foreign business entities, based
on the relationship between them, which can take place in Ukraine and abroad.

The main driving force behind the intensification of foreign economic activity is possible to
increase the scope and effectiveness of business due to the internationalization of certain market
segments, using new sources of additional financial resources, diversification of production and
economic activity.

First principle serves as a commercial enterprise of the FEA calculation on the basis of
economic and financial autonomy and self-repayment considering their own monetary, financial
and logistical capabilities.

Responsibility for results rests with the foreign enterprises not only in terms of exporting,
but also for import purchases of import-export and production of technical reconstruction.

The subjects of foreign economic activity are its members, who are able to work effectively,
realizing their business interests. According to the Law of Ukraine "On the Foreign Economic
Activity” the subjects of the FEA can be: 1) individual — citizens of Ukraine, foreign citizens and
stateless persons, who are capable. Individuals have the right to carry out foreign economic
activities if they are registered as businessmen according to the law of Ukraine "About Business".
Individuals who do not have permanent residence in Ukraine have the right to conduct foreign
trade, if they are subjects under the laws of the state in which they have permanent residence or the
citizen of which they are, 2) entities registered in Ukraine and within its territory. Legal persons
have the right to carry out foreign economic activities according to their statutes after they obtain
legal status, 3) structural units of economic entities of foreign countries (subsidiaries, affiliates,
branches, representative offices), the subjects of foreign economic activity of Ukraine who are
entitled to open their representative offices in other countries according to their laws and to be
members of international non-governmental business organizations. Foreign business entities may
establish its representative offices in Ukraine. Registration of foreign missions made by the
Ministry of Foreign Economic Relations and Trade of Ukraine during 60 working days of the filing
of a foreign business entity documents for registration. In case of registration of foreign
representative offices of foreign business entities may appeal the matter in courts of Ukraine,
4) joint venture with a permanent location in Ukraine.
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Types of foreign trade, carried out in Ukraine by the Law "On Foreign Economic
Activities". They are the following: 1) export and import of goods, i. e. any products, services,
labor, intellectual property rights and other intangible rights for sale, as well as capital and labor, 2)
provision of international trade Service of Ukraine to foreign economic entities, including
manufacturing, freight forwarding, insurance, consulting, marketing, export, brokerage, broker,
agent, consignment, management, accounting, auditing, legal and other directly and not exclusively
forbidden by the laws of Ukraine, 3) providing the above services foreign economic activity entities
of foreign economic activity of Ukraine, 4) academic, scientific and technical, scientific, industrial,
manufacturing, training and other cooperation with foreign economic activities, education and
training on a commercial basis, 5) international financial transactions and securities transactions in
cases stipulated by laws of Ukraine, 6) credit and settlement operations between the subjects of
foreign trade and foreign economic activities, creation of international trade, banks, credit and
insurance institutions outside Ukraine, the establishment of foreign economic activities of these
institutions in Ukraine, in certain cases, 7) joint business activities between business entities,
including joint ventures of various kinds and forms of joint business operations and joint ownership
of property in Ukraine and abroad; 8) business activity in Ukraine related to the licensing, patents,
know-how, trademarks and other intangible properties of foreign subjects and objects of economic
activity, similar activities of foreign economic activity outside of Ukraine, 9) organization and
activities in the field of exhibitions, auctions, conferences, symposia, seminars and similar activities
carried out on a commercial basis, with subjects objects of foreign economic activity, 10) and other
types of foreign economic activity not prohibited directly and in an exceptional form of laws of
Ukraine.

At the international level it is usually regulated by: 1) identification of investments and
investors, environment and encouraging imports of foreign capital, 2) general requirements for
business, 3) transfer payments (money), 4) solution of disputes of economic nature, 5) codes of
conduct for foreign partners. The main purpose of general business regulation at the international
level, which is mainly due concluded bilateral and multilateral agreements, is on one hand to ensure
country-based legal protection of their investments against possible non-commercial risks, and on
the other - to support the stability and reliability of economic relations between partners. At the
supranational level regulation of the FEA are agreements that fix the relationships between many
countries.

The classic means of regulation of foreign trade are tariffs, which are related to the nature of
the impact of economic regulators.

Custom tariff is a systematic list (summary) of customs duties, which determine the amount
of payment for import and export of goods. Custom tariff regulation has two main functions: 1)
protectionist (protect domestic products from foreign competition), 2) fiscal (replenishing the state
budget), in addition, it can affect the flow of currency, developing regions, especially when it comes
to free economic zones and others.

The tariffs include: 1) simple, i.e. have a single rate for a single commodity or commodity
group regardless of country of origin, 2) complex when two or more established rates for each
product depending on the country of origin.

Rates are divided into the maximum (operating in the countries with which there are no
trade agreements), the minimum installed (in the countries which benefit most favored nation) and
the preferential (set against the importation of certain goods from certain countries, including those
developing).
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The main element of the custom tariff is a duty. By its content and influence it also refers to
the economic regulators. Duty is a fee or tax that takes the state of commodities, property and other
valuables when crossing the border. In Ukraine export, import and transit types of penalties are
used. In turn, duties are divided into: 1) on an accrual basis — ad-valorem, specific and mixed, and
2) on the origin — the conventional and independent. You can also select specific types of duties: a
special anti-dumping and countervailing duty.

According to the Law of Ukraine "About Single Custom Tariff" some goods are exempt
from the imposition of duties, including: vehicles, vehicles carrying international cargo,
transportation of Ukraine currency, foreign currency, securities, commaodities that are produced in
Ukraine and brought back to its territory without processing, and goods of foreign origin that are
brought back to Ukraine without processing; goods imported national and international associations
of citizens affected by Chernobyl disaster; goods imported by the state currency fund of Ukraine
and foreign loans who are under the guarantee of the Cabinet of Ministers of Ukraine and other
product lines under the various contracts, agreements and laws of Ukraine.

Non-tariff regulation is a set of measures limited-forbidden manner that prevents penetration
of foreign goods in domestic market of the country. Non-tariff barriers are measures of hidden
protectionism. According to the specialists in foreign trade are used more than 50 of such events.
They can be made through administrative and financial instruments through regulation. There are
such main non-tariff measures to regulate foreign economic activities: 1) the prohibition of export
and import, 2) quantitative restrictions on export and import (quotas, licensing), 3) "voluntary"
export restrictions, 4) anti-dumping measures, 5) technical barriers; 6) activities related to customs
clearance, 7) import deposit.

Regulation of business is practically made by the state legislative and executive powers:
Verkhovna Rada of Ukraine, Cabinet of Ministers of Ukraine, the National Bank, Ministry of
Economy of Ukraine, State Custom Service of Ukraine, Antimonopoly Committee of Ukraine, the
Interagency Commission on International Trade, local governments.

The system of currency regulation is a regulation regime for currency transactions,
international payments, identify the general principles of currency regulations of state agencies and
functions of banks and other financial institutions in the regulation of currency operations, rights
and duties of subjects currency relations, the exercise of currency control, responsibility for
violation of the currency laws.

The foreign exchange regulation includes: the National Bank of Ukraine, the “authorized
bank” (any commercial bank, officially registered in Ukraine, which is licensed by the National
Bank of Ukraine on currency transactions, and provides control over monetary transactions of its
customers), different credit and financial institutions licensed by the Bank the right to conduct
foreign exchange operations, legal entities that have entered into agency agreements to open a
currency exchange, credit and financial institutions, non-residents who obtain individual licenses
for the right of the Bank operations in the foreign exchange market of Ukraine.

In accordance with the transactions in the interbank currency market of Ukraine (Decree of
the National Bank of Ukraine Ne 127 from 03.18.1999, the transactions in the interbank currency
market of Ukraine for only the subjects of this market include: 1) the National Bank of Ukraine
(NBU), 2) authorized banks (commercial banks that are licensed to the Bank operations with
currency values), 3) authorized financial institutions licensed by the Bank for transactions with
currency values.

According to the Decree of the Cabinet of Ministers of Ukraine "About the Currency
Regulation and the Currency Control" dated from 02.19.1993 Ne 15-93, the trade in foreign
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currency in Ukraine and non-residents — legal entities — is carried out through authorized banks and
financial institutions exclusively in the interbank foreign exchange market of Ukraine. These banks
and institutions buy and sell foreign currency on its own behalf and on behalf of the residents and
nonresidents. They have the right in its own name and expense to buy foreign currency in cash from
individuals — residents and sell it to the residents.

Residents are individuals who have the right to sell foreign currency to the banks and
financial institutions or through them — to other individuals-residents.

Residents-individuals are entitled to buy foreign currency at authorized banks and financial
institutions or through them — in other individuals — residents.

Exchange controls are a set of administrative measures aimed at curbing export and promote
the return of foreign currency into the country.

Exchange control affects the flow of capital to protect the stability of the monetary system
and foreign exchange reserves and is one of the essential elements of an economic transition.
Exchange control as a tool to stabilize the movement of the capital restricts the volatility of interest
and exchange rates.

Currency Control in Ukraine carries out such authorities: 1) The National Bank of Ukraine
(NBU), 2) the authorized banks (commercial banks that are licensed to the Bank operations with
currency values) 3) the State Tax Administration, 4) the Ministry of communications of Ukraine.

Bodies, which make an exchange control, have the right to request and receive from the
residents complete information on their implementation of currency transactions, the status of bank
accounts in foreign currency, as well as property to be declared.

The main principles of foreign exchange control are: 1) the monopoly of the banks on the
currency transactions, 2) the need to carry out foreign exchange transactions, which must be proved,
3) residents repatriation of the mandatory sale of foreign exchange earnings, 4) the mandatory
declaration of the foreign holdings, i.e. assets (cash, checks, bills, letters of credit) that make
payments and liabilities, 5) prohibition on the export and import of means of payment, 6) isolation
of the domestic market from foreign currency (to residents are prohibited to provide and take loans
in local currency from non-residents), 7) prohibition of compensation and arbitration operations, 8)
the control over the game in terms of the currency market, 9) the control over the foreign currency
position (change of the ratio requirements and obligations under the contract partners in foreign
currency) of the commercial banks.

The violations are: operations with currency values without obtaining general or individual
license of the NBU; trade foreign exchange banks and other financial institutions without obtaining
license from the NBU and (or) in violation of the terms of trade and monetary values on the
interbank currency by the NBU; non authorized banks in their respective duties, violation of
residents of the settlements; late submission, concealment or misrepresentation of reporting foreign
exchange transactions, non resident declaration requirements of currency values and other assets.
The amounts levied fines are directed to the State Budget of Ukraine.

8.2. The forms of enterprise on the foreign markets. The market research of the foreign market
on the foreign export-import transactions

When entering to a foreign market venture gets tough international competition. In these
conditions one can operate successfully only by applying modern management techniques,
including marketing.

For effective management of the foreign-economic activity at the enterprise level one needs

a governance structure and adequate work conditions. The organizational structure of foreign trade
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activities of enterprise is determined primarily by those goals and objectives that it intended to
solve.

On the industrial enterprise that are actively involved in foreign trade activities, foreign aid
are mainly in two forms: 1) as a part of the internal economic structure in the form of external and
2) as a foreign trade company.

An export-trading firm is relatively an independent department, created a rather large
enterprise to organize and control its foreign trade activities. This "company" is headed by a
director, who is subordinate directly to the CEO of the enterprise. In general, the organizational
structure of the foreign trade companies is on the Fig. 8.1.

ENTERPRISE GENERAL DIRECTOR (of the parent company)
|
MANAGER OF THE EXPORT-TRADING FIRM

Deputy director of Deputy director of finance and Deputy director of
special questions economic questions and management legal affairs
[
. Marketing service
Special | | and s:qales Monetary department Law
department department
Planned-economic
IT rtmen
Custodial department department
service .
Accounting Department of maintenance and spares
department
Report |
department Human Resources Traffic department
department
Other services | Front office Department of the joint ventures
and departments
Other services and departments

Figure 8.1 — General structure of the export-trading firm
Another, the most common, form of external service in the enterprise is the department of
foreign economic relations (DFER). This department is subordinate or direct to the General
Director, Director of Commercial Affairs, or Director of Finance and Economic Affairs. The
general structure of such a department can be represented in the Fig. 8.2.

ENTERPRISE GENERAL DIRECTOR

Head of the foreign-economic relations
department (DFER)

Deputy chief of the department

Marketing research Treaties office Joint ventures office
office
- Advertising and IT department
Maintenance and spares exhibition activities epartmen
office office
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The head of the DFER serves as a guide and coordinates the activities of all the divisions of
the department organizes and controls the work of the FEA enterprise.

The deputy chief of the DFER organizes effective marketing of the made products, the
implementation plans of the made products on the foreign markets.

Market Research Office provides the supply, demand, price dynamics, market structure,
coordination of firms with foreign agents, methodological guidance and control of the correct
calculation and application of prices in the preparation and signing of contracts, carries out research
work with other foreign markets, studies the existing of the global market technical requirements
for products and information about these direct producers of goods, analysis of technical level and
product quality, its competitiveness, leadership issues relevant conclusions and recommendations
on these issues;

Advertising and exhibition activities office provides an advertising of the firm, organizes the
participation of specialized companies in international fairs;

Joint ventures office coordinates, plans and controls joint ventures established with foreign
capital in Ukraine and abroad,

IT department is working on automating calculations, implementation of economic-
mathematical methods and computers in the practice of associations and firms, creation, together
with other departments and companies, databases and managing them;

Treaties office is studying potential customers of the plant, signs agreements to issue
products.

Maintenance and spares office provides guarantee and post-warranty service of the products
exported by the overseas countries, technical centers and agents of foreign companies necessary
spare parts, repair equipment and transport.

The functions of the foreign service businesses are: 1) scientific and technical cooperation
and external relations: the development plan; organization negotiations; necessary measures for
scientific and technical cooperation with other firms, research and implement best practices,
collecting and accumulating necessary information; selection of the professionals to the business
trip abroad for planning and controlling the export of the production, accumulation of information
for statistical reporting), 2) protocol (protocol organization activities related to receiving
delegations, consultations with foreign experts, etc.; documents for all coming to the enterprise
professionals for market expansion of production and exchange of experience, providing translators
in international organizations, delegations and negotiations, translation of catalogs, booklets,
technical documentation), 3) analytical studies (making sales forecasts and pricing policy
development: analysis of the characteristics products, in terms of market requirements, study and
analysis of market sales, development, compiling sales forecasts, the possible range of goods for
sale on the market and the development of the planned turnover of the enterprise and new forms of
service, creating a database for marketing analysis, study factors that affect the speed of
implementation of the product on the market, and choosing the optimal approach to pricing in the
implementation of enterprise analysis of market prices), 4) promotional activities (development of
measures to stimulate demand of enterprise, analyzing measures to advertise products) 5)
development of the plans and preparing for signing contracts for the sale of products (the
negotiation and preparation for signing contracts, contracts and contract work with the exchanges,
brokers, dealers and sales agents in the search for consumers based on published forecasts sales,
maintaining catalogues accounting for consumers, negotiating with potential customers, accounting
for sales regions).
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Department of Foreign Economic Relations is a part of the management structure; its
effective operation depends on the proper relationship with other divisions of the enterprise that
somehow involved in the FEA enterprise. All functional departments and services involved in
managing economic activity could be divided into two main groups: 1) Group departments and
services enterprise which are planning FEA (Planning and Economic Department — Planning and
control of foreign trade activities of the plan, economic activity enterprise; monetary-financial —
currency planning and control of currency, credit and settlement operations, the interests of firms in
foreign trade operations, transport department — planning and transportation of export and import
cargoes, accounting — accounting and reporting, accounts with banks suppliers and third-party
organizations, calculation and payment of wages, the analysis (along with the planning department)
the financial performance of the company on foreign markets and recommendations for its
improvement), 2) Group of the companies that provide adoption and implementation of
management decisions in the field of Foreign Trade (Development Department — Improvement of
the organizational structure of the enterprise; personnel department — the selection, placement and
workforce development, maintaining personnel files of employees, department of foreign travel —
registration trips abroad office — registration and control organizational documentation and
correspondence, administrative office supplies needed for materials and equipment company,
responsible for the operation of buildings, other economic work, Legal — assistance in drafting of
contracts and agreements, advice on presentation of claims and protect the interests of enterprise in
the courts, legal support of the company; ceremonial office executes the orders leadership of the
organization of meetings and receptions representatives of foreign firms that came on business trips.

The drafting and implementation of foreign trade operations members resorted to a detailed
study as a potential range of possible contractors and concrete companies and organizations with
which it is possible to sign contracts. Learning activities are common element of the contractor
carrying out foreign trade operations; he paid attention to all participants of international trade. In
the rapidly changing global situation and the presence of sudden, unexpected changes to its choice
of foreign partner company, especially in operations for a long term approach very carefully.

Program complex marketing research in the FEA will vary from commodity nature of
business, scale of production of export goods and other factors. You can highlight the following
main sections marketing research for foreign economic activity (Fig. 8.3).

Any market research on foreign market aims to assess its competitiveness at work on a
specific market.

When producer competitiveness meant its ability to maintain efficient production and
marketing activities and thereby resist competitors. The criterion of effectiveness of these activities
can serve as profit or other commercial rates.

At the level of competitiveness should be understood commodity index, which gives the
characteristics of its ability to confront competitors in specific markets in the period under review.
You can define performance criteria for comparing the production and sales activities of
competitors and the manufacturer.

Competitiveness of products is its property, and the level of competitiveness - an indicator
of this property, which gives the characteristics of the ability of products to meet specific market
requirements in the period under review compared to competitors' products.

Competitiveness measured by the aggregate of basic feasibility, quality and cost parameters
that distinguish the market for goods of a competitor product (analogue) as to precisely match the
needs identified, and on consumer spending at their pleasure.
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Competitiveness of products (services) depends on the several factors that influence the
preference of goods and determine the extent of their implementation in the given market. These
factors can be considered as components (parts) of competitiveness and divided into three groups:
technical, economic, commercial, legal and regulatory factors.
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Figure 8.3 —The structure of marketing research in the field of foreign economic activity

Evaluation of the competitiveness of goods intended for export, includes the following steps:
1) market analysis and selection of the most sample product (or a few samples of goods) as a basis
for comparison, 2) determine a set of compatible parameters, and 3) calculation of the integral index
of competitiveness of goods.

As a sample product is taken, usually a product available in the market and one that is in a
