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PREVIEW AND SUMMARY OF CHAPTER 1 

A. Why learn about management? 

     - develop skills to become a manager 
     - enable improved working relationships with bosses 
     - promote understanding of the role of managers in society 
 - improve your ability to create value and to capture value 
     - nurture self-understanding 

B. The nature of management   

    The what of management: Four generic functions of management: 

 - Planning:       Identifying organizational resources, goals, and strategies 
 - Organizing:  Designing systems and structures to enable meeting goals/plans 
 - Leading:        Influencing others to help meet the organization’s goals 
 - Controlling:  Ensuring that members’ actions are consistent with the organization’s  
  standards/values 

     The why of management: Three types of “effective” management 

 FBL management, based on the financial bottom line, focuses on maximizing an 
organization’s financial well-being. 

 TBL management, based on the triple bottom line, seeks to enhance an                   
organization’s financial well-being by reducing its negative social and ecological                     
externalities. 

 SET management, based on social and ecological thought, seeks to enhance social and         
ecological well-being while maintaining financial viability. 

C. The benefits of learning about three types of management: FBL, TBL, and SET 

 - enhances critical and ethical thinking  

D. Entrepreneurial management 

 - entrepreneurs want to be their own boss, make the world better, and make money  
          - different types of entrepreneurs 

 

 
 
 

  



 3 

 
 

 
CHAPTER 1:  

INTRODUCTION TO MANAGEMENT 
 

Learning goals  
After reading this chapter, you should be able to: 

1. State five reasons why the study of management is important. 

2. Describe the four functions of management. 

3. Understand the three main approaches to effective management.  

4. Describe the benefits of studying three approaches to management. 

5. Identify three main reasons that people start new businesses. 

6. Distinguish between different types of entrepreneurs.  

 

OPENING CASE: 
SEEING JEWELS WHERE OTHERS SEE DESPAIR 

When Kallie Dovel first traveled to Uganda in 2007, she did so to put her nutrition 
degree into practice by helping orphanages in Uganda that were recovering from 
the aftermath of Joseph Kony’s reign of terror, which had created child soldiers 
and brides. She never dreamed that she would eventually start a company that 
would become a million dollar brand.1  

While in Uganda, Dovel made two important observations.2 First, the parents of 
many of the children in the orphanages were still alive, but had placed their 
children in orphanages because they lacked the economic means to care for them. 
In other words, the orphanages were a symptom of a larger problem. Second, 
Dovel met some women who were using recycled paper to make beautiful beaded 
jewelry, which they wanted her to sell when she travelled back to the U.S. She took 
a full suitcase home, and sold the jewelry at craft fairs. Dovel realized that that if 
she could do this on a larger scale, she might be able to help impoverished 
Ugandan single mothers.  
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So, Dovel and four of her college friends who were eager to make the world a 
better place—Allie Swanson, Anna Toy, Brooke Hodges, and Jessie Simonson—
started a company called 31 bits. She returned to Uganda in 2008 to work with 
Ugandan women and to set up the operation, while her four friends focused on 
selling.   

“The rest of us began our last year of college with a new agenda: selling jewelry 
anywhere we could. We had no idea what we were getting ourselves into. We were a 
misfit group of dreamers, artists, and socialites…not business people. We didn’t know 
the first thing about starting a business. By day we were college students, but the 
evenings were filled with studying fashion, marketing, and development work. We 
discovered two things. Firstly, we didn’t want to be just another charity selling key chains 
and t-shirts. We were determined to create a fashionable product that customers would 
purchase because they actually liked it. Secondly, we knew the artisans needed a lot 
more than a paycheck. They needed education, health care, and counseling. They 
needed to be cared for physically, mentally, and emotionally. They needed a way to be 
whole again.” 3 

“We started small, selling at school events and craft fairs. Eventually we started an online 
store and a wholesale program. The road was rocky and the sleep was short, but five 
years later, we’re in over 300 stores and have shared our story with hundreds of 
thousands of people.” 4 

While her four partners were learning the business of selling jewelry at craft fairs 
and on-line, Dovel was developing the program in Uganda. The program is four 
years long, and provides Ugandan single mothers with basic business training and 
mentorship, language and numerical literacy, and some English. They earn a salary 
that is equivalent to a local school teacher. The program is financed by the sale of 
the jewelry made by the women. In its first year, the program employed six 
Ugandan women, and six years later it had grown to 170 women. The idea of using 
recycled paper to empower women has been quite compelling, and 31 bits has 
grown about 20% per year. Within ten years, it had 9 full-time staff in the U.S. and 
14 full-time employees in Uganda.5  

“But the story doesn’t stop there. In 2016, we expanded our program to Indonesia where 
our story continues to unfold. We’re partnering with a Balinese workshop where we are 
putting a modern spin on their traditional techniques of making brass jewelry. By giving 
artisans access to the global market, we are able to provide ethical working conditions 
and fair and consistent incomes, while giving our customers an opportunity to shop a 
whole new line of products.”6 

 
This book is all about management. It is written for people who want to better 
understand what it means to be an effective manager. In this first chapter, we start by 
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explaining why it is important to learn about management. We then describe what 
management is all about and what managers do. Next, we introduce three different 
approaches to management, which we will refer to continuously throughout the rest of 
the book. The first approach will be of interest to those who want to learn about the 
classic ideas related to maximizing an organization’s financial bottom line. The second 
approach describes the current emphasis on a triple bottom line approach, where 
managers seek to enhance financial well-being by reducing negative social and ecological 
externalities. The third approach describes what management looks like when the 
primary organizational goal is to optimize social and ecological well-being instead of 
profit. In this approach, financial viability is important but it is not the top priority and it 
does not need to be maximized. The final section of this chapter, as with every chapter in 
this book, will highlight the implications of the chapter material for entrepreneurship 
theory and practice. 
 

WHY LEARN ABOUT MANAGEMENT? 
Learning about management is valuable for at least five reasons. First, it will increase 
your opportunities to be offered a job as a manager. Managers must develop strong 
technical skills—expertise in a particular area like marketing, accounting, finance or human 
resources--and strong social skills—abilities in getting along with people, leadership, helping 
others to be motivated, communication, and conflict resolution. But 
technical and social skills by themselves are insufficient to get 
promoted into management. Rather, it is strong conceptual skills 
that determine who gets promoted. Conceptual skills refer to the 
ability to think about complex and broad organization issues. This is the 
focus of this book: to introduce and develop a solid conceptual 
framework of what management is all about. The book will also help you to develop 
human skills and to develop some technical skills in areas like strategic management. 

Second, the better you understand the work of your own managers, the easier it will 
be for you to get along with them. This will make your work experience less stressful and 
more enjoyable, and should also help to make your organization run more smoothly. 

Third, learning about management will help you to better understand the important 
role that managers play in our society. That, in turn, will help you deal with the various 
organizations you come into contact with on a daily basis. The knowledge provided in 
this book is relevant for all kinds of organizations: large or small, profit-oriented or non-
profit, local or international, and traditional or virtual. It is also relevant at every level of 
management in organizations, including: 

•   first-line supervisors, who manage the work of organizational members that are 
involved in the actual production or creation of an organization’s products or services; 

•   middle managers, who manage the work of first-line managers and others; and  

Having strong 
conceptual skills 
is key to getting 
promoted. 
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•   top managers, who have organization-wide managerial responsibilities, such as Chief 
Executive Officers (CEOs), Vice-Presidents, and Board Chairs.   

Of course, the nature of managerial work changes depending on the level and type of 
organization. What a manager does may also change depending on the size of the 
organization, the kind of technology it uses, its location, its culture, and so on.  

Fourth, studying management can help you to improve the ability of organizations 
to create and capture value. All organizations need to engage in value creation, which 
means offering goods and services that are valued by society, and financial value capture, 
which means acquiring part of the financial benefits associated with the value being created. 
The book will enhance your ability and knowledge to create value, especially in regards 
to developing new products and services within an organization or starting a new 
organization. It will also teach you different ways to think about what value capture 
actually means. For example, should business always seek to maximize profits and 
shareholder wealth, or is it sufficient to remain financially viable in order to enhance 
opportunities to create socio-ecological value?  

Finally, the study of management is important because it fosters self-understanding. 
By understanding management, we get a better sense of the values and forces that are 
shaping us as persons and as societies. According to prominent management philosopher 
and scholar Peter Drucker, management “deals with people, their values, and their 
personal development … management is deeply involved in moral concerns.”7 Thus, one 
goal of this book is to help you develop a rich understanding of how different 
approaches to management are based upon different sets of values. This will also help 
you to think about contemporary issues like personal and corporate corruption, climate 
change, downsizing, income inequality, and decisions to move jobs overseas. 

 

THE NATURE OF MANAGEMENT 
Because we live in a time when organizations dominate our lives, most people have at 
least some idea of what managers do. We generally think of a manager as “the boss” who 

is “in charge.” A manager has status, power, and influence. 
A manager gets to tell others what to do, and usually earns 
more money than others. Managers also have a chance to 
make the world a better place and to make a difference in 
the lives of others, both inside and outside of their specific 
organization. Even though managers are commonplace in 
our society, most people are not able to provide a clear 
definition of what management is. And without knowing 
the hallmarks of management, it is difficult to become a 
successful manager, a good follower, or to understand the 
role of management in our society. 

Management is the 
process of planning, 
organizing, leading, 
and controlling human 
and other resources 
towards the effective 
achievement of 
organizational goals. 
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A definition of management commonly has two components. Management is (a) the 
process of planning, organizing, leading, and controlling human and other organizational 
resources towards (b) the effective achievement of organizational goals. The first part of the 
definition looks at the what of management (i.e., the four functions that managers 
perform), and the second part looks at the why of management (the meaning of success 
and effectiveness). We will look at each component in turn. 

THE WHAT OF MANAGEMENT: THE FOUR FUNCTIONS 
Planning, organizing, leading, and controlling are the four main functions of 
management. These functions were first identified by Henri Fayol8 over a century ago, 
and are still commonly used as the organizing framework for management courses and 
textbooks throughout the world. These four management functions are also evident in 
the basic definition of an organization: An organization is a goal-directed, deliberately-
structured group of people working together to provide specific goods and services. Or, in less 
technical jargon, management involves deciding what goods 
and services an organization will provide (planning), 
arranging the necessary resources (organizing) and helping 
people to enable this to happen (leading), and overseeing the 
whole process (controlling).  

Although Fayol’s four functions of management continue 
to serve as the conceptual framework most often used to 
describe management, a famous study by Henry Mintzberg 
helps to better understand what managers actually do.9 Mintzberg literally followed 
managers around for weeks on end and took careful notes on what they did every 
minute of each day. Rather than the orderly and thoughtful picture that might be implied 
by Fayol’s four functions, Mintzberg found that managers’ workdays are fragmented (the 
average time a manager spends on any activity is less than 9 minutes), have a lot of 
variety, and move at a relentless pace. Whereas Fayol’s functions might imply that 
managers spend a lot of their time at their desks, Mintzberg found that deskwork 
accounts for only 22% of managers’ time. 

Mintzberg’s study suggests that managers play a variety of roles in the drama that 
is the improv theatre of organizational life. In particular, he suggests that managers play 
ten roles that are organized into three categories:10   

•  interpersonal roles (leader, liaison, and figurehead);  

•  decisional roles (resource allocator, negotiator, entrepreneur, and crisis handler);   

•  informational roles (monitor, disseminator, and spokesperson).11  

Table 1.1 provides the definitions of and identifies areas of overlap between of Fayol’s 
four functions and between Mintzberg’s roles. In the following paragraphs we describe the 
four functions and how each of Mintzberg’s ten roles can be associated with a specific 
function.12   

Managers play a 
variety of roles in  
the drama that is the 
improv theatre of 
organizational life. 
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Table 1.1: Definitions of and overlap among management functions and roles 

Fayol’s management functions Mintzberg’s managerial roles 
1. Planning: deciding on an 
organization’s goals and 
strategies, and identifying the 
appropriate organizational 
resources that are required to 
achieve them. 

Entrepreneur role: proactively and voluntarily initiating, 
designing, or encouraging change and innovation. 
Negotiator role: making incremental changes related to 
plans and resources. 
Disseminator role: transmitting to members of one’s 
organizational unit information that has been gathered 
from internal or external sources.  

2. Organizing: ensuring that tasks 
have been assigned and a 
structure of organizational 
relationships created that 
facilitates meeting organizational 
goals. 

Resource allocator role: distributing all types of 
resources (e.g., time, funds, equipment, human 
resources, and so on). 
Liaison role: building and maintaining a good structure 
of information contacts beyond the boundaries of a 
manager's specific work unit. 

3. Leading: relating with other 
members in the organizational unit 
so that their work efforts contribute 
to the achievement of 
organizational goals. 

Leader role: communicating with subordinates, 
including motivation and coaching. 
Spokesperson role: transmitting decisions and other 
information up, down, and across an organization’s 
hierarchy, and/or to the general public. 
Figurehead role: representing an organizational unit in a 
symbolic or ceremonial capacity. 

4. Controlling: ensuring that the 
actions of organizational members 
are consistent with its values and 
standards. 

Monitor role: acquiring internal and external information 
about issues that can affect the organization. 
Crisis handler role: taking corrective action when things 
are not going as planned. 

 

Planning  
Planning means deciding on an organization’s goals and strategies, and identifying the 
appropriate organizational resources that are required to achieve them. The planning 
function draws the most attention to managers’ hierarchical authority. Managers call 
meetings and set the agendas as to what will be discussed at those meetings. Managers 
ensure that departmental goals and strategies are developed, which often includes 
planning for the exchange of resources with key suppliers and customers. Managers are 
held responsible for their organizational unit’s decisions, goals, and strategies.  

Mintzberg’s study suggests that planning can focus on fine-tuning a firm’s current 
operations, or on developing strategic organizational changes. For example, the 
negotiator role often involves making incremental changes to ongoing plans and 
resources. In this role, a manager represents the organization in major negotiations 
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affecting the manager's area of responsibility (e.g., negotiation of a union contract, 
negotiating the fee that a consulting company will be paid, negotiating the price to be 
paid for a new acquisition, etc.). In the disseminator role, managers transmit information 
to members of their own organizational unit; this information may have been gathered 
from internal or external sources. Such information is essential to the planning function, 
and includes sending memos, scheduling and attending weekly staff meetings, re-telling 
the myths and anecdotes that represent an organization’s culture, and relaying 
information from top management.13  

Perhaps the most far-reaching role in Mintzberg’s framework is the entrepreneur 
role, which involves proactively and voluntarily initiating, designing, or encouraging 
change and innovation. Managers may delegate parts of the implementation process to 
others, but will typically oversee the overall process and retain the authority to make 
final decisions. The entrepreneurial role, which is evident in all four managerial 
functions, is of growing importance in the real world, and will play an important role in 
this book.  

Organizing  
Organizing means ensuring that tasks have been assigned and a structure of 
organizational relationships created that facilitates meeting organizational goals. 
Organizing has to do with the structures and systems that managers establish and 
maintain. This includes developing an organization chart which describes the reporting 
relationships and authority structure of the organization, deciding on the approach to 
departmentalization, choosing the technology that the organization uses, the physical 
lay-out of a factory or office space, budgets, human resource policies, and so on. When 
senior managers are asked about the most challenging part of their job, they often talk 
about implementing changes to organizational structures and systems.   

Two of Mintzberg’s managerial roles are most closely related to organizing. First, 
the resource allocator role is defined very broadly, and involves the distribution of all 
types of resources (e.g., time, funds, equipment, human resources, and so on). Managers 
oversee the organizational structure that members work within, such as what sort of 
departments an organization has and how budgeting processes are used to allocate 
financial resources. Second, organizing also requires coordinating the use of resources 
with external stakeholders. Stakeholders are parties that have an interest in what an 
organization does because they contribute resources to the organization and/or are affected by 
its operations. This is accomplished via the liaison role, which 
includes building and maintaining a good structure (network) of 
information contacts beyond the boundaries of a manager's 
specific work unit. It also includes activities like meeting with 
bosses and other managers at the same level within the 
organization, and dealing with competitors, suppliers, and 
customers. 

Managers spend 
75% of their time 
interacting with 
people. 



 10 

Leading  
Leading refers to relating with other members in the organizational unit so that their 
work efforts contribute to the achievement of organizational goals. Leading is often the 
first function that comes to mind when people think about management, because it is the 
most obvious and visible face of management for most subordinates. Leading includes 
interpersonal skills in communicating with members, encouraging them, resolving 
interpersonal conflicts, fostering members’ motivation, and so on.  

Mintzberg found that on average managers spend 75% of their time interacting with 
people. The most important role here is the leader role, which includes virtually all forms 
of communicating with subordinates, including motivating and coaching. Most of the 
focus of the leader role is on face-to-face interactions, and includes activities like staffing, 
training, and motivating. The public face of leading is often seen in the spokesperson 
role, where the manager transmits information and decisions up, down, and across the 
hierarchy, and/or to the general public. Finally, the figurehead role highlights the 
important symbolic function that managers play for their organizational units. 
Organizational members pay special attention to their managers’ behavior, taking cues 
from them regarding work, company values, and even their personal dress codes. The 
figurehead role is evident when a manager hands out a plaque for performance at an 
organizational banquet, is present at the ribbon-cutting ceremony for a new plant, or is 
interviewed by the media to announce a new organizational initiative.14  

Controlling  
Controlling means ensuring that the actions of organizational members are consistent 
with the organization’s values and standards. Controlling can be very visible, such as 
asking members to punch in on a time clock to ensure they do not overstay their lunch 
hour. However, as described in subsequent chapters, the most effective controls are often 
less visible. These include professional norms, organizational culture, and the informal 
understanding employees have of the-way-we-do-things-around-here that characterizes 
each organization. This less visible activity of management is important because it 
determines the organization’s identity, shapes the identities of individual members 
within the organization, and provides members with meaning in their jobs.  

Mintzberg’s roles draw attention to the fact that controlling includes both correcting 
things that are going wrong, and supporting things that are going well by providing 
positive recognition of good work. In the monitor role, a manager seeks internal and 
external information about issues that can affect the organization. This might include 
talking to members, taking observational tours in the organization, asking questions, 
reading newspapers, attending conferences to keep abreast of trends in the field, 
monitoring performance reports, and reading minutes from meetings. The crisis handler 
role requires taking corrective action when things are not going as planned. Often this 
includes unexpected difficulties (e.g., fire damage in a factory, loss of a major customer, 
or the breakdown of an important machine).  
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THE WHY OF MANAGEMENT:  EFFECTIVENESS AND SUCCESS15 
The second part of the definition of management focuses on ensuring that the four 
management functions are performed effectively. There is an old expression that 
distinguishes between efficiency and effectiveness, where efficiency refers to doing things 
right, and effectiveness refers to doing the right things. The idea of effectiveness draws 
attention to larger, meaning-of-life, and overarching goals that shape management. The 
question of what it means to be a “good” manager draws attention to the fact that 
managers, like anyone who makes decisions that affect other people, have moral 
obligations. What does it mean to be an effective or a successful manager? It depends on 
what criteria people use to evaluate success. In this book we will describe three different 
approaches for understanding managerial effectiveness. We call them Financial Bottom 
Line management (FBL), Triple Bottom Line management (TBL), and Social and 
Ecological Thought management (SET). Each approach is briefly introduced here, and 
more fully developed throughout the book.  

Financial Bottom Line (FBL) management  
FBL management is characterized by its emphasis on maximizing an organization’s financial 
well-being, which is typically achieved by appealing to individual self-interests. For most of the 
past century “effective” management has been virtually interchangeable with “financially 
successful” management. This is particularly true when talking about business managers, 
where effectiveness has been measured primarily in economic terms. Jack Welch, the 
former CEO of General Electric, is an excellent example of the FBL approach.  

Exemplary FBL manager: Jack Welch 

Jack Welch, CEO of General Electric from 1981-2001 was named the “manager of 
the century” by Fortune, and was held up by Business Week as the “gold standard 
against which other CEOs are measured.” Welch illustrates the dramatic 
difference that a manager can make in an organization. Under his leadership, 
General Electric (GE) experienced twenty consecutive years of dividend increases, 
a near-perfect record of ever-higher profits, and a remarkable 4,000% increase in 
share price. With Welch at the helm, GE became the first corporation to be valued 
at more than $200 billion, one of the most-profitable firms in the world, and “the 
model U.S. corporation.”16 Descriptions of Welch’s approach to the four functions 
of management—planning, organizing, leading and controlling—have been 
found in management textbooks for years.17  

First and foremost, Welch was seen as brilliant at strategic planning and decision-
making. He was especially known for his decision rule that GE exit from 
industries where its divisions did not hold the #1 or #2 position in the market. 
This decision rule helped to established the tone for the decisions and goals that 
other GE managers set for their subordinates.18 
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Second, Welch was known for his innovations in organizing, especially for 
introducing “Work-Outs” throughout GE. Work-Outs are akin to “town hall 
meetings” where employees give grass-roots advice to their managers on how to 
cut costs and improve quality.19 

Third, an influential leader, Welch was famous for his hand-written notes praising 
or prodding employees throughout the company: “’The biggest job I have is to let 
people know how I feel about ‘em,’ he once said. ‘You gotta tell them you love 
‘em and you gotta kick ‘em in the [butt] when they’re not doing their job.’”20 

Finally, he is known for establishing innovative systems to control people and 
information at GE. This is illustrated by GE’s emphasis on “Six Sigma” which is 
“a disciplined methodology to relentlessly pursue higher quality and lower 
costs.”21     

FBL management is based on the idea that societal well-being is optimized when 
organizations maximize the creation of financial wealth, which occurs via managers 
maximizing organizational wealth under the assumption that individuals pursue their 
own financial self-interests.22 This premise is consistent with the common interpretation 
of Adam Smith’s (1776) metaphor of the invisible hand which suggests that the good of the 
community is assured when every individual is permitted to pursue their own self-interested 
goals.23 Smith’s logic is two-fold. First, when individuals maximize their own financial 

well-being then (regardless of whether or not they 
intend to) they will inevitably also maximize 
society’s financial well-being.24 Second, the 
invisible hand will work to protect the interests of 
everyone; Smith argued that even rich selfish 
landlords would pay their workers well, because 
the landlords would recognize that they were 
dependent on the workers who grow their food 
and care for their castle.25 

Not only is FBL management effective 
according to this economic rationality, it is also 
deemed effective and good because it is ethical 
according to a popularized understanding of a 
moral-point-of-view called consequential 
utilitarianism, which focuses on optimizing an action’s 
rightness (and limiting its wrongness) as measured by 
its effect on the net overall happiness outcome for 

everyone involved.26 An organization is rightly ordered when its structures and systems 
are arranged in a way that maximizes everyone’s net overall happiness. Because different 
people will have a different view of what constitutes happiness and satisfaction—for 
example, some people value vacationing, others value fine food, and others value 

“There is one and only one 
social responsibility of 
business: to use its 
resources and engage in 
activities designed to 
increase profits so long as it 
stays within the rules of the 
game, which is to say, 
engages in open and free 
competition without 
deception or fraud.”  
 

Milton Friedman  
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supporting charity—in practice money is often used as a proxy for happiness (because 
people can use money to go on vacation, purchase fine food, or make donations to 
charities). Thus, in its simplified popular form, consequential utilitarianism suggests that 
ethical management strives to maximize a firm’s financial outcomes. Milton Friedman, 
recipient of the 1976 Nobel Prize in economics, can be seen as a champion of an FBL 
approach to effectiveness. As the quote in the insert attests, Friedman’s views are 
consistent with consequential utilitarianism and with the invisible hand.27  

The FBL approach has been highly-valued, thanks to being associated with creating 
unprecedented financial wealth. However, the FBL approach is also being increasingly 
criticized for its shortcomings because it overlooks social and ecological well-being. This 
can be illustrated by the criticisms of Jack Welch, who was given the nick name “Neutron 
Jack” because of his practice of closing profitable divisions simply because they were not 
#1 or #2 in their industries. These actions left tens of thousands of people unemployed. 
Sometimes GE employees in this “perform or perish” climate were motivated to act 
illegally and unethically, perhaps in order to remain #1 and #2 in their industry. Under 
Welch, GE had a less-than-glowing record in terms of ecological issues; improperly 
disposed industrial wastes made GE public enemy #1 among environmentalists,28 
particularly for Welch’s ten-year fight refusing to clean up the cancer-causing PCBs GE 
had released into the Hudson River.29 Welch’s GE was also plagued by issues related to 
workplace safety (excessive radiation in the workplace) and illegality (fraud in military 
contract procurement).30  

Overall, FBL is facing increasing criticism because it is associated with 
(unintentionally) creating negative ecological and social externalities. Externalities refer to 
positive and negative effects that organizations have on society but which are not reflected in 
their financial statements. Recall that FBL is based on the “invisible hand” assumption that 
increasing financial well-being at the individual or 
organizational level will inevitably create positive 
externalities that enhance overall societal well-being. And 
indeed, countries whose businesses have the most effective 
FBL managers and businesses also tend to have a high GDP 
and good standard of living. However, as we shall see in 
later chapters, those same high-income countries also tend 
to deplete more than their share of environmental 
resources, and are living far beyond the carrying capacity 
of the planet, which is contributing to negative externalities 
related to climate change and the deterioration of ecological 
resources. For example, the negative ecological externalities of the world’s businesses are 
estimated to be about $7 trillion per year.31 In other words, business creates about $1,000 
worth of ecological damage per year for every person on the planet, which is the same 
amount that the poorest half of the world lives on each year.32 Moreover, the financial 
benefits of large businesses that create negative externalities are not spread evenly across 

Businesses create 
about $1,000 worth of 
ecological damage per 
year for every person 
on the planet, the 
amount of money that 
the poorest half of the 
world lives on. 
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the globe; it is only the relatively wealthy who can afford to own shares in them. This 
contributes to the widening gap between rich and poor and related social problems. 
Observations such these have led to the development and adoption of an updated-and-
improved approach to management, namely TBL management. 

Triple Bottom Line (TBL) management 
TBL management is characterized by its emphasis on enhancing an organization’s financial 
well-being while simultaneously reducing its negative socio-ecological externalities. The TBL 
approach is based on the assumption that managers can find win-win-win solutions that 
simultaneously benefit profits, people, and the planet.33 TBL management pursues 
sustainable development, which means “meeting the needs of the present generation without 
compromising the ability of future generations to meet their needs.”34 From a TBL 
perspective, sustainable development means simultaneously pursuing economic 
prosperity, social equity, and environmental quality.35 Jeff Immelt, who took over from 
Jack Welch as GE’s CEO in 2001 and served to 2017, is a great example of TBL 
management. 

 
Exemplary TBL manager: Jeff Immelt 

Jeff Immelt has been regularly listed on the “World’s Best CEOs” lists, though 
his approach to the four functions of management differs from Welch. First, in 
terms of planning, Immelt was one of the first CEOs of a large business to 
recognize the importance of climate change, which prompted him to make bold 
plans and strategic decisions designed to increase GEs profits by addressing 
ecological and social issues.36 For example, in 2005 Immelt agreed to pay for 
cleaning up the PCBs from the Hudson River,37 and he launched GE’s well-
known Ecomagination initiative. Since then, the over $12 billion invested in 
Ecomagination has generated $180 billion in revenues, while reducing 
greenhouse gas emissions by 32% and saving GE $300 million.38  

Second, in terms of organizing and arranging resources, GE purchased the largest 
wind-turbine producers in the U.S. in 2002, and its largest solar producer in 
2004. Immelt also began to connect the dots between teams within GE who were 
working independently on green technologies, ranging from fuel-efficient jet 
engines to energy-saving refrigerators and dishwashers.39 

Third, Immelt has been an influential leader both within GE and beyond its 
borders. For example, when he first brought his plans for Ecomagination to the 
35 top managers at GE, about 30 were opposed. Immelt acknowledged the 
concerns of the naysayers, but proceeded with his plans anyway, commenting 
that: “There’s about five times a year with that group that I say, ‘Hey guys, 
here’s where we’re going, get in line.’ If you did it six times, they would leave. 
And if you did it three times, there’d be anarchy.”40 Immelt also advocated for 
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GE to take a strong stand on climate change, including publicly endorsing 
carbon pricing. Lee Scott, the then-CEO of Walmart, called Immelt “the Pied 
Piper of sustainability.” When President Trump announced that the U.S. would 
withdraw from the Paris Climate Accord, Immelt tweeted: “Disappointed with 
today’s decision on the Paris Agreement. Climate change is real. Industry must 
now lead and not depend on government.”41 

Finally, Immelt has also set clear control standards. For example, in order to 
qualify as an Ecomagination product, it must offer customers quantifiable 
benefits in terms of both financial and ecological well-being. Seventeen products 
initially qualified, including a locomotive that reduced greenhouse gas emissions 
by 50% and fuel costs by 15%.42 

 
TBL management recognizes that the classic FBL approach ignores negative socio-

ecological externalities created by business. In contrast, the TBL approach promotes the 
view that by attending to and reducing these externalities organizations can actually 
further enhance their financial well-being. In short, the TBL approach draws attention to 
the business case for sustainable development. A business case is a justification, often 
documented, that shows how a proposed new organizational initiative will enhance an 
organization’s financial bottom-line. Often a business case also demonstrates that the 
financial resources invested in the new initiative will yield higher returns than if they 
were invested elsewhere.43 Walmart has become a leading 
example of TBL management by showing, for example, how 
decreasing the packaging of the products it sells can save money 
and the environment, and how LED lighting and solar panels can 
reduce energy costs and fossil fuel greenhouse gas emissions. TBL 
management is also evident among businesses in the Silicon 
Valley who are known for providing employees with free organic 
meals at their cafeterias, which can increase their health, job 
satisfaction, and productivity, and reduce costs associated with 
sick days and turnover.  

The TBL approach has arguably become the dominant management paradigm in 
the larger business world. For example, in 2011 100% of the UK’s 100 largest companies 
issued annual reports on their social and ecological performance (up from 71% in 2005, 
and from 27% in 1996). The comparable figures were 99% in Japan, 83% in the U.S., 79% 
in Canada, 59% in China, and 20% in India.44 There is ample research that suggests that it 
“pays to be green.”45 For example, research shows that when firms are added to the Dow 
Jones Sustainability Index (DJSI)—the most-respected listing of leading sustainable 
corporations in the field—their share values go up, suggesting that financial well-being is 
enhanced alongside socio-ecological well-being.46 Companies on the DJSI list—which 
identifies the top performers in their industry—include Walmart, Enbridge Mining, 
PespiCo, Royal Dutch Shell, Nissan, and Bridgestone Corp.47  

In short, the TBL 
approach draws 
attention to the 
business case for 
sustainable 
development. 
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The influence of TBL management is also evident 
in a recent study involving almost 2,000 executives from 
100 countries; 51% of respondents indicated their firm 
had “fully addressed” (13%) or “largely addressed” 
(38%) ecological sustainability issues, and 53% 
responded that their firm had “fully addressed” (11%) or 
“largely addressed” (41%) social sustainability issues.48 

Further evidence that there is movement away from the classic FBL management can be 
seen in the growing number of business schools joining organizations like the Principles 
for Responsible Management Education (PRME) and supporting the UN Global 
Compact, as well as the growing recognition of climate change and social problems 
associated with income inequality, and the increasing emphasis on sustainable 
development, especially among Millennials.49 

Finally, in terms of what it means to be a “good” manager, when compared to the 
FBL approach, TBL management can be seen as more effective according to both 
economic rationality and consequential utilitarianism. First, just as FBL management can 
be seen to be effective because it enhances a firm’s financial well-being, the same can be 
said for TBL management. Indeed, research suggests that TBL firms often financially out-
perform FBL firms.50 Second, the TBL approach is also arguably more ethically effective 
than the FBL approach within an enlightened consequential utilitarian moral-point-of-
view, which suggests that ethical management seeks to improve an organization’s financial well-
being, especially via reducing negative social and ecological externalities.51 This enlightened 
TBL approach is similar to the FBL approach, except that the TBL approach explicitly 
notes that reducing negative externalities can be in one’s self-interest; sustainable 
development and preserving socio-ecological well-being can serve the financial self-
interests of the firm.  

Social and Ecological Thought (SET) management 
SET management is characterized by its emphasis on enhancing social and ecological well-
being while maintaining financial viability. SET management recognizes the importance of 
financial viability, but it encourages managers to improve social and ecological well-
being even when this does not maximize the financial well-being of the organization. In 
other words, the SET approach realizes that management involves a larger “set” or 
collection of factors that go beyond maximizing the financial bottom-line, and that 
management is “set” or embedded within larger social and ecological environments. The 
SET approach prepares managers to be ready and set to go face the socio-ecological 
issues facing humankind. SET management is also more process-oriented than either FBL 
or TBL; this is consistent with the Old French idea of “sette” which means “sequence” 
and points to processes (e.g., a musical set played by a band).52 SET management 
principles are evident at 31 bits (the opening case) and at Greyston Bakery, co-founded by 
Bernie Glassman, a former aeronautical engineer with a PhD in applied mathematics.  

The TBL approach has 
arguably become the 
dominant management 
paradigm in the larger 
business world. 
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Exemplary SET manager: Bernie Glassman 

In 1982 Bernie Glassman and his wife started Greyston Bakery in New York 
City, a company that illustrates a SET approach to the four management 
functions.53 Today the bakery, located on the Hudson River, is famous for the 
35,000 pounds of brownies it produces daily, made with fair-trade ingredients,54 
most of which end up in Ben & Jerry’s ice cream or sold at Whole Foods. 

First, in terms of planning, the mission of Greyston is reflected in its motto: “We 
don’t hire people to bake brownies; we bake brownies to hire people.” Greyston 
hires chronically underemployed people, such as ex-convicts and homeless 
people, using what it calls an Open Hiring process, where people apply for jobs 
by adding their names and contact information to a waiting list, and are offered 
a job when it’s their turn. No resumes or references are required. In this way 
over the years, Greyston has created over 3,500 jobs that pay a living wage. 
Greyston currently employs over 150 full-time workers.55 

Second, in terms of organizing its resources, all the profits from the bakery go to 
the Greyston Foundation, a non-profit organization that invests in the local 
community. Greyston has created space for community gardens, workforce 
development programs that provide skills training and job placement service for 
youth aged 18-24, a learning center for children, and environmental education 
programs. 

Third, in terms of leading, Glassman’s approach is based on two core principles: 
(1) life is intrinsically interdependent, which means that all businesses should 
help meet the needs of the whole community and the whole person; and (2) 
change is constant, which gives rise to seeing business as a path where one never 
arrives, a journey where managers value innovation, agility, and growth.56 For 
example, new hires at Greyston enter a ten-month apprenticeship process where 
they learn to grow as employees and as persons. In addition to the benefits this 
provides to participants, Greyston estimates it saves local taxpayers over $2 
million per year in recidivism costs alone.57  

Fourth, with regard to controlling, in 2014 Greyston became the first company in 
New York to register as a Benefit Corporation, a new legal status now available 
in most U.S. states that enables firms to place socio-ecological well-being ahead 
of maximizing profits. As a B Corp, Greyston uses services provided by a non-
profit organization called “B Lab” to monitor, measure and certify its financial, 
social and ecological performance.58 

Just as TBL management seeks to address shortcomings associated with its FBL 
forerunner, so also SET management seeks to address shortcomings associated with the 
TBL approach. Proponents of SET management are skeptical that the TBL approach can 
adequately address socio-ecological problems caused by business, such as the $7 trillion 
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worth of negative externalities businesses annually 
create. While it is heartening that many of the world’s 
largest firms are leaders in TBL practices, it is also true 
that the world’s largest 3,000 corporations account for 
over US$2 trillion in negative ecological externalities 
each year. That is the equivalent of about 7% of their 
total revenues, and an amount close to their net profits.59 
Observations like these raise the question of whether 

TBL best practices are good enough. For example, Walmart has impressive 
accomplishments in the areas of renewable solar energy and reduced packaging, but it 
also puts pressure on suppliers to constantly reduce prices, which creates incentives to 
cut corners, which in turn can reduce social and ecological well-being. As well, Walmart’s 
policies regarding minimizing employee benefits (e.g., by keeping employees at a part-
time level) off-loads costs onto social agencies and taxpayers, and its sourcing of products 
from around the planet creates negative externalities caused by greenhouse gas emissions 
related to shipping (not to mention negative socio-ecological externalities in overseas 
manufacturing facilities).60 A similar story can be told about Enbridge Mining, rated by 
DJSI as “best in class” even though it is responsible for the most expensive onshore oil 
spill in U.S. history.61 

In short, because TBL management is committed to improving financial well-being, 
it can address only the subset of socio-ecological problems that lend themselves to 
enhancing the financial bottom-line. Thus, TBL businesses are unable to address the host 
of socio-ecological problems that cannot be solved within a profit-maximizing paradigm. 

Another difference between SET management and a TBL approach is that, while 
both emphasize reducing negative socio-ecological externalities, the SET approach places 
relatively more emphasis on enhancing or creating positive socio-ecological externalities. 
For example, 31 bits jewelry is made from recycled paper (which reduces negative 
ecological externalities) and provides jobs and education for poor single mothers in 
Uganda (which enhances positive social externalities). Greyston Bakery hires ex-convicts 
and others who have a difficult time finding jobs in the economy (which increases 
positive social externalities) and lowers recidivism and crime rates (which reduces 
negative social externalities).  

With respect to effectiveness as defined by economic rationality, SET management 
is seen as less effective than the FBL and TBL approaches with regard to maximizing a 
firm’s financial well-being, at least in the medium to short-term. However, if we accept 
the argument that the FBL and TBL approaches are not sustainable in the long term, then 
SET management could be seen as more economically effective than the FBL and TBL 
approaches in the long run.62  

Similarly, the effectiveness of SET management in terms of ethics also differs from 
the FBL and TBL approaches. Recall that the FBL and TBL approaches are both based on 
variations of a consequential utilitarian moral-point-of-view, which focuses on outcomes 

TBL businesses are 
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maximizing paradigm. 
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(i.e., consequences) and the idea that more financial wealth is better. In contrast, SET 
management is based on virtue theory, which focuses 
on how happiness is achieved by practicing virtues in 
community.63 The SET approach emphasizes virtuous 
process and character, not financial outcomes. Indeed, 
virtue theory deems it unethical to maximize 
economic goals for their own sake.64 When it comes to 
financial well-being, virtue theory emphasizes that 
“enough is enough.” This applies both to having 
enough consumer goods, as well as to creating enough 
financial value capture (e.g., profits), and stands in 
contrast to the insatiable “more money is better” assumptions that are evident in the FBL 
and TBL approaches. From a virtue theory perspective, the purpose of business is not to 
make as much money as possible, but rather to provide goods and services that benefit 
society. 

Virtue theory goes back to ancient Greece and philosophers like Aristotle and his 
peers, who argued that using money simply to make more money, and achieving 
luxurious amounts of financial wealth, is dysfunctional and unethical. Rather, from the 
perspective of virtue theory, the purpose of human activity is to optimize people’s 
happiness, which is achieved by practicing virtue in community. For example, in terms of 
the four cardinal virtues, the virtue of wisdom is evident when managers make decisions 
that are deliberately aware of, and informed by, their larger socio-ecological setting; 
justice is evident when managers ensure that all stakeholders associated with a product 
or service receive their due and are treated fairly (being especially sensitive to the 
marginalized); self-control is evident when managers temper their own narrow self-
interests; and courage is evident when managers are willing to address shortcomings of 
dominant socio-economic structures and systems.65 

The SET management emphasis on community is also consistent with the time-
honored moral-points-of-view associated with the indigenous peoples of the planet, such 
as North American Cree and Ojibway, Australian Aboriginals, and the African Ubuntu 
philosophy whose heritage stretches back thousands of years to the Egyptian idea of 
Maat (which was associated with the Hebrew idea of shalom or wholeness). Like other 
indigenous moral philosophies,66 Ubuntu has a lot to do with interconnectedness, in 
particular with humankind’s inter-connectedness with others and with nature. Whereas 
from a traditional western perspective people see themselves primarily as individuals 
and secondarily try to also understand themselves as members of a larger community 
and cosmos, from an Ubuntu perspective we are primarily members of a larger cosmos 
and community who secondarily see ourselves as individuals: “I am, because we are; and 
since we are, therefore I am.”67  

In sum, principles associated with SET management have been evident for a long 
time in the history of humankind, and the influence of SET management can be expected 

From a virtue theory 
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much money as possible, 
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to grow in the near future, especially as people become more aware of the shortcomings 
and critiques of both FBL and TBL management.  

Depicting differences between FBL, TBL and SET approaches 
This book will examine in detail the differences between the three approaches to 
management, but for now we will offer two simple ways the differences can be depicted 
in terms of how each approach understands the relationships between financial, social, 
and ecological well-being. First, as shown in the Venn diagram in Figure 1.1,68 the FBL 
approach tends to assume that management is primarily concerned with economic 
activity, which is separate and independent from the natural and social environments. 
The FBL approach assumes that government and other societal institutions will manage 
social and ecological well-being. Second, TBL management suggests that economic 
activity is interdependent with the natural and social environments. TBL managers 
therefore seek to simultaneously enhance financial, ecological, and social well-being. 
However, TBL managers are constrained by needing to make a business case for which 
socio-ecological issues they can address. Finally, SET management suggests that 
economic activity is embedded within and dependent upon social and ecological well-
being. Specifically, economic activities are a human invention and thus a subset of 
society, and society is in turn a subset of the natural environment. For example, just as 
the planet existed for billions of years before humankind came on the scene, so also 
humankind existed for thousands of years before money came on the scene. 

 

Figure 1.1: Three ways to depict the relationship between the financial and 
the ecological and social realms 
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The bar chart in Table 1.2 provides a simplified depiction of the performance level 
for each management approach in terms of overall financial, ecological, and social well-
being. For FBL management, financial well-being is high, but social and ecological well-
being are unsustainably low. For TBL management, financial performance is even higher, 
and social and ecological well-being have improved thanks to the reduction of negative 
socio-ecological externalities, though they are still unsustainably low. Finally, for SET 
management, financial well-being is viable but lower than for the FBL and TBL 
approaches. However, social and ecological well-being have increased and become 
sustainable as negative externalities have been reduced and the emphasis on positive 
externalities has increased. The values on the bar chart are intended to be suggestive and 
represent what might be average relative performance within each approach; there will 
be exceptions to these representations.  
 
Table 1.2: The financial, social, and ecological performance associated with each 
of the three management approaches 
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BENEFITS OF LEARNING 3 MANAGEMENT APPROACHES 
Each of the three approaches to management discussed in this book is what Max Weber 
calls an “ideal-type.” This does not mean that they are the ideal or best way of managing. 
Rather, an ideal-type of management refers to a specified constellation of concepts and 
theory that collectively identifies what effective management means and how it is practiced. 
Just like other ideal-types that you may be familiar with—for example, introverts versus 
extroverts—we would not expect to find many managers who are a perfect example of an 
FBL, TBL, or SET approach. This means that, even though this book will provide many 
examples of managers who illustrate FBL, TBL, or SET management, those same 
managers could sometimes be used to illustrate one of the other two approaches. For 
example, Jack Welch was a classic FBL manager, and Jeff Immelt exemplifies TBL 
management, but sometimes even they might act in ways not intended to maximize GE’s 
profits. 

Research points to several benefits that come from learning more than one approach 
to management, that is, from learning about different ideal-types of management. First, 
doing so increases students’ critical thinking skills.69 This is an important point, since 

research suggests that the critical thinking skills of university 
students often do not improve even after four years of study, 
and that business students’ critical thinking skills sometimes 
lag behind those of students in other disciplines.70 Learning 
multiple approaches to management helps students to develop 
their abilities to resist simple answers by exploring and 
integrating opposing ideas or viewpoints, which are hallmarks 
of outstanding managers.71 Learning multiple approaches is 
akin to the difference between management training (learning 

what managers do) and management education (understanding why managers do what 
they do so that students can adapt appropriately for the conditions they will face in the 
future).72 Learning more than one approach is also relevant because managers will likely 
need to interact with different types of managers as they work in different contexts and 
with different people. 

Second, research suggests that learning about multiple approaches also improves 
skills in ethical thinking, and serves as an ongoing reminder that managers’ actions and 
practices are not value-neutral.73 In fact, it is impossible to develop management theory 
that is not based on some values. For example, each of the three approaches to 
management discussed in this book are value-laden (i.e., each is based on its own distinct 
moral-point-of-view). Studying only one approach often acts as a self-fulfilling prophecy, 
where students forget that the approach is based on specific values and thus they 
increasingly adopt those values.74 Business schools that teach only FBL management 
have been criticized because their students have become more materialistic and 
individualistic during their program of study. In contrast, learning multiple approaches 

Learning multiple 
approaches to 
management 
increases your 
critical thinking 
skills. 
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compels and enables you to give careful thought regarding your own personal moral-
point-of-view, and how you express it in the workplace. You may feel drawn to any one 
of the three types described here, or you may find yourself using the tools provided in 
this book to develop your own distinct approach to management, based on your own 
values and understanding of managerial effectiveness.  

Finally, studying the three different approaches to management can be likened to 
studying three managerial languages.75 It is important for managers to become familiar 
with multiple languages, because they will be managing a variety of people in a variety 
of settings during their careers. Students who are multilingual tend to have higher levels 
of cultural empathy, open-mindedness, tolerance of ambiguity and creativity,76 a deeper 
understanding of their mother tongue, and enhanced ability to learn and understand 
additional languages.77 Research suggests that business students tend to move away from 
conventional FBL management the more they learn about alternative approaches like 
TBL and SET management.78  

 

ENTREPRENEURIAL MANAGEMENT 
Each chapter in this book ends with a discussion about the implications of the chapter 
material for entrepreneurship. Entrepreneurs and the organizations they create are vitally 
important to business and to the world. An entrepreneur is someone who conceives of new 
or improved goods or services and exhibits the initiative to develop that idea by making plans 
and mobilizing the necessary resources to convert the idea into reality. Entrepreneurs change 
existing organizations and create entirely new ones, potentially 
fostering whole new industries and ways of doing things. Most of the 
breakthroughs and conveniences that shape our lives came to use 
through entrepreneurs, and many of the solutions we need for 
current problems facing the world are likely to also come from 
entrepreneurs. As a result, it is heartening to know that interest in 
starting new organizations is very high among young adults, with 
one U.S. study suggesting that 63% of people in their twenties want 
to start a business.79 

 

THREE REASONS WHY PEOPLE BECOME ENTREPRENEURS 
The recipe for entrepreneurial success has two main ingredients: 1) an opportunity for a 
new product or service to create value for society, and 2) an organizational plan that 
identifies and facilitates assembling the necessary resources to pursue the opportunity. 
The first part of this book (especially Chapters 3, 4 and 5) will help you to explore and 
develop the first ingredient; the rest of the book will help with the second ingredient.  

In addition to these two ingredients, entrepreneurship requires a third factor: a 
motivated entrepreneur who acts like a chef in choosing and assembling the ingredients. 

One study 
found that 63% 
of people in 
their twenties 
want to start a 
business. 
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Just as a chef can make an almost infinite variety of food dishes, so also entrepreneurs 
can create an almost infinite variety of new organizational start-ups. And just as a chef is 
informed by his/her taste and the purpose and style of the meal (is it lunch, dessert, 
fusion?), so also entrepreneurs are influenced by their experiences and motivations. 

A recent study looked at 1,000 entrepreneurs from four English-speaking countries 
over a six-year period (2008–2013). It was based on the Global Entrepreneurship Monitor 
(GEM) research project, which provides the best international data set available for 
studying entrepreneurship. The study found that the three main reasons that motivate 
entrepreneurs to start a new business are relevant to our discussion of the FBL, TBL and 
SET approaches to management.80  

First, according to the entrepreneurs in this study, perhaps unexpectedly, financial 
gain is only the third most important reason for starting a new business. Although many 

people might assume that the main reason 
entrepreneurs go into business is to make money, the 
data suggest that this simply is not true. When 
entrepreneurs were asked to list all of the reasons they 
could think of for starting their business, less than half 
(42%) even mentioned needing or wanting more income, 
and only 25% indicated that having great wealth or very 
high income was important to them.81 These results are 
consistent with other research findings that show that, 
when asked to identify their primary motivation for 

starting a business, only 8% of entrepreneurs mention money.82 So, even though most 
management and entrepreneurship research and writing may still assume an FBL 
approach,83 most entrepreneurs do not even mention financial well-being as a reason for 
starting a business.84  

So, if not money, what is important? The most important reason entrepreneurs 
identify for starting their business is related to their desire for autonomy and better work 
(which are central components of personal social well-being, related to TBL 
management). For example, 73% of entrepreneurs rated “To have considerable freedom 
to adapt my own approach to work” as important.85 This desire for autonomy and to be 
one’s own boss is also identified as a main reason in other studies of entrepreneurs,86 and 
is clearly of considerable relevance for a book on management. In order to be your own 
boss and to effectively manage a business in a way that is consistent with your “own 
approach to work,” it is helpful to learn about different approaches to management.87  

The second-most important reason entrepreneurs identify for starting their new 
business is to address challenges and pursue opportunities that are related to a SET 
approach. For example, 40% of entrepreneurs mentioned the desire “To make a positive 
difference to my community, to others, or to the environment.”88 Start-ups created by 
entrepreneurs with this motivation, and/or the motivation for autonomy and good work, 
have higher survival rates than financially-motivated firms.  

Most entrepreneurs do 
not start a business in 
order to make money: 
rather, they want work 
they find more satisfying 
and they want to make 
the world a better place.  
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Finally, note that the reasons given above are the three main motivations for 
entrepreneurs who started traditional businesses. The study does not include founders of 
non-profit organizations or other social enterprises, which are entrepreneurial organizations 
created intentionally and specifically to pursue a social or environmental well-being mission. 
Thus, if such SET-oriented entrepreneurs had been included, we might expect financial 
well-being to be even less important, and enhancing socio-ecological well-being to be 
more important. 

  

TYPES OF ENTREPRENEURS 
In addition to understanding the three main motivations of entrepreneurs, the literature 
also points to three important characteristics that are helpful for distinguishing between 
different types of entrepreneurs: 1) the scope of their ambition; 2) their propensity to start 
multiple new organizations; 3) and their desire to work within existing organizations (see 
Figure 1.2). Each of these three characteristics is discussed below to identify different 
types of entrepreneurs, and to explain how each type is evident in the three management 
approaches (FBL, TBL and SET management). 
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Scope  

Some entrepreneurs, called growth-oriented entrepreneurs, are distinguished by a strong 
and clear intention to grow a new organization into a large and influential force in their industry. 
Examples of successful growth-oriented entrepreneurial organizations include Amazon, 
Facebook, Uber, Tesla, Google, and Habitat for Humanity. These and other similar 
organizations started in the minds of one or a few people and grew to become global 
giants. Because growth-oriented entrepreneurs create and capture so much value, they 
attract media attention and tend to be what many people imagine when thinking about 
entrepreneurship. 

However, entrepreneurs with less ambitious goals are more common.89 
Micropreneurs seek to develop successful and viable organizations, but not large ones; they 
do not include size in their definition of success. Many micropreneurs start their 
organizations for personal satisfaction or lifestyle reasons, rather than to dominate an 
industry. Micropreneurial organizations include local “mom & pop” stores, craft-
oriented businesses such as micro-breweries, and the many small manufacturing 
operations that are supporting families in low-income economies. One common approach 
to becoming a micropreneur is to purchase a franchise. Franchising involves a franchisor 
selling a franchisee a complete package to set up an organization, including such things as 
using its trademark and trade name, its products and services, its ingredients, its technology 
and machinery, as well as its management and standard operating systems. Many well-known 
multiple outlet businesses are franchises, including McDonald’s, 7-11, UPS, Lululemon, 
Freshii and Ten Thousand Villages. 

In this discussion, scope or ambition refers to how large the entrepreneur intends 
for the new organization to grow; it does not refer to which of the three management 
approaches is used. In fact, entrepreneurs of any scope or ambition level may adopt an 
FBL, TBL, or SET approach. Because many of the highest profile growth-oriented 
entrepreneurs appear to be primarily driven by financial profit,90 one might assume that 
the FBL approach is most compatible with this style of entrepreneurship. However, that 
is not necessarily the case. For example, Nina Smith founded the organization 
GoodWeave in 1994 with the goal of eliminating all child labor in the global carpet 
industry. By early 2016 she had changed the practices of 140 global brands and reduced 
child labor in the industry by 80%.91 Similarly, Vivek Maru and Sonkita Conteh founded 
Namati, which is a global organization working with communities to protect their legal 
rights in land, healthcare, and citizenship. Namati has helped tens of thousands of clients 
in numerous countries.92 While these and other SET organizations like them are clearly 
not pursuing maximum financial profit, they are certainly examples of growth-oriented 
entrepreneurship both in terms of their ambitious goals and the extent of their influence.  

Likewise, because of their focus on small organizations, one might assume that 
micropreneurs are most concerned with TBL or SET approaches. It is true that many 
micropreneurs leave traditional jobs in FBL firms and start their own business as a way to 
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serve social and ecological ends.93 However, it is also true that some micropreneurs are 
primarily concerned with making money, rather than with TBL or SET outcomes. 

Multiplicity 
Another characteristic that helps to differentiate among entrepreneurs is their propensity 
to start multiple organizations. Many entrepreneurs are monopreneurs who start a viable 
organization in order to manage it for the rest of their career (e.g., Sam Walton). Other 
entrepreneurs, however, find more satisfaction in starting new organizations than in 
managing them indefinitely. Serial entrepreneurs start many 
organizations. Serial entrepreneurs are typically excited by 
new ideas and thrive when facing the challenge of creating 
a new organization. Entrepreneurs of this sort often prefer 
the energy and uncertainty of a start-up, and frequently 
leave managing the organization to others once it is 
successfully underway (see Chapter 19). 

Both monopreneurs and serial entrepreneurs may 
adopt any of the three managerial approaches. For 
example, Thomas Edison founded more than 100 FBL 
businesses in a variety of industries, including automobiles, batteries, cement, mining, 
and farming.94 Elon Musk has created TBL ventures in automotive, software, financial 
services, space travel, artificial intelligence, and drilling organizations. And Shaun Loney 
has helped to launch a series of SET enterprises that enhance social and ecological well-
being (see chapter 9). 

Launch point 
The final characteristic that distinguishes entrepreneurs is whether they create a new 
organization or work within an existing one. When we think of entrepreneurs, we 
usually think of the classic entrepreneur, who starts an entirely new organization to pursue a 
new product or service idea. However, many new ideas, products, and services are 
launched inside existing organizations. Such ventures are started by intrapreneurs, 
persons who exhibit entrepreneurship within an existing organization. Unlike a classic 
entrepreneur, an intrapreneur does not create a new organization, but works within one 
that is already operating. Many new products or services created by organizations, as 
well as spin-off and subsidiary firms, are the result of intrapreneurship. Some 
organizations even go as far as making intrapreneurship a formal part of all of their 
operations. For example, Google allows employees to devote as much as 20% of their 
work time to projects of their own choosing, and 3M has a framework of internal 
systems, centers, and funding for developing employees’ new ideas. Much of what an 
intrapreneur does is similar to what any other entrepreneur does, but there are also some 
important differences, and these are discussed in Chapter 14. 

Serial entrepreneurs 
prefer the energy and 
uncertainty of a start-up, 
and frequently leave 
managing the 
organization to others 
once it is established. 
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All types of entrepreneurs must address all four functions of management. They 
must plan how to implement their idea, organize the resources to do so, lead their 
organization as it begins to operate, and control operations to achieve their ultimate goal. 
As a result, entrepreneurship offers an excellent lens for taking a closer look at every 
aspect of management. To help readers understand and apply the ideas in this book, each 
chapter ends with a discussion that connects the ideas in that chapter to the choices and 
challenges faced by entrepreneurs. 

 

CONCLUSION AND OVERVIEW OF THE BOOK 
In this book, we start by describing the big issues in management and the various forms 
of well-being that are relevant to management and organizations. We then turn to a more 
detailed analysis that focuses on how to set organizational goals and plans, how to 
organize and manage the resources needed for the operation of an organization, how 
leaders can help organizational members to be motivated and strive for high 
performance, and how to design control systems that support the effective functioning of 
the organization.  

Each chapter in this book concludes with a section that highlights the 
entrepreneurial implications of the various theories and ideas that are presented in that 
chapter. An ongoing feature is the idea of developing an Entrepreneurial Start-Up Plan 
(ESUP), which identifies an entrepreneurial opportunity and describes a detailed management 
plan for acting on that opportunity. Questions and guidance for applying the chapter ideas 

when developing an ESUP are also provided. All of this 
information will help readers better understand 
management, organizations, and the entrepreneurial 
process that is so vital to society.  

The chapter content of the book unfolds as follows. 
Chapter 2 briefly describes the history of how humankind 
has organized the production of goods and services; a 
more detailed description of the specific management 
principles that have been developed over the past century 
is emphasized. Understanding our history is important for 
managing in the present and in the future, if only because 
by seeing what once was we may be freed and inspired to 
think more boldly about what could be. 

Chapters 3, 4 and 5 focus on three domains of effectiveness—financial, social, and 
ecological well-being—and how management facilitates these. Because these chapters 
identify the central challenges and needs that are facing humankind in the coming 
decades, they will be of particular interest to entrepreneurs and readers in the early 
stages of their management careers. These chapters identify many possible opportunities 
that an ESUP may address. 

Understanding our 
history is important for 
managing in the 
present and in the 
future, if only because 
by seeing what once 
was we may be freed 
and inspired to think 
more boldly about 
what could be. 
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Chapter 6 provides an overview of entrepreneurship (including small business and 
family enterprises) and describes the four steps in the entrepreneurial process. This 
material will provide a framework to develop an ESUP, which will facilitate developing 
entrepreneurial opportunities that arise from reading Chapters 3 to 5. The rest of the 
book will then help to refine the project chosen for the ESUP by explaining the following: 

 Planning: the decision-making process, goals and plans, mission and vision, and 
strategy associated with the proposed new venture (based on concepts and theory 
presented in Chapters 7, 8, 9, and 10); 

 Organizing: the organizational structure, design, human resource management 
systems, and approach to managing change (based on concepts and theory 
presented in Chapters 11, 12, 13, and 14); 

Leading: ensuring that members are motivated, managing groups and teams, and 
intra-organizational communication (based on concepts and theory presented in 
Chapters 15, 16, 17, and 18); and 

Controlling: the systems that will enable members to monitor activities and achieve 
planned goals (Chapter 19).  

 
CHAPTER SUMMARY 

1. The study of management is important for five reasons:   

i) It develops conceptual skills that increase your likelihood of being promoted into a 
managerial position. 

ii) It enhances your working relationships with your own managers. 

iii) It allows you to better understand how managers operate in different organizations 
and settings. 

iv) It improves your ability to create value for society, and to capture value for 
organizations. 

v) It helps you to develop a richer understanding of who you are and of your life 
ambitions. 

2. The definition of management has two parts:   

i) The four management functions: 

•  Planning means deciding on an organization’s goals and strategies and 
identifying the appropriate organizational resources that are required to achieve 
them (facilitated by entrepreneur, negotiator, and disseminator roles). 
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•  Organizing means ensuring that tasks have been assigned and a structure of 
organizational relationships created that facilitates the meeting of organizational 
goals (facilitated by resource allocator and liaison roles).   

•  Leading means relating with others in the organizational unit so that their work 
efforts help to achieve organizational goals (facilitated by leader, spokesperson 
roles, and figurehead roles).   

•  Controlling means ensuring that the actions of organizational members are 
consistent the organization’s underpinning values and standards (facilitated by 
monitor and crisis handler roles).  

 ii) The criteria used to describe effective management: 

•  For FBL management, effectiveness is evident when managers maximize the 
financial well-being of their organizations. It is based on assumptions about the 
invisible hand idea, and is consistent with a consequentialist utilitarian moral-point-
of-view. 

•  For TBL management, effectiveness is evident when managers enhance an 
organization’s financial well-being while simultaneously reducing its negative 
socio-ecological externalities. It is based on ideas about sustainable development, 
and is consistent with an enlightened consequentialist utilitarian moral-point-of-
view. 

•  For SET management, effectiveness is evident when managers enhance socio-
ecological well-being while maintaining financial viability. It is based on 
recognizing the finite resources of the planet, and is consistent with virtue theory 
and Indigenous moral philosophies. 

3. Studying FBL, TBL, and SET approaches to management enhances: 

•  Critical thinking (education vs training; preparation for future conditions) 

•  Ethical thinking (all management is value-laden) 

•  Cultural empathy, open-mindedness, tolerance, and creativity 

4. Entrepreneurs start businesses in order to:  

•  Gain autonomy and freedom 

•  Meet challenges and opportunities 

•  Achieve financial goals 

5. Different types of entrepreneurs have been identified based on their scope 
(micropreneurs vs growth-oriented), multiplicity (monopreneurs vs serial entre-
preneurs), and launch point (classic entrepreneurs vs intrapreneurs).   
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QUESTIONS FOR REFLECTION AND DISCUSSION 
1. Many people are attracted to the status, power, and financial rewards associated with 
being a manager. However, the lifestyle of managers can be stressful, with a high 
workload and an unrelenting sense of obligation and responsibility to the people being 
managed. For example, one U.S. study showed that senior managers work long hours 
and enjoy an average of only 12.2 vacation days per year.95 What do you think are some 
of the pros and cons of becoming a manager? Is this a profession and a lifestyle that 
appeals to you? Why are you studying management?  

2. Which metaphor of management do you like better: the idea that managers perform 
four functions in an orderly manner, or that managers play ten roles alongside other 
organizational actors? Can you think of additional metaphors that might be useful for 
understanding management?   

3. Does financial success increase happiness? Some research suggests that the answer is 
“yes” for people who are living in poverty, but “no” for people who are already earning 
more than $75,000 per year.96 Other research suggests that money and materialism are, in 
fact, associated with a decline in life satisfaction and personal well-being.97 Think of a 
person you know who is truly happy and content. What would that person say about the 
relationship between overall well-being and an FBL worldview? Do you think that 
money can buy happiness? Explain your reasoning.  

4. When someone is described as an “effective” or “successful” manager, do you assume 
that the manager is financially successful (FBL management), or do you assume they have 
been able make money while at the same time responsibly attending to social and 
ecological externalities (TBL)? Or do you assume they have actually enhanced socio-
ecological well-being (SET)? What criteria of success would you like to see used by the 
manager you report to? By which criteria would you like to be judged? 

5. Recall a current or past manager you have worked for. How would you describe that 
person in terms of FBL, TBL, and SET approaches? What factors did you consider?   

6. Why study three different approaches to management? Why not simply find the “best” 
or most popular approach and then learn about it?  

7. Do you think that TBL management is able to adequately address the socio-ecological 
crises that are facing humankind? If not, why do you think the popularity of TBL 
management has been increasing so rapidly? Do you think SET management is needed? 
What are factors that might impede or promote the acceptance of SET management?  

8. How likely (in percent) do you think it is that you will start a new organization in your 
career? What would be your main reasons for starting an organization? Look at Figure 
1.2, and identify what type of entrepreneur most reflects who you are. Which of the three 
approaches to management would you like to emphasize in a start-up?
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PREVIEW AND SUMMARY OF CHAPTER 3 
 FBL TBL SET 
Capitalism: 
rewarding 
entrepreneurs for 
combining 
resources in ways 
that create valued 
goods and services  

 
 

Documentational 
capitalism: emphasis 
on detailed written 
contracts, public 
financial reports, 
management rights, 
short-term 
maximization of 
financial performance 

Relational hybrid: 
emphasis on 
relational contracts, 
long-term reputation 
and maximization of 
firm financial 
performance, costs of 
neglecting employee 
rights, needs of key 
stakeholders 

Relational 
capitalism: emphasis 
on relational 
contracts, long-term 
reputation and 
financial firm 
performance, 
employee rights, the 
needs of all 
stakeholder groups 

Economics: how 
goods & services 
are produced, 
distributed, and 
consumed 

Acquisitive 
economics: 
managing property 
and wealth to 
maximize the 
(especially) short-
term monetary value 
for owners 

Hybrid: managing 
property and wealth 
to maximize 
monetary value for 
owners while 
reducing negative 
socio-ecological 
externalities for key 
stakeholders 

Sustenance 
economics: 
managing property 
and wealth to 
increase the long-
term overall well-
being for owners, 
members, and other 
stakeholders 

Performance in:  

a) High-income 
countries 

1. Jobs 
 

2. Goods and 
services   

3. Profits 

 

 
 

Increase job creation 
 

Increase net 
productivity 

Increase profits 

 
 

 
Good jobs, reduce 
turnover 

Productivity via less 
externalities 

Increase profits 

 
 
 

Broad opportunities, 
more leisure time 

More with less; 
reduce consumption  

Enough profits; GPI 
b) Global 
perspective 

 1. Jobs 
 

 2. Goods and  
     services 

 3. Profits 

 
 

Jobs for the poor  
 

Free trade/Gross 
World Product 

Free flow of money 
helps all; IMF 

 
 

Good jobs for poor 
 

Empower those at 
“Base of Pyramid” 

Help poor via funds 
from World Bank 

 
 

Local job ownership, 
pay living wage 

Fair trade 
 

Conventional money 
flow widens inequality 

Entrepreneurship 
implications 

Maximize profits 
(even if it raises socio-
ecological costs) 

Maximize profits (via 
lowering socio-
ecological costs) 

Achieve financial 
viability and socio-
ecological well-being 
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CHAPTER 3: 

MANAGEMENT AND FINANCIAL WELL-BEING: 
JOBS, GOODS & SERVICES, AND PROFITS 

 

Learning goals 
After reading this chapter, you should be able to: 

1. Understand the different varieties of capitalism and economics. 

2. Identify key turning points in the economic history of humankind. 

3. Summarize the approach to jobs, goods and services, and profits that the FBL, TBL and 
SET perspectives take in high-income countries.  

4. Summarize the approach to jobs, goods and services, and profits that the FBL, TBL and 
SET perspectives take from a global perspective. 

5. Describe the potential problems and opportunities that entrepreneurs encounter when 
they try to enhance financial well-being in terms of jobs, goods & services, and profit. 

 

THE PRICE IS RIGHT1 
It seems that Dan Price, a classic entrepreneur who has become a crusader 
fighting against income inequality, has always had a soft spot for the 
underdog, perhaps because he himself grew up in a family that struggled 
financially. When he was a teenager, Price played bass guitar in a three-person 
rock band that received national airplay and went on tour. While on tour he 
heard how bar and coffee shop owners were paying exorbitant prices and 
receiving spotty services from the large financial firms that processed their 
credit cards. 

When he was 16 years old the band broke up and he started to help these small 
retailers—such as his friend Heather who managed Moxie Java, a coffee shop 
in the city of Caldwell, Idaho—get access to more affordable credit card 
services. By the time he entered university, he had about 200 clients and was 



 34 

processing credit card transactions using outsourced technology, and netting 
over $10,000 in a good month.     

In 2004, at age twenty, Dan and his older brother Lucas co-founded Gravity 
Payments, a company with about 130 employees in the state of Washington. 
The company began to build its own technology, and developed systems to 
process card payments in-house.  

By 2008 he had graduated from university and won a number of business 
awards. And then the recession of 2008 hit, which nearly wiped out the 
company. Some of his clients went bankrupt, and revenues dropped by 20%. 
“We almost lost everything.” At the time, Gravity Payments could not offer 
employees high salaries, but Dan promised them an exciting place to work and 
an opportunity to learn a lot, which would pave the way for their future 
financial success (whether at Gravity or elsewhere).  

In 2011 Price noticed that an employee, Jason Haley, seemed to be in a sour 
mood. When Price asked Haley what was on his mind, Haley said, “You’re 
ripping me off.” Haley agreed that his pay, about $35,000 a year, was 
consistent with market rates: “but that just translates into me not making 
enough money to lead a decent life.” Price was shocked and hurt, but 
eventually he came to the conclusion that Haley had a point.  

In 2012 Price gave everyone a 20% pay raise, and then watched as productivity 
jumped by over 30%. So he gave another 20% pay increase in 2013, and profits 
rose by a similar amount. So he did it again in 2014, and profits rose again (but 
not as much as before). That year Gravity had profits of $2.2 million on 
revenues of $150 million, which were growing at 15% annually.   

In March of 2014 Price was talking with a friend from a different firm who was 
describing the challenges of making ends meet on her salary of $50,000 a year. 
It bothered Price that, while he was earning about $1 million per year, other 
people “who are every bit as good and valuable as I am” were worried about a 
$200 rent increase. Price recalled a study by Nobel Prize winning economists 
Daniel Kahneman and Angus Deato who found that additional pay did not 
increase the happiness of people earning more than $75,000 a year, but it did 
for people who earned less than $75,000.2 

So on April 13, 2014 he announced to his staff his bold decision to raise the 
minimum pay at Gravity Payments to $70,000 per year. This affected 70 of 
Price’s employees, and the increase would be phased in over a three year 
period at a cost of about $1.8 million. Reporters from the New York Times and 
NBC News had been invited to cover the event, so the announcement made a 
big splash in social media, with over 500 million interactions. The NBC News 
video of the event was the most-watched in network history.  
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Within a year profits had doubled, revenue was growing at twice the previous 
rate, turnover was at a record low, and employees were happier. But for Price, 
the $70,000 minimum wage is not a business strategy, it is a moral imperative. 
In his speech at the United Nations in April 2016 he noted the importance of 
high income earners asking themselves: “When is enough enough?” 

“I asked myself, ‘What’s the one thing that I care about enough to give up that whole 
chase of money driving me for the rest of my life?’ For me, we are at the very 
beginning of a shift. We are at the very beginning of a movement where we realize 
that commerce and economics and business is not just about money. It’s about 
helping each other. It’s about solving the problems of humanity, and it’s about 
being a good steward of the resources that we have here on this Earth.”3 

 
Managers are expected to enhance economic well-being. Of 
course, there are many different ways to measure exactly 
what economic well-being means, but these measures 
usually involve the creation of goods and services, jobs, and 
financial value (especially profits). In this chapter, we 
examine these three basic standards of economic 
performance from the Financial Bottom Line (FBL), Triple 
Bottom Line (TBL), and Social and Ecological Thought (SET) 
perspectives.  

As we do so, it will become apparent that the larger 
economic structures and systems that managers work within have been socially-
constructed.4 For example, the meaning of the term “market” has changed over time. Not 
so long ago it referred to a place in the center of a village where people met with and 
bought and sold goods and services from their neighbors. Today, the term market refers 
to the impersonal laws of supply and demand that dictate what firms can and cannot do. Of 
course, because they are socially-constructed, these “laws” can be and have been revised 
throughout the history of humankind (see Chapter 2).  

In this chapter, we begin by describing several varieties of capitalism and 
economics, and provide a brief history of economic activity. Learning about different 
types of capitalism, like learning about different approaches to management, can 
improve critical thinking and one’s awareness of possibilities. The current state of 
economics, capitalism, and organizational practices reflects historical choices, not 
inevitable laws. Things could have been different, and they can be different in the future. 
Following the discussion of capitalism and economics, we describe the FBL, TBL, and 
SET approaches to the creation and management of jobs, goods and services, and profits 
in high-income countries, as well as from a global perspective. The chapter concludes by 
considering the implications of our discussion for entrepreneurship.  

Not so long ago, the 
term market referred 
to a place in the center 
of a village where 
people met with and 
bought and sold 
goods and services 
from their neighbors. 
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VARIETIES OF CAPITALISM AND ECONOMICS 
The economic context in which managers operate is the political-legal environment, 
which includes both the prevailing philosophy and objectives of the various levels of 
government, as well as their ongoing laws and regulations. It includes legislation about 
things like workplace health and safety, consumer protection, pollution, international 
trade, anti-trust laws, tax rates, minimum wage rates, and many other issues. One 
chapter is not sufficient to discuss these issues in depth, but we want to briefly introduce 
two typologies that provide helpful language to discuss these issues. In particular, we 
describe two approaches to capitalism (documentational and relational) and two 
approaches to economics (acquisitive and sustenance). These approaches are influenced 
by the different types of political systems that permit and regulate economic activity. 

 

DOCUMENTATIONAL VERSUS RELATIONAL CAPITALISM 

Capitalism is distinct from other economic systems because of its emphasis on rewarding 
entrepreneurs for profitably combining resources in ways that create valued goods and 
services.5 Capitalism has been praised as one of the key innovations in the history of 
humankind, and it has facilitated the creation of unprecedented financial wealth. The 
basic idea of capitalism influences all of the world’s economies. It is therefore helpful for 
managers to have a basic understanding of the different varieties of capitalism, and what 
influence the type of capitalism might have on the approach to management found in 
organizations. 

For the purposes of this book, it is helpful to note that there are two prominent 
variations on the basic idea of capitalism.6 Documentational capitalism—which is 
prevalent in English-speaking countries like the United States, Canada, the UK and 
Australia—is characterized by its emphasis on: detailed contracts, public financial reports, 
management independence and rights, stringent anti-trust legislation, rewarding a labor force 
that is mobile and has transferable skills, short-term maximization of financial performance, and 
the use of stock options to motivate managers. In contrast, relational capitalism—which 
tends to exist in countries like Japan, Germany, France, Finland, and Italy—is 
characterized by its emphasis on: relational contracts, the long-term reputation and financial 
performance of organizations, employee rights, satisfying the needs of many different 
stakeholder groups, and investment in developing the skills of employees.  

Some of the key differences between these two types are summarized in Table 3.1. 
In very general terms, documentational capitalism is more consistent with FBL 
management, while relational capitalism is more conducive to TBL and SET approaches 
(where the emphasis is on building trust and relationships among stakeholders, rather 
than on developing comprehensive contracts).7 Managers in documentational capitalism 
tend to have more freedom to make top-down decisions and to act quickly, and there are 
more generous financial rewards for managers who are able to maximize their 
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organization’s profits. Managers in relational capitalism generally look at the longer 
term. There is more continuity of memberships within organizations (less job-hopping 
from one organization to another), and there is greater emphasis on developing strong 
interpersonal relationships with managers in other organizations instead of developing 
formal contracts. The increased importance of relationships creates an incentive to pay 
more attention to the needs of all stakeholders, which increases the attention paid to 
socio-ecological issues. 

Table 3.1:  Some differences between documentational and relational capitalism8 

Measure 
 

Documentational capitalism 
(Liberal Market Economies) 

Relational capitalism  
(Coordinated Market Economies) 

Employment Greater job mobility (from one 
organization to another) 

Lower unemployment 

Innovation More radical innovations More incremental fine-tuning 
Income equality Greater chance to get very rich Greater income equality 
Employee 
protection 

Greater freedom for managers 
to hire and fire employees 

Greater employee protection 

 

ACQUISITIVE VS SUSTENANCE ECONOMICS 
Economics refers to understanding how goods and services are produced, distributed, and 
consumed. There are two basic varieties of economics. An FBL understanding of 
economics points to the importance of the financial marketplace, to the so-called laws of 
supply and demand, and to the creation of financial wealth. This is similar to an idea that 
Aristotle developed over 2,000 years ago called acquisitive economics, which refers to the 
management of property and wealth in such a way that the short-term monetary value for 
owners is maximized.9 Modern economic theory has refined this basic notion. For example, 
today the main economic theories that underpin FBL management explicitly add the 
assumption that, not only are all economic entities (individuals and organizations) 
seeking to improve their financial well-being, but that they are so strongly motivated to 
do so that they act in a self-interested fashion. They are therefore prone to lie, steal, cheat, 
and give out bad information in a calculated effort to mislead or confuse partners in an 
exchange.10  

The TBL and SET approaches have a different view of economics. The TBL view, 
which combines elements of FBL and SET approaches, is called hybrid economics which 
refers to managing property and wealth to maximize monetary value for owners while 
simultaneously reducing negative socio-ecological externalities for key stakeholders. The SET 
approach can be traced back to Aristotle’s second variety, that of sustenance economics, 
which refers to managing property and wealth to increase the long-term overall well-being for 
owners, members, and other stakeholders. Sustenance economics emphasizes community-
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oriented values, long-term and multi-generational concerns, and issues related to social 
and ecological stewardship. It speaks to issues of quality of life that cannot be 
meaningfully expressed or reduced to quantifiable measures like financial wealth, 
income, or goods consumed.11 Both TBL and SET perspectives agree that dysfunctions 
occur when managers are solely driven to maximize financial profit, when finances are 
seen to be the only or the most important focus, and when concerns for the wealth of 
shareholders trump the concerns of all other stakeholders. 

Before we examine how managers enhance economic well-being via jobs, goods and 
services, and profits, it is helpful to consider a brief historical overview of how these 
three elements came to be important and how they fit together. 

  

SIMPLIFIED MODELS OF THE ECONOMY 
Humankind has always worked in groups in order to create the goods and services that 
people require to survive and thrive. Before money was invented, the economic model 
looked like Figure 3.1. People contributed to their clan by performing tasks (e.g., hunting, 
gathering, childcare), and then everyone in the clan shared the resulting benefits (e.g., 
everyone had food, social contacts, and security). The clan was both the producing and 
the consuming group with all members actively participating in both aspects, so that 
producing goods and services was a part of clan membership. Everyone had a personal 
connection to the goods and services produced in the clan. 
 

Figure 3.1: Simple economy (40,000 BCE) 

        provide their labor (e.g., hunt, gather) 

People           Clan 

               receive goods and services 

 
In terms of jobs, estimates suggest that on average people worked about 24 hours a 

week on hunting and gathering, and about 19 hours on child care, cooking, and so on. In 
terms of goods and services, people only had the 
(fresh) food that was in season, there were no modern 
healthcare services, and life was harsh. Because the 
idea of money had not yet been invented, there were 
no profits per se.  

Over time, and with the advent of money, the 
economic situation changed so that eventually there 
was a separation between the unit of consumption 
(i.e., the household, where people lived) and the unit 

of production (the workplace, where people had jobs and worked to produce goods and 

In hunting and gathering 
societies, people work 
about 24 hours a week on 
hunting and gathering, 
plus 19 hours on food 
preparation and child care. 
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services). As shown in Figure 3.2, people now “sold” their labor for money, typically 
working to produce goods and services they would not personally use. Instead, the 
workers used the money to purchase goods and services from a variety of organizations, 
most of which they were not part of. Before money, people used their labor to produce 
the goods and services they consumed. After money had become a generic measure of 
value, the goods and services that people produced became separated from the good and 
services they consumed. Business owners and managers could choose whom to hire (or 
not hire), and had some motivation to create profits by reducing labor and other input 
costs, increasing productivity and efficiency, and selling at the highest price the market 
would tolerate. During this second era, people had gained additional freedom and more 
choice, and there was opportunity for greater inequality than there was in the clan 
economy. 
 

Figure 3.2: Simple monetized economy12                              
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With the advent of corporations (i.e., businesses that are distinct legal entities that 
are separate from their owners, see chapter 2), the situation changed again (see Figure 
3.3). As organizations grew in size and breadth, relationships between the household 
(worker and consumer) and the business (employer, merchant) became even more 
impersonal. Prior to corporations, even though production and consumption were 
separated, the economy was based mostly on small local organizations, with owners 
often living in the same community as their employees and customers. This co-location 
and face-to-face contact encouraged everyone to treat each other with more dignity and 
not merely as the means to an end.13 In contrast, the proliferation of corporations led to 
increasing distance between owners, employees, and customers, thereby eroding face-to-
face relationships and putting greater emphasis on quantifiable measures of success. For 
example, instead of seeing the smile of a satisfied customer or the pride of a worker 
completing a task, an owner who had no contact with the organization’s operations 

provide goods & services 

money to pay for goods & services 

money (wages) 
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would only see reports of sales revenue and employee productivity. Because it was the 
main information owners had, it grew in importance. As we noted in Chapter 2, the 
increased emphasis on maximizing the financial well-being of owners contributed to a 
self-fulfilling assumption that everyone was financially self-interested. As corporations 
have continued increasing in size and influence—most of the world’s 100 largest 
economic entities are businesses, not countries—the relative power of owners and 
managers has increased. This has resulted in financial benefits for people in those 
households who are either wealthy enough to own shares in these corporations, or own 
shares indirectly when their pension funds invest in the stock market.14 

Figure 3.3: Simple corporate economy 
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With this simplified understanding of the corporate economy in hand—and the 
realization that it was socially constructed, not inevitable or “natural”—we can now 
examine how the FBL, TBL, and SET approaches differ on the three dimensions of 
economic well-being: jobs, goods and services, and profits. First, we examine each 
dimension from the perspective that characterizes much of the management literature, 
namely that of managers working in high-income countries like the U.S. Second, we 
examine each dimension from a more global perspective, aware that most of the world 
earns less than $1,000 U.S. per year.15  
  

provide goods & services 

money to pay for goods & services 

money (wages) 
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ECONOMIC WELL-BEING IN HIGH-INCOME COUNTRIES 
JOBS 
Jobs—that is, opportunities to get paid by an organization in return for doing work that 
produces goods and services—are the first dimension of economic well-being. People 
generally expect managers to create jobs that allow them to meaningfully contribute to 
society and enable them to earn money so that they can purchase the goods and services 
they need to have a good life.   

The FBL approach to jobs  
Thanks largely to FBL management, today there are more jobs to choose from than ever 
before. Supporters of the FBL approach are rightly proud of its job creation record. For 
example, the number of jobs in the U.S. increased from about 60 million in 1950, to about 
150 million in 2016 (an increase of about 250%, similar to the growth in population).16 
People entering the workforce are faced with an unprecedented number of career 
options, and are given an unprecedented number of educational options to prepare for 
the careers that they would like to pursue. Moreover, workers can work for a variety of 
organizations (e.g., if they are not satisfied with their pay or other work arrangements in 
one company, they are free to move to a competitor). All these FBL jobs were created in 
order to enhance employers’ financial well-being. 

The TBL approach to jobs  
TBL management considers not only the number and variety of jobs that are available, 
but also the social and ecological implications of those jobs. The increase of income gaps 
is a particularly relevant example of how jobs can affect financial and social well-being. 
In the U.S. between 1950 and 1973, the increases in net productivity and hourly 
compensation were almost perfectly aligned, with each increasing about 95% (i.e., 1973 
workers were approximately 95% more productive than their 1950 counterparts and they 
were also paid about 95% more). Net productivity refers to 
the growth in the total goods and services created after taking 
into account the number of hours worked. However, in the forty 
years following 1973, productivity increased about 80%, 
while hourly compensation increased by only 9%.17 During 
these same forty years, the annual wages of the “top 1%” of 
earners increased about 140%. Prior to the late 1980s, CEOs 
earned about 30 times as much as a typical worker, but in 
2013 that number was closer to 300 times as much.18 

Even though there are more jobs than ever before, and productivity is steadily 
increasing and top earners’ incomes are growing, 46 million people in the U.S. live in 
poverty, with one in six people not knowing where their next meal is coming from.19 In 
other words, the gap between the rich and the poor has been widening. The TBL 

In the forty years 
following 1973, 
productivity increased 
about 80%, while 
hourly compensation 
increased by only 9%. 
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approach considers this gap worrisome because it may cause reduced job satisfaction, 
increased turnover costs, lower productivity, and ultimately reduction of a firm’s 
financial performance. TBL management seeks to increase job satisfaction and reduce 
turnover costs, thereby contributing to a firm’s financial bottom-line.20  

The SET approach to jobs  
The SET approach shares TBL management’s concern for income inequality, but not only 
because of its effect on worker motivation, performance, and contribution to the firm’s 
financial bottom line. SET management recognizes that income inequality is associated 
with other negative societal outcomes, including increased levels of anxiety, crime, 

homicides, obesity, and differences in how genders 
are treated; and with lower levels of mental health, 
life expectancy, social mobility, and social trust. The 
greater the income inequality, the lower the overall 
quality of life (interestingly, a widening inequality 
gap also worsens the quality of life for the rich).21  

The SET perspective also questions the 
traditional FBL and TBL focus on productivity 
maximization, an emphasis that has created 
unintended negative societal externalities. In 
particular, SET seeks to create jobs for people who 
may not be given a chance in productivity-
maximizing FBL and TBL firms. For example, 

organizations like Greyston Bakery and BUILD deliberately hire ex-convicts or other 
groups of people who often find it difficult to get a job. These organizations may hire a 
person even if they need considerably more training than other candidates who are better 
qualified, because the goal is to help everyone to earn a living and contribute to society, 
not merely to maximize productivity. Some SET-oriented companies, like Montreal’s 
Tomasso Corporation, pay their employees to volunteer in soup kitchens; these 
employees can then bring their volunteer experience into the company when making 
various decision (e.g., including who gets hired in the firm).22  

SET management seeks to ensure that all workers are paid a living wage, which is 
enough money to pay for the basic amenities of life, including adequate housing, food, 
clothing, education, and health care.23 A living wage is typically higher than the legal 
minimum wage, and indeed most of the people who earn a minimum wage do not earn a 
living wage.24 Research suggests that when a firm pays a living wage it has a negligible 
effect on the firm’s financial overall costs because it improves worker morale and 
productivity while reducing absenteeism and turnover.25 And, as shown in the opening 
case, it makes everyone happier. 
 

Income inequality is 
associated with increased 
levels of anxiety, crime, 
homicides and obesity, and 
differences in how genders 
are treated; and with lower 
levels of mental health, life 
expectancy, social mobility, 
and social trust.  
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GOODS AND SERVICES 
Humankind needs goods and services in order to survive. Our ability to thrive is 
influenced not only by how the good and services are created (e.g., jobs), but also by 
whether there are enough appropriate goods and services available, and whether they 
are affordably and sustainable. 

The FBL approach to goods and services  
The general goal of FBL management is to increase the quality and profitability of goods 
and services produced, with more being better. For example, it is common to measure 
economic well-being in terms of growth in gross domestic product (GDP), which measures 
the total financial value of all the goods and services produced within a country. The FBL 
approach has proven to be very successful when financial well-being is measured in 
these terms. Again, looking at U.S. data from 1950 to the present, there has been a net 
productivity increase of about 250%.26 In other words, workers are producing 2.5 times 
more economic value in an hour today than they were in 1950. When combined with the 
250% increase in the size of the workforce, the value of goods and services produced in 
the U.S. has increased more than six-fold since 1950. There are increasingly more goods 
and services being produced and sold. By this standard, FBL management has been very 
successful. 

The TBL approach to goods and services  
TBL management considers not only the financial value of goods and services that are 
created, but also their socio-ecological externalities. For example, the TBL approach 
promotes the development of alternative sources of energy (e.g., wind, solar), and the 
reduction of energy usage (e.g., LED lighting, reduced packaging) in order to increase 
profits and protect the environment. Industries related to alternative sources of energy 
have grown substantially since 1990, which is a testament to the influence of the TBL 
approach.  

One innovation that may illustrate the TBL approach has been the development of 
derivatives.27 Derivatives are contracts that are based on the performance of an asset, but do 
not include the asset itself. Ninety-seven percent of these contracts are simply bets such as: 
“I bet that in a year’s time the Dow Jones Average will be 250 points higher than it is 
now. Otherwise I’ll pay …”28 The amount of money associated with the derivative 
market is estimated to be about $1.2 quadrillion per year, or about 10 times the size of the 
total world gross domestic product.29 That amounts to an average of $4 million worth of 
“bets” being traded every second. Derivatives fit nicely with TBL thinking because they 
enlarge economic activity with virtually zero ecological cost (though, as described below, 
derivatives have unintentionally contributed to negative social externalities).  
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The SET approach to goods and services  
Rather than focusing on getting more goods and services, the SET approach recognizes 
that many of us already consume more goods than the planet can sustain. SET 
management emphasizes the ideas of sustenance economics, questioning the FBL view 
that economic growth is always good. A first step in building a sustainable economy 
requires recognizing when enough is enough, and that having more than enough may 
actually impoverish other aspects of our lives.30 This view inverts the logic of economists 
like Henry Wallich who argue that: “Growth is a substitute for equality of income. So 
long as there is growth there is hope, and that makes large income differentials 
tolerable.” If this claim is true, namely that growth and income equality are substitutes, 
then the SET approach prefers the corollary: “Greater equality of income is a substitute 
for growth.”31 

Akin to TBL management, the SET approach seeks to improve organizational 
performance via innovative technologies that enhance socio-ecological well-being. 
However, unlike FBL and TBL approaches, SET management actively and deliberately 
challenges the thinking that more consumption and more sales and more revenue are 
necessarily better. SET asks questions such as: What if we already have too many goods 

and services on the market? Do we really need to 
purchase 68 new garments a year?32 Do we really 
need the 50% increase in square footage per person 
in our homes compared to what we had 50 years 
ago? Do we really need the latest version of an 
iPhone? Do we really need to own our own car? Can 
we live better with less?  

The SET approach is consistent with research 
that shows that engaging in voluntary simplicity 
make people happier.33 For example, people 
appreciate having more time to cook home-made 
meals and to visit with friends in person. From a 

SET perspective, wanting more than enough goods, and spending the time (and earth’s 
resources) to produce and acquire them, is dysfunctional34 and unethical -- especially in a 
world where many people do not have enough.35 

 

PROFIT 
The word profit is used here in its most general sense, namely to indicate that there is a 
“proper fit” (pro-fit) between the goods and services an organization produces (value 
creation) and the financial resources it is able to earn because of it (value capture). Such a 
general definition can also apply to non-profit and government organizations, where it is 
akin to having a balanced budget. For example, an organization like World Vision needs 
to ensure that it has enough funding to pay for the work it does.  

From a SET perspective, 
wanting more than enough 
goods, and spending the 
time (and earth’s resources) 
to produce and acquire 
them, is dysfunctional and 
unethical -- especially in a 
world where many people 
do not have enough. 
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The FBL approach to profit  
The FBL approach seeks to maximize financial profits by increasing the financial value it 
captures from the goods and services it offers. Consistent with the acquisitive economic 
perspective, FBL management defines the profit dimension of economic well-being in 
terms of money made. And the track record of FBL management is impressive in these 
terms. For example, with few exceptions (e.g., the recession of 2008), corporate profits in 
the U.S. have grown every year since 1950 (from $15 billion to $1,500 billion),36 and the 
economic GDP of the U.S. has been doubling every 25 years or so.37  

The profitability success of financial institutions may be an example of the FBL 
approach at its best. In the U.S., the proportion of total GDP generated by the finance and 
insurance industry grew from 2.8% in 1950, to 4.2% in 1970, to 6.6% in 2013. This industry 
also accounted for 10% of total profits (of all sectors in the U.S. economy) in 1950, which 
grew to 24% in 1970, and to 37% in 2013 (and had reached a high of 60% before the 2008 
recession).38 Bankers have benefited from deregulation and opportunities to lend more 
money than they have on reserve, thereby literally growing the size of the economy (and 
in doing so creating value for society) in profitable ways (increasing the banks’ capture of 
financial value). The pay of jobs in the banking industry are also noteworthy: people 
working in finance earned 50% more money than employees with a similar education 
working in other parts of the economy.39  

The TBL approach to profit  
The TBL approach is also most concerned with financial profit, but it proposes different 
means for achieving it. Many studies showing that “it pays to be green,”40 suggesting that 
TBL management’s focus on the triple bottom line is more profitable than FBL 
management’s limited focus on just financial issues. From a TBL perspective, it makes 
sense that profits would increase for companies who reduce their ecological input costs 
(e.g., who reduce the energy used to light their facilities) and who find cost-effective 
ways to improve worker motivation and productivity (e.g., flextime, casual dress 
Fridays). Organizations like Walmart and GE demonstrate the benefit of TBL thinking.  

The SET approach to profit  
While FBL and TBL supporters are justifiably proud of generating impressive financial 
profits, the SET perspective questions the unsustainable and insatiable pursuit of material 
and financial wealth. Instead, the SET approach favors measures of economic 
performance that take into account positive and negative socio-ecological externalities. 
For example, the developers of the GDP measure never intended for it to be used as a 
reflection of a nation’s economic well-being.41 They note, for example, that GDP goes up 
when someone steals a car because the owner then needs to spend money replacing it. It 
also goes up when criminals are put in jail (which creates jobs at the prison), or when an 
oil pipeline bursts (and the pollution needs to be cleaned up). GDP also goes up when 
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toxins in the air create illness and hospital expenses, and when mental stress creates the 
need for psychiatrists and medication. 

The SET approach suggests measuring economic success via something like the 
Genuine Progress Indicator (GPI), a measure of quality of life based on the following 
elements:42 

Income distribution: GPI increases when relatively poor people receive a larger 
portion of national income, and decreases when their share declines. 

Crime: Unlike GDP, which grows with costs of crime (e.g., legal costs, property 
damage, and healthcare), GPI subtracts these costs. 

Resource depletion: Unlike GDP, which ignores externalities like the depletion and 
degradation of forests, farmland, wetlands, and nonrenewable minerals, GPI treats 
these as costs. 

Pollution: Unlike GDP, which often double-counts pollution (first for the costs 
incurred in creating pollution, and second for the costs of cleaning up pollution), 
GPI subtracts costs of water and air pollution based on their damage to the 
environment and human health.  

Long-term environmental damage: GPI recognizes the negative financial externalities 
associated with carbon emissions. 

Leisure time: GPI goes up with increases in leisure time, and down with decreases. 

Since 1970, there have been impressive increases in GDP in high-income countries, but 
virtually no improvement in GPI.  

SET management also makes a distinction between two types of profit: conventional 
and genuine. Conventional profit refers to the difference between a firm’s financial expenses 
and its financial revenues without taking into account negative socio-ecological 
externalities (e.g., without taking into account the $2 trillion in negative ecological 
externalities associated with the world’s 3,000 largest corporations). Genuine profit refers 
to the difference between a firm’s financial expenses and its financial revenues after taking into 
account its socio-ecological externalities. For example, a firm might voluntarily pay fees in 
order to take into account the negative externalities associated with greenhouse gas 
(GHG) emissions, such as is evident in companies that purchase carbon offsets when 
employees travel by air. Or, a firm may refuse to have their products made in overseas 
factories that use child labor or have oppressive working conditions.43 Everlane is an 
example of a clothing company that tries to earn genuine profits. It has a transparent 
supply chain, allowing anyone to read about the working conditions in the factories 
where its products are made. In addition to telling customers where they purchase their 
goods, it tells them how much they cost, and what their mark-up is.44  
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ECONOMIC WELL-BEING AT A GLOBAL LEVEL 
Thus far, we have focused our discussion on managing economic well-being within the 
context of high-income countries. We will now adopt a more global perspective, which 
draws greater attention to the challenges of economic well-being facing people in low-
income countries. 

 

JOBS IN A GLOBAL CONTEXT 
The FBL approach to jobs  
The FBL philosophy for improving the global economy can be summed up with the basic idea of 
“free trade” and the maxim that “a rising tide raises all boats.” Free trade refers to the idea that 
goods and services can flow across national and international boundaries without financial 
barriers (i.e., tariffs, quotas, or subsidies). The assumption underlying the FBL philosophy is 
that everyone will benefit if we remove trade barriers between countries. When jobs, 
goods and services, and money can flow freely across borders the invisible hand will 
guide them to the most productive locations and uses, so that the total global economy 
will maximize output and income.45  

Our highly-developed international transportation systems, coupled with the ability 
to communicate instantly around the world, is helping to put the FBL vision for the 
global economy into practice. Factories can be located wherever labor costs are the 
lowest, and products can be shipped to wherever demand is greatest. Indeed, this 
globalization—which refers to changes in economics, technology, politics, and culture that 
result in increasing interdependence and integration among organizations and people around 
the world—is the genius of the FBL approach because it creates financial incentives for 
multinational corporations to create jobs in economically-
depressed regions of the world. Since businesses are 
motivated to reduce their financial costs, they will be 
motivated to locate factories in countries where people 
are willing to work for a low salary. Having jobs move to 
places where they are most needed offers potentially a 
win-win-win proposition. Shareholders “win” because 
financial labor costs will be reduced, consumers “win” 
because the prices of goods can be reduced, and 
unemployed people “win” because they get a paying job. Those jobs will also help to 
grow the economies in low-income countries. One reason the average American can 
afford 68 new garments a year is because their costs have decreased thanks to jobs 
moving to low-income countries. Today 90% of garments purchased in the U.S. are 
imported, whereas as recently as in 1990 only 50% were imported.46  

Proponents of FBL management point out that globalization has had a positive 
effect on the world’s poorest people. For example, the proportion of people in the world 
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living in extreme poverty (i.e., spending less than $1.90 international dollars per day) 
decreased from 82% in 1910, to 60% in 1970, to 37% in 1990, to 10% in 2014.47  

The TBL approach to jobs  
TBL management is interested not only in the number of jobs that are created, but also in 
the quality of those jobs. A study by the World Bank that interviewed 20,000 poor people 
from more than 40 countries found that when discussing work, people didn’t talk so 
much about wanting money per se. What they wanted was a secure job where they could 
earn enough money to provide their families with food, clothing, shelter and education.48 

However, because of the relative power advantage that large 
organizations have over unemployed people in low-income 
countries, poor people have little negotiating power. Indeed, 
many of the new jobs that have been created via globalization 
do not pay a living wage and have terrible working conditions. 
The TBL management response to such conditions has been the 
development of third-party accreditation agencies that monitor 
overseas working conditions. For example, Worldwide 
Accredited Responsible Production (WARP) is a nonprofit, 
independent association of social compliance experts that 
promotes and certifies humane, ethical, and lawful 
manufacturing around the world.49 Improving working 

conditions offers TBL firms many benefits, including helping them to maintain a positive 
brand image with consumers. As well, one study found that paying factory workers 20% 
above the industry average and establishing a welfare fund for workers improved 
profitability.50 Similarly, other research suggests that firms who care enough for workers 
and the environment to be listed on the Dow Jones Sustainability Index (DJSI) can enjoy 
significant financial gains.51   

The SET approach to jobs  
The SET approach seeks to create jobs that treat all people with dignity and respect. Such 
jobs are lacking in low-income countries, even among well-known FBL and TBL 
corporations. For example, Apple Computers has been criticized for having their iPhones 
assembled by factory workers who work long hours in conditions that make them prone 
to suicide.52 In contrast, SET management is evident in firms like 31 bits, the jewelry 
manufacturer who teaches its employees—Ugandan single mothers— literacy and 
business skills (see opening case of Chapter 1).  

The SET approach is reflected in the jobs created by the best practices of fair trade, 
which tries to ensure that workers in low-income countries are paid a fair price for the products 
they produce. Fair trade helps consumers to respect producers, and provides transparency 
so that consumers know the working conditions of producers. Fair trade allows 
consumers in high-income countries to use their purchases to reduce income inequality, 
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while benefitting the environment by providing eco-friendly products.53 The mission of 
the World Fair Trade Organization is “to enable producers to improve their livelihoods 
and communities through Fair Trade.”54 Although they can be challenging to put into 
practice,55 key principles of fair trade include: paying a fair price (vs. paying the lowest 
price the market will withstand), gender equity (women are persistently underpaid in 
many parts of the world), healthy working conditions (no sweat shops or child labor56), 
mutual respect between producer and consumers, and environmentally-friendly 
practices. The Fairtrade mark, which first appeared on just three products in the UK 1994, 
now appears on 30,000 products offered by about 1.5 million farmers and producers 
belonging to about 1,250 producer organizations from 74 countries. Fair trade products 
are sold in 130 countries.57 An example is the Day Chocolate Company, which is 33% 
owned by cocoa farmers from Ghana.  

 

GOODS AND SERVICES IN A GLOBAL CONTEXT 
The FBL approach to goods and services  
FBL management encourages the free movement of goods and service across 
international borders via minimizing tariffs, quotas, and government subsidies. Tariffs—
which are taxes on goods or services entering a country—protect domestic companies from 
international competitors. Quotas place restrictions on the 
quantity of specific goods or services that can be imported (or 
exported). Government subsidies are direct or indirect payments 
to domestic businesses that help them compete with foreign 
companies. For example, farmers in high-income countries 
received about $500 billion dollars in subsidies in 2016 to 
allow their domestic agricultural products to be price-
competitive in global markets.58   

Free trade is enhanced by general trade agreements. The World Trade Organization 
(WTO) strives to make it easier for goods to flow among member countries by urging 
countries to lower tariffs and to work toward free trade and open markets. Created in 
1995, the WTO has over 160 member countries that represent 98% of global trade. In 
addition to the WTO, there are a series of regional free trade agreements among different 
countries. Many of these have been facing considerable opposition, for a variety of 
reasons (e.g., they are perceived to favor large international corporations rather than 
smaller locally-owned firms, and they restrict the ability of governments to create 
regulations for their local jurisdictions). The North America Free Trade Agreement 
(NAFTA) eliminates numerous tariff and non-tariff barriers between the U.S., Mexico, 
and Canada. It was signed in 1994, and affects over 475 million consumers and about $1 
trillion dollars in annual economic activity. NAFTA was an important election issue in 
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the 2016 U.S. election, when President Trump made it a priority to renegotiate NAFTA 
with more favorable terms for the U.S.  

The European Union (EU) is a group of almost thirty European countries committed 
to making trade among members easier by lowering tariffs and other impediments to 
trade. But the EU is much more than simply a general trade agreement. The EU 
comprises about 500 million consumers, and has a common currency (the euro) to 
facilitate trade among member nations that is now part of the everyday life of more than 
300 million Europeans in 19 countries. The EU has faced its share of difficulties in the 
past few years, including a vote in 2016 for the UK to leave the EU (the so-called 
“Brexit”). There are various other free trade organizations as well. For example, the 
Association of South-East Asian Nations (ASEAN) includes 10 nations and 625 million 
people in one of the fastest-growing economic regions in the world.  

Enabled by free trade, global GDP increased from $7 trillion in 1950 to $77 trillion in 
2011 (a tenfold increase), during which time the global GDP per capita went from $2,750 

to $11,000 (a fourfold increase).59 During the past 
decade, global GDP has increased about 3.5% per 
year, with low-income countries averaging about 
5.5% per year while high-income economies 
averaged less than 2%. The FBL approach counts 
this larger growth in low-income countries as a 
success, and support for the maxim that “a rising 
tide raises all boats.” 

The TBL approach to goods and services  
Like the FBL approach, TBL management supports free trade because firms can become 
more profitable if they expand their markets to include consumers in foreign countries. In 
particular, TBL encourages firms to develop low-priced goods and services for relatively 
poor people because this both empowers the poor by welcoming them into the globalized 
economy, and because this allows the firm itself to create more revenue and a larger 
customer base. This is the basic idea behind what is known as the Base of the Pyramid 
(BOP) strategy, which has developed alongside TBL theory. As defined in 1998 by C.K. 
Prahalad and Stuart Hart, the BOP refers to the billions of people who live on less than $2 
per day. For example, in 2007 UK-based Vodafone helped launch M-PESA to provide 
financial services to poor people in Kenya via their mobile phones. The venture has 
generated healthy profits for the company, and by 2017 had created jobs for over 100,000 
agents while serving about 20 million customers. M-PESA facilitated US$50 billion in 
annual transactions that have created an estimated US$1.8 billion in social value.60 
Extensions of BOP theory have been developed to encourage firms from high-income 
countries to partner with communities in low-income countries in order to co-create 
mutually beneficial businesses that produce goods and services in low-income countries. 
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Compared to the FBL approach, TBL management is more attuned to the potential 
financial benefits that can come from developing goods and services that are not directly 
valued in the high-income marketplace. For example, from an FBL perspective, R&D 
expenditures in the pharmaceutical industry should seek to develop drugs that target the 
concerns of people in high-income countries (e.g., like the top-selling drugs for obesity, 
sleep disorders, and sexual dysfunction), rather than to develop drugs for people in low-
income countries (who can’t afford to purchase them). A TBL approach agrees, but also 
recognizes that its long-term profits can be enhanced by developing drugs for low-
income marketplaces. For example, a TBL approach is evident in the actions of 
pharmaceutical company Merck, which helped to develop a product called Mectizan that 
can prevent river blindness, a disease prevalent among the poorest people in the world. 
Merck supplies Mectizan for free to anyone in the world who needs it, and works with 
organizations such as the World Bank and the World Health Organization to distribute 
medicine in remote areas where it is needed. Merck’s managers believe that actions like 
these help to make their firm more attractive to the world’s best scientists, because they 
know that discoveries at Merck may reach sick people regardless of their economic 
status.61  

The SET approach to goods and services  
The SET approach also supports international trade agreements, but is more interested in 
fair trade than in free trade. Consistent with the rise of SET management, the fair trade 
movement is growing in consumer awareness. For example, Fairtrade International 
reported that its sales grew at a rate of about 30% per year between 2004 and 2012.62 
Along the same lines, between 2011 and 2013 the proportion of U.S. consumers who 
recognized fair trade rose from 24% to 55%. This growth seems to represent a great 
opportunity for the future, because worldwide fair trade sales were only $6.2 billion in 
2013, representing only .03% of the global retail sales market.63 Still, if sales continue to 
increase at the rate of 30% per year, that would mean sales of almost $40 billion by 2020, 
and over $600 billion by 2030. That level would provide a living wage for 150 million 
people who do not currently have one.  

Unlike FBL and TBL approaches, SET management 
has misgivings about conventional international free trade 
agreements for two reasons. First, free trade benefits the 
rich more than the poor. While it is true that free trade 
agreements have been associated with impressive growth 
in the global economy, it is not clear that this has been a 
win-win proposition. The disparities between rich and poor have been increasing, both 
within and across countries, and the wealthy have benefited more from globalization 
than the poor.64 Worldwide, 95% of the economic benefits of globalization go to the 
richest 5% of the world.65  
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Second, international trade agreements may undermine national sovereignty, as 
illustrated by instances where a government is prevented from making changes that 
would improve domestic ecological or social conditions.66 For example, when Denmark 
tried to introduce an environmentally-friendly law requiring that all beverages be sold in 
returnable containers, it was struck down by the EU because it inhibited the free 
movement of goods.67  

Rather than support tariffs, quotas, and subsidies that allow the relatively rich and 
powerful companies and countries to maintain or gain further economic advantage, SET 
management is more likely to favor subsidies for low-income countries to develop their 
economies, and for practices that benefit the natural environment. For example, the 
current $500 billion in agricultural subsidies in high-income countries cause unintended 
negative externalities for farmers in low-income countries (and for the natural 
environment, see Chapter 4). These subsidies represent $1,000 per year for each of the 
world’s 500 million small-scale farmers, a large portion of whom earn less than that in a 
year. Indeed, the unwillingness of high-income countries to reduce their barriers (e.g., 
tariffs and subsidies) to agricultural exports from low-income countries has been a long-
standing reason for the impasse in WTO negotiations to liberalize world trade.68 SET 
management supports free trade where the poor get a greater share of the benefits. 

 
PROFITS IN A GLOBAL CONTEXT 
The FBL approach to profits  
The FBL management goal with regard to global profit is to maximize overall financial 
gains, with little regard for who receives them. Consistent with its consequential 
utilitarian ethic, the FBL approach is more concerned with total profit than with its 
distribution. Towards this end, international financial institutions that make it easier for 
money to flow across borders have been an important factor in creating the increases in 
global GDP.69 This flow of money is facilitated by the International Monetary Fund (IMF), 
an organization with about 200 member countries, which was established to: 1) promote 
orderly and stable international monetary exchange; 2) foster international economic 
growth and high levels of employment; and 3) provide temporary financial assistance to 

countries to help ease balance of payments problems. To meet 
these goals, the IMF monitors international commerce and 
provides financial and technical assistance.70 This allows capital 
to move to where it receives the highest return, and limits 
national boundaries and governments from constraining 
economic investment. Global corporate profits rose from 7.6% to 
9.8% of global GDP between 1980 and 2013.71  
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The TBL approach to profits  
As noted earlier, TBL management is concerned with total profits, but also with the 
growing income gap that results from FBL practices. There is extensive evidence that 
there is a widening gap between rich and poor, both within and between countries. For 
example, the income gap between U.S. and south Asia and Latin America has tripled 
since 1960. This is true not only in terms of absolute wealth (the richest 1% have as much 
wealth as the rest of the world combined), but also in terms of income. 72 Recall that 95% 
of the economic benefits of globalization go to the richest 5% of the world. 

To address this widening gap, the TBL approach promotes the work of institutions 
such as the UN Global Compact, which is the world’s largest initiative for corporate 
sustainability and is built on principles of labor standards, the environment, human 
rights, and anti-corruption. Research suggests that profits increase for firms—like the 
Tata Group, Gerling, and Lego—who sign on with the Global Compact. 73 TBL 
management also supports the World Bank, an organization that provides financial and 
technical assistance to reduce poverty in low-income countries.74 The World Bank—
owned by about 200 countries—provides interest-free credit, low-interest loans, and 
grants to low-income countries for purposes like healthcare, education, and 
infrastructure. Often these financial services have been linked to Structural Adjustment 
Programmes, which are designed to ensure that low-income countries have balanced 
budgets and play according to the rules of a free market. Promoting free market 
principles can serve the interests of the high-income funding countries as much—and 
sometimes more—than the economic interests of the low-income countries. For example, 
Structural Adjustment Programmes have discouraged subsidies and tariffs in low-income 
countries, which has made it difficult for them to compete with the subsidies and tariffs 
from high-income countries, and thus have been argued to have an unintended negative 
effect on the economies of low-income countries.75 

The SET approach to profits  
While the intent of allowing money to flow freely across nations may be to make 
everyone better off, this has often not been the outcome.76 In 
fact, critics suggest that the easier flow of money has created 
several negative externalities. The vast majority of money 
being traded, and a lot of the profit being generated, does not 
contribute to productivity in any real sense. The example of 
$1.2 quadrillion in derivatives is a case in point. Even though a 
billion dollar bet on the outcome of a Super Bowl game may 
increase economic activity, it does not grow food or sew 
garments. In fact, financial tools like derivatives contributed to 
the international recession of 2008, and to income inequality.77 

As a result, the goal of SET management is to reform the flow of money so that it is 
better aligned with sustenance economics. Perhaps the most notable reformer is Nobel 
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prizewinner James Tobin, who in the 1970s anticipated some of the difficulties that have 
arisen from the deregulated flow of capital, and suggested a simple 1% tax on all foreign 
currency transactions. This 1% tax would ensure that financial transfers were based more 
on “real” changes in production and market opportunities, instead of gambling based on 
the acquisitive economics of investors. In other words, the Tobin tax favors SET investors 
who are interested in the long-term, and penalizes FBL traders who are looking for quick 
profits. For example, gone would be the day where traders purchase $100 million worth 
of Japanese yen only to sell them 15 minutes later for a profit of $10,000 when their value 
increases by .01% (the profit from such a transaction would be insufficient to pay the 
Tobin Tax, in this case, $1 million). The Tobin Tax would also give national governments 
greater freedom to change interest rates in their jurisdictions. There is widespread 
agreement that the Tobin Tax is theoretically brilliant, but it has yet to be implemented 
because it conflicts with the dominant FBL understanding of the free movement of 
capital.78 

Despite the lack of a Tobin Tax, there is other evidence that the SET principles are 
gaining influence. For example, about $23 trillion (over 25% of professionally managed 
assets79) is invested in accordance with responsible investment strategies where investors 

invoke criteria that go beyond financial profit. This 
practice is called socially responsible investing (SRI), 
where investment decisions are based on financial and 
ethical considerations, including an organization’s social, 
environmental, and governance performance.80 This style 
of investing reflects investors’ non-financial agendas for 
organizations, knowing that financial performance may 

not be maximized.81 SRI investors desire a fair financial return on their investment, but 
also recognize that their financial concerns must be balanced with treating other 
stakeholders fairly. For example, investors’ well-being may be served by earning 
adequate financial rewards as well as by providing employment for marginalized people 
in society, minimizing the environmental costs of organizational initiatives and products, 
considering the social costs of opening new factories overseas, and so on.  

 

ENTREPRENEURSHIP IMPLICATIONS  
Having explained the important concepts related to economic well-being, we now 
provide some concrete examples of how organizations influence economic well-being. 
These examples are meant to illustrate different concepts, show how organizations affect 
economic outcomes, and to inspire you to think about entrepreneurial opportunities that 
may be addressed by your Entrepreneurial Start-Up Plan (ESUP). 
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FBL ENTREPRENEURSHIP AND ECONOMIC WELL-BEING 
Some of the largest organizations and best-known entrepreneurs have embraced FBL 
management. For example, consider Jack Welch, our exemplar of an FBL manager from 
Chapter 1, the “manager of the (previous) century,” and the man who guided GE to 
become the first billion-dollar business in the world. Recall that one of his intrapreneurial 
innovations was to shut down profitable divisions within GE simply because they were 
not profitable enough. Welch was willing to create considerable negative social 
externalities in the name of maximizing profits for GE.  

A second example of a very successful FBL-oriented entrepreneurship is provided 
by multipreneur Martin Shkreli. As the founder and CEO of Turing Pharmaceuticals, he 
purchased Impax Laboratories, which held the patent for a drug called Daraprim. 
Daraprim is the only drug available that effectively treats some life-threatening forms of 
malaria, as well as AIDS and some cancers. Knowing that he had a monopoly, Shkreli 
increased the price of Daraprim by 5,000%, from $13.50 per tablet to $750 per tablet.82 
From an FBL perspective, this was a brilliant business decision that greatly increased 
profits, but it was also a decision that created enormous negative social externalities.   

In a similar move, but this time an example of FBL intrapreneurship, 
pharmaceutical company Mylan took what was once a throw-away product—its 
EpiPen—and made it into a huge profit-maker (more than $1 billion dollars per year).83 
An EpiPen is a device with a needle that injects epinephrine into the bloodstream to save 
the life of someone having an extreme allergic reaction. Each EpiPen contains about $1 
worth of epinephrine. In 2007, EpiPens were sold in American pharmacies for $50 each; 84 
the current price is more than $300 each.85 This strategy has created great wealth for 
Mylan and its executives, but has created considerable negative externalities for 
individuals and institutions who rely on EpiPens. However, Mylan CEO Heather Bresch 
seems to downplay these negative externalities when she suggests that “her company has 
attained a sort of capitalist nirvana—it does good for others while doing well for itself.”86  

An especially interesting example to consider is Walmart, which achieved great 
success as an FBL company but has more recently earned a reputation as a TBL company. 
In its pursuit of FBL goals, Walmart became known for designing jobs that pay 
employees as little as possible (and often limit their hours to part-time in order to 
minimize the need to pay employee benefits), and for pressuring suppliers to keep prices 
low (which creates poor-paying jobs in the supplier organizations). As a measure of the 
phenomenal success of Walmart’s FBL management 
approach, consider that the wealth of the Walton family 
is equivalent to the total wealth of the poorest 130 million 
people in the U.S.87 

This final point merits further comment, as it draws 
attention to entrepreneurial opportunities related to the 
local multiplier effect, which refers to the enhanced financial 
well-being a community gains when it supports locally-owned 
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businesses.88 In the example of Walmart, consider that for every dollar spent making a 
purchase from a national retailer, 14 cents stay in the local community (e.g., in the form of 
wages for clerks). In contrast, 52 cents of every dollar spent at locally-owned retailer stays 
in the community (e.g., wages for employees, more locally-sourced products, and 
profits). Along the same lines, for every new retail job that Walmart creates in a 
community, on average 1.4 other jobs are lost in that community.89 Note that there are 
also differences in types of jobs created by local versus nationally-owned businesses, with 
locally-owned firms being more likely to hire local professionals like accountants and 
marketers and information system experts. The more aware consumers are of how the 
local multiplier works, the more opportunities there are expected to be for local 
entrepreneurs. 

 

TBL ENTREPRENEURSHIP AND ECONOMIC WELL-BEING 
Firms managed with the TBL approach often have effects on jobs, goods and services, 
and profits that are similar to those of FBL managed firms, but with reduced negative 
externalities in situations where it is profitable to do. This similarity comes from the fact 
that like FBL, the TBL approach is focused on maximizing monetary profit, that is, TBL 
management advocates social and ecological initiatives when they promise financial gain. 
For example, thanks to the intrapreneurial initiatives of then-CEO Lee Scott, Walmart 
moved away its former FBL approach and is today considered a leading TBL 
organization thanks to its innovations in reducing energy use and waste production. 
Each of these innovations reduced costs (and so increased profits). Walmart is still 
looking to find better ways to profit from increasing job quality, but in the meanwhile is 
still criticized for its treatment of employees.  

 

SET ENTREPRENEURSHIP AND ECONOMIC WELL-BEING 
Because of it is not seeking to maximize financial well-being as its primary motive, the 
SET approach to entrepreneurship is remarkably different from the FBL or TBL 
approaches. For example, FBL and TBL entrepreneurs would not be likely to decrease 
their $1 million salary in order to raise the minimum wage in the firm to $70,000 (opening 
case). Similarly, traditional (FBL-oriented) jewelry businesses would never think of 
providing education and training for single Ugandan mothers to make jewelry out of 
recycled paper (see the opening case in Chapter 1) because there would be lower return 
on the money invested. And a non-SET-oriented bakery would never think of hiring 
people without investigating their qualifications and their criminal backgrounds (see the 
Greyston Bakery in Chapter 1).  
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CHAPTER SUMMARY 
1. There are two key varieties of capitalism:  

i) documentational capitalism, which emphasizes detailed written contracts, public 
financial reports, management rights, and short-term maximization of financial 
performance; and  

ii) relational capitalism, which emphasizes relational contracts, long-term reputation 
and financial firm performance, employee rights, and the needs of all stakeholder 
groups.  

2. There are two key varieties of economics:  

i) acquisitive economics, which refers to managing property and wealth to maximize 
the short-term monetary value for owners; and  

ii) sustenance economics, which refers to managing property and wealth to increase 
the long-term overall well-being for owners, members, and other stakeholders. 

3. Three key outcomes are typically used to measure success in terms of economic well-
being: jobs, goods and services, and profit. 

4. When it comes to managing economic well-being in high-income countries: 

•  FBL management emphasizes creating jobs, maximizing productivity, and 
maximizing profits. 

•  TBL management emphasizes creating good jobs, sustainable development, and 
maximizing profits. 

•  SET management emphasizes balancing jobs and leisure, enhancing positive socio-
ecological externalities, and maximizing genuine progress indicators. 

5. When it comes to managing economic well-being from a global perspective: 

•  FBL management emphasizes creating jobs for the poor, free trade, the free flow of 
money, and maximizing global GDP. 

•  TBL management emphasizes creating good jobs for the poor, sustainable develop-
ment, and empowering the base of the pyramid. 

•  SET management emphasizes creating jobs that pay a living wage, fair trade, and 
genuine progress indicators. 

6. Entrepreneurs reflect and reinforce these emphases, with FBL- and TBL-oriented 
entrepreneurship seeking maximum financial return, while SET-oriented 
entrepreneurship addresses societal expectations and ecological needs regarding jobs, 
goods and services, and profits. 
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QUESTIONS FOR REFLECTION AND DISCUSSION 
1. Does the country you live in place greater emphasis on documentational or on 
relational capitalism? Do you see that changing during your career? Why or why not? 
What effect do you think this has on what is taught in business schools in your country? 
Explain your reasoning.  

2. Do you think it is appropriate that modern acquisitive economic theory assumes 
people will act in a self-interested way and will cheat to get what they want? Do you 
agree that these assumptions become self-fulfilling prophecies? How do you react when 
people don’t trust you to act with integrity?   

3. Free trade promotes the free flow of economic assets. In practice, we usually discuss 
the flow of money or goods and services. However, the theory is meant to apply to all 
assets, including labor (i.e., people should be free to move from one country to the next, 
as in the European Union). What do you think about this claim? Does it make sense to 
abandon citizenship and travel regulations to support free trade? Why or why not? 

4. Which do you prefer: free trade or fair trade? Explain your reasoning.  

5. What is the difference between Gross Domestic Product (GDP) and the Genuine 
Progress Indicator (GPI)? Given that the economists who developed GDP did not intend 
or want it to be used as a measure of economic well-being, why do you think it has 
become so popular? What changes would you expect if GPI became the new norm? How 
likely is that to happen? 

6. What is the difference between an investor and trader? In your answer refer to Figure 
3.3. Again referring to Figure 3.3, what sorts of regulations and norms could be 
developed so that businesses would pay greater attention to socio-ecological 
externalities? 

7. What are the tensions and dilemmas that entrepreneurs encounter when they seek to 
implement FBL, TBL and SET ideas in their new ventures? 

8. You have read about numerous entrepreneurs who identified economic opportunities 
and built organizations to address them. How might you do the same? What economic 
trends do you see that suggest an entrepreneurial opportunity? What gaps or problems 
exist? What solutions are needed? What do your answers suggest regarding possible new 
goods or services that an entrepreneur might offer to create value?  
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PREVIEW AND SUMMARY OF CHAPTER 4 
 FBL TBL SET 

Approaches 
Different ways to 
manage ecological 
well-being issues 

 
- Unawareness 
- Obstructionist 
- Minimalist/legal 

 
- Listen to consumers  
- Use resources efficiently 
- Protective/legal 

 
- Proactive 
- Stakeholder-centric 
- Place-based organizing 

Energy 
How to manage 
issues related to 
carbon economy 
(e.g., GHG 
emissions, 
pollution) 

 
- Ignore issues on 
climate change 
- Undermine 
change efforts 
- Adhere to letter 
of the law 

 
- Respond to market (e.g., 
Tesla) 
- Reduce costs via 
efficiencies 
- Lobby for carbon tax 

 
- Treat natural environ-
ment as stakeholder 
- Accept inconvenience 
(e.g., bike) 
- Reduce consumerism 
(e.g., slow fashion) 

Food systems 
How to manage 
issues related to 
food systems  
(e.g., waste, 
reduced 
biodiversity) 

 
- Ignore food-
related issues 
- Refuse access 
to CAFOs 
- Adhere to 
friendly laws 

 
- Create new industries 
(e.g., organic foods) 
- Train workers to 
minimize waste 
- Lobby for favorable laws 

 
- Work with ecological 
activists 
- Connect with organic 
locavores 
- Slow Food movement; 
de-commodify food 

Human health 
How to manage 
issues related to 
food systems  
(e.g., effect of 
pollution) 

 
- Ignore health-
related issues 
- Hide 
embarrassing 
information 
- Follow letter of 
law 

 
- Introduce healthier 
products 
- Become more efficient 
at providing healthier 
options 
- Work to create favorable 
health standards 

 
- Promote active living 
 
- Offer healthier foods 
 
 
- Precautionary principle 

Entrepreneurship 
Opportunities 

Fossil fuels 
industry 

Trends to eat less meat, 
reduce GHG energy 

Soil-enhancing 
agricultural practices 
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CHAPTER 4:  
MANAGEMENT AND ECOLOGICAL WELL-BEING: 

ENERGY, FOOD SYSTEMS, AND HEALTH 
 

Learning goals 
After reading this chapter, you should be able to: 

1. Explain difference in the FBL, TBL, and SET approaches to ecological well-being.  

2. Describe the carbon cycle, and identify positive contributions and negative externalities 
associated with carbon-based energy.  

3. Identify problems and opportunities that exist in the global food system. 

4. Explain the linkages between ecological well-being and human health. 

5. Identify entrepreneurial opportunities related to ecological well-being.  

 

FOOD FOR THOUGHT1 

Dan and Wilma Wiens are SET entrepreneurs from Canada who have helped 
to change the way people around the world think about, grow, and consume 
food. Dan and Wilma were high school sweethearts who grew up in the city, 
and always had a strong interest in improving the world’s relationship with 
food. While Wilma earned a degree in nutrition, Dan earned a degree in 
agriculture. In the 1980s, shortly after they were married, they moved to 
Swaziland, where Dan helped local schools to improve the way they taught 
agriculture. Dan and Wilma soon realized that, in order to solve problems 
related to the international food system, they would need to educate people to 
live more responsibly back home in Canada. It is ironic that people in so-called 
developed countries know so little about food systems; most cannot identify 
ten local plants, but are able to identify 1,000 company logos.2 

Soon Dan and Wilma had started a small-scale organic vegetable farm (about 3 
acres/1 hectare), and sold their produce in a nearby farmers’ market under a 
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hand-written banner “Organic Vegetables.” At that time (the early 1990s), 
customers would come by and ask why their vegetables weren’t cheaper than 
the neighboring vegetable stands (these customers failed to realize that cost 
savings from not using chemicals would be counter-balanced by increased 
labor costs for weeding).  

Dan believed that there must be a better way to sell his veggies, so he 
assembled a group of friends and acquaintances to brainstorm ideas. They 
came up with a variation of Community Supported Agriculture (CSA). CSA 
works like this: consumers (called “sharers”) purchase, in advance, shares of a 
farm’s harvest. The harvest is distributed to the sharers as it ripens during the 
growing season, which is about 13 weeks long in the case of Dan and Wilma’s 
farm.  

A local newspaper ran a short story about their CSA, and within 24 hours the 
local telephone operators had received requests from over 200 people asking 
for the phone number of Dan and Wilma Wiens. Soon their farm was fully 
subscribed and also had a waiting list of people wanting to become sharers. 
People were eager to support an idea that seemed right for the time.  

Because sharers have gotten to know Dan and Wilma, and many volunteered 
to actually work on the farm, they have become trusted friends. After the first 
year of operation, Dan assembled some sharers, showed them the farm’s 
financial statements, and asked them to set the share price for the next season. 
The sharers raised the price by 40%. Over the years the farm’s harvest has been 
compromised due to the driest and the wettest summers on record. However, 
rather than complain about the lack of vegetables, some sharers anonymously 
gave their farmers some cash.  

Because Dan and Wilma use organic agronomic practices to grow their food, 
sharers know that the vegetables from their farm have not been sprayed with 
harmful chemicals. At the same time the quality of soil on the farm has been 
enriched, and each year as much as one-third of a tonne of carbon/hectare has 
been sequestered from the atmosphere and put into the soil.3 But their farm is 
not officially certified organic because, on a per hectare basis, it is much costlier 
for a small-scale farmer to pay the certification costs than it is for large-scale 
organic farmers.  

The Wiens’s model has spread. Some of Dan and Wilma’s sharers have started 
their own CSAs. Dan has run educational workshops and mentored people 
around the country who want to start a CSA. Dan and Wilma made 
arrangements so that a nearby plot of land could be farmed by people from the 
inner-city, and encouraged the start-up of another farm operated by recent 
immigrants specializing in vegetables that are important in their heritage. The 
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Wiens’s children have taken over the farm operations, and two have started 
their own SET businesses: one operates a bakery that features organic 
sourdough bread with local ingredients, and the other a small-scale free-range 
hog operation.  

In the meanwhile, Dan has returned to international development work, where 
he has helped to raise millions of dollars to promote the kinds of Conservation 
Agriculture (CA) practices he uses on his farm among thousands of the world’s 
poorest 500 million small-scale farmers. CA helps farmers to double their 
agricultural productivity while enhancing the quality of their soil without 
external inputs (e.g., without fertilizers).4 Innovations like CA can be life-
changing: about 70% of the world’s 800 million chronically-malnourished 
people are from rural areas,5 and the negative externalities associated with 
global malnutrition have been estimated to be US$3.5 trillion per year.6  

 
There is a growing consensus that managers in all kinds of organizations must increase 
their awareness of and knowledge about fundamental ecological issues and systems. 
Both businesses and other types of organizations have a significant impact on the 
natural environment, but they also have great opportunities to reduce negative 
externalities and enhance positive externalities. In this chapter, we describe the 
differing assumptions about the natural environment that characterize Financial Bottom 
Line (FBL), Triple Bottom Line (TBL), and Social and Ecological Thought (SET) 
management, and consider their differing approaches to managing ecological well-
being. In doing so, we describe the carbon economy, and then examine management 
issues regarding energy, food systems, and human health. 

 

FOUR KEYS TO MANAGING ECOLOGICAL WELL-BEING: 
APPROACHES, ENERGY, FOOD SYSTEMS, AND HEALTH 

Ecological well-being is evident when the Earth’s natural systems are functioning in a way 
that sustains and enhances the flourishing of human life. Just as the health of human beings 
depends on the proper functioning of various systems (e.g., the cardiovascular system, 
the respiratory system, the gastrointestinal system, and so on), so also the Earth has 
many systems that need to function well in order for the 
planet to sustain human life (e.g., for most of its billions 
of years of history, the conditions on planet Earth would 
not have sustained humankind).7 And just as unhealthy 
behavior can create problems for our bodily systems 
(e.g., smoking cigarettes affects our respiratory system 
and can cause cancer), so also human activities can 

Ecological well-being is 
evident when the Earth’s 
natural systems serve to 
sustain and enhance the 
flourishing of human life. 
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create problems for the earth’s natural systems. Humankind is already exceeding the 
limits of three of nine key planetary systems necessary to sustain ecological well-being.8 
Indeed, scientists are suggesting that the planet is entering a new geological epoch, 
called the Anthropocene, triggered by human activity particularly since 1950.9  

As recently as a decade ago, the natural environment was rarely mentioned in 
management textbooks. Today ecological well-being has become a prominent concern, 
and it is one of the primary goals in both TBL and SET organizations. The natural 

environment is composed of all living and non-living 
things that have not been created by human technology or 
human activity.10 The natural environment provides 
important organizational inputs (e.g., raw materials, 
natural resources, minerals, water, air), but it is also 
used as a place to dispose of organizational waste (e.g., 
pollution, greenhouse gas emissions, etc.).  

Humankind has been using an increasing amount of the Earth’s resources over 
time. This is due not only to a growing global population—from 350 million people in 
1350, to one billion in 1804, to over 7.5 billion today—but also because we have been 
taking greater portions of resources to serve our needs and wants. The idea of an 
ecological footprint—which refers to the amount of the earth’s natural resources that are 
required to sustain a particular lifestyle or activity—is becoming a popular way for 
managers to think about how many natural resources their organizations use.11 
Researchers can estimate how many global hectares—the term used in the ecological 
footprint literature to measure one unit of biocapacity—of natural resources are used by a 
person, an organization, or a nation. A global hectare is calculated using equivalency 
measures based on the planet’s hectares of land for grazing crops, marine and inland 
fisheries, forest land (which provides timber and sequesters CO2 from the atmosphere), 
and so on. Our planet is calculated to have a total of about 12 billion global hectares, or 
about 1.6 global hectares per person.12  

For about 14,000 years until 1820, our average ecological footprint was between 1.2 
to 1.3 global hectares per person. This increased to 1.86 hectares per person in 1950, and 
has stabilized around 2.70 hectares per person since 1970. During the same time, 
humankind’s share of the planet’s total ecological resources has grown from .05% 
12,000 years ago, to 7.7% in 1700, to 12% in 1820, 14% in 1950, 100% in 1970, 125% in 
1990, and 152% in 2008.13 In other words, humankind is today consuming over 150% of 
the Earth’s sustainable biocapacity. Put more simply, we are living beyond the carrying 
capacity of the planet. For example, we are using up nutrients in the croplands and fish 
in the oceans at a greater rate than they are being replenished, and we are putting CO2 
into the atmosphere at a greater rate than it can be taken out. Between 1965 and 2005, 
the increase in ecological footprint increased from about 4.3 to 7.8 global hectares per 
person in high-income countries, increased from 2.0 to 2.2 in middle-income countries, 
and decreased from about 1.2 to 1.0 global hectare per person in low-income countries.14  

A decade ago the 
natural environment was 
rarely mentioned in 
management textbooks. 
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While efforts to become more sustainable can start at the household level, it is 
even more critical that the world’s business organizations become more sustainable. 
Recall that the world’s largest 3,000 corporations create US$2 trillion in negative 
ecological externalities every year. Along the same lines, consider that even if every 
household were to recycle 100% of all the goods that it uses, this would still solve only 
5% of the pollution problem because more than 75% of 
waste in countries like the U.S. is industrial waste.15 
Ecological well-being demands looking at the 
organizations that produce the goods we consume; these 
organizations mine, transport, and transform the raw 
materials that become our smart phones, cars, and soda 
pop cans. 

 

APPROACHES TOWARDS ECOLOGICAL WELL-BEING 
As we described in the first chapter, the three approaches to management conceive of 
the relationship between ecological well-being and social and financial well-being 
differently. FBL management considers economic activity to be separate and 
independent from the natural and social environment. TBL management suggests that 
economic activity is interdependent with the natural and social environments. And the 
SET approach suggests that economic activity is dependent on social and ecological 
well-being.  

FBL approaches to ecological well-being 
FBL organizations tend to use one or more of three approaches or methods to manage 
ecological well-being: unawareness, obstruction, or legal conformity. 

Unawareness. FBL management focuses on information from the financial markets 
to make decisions vis a vis the natural environment. Thus, all things being equal, FBL 
managers source natural resources from regions that offer that lowest financial price, 
and build factories in countries that have the least expensive financial costs associated 
with pollution. In short, FBL management is unaware of, or perhaps purposely ignores, 
issues related to ecological well-being or the carrying capacity of the planet, except 
insofar as these are reflected in financial transactions.  

There are two good reasons that explain why FBL management has historically 
not paid much attention to the ecological environment, and specifically to the negative 
ecological externalities associated with the production of goods and services. First, over 
the course of most of our history, humankind has had a miniscule effect on the planet’s 
natural environment. Second, until recently managers have not been educated to take 
into account the idea of ecological well-being (e.g., many managers are unfamiliar with 
the carbon cycle or land use issues). This is changing with a younger generation of 
managers, but senior leadership is still lagging. In one international study, 67% of 

The largest 3,000 
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managers “strongly agreed” that climate change is real, but only 36% “strongly agreed” 
that the leadership of their firm believed climate change is real.16  

Obstruction. Obstruction is evident when managers are aware of the negative 
ecological externalities created by their organizations, but work against any efforts to 
address them because they fear it will decrease their own, or their organization’s, 
financial well-being. This may sometimes lead to illegal activity and doing whatever it 
takes to prevent knowledge of such behavior from reaching other organizational 
stakeholders and society at large. For example, tobacco companies have withheld data 
that point to the cancer-causing effects of cigarettes.17  

Legal conformity. Legal conformity is a defensive approach used by managers 
who are aware of the negative ecological externalities created by their organizations, 
but do only what is legally required to address them (which includes paying penalties if 
that is less expensive than compliance). Managers adopting this approach exhibit little 
environmental sensitivity. They will insist that their employees behave legally, but they 
put the interests of shareholders first at the expense of other stakeholders and the 
environment. For example, Willamette Industries of Portland, Oregon, agreed to install 
$7.4 million worth of pollution control equipment in its 13 factories to comply with 
Environmental Protection Agency requirements. But the move came only after 
Willamette was fined $11.2 million for violating emissions standards.18  

TBL approaches to ecological well-being  
TBL management tends to exhibit one or more of the following three approaches to 
ecological well-being: respond to customer demand, implement financial cost 
efficiencies, and support self-serving legislation. 

Customer demand. TBL management seeks to respond to the growing demand for 
ecologically-friendly products and services, recognizing that this will enhance the firm’s 

financial performance. For example, a 2015 study shows that 
72% of Millennials are willing to pay extra for goods and 
services from firms committed to positive ecological and 
social practices (up from 55% in 2014).19 Entire industries 
have been created by the desire to be green, from windfarms 
that generate renewable energy, to Community Supported 
Agriculture (see opening case), to consultancies related to 
the Global Reporting Initiative (which works in cooperation 
with the UN Global Compact and helps organizations 
monitor and report their environmental performance). 

Unfortunately, sometimes businesses are tempted to participate in greenwashing 
which refers to using misleading information in order to present a false image of ecological 
responsibility. This has made consumers skeptical and has undermined the green 
movement. People seek to minimize greenwashing via websites like Greenwashing 
Index to rate different products, and by establishing industry-specific third-party 
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organizations to accredit whether a product is ecologically-friendly (e.g., the Marine 
Stewardship Council).20  

Relying on customer demand to drive ecological sustainability can be troublesome 
because customer demand is sometimes fickle. For example, whenever gasoline prices 
go up due to an oil crisis, automobile manufacturers increase their emphasis on fuel-
efficient cars. However, when the prices decline and the market appears ready for 
bigger and less fuel-efficient cars, then the auto industry is quick to invest marketing 
and production dollars in less environmentally-friendly cars and SUV’s. The market 
gets what it wants, even when this does not promote ecological well-being. 

Efficiency. TBL management supports building business cases that show how 
reducing negative ecological externalities can lower an organization’s financial costs 
via, for example, reducing packaging for goods, using LED lighting, and choosing more 
energy-efficient transportation options for the flow of goods. Advanced tools have been 
developed, such as life-cycle assessment (LCA), to identify areas where there could be 
ecological benefits and financial savings in the overall process of how an organization sources 
raw materials, transforms them into new products, sells them to customers, and how they are 
used, maintained and disposed of by consumers. LCA often embraces cradle-to-cradle 
design, which seeks to ensure that the material content of products at the end of their useful 
life can be re-used to make new products, and that new products are made from expired 
products (thereby reducing the new raw materials a firm needs to use). For example, 
Interface Inc. is using tools like LCA to reduce its net ecological footprint to zero (see 
opening case, chapter 14; see also chapter 19).  

Stricter legislation. Sometimes it is in the interests of a TBL firm to support stricter 
government legislation related to green practices, such as when a firm has developed 
green technologies that are better than its competitors’, or when a firm is in danger of 
losing its reputation internationally due to environmentally-unfriendly practices in its 
domestic market. For example, early on in the Trump administration, many Fortune 100 
companies took out advertisements to encourage the U.S. government to remain 
committed to the Paris Climate Accord, even promoting carbon taxes, which would 
create a level playing field and encourage the development of greener technologies.21 
The idea behind green taxes22 is relatively simple:  increase taxes on things that degrade 
the environment (e.g., energy sources that emit carbon into the environment), and 
reduce taxes on other things that you want to encourage (e.g., by reducing payroll taxes 
to help increase employment). Such green taxes could be phased in over a period of 
fifteen or more years to allow for a smooth transition. Green taxes can pay for health-
related and clean-up costs associated with pollution, thereby ensuring that people pay 
for the damage they cause by environmentally-unfriendly activities.23 Some critics 
argue that governments who promote green taxes undermine the international 
competitiveness of their businesses, but proponents respond by noting that green taxes 
can stimulate the development of environmental-friendly technologies that will be in 
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demand in the future. Countries like Denmark, Sweden, the Netherlands, Britain, and 
Germany have been leaders in implementing green taxes.   

SET approaches to ecological well-being 
SET management promotes more proactive, stakeholder-centric and/or place-based 
approaches to enhancing ecological well-being. 

Proactiveness. A proactive approach is evident when, without being prompted by 
a stakeholder or a business case to do so, managers take the initiative to seek 
opportunities to enhance the natural environment. These managers go out of their way 
to initiate contact with and learn about the needs of different stakeholder groups, and 
are willing to use organizational resources to promote the interests of the community 
and the environment. For example, the presidents from some of the most prestigious 
American universities have pledged to make their campuses carbon neutral: “We’re 
saying that sustainability is no longer an elective.”24  

Stakeholder-centrism. A stakeholder-centric approach takes into account customer 
demand, but in addition also listens to other stakeholders, such as neighbors, business 
partners, and special interest groups. This approach acknowledges the need to make 
ecological choices that are reasonable in the eyes of the larger society, without requiring 
a business case to do so. This is evident when businesses install extra equipment to 
minimize noise or chemical pollution, not because it is profitable or they are legally 
required to so, but simply because it is respectful of their community. 

Place-based organizing. For most of its history, humankind has lived in agrarian 
or hunter-gatherer societies. Today many of us live in concrete jungles, and have few 
reminders of the beauty and harshness of the natural environment. This 
disconnectedness from place is celebrated and captured in the FBL idea of a “flat 
world,” where technological advances are said to make geographical and regional 

differences irrelevant.25 Unfortunately, our disregard 
for place has coincided with a rise in negative 
ecological externalities. To counteract this, SET 
management promotes place-based organizing (PBO) 
which is evident when an organization’s ownership, 
productive activities, and resources are grounded in a 
specific geographic location.26 PBO not only enhances 
ecological well-being, it also has locally-beneficial 
social and economic outcomes (see also Chapter 3).  

In terms of enhancing positive ecological externalities, PBO increases the 
likelihood that an organization’s members will care about and care for ecological well-
being (rather than merely exploiting natural resources), become mindful of the integral 
connections between ecological well-being and the organization’s socio-economic well-
being, and put relatively more emphasis on socio-ecological value creation than on 
maximizing financial well-being.27 For example, organic agricultural practices, such as 
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evident in place-based organizations like CSA’s (see opening 
case), provide ten to fifty times more benefits to ecological well-
being (e.g., improve health of soil, remove carbon from 
atmosphere) than industrial agriculture.28 PBO also creates 
positive social externalities by enhancing community, social 
capital, philanthropy and participation in local politics.29 Finally, 
people who are attuned to “place” are kinder, less stressed, and 
have greater overall well-being30 (e.g., research on forest therapy points to physiological 
and psychological benefits to taking walks in a forest vs an urban setting31).  

In terms of reducing negative ecological externalities, PBO reduces the 
outsourcing of pollution from rich to poor countries where environmental standards are 
lower and/or are not enforced.32 PBO can also reduce negative externalities associated 
with long-distance transportation of goods.33 With regard to PBO reducing negative 
social externalities, when consumers purchase goods produced at a local factory, where 
they are more likely to personally know workers, it is less likely to have 
exploitive/sweat shop working conditions. Examples of PBO include CSA’s, farmers’ 
markets that sell local produce and handcrafts, and businesses like the Tall Grass Prairie 
Bakery that offers organic breads made from locally-grown and milled grains.  

 

ENERGY AND THE CARBON ECONOMY 
In order to think effectively about ecological well-being, managers must have at least a 
rudimentary understanding of the carbon economy.34 Carbon has been called “the 
currency of life”35 because of its role in providing energy to plants and animals in the 
food web.36 This is part of the carbon cycle, which in simple terms describes how carbon 
moves back and forth between humans and other animals, the atmosphere, plants and 
other parts of the environment. To understand its importance, it is helpful to use a 
metaphor that compares carbon to a rechargeable battery, where the amount of energy 
a carbon atom has depends on the configuration and number of electrons that orbit its 
nucleus when it combines with other elements. For example, the carbon found in a 
sugar molecule (C6H12O6) is like a fully charged battery. When we consume that sugar, 
and add oxygen from the air we breathe, then the energy stored in the carbon is 
released (in the form of adenosine triphosphate, called ATP) and we get H2O and CO2, 
which can be depicted as follows:37  

C6H12O6 (sugar) + O2 (oxygen) à ATP (Usable Energy) + H2O (water) + CO2  

Returning to our metaphor, the carbon in CO2 is like a discharged battery, and in 
order to recharge it you need to place it into a battery charger and plug it into a source 
of electricity. In the case of CO2, the recharging process is called photosynthesis, where 
plants are akin to battery chargers and the sun is like the energy source.  

Energy from the sun + CO2 + H2O à C6H12O6 + O2 
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In terms of our metaphor, the carbon cycle points to the cyclical processes at work 
in charging and discharging the energy in carbon. Humankind’s output (carbon in CO2) 
becomes an input for plants, and then via photosynthesis the plants’ output (e.g., the re-
charged carbon found in the C6H12O6 of fruits and vegetables) becomes our input. This 
mutually beneficial carbon cycle has worked well for millennia.  

Moreover, other sources of carbon have played a central role in providing energy 
that has enabled the development of civilization as we know it. This started with the 
advent of fire—that is, releasing the energy of carbon stored in wood—which improved 
the efficiency of how we prepared food.  

A major shift started about 12,000 years ago, with the transition from hunting and 
gathering to agriculture. In order to grow crops on the same land season after season, 
the plants need resources from the soil. This is where carbon comes in; it is estimated 
that as much as 50% to 70% of the carbon in cultivated soils has been lost over time,38 
thanks to practices like repeatedly plowing the soil, which releases carbon into the 
atmosphere at the rate of about one tonne of carbon per hectare plowed.39 Over the past 
10,000 years the planet has lost about 16% of the total amount of carbon in the Earth’s 
soil. This amounts to 240 trillion kilograms, which is about one-third of the total of the 
750 to 800 trillion kilograms of carbon stored in the atmosphere today.40 Until about 
1950, more carbon was entering the atmosphere due to changes in land use (e.g., soil 
degradation, deforestation) than due to the burning of fossil fuels.41 However, since 
1950 emissions due to the burning of fossil fuels have doubled, while emissions due to 
changes in land use have stabilized.42 

Another major shift occurred when humankind began to master the ability to use 
fossil fuels to power machinery and usher in the Industrial Revolution. Carbon is the 
central element in the coal, oil, and natural gas that—when combined with oxygen (and 
a spark)—produces the energy we use to power our vehicles, heat our homes, and run 

our electronic gadgets and machinery. Returning to our 
metaphor, fossil fuels are like charged carbon batteries that 
have been deposited in the ground during millions of years of 
pre-human history. Crude oil is about 85% carbon by weight. 
One barrel of oil (about 159 litres and 135 kg) has about 6 
billion joules of energy (about 1.43 billion calories), which is 
the equivalent energy of a human working 12 hours/day, 365 
days/year, for 3.8 years (a healthy person on a treadmill or 

bike can put out enough energy to light a 100-watt bulb for an hour, which is about 
360,000 joules per hour). The average North American uses about 23 barrels of oil per 
year, the equivalent of having 89 virtual slaves working 12 hours/ day 365 days/year.43 
In the same way, one cup of gasoline has the equivalent energy of about 50 hours of 
slave-like labor. It is little wonder that carbon-based energy has contributed so 
dramatically to the development of civilization as we know it.44  
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Unfortunately, our use of fossil fuels is adding more CO2 (discharged carbon) into 
the atmosphere than photosynthesis and other Earth systems can remove. On average, 
burning a barrel of oil emits about 430 kg of CO2 emissions45 (a cup of gasoline emits 
over 0.5 kg).46 Overall, each year there is a net gain of about 14 trillion kg of CO2 in the 
Earth’s atmosphere. As depicted in Figure 4.1, much of this is due to fossil fuels and 
industry, which adds 32 trillion kg of CO2 to the atmosphere each year (prior to 1950, 
fossil fuel emissions added “only” 5 trillion kg of CO2 per year, but by 1990 it was 22 
trillion kg of CO2).47 Land use changes like deforestation are adding another 4 trillion kg 
of CO2 annually. Of these annual emissions of 38 trillion kg of CO2, plants are able to 
remove about 12 trillion kg of CO2 (e.g., via photosynthesis) and oceans remove another 
10 trillion kg of CO2 (mostly thanks to plankton), resulting in the net addition of 14 
trillion kg of CO2 per year.48 As a result of the net increase, atmospheric CO2 levels have 
risen from 280 parts per million to 400 parts per million, whereas 350 parts per million 
is considered sustainable (our planet’s atmospheric CO2 had not been greater than 300 
parts per million for the 650,000 years prior to 1950).49 On an encouraging note, 
humankind’s energy-related CO2 emissions have now stabilized (at about 32 trillion kg 
per year) for the past three years, while global economic growth has been about 9% 
during that time.50 
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Most scientists believe that the increase in carbon in the atmosphere contributes to 
climate change via a process called the greenhouse effect. A greenhouse becomes 
warmer thanks to its roof and walls being made out of a thin layer of clear plastic or 
glass that allows the sun’s rays to come into the greenhouse, but that thin layer also 
makes it difficult for the heat inside to escape. In the same way, the additional CO2 in 
the atmosphere permits the sun’s rays to heat the Earth but makes it more difficult for 
that heat to escape.  

Scientists generally agree that climate change is real (the 10 warmest years since 
1880 have occurred in the last 15 years), and that it is caused by higher greenhouse 
gases (GHG) like CO2 in the atmosphere which have been added by the activities of 
humankind.51 Climate change creates all sorts of problems, such as the melting of polar 
ice caps (about 100 cubic miles of ice melted between 2002-07; between 1980 and 2017 
the total size of the polar ice caps decreased by about 25%, going from 21 million to 16 
square km52), which in turn is increasing water levels (sea level increased about 1.7 mm 
per year from 1870-1994, and has been increasing about 3.2 mm per year from 1995-
2013). Of the world’s 20 mega-cities, 15 are vulnerable to rising sea levels and coastal 
storm surges.53  

Another negative externality associated with more CO2 in the atmosphere is that 
more of it is being absorbed into the oceans, which reduces the pH of the ocean and 
causes acidification,54 as follows:  

CO2 (from atmosphere) + H2O (from ocean) à H2CO3 (carbonic acid) 

The acidity of ocean surface water has increased about 30% since the Industrial 
Revolution. While the ocean’s absorption of CO2 may slow down climate change in the 
short run, unfortunately it may compromise the resilience of plankton and its ability to 
remove carbon in the long-run. This may not seem like a big worry, but plankton 
provide half the food eaten by marine animals and removes a large percentage of the 
carbon from the atmosphere.55 

The FBL approach to energy and the carbon economy 
Proponents of FBL management correctly note that scientists cannot unequivocally 
prove that the additional CO2 in the atmosphere causes climate change which will usher 
in the Anthropocene era and threaten the earth’s systems that support human life as we 
know it. They are also correct to point out that there have been similar fluctuations in 
temperature in the Earth’s distant past. The planet’s systems are very complex and 
seem to be very adaptable to change. For FBL managers who make these points, it 
makes sense to keep using fossil fuels as the source of energy that drives our economy 
because it is the least expensive way (at least in the short-term) to generate high 
organizational profitability. The FBL approach involves little concern about climate 
change, and often obstructs or minimizes standards which are designed to curb the use 
of fossil fuels, and follows only the minimum legal standards.  
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The TBL approach to energy and the carbon economy 
TBL managers seek to develop new products and services that address consumer 
concerns about protecting the environment. For example, given that 31% of GHG 
emissions in the U.S. come from automobiles,56 TBL firms like Tesla have developed 
electric cars that produce zero CO2 emissions when they are driven. However, the 
electricity that powers electric cars is often created using fossil fuels, and the 
manufacture and disposal of batteries in electric cars 
emit more toxicity than cars with an internal 
combustion engine. A recent life cycle assessment—
which takes into account the manufacture, use, and 
disposal of cars—found that the Global Warming 
Potential of electric cars is about 67% of internal 
combustion engine cars (.115 versus .170 kg CO2 
equivalent/km driven), but the Human Toxicity 
Potential of electric cars is about 75% greater (.075 
versus .042 DCB equivalent/km driven).57 

Some firms sell carbon offsets to allow consumers a different way to address the 
CO2 they put into the atmosphere. Thus, rather than reducing their use of fossil fuels, 
consumers can pay someone to plant trees that will take the CO2 they emit out of the 
atmosphere. For example, at Terrapass carbon offsets cost US$5.95 for 1,000 pounds of 
carbon,58 so it would cost about $60 per year to offset the carbon emissions of a typical 
car in a year.59 A 25-year old maple tree absorbs about 3 pounds of CO2 per year, while 
a 25-year old white pine absorbs about 14 pounds per year.60  The average compact car 
emits just over 0.5 pounds of CO2 per mile (the average SUV is double that).61 To absorb 
the CO2 from a typical car in a year takes about 3,333 maple trees or 700 pine trees. 

In terms of increased eco-efficiency, Ford expects a 72% decrease in its use of 
water to manufacture cars by the year 2020 without harming its financial bottom-line.62 
TBL firms like Walmart are rightly praised for converting their transportation systems 
to electric, reducing energy consumption via LED lighting, and reducing heating and 
cooling costs via improved building standards. For example, Elizabeth Sturcken, 
managing director of the Environmental Defense Fund+Business considers Walmart to 
be the leading retail company for sustainability and praises the company for seeking to 
reduce GHG emissions by 18% for 2025.63 However, others point to Walmart’s 
remaining negative externalities (it will still be emitting 82% of its GHG emissions in 
2025) and wonder how much of its efforts to be environmentally responsible are 
greenwashing.64  

Finally, many TBL firms support new taxes and stricter legislation that support 
non-carbon energy, recognizing that this might boost subsequent business 
opportunities in green innovation.65 TBL management is particularly interested in 
developing new technologies that address consumer demands and create ecologically-
friendly efficiencies. This includes investment in non-fossil fuel-based technologies like 

The Global Warming 
Potential of electric cars 
is 67% that of internal 
combustion engine cars, 
but the Human Toxicity 
Potential of electric cars 
is 75% greater. 
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wind turbines and solar power panels. Other more future-oriented technologies to 
remove carbon from the atmosphere include: shooting dust into the upper atmosphere 
to scatter sunlight away from the earth; reflecting sunlight away from earth by sending 
a fleet of 55,000 mirrors into space; and pumping liquid carbon dioxide deep into the 
oceans.66  

The SET approach to energy and the carbon economy 
SET managers take a more radical approach to ecological well-being. First, SET 
management promotes a proactive change, illustrated by the provision of bikes and car-
sharing services in cities like Copenhagen, Denmark, where young adults exert peer 

pressure on others to not purchase a car. In contrast, 
consider the fact that about half of all Americans live 
within 8 kilometers of their work, yet only 10% walk or 
use a bike or public transit (versus 50% in Europe).67 
Driving in the U.S. produces an average of 11 kilograms 
of CO2 per person per day, and the manufacture of cars 
produces about one-third of their total environmental 
damage (manufacturing one car creates about 26 tonnes 
of waste and 900 million cubic meters of polluted air). 
When all the time associated with owning a car is taken 
into account (i.e., the hours we spend working to pay for 

the car, to maintain it, to drive it, and so on), and compared to the total distance we 
drive, then our average travel speed is about 8 km/hour (the pace of a brisk walk). 
Perhaps the time has come to invest in bikes and pedal-powered cars such as 
velomobiles (the current land speed record for a pedal-powered car is about 130 
km/hour, and an average cyclist can easily maintain a speed of 30 km/hour). Maybe 
many of us should be driving two-seater pedal-powered cars such as the Elf, which can 
be boosted by a small electric motor; it is manufactured by Organic Transit.68 While 
cycling may be less convenient than driving, it enhances positive externalities (e.g., 
improved personal fitness and health) and reduces negative externalities (e.g., lower 
GHG emissions, lower health care costs).  

Second, SET managers listen to and empower a wider variety of stakeholders, in 
some cases ensuring that the natural environment itself is given a symbolic seat at the 
decision-making table. The merits of this approach may be more observable in 
organizations that operate in countries like Norway, where environmental rights are 
entrenched in its constitution. Organizations operating according to stricter 
environmental protection and performance standards tend to have smaller ecological 
footprints. For example, Norway has reduced its air pollution ten times more quickly 
than countries like Canada.69  

Finally, SET management promotes a more place-based and less consumeristic 
lifestyle. Instead of assuming that more stuff is better, it assumes that having enough 

When we take into 
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travel speed is about 8 
km/hour (5 mph).  



 75 

stuff is better, and it promotes businesses and industries aligned with a simpler 
lifestyle. For example, consider the emerging slow fashion movement. Recall that 
Americans purchase nearly 20 billion garments each year (about 68 garments and 7 
pairs of shoes per person), of which 98% are imported (vs. 50% in 1990). What if 
Americans purchased only 7 billion garments per year, with each costing three times as 
much, but 98% were locally-made? Think of the reductions in negative externalities 
associated with transportation and poor overseas working conditions, and think of the 
benefits to the local economy via the local multiplier effect.70 (But also think of the jobs 
that overseas workers would lose, and the reduced choice of products that would face 
domestic consumers.) SET management is consistent with clothing stores that source at 
least 90% of the products they sell from within 100 miles of their location, and support 
sustainable practices. Such stores support local designers and manufacturers who focus 
on local needs and aesthetics. Aspects of this approach are already evident in places like 
Toronto, in companies like Skinny Sweats.71 Local garments can be made from recycled 
or natural fabrics (e.g., locally grown hemp), and focus on “slow fashion”—that is, high 
quality products that are designed to last, to be timeless, and amenable to mixing and 
matching—rather than “fast fashion” (aka “throw-away”). The sticker price on slow 
fashion products would likely be higher, but the hidden price would be much lower.72 
Products would have a longer useful life, and garment workers would be paid a living 
wage.73  

 

MANAGEMENT AND FOOD SYSTEMS 
Food systems are essential for humans to survive and to flourish, and farms have long 
been (and still are) by far the most common type of organization on the planet. 
Presently the world has about 500 million small-scale farms (smaller than 2 hectares/5 
acres), which involve about 2.7 billion people.74 Food systems are important for our 
physical well-being, and also have a large effect on the planet’s ecological well-being. 

Humankind has taken over many of the planet’s natural resources for its own 
purposes, including to feed itself. We now use about 25% of the Earth’s total net 
primary production of natural vegetation, double what we used a century ago.75 For 
much of this we can thank industrial agriculture, with its emphasis on technologies like 
large-scale operations and machinery, plant breeding, fertilizers, and pesticides.76 
Although modern industrial agriculture seems to be very efficient—for example, in 
Canada and the U.S. only about 3% of the population is involved in growing food—it 
has actually become increasingly energy-inefficient because of its heavy reliance on 
carbon-based inputs (e.g., fertilizers need to be mined, transported, and applied with 
machinery). In pre-industrial Wiltshire, England, the ratio between energy inputs and 
energy outputs in agriculture was about 1:14 (that is, 1 calorie of manual labor plus 
animal energy inputs yielded 14 calories of food energy outputs), but by 1971 that ratio 
was 1:2.1,77 and today the overall average for industrial agriculture is at best 1:1,78 and 



 76 

often times 7:1 or 10:1.79 In short, a lot of calories (much of it fossil fuel energy) are 
embedded in the machinery and inputs like fertilizer that enable industrial agriculture 
to be so productive. Meanwhile, the average ratio in agrarian societies is 1:5 or better, 
making them much more energy efficient.80  

Earth has about 3.2 billion hectares of arable land, of which only 1.3 billion are 
moderately or highly productive; the remaining 1.9 billion hectares serve as permanent 
pasture, forest, or woodland.81 Standard agriculture practices deplete the carbon and 
nutrients in the soil so that, for example, the planet may have irreversibly lost more 
productive land over the past 10,000 years than is currently under agriculture 
production.82 The three biggest crops in the world—corn, wheat, and rice—together use 
about 540 million hectares of land83 and represent about half of all the calories 
humankind consumes worldwide.84 Corn: 

• is native to central America (“maize” means “sacred mother” or “giver of life”). 

• is about 45% carbon and is found in hundreds of foods, especially as sweeteners 
(perhaps 50% of the carbon in our body comes from corn).85  

• uses far more fertilizers, herbicides, and insecticides than any other crop in the 
U.S., making corn the country’s largest contributor to water pollution.86 The 
negative externalities associated with nitrogen fertilizers used to grow corn are 
greater than the total market value of the corn produced for grain ($75 billion).87 
An additional $70 billion of negative externalities are related to U.S. healthcare 
costs related to high fructose corn syrup.88 

• is used for producing ethanol, even though the process of growing and 
producing corn ethanol uses up almost as much energy as the ethanol produces.89  

In addition to using much of the Earth’s plant life, humankind is also dominating 
the animal kingdom. Today, Earth is home to about 19 billion chickens, 1.4 billion cattle, 
1 billion sheep, and 1 billion pigs.90 This leaves fewer natural resources and less room 
for other animals; for example, between 1970 and 2012 the world’s wildlife populations 
declined by an average of 58%.91 Cattle and sheep are important to the food system 

because they are ruminants, which means that they can eat 
grass and convert it into food (meat) for humankind. 
Grasses cover about 70% of the world’s total land surface, 
and cattle and sheep can improve the quality of the soil 
(with their manure, by aerating the soil with their hooves, 
and by eating the grass on the surface while permitting 
deep-rooted grass to sequester carbon from the 

atmosphere).92 However, most cattle in the U.S. find their way to Concentrated 
Agricultural Feeding Operations (CAFOs), where an average cow consumes about 800 
kg of corn (about 50 bushels) before it is slaughtered. One study found that 93% of the 
tissue in a typical hamburger patty is derived from corn.93 In the U.S. alone, about 3.5 

Earth is home to:  
19 billion chickens,  
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million hectares (35,000 square kilometers) of land planted in corn are required to feed 
all the cattle.  

Ruminants also produce methane gas (CH4), and account for almost half of all the 
GHG emissions caused by agricultural production (agriculture emits slightly more 
global GHG emissions than transportation).94 It has been estimated that one cow 
produces about as much GHG per year as driving a car, and that one kilogram of beef is 
the equivalent to driving about 250 kilometers (by way of comparison, a kilogram of 
lamb = driving 125 km, pork = 45 km, and chicken = 33 km).95  Another study estimates 
that the $250 billion American beef industry creates $412.5 billion in negative 
externalities (i.e., $1.00 of revenue in this industry creates $1.65 in negative 
externalities).96  

Perhaps the greatest danger modern agricultural poses to 
the planet’s ecological well-being is in the loss of biodiversity, 
which is approaching rates associated with the planet’s previous 
mass extinctions, lending support to the argument that we are 
entering the Anthropocene era.97 Today about 75% of the 
world’s food comes from 5 species of animals and 12 plants. This 
increase in monoculture demands large volumes of external inputs98 that further 
negatively impact wildlife.99 Just as the human body is a complex series of diverse 
interrelated biological systems, organs, and microorganisms that need to work together 
in harmony to facilitate our well-being, so also the earth’s systems and subsystems 
require biodiversity to remain resilient and allow humankind to flourish.100  

The decline in biodiversity is partly attributable to the concentration of corporate 
power in industrial agriculture, which decreases variety.101 For example, 65% of all 
agricultural land is farmed by the largest 1% of farms (larger than 50 hectares), with 
mid-size farms (3-49 hectares, 15% of all farms) using another 23% of the land.102 The 
largest seed producer (Monsanto) controls 35% of the market, with the next 6 largest 
firms controlling another 30%. The largest fertilizer producer (Mosaic) controls 40% of 
that market, with the next seven largest competitors controlling another 25%. The four 
largest pesticide producers control 50% of the global market.103 There are similar 
concentrations of power among the four largest firms that purchase farm products and 
process them into the foods we eat, and among the supermarkets and hypermarkets 
where consumers purchase 45% of their groceries.104 

If all the negative ecological externalities were added to the price of food produced 
via industrial agriculture practices, then the price of food could easily double. This 
would mean, for example, that on average food would represent 20% of the net income 
of an American, rather than the current 10%.105 However, even at 20%, this is much 
lower than it is for most of the world. Adding ecological externalities to the price of 
food would encourage everyone to rethink common practices in the entire food system. 
For example, suppose low-input sustainable agronomic practices grow 25% less food 
per hectare than industrial agriculture, but they reduce negative externalities by more 
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than 50% (e.g., recall that industrial agriculture is relatively energy-inefficient and 
contributes at least ten times less to the soil and ecosystems). In this case, a business 
case would favor organic rather than industrial agriculture. 

Moreover, doubling food prices might help to solve another serious problem 
associated with the food system: food waste. The world produces about 4,600 calories of 
food per person per day, about half of which are wasted (e.g., perhaps because it is not 
harvested properly, it is disfigured, or because of lack of adequate storage facilities or 
damage during transport). In countries like the U.S., Canada, Australia, and New 
Zealand, about 25% of the food that people purchase and take home from grocery stores 
is wasted (e.g., thrown out due to spoilage, leftovers), and another 15% is wasted 
between the farm and grocery store.106 An estimated 8% of the world’s GHG emissions 
come from food loss and waste production.107 A 30% reduction of food waste at the 
consumer level could reduce the need for 100 million acres of cropland by the year 
2030.108 Maybe if people paid the real price for food, they would be less inclined to 
waste it. Maybe we could change incentive structures for businesses that currently 
profit from consumers who throw out food and thus purchase more.  

FBL management and food systems 
FBL management has little concern for the negative ecological externalities associated 
with producing and transporting food, and often seeks to hide them from view. For 
example, it is not unusual for agribusinesses that run Concentrated Agricultural 
Feeding Operations (CAFOs)—85% of U.S. meat is controlled by just four businesses—
to bar journalists and documentary producers from coming to their CAFO and showing 
the general public what goes on inside.109 CAFOs have been associated with air and 
water pollution, improper care for animals, and high energy use.110 FBL organizations 
argue that it is the responsibility of government agencies to regulate food systems, and 
conventional large agribusinesses support and benefit from regulations that provide 
them with relative competitive advantages.111 For example, new laws in the U.S. will 
require each farm to have each crop individually-certified to comply with food safety 
regulations. This creates a strong financial disincentive for small farms to plant a variety 
of crops (even though planting a variety of crops is a healthy agronomic practice).112  

TBL management and food systems 
TBL management is sensitive to the increasing consumer demand for foods that are 
perceived to be more ecologically responsible or healthier. For example, in the 1980s 
“grassfed beef” was considered a second-rate, low-cost alternative to “corn-fed beef” 
(which is a fattier and tastier beef), but within 15 years an active consumer movement 
coupled with enterprising entrepreneurs had transformed grassfed beef into a product 
that demanded a premium price.113 Today the organic food industry is worth about $40 
billion per year in the U.S.114 Grocers like Whole Foods have become successful thanks 
to their early-mover advantage in offering the sorts of products that environmentally-
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aware consumers are demanding. More recently, giant grocers like Walmart and Costco 
have adapted to the market and become leaders in selling organic produce.  

The TBL approach encourages efficiency where firms in the industry reduce food 
waste by, for example, training staff, measuring waste, changing packaging, and 
improving the management of inventory. Most firms save $14 for every dollar they 
invest in such initiatives.115 Similarly, for every dollar invested to educate consumers 
about food waste, the household saves $84.116  

TBL agribusinesses support the kinds of regulations that provide them with 
relative competitive advantages. For example, the Organic Foods Production Act 
(OFPA) created a national standard to certify organic food. When the Act was under 
consideration, there was a struggle between small-scale place-based producers and 
large multinational corporations (MNCs). MNCs, who see this as yet another market to 
develop and conquer, lobby for standards that permit the inclusion of synthetic 
ingredients into what is labeled organic.117 Such regulations favor large-scale 
monocultural producers, and often create competitive disadvantages for small-scale 
polycultural farms who practice a less synthetic approach to organic agriculture.  

SET management and food systems 
SET management encourages the proactive adoption of practices that enhance 
ecological well-being because this is the right thing to do, even if there is not yet a 
demand for it. This includes farmers like Dan and Wilma Wiens who offered 
organically grown vegetables before consumers at their farmers’ market were asking for 
it, and cattle farmers who were raising grassfed beef because it was good for the land.118  

In addition, SET management also encourages working alongside cutting-edge 
ecologically-minded stakeholders. With its emphasis on PBO, a SET approach is 
particularly attuned to locavores, which refers to people “whose diet consists only or 
principally of locally grown or produced food” (the 2007 Oxford American Dictionary’s 
Word of the Year).119 This is in contrast to FBL and TBL food 
systems in places like the U.S., where the average forkful of food 
has travelled over 1,500 kilometers. The SET approach is 
particularly attuned to organic locavores. Recall that place-based 
organic agricultural practices create positive ecological 
externalities (between $460 and $5,240 per hectare) that are about 
30 times greater than practices associated with industrial 
agriculture ($50 to $124 per hectare).120  

There is a difference in consuming organic carrots or grassfed beef that were 
grown at a locally-owned farm, rather than imported from a large-scale agricultural 
operation that is 1,500 kilometers away. Not only do the carrots travel less far, but there 
is a difference in the transaction of purchasing/selling the food when it is 
grown/consumed by someone from your own community. The food is no longer a 
mere commodity; it is imbued with a sense of connectedness to place and people. 
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A  SET approach is evident in the fast-growing Slow Food movement that presents 
a clear alternative to conventional FBL and TBL industrial agriculture approaches to 
processed and fast food.121 Slow Food supports local organically grown food where 
producers earn a fair price for the fruits of their labor. Again, food is more than merely 
a commodity; its production and consumption are intrinsically related to ecological and 
social well-being.122 Slow Food promotes food that is grown using ecologically-sound 
agronomic practices that promote biodiversity and is consumed in healthier (less 
processed) forms in fellowship with others.123  

 

MANAGEMENT AND PHYSICAL HEALTH  
Human physical health is a third key component of ecological well-being. With some 
exceptions, the average life and health of humankind has been increasing over the 
millennia. One notable exception was the advent of the first agricultural revolution 
about 12,000 years ago, which was associated with a period of decreased nutrition, 
stunted growth, and weakened bones as humankind’s nutrient diversity declined, 
especially among agricultural societies versus hunter/gatherers.124 However, after a 
while overall health improved thanks to advantages brought by the physical security 
associated with settled living achieved by agriculture.125 A second notable exception 
was the advent of the Industrial Revolution in Britain, which was initially associated 
with decreased human health, life, and survival, especially in industrial cities versus the 
surrounding countryside. 126 Health eventually improved thanks to improved yields in 
agriculture, transport and storage,127 and discoveries in the medical sciences.  

Despite continued improvements in health care and pharmaceuticals up to the 
present time, there are signs that negative externalities associated with our modern 
lifestyles may be starting to catch up with us, especially since the 1950s and the start of 
the Anthropocene. 128 For example, obesity is now a bigger global health crisis than 
hunger,129 partly because people are less physically active than they have been in the 
past, and because businesses seek to maximize sales by offering tasty food, even if it is 
often calorie-rich and not particularly healthy. Obesity costs the U.S. about $660 billion 
a year, and diabetes and cardiovascular disease cost another $545 billion.130 

The increased use of fossil fuels since the 1950s has contributed not only to 
concerns about climate change, but also to concerns about its negative effects on health. 

Reducing the use of fossil fuels would decrease 
emissions of nitrogen oxides, sulfur dioxide, ammonia, 
and other volatile organic compounds that have 
serious negative effects on human health. Over 90% of 
the world lives in places that do not meet the air 
quality guidelines of the World Health Organization, 
and about one of every eight deaths around the world 
are a result of air pollution.131 Asthma and allergy rates 

Halving the use of fossil 
fuels (and using costlier 
renewable energy 
instead) would have the 
net effect of saving 
Canadians $10 billion. 



 81 

have more than doubled in the U.S. over the past decades, so that today almost 10% of 
children have allergies.132 If we could reduce fossil fuel use by half, we could reduce 
negative externalities by as much as US$1.2 trillion per year and up to $4.2 trillion by 
2030, much of which would be thanks to reduced air pollution. The money saved would 
be more than enough to increase by fifteenfold the availability of renewable sources of 
energy.133 For example, it would cost Canadians about $5 billion if they were to reduce 
by half their use of fossil fuels and replace them with more expensive renewable 
energy. However, Canadians would save about $15 billion by doing so, thanks to 
reduced negative externalities (especially costs associated with pollution).134 Thus, 
halving the use of fossil fuels would have the net effect of saving Canadians about $10 
billion (but, because of the way GDP is calculated, halving the use of fossil fuels would 
decrease Canada’s GDP by $10 billion).  

FBL management and physical health 
From an FBL perspective, the responsibility of business is to maximize profits, and it is 
the responsibility of government and other stakeholders with the necessary expertise to 
pass and enforce legislation that ensures human health and ecological well-being. Thus, 
FBL organizations tend to ignore (non-legislated) health related issues, unless dong so 
hurts an organization’s financial bottom line. And the costs can be significant, as 
illustrated by the fact that 2.3 million people around the world die each year from work-
related injuries, illnesses, and accidents.135 Moreover, an FBL approach encourages 
businesses to pursue profitable activities, even if there are known significant health 
problems. For example, even though smoking cigarettes is known to cause cancer, the 
FBL approach encourages selling cigarettes if doing so is profitable for a firm and 
within the law. Consistent with this, cigarette manufacturers have been profitably 
selling their addictive products, even though they cause 3 of 10 cancer deaths in the 
U.S.136 Cigarette manufacturers have been accused of obstructing the ability of 
consumers and others to access research that demonstrates the extent of tobacco’s harm 
to human health.137  

Another example comes from the food industry, where research suggests that the 
pesticide chlorpyrifos causes brain damage, and scientists at the U.S. Environmental 
Protection Agency concluded that it should be banned. However, lawyers representing 
pesticide manufacturers like Dow have lobbied federal agencies to ignore the science 
that shows the negative effects of chlorpyrifos,138 and today it remains in wide use on 
crops such as strawberries, oranges, apples and broccoli.  

TBL management and physical health 
TBL management responds to consumer interests to enhance physical health where it 
can profitably do so. For example, McDonald’s knows that younger customers want 
healthier food options with fresh ingredients, and has pledged to remove by 2018 
antibiotics from its chicken products that are important to medicine used by humans.139 
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McDonald’s has also been working to develop (self-serving) standards regarding what 
is sustainable beef.140 Finally, McDonald’s has been lauded for reducing GHG emissions 
and pollution when it changed the dimpling pattern on its napkins. This meant that it 
could fit 25% more napkins in a box, and that helps to reduce resources to manufacture  
boxes and transportation costs and fossil fuel emissions.141 However, the highly 
processed foods that McDonald’s serves have been linked to obesity and diabetes.142 
There are also many negative externalities related to the industrial beef industry, 
including its reliance on antibiotics and growth hormones, and the consumption of 
about 3.5 million hectares143 of U.S.-grown ecologically-demanding corn.144  

SET management and physical health 
SET supports three key things people can do to improve their physical health while 
simultaneously enhancing ecological well-being. First, our physical well-being can be 
improved by becoming more active and, in particular, by using our own energy instead 
of carbon-based fuels to get around. This means walking or cycling to places where we 
might normally drive, which would reduce GHG emissions and air pollution. SET 
organizations facilitate active lifestyles by installing places for employees to park their 
bikes and take a shower, by developing and promoting products that encourage 
physical activity (e.g., pedal-powered velomobiles and local courier services that use 
bikes), and by redesigning neighborhoods and cities to include local grocery stores and 
trails that promote walking and cycling. 

Second, our physical well-being can be improved by improving our diet.145 This is 
consistent with the Slow Food movement and includes eating less processed food 
(especially refined sugars and fats), eating more fruits and vegetables, and eating 
organically-grown food in order to reduce our intake of chemicals like chlorpyrifos. Life 
cycle assessments show that eating more plants and less meat is healthier for our bodies 

and for the planet146 (e.g., a vegan diet could reduce 
agriculture-based GHG emissions by 50%, and land 
use by 45%147). The SET approach also promotes the 
start-up of place-based organic restaurants, bakeries, 
and grocery stores, making it easy and convenient 
for people to eat healthier food. 

Third, people can improve their health by avoiding illness-causing activities and 
stimuli. In this regard SET promotes the precautionary principle that states that before 
anyone undertakes on action that has a reasonable risk of harming others or the environment, 
that person must demonstrate that the action is not harmful. It is insufficient to engage in 
such actions on the basis that there is no evidence that proves them to be harmful.148 
While adoption of the precautionary principle may slow the pace of some innovation, it 
may encourage people to become more innovative with proven technologies. For 
example, from a SET perspective, chlorpyrifos should not be used. Nor, for that matter, 
should many other biocides, pesticides, endocrine disruptors, and heavy metals.149 Only 
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1% of the 84,000 chemicals that people come into contact with every day have ever been 
tested. The precautionary principle is especially important in light of research that 
suggests that exposure to chemicals has a negative effect on children’s IQ.150 Indigenous 
people are leaders in modeling the precautionary principle. For example, the Iroquois 
Nation is known for “the seven generations rule” which requires decision-makers to 
take into account the effects of their decision seven generations into the future. The 
principle is also evident in contemporary decisions being made by American 
Indigenous people about sustainable energy.151  

 

IMPLICATIONS FOR ENTREPRENEURSHIP  
Finding inventive ways to draw resources from the natural environment to meet our 
needs has been a preoccupation of humankind in the hunting and gathering era, in the 
first agricultural revolution, and in the modern industrial era. What has changed is that 
we, as a species, have grown in size and technological know-how so that today we are 
transforming the natural environment to such an extent that we are in danger of 
ushering in the Anthropocene. A changing environment with increasing emphasis on 
ecological well-being enhances opportunities for TBL and SET entrepreneurs, but places 
FBL entrepreneurs at a relative disadvantage.152 Entrepreneurs can accelerate, reduce, 
or reverse negative ecological externalities, depending on the decisions they make.  
 

FBL ENTREPRENEURSHIP AND ECOLOGICAL WELL-BEING 
FBL entrepreneurs feel free to use natural resources in ways that maximize financial 
well-being without taking negative ecological externalities into account because they 
see the latter as the job for governments and others. FBL intrapreneurial opportunities 
are evident when firms export their GHG and pollution-causing activities to overseas 
countries that have lower emission standards (or where standards are not enforced).153 
One estimate suggests that 100,000 people from China die 
each year due to pollution that comes from 
manufacturing goods for Europe and the U.S.154  The FBL 
approach is also evident when recycling the world’s 
electronic waste—such as old computers—is done by 
small-scale entrepreneurs in countries like India, which 
have lax enforcement and where toxic chemicals enter the 
atmosphere, the soil, and unprotected workers.155  

Perhaps the best contemporary example of FBL entrepreneurship comes from the 
oil sands156 of Alberta, Canada, a country with a long history of entrepreneurs who 
have exploited its rich natural environment to create economic opportunities.157  

Calgary, Alberta is a veritable entrepreneurial community, with 12% of the city self-
employed (the highest in the country). About two-thirds of its entrepreneurship is 

In China about 100,000 
people die each year 
due to pollution caused 
by manufacturing goods 
for Europe and the USA. 
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related to the energy industry. The entrepreneurial culture here has been described as 
one of “wealth creation,” with 42% of entrepreneurs looking to “maximize their short-
term personal profit rather than long-term sustainability.”158 In 2014, $34 billion was 
invested in Alberta’s oil sands, which directly and indirectly helped to create 400,000 
jobs.159 

While there is a lot of money to be made, the oil sands have been called “the most 
destructive project on Earth” by Environmental Defense, a Canadian NGO, and “the 
most toxic fossil fuel on the planet” by the Sierra Club, a U.S.-based NGO.160 The 
negative ecological externalities associated with extracting a barrel of oil from Alberta’s 
bitumen (which is like a mixture of tar and sand) are higher than for other sources of 
oil. GHG emissions from extracting and upgrading bitumen are about 4 times higher 
than for conventional crude oil.161 This has contributed to a long debate about whether 
pipelines should be built to connect the oil sands to the U.S. and other markets.  

 
TBL ENTREPRENEURSHIP AND ECOLOGICAL WELL-BEING 
TBL entrepreneurs seek profitable opportunities to respond to increased consumer 
demand for ecologically friendlier goods and services. For example, Suncor and other 
TBL businesses in the Alberta oil sands are working to reduce GHG emissions into the 
atmosphere by developing new technologies in carbon capture and storage. Other 
energy companies like Solar City, which is owned by Tesla, are working to reduce our 
dependence of GHG emitting fossil fuels.   

Consider also the opportunities in the food industry, as people have become more 
aware of and concerned about the negative externalities of conventionally-raised meat. 
In 2015, about 33% of Americans reported that they were cutting back on meat.162  Some 
entrepreneurs are promoting ecologically-friendlier meat alternatives, including 3D 
printed meat163 and producing synthetic meat grown in a lab.164 Pat Brown, CEO of 
“Impossible Foods”—which is creating meat-like products from plants—implores 
venture capitalists to hire scientists, “do the math,” and fund more ecologically-
responsible start-ups.165 Entrepreneurs in the fast food industry have also taken notice, 
with vegetables becoming increasingly prominent on the menus of newer businesses 
like By CHLOE and Freshii, and in more established firms like Taco Bell.166 Freshii—
whose mantra is “Let’s be good to the Earth”—started in 2005 and had over 300 
locations worldwide by 2017. It was inspired when founder Matthew Corrin visited 
local “mom and pop” delis in New York City that featured fresh food.167 

TBL entrepreneurs are adept at using messaging and marketing to profitably 
manage and shape markets to serve their financial interests. For example, sales of 
vegetable dishes in a university cafeteria increased by 25% when they were given 
exciting names like “dynamite beets,” “sizzlin’ beans,” and “twisted citrus-glazed 
carrots.”168 Another example comes from the tobacco industry where, when cigarettes 
were deemed unhealthy for both smokers and for people affected by second-hand 
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smoke, intrapreneurial cigarette manufacturers like Philip Morris introduced and 
promoted new “healthier” filter and low-tar cigarettes. A third example comes from the 
bottled beverage industry, where firms cooperate to shape public opinion in their 
favor.169 Keep America Beautiful (KAB)—a TBL organization associated with the 
promotion of sustainability—was created in 1953 by a group of companies that 
produced and sold disposable beverage containers. KAB coined the term “litterbug” 
and worked hard to create the perception that pollution should be addressed at the 
consumer level, rather than by reducing the number of disposable beverage containers 
being manufactured and sold.  

When Pepsi-Co’s “Naked Juice” became the first national brand to use a plastic 
bottle made from 100% post-consumer recycled polyethylene—an example of intra-
preneurship—it launched a program where it would donate up to 5 cents per bottle to 
KAB.170 While the TBL optics are positive, we should not overlook the fact that 86% of 
the 60 million plastic bottles used in the U.S. every day end 
up in landfills, where they can take up to 700 years to 
decompose. The energy used every year to manufacture, 
transport, and then dispose of these plastic bottles 
amounts to the equivalent of about 16 million barrels of 
oil, which is enough fossil fuel to drive more than 100,000 
cars for a year.171   

 

SET ENTREPRENEURSHIP AND ECOLOGICAL WELL-BEING 
The SET approach recognizes that if humankind is to survive as a species, we need to 
ensure that we respect and work within the nine planetary boundaries that define our 
sustainable ecological niche.172 Among other things, this means changing the way we 
produce goods and services so that we remove carbon from the atmosphere and return 
it to the soil, rather than vice versa. This SET approach is evident in the opening case, 
where Dan Wiens promoted innovations like Conservation Agriculture (CA) among 
thousands of the world’s 500 million small-scale farms. CA not only minimizes negative 
externalities by reducing farm inputs such as fertilizer, it also enhances ecological well-
being by removing from the atmosphere one-third of a ton of carbon and adding it into 
each hectare of soil farmed,173 and by providing healthier foods for consumers.174 Small-
scale farmers in low-income countries could significantly boost their overall well-being 
if they were paid carbon credits for using CA to sequester carbon from the atmosphere 
into the soil. This is the opposite of charging a carbon tax for activities that release 
carbon into the atmosphere.  

Other examples where glimpses of SET entrepreneurship is evident include local 
farmers’ markets, grocers like Erin Crampton (who offers shelf-space for local 
entrepreneurs who bring healthier food choices to her store, Crampton’s Market), wind 
farms that provide a source of renewable energy to replace fossil fuels, and courier 

Of the 60 million plastic 
bottles used in the U.S. 
every day, 86% end up 
in landfills. 
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companies who use bikes instead of cars (thereby reducing GHG and pollution, and 
enhancing physical fitness of employees). SET ideas are also evident in the work of 
entrepreneurs who promote the use of chicken feathers to insulate homes 
(FeatherFill175), start-ups who sell products like CityTree (think of a green cube that is 4 
meters wide, 3 meters tall, and 2 meters deep, filled with moss) that reduce air pollution 
by the same amount as 275 regular trees,176 and entrepreneurs who are making shoes 
using algae that pollutes lakes.177  

 
CHAPTER SUMMARY 

1. As a result of economic activity and the proliferation of fossil fuel based technologies, 
many scientists believe that humankind is now living beyond the bio-capacity of the 
planet, and the Earth’s systems supporting ecological well-being are in jeopardy.  

2. Carbon has long been the key currency of how humans produce goods and services. 
Carbon provides the energy that fuels our machines, our food systems, and our bodies. 
Unfortunately, the carbon we use in fossil fuels and draw from agricultural soils has 
entered the atmosphere at rates that photosynthesis in plants and the ocean’s plankton 
cannot keep up with, upsetting the balance in the carbon cycle that has been in place for 
millennia. In addition, the scale of humankind’s use of plant and animal life is reducing 
biodiversity, which decreases planetary resilience and has created Anthropocentric 
extinction levels. Pollutants from fossil fuels and the consumption of profitable (but 
unhealthy) foods are threatening human health.  

3. There are three basic approaches to managing ecological well-being: 

i) FBL managers are unaware of or deny negative ecological externalities, obstruct 
stakeholders who seek to monitor their ecological externalities, and meet the lowest 
legal standards in terms of ecological regulation. 

ii) TBL managers are responsive to consumer demand for products and services that 
create fewer negative ecological externalities in a profitable way, seek to use natural 
resources more efficiently and thus more cost-effectively, and seek regulations that 
are favorable to their business interests. 

iii) SET managers seek to enhance ecological well-being via proactive, stakeholder-
centric, and place-based organizing. 

4. A changing environment with increasing emphasis on ecological well-being enhances 
opportunities for TBL and SET entrepreneurship, and places FBL entrepreneurs at a 
relative disadvantage. 
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QUESTIONS FOR REFLECTION AND DISCUSSION 
1. Do you think human-caused climate change is real? Do you think humankind needs 
to reduce its use of carbon-based fuels? Do you think we need to address negative 
externalities in our industrial food systems? What sort of evidence would convince you 
that transformational change is, or is not, needed for each of these three issues? 

2. How important is it for managers to acquire a basic understanding of how the earth’s 
ecological systems work (e.g., the carbon cycle)? Should business schools require 
students to take courses in environmental studies, or is it already challenging enough 
for management students to learn about accounting, marketing, and finance? What are 
the dangers of business leaders being unaware of how ecological systems work? 

3. Can you imagine a lifestyle where you reduce by 50% the fossil fuels you consume by 
doing things like eating more organically-grown food, halving your food waste, 
purchasing half as many clothes as you do now, reducing by half the trips you take in a 
car, living in a home with half as much space per person, and so on? What would be the 
most difficult changes for you to make, and why? What would be the easiest changes to 
make, and why? Can you think of any entrepreneurial opportunities that would make 
such changes more compelling and easier for others?  

4. Would you shop at a clothing store or restaurant that sources at least 90% of its inputs 
from within 100 miles of where it is located? Why or why not? 

5. List the five most significant ecological challenges you think are facing humankind 
over the next thirty years (they need not be mentioned in this chapter). Briefly indicate 
the evidence you used to reach your conclusion. Then identify at least five things you 
could do in your career to address at least one of the challenges. How important are 
entrepreneurial skills to implementing your list?  

6. What is the precautionary principle? Do you think it is reasonable for businesses to be 
bound by it? Explain your reasoning. 

7. Discuss the advantages and disadvantages of place-based organizing. On balance, is 
it a good idea? 

8. The previous chapter compared acquisitive versus sustenance economics, and 
documentational versus relational capitalism. Do you think that either form of 
economics or capitalism is more likely to improve (or worsen) ecological well-being? 
Explain your reasoning. What are the implications for your career? 

9. Of all the ecological issues listed in this chapter, which one(s) do you feel most 
interested in addressing? Can you think of any entrepreneurial ideas for how they 
might be addressed? Develop a list of 5 ideas for a new start-up organization that 
addresses the ecological challenges facing humankind. Make sure at least one of your 
ideas is based on a SET approach.   
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PREVIEW AND SUMMARY OF CHAPTER 5 

 FBL TBL SET 
Meaning of life Materialistic source 

and individualistic 
focus 

Transcendent source 
and individualistic focus; 
materialistic source and 
holistic focus 

Transcendent 
source and holistic 
focus 

1.  Meaningful 
work (vs 
depression) 
 
2. Relationships 
(vs loneliness) 
 
 
3.  Peace/Justice 
(vs war) 

Job design 
Consumeristic 
messaging 
 
Friendly competition 
Motivational skills 
 
 
International trade 
Ethnocentrism 
 

Job crafting 
Pro-social messaging 
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CHAPTER 5:  
MANAGEMENT AND SOCIAL WELL-BEING:  

MEANINGFUL WORK, RELATIONSHIPS, & PEACE 

 

Learning goals 
After reading this chapter, you should be able to: 

1. Describe the three key dimensions of social well-being: meaningful work, relationships 
and peace.  

2. Explain how the three key dimensions of social well-being are managed in the FBL, 
TBL, and SET approaches. 

3. Describe a framework that presents four different views of the meaning of life. 

4. Explain the difference between instrumental and non-instrumental relationships.   

5. Describe the three work orientations and how they influence entrepreneurship. 

6. Consider the well-being implications of entrepreneurial choices. 
 

MENTAL HEALTH AT COLLEGE 
How concerned should managers be about the mental health and well-being of 
people in their organizations? Depression and anxiety disorders are the 
leading cause of sickness, absence, and long-term work incapacity in most 
developed countries,1 and depression is expected to be the leading cause of 
work disability by 2020.2 For example, 9% of American workers suffer from 
major depression in any given year.3  

Imagine that you are a university administrator, or a professor, or a leader in a 
student organization, and you learn that about 20% of students in your school 
are diagnosably depressed, and that many others have mental health issues 
that remain undiagnosed.4 So you do some research, and discover that there 
are five main causes that seem to contribute to poor mental health among 
college students, and five corresponding proven ways to address them.5  

1. A lack of larger meaning/purpose/centering. This problem can be 
addressed by providing opportunities for students to think and talk about 
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larger life questions. This involves providing opportunities to engage in 
meditation or mindfulness training, ensuring that courses deliberately connect 
their specific subject matter to such real world questions, and providing 
inclusive opportunities for healthy spiritual and/or religious expression on 
campus. 

2. A lack of adequate social interaction. It can be difficult for students to leave 
the comforts of home and adjust to the new setting of college. Students who 
move away from home and live off-campus are particularly vulnerable to 
loneliness and depression. This can be addressed by deliberately creating 
spaces for social interaction, such as providing time at the beginning of each 
class to mingle and catch up with fellow students, developing interest and 
hobby-based student clubs on campus,6 and installing buddy systems so new 
students have someone to reach out to.  

3. Lack of physical activity. Our minds work best when we get physical 
exercise every day, but the motivation to exercise declines when people are in 
a setting where the primary rewards come from cerebral activity. This problem 
can be addressed by ensuring that there are convenient exercise facilities on 
campus, and including a gym membership in the tuition fee so that all students 
are encouraged to stay physically fit. 

4. Other stressors. Students who are facing financial hardship or balancing 
school with work and other non-school responsibilities are more likely to face 
mental health issues. This problem can be addressed by providing bursaries 
and scholarships for students who need them, so that they can afford to go to 
school without the stress of financial issues and working many hours off-
campus. 

5. A lack of coping strategies. Knowing how to deal with the onset of 
worsening mental health is a key element in maintaining good mental health, 
so an obvious solution to this problem is to provide programs that help 
students to develop coping skills. For example, mental health improves for 
students who learn how to respond to the onset of stress by using breathing 
and muscle relaxation exercises. This also includes interventions to reduce the 
negative cycles that can occur when students fixate on questioning their self-
worth and self-esteem. 

Rather than focus on how to address causes of poor mental health, other 
research focuses on what people can do to improve mental health.7 Here are 
things people can do to become happier:8 

1. Deliberately pursue meaning and hope. People can do a variety of things to 
help them create a more meaningful life, including thinking about their goals 
and “life narrative.” For example, over a 4-week period visualize and write 
about your ‘ideal future life’ in as much detail as possible. Feel free to write 
about a different topic each week or day, such as romantic life, educational 
attainment, hobbies, personal interests, family life, career situation, social life, 
community involvement, and physical/mental health. Once you’ve established 
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goals, then find pathways and make plans to make them happen, enlisting the 
help of others as appropriate. 

2. Promote positive relationship processes. Remember that everyone enjoys 
friendly encounters, and that many people need friendly encounters (e.g., likely 
more than 20% of your classmate are, or have been, depressed). There are a 
couple of simple things you can do to put this into practice. You can ask others 
about their interests (pay attention to their answers). Or, put yourself in 
someone else’s shoes whom you interacted with, and think about how they 
would have liked the interaction, and how it could have been improved for 
them. Or, share your thoughts and feelings with people who are interested. 

3. Savor positive experiences and sensations. Savoring seeks to intensify 
(through focused awareness) and prolong (through elaboration skills) 
momentary pleasurable experiences. The concept of savoring builds on one of 
the most basic activities in mindfulness meditation wherein one deliberately 
and systematically attends to every aspect of an experience. Things you can do 
include: deliberately savoring the presence of others, and focusing on, 
recalling, and writing about pleasant aspects of your environment and life. 

4. Cultivate and express gratitude. Gratitude refers to the emotional response 
accompanying the acknowledgment that some outside force is responsible for 
something good that has happened to you. This might include starting a 
“gratitude reflection” journal, where each day you write down three things 
that you’re thankful for (be as specific as possible). Or, engage in gratitude-
motivated activities such as writing a ‘gratitude letter’ and sending it to a 
person whom you have never had a proper chance to thank. 

5. Engage in kind acts. This includes both cost-free behaviors (e.g., holding a 
door for someone, complimenting a stranger) and behaviors that come at a 
personal cost (e.g., helping with household chores, buying a gift, or helping a 
colleague with a project).  

 
Enhancing social well-being is one of the three pillars of Triple Bottom Line (TBL) 
management, and one of the two fundamental goals of Social and Ecological Thought 
(SET) management. Managers have known about the importance of social well-being at 
least since the human relations era (see Chapter 2), and subsequent research has 
confirmed that attending to the social well-being of employees can increase their 
motivation and productivity, and thus an organization’s financial well-being. However, a 
fuller understanding of social well-being goes much deeper than ideas for improving 
productivity and profits. For example, attending to social well-being can decrease the 
suicide rate of employees’ children, thereby going well beyond a narrow Financial 
Bottom Line (FBL) understanding.    

In this chapter we lay the foundation for understanding social well-being. We will 
return in later chapters to look in more detail at many of the themes related to social well-
being, such as leadership, motivation, groups, and teams. This chapter is organized 
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around the three fundamental components that contribute to social well-being: 
meaningful work, meaningful relationships, and the opportunity to work in 
environments that are characterized by peace and social justice.9 

 

MEANINGFUL WORK 
In order to understand meaningful work, it is helpful to think first about the meaning of 
life. Questions about the meaning of life have been written about for millennia, but there 
is still no universally accepted understanding of what makes life meaningful. In part this 
may be because the meaning of life is shaped by our context and environment. Because 
the context and environment of humankind has changed a lot over time (e.g., from 
hunter-gatherer to post-modern societies), the way we think about the meaning of life is 
also changing. Even so, as depicted in Figure 5.1, there are two dimensions that are 
helpful for understanding the meaning of life: the source of meaning (transcendent vs. 
tangible), and the focal point of meaning (individualistic vs. holistic).10 
 
Figure 5.1: Two key dimensions related to the meaning of life 
 

Transcendent source: 
Meaning comes from 
intangible experiences, 
relationships, and a sense of 
interconnectedness with 
others and with nature (more 
virtue = more meaning) 

   
Individualistic focus:  
Meaning comes when 
individuals are able to 
enhance their own identity 
and interests vis a vis others 
(getting ahead = meaning) 
 

 
TBLa 

 
SET 

Holistic focus: 
Meaning comes by serving 
the interests of the greater 
good and ensuring there is 
enough for everyone (sharing 
and compassion = meaning) 

 
FBL 

 
TBLb 

   
Materialistic source: 
Meaning is found in tangible 
achievements, outcomes and 
pleasures (more money = 
more meaning) 
 

Regarding the source of meaning, western society has had a strong emphasis on 
materialistic measures of meaning for the last couple of centuries. Calling an organization 



 93 

or person “successful” typically suggests that they have achieved financial well-being 
(note that the word “success” refers to the accomplishment of a desired or meaningful 
end). Money has become the assumed goal that everyone desires. As noted in an earlier 
chapter, this definition of success is relatively recent in the history of humankind, as 
money itself is less than 4,000 years old. Even so, philosophers consider today’s emphasis 
on the meaningfulness of money as a hallmark of our society, which often gets in the way 
of other longer-standing intangible understandings of a meaningful life.11  

In contrast to focusing on a monetary understanding of meaning, a transcendent  
understanding refers to people seeing themselves as being connected to an entity that is 
greater than or beyond themselves, and meaning is related to deliberately submitting 
oneself to this larger entity.12 This can include the sense of well-being—which may be 
experienced as peace or happiness or fulfillment—that comes from feeling connected to a 
larger whole (e.g., an individual who does forest therapy13 has a greater sense of 
connection to the whole than an individual who does not). Transcendent understandings 
are most transparent in management theory and practice in the “spirituality at work” 
literatures, where spirituality is defined as a sense of interconnectedness with others, 
nature, and some sacred other.14 Even in western materialistic societies, 80% of college 
students have an interest in spirituality, and almost half (48%) believe that it is “very 
important” or “essential” that their college encourages their personal expression of 
spirituality.15 

Regarding the focal point of meaning, western society has had a strong focus on an 
individualistic understanding of meaning. This perspective emphasizes that 
organizations and people become successful by out-competing others, by pursuing their 
own self-interests and values, and by getting ahead. This individualistic focus is also 
relatively recent in the history of humankind, whose self-understanding has in the past 
generally been based on communal philosophies like Ubuntu: “I am because I belong.” 
Here the emphasis is on enhancing the greater good, for example, by bettering the lot of 
people who live in socio-economic conditions that make them unable to feed their 
families and provide for education for their children.  

 

WHERE WE ACQUIRE OUR UNDERSTANDING OF MEANING 
What we perceive to be the meaning of life is greatly influenced by socio-cultural factors 
in our external environment, including the family values in our childhood home, our 
understanding of morality and ethics,16 the messages about success embedded in the 
media, our organizational role models and mentors, and the culture and values in the 
countries where we live. With respect to ethics and morality, for example, your 
understanding of what is meaningful will be informed by your level of moral 
development. You may be pre-conventional (“what’s in it for me?”), conventional (“what 
are the people around me doing?”), or post-conventional (“what are the timeless 
truths?”).17 Similarly, your views will be influenced by whether you believe ethics are 
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established by some sort of a deity, or whether you think they can be derived from 
observing natural interactions, or both. The first chapter of this book describes how 
variations of a consequential utilitarian moral point of view underpin FBL and TBL 
approaches, and how a virtue theory perspective underpins SET management. 

For an example of how national cultures and values shape people’s views of the 
meaning of life and work, Figure 5.2 shows where countries rank in their relative 
emphases on the two key dimensions related to Figure 5.1: materialism and 
individualism (low, medium, and high).18 As might be expected, countries that rate high 
in both materialism and individualism—like the U.S., the U.K. and Australia—are 
precisely the ones where FBL management theory and practice has been the most-
developed. On the other hand, we would expect to see management practices more 
aligned with SET management to be observable in countries like Costa Rica and Peru. 
Consistent with this expectation, Costa Rican managers are five times more likely to 
prefer a management style where they consult with and invite members to participate in 
decision-making, than a style based on managerial authority and persuasion.19 Similarly, 
it is not unexpected that Costa Rica is seen as a world leader in using eco-tourism (which 
promotes natural attractions while minimizing visitors’ ecological impact) as a strategy 
for economic growth,20 and that it is a leader among low-income countries in 
environmental programs21 (to the point where one study suggests that its forest stock is 
“sub-optimally large”).22 More generally, in a study that compared 178 countries 
according to how well people were able to live long, happy lives with minimal impact on 
the natural environment, Costa Rica ranked in the top three.23 

Figure 5.2:  Relative emphasis (high, medium, low) that different countries place on the 
materialism vs. transcendent source, and on the individualistic vs holistic focus24 
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As might be expected thanks to a materialist–individualist emphasis on maximizing 
productivity and financial well-being, the per capita GDP in the U.S. is almost four times 
greater than that of Costa Rica. It also takes about 269 acres of natural resources to sustain 
the lifestyle of the average American, but only 35 acres for the average Costa Rican.25 
Interestingly, the overall life satisfaction scores for the U.S. (7.4) and Costa Rica (7.5) are 
virtually identical. The same holds true for life expectancy scores, with the U.S. at 77.4 
years and Costa Rica at 78.2 years (the highest life expectancy in the western 
hemisphere). The average Costa Rican and the average American live equally satisfying 
lives, even though the average Costa Rican consumes much fewer resources (13% of the 
average American) and has a lower per capita GDP (27% of the average American).26 

 

MEANINGFULNESS AT WORK 
Meaningful work enhances the meaning of life of those doing the work.27 Because people 
spend so much time at work, it becomes a primary source of their purpose, identity, and 
belonging.28 For over thirty years Americans have said that meaningful work is more 
important to them than income, hours, job security, and promotions.29 In one study 
almost two-thirds of Millennials said they would prefer to earn $40,000/year in a job they 
love, rather than $100,000/year in a job that they find boring.30 

Research has shown that meaningful work influences many of the most important 
outcomes in organizational studies, including job performance, job satisfaction, work 
motivation, engagement, absenteeism, empowerment, stress, organizational commitment 
and identification, and customer satisfaction.31 According to the three key criteria 
identified in the literature, work is more meaningful for people who:  

1) experience a fit between their job and their sense of purpose/true self (e.g., their 
job is consistent with what they perceive to be the meaning of life);  

2) believe that their work gives them power and opportunity to make a positive 
difference in the world; and  

3) feel valued and a sense of belongingness in their workplace.32 

Work that is not meaningful may lead to depression, decreased psychological well-
being, lower self-esteem, poorer resilience to burnout,33 and higher risks of suicide.34 
Unfortunately, work-related issues associated with low levels of psychological health are 
increasing. Depression and anxiety disorders have 
been identified as the leading cause of absence, 
sickness, and long-term work incapacity in most 
developed countries.35 Every year mood disorders 
result in over 300 million lost workdays and over 
$50 billion in losses in the U.S.36 A 2015 Gallup poll 
showed that 14% of workers were completely 
dissatisfied with their on-the-job stress levels, 19% 

Work that is not meaningful 
may lead to depression, 
lower psychological well-
being, lower self-esteem,  
poorer resilience to burnout, 
and higher risks of suicide. 
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somewhat dissatisfied, 35% somewhat satisfied, and only 28% completely satisfied.37  
Even small improvements in well-being38 can have significant effects.39 For 

example, on a well-being scale of 1 to 100, if one employee rates herself as a 75, and a 
second as a 70, the first employee has 15% less risk of depression or anxiety, 19% less risk 
of having sleep disorders, 15% less risk of diabetes, and 6% less risk of obesity.40 
Moreover, well-being in the workplace may be contagious, so that high well-being for 
one member of a work team results in a 20% increase in likelihood that another team 
member will be thriving six months later.41   
The FBL approach to meaningful work  
FBL management promotes the view that the meaning of life has a lot to do with 
individuals and organizations achieving financial success. Work is seen as meaningful if it 
increases productivity, sales, and financial well-being, all of which are hallmarks of the 
FBL approach. Such a message is promoted in mainstream marketing which, in terms of 
dollars, costs more than all the money spent on public education on the planet. In 
particular, because 75% of the advertising that consumers see is paid for by the world’s 
100 largest corporations,42 it should not come as a surprise that the messages promoted in 
the mass media have been dominated by four key values that are consistent with the FBL 
approach:   

1. Happiness is found in having things (materialistic source);  

2. Get all you can for yourself (individualistic focus); 

3. Get it all as quickly as you can (short time horizon); and  

4. Win at all costs (competitiveness).43  

This message seems to have had an effect. According to a Gallup poll,44 the average 
American works about 44 hours per week, and 37% of Americans would like to work 
more hours to earn more income. However, while such increases may lead to short-term 
benefits and meaning, in the long term overworking results in increased depression, 
stress, and poor health.45 It is clear that FBL management is not the first choice of the 
incoming cohort of Millennial employees, 88% of whom disagreed with the statement 
“money is the best measure of success.”46 When management students were asked in 
which quadrant in Figure 5.1 they would prefer to be managed, only 7% choose the FBL 
quadrant; 50% preferred TBL approaches, and 42% preferred SET management.47 

The TBL approach to meaningful work  
For TBL management, the financial benefits of providing meaningful work—increased 
performance/motivation/commitment, and reduced costs due to decreased turnover and 
stress days—have been known since the start of the human relations movement. TBL 
management tries to increase meaningful work insofar as it improves an organization’s 
financial well-being by designing jobs that have task significance (the tasks being 
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performed have a positive impact on other people’s lives 
or work),48 and by increasing autonomy, skill variety, and 
task identity (employees can see how their work fits into a 
coherent whole). These characteristics have been shown to 
promote meaningful work and to improve performance.  

TBL management considers social well-being as one 
of the three pillars of the triple bottom line. In terms of Figure 5.1, management 
consistent with the TBLa quadrant does this by empowering members to take more 
control by participating in the shaping of their work. For example, whereas FBL 
management puts greater emphasis on top-down job design where managers develop the 
jobs that shape members’ experience of meaningfulness, TBL management puts greater 
emphasis on job crafting where members design their own jobs to be meaningful based on 
their own experience.49 Job crafting involves changes to the cognitive meaning of the task 
(e.g., hospital janitors provide clean rooms to help care for and heal patients, and a 
cashier in a theatre is part of providing entertainment to patrons).50 Job crafting also 
includes adding choice to the job tasks (e.g., the amount of energy and time spent on 
specific sub-tasks), and the people an employee relates to. Management within the TBLa 
quadrant is also evident when employers encourage workers to enroll in proven ways to 
reduce workplace stress and improve concentration, such as providing mindfulness 
training.51 

Glimpses of the TBLb quadrant are evident when enhanced pro-social holistic 
dimensions of work increase the perception that the work is meaningful. For example, 
workers tasked with phoning university alumni to raise funds for scholarships were 
more productive, and found their work to be more meaningful, after they met students 
who had actually received scholarships.52 The benefits of a pro-social focus are also 
evident in terms of the overall vision or mission of TBL organizations, which often seek 
to improve the social well-being of stakeholders. The transformational leadership 
literature talks about how performance can be enhanced by inviting employees to share 
the noble vision of an organization. The TBLb quadrant also places greater emphasis on 
group or team-based interventions to improve meaning; this includes active involvement 
and participation of members in developing shared work-related goals and action 
planning. These have been found to be more effective than focusing on individual 
employees.53 

The SET approach to meaningful work  
SET management also supports the value of mindfulness training and job crafting, but 
the SET approach asks bigger questions about why such stress-reduction is needed in the 
first place. Rather than instrumentalize mindfulness to serve an organization’s financial 
well-being, a holistic understanding of mindfulness requires rethinking the concept of 
how and why we work.54 From a SET perspective, FBL and TBL understandings of 
meaningful work are inherently flawed because they link it to increasing financial and 
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material success in a finite world. SET management takes seriously the warning given by 
Max Weber, who characterized FBL and TBL management as “Specialists without spirit, 
sensualists without heart; this nullity imagines that it has attained a level of civilization 
never before achieved.”55 A SET approach also acknowledges Adam Smith’s concern that 
productivity-maximizing practices like the division of labor would result in workers 
becoming “as stupid and ignorant as it is possible for a human creature to become.”56 

SET management inverts some of the truisms of the FBL and TBL approaches. For 
example, SET argues that more meaning comes from giving than from taking. While it is 
true that people find their jobs more satisfying the more help they get from co-workers, 
SET management underscores the idea that people find their jobs more meaningful the 
more assistance and support they give to others (e.g., opportunities to care 
for/assist/mentor/support a colleague).57 Similarly, rather than focusing on meeting the 
wants of customers, SET management promotes meaningful work that serves the needs of 
others.  

The SET approach is consistent with the growing voluntary simplicity movement, 
where meaning comes from deliberately working fewer hours and choosing wholesome 
places to work. It recognizes that social well-being does not come from having more than 

enough stuff, but rather from doing what is meaningful 
and earning enough money.58 People are increasingly 
more interested in the quality of life and a sense of 
community and social equity, than they are in material 
and economic rewards, prosperity and control.59 One 
study found that 93% of Americans believe people are too 
focused on working and making money and not focused 
enough on family and community. More than half have 
voluntarily opted not to maximize their material wealth in 
order to facilitate other forms of well-being.60 

SET management recognizes that management practices that increase the gap 
between rich and poor are problematic.61 Work is more meaningful if it serves the 
interests of the relatively poor, and especially if it promotes and develops structures that 
enable people who have been marginalized to work to provide for the needs of their 
families. Even people from relatively wealthy countries are challenging systems that they 
see as unjust, even when those systems serve their own financial self-interests.62  

Finally, an emphasis on a holistic focus and a transcendent source is evident in the 
increasing interest among management practitioners and scholars in spirituality and 
religion.63 Almost by definition, a focus on the material realm is opposed to a focus on 
spirituality. Similarly, the self-interested nature of individualism counters the teachings 
of many religions. Should ideas about spirituality be part of the study of management? It 
seems likely that religious and spiritual worldviews have helped to shape management 
theory and practice, given that over 80% of the people in the world espouse and hold 
such worldviews.64 The growing interest in this area is reflected in the creation of the 
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“Management, Spirituality, and Religion” interest group in the Academy of Management 
(the world’s largest and most-prestigious scholarly association of management). Four of 
every five professors in the U.S. (81%) describe themselves 
as spiritual persons. Three of every five business 
professors also think that the spiritual dimension of faculty 
members’ lives has a place in their jobs as academics, and 
one of three business professors think that colleges should 
be concerned about facilitating students’ spiritual 
development. We also know that four out of five students 
(80%) have an interest in spirituality, and that almost half 
(48%) of incoming college students believe that it is “very 
important” or “essential” that their college encourages 
their personal expression of spirituality. Even so, students say that professors do not 
encourage such discussion (62%), nor do they raise questions about the meaning and 
purpose of life (56%).65  

 

RELATIONSHIPS 
It is noteworthy that when management books or courses talk about interpersonal 
relationships—be they relationships with co-workers or with suppliers or managers—it is 
primarily in terms of their instrumental qualities, with an emphasis on social skills that 
enable managers to increase workers’ motivation and productivity, to negotiate a lower 
price from suppliers, or to increase customer loyalty. These skills focus on how we can 
“use” other people like we use instruments to get something accomplished, so they are 
called instrumental skills. In contrast, the purpose of non-instrumental relationship skills is 
to develop and deepen interpersonal connections, to share joy and excitement and grief 
and loss, and to foster love, trust, and mutual acceptance.66 Surprisingly little discussion 
or research looks at social skills for facilitating non-instrumental friendships with co-
workers, suppliers, and customers, which are the settings where we spend a large portion 
of our lives. And yet, many people would agree that non-instrumental friendships are 
crucial to social well-being and a meaningful life.67  

Friendship in the workplace leads to life satisfaction and positive emotions.68 Non-
instrumental friendship is evident when co-workers voluntarily hang out together 
outside of work hours and do things totally unrelated to work. Non-instrumental 
relationships grow when you do something for someone else without expecting anything 
in return (e.g., paying it forward), which is also a hallmark of meaningful work. In 
contrast, workplaces that promote instrumental relationships and competition among 
workers may create health issues and decrease mutual problem solving.69   

Awareness of the links between economic activity, friendship, and social well-being 
date back to the earliest understandings of economics. For example, Aristotle saw 
economics as a means to enhance deep happiness (eudaimonia) in community; for him it 
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was dysfunctional for economic activity to instrumentalize relationships in order to 
maximize financial wealth. Similarly, in more recent history, initially the science of 
economics in countries like Italy focused on public happiness, and only later added a link 
to financial wealth.70 Research shows that more happiness comes from having deep and 
stable relationships than from consuming luxury goods, because such consumption is 
fleeting and insatiable.71 

And yet, close friendships are rare not only in the workplace, but may be becoming 
less frequent in social life in general.72 This leads to loneliness and social ill-being.73 
Instrumental relationships are no substitute; someone can be lonely even if they are never 
alone thanks to having many instrumental relationships. In contrast, non-instrumental 
relationships reduce loneliness.74  

So why does there seem to be a shortage of non-instrumental relationships? Is it 
because clever advertisers have convinced us that happiness and meaning can be 
achieved via financial and material success? If money does buy happiness, then there 
should not be a qualitative difference in the happiness that comes from, say, going on a 
date with a friend versus with a paid escort. Have social media and the digitization of 
our world contributed to the loss of social skills to have meaningful face-to-face 
relationships (e.g., the more people use Facebook, the more their mental health 
deteriorates75)? At a time in history when we meet more people than ever before, we rely 
on impersonal dating apps to introduce us to potential long-term meaningful 
relationships. 

Perhaps we shy away from non-instrumental relationships because we have been 
socialized to avoid non-transactional relationships. When we enter into an instrumental 
relationship, it is like making a financial investment: we give up something in order to 
get something in return. And in order to win, we are told to minimize what we give and 
maximize what we get. This results in a Banker’s Paradox, where banks prefer to loan 

money to people who present minimal risk, and thus people 
who are the neediest often cannot get a loan.76 Similarly, 
transactional thinking tells us to invest our time and energy 
in developing friendships with well-connected people who 
have the most to offer us, and thus we are prone to neglect 
individuals with the greatest need and who are least able to 
offer something in return in the future. This is illustrated by 
the mantra of mainstream human resource management: hire 
the brightest and the best. However, as the ancient wisdoms 

were fully aware, having relationships with people who have nothing of instrumental 
value to offer you creates inherent value and joy.77 Moreover, such relationships improve 
your ability to nurture non-instrumental relationships with everyone. Befriending those 
with low instrumental value enables you to relate to the whole community in a way that 
relating to only people with a similar socio-economic background simply cannot. It opens 
your window to experience altruistic mutual benefaction.78  
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Different ways of encouraging the development of non-instrumental relationships 
and skills in the workplace are being developed. For example, up to 20% of businesses 
pay workers to do volunteer work, often with chronically underemployed or socio-
economically challenged people (e.g., Montreal’s Tomasso Corporation and the U.S. Bank 
employees work in soup kitchens).79 In some business schools students are asked to 
engage in service learning projects, or do practicums where they work with people who 
are chronically unemployed.80  

 

THE FBL APPROACH TO RELATIONSHIPS  
FBL management has a strong focus on instrumental relationships and on ensuring that 
they are managed in ways that optimize productivity and financial well-being. When 
non-instrumental relationships are discussed, it is often with a negative connotation (e.g., 
as wasting company time). This negative bias toward non-instrumental relationship is 
not surprising, given that FBL management historically provided an antidote to nepotism 
and cronyism (i.e., managers giving jobs to family or friends without regard for their 
qualifications).  
 

THE TBL APPROACH TO RELATIONSHIPS  
For TBL management, non-instrumental relationships can be 
positive if they enhance workplace motivation and 
productivity, such as when an intra-organizational sports 
league provides friendly competition amongst team 
members. Similarly, leaders are encouraged to develop social 
skills—such as emotional intelligence competencies to 
empathize with others, the ability to manage one’s own 
emotions in order to improve communication, and skills in 
establishing trusting and mutually satisfying relationships—
because such social skills are associated with financial 
benefits.81  

TBL management’s embrace of work-life balance may be the best example of its 
recognition of the importance of non-instrumental relationships to enhance an 
organization’s financial well-being.82 However, note that work-life balance is less about 
creating non-instrumental relationships at work per se, and more about recognizing the 
importance of non-instrumental relationships outside of work.83 Moreover, the work-life 
balance is justified in TBL management because it is seen as creating a more motivated, 
loyal, and productive workforce, which in turn enhances financial well-being.  
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THE SET APPROACH TO RELATIONSHIPS  
For SET management, life is too short to spend most of it working in organizations where 
non-instrumental relationships are seen as inefficient or are a poor use of time. SET 
management refuses to treat workplace relationships as mere instrumental exchanges 
between workers, suppliers, and customers. The SET approach sees economic 
relationships not as impersonal or anonymous commodities, but rather as instances of 
mutual assistance. This means rethinking ideas like goods and services, and looking at 
what makes them truly good and truly acts of service. SET management seeks to re-
personalize and de-commodify goods and services, and embrace how they are making 
the world a better place for society. The SET approach takes what are conventionally 
viewed as instrumental relationships, and (re)infuses them with non-instrumental 
meaning. So, for example, a SET financial services firm does not sell as much product as 
possible in order to maximize its own profits; rather, it seeks to truly serve the needs of 
its customers. In SET organizations co-workers become friends whom you look forward 
to spending the day with as you work alongside them to serve customers. Co-workers 
are much more than “human resources” that you negotiate with to get instrumental work 
accomplished. Even suppliers and competitors become friends. Consider the following 
example from the CEO of a successful SET medical supply company in Brazil: 

“Many businesses have tried to copy our [beyond instrumental] way of working. 
Our competitors are shocked by the fact that we are happy to show them how we 
work—and they try to do the same. They don’t manage to copy our way of 
working, however, because it is not a formula that says ‘do this’ ‘do that’ . . . it is a 
way of being, a way of acting. Last year there was a competitor who tried to attack 
us on every corner . . . creating a very difficult situation for our business. At a 
certain point, the law in Brazil changed and it was a very important change. In 
order to help this other business, we faxed the news to them. The business owner 
was so struck by our gesture that he not only wanted to reestablish his friendship 
with us, but he offered to help us in areas that we find difficult. It was through him 
that we had the idea of getting in a consultancy—the best decision that we ever 
made. That consultant was so impressed by how we run our business that he goes 
out of his way to help us in whatever way he can. This all started through responding 
to the aggression of our competitors with a different attitude.”84 

Perhaps most importantly, SET management reintroduces the idea of compassion 
and altruism into management, which a growing body of 
research suggests is an inherent part of human nature.85 
Compassion means standing alongside and doing what you 
can to support people who are suffering. In management 
terms, it means creating organizational structures and 
systems that address the needs of people who are 
suffering, perhaps especially for people who may not 
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have much in the way of instrumental resources to offer in return.86 SET management’s 
emphasis on compassion is consistent with people’s natural values, but often inconsistent 
with their socially-constructed expectations of management. For example, freshman 
students at Harvard consistently ranked compassion near the top of their personal values 
(and power and wealth near the bottom), but they ranked compassion near the bottom of 
Harvard’s.87 What happens when managers are asked to park their compassion at the 
door? Is there any wonder depression rates are increasing?  

The discipline of gratitude can help people to become more content with having 
enough (not always needing more), which in turn is an important step in ensuring that 
others have enough and promoting pro-social relationships in the workplace. Managers 
who set up organizational structures and systems that model and encourage members to 
express gratefulness (e.g., when managers write notes of appreciation it may heighten the 
likelihood of co-workers expressing thanks to others), will in turn foster values consistent 
with persistent gratitude (e.g., humility, benevolence), which will in turn foster collective 
gratitude at an organizational level (e.g., corporate social responsibility).88 

 

PEACE AND SOCIAL JUSTICE 
The third pillar of social well-being is related to peace and social justice. This includes 
issues like bullying in the workplace, unsafe working conditions, conflict within and 
between organizations, and so on (see also Chapter 17).89 Unfortunately, many people 
live in communities and countries where their personal safety is in jeopardy. This may be 
because they live in the “wrong” part of town—for example, where there are violent 
gangs and racism—or because they live in the “wrong” part of the world. For example, 
roughly one billion people live in war-torn countries,90 and almost 0.8% of the world’s 
population is refugees seeking asylum or is internally displaced.91  

A lot of resources are spent keeping the world secure, costing an estimated US$10 
trillion a year; this amounts to about $1,350 for every person on the planet, and about 
11% of global world product.92 In 2015 about 0.8% of the world’s workforce was part of 
the world’s armed forces (27.5 million people), and military 
expenditures represented about U.S. $1.7 trillion (about 2.25% of 
global GDP; the U.S. alone spent $596 billion, about 35% of world’s 
total expenditures).93 This is a significant part of the economy, and 
some have suggested that “war is good for business.”94 In 2016, the 
world’s top 20 arms dealers had sales of US$234 billion and about 
US$15 billion profit, and created about 667,000 jobs (about $22,500 
profit per employee).95  

Similarly, war and conflict support the estimated $300 billion paid to private 
security companies, which can represent up to 50% of the personnel in military 
conflicts.96 For example, about $30 billion is spent by the U.S. Department of Defense97 in 
places like Afghanistan, which several years ago had about 108,000 private contractors 
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working alongside U.S. military personnel (about 15% of whom provided security, while 
the rest provided service like food, laundry, and maintenance.)98 Dating back at least as 
far as U.S. President Eisenhower, people have been concerned about the strength of the 
“military/industrial complex,” noting that in countries where a significant number of 
people are employed by businesses supporting military operations (contractors, arms 
producers, fighter jets, etc.) there may be political pressure to engage in wars in order to 
preserve jobs that create and manufacture weapons.  

The steep financial and social costs associated with war can be illustrated by the 
wars in Iraq and Afghanistan (and related violence in Pakistan), where one estimate 
suggests that the U.S. government has spent or is obligated to spend almost US$5 trillion 
(over $15,000 per U.S. citizen).99 Beyond these financial costs, these wars have also 
created enormous negative social externalities. About 7,000 U.S. soldiers have been killed 
in Afghanistan and Iraq, plus another 7,000 contract workers supporting U.S. troops, plus 
another 50,000 security personnel from Iraq and Afghanistan. In addition, there are an 
estimated 217,000 civilians who died directly due to violence, and another 870,000 
civilians who died indirectly due to injury, hunger and disease caused by the war. In 
addition to these 1.15 million deaths, these wars have resulted in about 100,000 U.S. 
veterans with a disability or suffering from trauma, and over 10 million refugees, leading 
to compromised childhoods, poor education, and under-productivity. In short, any 
economic or business benefits of war are far out-weighed by the negative social 
externalities.100 An important question is whether such costs are necessary in order to 
prevent even greater costs related to, for example, dictators who use their power to 
violently oppress others. 

 

TYPES AND SOURCES OF WAR AND PEACE 
There are two basic ways of understanding peace: 1) as the presence of freedom and 
harmony, and 2) as the absence of war and conflict. The first approach is consistent with 
ancient ideas like shalom and shanti, which envision a time when everyone has enough 

and there is mutual understanding and respect 
within and among communities. Part of the reason 
that this vision has failed is because humankind has 
developed an insatiable appetite for more. Again, this 
is different than how things were for the first 30,000 
years of humanity prior to the advent of money, 
when we harvested as much food as we needed (not 
more) and when we travelled light. By today’s 
standards it was a largely egalitarian existence.101 

The second way to understand peace is as the absence of war. From this lens, 
international peace is often seen to coincide with the presence of superpowers. For 
example, during the time of the Roman Empire, the world enjoyed Pax Romana (Roman 
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peace); there was much less conflict among states within the Empire than before, mainly 
because everyone was under the rule of the Empire, which established institutions of 
social justice. Of course, the nature of that social justice was based on terms and 
understandings created by the Roman elite and that served their interests. Thus, 
subjugated peoples often saw Pax Romana as a time of being oppressed by the Romans.102 
Arguably, a similar kind of peace also occurred during the period of colonialism, for 
example as illustrated by the British Empire. And today it may be evident in post-colonial 
empires, where colonialism and the slave trade are gone but have been replaced by 
economic powers that often perpetuate similar income inequality associated with 
colonialism.103 Unfortunately, the stable socio-economic structures and systems that 
widen income inequality also reduce the world’s overall quality of life and have led to 
conflict.104  

Perhaps the most important economic factor that has contributed to wars over 
history is related to energy. The egalitarianism characterizing the hunting and gathering 
era changed starting about 12,000 years ago, as humankind learned to tame nature via the 
carbon-based agricultural revolution (which relied on using stored carbon in the soil to 
grow food). This so-called advent of civilization created hierarchical structures which, in 
simple terms, created elites and non-elites. The non-elite workers (often slaves) provided 
the energy that enabled civilization to prosper, and the desire for more workers and more 
land prompted many wars; in the 3,400 years since the advent of money, the world has 
been entirely at peace ago for only 268 years, or about 8% of recorded history.105  

The need for human slaves changed when humankind started to access a more 
intense source of carbon—fossil fuels—to power machinery. As late as 1795, only 4% of 
the population—33 million people of the global population of 775 million—could be 
considered in any way to be “free.”106 Thanks in large part to the energy provided by 
fossil fuels, today a much greater portion of the world has escaped slavery (although 
recall that half the planet earns less than US$1000 per year). However, just as in the 
past—when wars were fought in order to acquire more land and more worker energy—
today wars are often fought in order to ensure access to oil.107 Since 1973, between 25% 
and 50% of all wars between nation states have been linked to oil.108  

 

THE FBL APPROACH TO PEACE AND SOCIAL JUSTICE  
There is general agreement that international trade facilitates 
peace among nations. When two countries trade with each other, 
they become dependent on each other for goods and services, 
and for jobs related to creating goods and services.109 As we 
noted in Chapter 3, FBL management has promoted financial 
institutions and the establishment of international stable economic relations. Many of 
these institutions were set up in the wake of World War II to safeguard the economic 
prosperity of the victors, while enabling the economic development of war-torn and low-
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income countries. While these policies may have been effective in reducing subsequent 
wars, they were not as effective as hoped for towards enhancing the socio-economic 
development of low-income countries.110   

Some of the shortcomings may be attributable to the observation that FBL 
management often has an ethnocentric orientation, which is evident when managers enter a 
foreign country with the belief that practices from their own home country offer the best way to 
manage in a foreign country. Such an approach may be especially likely when managers 
believe that their home country is more advanced or developed than the foreign country 
that they are working in. FBL management is particularly interested in doing business 
overseas in countries whose infrastructure is well-suited to support the financial goals of 
the firm. Following Michael Porter’s “diamond of international competiveness” 
approach, this would include: 1) how business-friendly the foreign government is (e.g., 
competition is regulated to be fair, tax incentives are available); 2) whether the local 
infrastructure is well-developed (e.g., transportation, healthcare, education, access to 
energy); 3) whether related and supporting industries are adequate (e.g., suppliers), and 
4) whether there is sufficient local demand for the company’s output.111 

Such instrumentally-minded ethnocentrism has contributed to major cultural 
misunderstandings in history, and to ongoing social problems that continue to the 
present day. This is illustrated by what has happened to Indigenous people around the 
world when their land was settled by foreigners. For example, when Europeans first 
arrived in North America, their understanding of land ownership was dramatically 
differently than the ideas and values of the Indigenous Ojibway people. For the Ojibway, 
the land is something that people can use, and something that they are stewards over for 
future generations. When the Europeans asked to make trades for property and land 
treaties, the Ojibway saw this as a request to share the use of the lands. The Ojibway did 
not see this as giving up their ownership of the lands because, in their culture, they never 

had that sort of ownership in the first place. For 
them it would be presumptuous to think that a 
person could own a piece of land because land 
was sacred and defied ownership (e.g., just like 
you could not “own” a god).112  

Similarly, today the dangers of an 
ethnocentric FBL approach are especially 
apparent when managers from high-income 
countries use their economic power to 
implement practices that do not respect or take 
into account local socio-cultural issues. This is 
perhaps most evident in the global mining 
industry.113  
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THE TBL APPROACH TO PEACE AND SOCIAL JUSTICE  
TBL management builds on and elaborates the FBL approach by setting up institutions 
with a specific focus on social justice. For example, the UN Global Compact facilitates 
peace by calling on businesses to support human rights laws, eliminate forced or 
compulsory labor, abolish child labor, eliminate discrimination in the workplace, and 
work against all forms of corruption. The UN Global Compact has in turn become a 
founding member of institutions like the “Principles of Responsible Investment” and the 
“UN Sustainable Stock Exchange.”  

TBL management recognizes the need to follow universal global standards, while 
adopting a polycentric orientation. Polycentrism is evident when there is an assumption that 
managers in a host country know the best way to manage an organization in their country. 
Managers with a polycentric orientation believe that the best way to maximize their 
firm’s profits is to adapt to the best practices operating in foreign countries.114 In terms of 
Porter’s diamond, when it comes to international operations, TBL management is 
especially interested in countries who support socially responsible business by 
considering: 1) what sorts of incentives governments provide for being socially 
responsible, 2) whether there are local networks that support responsible business (e.g., 
chamber of commerce, local UN Global Compact chapter); 3) whether there are 
appropriate human resources, suppliers, and financial institutions to support responsible 
business, and 4) whether local stakeholders are able to purchase the organization’s 
outputs. The “Base of the Pyramid” approach is perhaps the best example of how TBL 
management seeks to enhance social well-being among the world’s poorest people (see 
Chapter 3).  

 
THE SET APPROACH TO PEACE AND SOCIAL JUSTICE  
SET management emphasizes that businesses should proactively develop social justice 
and peace. For example, as stated in the 2009 Caux Round Table (CRT) Principles of 
Business: “while laws and market forces are necessary, they are insufficient guides for 
responsible business conduct.”115 In other words, SET management encourages 
businesses to go beyond merely obeying the law, to actually creating positive social 
externalities. This is illustrated in the first two of CRT’s Principles for Responsible 
Globalization:  

Principle #1: “As responsible citizens of the local, national, regional, and global 
communities in which they operate, businesses share a part in shaping the future of 
those communities,” and  

Principle #2: “Businesses established in foreign countries to develop, produce, or 
sell should also contribute to the social advancement of those countries by creating 
productive employment and helping to raise the purchasing power of their citizens. 
Businesses also should contribute to human rights, education, welfare, and 
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vitalization of the countries in which they operate.”116 

SET management promotes an egalicentric approach to international socio-cultural 
differences.117 Egalicentrism is characterized by two-way, give-and-take communication that 
fosters mutual understanding and community. SET management does not try to impose a 
“one size fits all” management style in foreign countries (ethnocentrism), nor does it 
simply accept that “local managers know best” (polycentrism). Rather, SET management 
recognizes that international management works best when people from different 
cultures interact with and learn from one another, resulting in knowledge and practices 
that neither could imagine on their own.118 Egalicentrism is not so much picking and 
choosing the “best of” practices around the world as it is developing new approaches by 
working alongside people who are different. In terms of Porter’s diamond, when it comes 
to international operations, SET management is especially interested in countries that 
have a mutual interest in improving social well-being by: 1) working with government to 
promote social responsibility; 2) establishing and nurturing local networks that support 
responsible business; 3) training and developing appropriate human resources, suppliers, 
and financial institutions that support responsible business, and 4) educating local 
consumers about the merits of responsibly produced outputs.  

Examples of SET management in practice include fair trade chocolate companies 
like Divine Chocolate, retailers like Ten Thousand Villages, and producers like 31 bits. 
SET management is also evident when, during a spike in violence between Palestinians 
and Israelis, the owner of the Humus Bar in Tel Aviv, Kobi Tzafrir, offered a 50% 

discount to Arabs and Jews who dined 
together.119 Another example is the Conflict 
Kitchen, an American take-out restaurant that 
seeks to improve international peace and 
understanding by deliberately preparing foods 
associated with countries that the U.S. is in 
conflict with (e.g., doenjang jjigae, a traditional 
North Korean stew).120 

 

ENTREPRENEURSHIP IMPLICATIONS 
This chapter, and the two preceding it, define three different kinds of well-being and 
invite entrepreneurs to think about the purpose of their entrepreneurship. How 
entrepreneurs define success has powerful implications for the results that entrepreneurs 
produce. It is therefore essential that entrepreneurs clearly understand their reasons for 
starting an organization. Why do they want to start to an organization? How will they 
know if it is successful?  

As we noted in Chapter 1, outcomes like revenue, profit, and market share typically 
come to mind as reasons for starting a business. But these factors are not the primary 

During a spike in violence 
between Palestinians and 
Israelis, the owner of the 
Humus Bar in Tel Aviv offered 
a 50% discount to Arabs and 
Jews who dined together. 



 109 

motivations for most entrepreneurs. Instead, the two most frequently mentioned reasons 
are: (1) to gain greater freedom and autonomy/more interesting work, and (2) to address 
social and ecological problems in the world. The first reason has a focus on providing 
meaningful work for the entrepreneur,121 and the second is related to addressing ethical 
issues related to social and environmental peace and justice.   
 

PERSONAL WELL-BEING FOR ENTREPRENEURS 
Our thinking about how entrepreneurship enhances social 
well-being from the entrepreneur’s perspective can be 
informed by research showing that people usually adopt one 
of three different orientations toward their work.122 People 
with a job orientation focus on financial rewards rather than 
achievement or pleasure; their work is not an important part 
of their lives but is used primarily as a way to earn money for other things that they 
enjoy. If you know someone who describes themselves as “working to live” and who 
cannot wait to get away from the office to pursue their true passion, that person likely 
has a job orientation. In contrast, people with a career orientation focus on success and 
advancement; their work is an important part of their lives and their work-related 
achievements help to define their identity as individuals. If you know someone who is 
committed to being the best at what they do, who networks constantly and pursues 
opportunities for promotion, that person probably has a career orientation. People with a 
calling orientation focus on the effects of their work; they view their work as a meaningful 
contribution to the world and it is often the most important thing in their life. If you 
know someone who feels they were born to do a particular task, that it is their mission in 
life and it seems to consume most of their time and thinking, that person may have a 
calling orientation.123 It is interesting to note that the calling orientation may be on the 
rise: while surveys of working adults in the 1990s revealed a relatively even distribution 
of the three orientations,124 a survey of first-year university students in 2010 found that 
44% felt they had a calling in life and an additional 28% were actively searching for their 
calling.125  

The orientation that entrepreneurs have toward their work—whether job, career, or 
calling—will likely influence their choice of management approach. Entrepreneurs who 
have a job or career orientation may be more likely to adopt FBL and TBL management, 
given their concerns with maximizing profit, competition, and success. In contrast, 
entrepreneurs with a calling orientation, with its focus on meaningful work and 
contribution, may be best served by SET management.126  

Being aware of their work orientation can help entrepreneurs in their planning, and 
especially in selecting start-up opportunities that will enhance their personal social well-
being. Since it is a lot of work to successfully launch and manage a new organization, 
entrepreneurs may benefit from pursuing opportunities that suit their orientations. If a 

Most people adopt 
either a job, a career, 
or a calling 
orientation to work. 
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person becomes an entrepreneur to get rich (job orientation), he or she will have greater 
personal social well-being, and likely greater success, in different ventures than would a 
person who starts an organization in order to win awards and gain recognition (career 
orientation) or to change the world (calling orientation). As a result, when evaluating 
potential opportunities, entrepreneurs should consider their own work orientation 
toward, using it as one of the factors that influence their choices. In particular, if you feel 
a sense of calling toward an activity, it is well worth exploring that option, because 
people who view their work as a calling tend to have greater commitment, work 
persistence, and job satisfaction.127 Moreover, pursuing a calling, rather than a job or 
career, has the additional advantage of potentially benefiting other stakeholders at the 
same time that it benefits the entrepreneur, since callings tend to be holistically 
focused.128  

 

ETHICAL ASPECTS OF ENTREPRENEURSHIP 
The second most frequently mentioned motivation for becoming an entrepreneur is to 
solve problems or make the world a better place. This motivation is more holistic, 
recognizing the fact that entrepreneurship does not just affect the entrepreneur; it also 
affects the world. Because entrepreneurship affects others, it is an ethical activity, and 
entrepreneurs always face potential ethical dilemmas. Ethics are the principles one uses to 
choose the right action, particularly when the action affects others, and dilemmas are situations 
in which one must choose when there is no obviously best choice.129   

Entrepreneurs constantly face ethical dilemmas. The entrepreneurial opportunity 
that is pursued, and how it is pursued, have important implications not only for the 
entrepreneur, but for all of the stakeholders who do – and do not – benefit as a result.  As 

an example, recall Dan Price, the owner-manager of 
Gravity Payments described in the opening case of 
Chapter 3. Within four years of its founding, Gravity 
Payments was the largest credit processor in the state 
of Washington, had thousands of customers across the 
country, and was paying Price an annual salary of 

more than $1 million.130 Judged by FBL management standards, Gravity Payments was a 
successful new company.  

Was Price’s decision to raise the minimum wage at Gravity to $70,000 good or right 
in an ethical sense? The answer to questions like this depends on the perspective from 
which an action is judged. For example, consider Price’s actions in terms of the meaning 
of life dimensions depicted in Figure 5.1. First, along the horizontal dimension, Price’s 
decision could be seen as being more holistic than individualistic. His holistic emphasis is 
evident in his making the change in order to treat his employees like family (rather than 
treating them instrumentally) and because he felt they needed at least $70,000 a year to 
feel secure in their lives.131 Price’s de-emphasis on individualism is evident in that much 

Because it affects others, 
entrepreneurship is 
always an ethical activity. 
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of the money used to pay for the raises came from Price himself, who (at least 
temporarily) reduced his own salary from $1.1 million to $70,000.132  

Second, in terms of the vertical dimension of Figure 5.1, Price’s actions can be 
interpreted to be more transcendent than materialistic. His actions certainly have a 
grounding in materialism—ensuring that everyone has enough money—but this is clearly 
not a case of it being better for him to have more money (which would be the assumption 
in a strong emphasis on materialism). Rather, Price was looking for family-like 
relationships in the workplace, and he chose the salary that he believed would create the 
most happiness, and his employees in fact reported feeling greater happiness.133 In any 
case, Price’s actions can be seen as ethical from the materialistic/holistic quadrant (it is 
good and right to share in tangible goods and accomplishments with others) and from 
the transcendent/holistic quadrant (it is good and right to share and facilitate family-like 
relationships among people).   

However, when Price’s actions are judged from within the individualistic/ 
materialistic quadrant of Figure 5.1.—which assumes that life is meaningful and good if 
we have positive material outcomes for ourselves as individuals—then he did not act 
rightly. From this perspective, Price’s actions lowered his own income and material 
lifestyle, and thus decreased its meaningfulness. For example, in the summer of 2016 he 
rented his home through AirBnB to help cover its costs.134 Moreover, because there is a 
competitive element in the individualistic focus, Price’s decision to raise Gravity’s 
minimum wage would also be judged poorly because, not only did he lose income and 
security, many others gained where he lost; he is no longer “winning” by as wide a 
margin in the competition that is assumed by an individualistic focus. Indeed, some 
employees left the company as a result of the pay change. Those employees told the 
media that raising everyone to the same salary minimum was unfair because it treated 
everyone equally.135 For example, an employee who had been with the company for its 
entire ten years and was being paid $60,000 would get a $10,000 raise, while someone 
who had only been with the company for a year being paid $35,000 would get a $35,000 
raise. An employee being paid more than $70,000 would get no raise at all. Price’s change 
failed to protect existing pay differentials, and the loss of relative wealth is problematic 
from an individualistic perspective. 

As the Dan Price example illustrates, entrepreneurial 
actions have ethical implications. No matter what choice is 
made, some stakeholders will gain and others will lose. As a 
result, whether they realize it or not, entrepreneurs are 
shaping the world—affecting stakeholders’ financial, 
ecological, and social well-being—when they create and 
manage their organizations. The things that organizations do, 
and do not do, reflect the ethics of the entrepreneurs who create them. It is therefore 
crucial that entrepreneurs think about their ethical assumptions and their motivations 
when creating their organization.   

Entrepreneurs shape 
the world, affecting 
stakeholders’ 
financial, ecological, 
and social well-being. 
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CHAPTER SUMMARY 
1. What someone considers to be meaningful work is related to how they think about the 
meaning of life, including whether they think the source of meaning is materialistic or 
transcendent, and whether the focus is individualistic or holistic. 

• FBL management tends to have a materialistic/individualistic understanding of 
meaningful work, which it facilitates via job design and consumeristic messaging 

• TBL management tends to have either a transcendent/individualistic or a 
materialistic/holistic understanding of meaningful work, which it facilitates via job 
crafting and pro-social messaging 

• SET management tends to have a transcendent/holistic understanding of 
meaningful work, which it facilitates via encouraging generosity and voluntary 
simplicity 

2. When it comes to nurturing meaningful relationships for organizational members: 

• FBL management promotes friendly competition and emotionally intelligent 
motivational skills 

• TBL management promotes work-life balance 

• SET promotes the putting the person back into what have become instrumental 
relationships, and showing compassion and gratitude in the workplace 

3. When it comes to ensuring peace and social justice for everyone: 

• FBL management emphasizes initiatives that promote international trade and 
practices that support financial well-being; it tends to have an ethnocentric orientation 

• TBL management emphasizes initiatives consistent with the UN Global Compact 
and practices associated with the Base of Pyramid idea; it tends to have a polycentric 
orientation 

• SET management emphasizes initiatives consistent with the Caux Round Tables and 
practices associated with fair trade; it tends to have an egalicentric orientation 

4. Entrepreneurs’ orientations to their work—be it a job, a career, or a calling 
orientation—will influence the social well-being associated with their organizations.  

5. Because it influences the well-being of both entrepreneurs and stakeholders, all 
entrepreneurial activity has ethical implications. 
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QUESTIONS FOR REFLECTION AND DISCUSSION 
1. Think back to the opening case and imagine that you have a leadership role in your 
school (e.g., President, Dean, professor, leader in a student group). What can you do in 
your current role to improve mental well-being for students in your school? Now that 
you know about the factors that can enhance your mental well-being, will you 
implement them in your own life? Explain. 

2. Do you think it should it be a priority for managers to create organizational structures 
and systems that foster mental health and well-being, or is that outside of their realm of 
responsibility? Are you aware of specific managers who are particularly good (or bad) 
at nurturing mental health and well-being? If so, describe what they do.  

3. Should management courses engage students in thinking about the meaning of life? Or 
is that better left to courses in philosophy? What are the default assumptions about the 
meaning of life in a business school likely to be if the issue is not openly discussed? 

4. Ask three people you know if they think their job is meaningful. How do they define 
meaningfulness? Then ask them how well their work satisfies each of the three criteria for 
meaningful work that are discussed in this chapter. What have you learned from 
listening to your friends talk about their experiences at work?  

5. How important is it to you that you find meaningful work in your career? How 
important is it to ensure that, when you become a manager, the people who report to you 
find their jobs to be meaningful? Would you prefer a job that is meaningful to you and 
pays $40,000 a year, or a job that is boring and pays $100,000 a year?  

6. Do you think it is realistic for a manager to permit employees (or even encourage 
them) to invest time in developing non-instrumental relationships at work?  Is there a 
business case for doing so (e.g., reducing turnover, improving productivity, attracting 
Millennials)? What if there isn’t a business case? Is de-commodifying relationships with 
suppliers and customers the right thing to do, even if this compromises the ability for an 
organization to maximize its financial well-being? 

7. How important is it for businesses to nurture peace and security as a positive social 
externality? When is this best left to the government, or to the military? How big of a role 
do you think economic factors play in war? How important is energy? 

8. This chapter describes many different ways to think about the meaning of life and 
social well-being. What entrepreneurial opportunities do you see in those ideas? What is 
a problem you might be able to solve? A solution you could offer? Think of at least five 
ways an entrepreneur might create value in terms of social well-being. 

9. Imagine yourself pursuing one of the opportunities you identified in the previous 
question. Which work orientation would you be using? Why? Do you like the 
implications of that choice? How might you change your response to improve it?   
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PREVIEW AND SUMMARY FOR CHAPTER 6 
 FBL TBL SET 

Most valued 
benefits of 
entrepreneurship 
- as new start-up 

 
 
 
Economic activity 
(and jobs and 
innovation) 

 
 
 
Create satisfying jobs 
(and economic activity 
and innovation) 

 
 
 
Socio-ecological  
innovation (and 
meaningful jobs and 
economic activity) 

- as small enterprise Opportunity for  
growth/financial  
return (and to 
target specific 
opportunities) 

Opportunity for growth 
via targeting specific/ 
narrow triple bottom-
line opportunities 

Opportunity to create 
socio-ecological value 
for a local community 
(and for growth and 
specific opportunity) 

- as family business Low agency costs Low agency costs and to 
care for family 

Care for humanity 

Four steps of the 
entrepreneurial 
process 

 
 

 
 

 
 

Step 1: Identify an 
opportunity, based 
on: 

Seek financial 
value capture 

Seek financial value 
capture via reducing 
negative externalities 

Seek value creation 
through positive socio-
ecological externalities 

Step 2: Test the 
idea Gather information to test and refine the opportunity 

Step 3: Make a plan  
(business plan, and 
Entrepreneurial 
Start-Up Plan) 

To convince 
stakeholders of 
profit potential 

To justify the profitability 
of reducing targeted 
externality 

To engage stake-
holders in developing 
the key aspects of the 
organization  

Step 4: Take action 
(qualities of 
entrepreneurs;  
key resources) 

Access 
traditional 
sources of 
financing (e.g., 
banks, venture 
capitalist) and 
use it to mobilize 
the other 
resources called 
for in the plan 

Access new and/or 
traditional sources of 
financing, and use it to 
mobilize the other 
resources called for in 
the plan 

Consider newer 
sources of financing 
(e.g., crowdfunding) to 
get started, and then 
work with stakeholders 
to mobilize the 
resources to run the 
organization 
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CHAPTER 6: 
THE ENTREPRENEURSHIP PROCESS 

 

Learning goals 
After reading this chapter, you should be able to:  

1. Identify the contributions entrepreneurs make to society. 

2. Explain how entrepreneurship is similar to and different from family business and 
small business. 

3. Describe the four main steps in the entrepreneurial process. 

4. Identify and describe the elements of a business plan and of an Entrepreneurial Start-
Up Plan (ESUP). 

STARTING A NOBLE, NOBEL-PRIZE-WINNING BANK 
Can you imagine the Nobel Peace Prize being awarded to an entrepreneur 
and manager of a bank? That’s exactly what happened in 2006, when the 
Prize was awarded to Mohammad Yunus and the Grameen Bank.1 His story2 
starts in 1974, when an estimated 1.5 million people in Bangladesh died in a 
famine.3 

Step 1: Identify an opportunity (problem to solve). “I was teaching economics 
at that time, at the University, and I felt terrible. Here I was, teaching the elegant 
theories of economics in the classroom with all the enthusiasm of a brand-new 
Ph.D. from the United States. You feel as if you know everything. You have the 
solutions. But you walk out of the classroom and see skeletons all around you, 
people waiting to die. … 

I wanted to find out, is there anything I can do as a human being to delay it, to stop 
it, even for one single person? I would go around and sit down with people in the 
village, talking … I learned many things along the way, and tried to involve myself 
in whatever capacity I could to resolve those kinds of problems. 
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One particular incident took me in a new direction. I met a woman who was making 
bamboo stools. After a long discussion I found out that she made only two pennies 
U.S. each day, and I couldn't believe anybody could work so hard and make such 
beautiful bamboo stools and make such a tiny amount of profit. So I tried to 
understand. She explained to me that she didn't have the money to buy the 
bamboo to make the stools, so she had to borrow from the trader—and the trader 
imposed the condition that she had to sell the product to him alone, at a price that 
he decided … she was virtually in bonded labor to this person. And how much did 
the bamboo cost? She said, ‘Oh, about 20 cents.’” …  

Step 2: Test the idea. “I debated whether I should give her 20 cents, but then I 
came up with another idea -- let me make a list of people who needed that kind of 
money. I took a student of mine and we went around the village for several days 
and came up with a list of 42 such people. When I added up the total amount they 
needed, I got the biggest shock of my life: it added up to 27 dollars! …  

I took the money out of my pocket and gave it to my student. I said: ‘You take this 
money and give it to those 42 people that we met and tell them this is a loan, that 
they can pay me back whenever they are able to. In the meantime, they can sell 
their product wherever they can get a good price.’” 

“After receiving the money, they were excited. And seeing that excitement made 
me think: ‘What do I do now?’ I thought of the bank branch which was located on 
the campus of the University. I went to the manager and suggested that he lend 
money to the poor people that I had met in the village. … He said, ‘You are crazy. 
It's impossible. How could we lend money to poor people? They are not credit-
worthy. … They cannot offer collateral, and such a tiny amount is not worth 
lending.’ He suggested that I see the high officials in the banking hierarchy in 
Bangladesh. 

I took his advice and went to the people who matter in the banking sector. 
Everybody told me the same thing. Finally, after several days of running around I 
offered myself as a guarantor. I'll guarantee the loan, I'll sign whatever they wanted 
me to sign, but they can give the money, and I'll give it to the people that I want to. 

So that was the beginning. They warned me repeatedly that the poor people who 
receive the money will never pay back. I said, ‘I'll take a chance.’ And the surprising 
thing was, they repaid me every penny -- there was not a single penny missing. I 
got very excited and came to the manager and said, “Look, they paid back, so 
there's no problem.” But he said, ‘Oh, no, they’re just fooling you. Soon they will 
take more money and never pay you back.’ So I gave them more money, and they 
paid back. I told this to him, but he said, ‘Well, maybe you can do it in one village, 
but if you do it in two villages it won't work.’ So I hurriedly did it in two villages [and 
eventually 50 villages] -- and it worked.  
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… I came up with the results they cannot deny because it's their money I'm giving, 
but they will not accept it because they are trained to believe that poor people are 
not reliable. Luckily, I was not trained that way so I could believe whatever I am 
seeing, as it revealed itself. But their minds, their eyes were blinded by the 
knowledge they had. 

Step 3: Develop a plan. Finally I had the thought: why am I trying to convince 
them? I am totally convinced that poor people can take money and pay back. Why 
don't we set up a separate bank? That excited me, and I wrote down the proposal 
and went to the government to get the permission to set up the bank. It took me 
two years to convince the government. …” 

Step 4: Take action. “On October 2, 1983, we became a bank. A formal bank, 
independent … now that we had our own bank and we could expand as we 
wished. And we did expand.  

We reached the first billion dollars in [1994], and we celebrated it. A bank that 
started its journey with 27 dollars, giving loans to 42 people, coming all the way to 
the billion dollars in loans, is a cause for celebration we thought. And we felt good. 
Nobody had believed in us, everybody said, well, you can give tiny amounts to tiny 
people -- so what? You cannot expand, you cannot reach out to the poor people. 
So coming all the way to the billion dollars in loans to so many borrowers was quite 
an excitement.” 

When it received the 2006 Nobel Peace Prize, Grameen had almost 7 million 
borrowers (95% of them women4), 18,795 employees in 2,225 branches5 
working in 71,371 villages, and since its inception had disbursed over US$5.7 
billion to help people escape poverty. Its loan recovery rate is 98.85% (versus 
an 80% average for most banks6). Grameen has been profitable almost every 
year. The compelling idea of loaning money to the world’s poorest 
micropreneurs to enable them to grow their businesses has had a life-
changing impact. Yunus notes that 58% of the poor people who have 
borrowed from Grameen have managed to escape poverty.7 

 
While the rest of this book focuses on management issues that are relevant for any type of 
existing organization, this chapter starts with a brief description of hallmarks of 
entrepreneurial start-ups, including small and family-run organizations. We then focus on 
the four-step entrepreneurial process that results in the creation of new organizations. 
This includes the development of business plans and Entrepreneurial Start-Up Plans 
(ESUP), which serve to introduce some of the key content found in the rest of the book. 
As always, we contrast and compare implications for different approaches to 
management: Financial Bottom Line (FBL), Triple Bottom Line (TBL), and Social and 
Ecological Thought (SET).  



 118 

THE IMPORTANCE OF ENTREPRENEURSHIP 

Recall from Chapter 1 that an entrepreneur is someone who conceives of new or improved 
goods or services and exhibits the initiative to develop that idea by making plans and 
mobilizing the necessary resources to convert the idea into reality. The most familiar type of 
entrepreneurs, and the focus of this chapter, are the so-called classic entrepreneurs, who 
start new organizations to pursue their ideas.8 Almost every organization you know (e.g., 
Tesla, Microsoft, Fed-Ex, the pizza place down the street) had an entrepreneurial 
beginning, and such new organizations are vitally important, especially in terms of 
creating new jobs. For example, over the past 40 years in the United States new 
organizations have created an average of 3 million jobs per year, while existing firms 
have actually reduced the number of jobs by an average of 1 million jobs per.9 In other 
words, the only reason that the U.S. had job growth in the past 40 years was because 
classic entrepreneurs were creating new jobs at a faster rate than existing firms were 
eliminating them through downsizing and offshoring. The same pattern can be observed 
all over the world; new businesses are the source of most new jobs.10 The Global 
Entrepreneurship Monitor (GEM), an ongoing international study that conducts more 
than 200,000 interviews annually in over 100 countries, found that in 2016 more than half 
of new businesses throughout the world planned to hire additional staff in the near 
future.11  

Entrepreneurial start-ups are also important for the innovations they provide to 
society. Research shows that as organizations grow older, they are less likely to develop 
innovative solutions.12 As illustrated in the opening case, older organizations are less 
likely to even notice new or emerging problems, and when they do, they typically try to 
solve those problems using existing practices and technologies. Radical new solutions are 

more likely to come from new organizations. In fact, more 
than half of all innovations—and 95% of radical, industry 
changing innovations—come from entrepreneurs.13 This 
phenomenon, of new entrepreneurial organizations leading 
the way for older ones, may help to explain why young 
people feel drawn toward entrepreneurship. In a recent 
survey, 70% of Millennials reported that they expected their 
careers to include working independently to create something 
new14 (the global average across all age groups is 22%).15  

 

ENTREPRENEURSHIP AND SMALL BUSINESS 
The terms “entrepreneur” and “small business manager” are often used interchangeably, 
because most entrepreneurs are also small business managers. Nonetheless, some 
entrepreneurs manage large businesses (e.g., Tesla, Grameen Bank), and not all small 
business managers are entrepreneurs (e.g., the manager of the local hardware store who 

More than half of all 
innovations—and 
95% of radical, 
industry changing 
innovations—come 
from entrepreneurs. 
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inherited it from her parents may not be an entrepreneur). Entrepreneurial organizations 
are distinguished by doing something new, whereas small- and medium-sized 
enterprises (SMEs) are defined by their size, not on the basis of whether they have done 
something new. Many criteria can be used to judge an organization’s size (e.g., revenue, 
assets, ownership structure), but the most commonly used criterion is the number of 
employees. Governments such as those in Canada, the United States, and the European 
Union define a small organization as one with fewer than 100 employees, and a medium-
sized organization as one having from 100 to 500 employees. 

Because of their size, SMEs have important differences that distinguish them from 
large organizations. For one, SMEs have smaller budgets, so any fixed costs of operation 
will be relatively large and thus a greater burden. Fixed costs are business expenses that 
do not vary with the quantity of organizational output (e.g., the rent payments for a coffee 
shop are the same, no matter how many coffees it sells). As well, SMEs have fewer 
resources to compete with other organizations, such as offering high wages and 
promotions for employees, or marketing budgets for attracting customers. In addition, 
SME operations often are not large enough to benefit from economies of scale. Economies 
of scale are cost savings that arise from producing a large volume of output. For example, 
mass production of automobiles along an assembly line leads to a much lower cost per 
car than does building individual autos in small numbers. SMEs also have fewer options 
to buffer economic downturns; their limited internal resources often lead to lower credit 
ratings and less access to external resources, and their small number of employees and 
smaller operations mean that SMEs are generally less diverse, both in their operations 
and in their staff. These differences combine to create two important effects. First, SMEs 
are far more common in service industries than in manufacturing (e.g., more than 75% of 
small businesses in Canada provide services, rather than goods).16 Second, SMEs suffer 
from the liability of smallness, which refers to small organizations’ greater chance of failing 
compared to larger organizations in the same industry or situation.17  

In addition, entrepreneurs starting small businesses will also suffer from the liability 
of newness, which refers to new organizations’ greater chance 
of failing compared to older organizations in the same industry 
or situation. Older organizations have established 
reputations and past successes. Their members have had 
the chance to develop routines and adjust to their work. All 
of these features make older organizations more resilient 
and better able to secure resources from the environment. 
Indeed, research suggests that 20% of new businesses fail 
within the first year of operation, and 50% within the first 
five years of founding.18  

Despite these challenges, SMEs are the core of most national economies. For 
example, in Canada, 98% of all businesses have fewer than 100 employees, and those 
small organizations employ 8.2 million people, which is more than 70% of all private 
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(non-government) jobs in the country.19 Small- and medium-sized businesses combined 
represent 99.9% of all firms in Canada, and they are of comparable importance in other 
countries as well (e.g., 97% or more in Australia, Belgium, Chile, Japan, New Zealand, 
Thailand, and the United States).  

SMEs not only create jobs, they also tend to create jobs with enhanced social well-
being. Surveys suggest that employees in SMEs have higher job satisfaction, better 
working conditions, more control at work, and less desire to quit.20 Small businesses also 
may offer employees the opportunity to develop and use a wider variety of skills, and the 
ability to see more clearly how their work relates to the organization’s mission and 
outcomes.21 Both of these opportunities tend to make jobs more satisfying and 
meaningful.22 
 

ENTREPRENEURSHIP AND FAMILY BUSINESS 
As with SMEs, the idea of a family business is sometimes confused with 
entrepreneurship, because it is not unusual for start-ups to be managed by a family. 
Nonetheless, family business and entrepreneurship are two distinct ideas. This is 
illustrated by the fact that many family-controlled organizations are long past the start-
up phase (e.g., Samsung, Walmart, Nike, and Mars). A family business is an organization 
controlled by two or more members of a single family, in cooperation or in succession. A family 
is a group of people—typically connected by marriage or kinship ties—who have a shared history, 
who feel a sense of collective belonging, and who are committed to helping each other build a 
shared future. For example, if one spouse manages a restaurant while the other handles 
accounting and inventory, that restaurant is a family business, as is one where an 
entrepreneur retires and passes control of her organization to her children. Spouses, 
siblings, and children are the family members most commonly involved, but some family 
businesses also include in-laws, cousins, and more distant relations.23  

A hallmark of family business is the strong interpersonal relationships associated 
with being family members. When making business decisions, family members will think 
about their family as well as the organization, and issues in the family may influence how 
members interact. These facts create distinctive advantages and disadvantages.24  

Family businesses enjoy at least three advantages. First, family members are often 
highly motivated to see the organization succeed. They may be willing to stay with a 
troubled firm or to make sacrifices for its benefit in order to safeguard the future of their 

family. Second, being a family firm can help in attracting 
customers and partners, as “family owned and operated” 
advertising is often taken to mean that stakeholders will receive 
better, kinder treatment from the organization.25 Third, the 
higher levels of trust and cooperation in families can simplify 
management and reduce the financial costs of control. In 
particular, family firms have lower agency costs than non-family 
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firms.  
Agency costs refer to the expenses that owners pay to ensure that managers act in the 

interests of the firm, rather than in their own self-interest. Agency theory uses the term moral 
hazard to describe the risk that managers may use the firm’s resources to benefit other interests 
to the detriment of the owners’ financial gain. Moral hazard arises when two conditions are 
met: (1) managers and owners have misaligned incentives such that managers are 
rewarded for organizational outcomes that the owners do not favor, and (2) there is 
information asymmetry between managers and owners such that owners have trouble 
evaluating the performance and choices of managers due to the fact that managers know 
more about organizational operations and can control what information is shared with 
owners. Because managers in family businesses are often family members, these firms 
will generally have lower levels of misaligned incentives and information asymmetry, 
and thus lower agency costs.26  

However, family businesses also must confront some disadvantages. If success 
requires sacrifices (e.g., high debt, long hours), members may believe that the business is 
being placed ahead of the family, decreasing the quality of relationships within the 
family. Interpersonal conflict in the family may also influence the business. For example, 
if a married couple start an organization and then get divorced, the business may be torn 
apart. The two brothers who started the Dassler Brothers Shoe Company, Adi and Rudy,  
had a serious conflict with each other, and their wives did not get along. So the brothers 
divided their company, and Adi started Adidas, and Rudy started Puma. Their continued 
fighting with each other distracted them from the threat of a new start-up named Nike.27  

Moreover, how one treats family members may not always fit with how one treats 
business partners. If a family business includes two children, but one of those children is 
clearly more motivated or more competent, how should rewards be distributed? The 
issue of rewards and performance reviews is also complicated for non-family employees. 
It is easy for managers to be biased in favor of their family members, and even when they 
are not, employees may believe such favoritism exists. 
And if operations go badly, so that the owner has to 
choose between firing a child or the best salesperson in 
the firm, either choice can have serious consequences. 
Nepotism refers to preferential treatment of relatives and 
friends, especially by giving them jobs for which they are not 
the most qualified. While nepotism is typically not illegal, 
it is often seen as unfair, and can frequently be a poor 
business choice. Nonetheless, nepotism is not unusual in 
family businesses, and often trumps other decision-
making criteria. 
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FBL, TBL, AND SET MANAGEMENT IMPLICATIONS  
FBL, TBL, and SET approaches to entrepreneurship have important differences. FBL 
entrepreneurs are most concerned with financial returns, and so are most likely to be 
concerned with how new ventures contribute to economic activity and growth. Small 
businesses may be especially attractive to them because their small budgets can produce 
relatively high rates of return. Likewise, with regard to family business, FBL 
entrepreneurs are likely to value the reduced agency costs, the potential for low labor 
costs during the early years, and the ability to provide family members with relatively 
high pay after the firm has become a financial success.  

The TBL approach, in addition to job creation, will celebrate the fact that jobs 
created by entrepreneurs are more satisfying, making employees more willing to stay, 
even when they are paid less than in large firms. With regard to small business, a TBL 
perspective will highlight similar advantages to FBL, with the addition that small 

businesses can target small, specific ways to 
profitably reduce a negative externality. For example, 
Tom Szaky founded Terracycle after he discovered 
that he could profitably take waste from the kitchen 
at the university where he was a student, feed that 
waste to worms, and sell the worms’ excrement in 
used soda bottles as plant fertilizer.28 The TBL view 
of family business is also similar to that of FBL 
entrepreneurs, but with more recognition of 
opportunities to bring family members closer 
together and to take care of the next generation.29 

From a SET perspective, perhaps the most important benefit of entrepreneurship is 
its potential for creating positive socio-ecological innovations. With regard to the 
advantages of a small business, a SET view would share the FBL and TBL interest in low 
start-up costs and the ability to adopt a narrowly focused strategy, but also value the 
greater connection that small businesses often have with their surroundings. If a small 
business is focused on local stakeholders, it contributes to the local multiplier effect, and 
reduces GHG-emitting travel. In terms of family business, SET entrepreneurs may often 
adopt a broader view, focusing on not just their own family, but on humanity or the 
world as a whole. For example, some SET entrepreneurs have created so-called 
“universal family firms” that take care of employees and other stakeholders as though 
they were family members.30 
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THE FOUR-STEP ENTREPRENEURIAL PROCESS 

Progressing from the initial inspiration for a new a product or service all the way through 
to developing and managing an organization which offers that product or service can be 
a long, complex, and difficult process. Nonetheless, it is useful to think of that process as 
having four basic steps. Each step is described below.  
 

STEP 1: IDENTIFY AN OPPORTUNITY 
The essential first step in entrepreneurship is to identify an opportunity to pursue. 
Opportunity identification is the process of selecting promising entrepreneurial ideas for 
further development. Many people mistakenly believe that the challenge of 
entrepreneurship is coming up with ideas for new products or services, but the greater 
challenge is actually in identifying good ideas, that is, ideas that fit a genuine opportunity 
or need in the marketplace. If you have ever seen a goofy or unsuccessful product in a 
discount store or on a shopping channel, or watched Dragon’s Den or Shark Tank, then 
you know that not all entrepreneurial ideas are equally good. 

Sometimes the entrepreneurial opportunity involves purchasing an existing 
organization. This might be an opportunity to purchase a franchise for a given location, 
which allows an entrepreneur to acquire everything that is necessary to open an 
organization affiliated with a larger brand (e.g., McDonald’s, Lululemon, Ten Thousand 
Villages). At other times, the entrepreneurial opportunity involves purchasing an 
organization that is already operating, rather than starting from nothing. It can be 
especially rewarding to purchase an existing business that is underperforming and use 
one’s creativity and energy to make it successful.  

However, the most common entrepreneurial opportunities involve starting an 
entirely new organization, and doing that requires identifying a new product or service 
opportunity. Having an entrepreneurial mindset, which enables entrepreneurs to look at 
situations in new ways, is one of the most important factors in 
identifying such opportunities.31 For example, while others 
didn’t, the founders of 31 bits saw an opportunity to set up a 
business to help single mothers in Uganda. Consider a simple 
experiment. One class of school children was shown a picture 
of a person in a wheelchair and asked, “Can this person drive 
a car?” The students all answered “no,” and gave many 
reasons why not. But when another class was shown the same picture and asked, “How 
can this person drive a car?” the students generated many creative ideas to help a person 
who uses a wheelchair to drive a car.32  

Entrepreneurs are more likely to consider how something can be accomplished, 
rather than thinking of reasons why it can’t be done. This orientation can be applied on a 
relatively small scale, such as realizing that a specific market has an unmet need (e.g., 
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there is no fusion restaurant in the neighborhood). Or it can be applied on a large scale, 
requiring the entrepreneur to create the market as well as the organization. When the 
founders of Manitoba Harvest Hemp Foods had the idea to sell hemp seed as a health 
food in North America, there was no demand or supply for their product. They had to 
lobby the government for permission (growing hemp was previously illegal), source the 
seeds by teaching and encouraging farmers to grow the plants, develop machinery to 
extract and process hemp seed, conduct research to show its health benefits, and 
motivate consumers to buy the product. After a number of years Manitoba Harvest had 
66% of the North American hemp seed market.33 

In terms of where the opportunities come from, there are several areas where 
entrepreneurs may search for possibilities (see Table 6.1). One useful way to identify 
potential entrepreneurial opportunities is to consider the three types of well-being 
(described in Chapters 3-5) and the idea of creating positive externalities while reducing 
negative externalities. All entrepreneurs have to consider financial outcomes; FBL and 
TBL organizations seek to maximize them for the organization, while SET organizations 
have to at least maintain financial viability. But different management approaches pay 
differing amounts of attention to social and ecological outcomes. As a result, different 
types of entrepreneurs will focus on different kinds of opportunities. 

Table 6.1 Sources of potential opportunities 

Source Examples 
Trends: large-scale, 
ongoing patterns 

Aging population, increasing wireless bandwidth and access, 
growth of terrorism  

Industry changes Rise of preventative medicine, real estate bubbles or crashes, 
legalization of marijuana 

Unexpected events Global recession of 2008, Brexit decision 
Gaps: demands and needs 
that are not being met in 
the best way 

Microfinance, crowdfunding, self-publishing, and music 
downloading arose in large part because customers were 
dissatisfied with previous distribution models 

Personal experience Ideas may come from travelling in other countries, work 
experiences, talking with friends and family, becoming aware of 
problems people are facing, and from hobbies and other 
interests. 

 

The FBL, TBL, and SET approaches to opportunity identification  

FBL entrepreneurs are constantly looking for more financially rewarding ways to meet 
needs and wants. They look for places where they can out-perform existing competitors, 
either by lowering financial costs or by providing unique added-value. They look for 
opportunities to invest resources that will yield a higher financial return than they 
currently earn. FBL entrepreneurial opportunities may focus on reducing a firm’s 
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operating costs, even if it increases negative social or ecological externalities, because 
such issues do not concern FBL entrepreneurs (they assume that other parties, such as 
government, are responsible for addressing issues related to externalities). For example, 
FBL entrepreneurs may increase their financial value capture by outsourcing production 
to low-paying overseas factories, despite the local job losses and the poor working 
conditions overseas.  

TBL entrepreneurs also seek maximum financial return, but with a focus on 
opportunities to profitably reduce social and ecological externalities. TBL opportunities 
are increasing thanks to consumers’ growing support for organizations that are more 
socially and ecologically responsible. For example, firms in the oil and gas industry are 
notorious for their GHG emissions (negative ecological externalities), even though they 
also create high-paying jobs for their employees and affordable energy for their 
customers (positive social externalities). TBL firms can enhance their corporate reputation 
by developing technologies that reduce GHG emissions during the extraction of oil from 
the oil sands (reduce negative ecological externalities).  

SET entrepreneurs look for viable opportunities to increase social or ecological well-
being. In addition to achieving sustainable financial returns, they are seeking ways to 
improve employment opportunities for the marginalized of society or new ways of 
caring for the environment. An example is BUILD, a company that creates positive 
societal externalities by hiring chronically unemployed people like ex-convicts, and that 
minimizes negative ecological externalities by installing 
energy-efficient toilets and insulation for homeowners.34 The 
SET approach represents a different way of entrepreneurial 
“seeing” than the FBL and TBL approaches. Before the 
Grameen Bank, FBL and TBL managers in the financial 
industry did not see the opportunity in microfinancing, but 
Mohammed Yunus saw it as a way to help poor entrepreneurs 
in Bangladesh. Also, SET entrepreneurs emphasize 
opportunities that meet needs, rather than creating or meeting wants. Sometimes SET 
entrepreneurs even try to eliminate the need for their product or service. For example, the 
Digger Foundation supports the design of machinery to remove land-mines with the goal 
of all land-mines being eliminated so there is no need for their equipment.35 Similarly, 
Yunus is looking forward to eliminating poverty, and thereby eliminating the need to 
provide loans to impoverished people.  
 

STEP 2: TEST THE IDEA 
The second step in the entrepreneurial process is to test your idea to determine whether it 
is a viable opportunity. This usually involves talking about your idea with potential 
customers, employees, suppliers, and other stakeholders, as well as developing a 
prototype or conducting a pilot test. In the case of the Grameen Bank, Mohammed Yunus 
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did both of these things, by talking to and learning from potential clients and from others 
in the financial services industry, and by actually providing small loans to micro-
entrepreneurs in the neighborhood. These actions let him know that his idea could work. 

The most important feedback for entrepreneurs will come from potential users of 
the good or service (i.e., future customers), but useful information can also be gained 
from industry experts, government officials, suppliers, competitors, community 
members, and potential employees. One of the best ways to get this feedback is by using 
a preliminary elevator pitch, which is a succinct description of the entrepreneur’s plan and 
the value it offers. A good elevator pitch focuses on the potential opportunity—what need 
the entrepreneur is satisfying, how the need will be met, and the benefits of doing so. The 
elevator pitch must be brief and focused on the most important details. It should: 

• Identify the problem you propose to address 
• Describe your proposed solution (if appropriate, include a prototype or beta-

version) 
• Recognize the major challenge or obstacle 
• Have a solution for the challenge 
• Explain how your plan benefits the customer 
• Be 30 to 60 seconds long 
• Be focused, clear, and delivered in a compelling and enthusiastic fashion.36 

The most effective pitches and ideas will be persuasive, which means they will 
change the audience’s thinking or motivate them to take some action. Therefore, the pitch 
must have a goal. For example, if an entrepreneur is giving her first pitch to a potential 
customer, then the goal is to see if the individual becomes excited and asks for more 
information. Sharing your pitch with stakeholders will allow you to judge others’ 
reactions and revise your goals accordingly. For example, talking with customers may 
help you to identify important product features that you overlooked. Talking to potential 
employees can identify production issues before they become problems. Entrepreneurs 
should use an iterative approach in which they give their pitch, listen to the reaction, 
revise their pitch, and then try it again with another stakeholder.37 The goal is not to have 
a refined end-product, but rather to determine whether your idea has merit and 
potential. 

 

The FBL, TBL, and SET approaches to testing the idea  
The FBL approach to idea testing focuses on financial data, such as the size of the market, 
price points, and production costs. The TBL approach includes these concerns, but also 
focuses on identifying a particular negative socio-ecological externality that can be 
profitably addressed. The SET approach focuses on soliciting feedback from the widest 
array of stakeholders, and is most likely to welcome input from stakeholders to co-
develop the idea. Recall how Yunus consulted with many people in his village, as well as 
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bankers and government officials before beginning. Similarly, Dan Wiens held multiple 
focus groups before beginning his subscription farming venture (Chapter 4). 
  

STEP 3: DEVELOP A PLAN 
Once an entrepreneurial opportunity has been identified and tested, the next step in the 
entrepreneurial process is to develop a written plan that provides clear direction by 
laying out objectives and the strategies that will be used to reach those objectives.38 
Experience and extensive research evidence show that entrepreneurs are more likely to 
reach their goals if they have a sound plan.39 First, the plan ensures that entrepreneurs 
think through the different aspects of the new venture before they begin. Once a new 
venture is started, the demands of running the organization leave little time for such 
reflection. Second, preparing a plan forces entrepreneurs to establish goals and standards 
for subsequently measuring performance. For example, an entrepreneur may decide that 
a new venture should generate at least $200,000 in revenue in the first year of operation, 
or have a positive cash-flow within two years. If such milestones are not met, then the 
entrepreneur may leave the venture, rather than investing 
any more resources in it. Finally, perhaps the most 
important reason to write a well-developed plan is to win 
the support of other stakeholders, whether it is financers, 
suppliers, employees, or customers.  

Table 6.2 (next page) provides a summary of a generic 
business plan to describe a potential new organization.40 A 
business plan is a written document that describes the key 
features, actions, structure, and systems for a proposed new 
organization that is designed to take advantage of an 
entrepreneurial opportunity. As used here, the term business 
plan can be applied to a wide range of new ventures, not 
just for-profit businesses. The Entrepreneurial Start-Up 
Plan (ESUP) introduced in Chapter 1 is a subset of a business plan. An ESUP includes the 
elements of a business plan that are relevant for general management (especially those 
covered in the first five parts in Table 6.2), but does not focus on aspects related to 
specific functional areas like marketing, finance, and operations. This book provides the 
necessary information to develop an ESUP, but to develop a full business plan you will 
need to find additional sources of information. For example, if you are a student using 
this book as a text in a management course, then you may gain the additional material 
from your other courses (e.g., marketing, operations, accounting, finance, etc.). If you are 
an entrepreneur, topic areas outside this book are ones for which you may find other 
individuals who can bring that expertise to your management team (e.g., marketer, 
accountant). 
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Table 6.2 Elements of a generic business plan (and the 5 elements of an ESUP*) 

Business plan 
element 

Content Discussed in 
book chapter  

1. Summary* Executive summary of the whole plan, highlighting 
key points and exciting the reader  
(1 page; related to elevator pitch) 

6 

2. Description of the 
new venture* 

Opportunity being pursued (e.g., relevant trends);  
Target customers, size of market;  
Mission and vision;  
Business strategy;  
Legal form 

3, 4, 5; 
6 
8, 9  
9, 10 
6 

3. Description of 
product and 
competitors* 

Key features of products/services 
Analysis of competition (competing and substitute 
products/ services, competitive advantage, SWOT 
analysis, stakeholder maps) 

6 
9, 10 

4. Management* Top Management Team (qualifications, roles); 
Organization structure and systems 

13, 16 
11, 12, 19 

5. Staffing* Details about employees – numbers, required 
skills, recruiting, training, compensation 

13, 17 

6. Marketing Total and served available market, target market; 
Marketing plan, selling approach, customer 
retention methods, distribution, pricing 

6 
 

7. Operations Location, facilities, equipment, methods, quality 
control, inventory management, suppliers, 
purchasing 

 

8. Finances Financial requirements, sources, projected 
revenues and costs, break-even analysis, cash flow 

 

9. Timeline and 
contingency plans 

Goals and milestones, achievements by dates, 
insurance, liability considerations  

 

Note that the order and components of the plan in Table 6.2 are merely suggestive; 
when writing a business plan it is best to allow characteristics of the specific new venture 

to help shape the structure of the business plan. Specific 
organizations may emphasize some elements more than 
others (e.g., location is essential for a retail shop, but less 
important for an online consulting firm) and different 
audiences may be more interested in some elements (e.g., 
potential employees may care most about human resource 
policies). Nonetheless, Table 6.2 provides a checklist of the 
elements that should be considered for any business plan. We 
will briefly describe each element in turn.  

Note that it may be 
appropriate for 
entrepreneurs to 
change the order 
and components 
listed in Table 6.2. 
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1. Summary of the plan  
The summary is your chance to make a positive first impression. Think of the summary 
as a written version of your elevator pitch. If your summary is bland or dull, potential 
investors are unlikely to read the rest of your plan. The summary should provide a brief 
but engaging description of your new venture, the product or service it will provide, a 
description of the market it will operate in, the key features that are likely to make it 
succeed, the resources that are already in place, the additional resources that may be 
needed, and an appraisal of the venture’s expected performance (financial, social, and 
ecological). The summary should be short—no longer than one or two pages—and 
should be written after all parts of the plan are complete.  

2. Description of the new venture 
This section of the plan introduces readers to the concept of the new venture; it has 

five components: a) the opportunity that is being pursued, b) the target market, c) the 
mission and vision, d) the business strategy, and e) the legal form of the new 
organization. 

The opportunity. This element describes the problem or opportunity that the new 
venture is addressing, and the relevant trends or gaps in the larger environment that 
have given rise to the opportunity. This includes the elements of economic, social, and 
ecological well-being described in Chapters 3-5.  

Target market. The business plan should describe the characteristics and size of 
your target market (and thus the potential size of the new venture). In this context, a 
market is the group of people or organizations that are, or could be, interested in in using your 
particular product or service. For example, if you are proposing a new daycare, you would 
include information on things like the number of children who need but do not have 
access to daycare, the socio-economic status of parents, the length of waiting lists at other 
daycares in the neighborhood, and the price parents are willing to pay for daycare. To 
understand the target market, entrepreneurs can refer to the information they collected in 
the second step of the entrepreneurial process, as well as gather additional information 
from potential customers, suppliers, partners, and competitors (see Marketing in section 
#6 below).  

Mission and vision. As will be discussed in Chapters 8 and 9, this section describes 
the on-going purpose of the organization, as well as your vision of what the organization 
will look like in 5 years.  

Business strategy. As will be discussed Chapters 8 and 9, this section describes 
whether the new venture’s strategy is based on having low financial costs, distinct 
features, minimal negative externalities and/or enhanced socio-ecological well-being.  

Legal form.41 There are many different legal forms an organization can take, but 
four basic ones are sole proprietorships, partnerships, corporations, and co-operatives. A 
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sole proprietorship is a business that is owned and operated by one entrepreneur who is 
responsible for all of its debts. Because they are simple to start, most new ventures are sole 
proprietorships. 

A partnership is established when two or more entrepreneurs own and operate the firm 
and are responsible for all of its debts. Partnerships are also simple to start and have the 
advantage of adding more expertise and resources to a firm. Having a written agreement 
about ownership, dispute resolution, and related issues prior to starting is crucial for 
success. 

A corporation is a legal entity separate from its owners that has many of the legal rights 
of a person and limits the financial liability of the owners to the amount of their investment in the 
corporation. Corporations are owned by shareholders, who in turn elect the board of 
directors that oversees and takes legal action for a firm. Corporations are costlier to start 
and operate due to numerous government regulations, but they offer advantages of 
limited liability and greater continuity over time. New corporations usually start as 
private corporations (where shares cannot generally be bought by the general public).  

Finally, a co-operative is jointly owned and run by its owners, primarily to provide goods 
and services for their own benefit. In a co-operative (“co-op”) every owner gets one vote to 
elect the board (i.e., owners can purchase only one share each), and one usually can’t be 
part of the organization without owning a share. There are co-ops in all industries and 
fields, such as consumer goods (e.g., Mountain Equipment Co-op), financial services (e.g., 
credit unions), and housing (e.g., condominium owner’s associations). 

3. Description of product and competitors 

This section of the plan describes the products and services the new venture will offer 
(including key features and price points), and how they fit into the larger market. This 
involves drawing stakeholder maps, describing similar products and services being 
offered in the marketplace, and providing an analysis of the new venture’s strengths, 
weaknesses, opportunities, and threats (see Chapters 9 and 10).  

4. Management 
This section describes your top management team, your basic management philosophy 
or approach, and the organizational structure and systems of your new venture. It should 
convince readers that you have the management capability to make your new 
organization successful. Potential funders of a new venture place great emphasis on the 
characteristics of the entrepreneurs leading a new start-up, and particularly their ability 

to work as a cohesive team.42  
Your start-up plan should provide a clear 

description of the management team’s experience 
and expertise. Be sure you also specify which 
member will do which work (e.g., who will manage 
areas like finance, accounting, human resources, 

Your start-up plan should 
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of your management team. 
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etc.). Identify any gaps and how you will access advisors and consultants to fill those 
gaps. You should also provide information about how much time and energy key people 
will invest in this venture and how they will be compensated. For example, which 
members are willing to put in 60 hours a week, and which have other jobs and 
commitments that will limit their participation? 

In addition, this section should provide information on your basic management 
philosophy. This information will reflect whether you will adopt an FBL, TBL, or SET 
management approach, and it should include information about how your management 
approach and strategy fit with your organizational structure and systems (Chapters 11 
and 12).  

5. Staffing 

In addition to describing the top management team and organizational structure and 
systems, your plan should provide additional details about the number of employees you 
need, the sorts of skills and credentials required, how you will recruit, train, and 
compensate your employees, whether or not you will you promote from within, offer 
flexible work hours, focus on low-cost overseas service providers, and so on (Chapter 13).  

6. Marketing 

The marketing section provides detailed information about three key components of the 
market: TAM, SAM, and your target market.43 The Total Available Market (TAM) includes 
everyone who could potentially benefit from the product or service. The Served Available 
Market (SAM) includes everyone in the TAM who is likely to actually use the product or service. 
The Target Market includes everyone in the SAM that the organization will intentionally try to 
make into a customer or client in the near future. For example, if you were planning a new 
daycare, the TAM might include every household within a one-hour driving distance 
that has children living there. The SAM would include those households in the TAM that 
need, but do not currently have, daycare services. The target market would be the 
members of the TAM that your specific organization is going to prioritize as customers 
(e.g., full-time vs part-time care, children of particular ages, etc.). 

This section also includes your marketing plan, selling approach, customer 
retention methods, distribution, pricing strategy, and so on. An important consideration 
is whether the new venture’s products and services may be able to attain a first-mover 
advantage, which is a performance advantage enjoyed by the first organization or product to 
reach a large portion of the potential market. For example, the QWERTY keyboard is 
dominant not because it is better than other keyboards, but because it was first to be 
mass-produced (see Chapter 2). Growth-oriented entrepreneurs will be most concerned 
with first-mover advantage, because their goal is creating the largest possible 
organization. In contrast, micropreneurs are less concerned with increasing the size of 
their business and so are more likely to focus on what has become known as the “long 
tail” of the market.44 Many markets are dominated by one or a few large organizations, 
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but technology has allowed smaller organizations to reach enough customers to be viable 
(see Figure 6.1). The few large organizations that control the vast majority of the market 
are the ‘head’ of the market, but there can still be a large number of organizations in the 
‘tail’ that each have a very small portion of the market. For example, J.K. Rowling’s Harry 
Potter story is the world’s best-selling book series, with more than 500 million copies 
sold.45 However, publishers consider a fiction author successful if a book sells just 10 to 
15 thousand copies.46 Because current technology allows an entrepreneur to potentially 
reach customers all over the world, there are opportunities for many organizations in the 
long tail of the market, not just large first-movers in the head. 

Figure 6.1: The head and long tail of the market 

 

7. Operations 

This section provides detailed information about the new venture’s proposed location, 
facilities, equipment, methods of transforming inputs into outputs, quality control, 
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8. Finances 

This section should describe the anticipated sources of financing, financial projections for 
the first five years, an analysis of expected expenses and revenues, a break-even analysis, 
and cash flow statements. The projections should be relatively detailed at first (e.g., 
provide quarterly cash-flow projections in the first year) and then more general over 
time. An important part of the financial planning for the organization is to identify its 
sources of financing and specify when these funds are needed. Unless entrepreneurs are 
self-financed, they usually need either debt or equity financing. Debt financing occurs 
when entrepreneurs borrow money from a bank, family and friends, or a financial institution that 
must be paid back at some future date. Collateral such as personal assets or business assets 
is often required to guarantee a loan. Equity financing occurs when investors in a new 
venture receive shares and become part owners of the organization. Equity financing usually 
comes from venture capitalists, which are companies or individuals that invest money in an 
organization in exchange for a share of the ownership and profits. Venture capitalists often 
become quite involved in the operations of the business, sometimes even requiring that 
they approve major decisions. 

9. Timeline and contingency plans 

This section of the plan describes how resources will be mobilized over time, presents 
expected performance milestones, and identifies contingency plans that will be put in 
place in case events do not unfold as planned. In terms of the time-line, the business plan 
should present a timetable or chart to indicate when each phase of the venture is to be 
completed. For example, for a new daycare organization the time-line should indicate 
when a location will be selected, when equipment will be installed, when and what kind 
of advertising will be done, when different staff members will be recruited and hired, 
and so on. The time-line should also identify specific milestones that are designed to help 
the entrepreneurs and investors know how well they are doing. For example, if a new 
daycare needs thirty children to be viable, and has only twenty children after two years 
of operation, then it may be prudent to close the daycare. The time-line should extend at 
least five years into the future. 

Finally, the plan for the new venture should describe how critical risks will be 
managed if circumstances change. Competitors might engage in price-cutting, or there 
could be unexpected delays in development or cost over-runs, or difficulties might arise 
in acquiring timely inputs from suppliers. A new daycare may unexpectedly find a 
competitor starting up nearby three months later, or its staff may be accused of 
inappropriate behavior. Contingency planning helps managers to think beforehand how 
to handle these situations (see Chapter 8). The plan should also describe insurance 
mechanisms to deal with liability considerations. For example, the plan for a daycare 
would describe how it would deal with a parent who sues over an injury to their child. 
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How detailed should the plan be? 

While it is essential for entrepreneurs to consider all of the issues described above, it has 
become less common to describe them all in exhaustive written detail.47 A study of Inc. 
500 firms (i.e., the 500 fast-growing private organizations in the United States) found that 
only 28% had completed a prototypical business plan at the start-up stage, and other 
research found no relationship between having a detailed new venture plan and future 
profitability.48 The available research evidence suggests that the traditional business plan 
of clearly defining an opportunity and developing a detailed plan for execution tends to 
produce good outcomes for a new initiative in an established business (i.e., for 
intrapreneurship), whereas new organizations pursuing classic entrepreneurial ends may 
be better served by a more flexible, open-ended and partner-oriented approach to 
business planning.49 

Just as asking the wrong question can limit an entrepreneur (e.g., “can a person in a 
wheelchair drive a car?” vs. “how could a person in a wheelchair drive a car?”), a 
detailed plan has the potential to limit what entrepreneurs do. For example, 31 bits co-
founder Kally Dovel first went to Uganda asking how to help children in orphanages, but 
soon learned it was more important to ask how she could help the single mothers who 

had placed their children in orphanages (see the Opening Case 
in Chapter 1). Similarly, a World Bank team was tasked with 
reducing famine by increasing milk production among farmers 
in rural Africa. However, when team members visited, they 
found that a bigger problem was spoilage of milk as it travelled 
from farmers to consumers. The team changed their goals as a 
result, in a way that may not have been possible if they had 
been set on executing the pre-conceived plan. As the team 
leader said, “I now realize how much of the overall success of 

the effort depends on people discovering for themselves what goals to set and what to do 
to achieve them.”50 A similar lesson is found in the description of Honda’s entry to the 
U.S. motorcycle market (see Chapter 10).  

However, one should not conclude that planning is unimportant. That belief would 
be wrong. According to one study, entrepreneurs with business plans are more than 
twice as likely to actually launch their new ventures.51 Planning is essential for all 
entrepreneurs, but trying to make a complete and definitive plan prior to starting a new 
venture may have unintended negative effects. Rather, plans should only be as detailed 
as required to get underway, and they should be made (and revised) based on constant 
feedback and learning. As discussed earlier regarding elevator pitches, entrepreneurs 
should develop their plans iteratively: the current plan should be tested with real world 
data, seeing how customers or other stakeholders respond, and revised accordingly 
before being tested again. 

 

Entrepreneurs with 
business plans are 
more than twice as 
likely to actually 
launch their new 
ventures. 
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FBL, TBL, and SET approaches to developing a plan 
There are important differences in the content and the emphasis FBL, TBL, and SET 
entrepreneurs place on developing plans for a new venture. Highly detailed plans of the 
sort summarized in Table 6.2 have become less important in modern entrepreneurship,52 
though they continue to be important for some FBL entrepreneurs, because they provide 
a strong business case for investing.53 Because the FBL approach prioritizes financial 
gains, developing a strong business case is crucial for gaining support, and FBL 
entrepreneurs place great emphasis on providing detailed information about potential 
customers and comparable firms’ operating costs and similar data. This helps them to 
make concrete predictions about how much money could be made with the proposed 
new product or service.54  

The TBL approach is very much like the FBL approach, but in some ways is even 
more demanding. Even though the TBL approach is becoming the new norm in the 
marketplace, TBL start-ups may face skepticism from traditional banks and investors 
because sustainable development has traditionally been seen as a threat to maximizing 
financial gains. Thus, a TBL entrepreneur must take extra care to reassure potential 
investors that resources devoted to reducing externalities will in fact enhance the 
organization’s financial performance.  

In contrast to traditional FBL and TBL plans, which are ultimately judged on 
whether or not they optimize the financial return, a SET organization will be judged on 
its ability to produce positive social or ecological outcomes in a financially sustainable 
fashion. Because the SET approach emphasizes multiple forms of well-being for multiple 
stakeholders through active cooperation with those 
stakeholders, a SET entrepreneur may be less able to 
anticipate and define everything in advance. As a 
result, SET entrepreneurs have often placed less 
emphasis on detailed and specific plans. One might 
say that whereas FBL and TBL entrepreneurs use a 
business plan to convince stakeholders to support 
them, SET entrepreneurs use stakeholders to develop 
a convincing plan.  

  

STEP 4: TAKE ACTION 
The final step in the entrepreneurial process may be the most difficult. It is one thing to 
write an excellent plan, and it is another to implement it and launch a new organization. 
One study found that, even among plans that won at business plan competitions, only 
30% of those plans were put into action.55 There may be a variety of reasons for this. First, 
perhaps the prize-winners pursued an even better idea for a new start-up. Second, 
perhaps they did not have the entrepreneurial qualities called for to put their plans into 
action. Third, perhaps they were unable to find the necessary financial resources to 

Whereas FBL and TBL 
entrepreneurs use a 
business plan to convince 
stakeholders to support 
them, SET entrepreneurs 
use stakeholders to 
develop a convincing plan.  
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launch their new organization (e.g., venture capitalists fund only 2% of the plans they 
see, and big banks approve only 23% of loan requests).56 In any case, writing a great 
business plan and implementing it are two different things. The rest of this book 
describes the many issues and actions required to manage an organization, all of which 
must be addressed by entrepreneurs. In the remaining section here, we briefly describe 
entrepreneurial qualities that make a person more likely to take successful action, as well 
as differences among different approaches to financial issues.  

Qualities of entrepreneurs 
Studies suggest that a variety of qualities distinguish entrepreneurs who launch 
successful start-ups,57 including personality characteristics like being conscientious, open 
to new experiences, extraverted, and emotionally stable.58 A strong desire for 
achievement also contributes to entrepreneurial success, as does having a high level of 
self-efficacy, which is one’s confidence and belief that they can accomplish a task 
successfully.59 Enjoying risk makes individuals more likely to start their own 
organizations, but it does not help them to succeed.60  

Other important qualities include managerial social skills, such as leadership, the 
ability to communicate with others, and being able to build and maintain a cohesive 
team.61 New venture success increases with the size of the founding management team.62 
Entrepreneurs working alone are far less likely to succeed, because a lone entrepreneur 
has fewer skills, fewer contacts, and less experience than a team.63 Most investors 
consider the management team and their qualifications to be an essential criterion for 
providing financial support.64 Education is also positively associated with 
entrepreneurial success;65 and a lack of education is a primary barrier to acquiring start-
up financing.66 However, industry experience is a more important predictor.67 

An important consideration is the entrepreneur’s gender. Even in developed market 
economies, where we might expect to find fewer social barriers preventing female 
entrepreneurs, only 25% of businesses are owned and managed by women.68 Several 
reasons may help to explain why women are less likely to become entrepreneurs. First, 
women tend to report lower self-efficacy than men69--even when they really have equal 
skill and knowledge70—and thus fewer women may choose an entrepreneurial career.71 
Second, investors seem biased in favor of male entrepreneurs.72 Third, female 
entrepreneurs tend to choose different industries and locations for their organizations, 
and those choices are often in a lower profile and more challenging contexts.73 
Nonetheless, women have just as much entrepreneurial potential as men: studies show 
that when the barriers above are removed, women are just as likely as men to be 
successful entrepreneurs.74  

In addition to personal attributes, individuals’ life situations can also influence 
whether or not they take as action as entrepreneurs. First, people are more likely to start a 
new organization after experiencing a transition in their lives. This includes completing 
an education or training program, finishing a major project, moving, having a mid-life 
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crisis, and being divorced or fired. For example, after their start-up PayPal was 
purchased by eBay, the founders went on to start other companies including Tesla 
Motors, LinkedIn, YouTube, Yelp, and Yammer. Second, people are more likely to start a 
new organization if their current job is dissatisfying, or if they have little hope of finding 
satisfying employment. These necessity-drive entrepreneurs often feel pushed into 
action. For example, both Intel and Hewlett-Packard were founded by engineers who 
were unhappy with their prior jobs at Fairchild Semiconductor.75 Likewise, Tom 
Chappell left his corporate job to “move back to the land” and founded Tom’s of Maine 
(a SET company that sells sustainable personal care products like toothpaste and hand 
cream). Finally, people may become entrepreneurs to pursue a specific opportunity or 
their situation otherwise pulls them toward a new venture. Available resources, mentors, 
or supports can help a person take the leap into entrepreneurship. 

FBL, TBL, and SET approaches to taking action 
As described throughout this book, an entrepreneur’s management approach will have a 
significant effect on how a new venture is started and managed. Here, we will briefly 
highlight some differences related to the kind of legal form and financing a start-up 
pursues. FBL and TBL entrepreneurs, with their focus on high returns for invested 
capital, are well positioned to appeal to traditional financial institutions and similarly-
motivated investors. It often makes sense for such entrepreneurs to start a corporation, 
with its advantages, because managers of corporations are (in many jurisdictions) legally 
required to seek to provide profits for shareholder.76  

In contrast, SET entrepreneurs do not prioritize financial gains, and therefore may 
encounter poor responses, or even trouble, if they seek financing from FBL-oriented 
sources. The experience of Ben & Jerry’s Ice Cream illustrates issues that SET 
entrepreneurs may face when founding a traditional corporation. Ben & Jerry's 
Homemade Holdings Inc. was founded with a SET mission: making the world’s best ice 
cream, running a financially successful company, and making the world a better place. It 
uses local organic inputs, has developed chemical-free containers, has prioritized fair-
trade ingredients, and uses its profits to fund a foundation supporting community-
oriented projects. But it is also a public corporation, thus when the European 
conglomerate Unilever offered to buy the company at a 25% profit, the managers of Ben 
& Jerry’s were legally obliged to accept the offer on behalf of shareholders, even though 
they feared that their SET mission would be abandoned by Unilever. In other words, as 
managers of a corporation they had a fiduciary duty to benefit the owners’ financial 
interests and thus accept Unilever’s offer.77  

Recently some lawmakers have made changes that reduce the potential conflict 
between SET organizations and traditional corporate law. They have created a new kind 
of corporation, called a benefit corporation, which is a for-profit corporate entity that has 
legally defined and recognized social or environmental goals. Whereas shareholders in a 
traditional corporation may use the law to force managers to pursue profit at the expense 
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of social or ecological outcomes, the shareholders in a benefit corporation may use the 
law to force managers to pursue social or ecological benefits at the expense of financial 
profit.78 

Even with this change, SET entrepreneurs may have trouble financing their 
organizations, since most debt and equity financing is controlled by FBL-oriented 
organizations.79 SET entrepreneurs often do better if they can connect directly with like-
minded investors, and so have contributed to the rise of new financing options. The most 
important of these is crowdfunding, which involves entrepreneurs receiving small amounts of 
money from a large number of people, often in exchange for a reward (but typically not 
repayment of the funds or a role in management).80 In this model, the entrepreneurs describe 
their project and goals—often via a short elevator pitch video—and request funds from 
interested and supportive individuals. The specifics of crowdfunding vary. For example, 
Kickstarter, the largest and best known organization providing a crowdfunding service, 
requires the proposed project to have defined start and end dates, to offer rewards to 
funders, and in the case of physical products, to share information about a prototype. In 
contrast, Indiegogo has less strict guidelines (e.g., not requiring rewards for funders). 
Some crowdfunding campaigns set specific goals, and if that goal is not reached, the 
donors receive their money back and the entrepreneur gets nothing; other campaigns 
allow the entrepreneur access to whatever funds are offered.  

Crowdfunding on a large scale is a relatively new phenomenon and, thanks to 
communication technology, continues to develop. For example, in 2016, Indiegogo began 
a trial of a new equity crowdfunding service that allows individuals to receive partial 
ownership in return for their funds (i.e., they become true investors, rather than just 
donors). Whatever form it takes in the future, crowdfunding has become an important 
part of entrepreneurial financing. It has been growing at a remarkable pace, doubling 
every year, from an $880 million activity in 2010 to more than $34 billion in 2015. At this 
rate, it will be over $1 trillion by 2020.81 

Finally, the remainder of the book will provide much more detailed information of 
this fourth phase, “Take action,” regarding the management of entrepreneurial start-up 
organizations, and consider differences between FBL, TBL and SET entrepreneurs. This 
will culminate in Chapter 19, which describes the control and information systems called 
for in managing an organization, and also introduces more discussion of the different 
business functions (e.g., finance, marketing, operations, and accounting).  

 

CHAPTER SUMMARY 

1. Entrepreneurship creates the vast majority of innovations and new jobs in an economy, 
and the jobs created by entrepreneurs often have higher levels of social well-being than 
those created by existing large organizations. 

2. Many entrepreneurial ventures are small or family businesses, but not all small or 
family business are entrepreneurial. 
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3. The four steps in the entrepreneurial process are: 

• identify an opportunity (a promising idea that meets a need) 

• test the idea (develop a prototype, use an elevator pitch to gather feedback) 

• develop a plan (a business plan or an Entrepreneurial Start-Up Plan) 

• take action (mobilize the resources to put your plan into practice).  

4. The nine elements of a generic business plan include: Summary, Description of the new 
venture, Description of products and competitors, Management, Staffing, Marketing, 
Operations, Finances, and Timeline and contingency plans. 

5. Differences in management approach lead entrepreneurs to have different goals, but 
can also lead to different organizational forms, sources of financing, and relationships 
with stakeholders.  

 

QUESTIONS FOR REFLECTION AND DISCUSSION 
1. What are the benefits of entrepreneurship for society? 

2. Identify and describe the four steps of the entrepreneurial process. What are the 
differences between the FBL, TBL, and SET approaches in each of the four steps? 

3. Identify and describe the elements of a business plan for a new venture. How are these 
elements related to the entrepreneurial process? 

4. What are the pros and cons of developing a detailed plan for a new venture prior to 
start-up? 

5. How often do you talk with your friends or family about ideas for starting a new 
venture? What qualities do you share with successful entrepreneurs who put good ideas 
into practice? How are you different? What would you need to put your ideas into 
practice? Explain your answer. 

6. If you were to start a new venture, what opportunity would you like to pursue? What 
trends, surprises, or gaps have you noticed? What possibilities do they suggest? 

7. If you became an entrepreneur, would you adopt an FBL, TBL, or SET approach? Why? 
What implications does that choice have for how you would develop your organization? 

8. Use the information in this chapter regarding the parts of an Entrepreneurial Start-Up 
Plan (ESUP) to create the framework for a new venture you might pursue. Begin to fill in 
the sections as you are able, especially drawing on your responses to ESUP-related 
questions that have been presented in previous chapters. Continue to fill in your ESUP as 
you work your way through the rest of this book. 
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PREVIEW AND SUMMARY OF CHAPTER 9 
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CHAPTER 9: 
STRATEGIC MANAGEMENT A:  

THE FOUNDATION 
 

Learning goals  
After reading this chapter, you should be able to: 

1.  Identify the first two steps of the strategic management process. 

2. Describe the differences between the FBL, TBL, and SET approaches with regard to the 
establishment of organizational mission and vision statements. 

3. Describe the differences between the FBL, TBL, and SET approaches to analyzing an 
organization’s internal strengths and weaknesses and its external opportunities and 
threats.  

4. Apply the first two steps of the strategic management process when developing a 
stakeholder map for entrepreneurs. 

HOW VISION CAN TRANSFORM PROBLEMS                        
INTO OPPORTUNITIES1 

Shaun Loney is a serial entrepreneur with a Social and Ecological Thought 
(SET) approach. Where others see problems, he sees opportunities. Loney 
played an important role starting-up several new ventures, including BUILD 
and Aki Energy. BUILD (Building Urban Industries for Local Development) is 
a social enterprise that reduces homeowners’ energy consumption by 
improving the insulation in their homes and installing low-flush toilets. BUILD 
hires people like ex-convicts or gang members who have a tough time getting a 
job. Aki Energy uses a similar labor pool, and has become the largest company 
in the region installing geothermal heating. Loney was thinking of starting a 
similar venture when he flew into the Garden Hill First Nation, a community 
of 4,000 people about an hour north of Winnipeg, Manitoba.  

If you were to fly to Garden Hill, you would notice that the plane lands on an 
island apart from the community on the mainland. You’d also notice that the 
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Northern Store (which has outlets in many northern communities) is the only 
grocery store serving Garden Hill, and that it is located on the island. If you 
were to visit the store, you’d be struck by the high prices, especially for the 
small selection of fresh vegetables and fruits.2 And you’d discover that to take 
the water taxi that connects the island to the community costs $5 per person for 
a one-way trip. 

After arriving in the community on the mainland, you soon learn that the 
unemployment rate is about 75%. You'd also hear that, like other communities 
that lack access to affordable healthy food, about 500 of the 4,000 citizens of 
Garden Hill have diabetes, 50 of whom are children. The government recently 
built a small $5 million six-bed hospital in the community so that patients 
could receive dialysis treatment there, which is less expensive than flying them 
to Winnipeg. In remote communities, dialysis costs about $100,000 per year per 
patient. A generation ago diabetes rates were so low in communities like 
Garden Hill that medical researchers travelled there in order to study why. 

These observations are available to any visitor to Garden Hill, and they would 
be seen as difficult problems to solve. But Loney is not just any visitor, and he 
saw these problems as opportunities for Garden Hill to start new food-related 
businesses. The opportunities included a high-priced competitor in a poor 
location ($10 round trip), an ample labor force keen to work, a huge need, and 
a motivated customer base wanting healthy food. 

So Loney rolled up his sleeves, shared his vision with leaders and others in the 
Garden Hill community, and helped to start up a variety of new enterprises 
under the name of Meechim Inc. (Meechim means “food” in Oji-Cree, the 
language of the community). Within two years, Meechim had generated annual 
revenues of $500,000 and had 18 employees. It started with a bi-monthly 
healthy pop-up food market, which sells fruit, vegetables, meat, locally caught 
fish, and healthy cooked meals. The market is located at the local TV station, 
which offers a live broadcast of what is available in the Oji-Cree language. 
Loney jokes: “It may be the world’s only healthy food shopping channel.” 
Meechim also sells healthy food alternatives in the canteen at the local arena, 
offering fruits and vegetables and featuring local Garden Hill chicken soup. 

Perhaps the most impressive Meechim initiative has been the one that was both 
the most obvious and yet overlooked. Five hectares (13 acres) of land have been 
cleared to establish a community garden to grow local produce in Garden Hill, 
thus putting the “garden” back in Garden Hill. They have also started to raise 
chickens to provide eggs and ingredients for chicken noodle soup. Loney notes 
that, assuming that a household eats one chicken per week, and a community 
has 500 households, and that a chicken costs $10, that’s a potential annual gross 
revenue of $250,000. Add to that locally available berries, maple syrup, 
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potatoes, wild rice, carrots, beets, and lettuce.3 Soon you have $1 million local 
food economy, where much of the money and profits stay in the local 
community and is enhanced by the local multiplier effect. Previous research 
shows that even one such enterprise can make a world of difference to an 
isolated economy.4 

The world would be a better place with more entrepreneurs who have the 
vision and mission of people like Shaun Loney. What “problems” are you 
aware of that actually represent opportunities for new start-ups? 

 
Strategic management refers to the analysis and decisions that are necessary to formulate and 
implement strategy. Strategy refers to the combination of goals, plans, and actions that are 
designed to accomplish an organization’s mission. An organization’s mission statement 
identifies the fundamental purpose of an organization, and often describes what an 
organization does, whom it serves, and how it differs from similar organizations. The 
importance of strategic management is illustrated by the difference between Walmart 
and Kmart. Both companies were founded in 1962. The two chains have other striking 
similarities: names, store atmosphere, markets served, and organizational purpose. Yet, 
Walmart’s financial performance has far surpassed that of Kmart. Why? Because 
managers vary in how well they formulate and implement strategies, and this affects 
their organization’s performance. Walmart has been very good at Financial Bottom Line 
(FBL) strategic management, and at managing the transition to Triple Bottom Line (TBL) 
strategic management, whereas Kmart has long struggled to find the right combination of 
strategic direction and appropriate implementation.5  In this chapter, we describe the first 
two steps of the strategic management process, and highlight the implications for doing 
entrepreneurial stakeholder analyses.  

Strategic management involves a four-step process: (1) establish the mission and 
vision of the organization; (2) analyze its external environments and internal resources; 
(3) formulate the strategy to be followed; and (4) implement the chosen strategy. 
Successful implementation then feeds back to the beginning of the process as managers 
ensure that the strategy remains relevant. Although the process depicted in Figure 9.1 is a 
useful way to think about strategic management, the four steps are not as neatly laid out 
in real life, and in fact each step in the model can be seen as related to the others.  

Figure 9.1:  Overview of the four-step strategic management process 
 
    2. Analyze internal and 
        external factors (SWOT) 
 
1. Establish mission          3. Formulate strategy 
    and vision 
 
       4. Implement strategy 



 144 

STEP 1:  ESTABLISH ORGANIZATION’S MISSION & VISION 
The first step in the strategic management process is to establish an organization’s 
mission and vision. Recall that the mission statement identifies the fundamental purpose 
of an organization, and often describes what an organization does, the stakeholders it 
serves, and how it differs from similar organizations. A mission statement can provide 
social legitimacy and a sense of identity for the members of an organization. The mission 
of 31 bits (see the opening case in Chapter 1) is very short: “Using fashion and design to 
empower people to rise above poverty.”6 As many as 90% of companies have a mission 
statement,7 which may contribute to their financial performance.8 Most mission 
statements mention some, but not all, of the following nine elements, including the 
organization’s:9  

1. Products/services (e.g., banking services, game apps, fresh vegetables) 

2. Customers (e.g., university students, seniors, Millennials, basketball fans)  

3. Self-concept (e.g., identify distinctive competency or competitive edge: safest, 
fastest, environmentally-friendliest) 

4. Survival/growth/profitability targets (e.g., stable, rapid, cautious) 

5. Employees (e.g., go-getters, diverse, engineers, long-term, treated with dignity) 

6. Markets and regions of operation (e.g., local community, city, region, national) 

7. Philosophy and values (e.g., customer is always right, shareholder is #1, triple-
bottom-line, social justice, ecological well-being) 

8. Technology used (e.g., high-tech, low-tech, hands-on, affordable) 

9. Public image (e.g., socially and/or environmentally friendly, local, international 
leader in marketplace). 

The organization’s ongoing mission statement is often accompanied by a future-
oriented vision statement, which describes what an organization is striving to become, and 
thereby provides guidance to organizational members. A vision statement typically 
describes goals that an organization aspires to achieve five or more years into the future. 
For example, the mission of a university is to teach students, engage in research, and 
provide service to the community. The vision of a university may be to maximize 
diversity in the classroom, to be a world leader in medical research, or to foster a sense of 
global citizenship. A tourist destination may have the mission to provide local 
employment and to be friendly to visitors, and the vision of becoming the honeymoon 
capital of the world.  

Research suggests that managers should develop vision statements that are:10  

1. Visionary/Future-oriented (e.g., by 2030 we will be …) 

2. Inspiring (e.g., we will be the world leader, most-admired …)  



 145 

3. Challenging (e.g., grow tenfold, reduce GHG emissions by 90% from 2017 levels)  

4. Brief (preferably no more than 30 words) emphasis 

5. Clear (can be understood without re-reading) 

6. Stable (does not need to be changed or being updated annually). 

The content and effect of both mission and vision statements may be related to the 
organization’s context. For example, the performance of government service agencies 
may be related to vision statements that recognize the need for strong interpersonal 
relationships among their members (e.g., “we will provide best-in-field working 
conditions and service”), whereas the growth of entrepreneurial businesses may be 
associated with vision statements that express a need for power (e.g., “we will be #1 in 
our industry”).11  

Although we have described the conceptual difference between a mission statement 
and a vision statement, these differences are often not so clear in actual mission and 
vision statements that companies publish. For example, an organization’s vision 
statement sometimes includes elements of its mission, such as its guiding philosophy, 
purpose and core beliefs.12 The important thing is that managers clearly understand their own 
organization’s fundamental purpose and its long-term aspirations. Some organizations do not 
have a formal mission or vision statement, but they do have certain statements that 
function in the same way. For example, a fitting mission statement associated with Apple 
Computer comes from its co-founder, Steven Jobs: “To make a contribution to the world 
by making tools for the mind that advance humankind.”13 And Jobs’ early vision 
statement for the firm was: “An Apple on every desk.”14  

 

FBL, TBL, AND SET APPROACHES TO MISSION AND VISION 
When it comes to establishing mission and vision statements, there will be differences in 
the three approaches to management regarding: 1) the content of the statements, 2) the 
strategic orientation underpinning the statements, and 3) the process used and people 
participating in developing the statements. These are summarized in Table 9.1.  

Table 9.1: Differences in three management approaches to mission/vision statements 

  FBL   TBL    SET 
Emphasis in the 
content of statements 

Financial bottom 
line; acquisitive 
economics 

Triple bottom line; 
mostly acquisitive 
economics 

Socio-ecological well-
being; sustenance 
economics 

Strategic orientation Competitive 
strategy 

Mostly competitive 
strategy 

Collaborative strategy 

Emphasis in process; 
key participants 

Top-down; Top 
management team  

Mostly top-down: Key 
stakeholders 

Participation;  
All stakeholders  
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Content 
In the FBL approach, mission and vision statements focus on acquisitive economics and 
the things that contribute to an organization’s financial bottom line. The TBL approach 
adds a focus on social and ecological well-being initiatives that enhance the organiza-
tion’s financial well-being; acquisitive economics is also emphasized, but with some 
sustenance economics if it serves the organization’s financial interests. The SET approach 
focuses on ecological and/or social aspects based on sustenance economic assumptions. 

Strategic orientation 
There is a difference in the emphasis on competitiveness across the three approaches of 
management. An FBL approach can generally be characterized by its emphasis on 
maximizing competitive advantage. A competitive strategy is designed to create value for 
customers by providing lower prices and/or unique features not offered by other organizations. 
From an FBL perspective, competitiveness is good for society because it motivates people 
and organizations to do their best. It encourages organizations to continuously improve, 
promotes efficiency, and reduces opportunities to “gouge” the consumer. Besides, it 
seems natural for people to compete against others and themselves. 

TBL management also emphasizes a competitive strategy, but at the same time 
recognizes that in some instances a collaborative strategy may better serve an 
organization’s financial interests.  A collaborative strategy is designed to create value for 
customers by cooperating with stakeholders to provide goods and services that enhance overall 
positive externalities. In addition to sharing FBL management’s concern for shareholder 
well-being, the TBL approach includes concern for mutually beneficial cooperation and 
the well-being of multiple stakeholders. For example, McDonald’s works with the Noble 
Foundation, an agricultural non-profit organization, to see if they can find a mutually 
beneficial way to raise sustainable beef.15  

SET management recognizes that a singular emphasis on competitiveness may be 
dysfunctional, as is evident when people cheat in order to win (e.g., think of GE’s legal 
record under Jack Welch, the exemplar of FBL management described in the opening case 
of chapter 1).16 A “win at any cost” mentality can bring out the worst in people, such as 
when athletes take illegal performance-enhancing drugs that offer a short-term 

performance boost at the expense of long-term health, or 
when politicians resort to “mud-slinging” during election 
campaigns, or when managers engage in illegal or unethical 
behavior in order to maximize profits. Competitiveness can 
bring out the worst in humankind when we seek to 
suppress our competitors in order to improve our own 
chances of winning. A generic SET mission statement might 
say: “Working together with stakeholders, we will create 
socio-ecological and financial well-being.” For example, 
when then-CEO Dennis Bakke set up the mission statement 

Competitiveness can 
bring out the worst in 
humankind when we 
seek to suppress our 
competitors in order 
to improve our own 
chances of winning. 
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for AES, one of the largest energy providers in the world, he included the phrases 
“creating the world’s most fun place to work” and “serving society in an economically 
sustainable manner with safe, clean, reliable electricity.”17  

SET management suggests that, even at its best, competitiveness simply is not good 
enough to warrant its central role in management theory, and the SET approach 
challenges the assumption that the desire to compete will bring out the best in 
humankind. Rather, the SET approach assumes that the desire to share, or to eradicate 
poverty, or to live sustainably on the planet, or to ensure that everyone is treated with 
dignity, is much more likely to truly bring out the best in us. It asks “What if our organi-
zational mission and vision statements, and our structures and systems, were designed 
towards these ends, instead of designed simply to out-compete the so-called enemy?”18 

The process of setting the vision and mission statements  
When it comes to setting the mission and vision statements, FBL management 
emphasizes the input of the organization’s top management team, while TBL 
management includes other stakeholders inside and outside the organization who can 
affect the triple bottom line. The SET approach may add even 
more stakeholders, including those who are more distant from 
the financial success of the organization. For example, in some 
countries the ecological environment is seen as a stakeholder 
with legal rights. Ecuador in 2008 included the Rights of Nature 
(RoN) in its constitution, becoming the first country in the world 
to do so. The RoN is presented as a tool for enhancing 
sustainability that promotes living in harmony with nature 
(based on an Indigenous Andean concept of sumak kawsay).19  

The FBL approach takes the least amount of time and is completed by the people 
who are likely to have the best overall understanding of an organization’s internal and 
external factors. TBL management involves more people and takes more time, but the 
understanding and ownership of key stakeholders from this process facilitates broader 
support and commitment, and thus a greater likelihood of achieving success. The SET 
approach invites even more people to participate in the process of setting mission and 
vision statements, which takes even more time. However, when an organization’s 
mission and vision take into account the needs of the socio-economic and ecological 
environments, organizational members may find their work is more meaningful and 
motivating.20 

 

STEP 2: ANALYZE EXTERNAL & INTERNAL FACTORS (SWOT) 
The second step in the strategic management process is to perform a SWOT analysis, 
which is an acronym for Strengths, Weaknesses, Opportunities, and Threats. A SWOT 
analysis examines an organization’s internal strengths and weaknesses in light of external 

In 2008 Ecuador 
became the first 
country in the world 
to include the Rights 
of Nature in its 
constitution. 
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opportunities and threats. Strengths refer to valuable or unique resources that an organization 
has or any activities that it does particularly well. A strength is a positive internal character-
istic of the organization that can help managers achieve their strategic objectives. 
Weaknesses refer to a lack of specific resources or abilities that an organization needs in order 
for it to do well. A weakness is a negative internal characteristic of the organization that 
hinders the achievement of the strategic objectives of an organization. When Garden Hill 
First Nation first talked about starting Meechim Food, a strength was the community’s 
access to land for gardening, and a weakness was that its members had little recent 
experience with gardening. 

Opportunities are conditions in the external environments that have the potential to help 
managers meet or exceed organizational goals. Sometimes recognition of opportunities will 
prompt managers to revise goals. Meechim Foods identified a variety of opportunities, 
including access to a motivated labor force, a single competitor with high prices in an 
inconvenient location, and many customers with a strong desire for healthier food 
options. Threats are conditions in the external environments that have the potential to prevent 
managers from meeting organizational goals. For example, at present the Northern Store 
qualifies for government subsidies to fly in fresh tomatoes, but there are no subsidies for 
Meechim to grow tomatoes in the community. An analysis of the external environment is 
key to uncovering what current and future opportunities and threats might exist.  

The following paragraphs provide an in-depth discussion of SWOT analyses, and 
introduce the best-known analytical tools and techniques to help managers. We start with 
identifying an organization’s internal factors (strengths and weaknesses), and then 
examine its external factors (opportunities and threats).  

 

INTERNAL FACTORS (STRENGTHS AND WEAKNESSES) 
Managers must be aware of the available resources in their organization in order to 
understand its strengths and weaknesses. The best-known theory in strategy that looks at 
an organization’s resources is called the Resource-Based View (RBV). Three different 
variations of RBV have been developed in the literature, each of which generally 
corresponds to one of the three management approaches. Conventional RBV aligns with 
FBL management, Natural RBV aligns with TBL management, and Radical RBV aligns 
with SET management.21 

According to the RBV, resources are organizational assets, capabilities, processes, 
attributes and information that are controlled by an organization and that enable the firm to 
formulate and implement a strategy that improves its efficiency and effectiveness.22 It is helpful 
for managers to look at three different types of internal resources: physical, human, and 
infrastructural.23 Physical resources refer to material assets an organization owns or has 
access to, including its factories and equipment, its financial assets (e.g., cash), its real 
estate, its inventory, and so on. Some physical resources represent tremendous strengths 
that other organizations may not have, such as deep financial resources. Other assets are 
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strategically less important, including assets that are necessary simply to participate in an 
industry, such as buildings, office furniture, organizational web-sites, or vehicles. A key 
physical resource for Meechim Inc. is its access to a 5 hectare parcel of land for gardening. 

Human resources refer to specific competencies held by an organization’s members.  
This includes things like formal training (e.g., some 
members have valuable education or highly-valued 
professional designations) and informal experience (e.g., 
tacit knowledge, networks, and “street smarts” that come 
from many years of experience). Organizations have 
strengths if they have particularly gifted or experienced 
members, and weaknesses if their members lack the 
required experience or training. Examples of strengths 
include a sports team that has an outstanding athlete, a law 
firm with a retired judge, and a university that has a Nobel Prize winner. Weaknesses 
include a sports team that lacks adequately-skilled players in some positions, a law firm 
whose members lack expertise in important legal areas, and a university with poor 
teachers. Meechim Inc has a motivated labor force. 

Infrastructural resources refer to an organization’s structures and systems. Included 
in this category are things like the organization’s formal and informal planning processes 
and control systems, the nature of informal relationships among group members, the 
level of trust and teamwork, and other aspects of the organizational culture. A key 
infrastructural resource that has helped Walmart is its logistics system that allows it to 
distribute goods to its stores much more efficiently than its rivals.    

Managers assess physical, human, and infrastructural resources to identify the 
organization’s strengths and weaknesses. They then use this information to develop 
strategies to take advantage of strengths and minimize the impact of weaknesses as they 
seize opportunities and neutralize threats in the external environment. Sometimes 
managers will identify key weaknesses that must be addressed, and even unnecessary 
strengths that can be sold-off. A common example of this occurs when sports teams trade 
players with one another.  

Not all strengths and weaknesses are equally important. For example, a flower shop 
may own a powerful computer, but this is of little importance if managers do not take 
advantage of its power to, say, develop an information system about its customer base. 
Core competency refers to a strength that is central for the achievement of organizational 
goals, such as when the flower shop has human resources that are knowledgeable about 
floral arranging. A distinctive competency is a core competency that an organization has 
that is superior compared to its competitors. Competitors are other organizations that offer 
similar products or services, or offer products or services that meet the same customer need. 
For example, a flower shop may have a prize-winning member who arranges flowers, or 
perhaps the flower shop’s location is close to a hospital, wedding chapel, or funeral 

A SWOT analysis 
examines an 
organization’s internal 
Strengths & Weaknesses 
in light of external 
Opportunities & Threats. 
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home. These represent distinct advantages compared to other flower shops that have less 
accomplished staff or less favorable locations. 

RBV helps managers to achieve effective, sustainable strategies. As summarized in 
the Chapter’s preview table, the meaning of this differs across the three management 
approaches. From an FBL perspective, it means developing financially successful 
competitive strategies that other organizations are unable duplicate. From a TBL 
perspective, it means developing triple bottom-line strategies other organizations are 
unable duplicate. From a SET perspective, it means developing overall well-being-
enhancing collaborative strategies that improve the net overall positive externalities for 
all stakeholders. The key to developing such effective and sustainable strategies is to 
identify resources that, on their own or bundled together in a group, have four 
characteristics: they must be valuable, relatively rare, inimitable, and non-substitutable 
(VRIN).24  

Characteristics of resources (VRIN) 
Valuable resources are those that managers can use to neutralize threats or to exploit 
opportunities to meet their organization’s mission in light of conditions in the external 
environment. Whereas FBL and TBL approaches generally equate the value of a resource 
to its eventual contribution to the financial bottom-line of the organization, SET is more 
likely to find resources valuable if they satisfy genuine human needs beyond finances. 
For example, McDonald’s alliance with the Noble Foundation is valuable from a TBL 
approach if it enhances McDonald’s profitability, but it would also be valuable from a 
SET approach if it enhanced ecological well-being (even if it did not enhance profits). 

Rare resources are those that no (or few) other organizations have. Common examples 
of rare and valuable human resources might include highly-skilled sports stars and CEOs 

with an excellent track record. Another example of rare 
resources is valuable patents, as illustrated by Mylan 
(EpiPen) and Turing Pharmaceuticals (Daraprim) as 
described in Chapter 3. Whereas rare resources are 
valuable to FBL and TBL managers because they can 
generate higher revenues, SET managers see rarity as 
increasing the need to act responsibly. For example, the 
Earth may be the rarest thing in the universe.25 We know 
of only one planet that can sustain human life, therefore 
we must manage this rare resource responsibly. 
Similarly, SET principles are evident when 
pharmaceutical companies permit generic versions of 

their patented antiretroviral drugs to be made available in Africa for a fraction of the cost 
that they are sold for in higher-income countries.26 SET managers recognize that rare 
resources that are valuable to humankind should not be seen merely as an opportunity to 
maximize financial gain. 

Whereas rare resources 
are valuable to FBL and 
TBL managers because 
they can generate 
higher revenues,  
SET managers see rarity 
as increasing the need 
to act responsibly.  
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Inimitable resources cannot be copied or developed by other organizations, or it is 
costly or difficult to do so. FBL managers value resources that are inimitable because this 
enhances their opportunity to enjoy a kind of monopoly in the marketplace. This includes 
patented assets, which are literally illegal to copy, but it can also include things like an 
organization’s unique customer-friendly culture, or its ability to learn and adapt.27 Not all 
inimitable resources are rare or valuable; for example, there are patented products for 
which there is no market. TBL management welcomes inimitable resources that enhance 
socio-ecological well-being while simultaneously optimizing financial well-being. For 
example, the Lincoln Electric Company has a difficult-to-copy culture and gainsharing 
program that enables both employees and owners to achieve higher-than-average 
financial outcomes.28 Finally, unlike FBL and TBL managers who guard their inimitable 
resources, SET managers will often volunteer the “secrets” of their resources. For 
example, managers of organizations that were pioneers in the microfinancing movement, 
like Mohammed Yunus and the Grameen Bank (see Chapter 6), are eager to share best 
practices with other banks and non-profit organizations who wish to provide credit to 
micropreneurs.29  

Non-substitutable resources cannot be easily substituted by other resources. 
Substitutes are different resources (or bundles of resources) that can be used to achieve 
an equivalent strategic outcome, even though the substitutes may not be rare or 
inimitable. This can include a firm’s organizational policies and procedures that enable it 
to exploit its valuable, rare, and inimitable resources.30 For example, both Meechim and 
the Northern Store sell chickens to the residents of Garden Hill, but Meechim uses a very 
different bundle of resource to bring its (substituting) chickens to the market. Northern 
Stores cannot match Meechim’s bundle of resources to raise chickens locally, so it has to 
bring chickens in by airplane. If they have non-substitutable resources, then FBL 
managers can safeguard their firm’s financial interests from threats by other 
organizations with different resources.   

Sometimes managers will engage in “espionage” to acquire or copy the valuable, 
rare, inimitable, and non-substitutable resources of their competitors. For example, prior 
to the success of mass production techniques used in Mars candy bars, the lion’s share of 
the chocolate confection industry was held by Cadbury’s, which used a labor-intensive 
process to produce many of their chocolates. Eager to find out how the Mars bar 
technology worked, Cadbury’s approached companies who supplied machinery to Mars, 
and also hired managers who had worked inside the Mars factory (they were dubbed 
“the men from Mars”).31   

For FBL and TBL managers, the fact that no 
other organization can offer substitutes for their 
valuable, rare, and inimitable resources gives 
managers a greater opportunity to maximize their 
firm’s financial interests. This is similar to a 
monopoly, because customers cannot find 

Daraprim’s attributes of being 
valuable, rare, inimitable and 
non-substitutable enabled 
Turing Pharmaceuticals to 
increase its price by 5,000%. 
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equivalent resources elsewhere. For example, as Martin Shkreli had known, Daraprim’s 
attributes of being valuable, rare, inimitable and non-substitutable (at least in the short 
term) is what gave Turing Pharmaceuticals the opportunity to increase its price by 
5,000%. 

SET managers also want to ensure that their organizations remain financially viable, 
but they are also likely to encourage substitutes that value overall community well-being. 
For example, Dan and Wilma Wiens (Chapter 4) welcome and provide valuable 
information to help sharers to start their own backyard gardens (and thus lose them as 
paying customers). The Wiens’s also help others to set up new, possibly competing, 
CSAs. The Wiens’s goal is to improve socio-ecological well-being, not to maximize their 
own financial self-interests.  

 

EXTERNAL FACTORS (OPPORTUNITIES AND THREATS) 
As is evident in a number of chapters in this book, an important part of a manager’s job is 
to monitor and to respond to the organization’s technological, political, social, and 
ecological environments. Managers must pay particular attention to the environment and 
stakeholders in their organization’s industry. The term industry often refers to the subset 
of business organizations that are active in the same branch of the economy (e.g., the 
automobile industry, the fast-food industry). Since strategic management is also 
important for managers in non-business organizations, we will use the term more 
generally so that industry refers to all organizations that are active in the same sector of social, 
political, and/or economic activity. Examples of non-business industries include much of 
the education sector and the social services sector. 

Helpful tools and resources have been developed to assist managers in the complex 
process of analyzing an industry. We focus on the “Five Forces Model” which is the best-
known tool to help managers think about key external opportunities and threats.32 This 

model was initially developed by Michael Porter—perhaps 
the most-cited strategy scholar on the planet—at a time 
when FBL management was the dominant approach, but 
the model is robust enough to also be useful for TBL and 
SET management approaches. Although the five forces 
model was developed to compare the relative attractiveness 
of different industries, it has also been used to help 
managers make strategic decisions within the industry 
where their organization operates.  

Supplier power 
Supplier power describes how much influence suppliers have over an organization. FBL 
managers prefer industries where an organization’s suppliers lack power over it. 
Supplier power generally decreases as the number of suppliers increases. Because there 

The “Five Forces 
Model” is the best-
known tool to help 
managers think about 
external opportunities 
and threats. 
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are many different suppliers of commodities like paper and pens, managers are more 
likely to be able to negotiate low prices for basic office supplies. In contrast, the Northern 
Store has a lot of power in communities where there are no other grocery stores. The oil 
industry is an interesting example of how supplier power may decline over time. Cartels 
such as OPEC traditionally had a lot of power because there were relatively few places 
where companies like Exxon and Mobil could purchase oil. But with the dramatic 
increase in the supply of oil in recent years due to new technological developments like 
fracking, oil companies now have more alternatives suppliers to choose from.   

FBL management focuses on optimizing competitive position and relative power, so 
it prefers situations where there are many suppliers, thereby minimizing the need to 
become dependent upon one (or a few) suppliers. This enables managers to choose from 
many potential competing suppliers based on which one offers the lowest bid, and makes 
it easier to switch from one supplier to another. This is consistent with the contractual 
basis of acquisitive economics.  

TBL management is similar to the FBL approach, except that TBL management is 
less interested in maintaining power over suppliers for its own sake, and is more willing 
to enter into long-term financial well-being-enhancing win-win relationships with 
suppliers, especially for reducing negative externalities. For example, Costco is actively 
working at increasing the number of suppliers of organically-grown produce, and is 
happy to enter into mutually beneficial long-term relationships with specific suppliers.33  

The SET approach is even more committed to collaborative relationships with 
suppliers in order to develop mutually beneficial opportunities, especially to enhance 
positive externalities. The canteen in Garden Hill is happy to become dependent on a 
local supplier of chicken noodle soup, rather than to fly soup in from other remote 
suppliers. From a SET perspective, suppliers are seen as partners, and empowering and 
strengthening partners is considered to be a good thing.  

A community of TBL and SET organizations in Kalundborg, Denmark, provides a 
helpful example of Porter’s five forces model in practice, where firms work 
collaboratively to reduce negative ecological externalities. Although these firms operate 
in a variety of industries, they belong to a place-based ecological community. Managers 
in this community take the so-called “waste” that is 
produced by one organization and change it into inputs 
that are valued by a different organization (see Figure 9.2). 
It began when the coal-fired Aesnes Power Plant stopped 
pouring its “waste” steam heat as condensed water into a 
nearby fjord. Instead, managers at Aesnes began to sell 
that heat directly to two other organizations in the 
community, the Statoil refinery and the Novo Nordisk 
pharmaceutical firm. Not long after this, the Statoil 
refinery installed a process that removed sulfur from its 
“wasted” gas. Statoil then sold the extracted sulfur to the 

Businesses in Denmark 
have formed a place-
based ecological 
community where they 
take what had been 
“waste” in one 
organization and use it 
as valued inputs in 
another. 
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Kemira chemical company, and it sold the cleaner-burning gas to the Gyproc sheetrock 
factory and to Aesnes (thereby saving 30,000 tons of coal). When Aesnes began to remove 
the sulfur from its smokestacks it produced calcium sulfate, which it sold to Gyproc, 
which used it in place of mined gypsum. “Waste” fly ash from Aesnes coal generation is 
used for road construction and concrete production. In time, Aesnes began to provide 
surplus heat to residents of the town (who were then able to shut off 3,500 oil-burning 
heating systems), to greenhouses, and to a fish farm. Soon “waste” heat from Statoil also 
went to the fish farm, helping it to produce about 200 tons of turbot and trout sold in the 
French market. Sludge from the fish farm is used as fertilizer by farmers, who also 
receive sludge from the Kemira chemical company. All these relationships happened 
spontaneously without direct government regulation. Initially relationships were often 
motivated primarily by acquisitive economics (FBL and TBL approaches), but over time 
many initiatives have been motivated largely by ecological reasons (SET management). 
Many of these relationships have also yielded financial benefits.34  

 
Figure 9.2: Transfer of previous “waste” within a community of organizations 
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Whereas FBL management is concerned with minimizing dependence on suppliers, 
the example above shows that TBL and SET firms welcome dependence on new 
(trustworthy) suppliers who reduce negative externalities by transforming their under-
utilized resource outputs (“waste”) into materials for inputs. For example, nearby 
greenhouses were happy to depend on “waste” heat supplied by the Aesnes Power Plant. 
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Customer power 
Customer power describes how much influence customers have on an organization, and in 
this way it can be seen as mirror image of supplier power. From an FBL perspective, 
firms prefer industries where customers have little power to negotiate for lower prices, 
where customer demand exceeds the amount of product they can supply, and where 
sales are not dependent on a handful of large customers.  

TBL managers also do not to want to become dependent on customers, but are more 
willing to do so than FBL managers if it reduces overall negative externalities while 
enhancing their organization’s financial interests. For example, Statoil is happy to depend 
on Kemira to purchase its excess sulfur, especially if that increases Statoil’s profits. 

SET managers are even more willing than TBL managers to become dependent on 
specific customers in order to nurture collaboration and to transform waste. For example, 
Novo Nordisk’s primary motive to transform its “waste” sludge was not to increase its 
power over the customers (farmers) who purchased the sludge, but rather to help 
farmers meet their needs for fertilizer and simultaneously enhance positive ecological 
externalities. That is, instead of the sludge being wasted, it is transformed into nutrients 
to grow food. Whereas SET firms would be willing to provide this previous waste for 
free, TBL would seek to earn some profit from its sale. And whereas SET would tend to 
emphasize how the sludge enhances the quality of the soil, TBL would tend to emphasize 
how the sludge reduces waste. 

Substitutes 
Substitutes refer to products or services that are similar or that meet the same needs of a 
customer, but come from a different industry. When managers in the airline industry try to 
attract customers who are traveling from one city to another, those customers can also 
find substitute travel opportunities on trains or buses, or services like Skype that reduce 
their travel needs altogether.  

An FBL approach seeks to suppress or minimize possible substitutes. These 
suppression attempts may or may not be successful. For example, the automobile 
industry originally tried to suppress (or ignore) the advent of electric cars, but they are 
now in danger of losing customers to companies like Tesla. Fossil fuel giants have in the 
past argued against the role of humankind in contributing to climate change, but today 
alternative energy companies are providing wind and solar power in ever-increasing 
amounts.    

TBL management is also likely to restrict substitutes, except when substitutes offer 
an opportunity to optimize financial performance via socio-ecological means. Thus, TBL-
oriented fossil fuel corporations and conventional automobile manufacturers have 
benefited from responding to consumer demand by developing their own 
environmentally-friendlier substitutes for their traditional GHG-emitting products (e.g., 
Toyota’s Prius, Chevrolet’s Volt).  
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SET management is the most likely to embrace substitutes that enhance overall 
community well-being and create net positive externalities. For example, even though it 
may have lost revenues, Statoil welcomed the substitute heat that Aesnes provided for 
what had been 3,500 oil-burning customers in Kalundborg. Again, unlike TBL 
management, SET management is happy for such substitutes even if when they do not 
increase profits. Similarly, SET managers at Meechim Inc. would be pleased to share tips 
with households in their community who want to start a home garden.  

Threat of new entrants 
Threat of new entrants refers to conditions that make it easy for other organizations to enter or 
compete in a particular industry. The higher the barriers to entry—that is, factors that make 
it difficult for an organization to enter an industry—the lower the threat of new entrants. 
Government regulations can serve as barriers to entry. For example, licenses are required 
to start a new television station. Another barrier to entry is the start-up costs to enter a 
new industry. For example, because the cost to open an income tax service is much lower 
than the cost to build an oil refinery, we would expect more new competitors in the 
income tax service industry than in oil refining. Economies of scale are a barrier that can 
prevent small firms from entering an industry with established large firms, such as the 
automobile industry.  

FBL management prefers industries with high barriers to entry, which makes it 
difficult for others to compete, and which bolsters opportunities to maximize financial 
value capture. The FBL approach encourages firms to gain economies of scale, 

differentiate their products, and lobby the government to 
regulate entry. For example, because e-cigarettes may help 
people quit smoking, their introduction to the marketplace 
threatens the sales of existing smoking cessation products 
offered by drug companies, so these drug companies have 
lobbied the U.S. government to introduce regulations that 
make it difficult to sell e-cigarettes.35  

Like the FBL approach, TBL management is also interested in reducing the threat of 
entry, unless the new entrants enable a firm to increase its profits while addressing socio-
ecological issues. For example, firms in the Alberta oil sands might welcome new 
entrants that would help them reduce the negative ecological externalities that exist in 
the process of turning bitumen into oil. 

The SET approach is the most likely to welcome new entrants that can improve 
overall socio-ecological well-being. For example, Meechim would welcome changes in 
government legislation that permits a competing community-based organization to raise 
chickens without the restrictions limiting the number of chickens it can raise. Similarly, 
Dan and Wilma Wiens welcomed and facilitated the entry of new CSAs in their 
community (opening case in Chapter 4). 
  

FBL management 
prefers industries 
with high barriers 
to entry. 
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Intensity of rivalry 
Intensity of rivalry refers to the intensity of competition among the organizations in an 
industry.  Intensity increases when:  

1) an organization has many competitors seeking similar customers  

2) the industry growth rate slows down or declines (which means that there are 
more competitors for every remaining customer)36  

3) the industry has intermittent overcapacity (such as post-Christmas sales of 
wrapping paper, or sale of farm produce during bumper harvests)  

4) brand identity and switching costs are low (customers can shop based only on 
price because a long-term relationship with a buyer is not an issue)  

5) an organization’s fixed costs are high and cannot be easily converted to a new 
industry or product; (e.g., rivalry in the airline industry is intense because it is 
difficult to convert airplanes and workers to purposes other than flying passengers) 

6) there is little ability to differentiate the product or service being offered (e.g., 
rivalry in the airline industry is intense because the service is almost identical across 
competing airlines).  

FBL management prefers low levels of rivalry intensity, which occur when there are 
fewer competitors, when industries are growing, when there is demand for an 
organization’s goods and services that exceeds the supply, 
when a firm enjoys a strong positive brand identity, and 
when firms have the opportunities to differentiate their 
products and services from others (i.e., firms are not offering 
generic commodities). These observations point to an 
underlying irony within the FBL perspective, because its 
emphasis on competitive strategy actually decreases 
competition and seeks to create competitive advantages akin 
to a monopoly, such as fewer competitors and fewer 
substitutes.37 Thus, on the one hand FBL is all about 
competition, but on the other hand FBL ideas about 
competitive advantage can create monopolies. 

TBL management is like FBL management, except that rivals might cooperate to 
enhance profits and reduce negative socio-ecological externalities. This has happened in 
the oil industry as companies collaborate to decrease the negative ecological externalities 
and financial costs associated with extracting oil from the Alberta oil sands.  

Rather than seek to limit rivalry intensity per se, SET management is concerned 
with increasing mutually beneficial collaboration across organizations, which involves 
reconsidering the six factors that contribute to rivalry intensity. In particular, SET 
management welcomes:  

FBL’s emphasis on 
competitive strategy 
actually decreases 
competition and seeks 
to create competitive 
advantages akin to a 
monopoly, such as 
fewer competitors and 
fewer substitutes. 
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1) more collaborators to optimize the creation of net positive externalities  

2) sustainable industries, where there is greater emphasis on creating and sustaining 
positive externalities than on pursuing financial growth for its own sake (e.g., SET 
management welcomes a decline in industries with net negative externalities, such 
as the conventional beef industry38)  

3) matched supply and demand so that everyone has enough with minimal excess 
or waste 

4) all organizations collaborating together to optimize sustainability  

5) fixed costs are reduced so that resources can be used as flexibly as possible to 
deliver a variety of goods and services in a socio-ecologically sustainable way  

6) increased ability to integrate products and services, providing optimal choices to 
consumers  

Collaboration is evident when Statoil and Aesnes cooperate to provide their 
“waste” heat for a fish farm, which in turn willingly provides fertilizer for farmers. It is 
also illustrated by three rivals in the green office buildings market—Delos, Overbury, 
and Morgan Lovell—forming a strategic alliance, pooling their organizational resources and 
know-how to share the risks and rewards for developing their market.39 Strategic alliances will 
differ between FBL, TBL and SET approaches, depending on the rewards they are 
designed to create. 

Finally, note that that the strategic management process is dynamic, not static. In 
other words, when it comes to strategic management, organizations never arrive at the 
best answer, but instead the best answer keeps changing. The mission and vision 
statements and SWOT analyses associated with Jack Welch’s GE were different than his 
predecessors, and Jeff Immelt’s were different than Jack Welch’s. This dynamism 
underscores the need for entrepreneurship generally, which include intrapreneurship 
within existing organizations.  

 

ENTREPRENEURS AND STAKEHOLDERS 
We now look at how entrepreneurs can use tools from the first two steps of the strategic 
management process to develop a stakeholder map, which is a description of the 
organizational resources a new start-up has (and needs) in order to manage the key forces (and 
key relationships it needs to establish) in its industry. Recall that stakeholders are parties that 
have an interest in what an organization does because they contribute resources to the 
organization and/or are affected by its operations. A stakeholder map, as depicted in 
Figure 9.3, provides a blueprint that helps entrepreneurs to both understand the 
challenges they face, and to identify the key resources they require in order to meet those 
challenges.  
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Figure 9.3: Stakeholder map for entrepreneurial strategic management  
 
 

  
 
 

 
 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 

STEP 1: ESTABLISH MISSION AND VISION 
The first step in the strategic management process, establishing the start-up’s mission and 
vision, helps entrepreneurs to identify what industry they will operate in. It is expected 
that the mission and vision may change as the start-up unfolds and as entrepreneurs 
improve their knowledge about the key stakeholders in the industry where they are 
starting their organization. For example, the mission and vision of Meechim was 
informed in part by Shaun Loney’s understanding of what were the key forces at work in 
Garden Hill, which he learned about after he arrived. 

The mission and vision also go a long way in developing the legitimacy of a new 
organization, which is key to establishing its success. In other words, the mission helps to 
identify the start-up’s value creation proposition. What does the start-up contribute to an 
industry that merits it to be taken seriously by key stakeholders, such as potential 
investors, suppliers, customers, and the community? From an FBL perspective, this 
legitimacy will focus on the start-up’s potential to generate strong financial performance, 
while a TBL firm will provide a business case that emphasizes profits but also addresses 
ways to reduce negative socio-ecological externalities. SET entrepreneurs will highlight 
the start-up’s ability to create positive socio-ecological externalities.  

 

Mission and Vision 
- identify value creation proposition 
- identify basis of legitimacy 
- management approach (FBL, TBL, SET)  

Organizational resources 
- describe distinctive VRIN resources 
- list other required resources  

List key suppliers 
and identify: 
- relative power 
- price 
- reputation/legitimacy 
- management approach 
 

List key rivals 
and identify 
- relative power 
- management approach 

The start-up/ 
new entrant/  
substitute 

List key buyers (customers) 
and identify 
- relative power 
- what they want 
- what they need  
- management approach 

 + 
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STEP 2A: STRENGTHS & WEAKNESS (INTERNAL RESOURCES) 
In this step, entrepreneurs need to think deeply about and spell out what resources the 
organization has that are valuable, rare, inimitable and non-substitutable. Does the 
organization have a novel idea or new patent that distinguishes it from existing 
organizations? Does it possess human resources with a particular or unique skill set? 
Does it have a particularly great location, or a noteworthy relationship with other 
organizations (e.g., exclusive distribution rights)? Does it enjoy tax advantages, or a 
funder with deep pockets? These resources should be listed and described. 

In addition to identifying its distinctive core competencies, the entrepreneur also 
needs to identify the generic competencies required to operate in the industry. Many of 
these competencies will become clearer while analyzing the opportunities and threats in 
the industry. For example, for Meechim, it was key to have access to the 5 hectare parcel 
of land, and to sell products on the mainland within Garden Hill. Other resources, like 
labor to raise chickens and vegetables were important and necessary, but were not part of 
Meechim’s distinctive core competencies. 

 

STEP 2B: OPPORTUNITIES & THREATS (EXTERNAL RESOURCES) 
This step lies at the heart of drawing the stakeholder map. Understanding the mission 
and vision (step 1) is important because it identifies the industry that a new organization 
will operate in, and understanding its internal resources (step 2a) is important because it 
describes the available and needed resources. But it is understanding the nature of the 
stakeholders via the five forces model that enables entrepreneurs to develop a deeper 
understanding of the key challenges and dynamics at play in their industry. This helps 
them to develop a richer understanding of their value creation proposition (step 1) and 
the resources they need to succeed (step 2a).  

An important part of the stakeholder mapping process, which goes beyond Porter’s 
five forces model, is to recognize the bi-directionality of the relationships between the 
stakeholders and the entrepreneur. Just as suppliers and buyers can and do exert force 
over a new entrant, so also a new entrant has power to influence suppliers and buyers. 

Indeed, that bi-directionality lies at the core of the dynamism 
and change that entrepreneurship offers. Whereas FBL 
management presents this bi-directionality in competitive terms 
(e.g., as a power contest among stakeholders), SET management 
sees it in collaborative terms (e.g., as an opportunity to establish 
mutually beneficial relationships among stakeholders).  

We now examine the implications of drawing an 
entrepreneurial stakeholder map that builds and elaborates 
upon the five forces.  

Stakeholder maps 
recognize the bi-
directionality of 
the relationships 
between the 
stakeholders and 
the entrepreneur. 
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New entrant and/or substitute 
As a new entrant in an industry, the entrepreneur needs 
to be aware of barriers to entry. What licenses does the 
new firm need to operate in an industry? Are there 
regulations that limit what the entrepreneur can do? It 
is not unusual for entrepreneurs to start a new business, 
only to learn about the various regulations that they 
must comply with when they are well into the process. 
One entrepreneur likened it to jumping into a pool to 
swim to the other side, and halfway across finding out 
they need to tie weights to their legs and swim with only one hand. “If I knew at the start 
what I found out six months in, I wouldn’t have jumped in in the first place.”40 

Because SET entrepreneurs are more deliberately aware of, and grounded in, the 
larger community, they may be more likely to be aware of regulatory and other barriers 
to entry. And because there are more stakeholders who benefit from SET start-ups, there 
will be more people providing help and counsel. In contrast, FBL entrepreneurs have a 
narrower agenda—maximizing their own financial self-interests—and will likely get the 
least support from the larger community. TBL entrepreneurs will be somewhere between 
the two.  

Shaun Loney learned that Meechim could not sell any farm produce (crops or meat) 
outside of Garden Hills’ borders without special permission from a government official. 
He also learned that the federal government subsidizes grocers like the Northern Store to 
fly in food to northern communities ($68 million for 100 communities), and that there 
were no subsidies available to grow healthy food locally, even if doing so would create 
jobs and reduce diet-related health care costs. Finally, note that Meechim might be more 
properly called a substitute than a new entry in the industry. Meechim grows its own 
food, and flies in other fresh fruits and vegetables, but it does not compete with the 
Northern Store as a full-fledged grocery store (e.g., Meechim does not sell many of the 
canned goods or cleaners and other items sold in a grocery store).  

Rivals (competitors) 
Entrepreneurs need to be very aware of their rivals and/or competitors. Rivals set 
constraints on what entrepreneurs can and cannot do. For example, entrepreneurs must 
consider rivals’ prices and product lines when choosing their own organization’s prices 
and product lines. The FBL approach assesses such constraints in financial terms. Because 
the FBL approach assumes a win-or-lose competition for relatively scarce customer 
dollars, managers need to keep up with competitors. If other organizations release new 
or improved products and services, the FBL entrepreneur must find a way to respond.  

Similar dynamics are at work in TBL firms that do not welcome new competitors in 
their trading areas, and who take advantage of their own strengths to defeat them. 
Thanks to its huge purchasing power, Walmart can demand lower prices from suppliers 

It is not unusual for 
entrepreneurs to start a 
new business, only to 
learn about the various 
regulations that they must 
comply with when they 
are well into the process. 
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than its competitors can.41 In turn, Walmart can then charge lower prices to its customers 
than its competitors can. Indeed, Walmart has been accused of entering a geographic 
trading area and driving its existing smaller local competitors out of business.42 

By their nature, SET entrepreneurs often do not compete directly with FBL and TBL 
firms. Rather, SET entrepreneurs offer a different value proposition. If a SET 
entrepreneur sells coffee and chocolate, it is likely to be fair trade and organically grown.  

In contrast to TBL firms like Walmart, in SET firms the retail 
employees who sell it are more likely to be paid a living 
wage. You can buy chicken at the Northern Store or at 
Meechim, but the Meechim chicken is grown locally and 
provides much-needed jobs in the local community. In this 
sense SET entrepreneurs are clearly different from their FBL 
and TBL competitors (this will be discussed further in 
Chapter 10). 

Suppliers 
FBL entrepreneurs think of suppliers in financial terms, expressed colloquially as “buy 
low, sell high.” This puts start-ups at a disadvantage against large incumbents like 
Walmart with its huge purchasing power and economies of scale. But FBL entrepreneurs 
have several strategies they could adopt. They could sell goods whose sales volume is 
lower than what would be carried by large competitors (e.g., custom goods in a niche 
market). Or, they could buy from suppliers whose quality and safety standards are not be 
acceptable to large TBL competitors. They could purchase raw materials and component 
parts from low-priced overseas factories that have questionable labor and safety 
practices, and sell them at a dollar store. Or they could offer services by outsourcing jobs 
to underpaid service providers (e.g., Uber drivers, staff in some low-end restaurants). 
Some of these strategies would, of course, be viewed as unacceptable by TBL and SET 
entrepreneurs.  

TBL entrepreneurs may be in a somewhat similar situation, but may be able to find 
opportunities to compete with incumbents by choosing suppliers that offer customers a 
value proposition that customers are willing to pay extra for. This was the genius behind 
the growth of Whole Foods, which Amazon bought in 2017 for US$13 billion as part of 
Amazon’s own intrapreneurial foray into the food industry.43 Whole Foods enjoyed a 
competitive advantage over conventional supermarkets by developing a supplier 
network that enabled it to sell organic foods. Now that organic foods have gone 
mainstream, this window of opportunity is closed, but there may still be an opportunity 
for a “100-mile grocery store” which sells local and organic groceries. TBL entrepreneurs 
have an incentive to find and develop suppliers who will help them achieve a positive 
reputation. For example, in order to ensure that their suppliers’ employees are paid a 
living wage and do not work with toxic chemicals, companies like Starbucks help coffee 

By their nature, SET 
entrepreneurs often 
do not compete 
directly with FBL and 
TBL firms. 
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growers to create fair trade cooperatives, and companies like Walmart create incentives 
for suppliers to provide organic cotton or foods.  

Both FBL and TBL entrepreneurs seek to control suppliers, but SET entrepreneurs 
are open to being influenced by suppliers and other stakeholders. Moreover, what the 
SET entrepreneur considers to be a supplier encompasses a wider scope than the other 
two approaches. In addition to direct suppliers of inputs, SET entrepreneurs pay 
attention to socio-ecological externalities associated with a supplier’s suppliers. It is not 
enough to simply purchase fair trade goods from a wholesaler—Ten Thousand Villages 
wants to purchase directly from producers because this helps to establish a direct 
relationship valued by consumers.44  

Finally, TBL and SET entrepreneurs are 
particularly attuned to the fact that, in addition to 
developing relationships with suppliers who will 
provide tangible goods, it is also important to 
establish relationships with suppliers of social 
legitimacy. Indeed, SET firms often include positions 
on their boards for members of groups like non-
government organizations. A non-government 
organization (NGO) is a non-profit organization whose primary mission is to model and 
advocate for social, cultural, legal, or environmental change. Along similar lines, when the 
Canadian TBL grocery giant Loblaw launched its “Green Line” products, managers 
sought advice from two NGOs45 (“Friends of the Earth” and “Pollution Probe”). These 
NGOs suggested different products, evaluated the merits of different items, and made 
other recommendations regarding marketing strategies. The NGOs benefited from 
increasing socio-ecologically responsible choices available to consumers, and Loblaw 
benefited from the counsel and credibility of the NGOs. 

Buyers (customers) 
Customers are the stakeholders who use the organization’s products and services. Paying 
customers are essential to business organizations because they provide the revenues 
needed to pay salaries to members, to purchase inputs from suppliers, and to provide 
financial returns to owners. In non-business organizations, other terms are used in place 
of customers. For example, soup kitchens have patrons, hospitals have patients, and 
schools have students. But whatever you call them, customers are the focal point of an 
organization’s product and service outputs.  

Entrepreneurs obviously want customers to choose their product or service. FBL 
entrepreneurs are primarily concerned with customers as a source of revenue, and tend 
to assume that customers are primarily concerned about their own economic well-being. 
Therefore, FBL entrepreneurs focus on convincing customers that their start-up is 
offering products or services that satisfy the customer’s desires in the most convenient 
way and at the best price.  

In addition to relationships 
with suppliers who provide 
tangible goods, it is also 
important to establish 
relationships with suppliers 
of social legitimacy. 
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The TBL approach is similar, but distinguishes itself by emphasizing how products 
and services simultaneously satisfy customer desires and reduce negative socio-
ecological externalities. Many consumers choose to shop at Whole Foods and knowingly 
pay higher prices because that company sells organic groceries and promises to pay 
employees a living wage. 

SET entrepreneurs also need customer support, but take a different approach to 
developing it.46 In particular, SET entrepreneurs emphasize building relationships, often 
inviting customers to be involved in the design or production of goods and services. 
Likewise, the prices in a SET organization reflect the actual costs involved, rather than an 

attempt to maximize profit. SET entrepreneurs want 
to enhance global social and ecological well-being, 
and assume that customers do as well. For example, 
the retail grocery store Neechi Foods refuses to sell 
cigarettes because of health concerns, sells local 
organic food and crafts in a way that allows 
customers to get to know the producers of the goods 
they are purchasing, is deliberately located in a low-
income urban area that has few other healthy food 
choices, and provides space to local schools and 
groups for community-building activities. Rather 
than win customers through conventional marketing 

or offering the lowest price, SET-managed organizations attract like-minded customers 
with their reputations for ethical conduct and social responsibility. 

 

CHAPTER SUMMARY  
1. The first two steps in the four-step strategic management process are (i) establish the 
organization’s mission and vision, and (ii) analyze external and internal factors (SWOT 
analysis).  

2. When establishing the organization’s mission and vision (Step 1): 

•  FBL managers focus on financial well-being and competitive strategy, using a top-
down process,  

•  TBL managers focus on the triple bottom line and competitive strategy using a 
mostly top-down process,  

•  SET managers focus on socio-ecological well-being and collaborative strategy using a 
participative process. 

3. The first part of Step 2, analysis of internal factors, focuses on strengths and 
weaknesses in the organization. The Resource-Based View identifies resources that are: 

Rather than win customers 
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     Valued: Enhances the ability to improve profits (FBL) 
     Enhances the ability to improve the triple bottom line (TBL) 
     Enhances the ability to improve socio-ecological well-being (SET)    

     Rare:  Enhances ability to achieve financial competitive advantage (FBL) 
     Enhances ability to achieve TBL competitive advantage (TBL) 
     Enhances feeling of responsibility to share with others (SET) 

    Inimitable: Enhances opportunity for exclusivity/competitive advantage (FBL) 
     Enhances opportunity for TBL competitive advantage (TBL) 
     Creates responsibility to teach others (SET) 

     Non-  Enhances opportunity for shareholders’ financial security (FBL) 
 substitutable: Enhances opportunity for shareholders’ financial security (FBL) 
     Creates responsibility to secure stakeholders’ net well-being (SET) 

4. The second part of Step 2, analysis of external factors, focuses on opportunities and 
threats found in the organization’s external environment. The five forces model identifies 
the following important external factors: 

    Supplier  Minimize dependence on suppliers (FBL)  
    power:          Minimize, unless supplier profitably reduces negative externality (TBL)
       Optimize relationships that enhance positive externalities (SET) 

    Buyer power:  Minimize dependence on buyers (FBL) 
             Minimize, unless buyer profitably reduces negative externality (TBL)  
       Optimize relationships that enhance positive externalities (SET)       

 Substitutes: Minimize substitutes (FBL) 
       Minimize, unless substitute profitably reduces negative externality (TBL)
       Welcome socio-ecological well-being enhancing substitutes (SET) 

 Barrier to   Create/Maintain barriers to entry (FBL) 
 new entrants: Create, unless new entrant profitably reduces negative externality (TBL) 
       Lower barriers that impede socio-ecological well-being (SET) 

 Rivalry:  Seek to reduce competition (FBL) 
       Reduce, except when collaboration reduces negative externalities (TBL) 
       Seek to optimize externality-improving collaboration (SET) 

5. The first two steps of the strategic management process help entrepreneurs to develop 
a stakeholder map, which also highlights the dynamic role entrepreneurs play in the 
marketplace. 
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QUESTIONS FOR REFLECTION AND DISCUSSION 
1. The world would be a better place if more entrepreneurs had the vision and mission of 
Shaun Loney, the SET entrepreneur who was described in the opening case. What 
problems are you aware of that actually represent opportunities for new start-ups?  

2. Go on-line and find the mission and vision statement of three organizations, including 
one that seems to be managed from an FBL approach, another from a TBL approach, and 
a third from a SET approach. How consistent (or inconsistent) are these mission and 
vision statements compared to the nine elements described in this chapter? How do they 
compare relative to each other?  

3. How common do you think communities of organizations like the one in Kalundborg 
are? What would need to happen to make them more frequent? What would need to 
happen to hasten the deliberate development of more “eco-industrial parks”47  like the 
one that developed informally in Kalundborg?  

4. Imagine an industry where most of the leading firms have an FBL approach to 
management. Imagine that you prefer a TBL approach. Use concepts from this chapter to 
think about how you would go about developing a strategy to enter this industry. 

5. Write a vision or mission statement for your professional life. What is your ongoing 
mission, and what is your vision for 5 or ten years from now?  

6.  Write a mission and vision statement for your personal life. How much overlap is there 
between your professional and personal statements? Which set of statements has more 
influence over the kind manager you want to become? 

7. Write a mission and vision statement for the organization for which you are creating 
an ESUP. How does it compare with your professional and personal statements? Is the 
organization you are designing a good one for you to work in? Will it help you to achieve 
your goals? If so, how? If not, what can you change to increase alignment? 

8. Complete a stakeholder map for an organization you would like to start up. 
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PREVIEW AND SUMMARY OF CHAPTER 10 
Steps of strategic 
management 

FBL TBL SET 

Step 3: Formulate 
strategy 

Generic strategies 

 
 

Cost leader vs.  
  Differentiator   

 
 

TBL Cost leader vs.  
  TBL Differentiator 

 
 

Minimizer vs.  
  Transformer 

Portfolio matrices  
  Two key criteria:   
 

  Four-part 
  typology:  

 
Market growth rate  
  and market share  

Star; Cash cow;  
  Question mark; Pet 

 
Sustainable development (TBL) 

and restorativeness (SET) 

Sustainability hero; Fragile player; 
Innocent bystander; Lavish actor 

Step 4: 
Implement 
strategy 

Preferred style: 
Secondary style: 

 
 

Content is key: 
deliberate top-down 
emergent bottom-up  

 
 

Content with process: 
deliberate top-down 
emergent bottom-up  

 
 

Process is key: 
emergent bottom-up 
deliberate top-down 
 

Entrepreneurship 
implications 

Use industry analysis to update stakeholder map and formulate a 
business-level strategy 
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CHAPTER 10: 
STRATEGIC MANAGEMENT B:                 

FORMULATION AND IMPLEMENTATION 
 

Learning goals  
After reading this chapter, you should be able to: 

1. Describe the final two steps of the strategic management process—formulation and 
implementation. 

2. Understand the differences between the FBL, TBL and SET approaches to strategy 
formulation and implementation. 

3. Describe the generic business strategies. 

4. Explain what a strategic business unit (SBU) is and how a diversified organization is 
comprised of a variety of SBUs 

5. Describe how managers of diversified firms decide which SBUs to add and remove 
from their portfolio. 

6. Understand the key components of the strategy implementation process. 

7. Develop an entrepreneurial plan for executing the final two steps of the strategic 
management process.  

HOW A VISION LED TO A STRATEGY  
THAT HAS CAUGHT EVERYONE’S EYE1 

Imagine that someone told you that they had an idea for a start-up business that 
would compete in a multi-billionaire industry, where one giant firm controls up 
to 80% of the market. That was the audacious vision of four business students 
from Wharton in February 2008, which resulted in them launching the on-line 
designer eyewear company Warby Parker two years later. At that time, the 
high-end eyewear industry was controlled by Luxottica, which designed, 
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manufactured, and retailed eyewear, and which had annual revenues of about 
$7 billion. Luxottica developed and manufactured designer eyewear for major 
brands like Ralph Lauren, Chanel, and Armani.  

The impetus for the idea of Warby Parker was three-fold. One of the four 
founders had told the others about how he had lost a pair of glasses just before 
the school year: a $700 mistake. He wondered why glasses should cost as much 
an iPhone. Another one of the four founders had previously worked for 
VisionSpring, a non-profit organization that improves access to glasses in India. 
The third impetus was the realization that people were buying all sorts of 
things from the internet: Why not eyewear? 

Step 1: The mission of Warby Parker is “to offer designed eyewear at a 
revolutionary price, while leading the way for socially conscious businesses.” It 
describes itself as “A lifestyle brand offering value and service with a social 
mission.” This B Corp sells most of its frames for $95, and its “buy a pair, give a 
pair” business model—where each purchase results in a donation of glasses to 
someone in a low-income country—has already provided over one million 
glasses to people in low-income countries. 

Step 2: In terms of SWOT, Warby Parker’s key strength is its well-thought-out 
attention to customers, and its ability to make purchasing eyewear on-line as 
friendly and personal as possible. This key element of the brand distinguishes 
the firm from its competitors. A key innovation was paying all the shipping 
costs involved with sending 5 pairs of frames to customers to try on, which they 
then return and place an order for the pair they want. At first a weakness may 
have been a lack of bricks-and-mortar stores to interact with customers directly, 
but Warby Parker has now opened twenty storefront retail outlets, which have 
been very successful. In terms of opportunities, the high prices charged by 
Luxottica-related firms provided a pent-up demand for affordable designer 
eyewear, but at the same time such a dominant competitor also represents a 
threat, as do other start-ups offering eyeglasses on-line. 

Step 3: Warby Parker’s vertical integration and strategy of removing several 
layers of intermediaries from the supply chain has helped it to reduce financial 
costs. Its frames are designed in-house, it sources supplies like titanium and 
acetate, and manufacture takes place in China. The firm’s emphasis on a 
personalized experience for customers has differentiated it from competitors. 
But perhaps the key feature is its social mission to enhance the well-being of 
people in low-income countries (Warby Parker also purchases carbon credits to 
reduce its carbon footprint to zero). 

Step 4:  The implementation of the strategy went so well—in part because it 
took almost two years from inception to finally offering its product to 
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customers—that it could have sunk the firm. Realizing the importance of 
consumer awareness, and that there was only one chance to make a first 
impression, the founders interviewed over 40 Public Relations firms before they 
chose the team to design their launch. The launch itself featured stealth 
marketing that included inviting reporters at a big fashion event to a secret 
“hush mob” in a New York library, and an article in GQ Magazine that came out 
a few weeks earlier than expected. Within three weeks the firm had reached its 
first-year sales target, which was great except that it meant they had 20,000 
customers on a waiting list to get their glasses. Personalized emails and 
explanations helped to establish the firm as an on-line firm with a human touch. 
Sales have topped $100 million, and the firm has been valued at $1.2 billion. 

The information and insights generated while developing mission and vision statements 
and doing the SWOT analysis described in the previous chapter provide enable strategic 
managers to formulate and then implement their organization’s strategy. These two 
important activities are the focus in this chapter, which will look at the Financial Bottom 
Line (FBL), Triple Bottom Line (TBL) and the Social and Ecological Thought (SET) 
approaches to management, and consider implications for entrepreneurship. 

 

STEP 3:  FORMULATE STRATEGY 
Managers formulate strategies for organizations operating in a specific market, and for 
organizations operating in a variety of markets. We will look at each in turn.  

 

GENERIC STRATEGIES  
When most people think about organizational strategy, they usually think about a 
business level strategy, which describes the combination of goals, plans, and actions that an 
organization in a specific industry uses to accomplish its mission. For example, a trucking 
company like Reimer Express uses a business level strategy to compete in the 
transportation industry. Business level strategies are also used by managers of non-
business organizations, such as a thrift store operated by the Salvation Army. While each 
organization will have its own distinct strategy, there are “generic” strategies that 
managers may adopt and adapt for their own organization. 

The FBL approach to generic strategies  
Michael Porter developed the two best known generic business level strategies: cost 
leadership and differentiation.2 A cost leadership strategy is evident when an organization 
has lower financial costs than rivals for similar products, thereby contributing to higher profit 
margins and/or a higher market share (via lower prices). When cost leaders offer a portion of 
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their financial cost savings to buyers, this can increase the cost leader’s market share and 
allow it to achieve further cost savings as a result of greater economies of scale. Paying 
attention to production and distribution efficiencies is crucial if this strategy is adopted. 
Walmart became the leading retailer on the planet thanks to using a cost leader strategy. 
Internally, Walmart has a world-class inventory management system to lower costs. 
Externally, Walmart’s volume purchases give it such great buyer power that it can 
purchase products from suppliers at lower prices than its competitors. As a result, 
Walmart can have higher profit margins on its products while at the same time pricing its 
products lower than its competitors, resulting in increasing market share and high 
revenues to finance its growth.3   

A differentiation strategy is evident when an organization offers products or services 
with unique features that cost less for it to provide than the extra price which customers are 
willing to pay for the features. There are numerous ways an organization might 
differentiate its product or service from that of its rivals: exceptionally high quality, 
extraordinary service, creative design, unique technical features, generous warranties, 
and so on. The differentiation must be significant enough so that customers are willing to 
pay a higher price. A good example of differentiation is the lifetime service guarantee on 
Patek Philippe watches; the service guarantee can be made because the watches are built 
according to standards that go beyond even the strict specifications of the Geneva Seal. 
The firm’s reputation enables it to charge tens of thousands of dollars for its watches.4 

Porter also notes that it is important for managers to decide whether their strategy 
will have a narrow or a broad focus. A narrow focus strategy means choosing a small 
segment of the overall market, such as a specific geographic area or a specific kind of customer. 
For example, managers of a local pizza restaurant must decide whether to distribute 
flyers throughout the city or only in their local neighborhood, whether to create an 
ambiance that appeals to a broad cross-section of customers or to a particular sub-group 
(e.g., families vs. college students), which items to offer on the menu (e.g., pizza made 
from organic-only products), and so on. The focus strategy may be combined with either 
differentiation or cost leadership. 

A dual strategy is evident when an organization combines both a cost leader and a 
differentiation strategy. Although Porter doubts the wisdom of such a strategy, others have 
argued that it is entirely possible to achieve. Indeed, even one of Porter’s own examples 
of a cost leader strategy, Ivory soap, also has elements of a differentiation strategy (e.g., 
Ivory soup is 99.44% pure).5  

The TBL approach to generic strategies  
Generic strategies like cost leadership and differentiation may help to optimize an 
organization’s financial bottom line, but they do little to optimize its social and ecological 
performance. Moreover, when an FBL organization uses a cost leadership strategy, it may 
find that it can reduce its financial costs by creating negative socio-ecological externalities. 
Michael Porter recognizes this problem, and has tweaked his approach to encourage 
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practitioners to focus on creating shared value that addresses the socio-ecological crises 
facing humankind, even if this does not always enhance a firm’s short-term profit.6  

A TBL cost leadership strategy is evident 
when an organization has lower financial costs 
than its rivals thanks to reductions in its 
ecological and/or social negative externalities, 
thereby contributing to its financial well-being. 
Walmart has adopted a TBL cost leader 
strategy, by reducing its use of fossil fuels 
(e.g., by using a more fuel-efficient fleet of 
truck, by using LED lighting in its stores) and minimizing packaging; these actions 
reduce its financial costs and negative ecological externalities. While this is positive, 
Walmart is also known for not providing its employees with a living wage. In contrast, 
Costco—which employs a similar TBL cost leader strategy in terms of reducing 
packaging materials and by using solar energy—goes further by also seeking to pay its 
workers a living wage. Its hourly workers on average earn over $20 per hour, compared 
to the national average of $11.39 per hour for retail sales workers. According to Costco 
CEO Craig Jelinek: “I just think people need to make a living wage with health benefits 
… It also puts more money back into the economy and creates a healthier country. It’s 
really that simple.”7 Costco is seeking to build an organization that will be here a 
generation from now.8  

A TBL differentiation strategy is evident when an organization offers products or 
services with socio-ecological features that cost less for it to provide than the extra price which 
customers are willing to pay for them. For example, a recent study highlighted a dozen 
businesses with a TBL differentiation strategy in low-income countries that consistently 
generate above-average profit margins and growth rates.9 TBL generic strategies can 
have a broad or a narrow focus, and it is possible to pursue a dual TBL strategy that 
combines TBL cost leader and TBL differentiation.  

The SET approach to generic strategies  
The SET approach uses two quite different generic strategies: minimizer and 
transformer.10 A minimizer strategy is evident when an organization minimizes negative 
socio-ecological externalities while ensuring that it remains financially viable. The original blue 
box recycling programs were often started by concerned groups of people who wanted to 
minimize goods that went into landfills. Similarly, many of the organizations that have 
played important roles in developing alternative forms of energy were more concerned 
about reducing GHG emissions than about making a profit. The same is true for the 19th 
century organizations that helped rid America of slavery, or who helped reduce injustice 
by promoting gender equality and diversity (Chapter 13). Minimizer strategies may also 
be evident when groups of organizations work together as a community in order to 
reduce overall costs. For example, in Gussing, Austria, a biomass energy plant was 
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collaboratively developed by a variety of organizations. The result was reduced 
unemployment, reduced GHG emissions, and reduced financial costs for the firms and 
for and the larger community.11  

Glimpses of a minimizer strategy are often evident in the TBL cost leader strategy. 
However, unlike the TBL cost leader, the minimizer is not limited to reducing only those 
negative externalities that enhance on organization’s financial well-being. Consider the 

explanation Bill Gates gives for why millions of 
children have died of diseases even when 
medication costs less than one dollar per person. 
He suggests that it is not in the financial interest of 
FBL and TBL companies to do anything to save the 
children: “The market did not reward saving the 
lives of these children, and governments did not 
subsidize it.”12 In other words, firms can make 
more money doing other things than helping these 
children. The increased flexibility that SET 
organizations enjoy precisely because they do not 

need to maximize profits gives them greater latitude to enhance value creation in areas of 
ecological and social well-being (e.g., helping the socially marginalized) that would not 
be considered profitable enough by FBL and TBL firms.   

Relaxing the need to maximize profits opens the door to a wider range of 
possibilities. Consider the story of inventor and entrepreneur Trevor Baylis, who 
recognized that many millions of Africans living in isolated areas would benefit from 
having a hand-cranked radio rather than one powered by expensive batteries. So Baylis 
invented a hand-cranked radio. However, because the intended customers were so poor, 
a business would not be able to maximize its profits selling the radios in this market. But 
with the help of other stakeholders, Baylis’s radio was assembled in South Africa by 
factory workers with disabilities and sold in the villages at affordable prices. This 
entrepreneurial venture did not maximize the amount of money that Baylis could make, 
but it did provide him great satisfaction and created life-changing value for people who 
could listen to weather reports, news, and educational programming, and to the disabled 
workers who found employment building the radios.13   

A transformer strategy is evident when an organization creates positive externalities, 
often by adding value to resources that were previously under-appreciated or wasted. A 
transformer strategy is evident, for example, in an organization that recycles tires and 
uses them to make garden hoses, office supplies, floor mats, and road surfacing.14 A 
transformer strategy is also evident in volunteer agencies that encourage senior citizens 
to volunteer in after-school programs that help children with reading difficulties. 
Terracycle, Inc. was founded based on an ecological transformer strategy when founder 
Tom Szaky discovered he could profitably take waste from institutional kitchens (like the 
university where he was a student), feed it to worms, and sell the worms’ excrement in 
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used soda bottles as fertilizer.15 Today Terracycle transforms 
(“upcycles”) a wide variety of consumer waste items into 
marketable products,16 working with school recycling programs 
and other large corporations who want their after-market 
packaging to be recycled into saleable products.  

A compounder strategy is evident when an organization 
simultaneously follows both a minimizer and a transformer strategy, 
thus reducing negative externalities and enhancing positive 
externalities.17 This is evident in an organization like Habitat for 
Humanity, which transforms waste via their ReStores and transform lives by enabling 
people who otherwise would not be able to afford it to live in their own homes. Another 
example: Greyston Bakery hires and trains chronically unemployable people, such as the 
homeless and ex-convicts, thereby enabling them to become valued contributors to 
society.18 And it uses fair trade ingredients—including chocolate, vanilla, and sugar—to 
ensure that producers of these ingredients earn a living wage and use ecologically-
responsible agricultural practices that enhance the well-being of the soil. Firms can work 
together in community to implement a compounder strategy; this allows them to create 
value together that they would not be able to create independently.19 This is illustrated by 
the industrial ecological community in Kalundborg, Denmark, where different 
organizations transform each other’s “waste” into valuable inputs, significantly 
minimizing waste and converting it into valued resources (Chapter 9).20 

 

STRATEGIC MANAGEMENT FOR DIVERSIFIED ORGANIZATIONS 
Our analysis thus far has looked at individual organizations that operate in a single 
industry. When such organizations are owned and governed by a larger diversified 
organization, they are called strategic business units. A diversified organization competes 
in more than one industry or sector, or serves customers in several different product, service, or 
geographic sectors. Often each separate division in a diversified company is treated as a 
strategic business unit (SBU) which has its own mission statement, industry, products and 
services, business-level strategy, and financial statements. General Electric is an example of a 
very large diversified organization. It has eight separate SBUs—power, renewable 
energy, oil and gas, energy management, aviation, healthcare, transportation, and 
appliances and lighting—each with revenues greater than $5 billion.21 Corporate-level 
strategy helps managers of diversified organizations decide which industries to compete in 
with an SBU. 

While large corporations often diversify their operations to compete in a number of 
different industries, smaller organizations may also face similar issues. For example, a 
small-scale vegetable farmer may sell fresh produce at a farmers’ market, provide 
speciality produce to local grocery stores, sell farm-fresh salsa via the internet, provide a 
consulting service to other farmers or consumers, and rent out equipment and services to 
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neighboring farms. The farmer might also decide to enter industries that offer year-round 
income (e.g., jams, pickled watermelon, writing books, even driving a school bus) to off-
set the seasonality of fresh produce. As another example, Habitat for Humanity has a 
division to build homes, another to operate its ReStores, another to purchase land, and 
another to manage mortgage payments.  

In deciding what sort of diversification they want, managers can choose between 
two basic types of diversification strategies: (1) related, and (2) unrelated. First, related 
diversification means expanding an organization’s activity in industries that are related to its 
current activities. For example, Maple Leaf Gardens Ltd., which owned the Toronto Maple 
Leafs hockey team, acquired the Toronto Raptors basketball team. Related diversification 
can be further divided into two types: horizontal integration and vertical integration. 
Horizontal integration is evident when an organization’s services or product lines are 
expanded or offered in new markets. Managers choose to enter new industries based on 
how they can use existing strengths to their advantage, and grow their company. 
Horizontal integration is evident when a firm buys competitors in the same or similar 
markets who operate at the same level of distribution (i.e., retail level or manufacturing 
level). For example, retailer Hudson’s Bay horizontally integrated by acquiring another 
retailer (Home Outfitters). And Bauer Performance Sports Ltd., a manufacturer of hockey 
sticks, horizontally integrated by acquiring Easton, which manufactures baseballs.  

Vertical integration occurs when an organization produces its own inputs (upward 
integration) or sells its own outputs (downward integration). Managers facing strong supplier 
power may purchase a supplier (upward integration), while managers facing strong 
buyer power may purchase the buyer (downward integration). Major oil companies, for 
example, have grown through upward integration by getting involved in oil exploration, 
extraction, transportation, and refining operations. They have also grown through 
downward integration by operating retail gas stations. Another example of downward 
integration is when Wiens Family Farm opened a vegetable stand at a local farmers’ 
market and organized a Community Shared Agriculture enterprise, rather than trying to 
sell their produce through grocery stores. Another example is Warby Parker, which 
designs its own frames (upward) and has opened retail stores (downward). 

Second, unrelated diversification occurs when an organization grows by investing in or 
establishing SBUs in an industry unrelated to its current activities, as General Electric has 
done. Sometimes an unrelated diversification strategy is chosen to reduce a threat 
identified by a SWOT analysis. For example, managers may diversify if they believe that 
their current industry is in danger of declining, or if they believe diversification is critical 
to sustain growth. The cigarette manufacturer Phillip Morris diversified into a number of 
different industries after the Surgeon General announced that smoking causes cancer. 
Recently there has been a trend to move away from unrelated diversification, because 
unrelated business units can be difficult to synchronize with an organization’s 
established core competencies.22 Divestment refers to the process of decreasing the number 
of industries in which a diversified firm operates an SBU. 
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Portfolio management tools have been developed to help managers of 
conglomerates — diversified organizations that have SBUs in unrelated industries—to develop 
their corporate level strategy and decide which industries to remain active in, and which 
to divest from. These managers may treat their various SBUs like financial investments. 
Similar to individual investors who seek to diversify their personal investments, 
managers in conglomerates look for an optimal mix of types of SBUs and industries in 
which to operate. Portfolio matrices may also be valuable to entrepreneurs for choosing 
and understanding the dynamics of different industries they may enter. Portfolio 
matrices have also been helpful for understanding different markets and the life cycles of 
different products. For illustrative purposes, we describe only two possible portfolio 
matrices, one associated with FBL management, and the other more relevant for TBL and 
SET approaches. 

Conventional portfolio matrix based on FBL management  
Perhaps the best-known FBL tool for business portfolio planning was developed by the 
Boston Consulting Group and is called the BCG matrix, which classifies each strategic 
business unit according to (a) its market share, and (b) the rate at which its industry is growing 
(see Figure 10.1).23 

Figure 10.1:  BCG portfolio matrix for managing diversified organizations 

 
      High        Star           Question mark    
 Market  
 Growth Rate 
      Low         Cash cow           Pet      

               High            Low    
            Market Share 

 
Market share refers to the proportional sales a particular SBU has relative to the entire 

industry. An SBU that enjoys a 10% or greater share of the market in its industry is rated 
as being high.24 The market growth rate refers to whether the size of a particular market is 
increasing, decreasing, or stable. This is an indicator of an industry’s strength and future 
potential. A growth rate of 15% or more is considered high. 

The product life cycle helps managers to understand the market growth rate 
dimension of the BCG matrix. The product life cycle consists of four phases in the life of a 
product or service: introduction, growth, maturity, and decline (see Figure 10.2).25 In the first 
phase, introduction, there is low demand for the new product, and its future is uncertain. 
Not all products make it into the second phase (growth), when demand for the product 
really takes off. During the growth phase, the costs of building the organizational 
capacity to meet customer demand may create cash-flow problems. But organizations 
that can afford to invest in production capabilities may gain significant market share in a 
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growing market. Third, during the maturity phase, the demand for the product levels off, 
some competitors are forced to drop out of the market, and intense competition 
motivates the remaining companies to differentiate their products and services from 
those of their competitors. This might be the stage mainstream eyewear products and 
services are in, but a start-up like Warby Parker with a differentiation strategy may be 
able to succeed nevertheless. In the decline phase, demand and profitability drop, and the 
advantage goes to the most cost-efficient competitors.  

Figure 10.2: Product life cycle   

Large 

Size of 
Market 

 

Small 

            Introduction       Growth      Maturity       Decline 

Similar to products, industries can also be characterized as experiencing early 
growth, accelerated growth, slowing growth, and declining growth. Industries with 
increasing or high growth rates are more attractive. It is also helpful for managers to 
know whether an industry or product is: emergent (e.g., new kinds of product or 
services, such as the ethical investing industry), mature (e.g., long-standing products or 
services like beer, cement, oil, and banking), fragmented (e.g., includes a variety of 
industries, farmers’ markets) or global (e.g., has a world-wide reach, such as automobiles 
and soft drinks). 

Dichotomizing each of the two basic dimensions of the BCG matrix yields four 
types of organizations. A star enjoys a high market share in a rapidly growing industry.26 Like 
movie stars, such businesses generate a lot of cash but also need a lot of cash to keep 
going. A star has a high profile and promises to generate profits and positive cash flows 
even after the growth of the industry stabilizes. Within the portfolio of Apple Inc., 
iPhones have long been a star, enjoying a strong market share in what has been a 
growing industry.27 However, as the industry growth levels off, the iPhone will turn into 
a cash cow. Some wonder whether Apple will be as effective at finding its next “star” 
without Steve Jobs at the helm; for example, it seems unlikely the Apple Watch will be 
that star. 

A cash cow enjoys a high market share in a low growth or mature industry. Within 
Apple’s portfolio, iTunes can be considered a cash cow, thanks to it having 60% of the 
market share in its industry, but the industry itself has not been growing.28 BCG suggests 
that cash cows should be “milked” and the profits invested in other SBUs within the 
portfolio that are “stars” or “question marks.”  
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A question mark has a low market share, but operates in a rapidly growing industry. A 
question mark presents a difficult decision for management, as the risk of no return on 
the investment is very real. In the end, only those question marks with the most likely 
chance of success should be invested in. For example, Apple’s attempt at introducing 
products like AppleTV, while enjoying some level of success, are still question marks in 
terms of whether they will become a star in the growing market of alternative television 
service providers.  

Finally, a pet has both a low market share and low growth potential. Pets29 typically 
produce little or no profit and have little potential to improve in the future. Pets should 
be sold off if a turnaround is not possible, unless the pet offers synergies with other 
products. Synergy occurs when the performance gain that results from two or more units 
working together—such as two or more organizations, departments, or people—is greater than 
the simple sum of their individual contributions. A large vegetable gardener may not make 
much profit operating a stand in a farmers’ market, but may continue to do so if this 
helps it gather information about consumer purchasing patterns. In Apple’s portfolio, the 
iPod has run the full cycle in the BCG, starting off as a question mark, becoming a star, 
then a cash cow, and now a pet.  

The strength of the BCG grid is that it helps managers make strategic decisions by 
focusing on two important and practical dimensions. It also offers a simple conceptual 
framework to think about portfolio decisions for managers, about which industries or 
product lines to enter and to exit, and about how to transfer profits earned by a product 
or SBU in one quadrant (e.g., a cash cow) into another SBU in a different quadrant (e.g., a 
star or a question mark). However, the BCG portfolio matrix is limited since it focuses 
exclusively on market share and market growth as indicators of success and industry 
attractiveness.30 

An alternative portfolio matrix based on TBL and SET management  
From a TBL or SET perspective, a significant weakness of the BCG 
portfolio matrix is its total disregard of issues related to socio-
ecological well-being. This shortcoming can be addressed by 
developing a 2 x 2 framework that is relevant for TBL and SET 
managers (see Figure 10.3).31 Of particular interest to TBL, the 
vertical dimension is sustainable development, which focuses on 
how effectively an industry reduces its socio-ecological negative 
externalities. Managers who are interested in reducing or minimizing negative ecological 
externalities will be less attracted to, say, the conventional automobile industry and more 
attracted to software that enables virtual travel (e.g., tele-work and virtual meetings). 
Managers who are interested in minimizing negative social externalities will be less 
attracted to the garment industry (because many workers are poorly paid) and more 
attracted to the software development industry (which has relatively good working 
conditions). For some industries there is considerable debate about sustainability, such as 
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whether hydro or wind power is more sustainable in the long-term. At other times there 
is general agreement, such as coal being less sustainable than hydro or wind power.32  

Figure 10.3: A TBL/SET corporate strategy portfolio matrix 

 
      High        Innocent bystander    Sustainability hero 
    Sustainable 
    Development 
      Low         Lavish actor     Fragile player 
 
     Low             High 

                   Restorativeness 

The horizontal dimension, restorativeness, is of particular interest to SET managers. 
Restorativeness refers to how well organizations in an industry enhance positive 
externalities. A high level of restorativeness is evident in industries where organizations 
enhance the socio-ecological well-being of stakeholders. An industry would score low in 
ecological restorativeness if it emits a lot of pollution and greenhouse gases (e.g., 
automobiles), while another industry would score high if it takes carbon out of the 
atmosphere and sequesters it in the soil (e.g., Conservation Agriculture). Industries 
would score low in social restorativeness if they create stressful working conditions (e.g., 
computer and smart phone assembly plants in China), and score high if they enhance 
mental health (e.g., Big Brother/Sister organizations, national parks, and retreat centers).  

Dichotomizing these two dimensions—sustainable development and 
restorativeness—yields four types of organizations. A sustainability hero reduces or 
minimizes negative externalities (high sustainable development) and enhances positive 
externalities (high restorativeness). An example of an ecological sustainability hero is an 
organization that provides curb-side composting services which reduces organic waste in 
landfills (where releases methane gas), and instead waste is composted and returned to 
the soil to provide nutrients to grow healthy food. An example of a social sustainability 
hero is a seniors’ center where retired people can participate in physical activities, adult 
education, and after-school programs that help children with reading difficulties.  

Managers may also wish to diversify by investing in an innocent bystander, which 
has high sustainable development but low restorativeness. Garden centers and tree nurseries 
are innocent bystanders insofar as they produce minimal waste, but also do little to 
transform existing waste that is generated by others. However, if an infrastructure were 
developed so that garden centers could receive material for composting that might 
otherwise end up in a landfill (e.g., “wastes” from restaurants), then they could take a 
step towards becoming more of a sustainability hero.   

A fragile player creates both positive and negative externalities. For example, the 
Children’s Wish Foundation provides trips to Disneyland for children with life-
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threatening illnesses. This provides positive social externalities (joy and respite for the 
families), but also creates a negative ecological externality (pollution due to air travel).  

Finally, lavish actors are low on both sustainability and restorativeness. Lavish actors 
represent great opportunities for positive change, either from within or by rendering 
them obsolete. For example, the Statoil oil refinery in Kalundborg, Denmark was at one 
time a lavish actor that created ecological waste while doing little to transform the waste 
of others. Now managers at the refinery have begun to utilize “waste” steam from the 
coal plant, and have improved their refinery’s filtering process to emit less wasteful 
sulfur gas and instead provide sulfur inputs valued by neighboring companies. 
However, it might be even better if the oil refinery were made obsolete by solar energy. 

Using an alternative matrix like this—in contrast to the conventional BCG portfolio 
matrix—provides a very different frame of reference with regard to choosing which 
industries to enter, and how to move funds from an SBU in one quadrant to an SBU in 
another, and what sorts of products to invest in or bring to market. This matrix can also 
be used in non-business organizations. For example, imagine what would happen if 
governments used the matrix—with its explicit attention on sustainable development and 
restorativeness—to make decisions about the services they provide with respect to waste 
removal, caring for seniors, education, health care, and so on. That could unleash 
powerful forces to increase the sustainability of how we live. 

 

STEP 4:  IMPLEMENT STRATEGY 
Once the overall vision for an organization has been established (step 1), the SWOT 
analyses completed (step 2), and an appropriate strategy selected and developed (step 3), 
it is time to implement the strategy. The first three steps of the strategic management 
process could theoretically be completed by top managers on their own developing the 
content of their organization’s strategy. But the fourth step—implementation of a new 
strategy—demands cooperation from others in the organization and among its 
stakeholders. As a result, the first three steps can be seen to focus on the content of the 
strategy, whereas the fourth step focuses on the process.  

Strategy implementation may be relatively easy when managers are attempting to 
fine-tune an organization’s existing strategy, but it is much more difficult when an 
organization is trying to introduce a major new strategy. Only 15% of major strategic 
changes are successfully implemented.33 The implementation stage requires ensuring that 
the strategy fits with an organization’s structures and systems, and requires skills in 
managing organizational change processes (we examine both of these topics in more 
detail in subsequent chapters). The focus in the remainder of this chapter will be on the 
importance of strategic learning when implementing strategy: strategic learning refers to 
using insights from an organization’s actual strategy to improve its intended strategy. 
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AN EXAMPLE: HONDA MOTORS  
In order to understand the importance of strategic learning, it is helpful to review a 
famous case study that describes the successful entry of Honda motorcycles into the U.S. 
market back in the 1960s.34 According to the case (which was published by the Harvard 
Business School), Honda’s story provides excellent support for following the four-step 
strategic management process, and how this can lead to success. This description is 
shown in the left column of Table 10.1; we’ll get to the alternate interpretation shown in 
the right column in a bit.  

Table 10.1: Case studies describing how Honda became #1 in the U.S. motorcycle market  

As described in a Harvard 
Business School case (consistent 
with the content school) 

As described by the managers from Honda who were 
involved in entering the U.S. market (consistent with 
the process school) 

Step 1 (Vision): The vision of 
Honda’s top management team 
was to be #1 in the U.S. market.  

Step 1 (Vision): The managers who oversaw the process 
said that Honda’s goal at that time was to “sell 
something” in the U.S. market. 

Step 2 (SWOT analysis): Honda’s 
competitors were focusing on the 
“black-leather jacket” market; 
Honda saw an opportunity to 
target “everyday Americans.” 
Honda had developed a smaller 
motorcycle in Japan, and it 
enjoyed economies of scale in 
producing it (a strength).   

Step 2 (SWOT): Honda had enjoyed success winning 
motorcycle races, and managers thought there was an 
opportunity for them to compete against the large muscle 
bikes in the U.S. market. A threat was that the market had 
established competitors. A weakness was evident when its 
big bikes initially broke down in the U.S. (e.g., due to be 
driven over much longer distances than in Japan). 
Engineers solved the problem (a strength). 

Step 3 (Formulation): Honda 
managers chose a cost leadership 
strategy that took advantage of 
Honda’s lower costs and 
economies of scale in making 
smaller bikes, and chose to focus 
this strategy on the untapped 
market of “everyday Americans.” 

Step 3 (Formulation):  Honda’s intended strategy was to 
compete head-to-head with Harley-Davidson by selling 
large bikes to black-leather-jacket customers. When the 
retailer Sears expressed interest in selling the smaller 
bikes that Honda employees had brought along for their 
own travel, Honda said it wasn’t interested (it didn’t want 
to tarnish its reputation among the black-leather-jacket 
riders by placing such a small bike on the market).  

Step 4 (Implementation):  With a 
well-designed strategy and plan in 
place, Honda was the industry 
leader within four years after it 
entered the U.S. market. During 
that same period, Harley-
Davidson fell from #1 to #4. 
 

Step 4 (Implementation): Honda’s original strategy 
failed badly due to its big bikes breaking down, retail 
outlets not embracing the Honda product, and lack of 
interest among American black-leather-jacket bikers. 
Desperate to generate sales and cash flow, Honda’s 
salespeople began to sell the smaller lightweight bikes. 
Seeing the potential in this emergent strategy, Honda 
adopted the slogan “You meet the nicest people on a 
Honda”35 on the advice of its U.S. team (even though the 
President of Honda was personally opposed to the idea).  
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The lesson from the Harvard Business School case study of Honda’s success is that 
strategy-makers who have a compelling vision, who perform a careful SWOT analysis, 
and who choose an appropriate generic strategy and then implement it, will achieve 
competitive advantage and prosper. This version of Honda’s story is consistent with 
what has been called the content school approach to strategy. The content school 
emphasizes the rational-analytic, top-down, and linear aspects of strategy formulation. From a 
content school perspective, strategic management is a science that students can learn in 
business schools.  

In contrast, the Honda managers who were actually involved in the case tell a very 
different story (see the right column in Table 10.1). The first-hand experiences of the 
managers are more consistent with the process school, which emphasizes that strategy 
formulation and implementation are ongoing and iterative, where one aspect influences the 
other. The process school tends to be more closely aligned with a SET approach that 
emphasizes process and bottom-up learning, while the content school is more aligned 
with FBL management’s top-down approach (TBL management is somewhere between 
the two). However, the process school is also relevant for the FBL approach, just as the 
content school is relevant for SET management.  

The lesson of the process school version of the Honda story—which differs sharply 
from that of the content school—is that success awaits managers who are able to learn 
from their mistakes, and from unplanned ideas that emerge in the everyday operations of 
an organization. The process approach places much more emphasis on the “art” or 
“craft” of management, rather than the “analytical 
science” of management.36  From a process school 
perspective, the most important work of strategic 
management is not mastering analytical tools to 
formulate a strategy (hallmarks of the content school), 
but rather to develop skills in strategic learning, 
especially during the strategy implementation stage. The 
key to strategic management is learning from other 
stakeholders and identifying the emerging patterns in 
the “stream of actions” that make up organizational life.  

 

STRATEGY IMPLEMENTATION AS STRATEGIC LEARNING 
The conceptual framework depicted in Figure 10.4 shows how strategic learning fits 
within the four-step strategic management process. In order to understand strategic 
learning, it is important to recognize the difference between an organization’s intended 
strategy (what managers want to do) and its actual strategy (the strategy that is actually 
implemented).  The first three steps of the strategic management process help managers to 
formulate the intended strategy that they want to implement. The deliberate strategy 
refers to parts of the intended strategy that are implemented, while the un-implemented 

The key to strategic 
management is learning 
from other stakeholders 
and identifying the 
emerging patterns in the 
stream of actions that make 
up organizational life. 
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strategy refers to aspects of this intended strategy that never get put into practice. The 
deliberate strategy is only one part of an organization’s actual strategy. The other part of 
the actual strategy is called the emergent strategy, which refers to actions taken by 
organizational members that were not anticipated at the outset by managers. The emergent 
strategy captures the idea that an organization’s actual strategy depends, in part, on the 
bottom-up actions of front-line organizational members, and on how they respond to 
other stakeholders in the implementation stage. In the Honda example, the emergent 
strategy was selling smaller lightweight bikes and targeting everyday Americans, ideas 
that top management were initially opposed to (and also ideas that were foreign to other 
competitors in the U.S. motorcycle market).  

Figure 10.4: Strategic management process, with focus on strategic learning in step 4 
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Strategic learning demands focusing on three things. First, managers try to 
understand why some of their original intended strategy was not implemented. In the 
Honda example, it meant sending motorcycles back to Japan in order to improve the 
technology for driving the longer distances that were common in the U.S.  

Second, managers identify elements of the (unintended) emergent strategy that 
have positive outcomes for the organization. Sometimes emergent strategies are very 
visible and hard to miss. Often though, emergent strategies will be difficult to see simply 
because they are not expected. As illustrated by Honda’s “You meet the nicest people on 
a Honda” slogan, often the strategy will be formulated by front-line members and then 
subsequently “blessed” by top managers. This happens because workers further down 
the hierarchy have a more direct knowledge about the issues at hand.  

Third, managers determine the implications of this analysis for the organization’s 
subsequent intended strategy. If a previously-developed intended strategy is not 
working, then it is important to reconsider the information and assumptions underlying 
the original SWOT analysis. This may be difficult because it involves challenging 
assumptions and strongly held worldviews in an industry. From a process school 
perspective, strategic management is not like a “brain” that performs rational scientific 
analysis and then tells the rest of the members in the organizational body what to do. 
Rather, strategic management is more like a brain that is 
the focal point of the central nervous system, and which 
listens to and learns from the unexpected signals that it 
receives from its members. Thus, strategic managers are 
not “smarter” than other members in the organization. 
Rather, thanks to their unique position at the top of the 
organization, strategic managers have access to a 
comprehensive bundle of information that they must use 
responsibly.37 

 

FBL, TBL, AND SET APPROACHES TO STRATEGIC LEARNING 
There is a long-standing debate about the best process to use when implementing 
strategy. While there is considerable variation, generally speaking FBL management 
tends to place greater emphasis on a deliberate top-down approach to the strategy 
process, including the implementation step.38 In contrast, TBL management seeks to 
balance a deliberate top-down approach with an emergent bottom-up approach, with a 
particular emphasis on learning from members lower down in the hierarchy. SET 
management places even greater emphasis on the emergent bottom-up approach, and 
includes learning from members as well as external stakeholders.39  
 
 

Strategic management 
requires listening to 
and learning from the 
often unexpected 
signals that come from 
stakeholders. 
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ENTREPRENEURSHIP IMPLICATIONS 
In the previous chapter, we applied the first two steps of the strategic management 
process to the context of start-up organizations, highlighting the issues that 
entrepreneurs should consider in their planning. In this section, the entrepreneurial 
application continues. Having established a mission and vision for a potential new 
organization, an entrepreneur can consider the sort of strategy that would best achieve 
that organizational goal. However, as Figure 10.4 makes clear, strategic management is 
an iterative process, with information from each step influencing choices at every other 
step. We will therefore revisit Step 2 (SWOT analysis), adding information based on the 
new concepts in this chapter, before proceeding to the final two steps. 

For clarity and simplicity, this section does not address diversified organizations 
(i.e., corporate-level strategy). Doing so should not be taken as evidence that 
entrepreneurs do not diversify. Many do, and in fact current wisdom suggests that 
modern entrepreneurs should pursue multiple income streams.40 Elon Musk, for 
example, is a high-profile entrepreneur who has at times led multiple new start-ups 
simultaneously. However, serial entrepreneurship, in which the entrepreneur starts one 
organization before starting the next, is more common. And even when entrepreneurs 
start more than one organization at the same time, those organizations are typically 
independent of each other. In light of these observations, the discussion below focuses on 
strategic management of a single organizational mission. 

 

STEP 2 REVISITED: ANALYZE INTERNAL & EXTERNAL FACTORS 
Recall that a business strategy consists of goals, plans, and actions designed to 
accomplish an organization’s fundamental purpose. That fundamental purpose 
determines which industry the organization will be operating in, and therefore what 
issues are important in a SWOT analysis. The tools in this chapter deepen the 
entrepreneur’s ability to do such an analysis.  

Entrepreneurs need to develop a stakeholder map, as described Chapter 9, but those 
stakeholders must be assessed in the context of their industry. As noted above, industries 
predictably move through life-cycle stages, and those stages have important implications 
for new entrant success. The implications of specific number and size of competitors, for 
example, are different at different stages. Having many competitors in an early growth 
industry is likely to signal an opportunity; it suggests that barriers to entry are low and 
that the industry has not yet settled on standards or dominant players, so there is still 
room for a start-up to enter and shape the industry. In contrast, if there are many 
competitors in a mature industry with limited growth prospects, then it will be harder for 
a new organization to capture customers; this representing a threat. Likewise, a growing 
industry with few suppliers may represent an opportunity to work with others to 
develop new suppliers and establish beneficial relationships with them. But a limited 
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number of suppliers in a large established industry is likely a threat, either in terms of 
supplier power or difficulty in finding suppliers to work with.  

The implications of industry-specific stakeholders will also vary based on the 
management approach the entrepreneur adopts. For FBL entrepreneurs, developing new 
suppliers carries a risk of profit-reducing inefficiencies because of the costs involved in 
the development process. An FBL entrepreneur would likely only see developing new 
suppliers as an opportunity if doing so provided some valuable resource in return (e.g., 
inimitable input features, beneficial long-term contracts, etc.). In contrast, a SET 
entrepreneur may see an opportunity in developing a new supplier because doing so 
would create a strong working relationship, allow the start-up to benefit from the 
suppliers’ expertise, and provide the chance for the supplier to be influenced toward 
practices that create positive socio-ecological externalities. For example, 31 bits works 
closely with its Ugandan producers and jewelry designers to develop products that 
enhance socio-ecological well-being.  

Another important consideration in a SWOT analysis is the nature of the substitute 
products or services that are available. While traditional portfolio analysis is usually 
thought of as a tool for diversification in an existing organization, it also offers a useful 
framework for entrepreneurs to assess opportunities and threats that they face as new 
entrants. Entrepreneurs adopting the FBL approach can identify opportunities and 
threats by assessing rivals’ products and services in terms of the BCG matrix. This 
requires asking questions like: “What are the features of the current products in the 
market”? “What features would be needed to gain market share”? For example, cash 
cows are highly lucrative products that are likely to be central to an organization’s 
operations. An entrepreneur should therefore assume that a competitor who has a cash 
cow product will be highly motivated to defend that product from substitutes. It may be 
possible to topple an existing cash cow, but doing so requires a different strategy than if 
the entrepreneur is entering an industry filled with stars and question marks. For 
example, Warby Parker did not compete head-on with Luxottica, but rather via offering a 
new value proposition that had a social component (“buy a pair, give a pair”) and a new 
mode of delivery (personalized on-line). 

SET entrepreneurs consider similar issues, but using 
their own standards (i.e., the alternative portfolio matrix). 
SET entrepreneurs are less concerned with out-competing 
incumbents, but they nonetheless must assess the 
industry they are entering to determine if an opportunity 
exists. For example, if an entrepreneur’s mission refers to 
an issue that already has a well-established Sustainability 
Hero, launching a new organization may not be viable. 
This fact highlights an important difference between the 
FBL and SET approaches. A clever FBL entrepreneur may 
find a way to steal market share from an established cash 

Warby Parker did not 
compete head-on with 
Luxottica, but rather via 
offering a new value 
proposition with a social 
component (“buy a pair, 
give a pair”) and a new 
mode of delivery 
(personalized on-line). 
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cow, but most SET entrepreneurs would likely not try to out-compete an established 
sustainability hero. Even if it could be done, it might not make sense to drive Habitat for 
Humanity out of business to replace it with another organization serving the same ends; 
the resources used in that competition may have been better directed toward some other 
goal. As a result, industries dominated by innocent bystanders and lavish actors are 
likely to offer more opportunities.  

 

STEP 3: FORMULATE STRATEGY 
Having established a mission and conducted a SWOT analysis (including an industry 
and portfolio assessment), entrepreneurs must then specify exactly how they will create 
or capture value. The distinction between creating value and capturing value is an 
important consideration. Capturing value potentially can be done without creating much 
new value, as in the example of a hypothetical entrepreneur stealing the market share of 
a competitor’s cash cow, or of the quadrillion-dollar global derivatives market. However, 
most entrepreneurs will be creating value of some sort, and thus need to define their 
value proposition, which is a statement of why a customer should choose the organization’s 
specific product or service. A value proposition explains what the organization does that is 
desired by the customer. Value propositions are often stated explicitly in a form that 
combines aspects of vision and mission statements as well as strategy. Toward this end, 

an organization might use a template like this one: 
[Product/service] helps [target customer] to [target’s 
need/goal] by [organizational contribution].41 For example, 
a university course in management might have a value 
proposition promising that MGT123 helps students to 
succeed in organizations by giving them skills and knowledge 
that will allow them to understand, interact, and take action more 
effectively. Whatever form it takes, entrepreneurs need to 
define how their organization creates value. 

Having identified their value proposition, entrepreneurs can then choose a generic 
business strategy. Of course, generic business strategies are only categories, and the 
entrepreneur will need to define specific goals and actions within that category. But 
choosing a generic strategy provides an important framework for developing a more 
specific strategy. Choosing an appropriate generic strategy depends upon the outcome of 
the previous steps and the entrepreneur’s management approach. The choice must fit the 
entrepreneur’s goals and the environment in which it will be pursued.  

FBL and TBL entrepreneurs typically choose either a cost leader or a differentiation 
strategy. In general, the resources available to the entrepreneur will help to determine 
this choice. Cost leadership requires the ability to produce goods for less than 
competitors. Access to enough capital for large-scale operations or to low-cost inputs is 
therefore essential, and to provide competitive advantage this access must not be readily 

A value proposition 
states why a customer 
should choose an 
organization’s 
specific product or 
service. 
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available to competitors. As a result, cost leader entrepreneurial initiatives are often 
intrapreneurial in nature, using the resources of an established firm. For example, Tesla 
Inc., which produces electric cars, began with a differentiation strategy selling the high-
priced Models S and X, and when those cars were successful, used the brand recognition 
and profit they generated to launch the less expensive Model 3. In the absence of such 
resource advantages to support cost leadership, FBL and TBL entrepreneurs will likely 
choose a differentiation strategy. Indeed, this is the generic strategy that most people 
think of when they imagine an entrepreneur—the upstart inventor or young business 
person who has a grand idea for a new and improved product. 

Because of their different priorities, SET entrepreneurs likely have more 
opportunities available to them. The historical dominance of the FBL approach has led to 
far more attempts to start organizations that become cash cows than to become 
sustainability heroes. One does not have to look very 
hard to identify significant social or ecological problems, 
and any of these problems can be the basis of a SET 
entrepreneurial start-up. Whether they adopt a 
minimizer strategy that improves on current FBL 
methods to reduce externalities, or a transformer strategy 
that taps a previously overlooked resource to create 
positive outcomes, SET entrepreneurs do not need to 
worry about defeating the incumbents to become the 
largest organization. They only need to make enough 
money to operate sustainably. 

 

STEP 4: IMPLEMENT STRATEGY 
The remaining chapters of this book are devoted to issues related to implementing a 
manager’s selected strategy, and each of those chapters also addresses how the issues 
pertain to entrepreneurs. Organization structure and design, motivation, leadership, 
teams, communication, and control systems are all essential parts of realizing an 
organizational strategy. How entrepreneurs approach these activities is shaped by their 
management approach, and whether they follow the content school or the process school. 

For many FBL entrepreneurs, the content school is the default model. As described 
in Chapter 6, the FBL approach tends to view the environment as a fixed quantity that is 
divided up among competitors. As a result, entrepreneurs must find an opportunity and 
then develop a strategic plan for taking advantage of it. This top-down perspective is part 
of the reason that the traditional business plan is so detailed and regimented. To receive 
funding and legitimacy, the FBL entrepreneur must explain the business case for the 
proposed new venture, describing a complete plan in advance. The FBL ideal is to 
develop a business plan in such detail that both emergent and unimplemented strategies 
are minimized because they create inefficiencies, waste resources, increase costs, and 
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reduce profit. A key to FBL entrepreneurial success, therefore, is gathering and analyzing 
enough information to make useful predictions. This is also true for TBL entrepreneurs 
who seek traditional sources of financial, which requires them to make a strong business 
case to support their initiative to reduce negative socio-ecological externalities, 

In contrast, SET entrepreneurs are likely to favor the process school because they 
are tackling significant social or ecological problems that may have a large scope. SET 
entrepreneurs know that problems like these cannot be solved alone, so they favor 
partnership and collaboration. Because of its inherent give-and-take nature, collaboration 

leads to more emergent strategy. Recognizing this 
fact, SET entrepreneurs may develop a less detailed 
initial strategy, choosing instead to gather input from 
stakeholders and to respond to opportunities as they 
arise during implementation.42 While the FBL 
approach might see this open-endedness as a lack of 
preparation, it has the potential to make the start-up 
more responsive to issues that arise.  

Evan Williams, the co-founder of the news and social networking service Twitter, 
has publicly lamented the bullying, trolling, and abuse that has become so common on 
his own and other internet platforms.43 Some people have suggested that the problems 
Twitter is facing could have been anticipated and prevented if the team that designed it 
had been more diverse or had more conversations with diverse stakeholders.44 Because 
the designers were a relatively homogenous group, they communicated and worked well 
together, which contributed to the efficiency that FBL desires. However, that efficiency 
came at the expense of diverse opinions and significant disagreements, and so the 
designers did not consider the inappropriate uses that might be made of Twitter. 
Whereas Twitter is clearly effective in terms of metrics like wide-spread use, it is not as 
effective in terms of preventing unwanted and unanticipated negative externalities (e.g., 
online bullying). The SET approach is willing to sacrifice some efficiency (in order to get 
more diverse input) in return for getting greater socio-ecological effectiveness (i.e., social 
media that has fewer negative social externalities). 
 

  

SET entrepreneurs may 
develop a less detailed 
strategy initially, opting 
instead to emphasize 
strategic learning during 
the implementation phase. 
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CHAPTER SUMMARY 
1. The last two steps in the four-step strategic management process are formulating 
strategy and implementing strategy. 

2. When it comes to formulating generic strategies for organizations that operate in one 
industry or sector: 

•  FBL management tends to emphasis two main generic strategies: cost leader 
(minimize financial cost) and differentiation (provide unique product or service 
quality). 

•  TBL management tends to emphasize the generic strategy of TBL cost leader 
(increase financial well-being by reducing the financial costs associated with socio-
ecological negative externalities) and TBL differentiation (increase financial well-being 
by providing socio-ecological features consumers are willing to pay for). 

•  SET management emphasizes the generic strategies of minimizer (minimize total 
socio-ecological negative externalities), transformer (enhance total socio-ecological 
positive externalities), and compounder (combination of minimizer and transformer). 

3. When it comes to formulating strategies for diversified organizations: 

•  FBL management tends to emphasize market growth rate and market share, which 
results in four different SBU types: star, cash cow, question mark, and pet. 

•  TBL management emphasizes sustainable development, and SET management 
emphasizes restorativeness, which results in four SBU types: sustainability hero, 
fragile player, innocent bystander, and lavish actor. 

4. When it comes to implementing strategies: 

•  FBL management emphasizes deliberate strategy, the content school, and sees 
strategic management as analytical science. 

•  TBL management balances deliberate and emergent strategy, the content and process 
school, and sees strategic management as analytical science with some elements of 
craft. 

•  SET management emphasizes emergent strategy, the process school, and sees 
strategic management as a craft. 

5. Steps 3 and 4 of the strategic management process help entrepreneurs to improve all 
phases of their stakeholder analysis, and to select an appropriate generic business 
strategy. 

 

 



 192 

 

QUESTIONS FOR REFLECTION AND DISCUSSION 
1. Describe the four steps in the strategic management process. Which one of the four 
steps is the most important?  Defend your answer. 

2. Do you think that strategic management plays a more central role in the FBL, the TBL, 
or the SET approach? Which approach to strategic management is most difficult to put 
into practice? Explain your answer. 

3. Develop a new alternative portfolio matrix that has two dimensions that you 
personally feel are important, but that are different from the dimensions presented in this 
chapter (i.e., different from Figures 10.1 and 10.3). Try to find examples of organizations 
in each quadrant. 

4. Briefly describe the differences between the content and process school analyses of 
how Honda motorcycles became #1 in the U.S. market. The process school description, 
which is based on interviews with the managers involved, may be the more accurate 
portrayal of what actually happened, but do you think the content school description is 
more valuable for teaching purposes? Put differently, if Honda had completed the SWOT 
analyses and had chosen the correct strategy prior to entering the U.S. (as consistent with 
the content school approach), then it could have saved a lot of time and money and 
avoided floundering around after it arrived. On the other hand, perhaps doing the 
rational analysis up front would not have resulted in the successful strategy it eventually 
developed, and perhaps the real key to Honda’s success was that managers engaged in 
strategic learning during times of floundering. Which approach do you think should be 
taught in business schools? Defend your answer. Would it be better to teach that one 
approach, or to teach both?  

5. Why was Honda successful? Should Honda’s approach be copied? Explain your 
reasoning. 

6. Now that you have read the chapter, use the concepts you have learned to analyze the 
opening case. Would you classify Warby Parker as an FBL, TBL, or SET organization?  
Explain the basis for your classification. What is your advice to the firm going forward? 

7. In Chapter 9 you prepared vision and mission statements as well as a stakeholder map 
for the Entrepreneurial Start-up Plan (ESUP) of an organization you might like to create. 
Reconsider those plans in light of the material from this chapter. What elements (e.g., 
competitors, suppliers) have a different meaning when you consider them in the context 
of their industry? Is there a dominant product or service in your intended industry? 
Where does it fit in the portfolio matrix? What does that mean for your plans? 

8. Which generic business strategy will you choose for your organization? Why? What 
does that choice mean for your plans? 
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PREVIEW AND SUMMARY OF CHAPTER 11 
 FBL TBL SET 

Organizing 
Ensuring that tasks 
have been 
assigned and a 
structure of 
relationships 
created that 
facilitates meeting 
organizational 
goals 

Emphasizes: 
- the content of 

organizing; 
- rational 

competencies; 
- the individual level 

of analysis; 
- stakeholders 

inside the 
organization 

Emphasizes: 
- the content (sometimes 

process) of organizing; 
- rational (sometimes 

relational) competencies; 
- the individual (some-

times group) level; 
- stakeholders inside the 

organization (and 
sometimes external) 

Emphasizes: 
- the process of 

organizing; 
- relational 

competencies; 
- the team/group 

level of analysis; 
- including external 

stakeholders 

Fundamental #1 
Ensure that work 
activities are 
designed to be 
completed in the 
best way for the   
organization 

Standardization, 
determining the 
extent of uniform 
practices for 
organizational 
members to follow 
in doing their job 

Enlightened 
Standardization, which 
refers to standardization, 
coupled with 
experimentation when it is 
profitable 

Experimentation, 
implementing new-
and-possibly-better 
ways of performing 
tasks on an ongoing 
trial basis 

Fundamental #2 
Ensure that the  
tasks assigned to 
members are the 
ones required to 
fulfill the work of 
the organization 

Specialization, 
selecting sub-sets of 
standardized 
organizational tasks 
and allocating them 
into separate jobs 

Enlightened 
Specialization, which 
refers to specialization, 
coupled with sensitization 
when it is profitable 

Sensitization, 
attending to, and 
improving, how 
tasks fit with those of 
co-workers and 
others 

Fundamental #3 
Ensure that there 
is orderly 
deference among 
members 

Centralization, 
determining the 
extent to which 
decision-making 
authority is atop the 
hierarchy 

Enlightened 
Centralization, which 
refers to centralization, 
coupled with dignification 
when it is profitable 

Dignification, 
treating everyone 
with dignity and 
respect in 
community 

Fundamental #4 
Ensure that 
members work 
together 
harmoniously 

 
 

Departmentaliza-
tion, determining 
how members and 
resources are 
grouped together 
to achieve the work 
of the larger 
organization 

Enlightened 
Departmentalization, 
which refers to 
departmentalization, 
coupled with participation 
when it is profitable 

 

Participation,  
emphasizing mutual 
discernment, giving 
stakeholders a voice 
in the organization 
and how jobs are 
performed 

Entrepreneurship 
Implications 

Their uncertain nature tends to make start-ups less developed in terms of 
an FBL approach, and more likely to adopt a SET approach 
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CHAPTER 11: 
FUNDAMENTALS OF ORGANIZING 

 

Learning goals 
After reading this chapter, you should be able to:  

1. Identify the four fundamental components of organizing,  

2. Describe how FBL, TBL, and SET management differ in their approaches to organizing. 

3. Identify the key feature of each of the four fundamentals of organizing, and how each 
is operationalized in the FBL, TBL, and SET approaches.   

4. Explain how entrepreneurial start-ups with few resources tend to manage the four 
fundamentals of organizing.  

 

ORGANIZING AT SEMCO1 

When 21-year old Ricardo Semler took over his father’s company (Semco) in the 
early 1980s, it employed about a hundred people and generated $4 million in annual 
revenue. Semco produced marine pumps for Brazil’s shipping industry, and was 
organized in a traditional manner. It had well-developed operating standards, formal 
rules, and detailed job descriptions that indicated the training and experience 
required for each position. It also had a fairly centralized authority structure and a 
well-developed departmental structure. In short, Semco’s structures and systems 
were developed fully enough for the father to hand over the reins of power to a 21-
year old. 

Ricardo Semler, however, was not fond of the way things were organized at Semco. 
He had previously worked for a summer in Semco’s purchasing department, and 
asked himself: “How can I spend the rest of my life doing this? How can I stomach 
years of babysitting people to make sure they clock in on time? Why is this worth 
doing?” So, he threw out the books of rules and regulations that had been the result 
of years of standardization and formalization. Even after he helped Semco grow to 
over 3,000 employees and $200 million in annual revenues, its manual was still a 
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mere 20 pages, complete with cartoons. Semco doesn’t even have a written mission 
statement, preferring instead to foster experimentation. Minutes are seldom taken at 
Semco meetings, because once things get written down they can constrain future 
experimentation. Semler wants the standards that guide activity at Semco to be fluid 
and constantly (re)constructed by its members. 

Specialization is also downplayed at Semco: there are no job descriptions. Semco even 
has a “Lost in Space” program that assumes young new hires often don’t know what 
they want to do with their lives. The program allows them to roam through the 
company for a year, moving to a different unit whenever they want to. Semler 
himself spends little time at work (he doesn’t even have an office), preferring instead 
to learn and get input from a wide variety of stimuli. He models an approach creates 
opportunities for everyone to be sensitized to needs and opportunities that might 
otherwise be overlooked. 

Semler is also not too keen on the centralization of authority. Even though Semco has 
diversified and grown, it still has only three levels of hierarchy. Semler himself is one 
of six “Counselors” (top management), who take turns leading the company for six 
months at a time. Workers in Semco choose their own work hours, set their own 
salaries, and decide who will be their managers. Managers trust workers and treat 
them with dignity. As Semler notes: “Most of our programs are based on the notion of 
giving employees control over their own lives. In a word, we hire adults, and then 
we treat them like adults.”2 The company recently held a party marking ten years 
since the last time Semler made a decision.   

Regarding departmentalization, Semco does not have large departments. Semler 
prefers smaller, more autonomous units of 150 or fewer members, where each person 
knows that their participation matters. The heavy emphasis on participation is 
consistent with Semler’s commitment to democracy, a watchword at Semco. He notes 
that we send our children around the world to die for democracy, but we lack 
democracy in our workplaces. 

Ricardo Semler’s embrace of a SET approach has coincided with an outstanding 
growth rate of about 20% per year since he took over from his father, and Semco has 
interests in businesses worth almost US$10 billion.3 Even so, Semler is very clear that 
growth and profits are not his primary goals. He says:  

“I can honestly say that our growth, profit, and the number of people we employ are 
secondary concerns. Outsiders clamor to know these things because they want to quantify 
our business. These are the yardsticks they turn to first. That’s one reason we’re still 
privately held. I don’t want Semco to be burdened with the ninety-day mindset of most 
stock market analysts. It would undermine our solidity and force us to dance to the tune we 
don’t really want to hear—a Wall Street waltz that starts each day with an opening bell and 
ends with the thump of the closing gavel.”4  
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“Profit beyond the minimum is not essential for survival. In any event, an organization 
doesn’t really need profit beyond what is vital for working capital and the small growth that 
is essential for keeping up with the customers and competition. Excess profit only creates 
another imbalance. To be sure, it enables the owner or CEO to commission a yacht. But 
then employees will wonder why they should work so the owner can buy a boat.”5   

Semler is enjoying his opportunity to demonstrate that businesses can thrive when 
you treat people with dignity, foster trust and participation, value experimentation 
and learning, and are sensitive to the larger needs and opportunities around you. For 
him, these are the genuine fundamentals of organizing. His approach has attracted 
admiration among his peers; he has been named business leader of the year several 
times by a poll of over 50,000 Brazilian executives.  

Having completed our discussion of the Planning function of management, we now 
examine the Organizing function. Once managers have made plans and strategies about 
which goods and services their organization will offer, they need to organize the 
resources to put their plans into action. This chapter introduces the general idea of 
organizing, describes its four fundamental components, and explains the similarities and 
differences between the Financial Bottom Line (FBL), Triple Bottom Line (TBL), and 
Social and Ecological Thought (SET) approaches. 
 

THE FOUR FUNDAMENTALS OF ORGANIZING 
As we learned in chapter 1, the management function of organizing means ensuring that 
tasks have been assigned and a structure of relationships created that facilitate the achievement 
of organizational goals. Although humankind has had a long history of organizing, 
contemporary organizations only came into existence during the last century. We live in 
a time when ideas like industry analyses, generic strategies, division of labor, and 
economies of scale are taken for granted, and we no longer marvel at the productivity 
and wealth that they help to create.  

While it may sound simple, the idea of organizing is inherently complex. It’s a bit 
like riding a bike. Even if you know how to ride a bike, it can still be challenging to 
identify the key principles that describe how to ride a bike, or how riding a bike is even 
possible. The same is true for organizing. Fortunately for us, Max Weber—one of the 
most influential thinkers in management and organization theory—showed that the 
essence of managing the organizing function can be broken down into four fundamental 
components, as follows. Managers need to ensure that:  

1. Work activities are designed to be completed in the best way to accomplish the 
overall work of the organization. This component involves understanding the 
overall mission and strategy of the organization, and breaking it down into smaller 
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steps and specific activities that, taken together, can help accomplish the overall 
work of the organization.6  

2. The tasks assigned to members are the ones required to fulfill the overall work 
of the organization. This component involves taking all the specific activities that 
need to be performed, and assigning them to specific organization members to 
make sure the activities are completed.7  

3. There is orderly deference among members. This component involves ensuring 
that members know who makes which decisions, who assigns tasks, and who 
should be listened to in which situation.8  

4. Members work together harmoniously. This component pulls everything 
together, ensuring that the different pieces of the organizational puzzle are working 
together as desired.9 

Over the past century, management scholars and practitioners have been greatly 
influenced by the FBL approach and its assumptions about the best way to fulfill these 
four fundamentals of organizing. When we take for granted the assumptions and ideas 
that FBL management emphasizes about organizational structures, we forget how they 
influence us, just like we forget that we are influenced by the everyday physical 

structures that in our everyday lives. For example, the floor plan of 
your home and your office shapes whom you interact with and 
how you interact with them (e.g., is the setting formal or 
informal?).  The famous architect Frank Lloyd Wright said that he 
could design a home that would cause newlyweds to get divorced 
within a few months. Along the same lines, Winston Churchill 
observed that “we shape our buildings, and hereafter our 
buildings shape us.”10 Similarly, we design our organizational 
structures, and hereafter those structures shape us. 

It is instructive to develop this architectural metaphor further. Architecture theory 
goes back at least 2,000 years to Roman times when the three fundamentals of 
architecture were identified as firmness, utility, and beauty.11 Different schools of 
thought or approaches to architecture will have different emphases in how they deal with 
each of these three fundamentals. For example, one approach to architecture might place 
great emphasis on the financial costs of a building, and seek to keep costs as low as 
possible. This might result in buildings that are built to last 40 years, are designed to have 
multipurpose rooms, and create a sense of beauty via minimalism or via inexpensive 
features like faux marble countertops. A different approach to architecture might 
emphasize ecological sustainability, which might result in buildings constructed out of 
locally available natural materials with extra insulation, have rooms designed to connect 
people to each other and to nature, and whose aesthetic appeal comes from fitting into its 
natural and socio-cultural environment. Of course, these two approaches to architecture 

We design our 
organizational 
structures, and 
thereafter those 
structures 
shape us. 
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not mutually exclusive, and in the final analysis all architects must take both cost and 
sustainability into consideration.  

The same is true for the different management 
approaches to the four fundamentals of organizing that 
we will examine in this chapter. For example, FBL 
management has a different approach to the four 
fundamentals than SET management does. But, as with 
the architects, and as will be developed more fully in the 
next chapter, these two approaches are not mutually 
exclusive. SET managers will place a greater relative 
emphasis on a SET approach to the four fundamentals of 
organizing, while FBL managers will place a greater relative emphasis on an FBL approach. 
But SET managers will also draw to some extent from the FBL approach, and FBL 
managers will draw to some extent from the SET approach. 

Just as there are clear differences in how buildings are designed and how they 
operate (depending on the approach of the architect), so also there are clear differences in 
how organizational units are designed and how they operate (depending on the 
approach of their top managers). Research suggests that FBL, TBL, and SET managers 
address each of the four fundamentals of organizing differently.12 FBL organizing is 
based on principles designed to maximize efficiency, productivity, and financial well-
being. TBL organizing is based on principles designed to optimize efficiency, 
productivity, and profits while seeking opportunities to reduce negative socio-ecological 
externalities. SET organizing is based on principles designed to enhance positive socio-
ecological externalities in a way that maintains adequate levels of efficiency, productivity, 
and profits.  

In general, FBL management focuses more on the content of organizing, on rational 
competencies, and on breaking things down to an individual level of analysis. In contrast, 
SET management places relatively more emphasis on the process of organizing, on 
relational competencies, and on the team and group level of analysis. SET management has 
the most fluid orientation to organizing, whereas FBL management is more static.13 TBL 
management lies somewhere between the two, often leaning towards FBL management, 
but following SET principles in situations where doing so reduces negative socio-
ecological externalities while enhancing an organization’s financial well-being.  

 

 #1: ENSURE WORK ACTIVITIES ARE COMPLETED IN BEST WAY 
The first fundamental of organizing involves understanding the overall work of an 
organization and then breaking it down into smaller tasks or steps. For example, there 
are many ways for a bicycle maker to build its product. The first fundamental involves 
identifying the best ways to bend the handlebars, to weld pieces together, to apply paint, 
and so on, so that in the end a functioning and efficiently-built bike emerges. 

FBL management has a 
different approach to the 
four fundamentals of 
organizing than SET 
management does. But 
these two approaches are 
not mutually exclusive. 
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Standardization and experimentation 
To address the first fundamental of organizing, FBL managers emphasize 
standardization, which refers to developing uniform practices for organizational members to 
follow in doing their jobs. The level of standardization in a firm can vary along a 
continuum from many clear standards (prescribed) to relatively few standards (non-
prescribed). FBL managers focus on specifying the optimal level of standardization—such 
as procedures organizational members must follow when they perform their tasks—as 

they try to maximize organizational efficiency, 
productivity, and financial well-being. Although the 
tendency is to focus on formalized standards 
(formalization refers to the amount of written 
documentation in an organization), informal standards that 
govern and give meaning to members’ behavior are also 
important (this will be discussed in Chapter 12).14 

When we say that FBL managers emphasize standardization, it does not mean that 
“FBL managers favor many prescribed standards” (though in some cases they may). 
Rather, it means that managers expend a lot of effort trying to find the correct level of 
standardization. In doing so, FBL managers sometimes develop multiple standards, and 
at other times only a few. For example, prior to Taylor’s time and motion studies (see 
Chapter 2), workers who shoveled pig iron or coal into train cars would bring their own 
shovels from home, and every worker might have a different-sized shovel. There were no 
standards regarding what type of shovel was best for each task. However, after Taylor 
performed a series of experiments to determine what sized shovels were best for 
maximizing productivity for each task, the company introduced standards in line with 
his findings.  

SET managers also use standards to addresses the first fundamental of organizing 
but, instead of emphasizing standardization, SET managers tend to emphasize 
experimentation, which refers to members’ ongoing voluntary implementation of new-and-
possibly-better ways of performing tasks on a trial basis. SET experimentation seeks to 
improve socio-ecological well-being while maintaining (but not necessarily maximizing) 
financial well-being. SET experimentation differs from FBL standardization in several 
important ways. First, FBL standardization has a top-down focus (managers determine 
the appropriate level of standards), while SET experimentation is bottom-up (members 
experiment with different ways of performing tasks). Second, the FBL approach has a 
static nature (e.g., following “tried and true” standards wherever possible), while SET 
experimentation is more dynamic (experimentation is ongoing, constantly trying new 
ways of performing tasks). Third, FBL standardization tries to find the “one best way” to 
do things, while SET experimentation recognizes that the best way to do things is 
constantly changing both inside and outside the organization. A SET approach to 
experimentation emphasizes the importance of discussing ideas in a group setting, and 
benefiting from others’ input and refinement.  

Although managers 
often focus on formal 
standards, informal 
standards are also very 
important. 
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Lincoln Electric,15 which started in 1895, has become one of the most successful 
manufacturing companies in the world thanks to an emphasis on experimentation that 
helps it achieve significantly lower production costs than its competitors in a highly 
standardized context. At the heart of its success are two policies built into its organization 
structure. One policy guarantees employment for its workers even in down times, and 
the other policy guarantees that the standard rates for piecework will not be changed 
simply because employee earnings are deemed to be too high. The resulting structure 
provides workers with plenty of incentive to increase efficiency (piece-rates will not be 
changed due to their improvements) and no disincentives (jobs will not be lost due to 
increased efficiency). Average wages at Lincoln Electric are about twice the going rate for 
similar work in other firms. The merit of this approach is illustrated by an event during 
World War II, when the U.S. government asked all welding equipment manufacturers to 
add capacity. At that point, the CEO of Lincoln Electric went to Washington to explain 
that the nation’s existing capacity would be sufficient if it were used as efficiently as it 
was at Lincoln Electric. He then proceeded to provide proprietary knowledge about 
standards and techniques that would improve industry-wide productivity. When these 
were introduced, industry output increased. For a period of time, competitors also 
reduced their costs to about the same level as those at Lincoln, but soon Lincoln’s 
continuing emphasis on experimentation allowed it to once again outperform its 
competitors (who continued with their relative emphasis on standardization).  

Of course, sometimes SET-based experiments will fail, in 
which case organizational members may revert back to the 
previous practices, but even then the organization will have 
gained new knowledge from the experiment. In other cases an 
experiment may be a rousing success, and other members of 
the organization benefit and can adapt the lessons learned. For 
example, Dan and Wilma Wiens’s SET approach to their CSA 
(see Chapter 4) can be characterized by ongoing experimentation, where the standards 
being followed are under constant scrutiny and adaptation, and each year brings new 
experiments. Dan models this learning orientation in his developmental work with other 
farmers, and is deliberate in encouraging others to adopt a similar emphasis on 
experimentation.16 

TBL management’s approach to the first fundamental of organizing might be best 
described as enlightened standardization, which is a variation of FBL standardization that 
embraces SET experimentation when it profitably reduces negative socio-ecological 
externalities. For example, in the business world, McDonald’s hamburgers and French 
fries have long been seen as examples of high FBL standardization. McDonald’s has 
invested a lot of resources into developing highly detailed procedures manuals to ensure 
that the quality and taste of its food is consistent over time and across locations.17 
Recently, McDonald’s has expanded the criteria that it uses to develop standards, and 

Even experiments 
that fail still enhance 
organizational 
knowledge. 
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now has new standards that reduce negative externalities by experimenting with ways to 
reduce packaging and the use of fossil fuel.18  

Remember that the key difference between the different approaches to management 
is in terms of their relative emphasis. All approaches have some emphasis on both 

standardization and experimentation.  For example, 
Semco has standards (e.g., do not to take minutes at 
meetings), but the emphasis is on experimentation. 
Similarly, medical doctors follow standards, but 
doctors at a SET-oriented teaching hospital are more 
likely to follow them with an eye towards improving 
practices in the next round, compared to doctors in 
an FBL-oriented hospital that seeks to process as 
many patients as possible.    

 

#2: ENSURE APPROPRIATE TASKS ARE ASSIGNED TO MEMBERS 
The second fundamental of organizing is to ensure that tasks assigned to members are 
the ones required to achieve the overall work of the organization. This idea is reflected in 
the concept of division of labor, as famously illustrated by Adam Smith’s pin factory, 
where productivity was one thousand times greater when workers performed specialized 
tasks rather than performing all the different tasks that are necessary to make a pin (see 
Chapter 2). 

Specialization and sensitization 
FBL management addresses the second fundamental of organizing by placing relative 
emphasis on specialization, which involves selecting sub-sets of standardized organizational 
tasks and allocating them to separate jobs. Job specialization can be narrow (which means 
the tasks that members perform are fairly limited and focused) or broad (which means 
that members perform a wide range of tasks). Specialization plays a central role in the 
remarkable account of how Henry Ford revolutionized productivity in the automobile 
industry when he pioneered the assembly line; individual members worked on one step 
of building a car (narrow specialization), rather than trying to assemble an entire car 
(broad specialization). Typically, the specialized knowledge, skills, abilities, and other 
characteristics (KSAOs) required to perform each job are spelled out in job descriptions, 
which also may describe the formal qualifications required for job-holders (see Chapter 
13). For example, an accounting firm might require a staff accountant to pass the CPA 
exam before being promoted. Similarly, universities require that students have specified 
qualifications in order to enroll in courses, such as having a high-school diploma and 
having completed any pre-requisites for the course.  

SET managers also use specialization to addresses the second fundamental of 
organizing but, compared to FBL managements, SET managers place greater relative 
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emphasis on sensitization, which refers to members actively being aware of how their work fits 
with co-workers and others with an eye toward improving practices via experiments that take 
advantage of opportunities or address needs. Just as FBL specialization helps to identify 
which standardized tasks should be performed by whom, so also SET sensitization helps 
to identify what kinds of experiments should be performed by whom. Rather than 
focusing on ensuring that organizational members conform to specific job descriptions 
(specialization), a hallmark of the SET approach is to encourage members to continuously 
adapt to their context and improve how they do their jobs in harmony with others 
around them. The focus is on the dynamic process of organizing (being sensitive to new 
needs and opportunities), rather than on the static outcome of organizing (having the 
KSAOs to perform tasks listed in a job description). Sensitization includes being sensitive 
to stakeholders’ physical, social, ecological, and spiritual needs.19  

Sensitization is illustrated by how, rather than assigning a desk to each of its 
(specialized) office workers, Semco encourages them to move around from one desk to 
another from one week to the next. Not even Ricardo Semler has his own office. This 
creates plentiful opportunities to get to know how the various jobs at Semco fit together, 
and this increased sensitization can in turn inform experimentation. It is interesting that 
when similar ideas (called “hot desking”) are implemented in FBL organizations for cost-
saving reasons—rather than in a spirit of SET sensitization and experimentation—they 
are often not well-received by employees.20  

To address the second fundamental of organizing, TBL management emphasizes 
enlightened specialization, which is a variation of FBL specialization that embraces SET 
sensitization in instances where it profitably reduces negative socio-ecological externalities. For 
example, TBL organizations may have “sustainability officers” whose job is to learn 
about different operations throughout the organization, and who also attend meetings 
with external sustainability-oriented stakeholders to hear about new ideas that can 
reduce negative socio-ecological externalities while maintaining or enhancing profits.21 
For example, Frank O’Brien-Bernini, the first chief sustainability office at Owens Corning, 
describes a two-year effort to develop a major wind farm to provide a renewable source 
of energy for his firm: “Whenever tensions rose with our finance team, I would remind 
us all of that ‘very special day’ when our ‘all-business’ controller, typically leaning back 
with her arms and legs crossed, suddenly leaned forward and smiled when she realized 
this deal actually might generate profits.”22  

Finally, note again that the key difference between the different approaches is in 
terms of relative emphasis. All management 
approaches pay attention to specialization and to 
sensitization. FBL management places relative 
emphasis on ensuring that organizations have 
specialists with expertise in job design and 
recruitment, and have upper level managers who 
monitor opportunities to increase profits. TBL 
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management is similar, but in addition middle and upper level managers explicitly seek 
opportunities to increase financial well-being by reducing negative socio-ecological 
externalities. SET management emphasizes that all members should be sensitive to 
opportunities to enhance overall performance, and recognize that there is need for 
appropriate specialization to achieve this end. 

 

#3: ENSURE ORDERLY DEFERENCE AMONG MEMBERS 
The third fundamental component of organizing draws attention to the need for 
members of an organization to respect and submit to one another in an orderly way. This 
deals with questions such as who should be listened to, how decisions are made, and 
how people treat one another. All three approaches to management use centralization to 
addresses the third fundamental of organizing but, compared to FBL and TBL 
management, SET managers place greater relative emphasis on the idea of dignification. 

Centralization 
From an FBL perspective, ideas related to authority—and the degree of its 
centralization—are key to ensuring orderly deference among organizational members. 
Centralization refers to the extent to which decision-making authority resides atop the 
organization’s hierarchy. Authority refers to the formal power given to specific members 
(usually managers) to arrange resources and/or to assign tasks and direct the activities of other 
members in ways that help to achieve organizational goals. Organizational members are 
expected to defer to the people who have authority over them. Managers can use their 
authority to reward behavior that is consistent with organizational goals and plans, and 
to punish behavior that is inconsistent.  

An organization’s centralization ranges from being concentrated to being diffused. 
It is concentrated when authority rests with top managers, and it is diffused (or 
decentralized) when authority is dispersed throughout an organization. An 
organization’s overall centralization may be very concentrated (e.g., authority for most 
decisions is retained in the CEOs office), while any particular sub-unit within that 
organization may be relatively diffused (e.g., what little decision-making authority that 
resides in, say, the Finance department is dispersed widely throughout that 
department).23 Organizations with diffused authority have a “flat” structure where 
managers have a wide span of control, which refers to the number of members that report 
directly to a given manager. As described later in this chapter, AES had 40,000 employees 
but only three levels of hierarchy. 

There are two sub-types of authority. Line authority refers to having formal power to 
direct and control immediate subordinates, while staff authority refers to having formal power 
to advise and provide technical support for others, but not to tell them what to do. For 
example, human resource managers have staff authority to provide expert advice to 
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managers of other departments, but they also have line authority over other members in 
their own department. Staff managers provide advice, and line managers make decisions. 

The authority that managers have, and which they can 
subsequently delegate to others, was initially delegated to 
them by organizational members and by members of 
society. Delegation refers to the process of giving authority to a 
person or group to make decisions in a specified sphere of 
activity. In a democracy, authority is granted to managers via 
citizens who elect government officials who, in turn, 
establish the rules by which organizations are governed by 
their owners who, in turn, delegate authority to managers to 
act on behalf of the owners. By signing a contract to accept a job in an organization, a new 
member agrees to accept that managers have authority to assign tasks to perform in 
exchange for payment. A similar thing happens when someone joins a voluntary 
organization; they agree to abide by the rules and authority structures of the 
organization.  

When members accept authority to make decisions in a certain domain of 
organizational operations, they also accept responsibility for the decisions that they make 
(or fail to make), and they accept accountability for their actions. Responsibility refers to 
the obligation or duty of members to perform assigned tasks. Problems arise when someone 
is given responsibility without being given the required authority to meet that 
responsibility. Suppose a new marketing manager has the responsibility to increase sales 
by 10%. That manager will be very frustrated if she is not also given the authority to do 
the things that are necessary to reach the goal (e.g., to hire competent salespeople and 
remove incompetent salespeople). Accountability refers to the expectation that a member is 
able to provide compelling reasons for the decisions that they make. If a member is unable to 
provide a good explanation for a decision gone awry, he may be given professional 
training and development, have authority taken away from him, or be removed from his 
position.  

Dignification 
SET managers also use centralization to addresses the third fundamental of organizing 
but, compared to FBL management, SET managers place greater relative emphasis on the 
idea of dignification, which refers to treating everyone with dignity and respect in community. 
Dignification draws attention to everyone in an organizational community having a voice 
that deserves to be listened to, in contrast to FBL centralization, which places greater 
relative emphasis on listening to members in positions of authority. Whereas FBL 
authority-based relationships tend to be somewhat static, and linear (e.g., a manager has 
authority over her subordinate), SET dignity-based relationships tend to be dynamic and 
holistic (e.g., members have a sense of overall community well-being rather than a 
narrower sense of simply trying to maximize an organization’s financial well-being). As 
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Martin Buber put it, rather than set up authority structures that treat others as faceless 
“its” in the name of utilitarian outcomes, dignification seeks to treat others as “thous” 
who are listened to and respected in their own right (not merely because they have 
authority or power).24  

As one SET CEO said about having employees make decisions: “… sometimes it’s 
been shown that their way is better than mine would’ve been. And even when it isn’t, 
just allowing them the freedom to do that [make decisions], I think, is worthwhile.”25 
People who participate in setting their work standards are more productive and satisfied 
than when the exact same standard is imposed on them by a manager.26 For SET 
managers, creating ways of organizing that distribute dignity throughout the 
organization is better than trying to develop and fine-tune authority structures.  

Unlike authority, which is usually seen as a limited resource that must be parceled 
out sparingly, dignity is an unlimited resource that can be distributed generously; 
everyone has inherent worth that should be recognized.27 Consider the dignity that was 
evident when Ricardo Semler gave Semco employees the authority to set their own 
salaries. According to Semler:  

“Arguably, Semco’s most controversial initiative is to let employees set their own 
salaries. Pundits are quick to bring up their dim view of human nature, on the 
assumption that people will obviously set their salaries much higher than feasible.  
It’s the same argument we hear about people setting their own work schedules in a 
seven-day weekend mode. The first thing that leaps to mind is that people will 
come as late or little as possible—this has never been our experience.”28   

Treating people with dignity also means providing them with the information they 
require to use their decision-making authority responsibly. Semler describes five pieces 
of information that help employees determine how to set an appropriate salary for 
themselves. Managers provide employees with: 1) market surveys about what people 
earn who do similar work at competing organizations; 2) what everyone else in the 
company earns (all the way from Semler to the janitors); and 3) open discussion of the 
company’s profits and future prospects in order to provide a sense of whether the current 
market conditions allow above or below average salaries. The remaining two items are 

things that employees know but managers do 
not:  4) how much employees would like to be 
earning at this point in their career, keeping in 
mind how happy they are with their job and 
work-life balance; and 5) how much their 
spouses, neighbors, former schoolmates, and 
other significant “comparison others” are 
earning. Very seldom has this system been 
abused, perhaps because employees know that 
if they request too large a salary they run the 
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risk of annoying their colleagues and suffering the stress that comes from making a 
decision that they themselves know to be unjust and undignified.  

Finally, to meet the third fundamental of 
organizing, TBL management emphasizes enlightened 
centralization, which is a variation of FBL centralization that 
embraces SET dignification on a piecemeal basis when it 
profitably reduces negative socio-ecological externalities. 
Consider an example that occurred when co-founder 
Dennis Bakke was CEO at AES, a global energy giant 
with 40,000 employees in 31 countries and annual 
revenues of more than $8 billion (see Chapter 16).29 
Because Bakke was committed to a SET approach, AES 
avoided written job descriptions, official organization 
charts, and tall hierarchies (three layers were enough). 
Bakke also refused to place primary emphasis on 
quantifiable financial goals. Instead, he argued that 
what he called “joy at work” can be found when the 
SET fundamentals of organizing are evident. For example, sensitization was facilitated at 
AES because performance was explicitly evaluated based on AES principles that took 
externalities into account and transcended economic goals. Dignification was evident 
because Bakke saw himself as serving his employees, rather than as using his authority to 
command people and resources. The default at AES was to make decisions in community 
by members at the lowest practicable organizational level, not at the level that was 
deemed most efficient based on an authority structure. AES members and external 
stakeholders were invited to participate in AES’s decision-making process, annual 
reports acknowledged the contributions of ordinary employees, and people were not 
fired for making mistakes. 

Unfortunately, at one point AES employees had falsified the results of water testing 
at an AES plant in Oklahoma. Even though no ecological damage resulted from this 
deception, the price of AES stock dropped 40% on the day it released a letter that both 
acknowledged the falsification and recommitted itself to being an organization based on 
integrity. Soon Bakke’s job was on the line: 

“Several of our most senior people and board members raised the possibility that our 
[SET-based] approach to operations was a major part of the problem. It was as if the 
entire company were on the verge of ruin. They jumped to the conclusion that our 
radical decentralization, lack of organizational layers, and unorthodox operating 
style had caused ‘economic’ collapse. There was, of course, no real economic collapse. 
Only the stock price declined.  … 

All of this put an enormous strain on the relationship between Roger [Sant, AES co-
founder] and me. The board had lost confidence in me and my leadership approach. 

TBL organizations are often 
admired when they adopt 
SET practices (even on a 
piecemeal basis). But when 
they face the crises and 
economic downturns that 
are inevitable for any 
organization, TBL firms 
often succumb to pressure 
to revert to ‘tried-and-true’ 
conventional FBL methods. 
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(I believe Roger had, too.) Should we split the company? Should one of us quit? He 
wasn’t having fun, and neither was I. I told him I wanted to stay and make the 
company work.  … 

The breach by our Oklahoma group was minor relative to similar missteps by dozens 
of large, conventionally managed organizations. There was nothing to suggest that 
the company operating in a more conventional [FBL] manner would have protected 
AES from such mistakes.”30 

What do you think Bakke did? Although he and AES had been admired for 
emphasizing SET organizational principles, when facing the crises and economic 
downturns that are inevitable for any organization, he faced enormous pressure to revert 
to “tried-and-true” conventional FBL methods. If Bakke had been a TBL manager, he 
would have given in to such pressures from his board. However, as a SET manager 
Bakke remained committed to SET fundamentals of organizing, and AES’s performance 
improved again. Bakke believes that there was nothing inherent in his approach that 
would make AES more vulnerable to missteps than if the company followed a 
conventional FBL approach. In fact, a SET approach might decrease likelihood of such 
problems.31  

 

#4: ENSURE MEMBERS WORK TOGETHER HARMONIOUSLY 
The fourth fundamental of organizing focuses on how members work together. The idea 
is to ensure that all the tasks performed by organizational members fit together and 
contribute to a larger whole. As organizations grow in size, this will mean deciding 
where and with whom each member performs their respective tasks. All three 
approaches to management use departmentalization to addresses the fourth fundamental 
of organizing but, compared to FBL and TBL management, SET managers place greater 
relative emphasis on the idea of participation.  

Departmentalization  
Departmentalization refers to how members and resources are grouped together to achieve 
the work of the larger organization. Departmentalization has two key dimensions. The first 
is departmental focus, which looks at the relative emphasis an organization places on 
internal efficiency versus on external adaptiveness. The second is departmental 
membership, which looks at whether departmental membership is permanent versus  
short-term. Departmental focus is concerned with the content of what each department is 
assigned to do, whereas departmental membership looks at whether members are 
permanent and whether they come from within the organization’s boundaries. We will 
look at each in turn.  

Departmental focus. The departmental focus dimension describes the basis upon 
which an organization is divided into smaller, more-manageable sub-groups. Four basic 
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departmental structures that are commonly found in organizations are: divisional, 
functional, hybrid, and matrix. A divisional structure is evident when members are placed 
together based on them working as a subunit that provides a specific kind of product or service, 
serves similar customers, or operates in the same geographic region. Figure 11.1 (Part A) 
shows a geographically-based divisional structure with a Western Division, a Central 
Division, and an Eastern Division. An example of a product-based divisional structure for 
a computer manufacturer is one with a Desktop Division, a Laptop Division, and a 
Handheld Division. A customer-based divisional structure for a computer manufacturer 
might have a Consumer Division, a Business Division, and an Educational Institutional 
Division.32 The key point is that each of these divisions are autonomous, that is, they 
operate like separate businesses or like a strategic business unit. To be successful as 
essentially separate businesses, they need to organize at a lower level within their 
hierarchy around key functions like marketing, production, and finance. Each of the 
divisions will have these departments. 
 

Figure 11.1:  Four basic types of departmental structures 

     A. Divisional structure             B. Functional structure 
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A functional structure places members in the same department based on their having 
similar technical skills and using similar resources to perform their tasks. For example, as 
illustrated in Figure 11.1 (Part B), a furniture manufacturing firm might have marketing, 
production, and finance functions at the top level of the organization. Other bases of 
departmentalization may also be used at lower levels in the hierarchy; for example, in 
Figure 11.1 (Part B), the organization is structured around geographically-based 
departments at the second level in the organization hierarchy. At the lowest level of the 
hierarchy there will also be various departments within each regional factory where each 
type of product is manufactured (e.g., chair, tables, and shelving units). In a functional 
structure, the top management team must coordinate the work of the various functions 
because none of the functional departments can, on their own, do all the things that are 
necessary to achieve overall corporate objectives.  

The relative strengths and weaknesses of the divisional and functional structures 
are mirror images of each other. An automobile manufacturer that has a functional 
structure at the top level of the hierarchy and has just one large production department 
will be more efficient than a competitor with 10 divisions, each with its own production 
department. The former company will achieve large economies of scale, that is, the per 
unit financial cost to produce 10,000 cars on one assembly line is far less than the per unit 
cost to produce 1,000 cars on each of ten separate assembly lines. The functional 
approach also offers opportunities for in-depth skill development in each specialization. 
For example, one Legal Department with ten lawyers may have specialists in commercial, 
labor, patent, and international trade law, whereas having one lawyer in each of ten 

different divisions means that the lawyers will need 
to be more generalists. A functional structure also 
permits increased spans of control and lower 
management costs, because it is easier to manage 
people with similar training and backgrounds (e.g., 
ten lawyers in one department) than for a divisional 
manager to manage people from a variety of 
functional areas.  

A divisional approach offers different strengths relative to the functional approach. 
First, in a divisional approach, decision-making authority is closer to the organization’s 
customers. For example, rather than having a single production department produce all 
the goods for an organization, having a different production department in each region 
or for each customer group reduces the distance between consumers and producers. This 
helps managers adapt to changing consumer preferences, and to accommodate for 
differences across regions or customer groups. Second, the reason for profits may be 
somewhat unclear in a functional structure (e.g., should credit be given to the Vice-
President of the Research & Development Department, the Production Department, or 
the Marketing Department). But in a divisional approach each of the ten divisions is 
accountable to make a profit for that division, thus making it easier to recognize the 

The relative strengths and 
weaknesses of the 
divisional and functional 
structures are mirror 
images of each other. 
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financial performance of top managers in specific divisions. Third, compared to 
managing a functional department, division managers who coordinate the work of 
members from a variety different functional areas are likely to develop more well-
rounded management skills (which may be an advantage for managers seeking to get 
promoted to the CEO level).   

Divisional and functional structures influence how members see their organization, 
much like lenses shape our vision. Some lenses are designed to help us to see in the 
distance, while other lenses help us to see close-up. So it is with different approaches to 
departmentalization. Functional departments help us to see close-up. They help to 
maximize efficiency, and to develop fine-tuned skills and expertise in specific functional 
areas. Divisional departments are better at seeing far away, beyond the borders of the 
organization, more connected and attuned to the most relevant customers, and thus 
better able to see shifts in customer preferences, in emerging technologies, in changing 
government legislation, and so on. However, they are not as good at paying attention to 
and optimizing internal efficiencies due to, for example, reduced economies of scale. In 
some divisional structures, two different divisions can be working on the same problem 
and not even be aware of it. 

Hybrid organizations are like bifocals. A hybrid structure seeks to get the advantages 
of the functional structure (by achieving internal efficiencies and developing internal expertise 
in some areas) and the advantages of the divisional structure (by being able to adapt to 
changes in a dynamic external environment). Hybrid organizations have both functional and 
divisions simultaneously. Figure 11.1 (Part C) provides an example of a hybrid 
organization that has a Marketing Department, a Finance Department, and an Eastern 
Division. In this firm, perhaps because the Eastern Division represents the majority of an 
organization’s activity, it has its own marketing and finance departments. In Figure 11.1 
(Part C), both the Marketing and Finance functions are structured around geographically-
based departments at the second level in the organization hierarchy. 

Matrix departmentalization occurs when an organization has both divisional and 
functional departments, and members are simultaneously assigned to both. Rather than 
bifocals, the matrix structure is more like having a lens for seeing close with one eye, and 
a lens for seeing far with the other eye. Just as such eyeglasses would take some getting 
used to, and would probably cause some 
head-aches as users try to close one eye or the 
other as needed, so also matrix structures can 
be quite challenging to manage and work in.  
This is because, as we can see in Figure 11.1 
(Part D), a matrix structure breaks the unity 
of command rule. In a matrix structure, 
members (represented by the circles in Figure 
11.1) are responsible to two managers. Thus, 
matrix structures demand more time be spent 

A matrix structure is not unlike the 
situation facing college students 
who are simultaneously enrolled 
in different courses with different 
professors, and must deal with the 
stress that comes when each 
instructor happens to schedule an 
exam or quiz on the same day. 
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in meetings to ensure that the amount of work being assigned to members is reasonable. 
A matrix structure is not unlike the situation where university students are 
simultaneously enrolled in different courses with different professors. It can be stressful 
if each instructor were to coincidentally schedule an exam or report due on the same day.  

One of the most famous examples of a matrix organization is ABB, which was 
created by the merger of the Swedish firm Asea and the Swiss firm Brown Boveri. The 
challenge was to create a streamlined entrepreneurial organization with as few 
hierarchical layers as possible, starting with what was essentially a group of 1,300 
companies with over 200,000 employees in 150 countries. To do this, ABB was divided 
into 35 business areas, into over 100 country organizations, and into 5,000 profit centers 
(i.e., managers of each of these 5,000 divisions or strategic business units were expected 
to show a profit). The manager of a profit center would report to both a country manager 
as well as to business area managers.33  

Departmental membership. Membership, the second dimension of departmen-
talization, has become increasingly relevant in the past couple of decades. Indeed, even 
the meaning of what it means to be a “member” of an organization has changed. Does it 
include part-time workers, temporary workers, people working on commission, 

consultants, or people hired on a one-time 
basis to perform a task (e.g., to copy-edit a 
document?). Until recently, it was simply 
assumed that an organization’s departments 
were comprised of organizational members 
who had fairly permanent and well-defined 
individual jobs in a firm. There are still many 
organizations that have permanent 
membership, but this is changing. 

Sometimes organizational members worked together in teams, which refers to 
collections of people who work interdependently as a unit to achieve goals, and are 
accountable to one another to achieve those goals. Recently there has been greater emphasis 
on having members work in task forces, which are teams that disband when their work has 
been completed, with members “floating” from one task force to the next as the need arises. 
This increased fluidity has allowed organizations to be more flexible and adaptable. For 
example, software programming is often done on a project basis, with specific 
programmers and other staff assigned to a specific project as needed. When that project is 
completed (i.e., the software is shipped), the programmers move to various other 
projects, rather than all staying together and moving to a work on a different project. 

There are also increasing opportunities for managers to take what were once 
permanent jobs or departments within an organization and outsource them. Outsourcing 
refers to using contracts to transfer some of an organization’s recurring internal activities and 
decision-making rights to outsiders. For example, a new start-up organization may not have 
the money to hire its own accountant or graphics designer; it therefore outsources these 

Until recently, it was simply 
assumed that an organization’s 
departments were comprised of 
organizational members who 
had fairly permanent and well-
defined individual jobs in a firm. 
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tasks to other organizations that manage the organization’s payroll and its homepage. 
These outsourced workers are doing the work that used to be performed by members. 
Along the same lines, a network structure is evident when an organization enters fairly stable 
and complex relationships with a variety of other organizations that provide essential services 
including manufacturing and distribution. Nike is famous for its network structure and use 
of outsourcing to become the world’s largest athletic footwear and apparel company, 
with more than 1 million workers but less than 30,000 employees. The core staff in its 
network structure resides in its Beaverton, Oregon, headquarters and designs the 
prototypes. However, the actual production, transportation and retail sale of its shoes 
and apparel is outsourced to overseas factories and retailers.34  

In a virtual organization, work is done by people who come and go on an as-needed 
basis and who are networked together with an information technology architecture that enables 
them to synchronize their activities. Virtual organizations allow for people to be hired for 
short (or long) periods of time, often on a contract basis, 
from anywhere around the world. These workers may 
never see each other, and they may have no ongoing 
commitment to the organization. They are hired to do a 
specific job, and when that job is completed their 
connection to the organization may be over. Some of the 
organizations in the so-called sharing economy—such as 
Uber and AirBnB—have characteristics associated with 
virtual organizations.  

Participation 
SET managers also use departmentalization to address the fourth fundamental of 

organizing. However, compared to FBL and TBL managers, SET managers place greater 
relative emphasis on the idea of participation, which refers to mutual discernment and giving 
stakeholders a voice in how the organization is managed and how jobs are performed. SET 
participative structures can include permanent members and external stakeholders such 
as suppliers and customers, and they can span issues related to internal efficiency and 
external effectiveness, as needed. Participative structures value stakeholders’ inputs on 
decisions, and also their input for setting the agenda as to what issues require decisions. 
Compared to the SET approach, the FBL and TBL approaches place relatively less 
emphasis on participation, both in amount and in breadth of involvement. SET 
management uses participative structures to complement the two generic dimensions of 
departmentalization. 

Departmental focus. All things being equal, SET management generally prefers a 
divisional structure rather than a functional structure. In addition, the SET approach 
prefers relatively small divisions (less than 150 members) that essentially operate as 
autonomous sub-units, where each member has a sense of the overall goals of the unit 
and understands how their individual effort meshes with the efforts of others to meet 

Some organizations in 
the sharing economy, 
like Uber and AirBnB, 
have characteristics 
associated with virtual 
organizations. 
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those goals. As illustrated at Semco, the ideal size for a division is about 120 to 150 
members. Once a division grows much beyond this size, it should sub-divided into two 
divisions.35  

Departmental membership. SET managers are more likely to include and invite 
the participation of external stakeholders. Of course, these stakeholders are not members 
in a formal sense, but rather as members of the larger community that an organization 
sees itself operating within. Stakeholders can also include the natural environment more 
generally. Inviting, listening to, and responding to a variety of stakeholders allows the 
organization to be sensitized to new opportunities, and also enhances goodwill when the 
inevitable mistakes are made. For example, Ricardo Semler describes meeting with 
customers, showing them Semco’s financial statements with respect to a particular sale, 
and listening to what the customers say. Such transparency can in turn prompt 
reciprocated transparency and openness, and Semler describes how Semco has started 
whole new product lines simply by listening to their customers. This has been called 
“extreme stakeholder alignment,” which involves deliberately giving opportunities to 
employees, partners, customers, government representatives, and society to actively 
participate in making organizational decisions that could affect them: “Alignment is your 
value creation engine.”36  

SET management often avoids traditional pyramid-shaped organizational charts 
such as depicted in Figure 11.1. Specifically, the SET approach is uncomfortable with 
symbolizing managers at the top and subordinates underneath. SET organizations 
sometimes invert the organizational chart, placing customers and other stakeholders at 
the top, and managers closer to the bottom. Other times circles are used to draw SET 

organization charts. For example, Semco can be 
depicted as three having concentric circles, with the 
top managers in the innermost circle, middle 
managers in the next circle, and the remainder of the 
organization in the outer circle.37 In other SET 
organizations, the top management team in the 
innermost circle might be depicted as overlapping 
with a series of surrounding intersecting circles 
containing various organization sub-units and other 
stakeholders, like petals of a flower.38 

  

  

In some SET organizations, 
the top management team 
is depicted as a central 
circle that overlaps with a 
series of intersecting circles 
that represent the organ-
ization’s various sub-units,  
like the petals of a flower. 
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ENTREPRENEURSHIP IMPLICATIONS  
One of the most challenging things about starting a new organization is to develop its 
structure. Some entrepreneurs address this challenge by purchasing a franchise (e.g., 
McDonald’s, Freshii, ReStore), where part of what is being purchased is a prescribed 
structure that addresses the four fundamentals of organizing. Entrepreneurs may 
actually be required as a condition of their franchise to closely follow certain policies and 
structures.  

In this section we describe some of the short-cuts entrepreneurs use to manage the 
four fundamentals of organizing when they start a new organization from scratch. 
Because entrepreneurs are being pulled is so many different directions, the time and 
resources that they can invest to establish a structure are limited. This results in under-
developed structures that share remarkable similarities across organizations, regardless 
of whether the entrepreneur has an FBL, TBL or SET approach. An instructive exception 
is Warby Parker (Chapter 10), whose founders spent two years fine-tuning their structure 
before launch, and even with that they were not fully prepared.  

 

FUNDAMENTAL #1: STANDARDIZATION & EXPERIMENTATION 
Start-ups generally have few standards because new organizations are still figuring out 
and fine-tuning their goals and strategies, and because entrepreneurs generally do not 
have time to write policy manuals and job descriptions when they’re already working 50 
or more hours each week. Instead of developing specific standards for each member of 
the start-up, entrepreneurs often simply use the organization’s overarching goals and 
strategies to: (a) serve as general guidelines for members’ decision-making, (b) facilitate 
coordinated decision-making, and (c) motivate members by giving them an under-
standing and appreciation for the meaning of their work. Ensuring that members are 
aware of the “big picture” also helps to address one of the dangers of having too few 
performance standards, namely where members spend too little time actually working 
and too much time trying to find out what they are supposed to be doing.  

Start-ups must, of necessity, spend time on experimentation as members learn what 
works and what doesn’t, and as performance standards are continually (re)constructed 
by members and stakeholders. Experimentation helps the start-up learn more quickly 
than if all the learning was done only by the founding 
entrepreneur(s). But start-ups can have too much 
experimentation; this occurs when members are doing too 
many experiments and the results of those experiments are not 
coordinated. Having a weekly meeting where everyone 
updates each other on their activities is a simple way to guide 
and focus experimentation, and to ensure that activities are 
being completed in the best way for the organization. 

Start-ups spend time 
on experimentation 
as members learn 
what does and what 
doesn’t work.  
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FUNDAMENTAL #2: SPECIALIZATION & SENSITIZATION 
It is generally appropriate for start-ups to have broad rather than narrow specialization. 
This is because new organizations are continuously fine-tuning their understanding of 

the specific KSAOs that they need, and 
because they have relatively few members to 
perform all the different tasks that need to be 
performed (e.g., one member may be both a 
receptionist and bookkeeper). Thus, 
entrepreneurs are more interested in hiring 
generalists (people who know something 
about a variety of things) rather than 
specialists (who know a lot about one thing).  

Start-ups typically place relatively high emphasis on sensitization, which is evident 
when people are hired for being able to develop and learn from interrelationships among 
stakeholders, both inside and outside of the organization. Entrepreneurs value the 
complementary skills of a team more than the individual skillsets of particular members. 
SET entrepreneurs in particular appreciate members who have valuable experience or 
knowledge that goes beyond the financial goals of the organization. An emphasis on 
sensitization assumes that an organization will have multiple goals that should change as 
its members grow and learn from each other and from other stakeholders.39 But start-ups 
can have too much sensitization, which can result in an inability to help anyone as 
members become too distracted by trying to help everyone. Again, this danger can be 
managed via weekly meetings where all members of the start-up report about their work, 
and help each other stay focused on their key tasks. 

 

FUNDAMENTAL #3: CENTRALIZATION & DIGNIFICATION 
Entrepreneurs often have very strong ideas about what should be happening in their 
start-up, and they are reluctant to delegate authority to others (i.e., they tend to 
micromanage everything, often in a very autocratic way). However, they soon learn the 
merit in focusing their efforts on those tasks that are the most crucial for the success of 
the start-up, and delegating authority to others to complete less essential tasks. 

At the same time, entrepreneurs quickly learn that their organization will benefit if 
the ideas of different members are given serious consideration, and where members treat 
each other with care and respect, which is facilitated via a free flow of information and 
collaboration. The danger of too little dignification is that stakeholders will treat their 
jobs in instrumental terms and thus be reluctant to put in the extra effort often required 
for start-ups to succeed. However, too much dignification may result in delays as 
different stakeholders are consulted. Again, weekly meetings where everyone has a voice 
are a simple way to facilitate orderly deference among members. 
 

Entrepreneurs are typically more 
interested in hiring generalists 
(people who know something 
about a variety of things) rather 
than specialists (who know a lot 
about one thing). 
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FUNDAMENTAL #4: DEPARTMENTALIZATION & PARTICIPATION 
Start-ups are more akin to a division than to a functional department, and place relatively 
high emphasis on participation. Because of their small size, it is possible and often 
desirable to treat members of a start-up as a team that is seeking to establish itself in its 
industry. In assembling this team, it is crucial for entrepreneurs to identify the key 
functional competencies that must be housed in the organization, and those that can be 
outsourced. For example, in a car dealership, sales skills are a core competency, while tax 
accounting skills may not be. For a tax filing company, however, accounting skills are 
central, while sales skills may be secondary. Can payroll be outsourced? Should 
transactions be handled directly, via a service like PayPal or Shopify? These, and other 
related decisions, are important ones for entrepreneurs to make. Sometimes the 
identification of core competences may not be obvious for an entrepreneurial start-up. 
For example, recall that even the world’s largest sports apparel company, Nike, 
outsources its manufacturing, shipping, and retail functions. 

Start-ups tend to place relatively high emphasis on participation, which can help to 
compensate for the lack of well-developed departmentalization, and facilitate everyone 
working together harmoniously. This includes 
giving members a voice, such as in weekly 
organizational staff meetings, and also giving other 
outside stakeholders a voice. As illustrated by 31 
bits, start-ups can learn a lot from listening to 
suppliers and customers, which can help the start-up 
find its place and prosper in its industry,  

In sum, regardless whether entrepreneurs prefer an FBL, TBL or SET approach, 
start-ups will tend to be characterized by relatively: 1) few standards and many 
experiments, 2) broad skill sets and much attending to how one’s work fits with others, 3) 
diffusion of authority and dignification, and 4) a divisional orientation and participation. 
These similarities will be discussed further in the next chapter, which will also provide a 
more-developed discussion about the differences between FBL, TBL and SET 
organization structures. 

 
  

Weekly meetings where 
everyone has a voice are a 
simple way to facilitate all four 
fundamentals of organizing. 
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CHAPTER SUMMARY 

1. Organizing means ensuring that tasks have been assigned and a structure of 
relationships created that facilitates the achievement of organizational goals. 

2. In general, FBL management focuses more on the content of organizing, rational 
competencies, and breaking things down to the individual level of analysis. In contrast, 
the SET approach places relatively more emphasis on the process of organizing, relational 
competencies, and the team and group level of analysis. TBL management is a hybrid 
between FBL and SET approaches. 

3. The four fundamental components ensure that: 1) work activities are designed to be 
completed in the best way to accomplish the overall work of the organization; 2) the tasks 
performed by members contribute to the whole; 3) there is orderly deference among 
members; and 4) members work together harmoniously. 

4. To satisfy the first fundamental, FBL management emphasizes standardization 
(developing uniform practices for organizational members to follow in doing their jobs), 
whereas SET management emphasizes experimentation (an on-going voluntary 
implementation of new ways of performing tasks on a trial basis). The TBL approach can 
be characterized as enlightened standardization, which refers to standardization coupled 
with some experimentation if doing so enhances the organization’s financial well-being. 

5. To satisfy the second fundamental, FBL management emphasizes specialization 
(grouping standardized organizational tasks into separate jobs), while SET management 
emphasizes sensitization (being aware of, and receptive to, better ways of doing things to 
take advantage of existing opportunities or to address existing needs). The TBL approach 
can be characterized as enlightened specialization, which refers to specialization coupled 
with some sensitization if doing so enhances the organization’s financial well-being. 

6. To satisfy the third fundamental, FBL management emphasizes centralization (having 
decision-making authority rest with managers at the top of an organization’s hierarchy), 
whereas SET management emphasizes dignification (treating everyone with dignity and 
respect in community). The TBL approach can be characterized as enlightened 
centralization, which refers to centralization coupled with some dignification in instances 
where doing so enhances the organization’s financial well-being. 

7. To satisfy the fourth fundamental, FBL management emphasizes departmentalization 
(grouping members and resources together to achieve the work of the larger 
organization), whereas SET management emphasizes participation (mutual discernment 
and guidance). The TBL approach can be characterized as enlightened 
departmentalization, which refers to departmentalization coupled with some 
participation in cases where the latter enhances the organization’s financial well-being. 
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8. Generally speaking, classic entrepreneurial start-ups place relatively low emphasis on 
standardization, specialization, centralization and departmentalization. Instead, they 
place relatively high emphasis on experimentation, sensitization, dignification, and 
participation. 

 

QUESTIONS FOR REFLECTION AND DISCUSSION 
1. Describe the four fundamental components of organizing. What are the general 
differences between the three management approaches (FBL, TBL, and SET) in terms of 
how the organizing function is carried out?  

2. Do you think virtual organizations will become more prevalent during your career?  
Why, or why not?  

3. If you treat others with dignity, will that change (increase or decrease) the amount of 
power that you have? Is the effect of treating others with dignity the same for all people, 
regardless of how much power they have to start with? Explain. 

4. Review the Semco case at the start of the chapter. Should employees be trusted to set 
their own salaries, choose their own hours, and hire their own managers? Should 
university students be trusted to assign their own grades? In your view, what sort of 
information should instructors provide, and what should students provide, to set up a 
fair way for students to self-assign marks? 

5. Ricardo Semler writes: “I’m not preaching anti-materialism. We do, however, 
desperately need a better understanding of the purpose of work, and to organize the 
workplace and the workweek accordingly. Without it, the purpose of work degenerates 
to empty materialism on one side and knee-jerk profiteering on the other.”40 Do you 
agree with Semler’s observations? Explain what you understand to be the purpose of 
work. How might you as a manager best structure the workplace based on your 
understanding? How does you analysis relate to Figure 5.1? 

6. Think of an organization you might want to start. Describe how you would manage 
each of the four fundamentals of organization, describing your approach to 1) 
standardization and experimentation; 2) specialization and sensitization; 3) centralization 
and dignification, and 4) departmentalization and participation. Why do you think your 
choices are the best ones? What effect will they have on the organization? 

7. Imagine that you just started the organization as described in your answer to question 
#6. What sorts of changes in how you manage the four fundamentals of organizing 
would you expect to see after 5 years of operations? What factors would affect the 
changes? Explain your answer.  
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PREVIEW AND SUMMARY OF CHAPTER 12 
Four generic types of 
organization design 

FBL TBL SET 
 

1. Simple type 
    Structure: familial 
    Culture: clan 
    Environment: harsh 
    Technology: craft 
    Strategy: focus 

FBL Simple  
e.g., Amway 

TBL Simple 
e.g., Botanical 
Paperworks 

SET Simple 
e.g., Greyston 
Bakery 

2. Prospector type 
    Structure: pioneer 
    Culture: adhocracy 
    Environment: prolific 
    Technology: non-routine 
    Strategy: differentiation/ 
                     transformer 

FBL Prospector  
e.g., Apple 

TBL Prospector 
e.g., Tesla 

SET Prospector 
e.g., Grameen 
Bank 

3. Defender type 
    Structure: programmed 
    Culture: hierarchy 
    Environment: barren 
    Technology: routine 
    Strategy: cost leadership/ 
                     minimizer 

FBL Defender  
e.g., garment 
factories in 
Bangladesh 

TBL Defender 
e.g., Everlane 

SET Defender 
e.g., 31 bits 

4. Analyzer type 
    Structure: outreach 
    Culture: market 
    Environment: oasis 
    Technology: engineering 
    Strategy: dual/compounder 

FBL Analyzer  
e.g., Goldman 
Sachs 

TBL Analyzer 
e.g., 3M 

SET Analyzer 
e.g., Habitat for 
Humanity 

Entrepreneurship 
implications 

Start-ups are most likely to be aligned with a simple 
or a prospector organization design type. 
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CHAPTER 12: 
ORGANIZATION DESIGN 

 

Learning goals 
1. Identify the five basic elements that constitute organization design. 

2. Identify the two underlying dimensions in each of the five basic design elements. 

3. Describe each of the four generic organization design types that the five basic elements 
give rise to. 

4. Describe the FBL, TBL, and SET variations of each of the four generic organization 
design types.  

5. Explain how the five elements of organization design influence and constrain the 
choices of entrepreneurs.  

 

DESIGN FOR A SOUP KITCHEN1 
Nancy Elder has a challenge, and she is looking for someone with knowledge about 
organization design to help her. Maybe someone like you. If you met Elder she 
might tell you her story. 

"After high-school, I decided that I would try to make this world a better place. I didn't want 
to go to college just for the sake of enhancing my own career; I wanted some hands-on 
experience in helping people. Before long, I was doing volunteer work in a local soup 
kitchen." 

You might be surprised to hear how many people in your community depend on 
food banks and soup kitchens. The food bank in Nancy’s city is one of its fastest 
growing corporations, providing food for over 5% of the population. There are about 
20 soup kitchens in the city, each feeding about 250 people a day. 

You learn from Nancy that there are three generic types of soup kitchens. She calls 
the first type “Carrot and Stick” soup kitchens where, in order to get the food, people 
need to pass through a church. The building is designed so that the only way to the 
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soup kitchen is to go through the chapel. Clients only get their reward (carrot) after 
hearing a sermon (stick). 

She calls the second type the “Self-serving” model (no, this is not a buffet style food 
kitchen). Self-serving soup kitchens are the ones you read about in the newspapers 
occasionally, who have a large staff and are able to raise hundreds of thousands of 
dollars, but only 2% of the money raised actually goes to purchase food for hungry 
people. At worst, staff in such soup kitchens work there for their own self-serving 
reasons; feeding hungry people provides a means for the staff to raise funds for their 
own livelihood. 

The third type she describes is the “Charity” model. Nancy has worked for a soup 
kitchen of this type for five years. In this model, well-meaning people donate money 
and manage a soup kitchen to feed people who are less fortunate than themselves. 
This type relies on volunteer help and charity; anyone who wants soup does not 
have to do anything except walk through the door and eat. 

Nancy says that at first she thought the Charity model was the best type. She worked 
hard in such soup kitchens, and after a few years became the paid manager of one. 
The organization she manages had two part-time staff members, and an abundance 
of volunteers who would come in to serve the 200 or so simple hot lunches that were 
prepared each day in a church basement. Most of the food was donated through a 
local food bank. The soup kitchen was governed by a board composed of individuals 
who wanted to help people less fortunate than themselves.   

After some time, Nancy began to have doubts about the Charity model. Her 
misgivings were triggered by some of the things she heard from the people who 
came there to eat. She heard them say things like: “I never thought I'd drop so low as 
to become a charity case.” “I feel that I have no more dignity.”  “It is humiliating for 
me to be here.” Nancy describes how this affected her: 

“I started to think about those comments. And I talked about the comments with my friends 
and associates. Were we robbing people of their dignity? Was our organization designed 
in such a way that we could not help but rob people of dignity? It bothered me to see how 
the attitude of our ‘regulars’ seemed to change. At first, they felt badly because they did 
not have anything to contribute to the organization. Then, after a while, they started to think 
that they should not contribute anything. 

I listened some more, and asked probing questions. I tried to put myself in the shoes of the 
people who came to eat our soup. Would I like to be treated as a charity case? What would 
it do to me, to my sense of self-worth, to depend on hand-outs? 

I started talking about my concerns with my board members. I thought that they would 
provide a receptive ear. And at first they did, but they resisted any suggestion I made 
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about transforming the way our organization was designed, or trying to move toward a 
‘Dignity’ model. 

I became almost obsessed by my frustration with the Charity model. Finally, the board gave 
me an ultimatum: Accept the current organization design, or quit.’” 

Nancy asks if you would be willing to give her some advice on designing a Dignity 
model organization, one where clients do not lose their sense of self-worth. She tells 
you that she has already made some progress in identifying sources where she 
thinks she could get food donations to start up such a soup kitchen, and she has 
some friends and acquaintances who would provide start-up money. She also says 
she has a site she could use. She just needs help in designing this new organization. 
How should it be managed? Who is welcome to join? How to start? 

 
Managers have long sought to discover the “one best way” to structure an organization. 
But there is no one best way; rather, the best way to design an organization is to optimize 
the fit among a number of key elements.2 Organization design is the process of ensuring that 
there is a “fit” between how an organization manages its four fundamentals of organizing and its 
culture, environment, technology, and strategy.  

Although there is not one best way to organize, research suggests that it is helpful to 
think of four different generic organization design types. An organization design type is a 
specific, coherent alignment among the four fundamental components of an organization’s 
structure, culture, and strategy to fit the prevailing environment and technology. In other words, 
there are four types of organizations where all the pieces fit together nicely, named: 
simple, prospector, defender and analyzer. These four generic organization design types 
are adaptable enough that they can be applied equally well to Financial Bottom Line 
(FBL), Triple Bottom Line (TBL) and Social and Ecological Thought (SET) management, 
though with different meanings and nuances.  

Of course, suggesting that there are only four generic organization design types is 
obviously an over-simplification, but studying and understanding these four types has 
proven helpful to managers, scholars and students. This 
chapter will present a series of 2x2 tables that will help 
you think about an organization’s structure, its culture, 
its environment and its technology. We then combine 
together this series of tables, along with strategy, and 
show how the pieces all fit together to form the four 
generic types of organization design. The art of 
balancing all these complex competing factors makes 
management challenging, interesting and, we believe, 
fun.  

 

This chapter presents a 
series of 2x2 tables that 
will help you think about 
an organization’s structure, 
its culture, its environment 
and its technology, and 
how they all fit together to 
form a coherent whole. 
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KEY ELEMENTS OF ORGANIZATION DESIGN 
Organizational design has five key elements: structure (based on the four fundamentals of 
organizing), culture, environment, technology and strategy. Each element can be seen to 
have two key dimensions, which together result in four types. 

 

FOUR TYPES OF ORGANIZING AND CULTURE 
In this section we describe how the two main approaches to the four fundamentals of 
organizing presented in the previous chapter can each be combined to form two different 
continua, and we show how combining these two continua creates a 2x2 table that 
identifies four types of organizing. These four types of organizing draw attention to the 
formal structural arrangements and emphases that may be evident within organizations.  

 We then describe how these two continua and four organizing types are similar to a 
complementary four-part typology in the organizational culture literature, which is better 
to suited to understanding important informal factors at work in organizations. 
Organizational culture refers to the set of shared values and norms that influence how 
members perceive and interact with each other and with other stakeholders.3 Organizational 
norms are shared beliefs about social and task behavior in a group. For example, many 
organizations have a “casual Friday” norm, which relaxes the dress code for Fridays (what 
attire is expected on Monday through Thursday, and what is acceptable on Fridays, are 

both norms in the organization). Organizational values are the 
principles that organization members use to judge behavior and 
outcomes. For example, the maximization of financial well-being 
is an important organizational value within FBL management, but 
the FBL approach does not attach much value to ecological 
externalities. Choices and behaviors in an FBL organization will 
reflect its value position. Some elements of an organization’s 
culture and values may be highly formalized (e.g., included in its 
mission statement), but many aspects of organizational culture 

and values remain informal. For example, as was noted in the previous chapter, 
standardization can be formal or informal.  

In this section we will demonstrate the merit of treating (formal) organizational 
structure and (informal) organizational culture as two sides of the same coin. In particular, 
we will show how the four types of organizing, and the four types of organizational 
culture, can be combined together to create the basis for our four generic organization 
design types. 

 

  

An organization’s 
(formal) structure 
and its (informal) 
culture can be 
seen as two sides 
of the same coin. 
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The mechanistic-organic continuum 

The FBL approach to the four fundamentals of organizing that were described in the 
previous chapter are often combined to form an overarching continuum that goes from a 
mechanistic structure to an organic structure (see Figure 12.1).4 A mechanistic structure is 
characterized by having prescribed standardization, narrow specialization, concentrated 
centralization, and functional departmentalization. The U.S. Postal Service is a mechanistic 
organization, where there are highly developed standards, job descriptions, and top-down 
decision-making mechanisms to guide work. In contrast, an organic structure is 
characterized by non-prescribed standardization, broad specialization, diffuse centralization, and 
divisional departmentalization.5 An example of an organic structure is a neighborhood 
“ultimate Frisbee” league where players show up if they are available and are divided into 
different teams each week. This organic-mechanistic continuum is the most widely 
recognized contribution in the organization design literature.6 
 
Figure 12.1: A continuum showing the two types of FBL organization structures 
 
   MECHANISTIC                ORGANIC 
  
 
    prescribed              standardization     non-prescribed 

        narrow                     specialization               broad  

   concentrated            centralization            diffuse 

      functional      departmentalization         divisional 
 

The logic behind the mechanistic-organic continuum is that there are inter-
relationships among each of the four FBL fundamentals of organizing. For example, a 
mechanistic structure is evident when there is a particular emphasis on each of the four 
fundamentals. Thus, managers who emphasize prescribed standardization (by developing 
manuals filled with policies and rules) also tend to emphasize narrow specialization (by 
developing detailed job descriptions). They emphasize concentrated centralization (with 
most decision-making authority concentrated at the top of a clear hierarchy of authority), 
and tend to favor functional departmentalization (because it is easier to manage groups of 
people with similar functional skills than groups of people with diverse backgrounds). In 
sum, in a mechanistic structure the four fundamentals of organizing fit together to form a 
coherent whole that operates like a well-designed machine. Generally speaking, 
organizations become more mechanistic as they increase in size, because a mechanistic 
structure is perceived to offer more efficient mechanisms to coordinate the work of 
hundreds and thousands of employees.  
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To see how the four FBL fundamentals fit together for an organic structure, let’s 
discuss them in the opposite order. To begin, recall that managers in a divisional structure 
must coordinate the work of a variety of functional backgrounds (e.g., marketing, finance, 
and production). Because it is unlikely that a division manager will have full expertise in 
all these different areas, it is appropriate for the manager to have more diffuse 
centralization, delegating decision-making authority to subordinates who have the 
expertise. As members interact and work together with people from different functions, 
their specialization will broaden as they understand how the different functions fit 
together in the work of the division. Finally, because of this diffuse decision- making 
authority and collaborative specialization, it will be relatively difficult to prescribe highly-
developed procedures and uniform standards for the overall work of members. Thus, in an 
organic structure the four fundamentals of organizing also fit together to form a coherent 
whole, but the structure operates in a less machine-like fashion and is more like a highly-
adaptive organism.7  

The organic-mechanistic continuum not only captures conventional FBL 
fundamentals of organizing, but it is also is consistent with research in the literature on 
organizational culture. The best-known typology of organizational culture8--called the 
Competing Values Framework9--is built on research that suggests that two dimensions of 
organizational culture are particularly helpful for understanding organization design. The 

first dimension, adaptability versus predictability, where 
adaptability, refers to organizations that tend to place greater 
value on flexibility and change, and predictability refers to 
organizations that tend to place greater value on stability and 
control. In organizations with an adaptability culture, 
members thrive on not knowing what sorts of things will 
come up at work during any particular week. In contrast, in 
a culture of predictability, members thrive when they know 
exactly which day and time they have regular meetings, 
when reports are due, and so on. The adaptability-

predictability continuum complements the mechanistic-organic continuum. Adaptable 
cultures tend to have an organic structure, and predictable cultures tend to have a 
mechanistic structure.  

The internal-external focus continuum 
In the second continuum from the organizational culture Competing Value Framework, 
internal versus external focus, internal focus culture refers to organizations that tend to place 
relatively more value on treating the organization as a means to meet the needs of its members, 
and external focus culture refers to organizations that tend to place greater value on members 
as a means to meet the needs of the organization. Greyston Bakery’s motto—that it bakes 
brownies in order to hire people, rather than hiring people to bake brownies—indicates 

Adaptability cultures 
tend to have an 
organic structure, 
and predictability 
cultures tend to have 
a mechanistic 
structure. 
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that is has an internal focus. In contrast, impersonal organizations—where members are 
treated as a “number”—are more likely to have an external focus.  

As shown in Figure 12.2, this organizational culture internal-external focus 
continuum is complementary to a continuum created based on the four SET fundamentals 
of organizing.10 In an internal focus structure, the four SET fundamentals of organizing 
emphasize stakeholders within the organization’s boundaries, whereas in an external focus 
structure the four SET fundamentals of organizing emphasize stakeholders beyond the 
organization’s boundaries.  
 

Figure 12.2: A continuum showing the two types of SET organization structures11 
 
             INTERNAL FOCUS                   EXTERNAL FOCUS 
  (emphasize stakeholders within                           (emphasize stakeholders beyond  
   an organization’s boundaries)                   an organization’s boundaries) 
                  
 
  improve operations with and    experimentation      improve relationships and links     
     for internal stakeholders               with external stakeholders 

  focus on opportunities with and       sensitization      focus on opportunities with and      
       for internal stakeholders                                         for external stakeholders  

            respect co-workers          dignification         respect external stakeholder 

           include all members                   participation            include external stakeholders 
 

As with the FBL mechanistic-organic continuum, the logic behind the SET internal-
external focus continuum is that the four SET fundamentals of organizing are inter-
related. In an internal focus structure, when members treat each other with respect (i.e., 
internal dignification), there is also likely to be an emphasis on mutual decision-making 
among members (internal participation), members are likely to be attuned to one another’s 
work to look for new opportunities to improve the tasks they perform (internal 
sensitization), and they will seek new ways to improve internal operations (internal 
experimentation). The four fundamentals thus form a self-reinforcing system, where 
emphasis on any one factor is expected to be associated with a similar emphasis on the 
others. This interplay between the four fundamentals is evident at Semco, which 
emphasizes an internal focus structure (see Chapter 11). Under the management of 
Ricardo Semler, members choose their own hours, experiment with different jobs, and call 
meetings to initiate change whenever they find worthwhile opportunities to do so.  

Similarly, for an external focus organization structure, when managers place a great 
deal of emphasis on treating external stakeholders with respect (and especially 
stakeholders who are not well-served by the status quo) there is external dignification, and 
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it follows that the advice of these stakeholders will be sought (external participation), that 
stakeholders will look for ways to improve overall multi-stakeholder well-being (external 
experimentation), and seek new ways to improve the effect of the organization’s activities 
on external stakeholders (external sensitization). Grameen Bank, described in the opening 
case in Chapter 6, provides an example of an external focus organization where poor 
people are treated with dignity and are important participants in the structure of the 
Grameen Bank. Members are especially sensitive to the needs of the marginalized (women 
and children), and are willing to experiment with new products (e.g., such as introducing 
programming that provides loans to beggars). 

Of course, as with mechanistic-organic continuum, and as with the Competing 
Values Framework, the internal-external continuum does not perfectly describe what goes 
on in all organizations. However, it does provide a helpful conceptual framework to think 
about the four fundamentals of organizing from a SET perspective, and how they are 
related to organizational culture. In particular, the internal-external focus continuum is 
helpful for thinking about how to develop and manage a SET organizational structure, 
and how changes in one of the SET fundamentals of organizing can affect the other three. 
Managers must ensure that there are consistencies in the way the various fundamentals of 
organizing are managed.  

 

Four generic types of organizing and culture 
The two continua in Figures 12.1 and Figure 12.2 can be combined to create a 2x2 table (see 
Table 12.1) which gives rise to four types of organizational structures: familial, 
programmed, pioneer and outreach. Table 12.1 also lists the four complementary 
organizational cultures: clan, hierarchy, adhocracy and market. We will describe each in 
turn; together they are a solid foundation for the four generic organization design types. 

A familial structure is organic and has an internal focus, and is often found in 
smaller organizations. It is evident in the networks of distributors who work in an FBL 
firm like Amway, where salespeople look out for each other, and there is a strong 
incentive for senior people to nurture and help junior people to increase sales.12  

Table 12.1:  Four generic types of organizing and culture 

 
 

Internal focus structure 
Internal focus culture 

External focus structure 
External focus culture 

Organic structure 
Adaptability culture 

Familial structure 
Clan culture 

Pioneer structure 
Adhocracy culture 

Mechanistic structure 
Predictability culture 

Programmed structure 
Hierarchy culture 

Outreach structure 
Market culture 
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A familial structure is also evident in smaller craft-based TBL firms  like Botanical 
Paperworks,13  which makes hand-made paper for special events like wedding invitations. 
And it is evident in a SET firm like Greyston Bakery which provides jobs, training, and 
work-based and personal support for chronically unemployed people. Similarly, the clan 
culture values flexibility and an internal focus, and emphasizes cohesiveness, morale, and 
the development of its members. It is characterized by teamwork, participative decision-
making, and is comfortable with high levels of openness. This culture is attractive for 
members who value affiliation, mutual dependence, long timelines, and interpersonal 
relationships and processes. Compared to the other types of cultures, the clan culture 
tends to place particular emphasis on internal social well-being.14 Like its familial 
structure twin, the clan culture is evident among the distributor groups in Amway (FBL), 
the papermakers at Botanical Paperworks (TBL), and the staff at Greyston Bakery (SET). 

A programmed structure is mechanistic and has an internal focus. A programmed 
structure is evident in the thousands of FBL-managed overseas garment factories in 
countries like Bangladesh, which place relatively high emphasis on an FBL mechanistic 
structure, and at the same time are facing increasing pressures from external stakeholders 
(e.g., human rights activists, concerned consumers) to adopt more characteristics 
associated with an internal focus structure.15 Another variation of a programed structure is 
illustrated by TBL on-line fashion retailer Everlane, which sources all its clothing from 
socially responsible garment factories.16 A final variation is the SET-managed Uganda-
based operations of 31 bits, where single mothers produce jewelry with recycled paper 
(Chapter 1). Each of these firms has a mechanistic structure and an internal focus. 
Similarly, a hierarchy culture values predictability and an internal focus, and emphasizes 
bureaucratic information management and communication. It is characterized by its 
emphasis on minimizing costs, smooth operations, and dependability. This culture is 
attractive for members who value certainty, long timelines, security, routinization, and the 
systemic analysis of facts in order to find the one best way to perform tasks.17 Many 
elements of the hierarchy culture are evident in organizations like garment factories in 
Bangladesh (FBL), Everlane (TBL), and 31 bits (SET).  

A pioneer structure is organic and has an external focus. It is evident in innovative 
FBL organizations like Apple Inc. (though not in its overseas FBL factories that 
manufacture its products, which would be more likely to have programmed structures18), 
TBL organizations like Tesla Motors,19 and the SET organization Grameen Bank. Similarly, 
the adhocracy culture values flexibility and an external focus, and emphasizes dynamism, 
innovation, and growth. It is characterized by its emphasis on being willing to take risks 
and being on the cutting edge. This culture is attractive for members who value growth, 
variation, uncertainty, risk and excitement, a future-orientation, and mutual influence 
with external stakeholders.20 It is also evident at Apple (FBL), Tesla (TBL), and the 
Grameen Bank (especially during its formative years) (SET).  

Finally, an outreach structure is mechanistic and has an external focus, and is evident 
in FBL organizations like Goldman Sachs, which has very concentrated centralization,21 
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and whose external focus is on enhancing financial well-being (and it has a poor 
reputation in terms of overall well-being).22 It is also evident in a large TBL firm like 3M, 
whose external focus is evident in its engineers spending 15% of their time working on 
new product ideas that they think will serve the needs of the marketplace. The 
characteristics associated with an outreach structure are evident in the SET organization 
Habitat for Humanity, which has a well-developed formal structure and is always seeking 
to increase its support and the number of homes it can build for under-housed people.23 
Akin to the outreach structure, the market culture values predictability and an external 
focus, and emphasizes competitiveness, results, and constantly improving operations. It is 
characterized by its emphasis on planning, goal-setting, and efficiency. This culture is 
attractive for members who value short timelines and high certainty, coupled with a need 
for achievement and independence.24 It is evident at Goldman Sachs (FBL), 3M (TBL), and 
Habitat for Humanity (SET). 

 

FOUR TYPES OF ENVIRONMENTS 
The organizational environment consists of all the actors, forces and conditions outside the 
organization. It is important to remember that the natural environment (e.g., ecosystems, 
weather, the biosphere) is different from the organizational environment. While the 
natural environment is an important part of the organizational environment, it is only one 
part; the organizational environment also includes a variety of social, political, and 

technological factors. And just as wildlife must “fit” within its 
environment (e.g., the number of deer or eagles that a 
geographic region can support is determined by the weather, 
supply of food, and predators), so also organizations must fit 
within their environment (e.g., the number of restaurants and 
gas stations a geographic region can support is determined by 
the number of people and cars, and ultimately by the capacity 
of the Earth’s ecosystems to accommodate for negative 
ecological externalities being created by the food systems and 
GHG emissions associated with restaurants and gas stations).25  

Two dimensions of the external environment are of particular interest for 
organizational design: stability and munificence. Environmental stability refers to the 
likelihood that there will be little change among the key stakeholders and resources in an 
organization’s external environment. Stability is evident when there is a secure source of 
supply, when demand is steady, when the technology does not rapidly change, and when 
government policies are predictable and consistent. There is considerable agreement about 
how this dimension should be managed vis a vis the mechanistic-organic continuum.26 In 
a stable environment, a mechanistic structure that generates uniform quality and reduces 
inefficiencies is recommended. If an environment is changing, an organic organization 
structure is preferred, because it is more flexible and allows members to re-align the 

Just as wildlife 
must “fit” within its 
environment, so 
also organizations 
must fit within their 
environments. 
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organization’s products and services with changes in the environment on an ongoing 
basis.  

The second dimension, environmental munificence, refers to the availability of 
resources in the environment that enable organizations to grow and change. The internal vs 
external focus continuum is helpful for understanding how organizations can manage to 
make their environments more munificent,27 especially regarding the market’s resources 
to support goods and services that enhance socio-ecological well-being.28 For example, a 
firm like Tesla can achieve success only if it creates societal infrastructure so that 
customers can charge up their batteries, improves battery technology to increase driving 
distances, and builds cars that will be attractive to a marketplace that currently enjoys 
lower-priced gasoline-powered cars that are convenient to drive and refuel.29 Companies 
like Tesla therefore adopt external focus structures to develop and enhance their market’s 
munificence. In cases where the viability of an organization is threatened by a low-
munificence environment, an internal focus structure may be most appropriate. For 
example, companies that rely on door-to-door sales may find it difficult to attract and 
retain staff, so they work had to provide social supports to retain them.30 

As shown in Table 12.2, these two environmental dimensions give rise to four 
different kinds of environments: harsh, barren, prolific, and oasis. 

Table 12.2:  Four generic types of organizational environments 

 Low munificence High munificence 

Changing environment Harsh environment Prolific environment  
Stable  environment Barren environment Oasis environment 

 

A harsh environment is characterized by rapid change and low munificence. 
Organizations in a harsh environment need to: 1) constantly change to adapt their 
environment, and/or 2) create special mechanisms to stabilize/firmly secure their key 
resources and thereby decrease the impact of the changes. For an example of adapting, 
consider a neighborhood restaurant that, in order to accommodate the changing 
demographics in its community over time, changes from being a family friendly pizza 
place, to a young adult hang out, to a formal dinner place. An example of special 
mechanisms is evident when an organization secures long-term contracts that enable it to 
remain viable. Greyston Bakery (SET) has a contractual commitment from Ben & Jerry’s 
ice cream to purchase most of the 6 tons of brownies Greyston produces each day.31 
Botanical Paperworks (TBL) uses its established reputation and ability to fulfill orders in a 
timely fashion to compete against its overseas lower-priced competitors, and Amway 
(FBL) establishes ongoing personal relationships with customers and distributors to 
protect itself from the ongoing stream of competitive products in its market. 

A barren environment is characterized by stability and low munificence; managers 
therefore go to great lengths to retain the valuable resources that are in short supply. The 
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stakeholders who provide key resources need to be attended to and coddled.32 For 
example, sports teams attract and retain the best athletes via rich pay and benefits 
packages. For both 31 bits (SET) and Everlane (TBL), this means going to great lengths to 
provide personalized messages for their supporting customers, especially highlighting the 
characteristics of their internal focus structure vis a vis the factory workers that 
manufacture the products they sell. For the garment factories in Bangladesh, the greatest 
resource is ensuring that they get orders from retailers, and so they often cut corners in 
manufacturing to keep costs as low as possible to keep their buyers coming back (FBL). 

A prolific environment is characterized by rapid change and high munificence. Apple 
(FBL) is always looking for “the next big thing,” and its successes (e.g., the iPhone. iTunes) 
pay for innovative products that are less successful (e.g., AppleTV).33 Tesla (TBL) can also 
be seen as competing in a prolific environment, given the changes that are occurring in the 
automobile industry (e.g., changing consumer and regulatory demand for cleaner 
emissions) and growing munificence (e.g., government incentives in many jurisdictions to 
develop green technologies, the strong interest in Silicon Valley to find technological 
solutions to ecological problems, and the expanding infrastructure for battery charging). 
The environment of the Grameen Bank (SET) is also changing, in part due to Grameen’s 
success in demonstrating that a financial institution can consistently be profitable while 
serving the world’s poorest micro-entrepreneurs, which has prompted change in other 
organizations seeking to profit from this under-tapped market.  

The oasis environment is characterized by stability and high munificence; it therefore 
attracts many competitors (which, over time, will reduce munificence). Organizations in 
this quadrant typically focus on growth, taking advantage of both existing and new 
opportunities while also reducing the number of competitors. Examples include Goldman 
Sachs (FBL) which, notwithstanding the changes since the 2008 financial collapse, is 
competing in a fairly stable and munificent environment (i.e., financial institutions 
continue to make a disproportionate amount of profits). Similarly, 3M (TBL) may be seen 

as competing in relatively stable environment (e.g., 
Scotch Tape, Post-It notes, Thinsulate) and also in new 
munificent environments (e.g., one third of 3Ms sales are 
generated by products that were launched within the 
past five years).34 Habitat for Humanity (SET) also 
operates in an oasis environment because there is a stable 
supply of under-housed people, and there are always 
philanthropically-minded people willing to help (though 
perhaps never enough).  

 
  

An oasis environment is 
characterized by stability 
and high munificence; it 
therefore attracts many 
competitors (which, over 
time, will reduce its 
munificence). 
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FOUR TYPES OF TECHNOLOGY 
Technology refers to the combination of equipment (e.g., computers, machinery, tools) and 
skills (e.g., techniques, knowledge, processes) that are used to acquire, design, produce, and 
distribute goods and services. There are two key dimensions to technology: task 
analyzability and task variety. First, task analyzability refers to the ability to reduce work to 
mechanical steps and to create objective computational procedures for problem solving. 
High task analyzability tends to be associated with a mechanistic structure.35 This is not 
limited to simple tasks; even something as complicated as building a car can be sub-
divided into many separate steps. In contrast, work that cannot be reduced to mechanical 
steps, even something as simple as an artist drawing a picture with a pencil, is typically 
associated with a more organic structure.  

Second, task variety refers to the frequency of unexpected, novel, or exceptional 
events that occur during work. When tasks have low levels of variety, internal focus 
structures may be more appropriate than external focus structures. This includes 
situations where there are very routine tasks and managers need to keep workers engaged 
(e.g., door-to-door sales, assembly line work), and situations where the technology 
requires craftspeople. Developing an internal focus takes time. For example, Semco 
developed its internal focus by building up the capacity of employees to choose their own 
salary, set their own hours, and select their own managers. Part of this learning process 
can be enhanced by hiring practices, evident in Semco members’ choosing their co-
workers. It can also be managed like SouthWest airlines, where managers provide training 
programs for members to acquire the skills to exhibit and practice things like dignification, 
experimentation, sensitization, and participation.36 When task variety is high, and 
especially if the causes of variety are external, an external focus structure may be more 
appropriate. These differences will become more apparent as we describe the four 
quadrants created when task analyzability and task variety are crossed, as shown in Table 
12.3.  

Table 12.3:  Four generic types of organizational technologies 

 Low variety  High variety  
Low analyzability Craft technology Non-routine technology 
High analyzability Routine technology Engineering technology 
 

Craft technology is characterized by work that has low analyzability and low variety. 
Work in such an organization is often based on a lot of tacit knowledge that is applied in 
predictable settings. This might include the performing arts, teaching, and general 
management. Craft technology may also be evident in some “continuous process” 
organizations where much of the work is done by machines, but people’s tacit knowledge 
is required to oversee the machines and ensure that they are operating properly. Just like 
teachers and artists, the workers are trouble-shooters where the nature of problems is 
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often difficult to predict. Craft technology tends to fit with an internal focus structure and 
a more organic organization structure. A now-classic study by Joan Woodward found that 
continuous process manufacturers achieved higher financial performance if they had a 
more organic organization structure (due to challenges in standardizing a continuous 
process).37 Examples of craft technology include the work of personal sales in Amway 
(FBL), hand-made paper-making at Botanical Paperworks (TBL), and the art of baking 
products for high-end restaurants at Greyston Bakery (SET).  

Routine technology is characterized by work that has high analyzability and low 
variety. Work in such organizations can be broken down into separate steps and there are 
few exceptions to standard ways of operating, thus lending itself to a mechanistic 
structure. A common example is traditional assembly-line technology. Jobs like bank 
tellers, data entry workers, or toll-booth operators would also be highly routine. Routine 
technology that is coupled with an assembly-line technology has been associated with 
increased financial performance, as is the case in garment factories in Bangladesh (FBL). 
These jobs also lend themselves to an internal focus structure, especially in situations 
where the workers themselves do not interact with external stakeholders, as is the case for 
employees performing routine tasks in Everlane (TBL) and 31 bits (SET).   

Non-routine technology is characterized by work that has low analyzability and high 
variety. Work in such organizations cannot easily be broken down into separate steps and 
there are many one-of-a-kind activities. An example is custom-built products and services, 
including jobs like innovative computer programmers, and researchers and strategists 
who do non-routine work. Joan Woodward found that when manufacturers relied on 
“small-batch” technologies to do custom work (e.g., unique short-run or one-of-a-kind 
products), then an organic organization structure was associated with increased financial 
performance because it was a better fit (again, due to challenges in standardizing a 
continuous process). This quadrant tends to be associated with an external focus structure, 
as innovative project-based computer work, custom jobs, researchers, and strategists all do 

well if they are closely attuned to external 
stakeholders. Examples include Apple Inc. (FBL), 
Tesla (TBL), and the Grameen Bank (SET). 

Engineering technology is characterized by work 
that has high analyzability and high variety. Examples 
include the work of engineers, lawyers, and tax 
accountants. The most appropriate structure for this 
technology is mechanistic38 with an external focus. 
Examples include Goldman Sachs (FBL), 3M (TBL), 
and Habitat for Humanity (SET).  

 

  

By combining the 2x2 
frameworks we have 
presented thus far, we can 
identify four generic types 
of organization design: 
simple, defender, 
prospector, and analyzer. 
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FOUR GENERIC ORGANIZATION DESIGN TYPES 
By combining the 2x2 frameworks we have presented thus far, we can identify four 
generic types of organization design: simple, defender, prospector, and analyzer.39 As 
depicted in Table 12.4, these four generic types tend to be aligned with specific 
configurations of structure, culture, technology, and environments that we have discussed 
in this chapter. Note also that each generic organization design type is related to one of the 
generic strategies that was discussed in chapter 9.  

Of course, keep in mind that reality is much more complex than this relatively simple 
four-part typology. For example, in the real world there is considerable variation among 
organizations within each generic organization design type. Consider this analogy: even 
though there are basic generic types of motorized vehicles (e.g., motorcycles, cars, vans, 
trucks, etc.) and each composed of similar components (e.g., an engine, tires, a seat, a 
steering wheel), there can still be a lot of variation within any one of the types (e.g., a car 
could be a Smart car, a Ferrari, a Rolls-Royce, or many other variations). So, in spite of the 
simplification, the 2x2 tables and four-part typologies presented in this chapter have 
proven very useful for managers and scholars alike.  

Table 12.4:  Four generic types of strategic organization design 
   

GENERIC DESIGN TYPE 
Generic strategy 

SIMPLE TYPE 
Focus 

Familial structure  
Clan culture 

Harsh environment 
Craft technology 

Examples: 
Amway (FBL) 

Botanical Paperworks (TBL) 
Greyston Bakery (SET) 

PROSPECTOR TYPE 
Differentiation/transformer 

Pioneer structure  
Adhocracy culture 

Prolific environment 
Non-routine technology 

Examples: 
Apple Inc (FBL) 

Tesla Motors (TBL) 
Grameen Bank (SET) 

GENERIC DESIGN TYPE 
Generic strategy 

DEFENDER TYPE 
Cost leadership/minimizer 

Programmed structure  
Hierarchy culture 

Barren environment 
Routine technology 
Examples: garment  

factories in Bangladesh (FBL) 
Everlane (TBL) 
31 bits (SET) 

ANALYZER TYPE 
Dual/Compounder 
Outreach structure 

Market culture 
Oasis environment 

Engineering technology 
Examples: 

Goldman Sachs (FBL) 
3M (TBL) 

Habitat for Humanity (SET) 
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A generic Simple organization design tends to have a focus strategy, a familial 
organization structure and clan culture, a harsh environment, and a craft technology. Think of a 
small start-up family firm with a focus strategy (which may focus on one of a cost leader, 
differentiation, minimizer, or transformer), an organic and internal focus structure and 
culture, that is operating in a changing environment (indeed, simply by being a start-up it 
is bringing change to that environment) where it is seeking to establish access to the 
resources it requires, developing an appropriate technology for its work, and where 
members value flexibility and cohesiveness. All these pieces fit together to form a coherent 
whole.40  

Amway, especially at the distributor level of analysis, is an example of an FBL 
Simple organization. Amway tends to have a differentiator strategy where each 
distributor focuses on their own region, and works with their leader and subordinates in 
relatively small units. Botanical Paperworks, which is an example of a TBL Simple 
organization, also has a focused differentiation strategy that offers custom handmade and 
ecologically-aware paper products (e.g., greeting cards). Greyston Bakery, an example of a 
SET Simple organization, has a focused transformer strategy that offers employment 
opportunities to the chronically unemployed.  

A generic Defender organization design tends to have a cost leadership or minimizer 
strategy, a programmed organization structure and hierarchy culture, a barren environment, and 
a routine technology. Garment factories in Bangladesh have the hallmarks of an FBL 
Defender organization. They have a cost leader strategy, compete in a relatively stable 
environment, have well-developed mechanistic structures (e.g., many prescribed 
standards, detailed policies, guidelines, and job descriptions, and a clear hierarchy where 
decision-making authority is concentrated in top managers). They are typically 
functionally departmentalized (which further enhances specialization in the functional 
areas of expertise). The most powerful departments within a Defender type tend to be 
Production and Finance, which reflects FBL management’s focus on maximizing 
efficiency, productivity and financial well-being; this is consistent with pursuing a cost 
leader strategy in a stable and well-defined environment. Defenders often have a single 
core technology, which they have mastered in terms of analyzability and variety, and they 
constantly fine-tune it to maximize efficiencies.  

Everlane, an example of a TBL Defender, exhibits many of these characteristics, but 
as a TBL cost leader/minimizer it also seeks to minimizes negative social externalities in 

the workplace. By dealing directly 
with TBL suppliers and by selling on-
line, Everlane is able to reduce its 
financial costs and provide customers 
with high quality products with 
reduced negative externalities at a 
lower price than its competitors. 31 
bits, an example of a SET Defender, 

By dealing directly with TBL suppliers and 
by selling on-line, Everlane is able to 
reduce its financial costs and provide 
customers with high quality products with 
reduced negative externalities at a lower 
price than its competitors. 
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minimizes both social and ecological negative externalities (by hiring single mothers to 
make jewelry using recycled paper),41 and emphasizes its internal focus structure by 
providing its employees with numeracy and literacy training. 

A generic Prospector organization design tends to have a differentiation or transformer 
strategy, a pioneer organization structure and adhocracy culture, a prolific environment and a 
non-routine technology. Apple Inc., an example of an FBL Prospector, uses a differentiation 
strategy to bring new products to the market that consumers are willing to pay extra for. It 
creates or develops new munificent markets in environments where other firms have not 
been able to (e.g., tablets, smart phones, iTunes), it uses non-routine technologies, and it 
has an adhocracy culture.42  

Tesla Motors, an example of a TBL Prospector, 
sums up its differentiation strategy in its advertising 
slogan: “Zero Emissions. Zero Compromise.”43 In order 
to succeed in the automobile industry, Tesla needed to 
not only invent a better car, but also to convince 
consumers it was worth giving up some of the 
conveniences of gasoline powered cars, to develop a 
nationwide re-charging infrastructure, to improve the 
quality of rechargeable batteries, and so on. Tesla has an 
impressive track record in addressing these challenges. 

The Grameen Bank, an example of a SET Prospector, has transformed the lives of 
micro-entrepreneurs from the poorest half of the world, taking their under-utilized and 
often exploited labor and helping them to create jobs and economic well-being that 
permits them and others to escape poverty. It has been a model Prospector not only in 
Bangladesh, but also for the larger international development community, and for existing 
banks who notice that it is possible to make a profit by serving what was previously 
considered to be a low munificence, unbankable, sector of society. 

Finally, a generic Analyzer organization design tends to have a dual (cost leader plus 
differentiation) or compounder (minimizer plus transformer) strategy, an outreach organization 
structure and market culture, an oasis environment, and an engineering technology. Think of an 
organization that has two spheres of operations, with one part of the organization 
operating like a Defender, and another part operating like a Prospector type. Analyzers’ 
structures are often hybrid to accommodate their two spheres of operations. This includes 
both functional departments (with many standards, narrow specialization, and 
concentrated centralization) and divisional profit-centers (e.g., product or regional 
departments that act as self-contained profit centers and have relatively few standards, 
broad specialization, and diffuse centralization), and both an internal and external focus.  

FBL Analyzer organizations use a cost leader strategy and predictable technologies 
in stable sectors of the environment, and a differentiation strategy and evolving 
technology in changing parts of the environment. Goldman Sachs, an example of an FBL 
Analyzer, has for over a century been an investment bank focusing on high-net-worth 

Tesla Motors, an example 
of a TBL Prospector, sums 
up its differentiation 
strategy in its advertising 
slogan: “Zero Emissions. 
Zero Compromise.” 
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clients and corporations, but in 2016 it launched GS Bank to provide retail banking 
services for average Americans (i.e., “the 99%”).44 Accessing this source of deposits gives 
Goldman improved stability and security, but it also requires it to become aware of a 
brand new market where it has little experience—it is very different to serve someone 
with $100,000 in life savings than catering to someone with $20 million. GS Bank can 
pursue a cost leadership strategy because it is totally on-line and thus does not need to 
pay for bricks-and-mortar retail bank buildings.  

3M, an example of a TBL Analyzer, has long been known for its dual focused 
strategy. On the one hand it manages a very successful line of products, but on the other it 
pays employees to spend 15% of their time inventing new products. Its 3P (Pollution 
Prevention Pays) program has reduced pollution by 4 billion pounds of pollution and 
saved about $2 billion since being implemented in 1975.45  

Finally, Habitat for Humanity, an example of a SET Analyzer, is known for its 
compounder strategy. On the one hand, its 1,000 ReStores follow a minimizer strategy, by 

accepting and re-selling items that would normally go the 
landfill. On the other hand, it follows a transformer strategy 
that allows under-housed families to live in new homes. A 
recent study by the Boston Consulting Group shows that each 
new house Habitat builds creates about $175,000 in positive 
externalities (e.g., because new homeowners perform better at 
work due to reduced sick days, pay more taxes, and so on).46 

 

ENTREPRENEURSHIP IMPLICATIONS 
In this section, we examine some of the implications of organization design for 
entrepreneurs, both in terms of how entrepreneurs can use the tools in this chapter to 
make decisions, and also how research findings point to certain constraints on the options 
available. But first we highlight aspects of the cultural environment that entrepreneurs 
should take into consideration when choosing their strategy and design. 
 

CULTURE IN THE ENVIRONMENT 

Recall that organizational culture consists of shared values and norms among members. 
However, culture also exists outside of organizations, and can powerfully influence the 
success of an organization.47 Entrepreneurs must pay attention to both societal and 
industry culture when they design their organization’s structure. For example, in some 
countries it is normal and valued for authority to be centralized at the top of the 
organization’s hierarchy (e.g., India, Malaysia, Philippines), whereas other countries value 
authority being diffused throughout an organization (Austria, Denmark, Israel).48 This 
provides direction for how organization structures should be designed, and also explains 

Each new Habitat 
for Humanity home 
creates about 
$175,000 in positive 
externalities. 
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why the same organization design can be interpreted differently by members in different 
countries. In Mexico, where people tend to have a high deference to authority, managers 
who try to empower members and promote participative decision-making may be 
perceived as shirking their leadership responsibilities. In contrast, in Israel, where people 
tend to have a low deference to authority, managers who try to use a centralized decision-
making approach may face resentment from members. 

Industries can also display aspects of culture that may influence the operation of an 
entrepreneurial organization. For example, SET entrepreneurs may have difficulty 
acquiring financial resources if investors predominantly value FBL management, though 
the rapid growth of socially responsible investing suggests that in the future this situation 
may reverse, and conventional FBL entrepreneurs may find themselves struggling to win 
support from SET-oriented investors. Likewise, if there is a dominant organization in the 
industry, it may have shaped practices to its benefit, and in ways that make it more 
difficult for new firms to enter. For example, suppliers who are particularly dependent on 
Walmart may design their firm’s information systems to fit with the system used at 
Walmart. Any entrepreneur intending to supply Walmart, or to work with its existing 
suppliers, would have to adjust organizational systems to suit. As these examples show, in 
thinking about the best organizational design, entrepreneurs must consider the details of 
their environment.  

 

ENTREPRENEURIAL OPTIONS IN ORGANIZATION DESIGN 

For the reasons discussed in Chapter 11 (e.g., task ambiguity, lack of routines, undefined 
market, etc.), a classic entrepreneur—one who is starting an entirely new organization 
based on some innovation in product or service—is likely 
to create an organization with a relatively organic 
structure, and to place relative emphasis on the SET 
approach to the fundamentals of organizing. This fact has 
important implications for the entrepreneur’s 
organization design. In particular, it suggests that most 
start-ups will adopt either a simple (organic with an 
internal focus) or prospector (organic with an external 
focus) organization design.  

Of course, any organization can have any design its founder wishes, but if the design 
does not fit the environment and technology, the new organization will struggle to 
succeed. As we have seen in this chapter, the simple or prospector designs are well-suited 
to particular types of environments, technologies and strategies. A simple structure is 
especially appropriate when the entrepreneur perceives the environment to be changing 
and having low munificence. This describes entrepreneurs who are relatively new to an 
industry (and thus always learning something new about it) and do not yet have stable 
customers. A simple structure is also appropriate when the entrepreneur is not yet aware 

Most start-ups will adopt 
either a simple (organic 
with an internal focus) or 
prospector (organic with 
an external focus) 
organization design. 
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of the best technology to use, and when they tweak things until they figure it out. Here a 
focus strategy works best, as the entrepreneurial organization seeks to find its place in its 
industry over time. 

A prospector structure is especially appropriate when the entrepreneur perceives the 
environment to be changing and having high munificence. This describes entrepreneurs 
who are relatively new to an industry or perhaps entering a relatively new industry (and 
thus always learning something new about it), and where there is a strong demand for 
their new product or service. A prospector type is also best when the entrepreneurial is 
not yet aware of the best technology to use to deliver its product or service, and there is a 
lot of variety in tasks. Here a differentiation or transformer strategy works best, as the 
entrepreneurial organization finds its place in the industry.  

Taken together, entrepreneurs need to be careful to analyze their environment and 
technology when designing their organization. If the environment is stable, they may wish 
to target sub-environment that is changing. If the technology is highly analyzable, they 
may wish to focus on an emerging technology that is less analyzable. For example, the 
founders of Warby Parker knew they could not compete with Luxottica directly in the 

mainstream eyewear industry that was fairly stable and 
analyzable. So Warby Parker focused on selling eyewear 
online—an emerging, less stable but potentially 
munificent segment of the industry—and on coupling 
fashionable frames with a social mission. To enter this 
market successfully the founders spent two years 
developing the most appropriate organization design for 
their start-up. 

Looking at this a bit differently, there are organization designs that entrepreneurs 
might want to avoid. The limited design options may be most salient for FBL 
entrepreneurs because of their focus on maximizing economic outcomes. Consider the 
case of the defender type. To fit this generic design, the entrepreneur would need to adopt 
a cost-leader strategy, which often favors large-scale production that creates economies of 
scale or some other cost-saving advantage. A start-up is unlikely to have access to such 
resources. Likewise, the prototypical defender context is an industry with a stable, well-
established market, routine technology, and low munificence. This combination of features 
creates significant barriers to entry. Imagine trying to start-up a new online bookstore. 
Buyers have been conditioned to expect cheap books, the technical aspects of online book 
shopping are clearly defined, and there is already a dominant organization in the 
industry. Why would publishers want to enter into deals with your bookstore? How could 
you offer a price that was better than the competition’s, especially while you are learning 
the technology and routines, and you are running an under-capitalized new firm with 
limited inventory? As you can see, the prospects for a defender start-up are not promising. 
Of course, as examples like Warby Parker attest, there are exceptional start-ups that 
compete successfully against a dominant firm, but those start-ups typically require 

If the environment is 
stable, entrepreneurs 
may wish to target a 
sub-environment that is 
changing. 
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extraordinary planning and a significantly different supply chain and value proposition 
(e.g., based on SET management).  

The likelihood of an FBL analyzer start-up is equally low. The munificence of the 
environment in a stable market will have attracted other firms and there are likely to be 
one or more cash cows in operation. That source of reliable income would allow 
incumbents to defend their position and out-compete start-ups. The engineering 
technology is complicated, and so favors established firms with more numerous and 
experienced members. It is hard to imagine that a classic FBL entrepreneur could expect to 
generate enough profit to attract investors and justify its operations. The most likely FBL 
success would be an organization started by a group of founders who have experience in 
an industry and are aware of under-tapped niches in the environment.49 

Although TBL entrepreneurs may have some slight advantage here, even if they 
have identified a socio-ecological angle that incumbent FBL firms have ignored, a TBL-
defender or TBL-analyzer start-up is still challenging. Perhaps, the most probable 
exception would be in the case of an FBL or TBL franchise. If the franchising support is 
sufficiently developed, and the established brand strong enough, it may be possible for a 
start-up to succeed as a defender or analyzer.  

SET entrepreneurs will be the least constrained because competition is not as 
significant a concern for them. They do not need to make the most money or take anything 
away from others to be successful. As described in chapter 10, when Trevor Baylis brought 
his patented wind-up radio to the market in the 1990s, it was designed for a specific 
market (people living in African villages that did not have access to electricity and 
minimal access to news and information) and manufactured in a factory that hired under-
employed people. In effect, the company he formed, Freeplay Energy, found an oasis 
within an electronics industry that was otherwise dominated by global giants. His start-up 
used a compounder strategy that reduced negative socio-ecological externalities by 
removing the need for batteries that were costly for villagers and that created toxic waste. 
Freeplay’s design also enhanced positive externalities by creating jobs for the under-
employed, and enabled villagers to access valuable information.  

In sum, most entrepreneurs, regardless of their management approach, are likely to 
start-up with a simple or prospector design. It may be done through a focus strategy that 
maximizes fit in a specific niche (simple) or through a differentiation/transformer strategy 
that showcases the entrepreneur’s innovation (prospector). The implication here is that 
entrepreneurs may do better to consider their positions on the horizontal dimensions of 
the typologies in this chapter (they likely have far less flexibility and variance on the 
vertical dimensions). Thus, though all start-ups are likely to be relatively organic, the 
entrepreneur needs to consider whether the structure and culture should be internally or 
externally focused. In part, this decision should reflect how munificent the environment is 
and how much task variety their work will involve. 

  



 242 

CHAPTER SUMMARY 
1. The basic elements that combine to form an organization design include: structure and 
culture, environment, technology, and strategy.  

2. Structure and culture can each be depicted as having two similar underlying 
dimensions, which crossed together gives rise to four organizing or culture types: 

The first dimension underpinning organizational structure is “organic vs mechanistic,” 
which is similar to the “adaptability vs flexibility” dimension in organizational culture. 
The second dimension of organizational structure and culture is “internal focus vs 
external focus.” Crossing these two dimensions yields four generic types of organizing  
(familial, programmed, pioneer, and outreach) and four generic types of organizational 
culture (clan, hierarchy, adhocracy, and market). 

The two dimensions underpinning the environment are “changing vs stable” and “low 
versus high munificence.” Crossing these yields four types of environments (harsh, 
barren, prolific, and oasis). 

The two dimensions underpinning technology are “low vs high analyzability” and 
“low versus high variety.” Crossing these yields four types of technology (craft, routine, 
non-routine, and engineering).  

3. Overall, there are four generic types of strategic organization design, based on a fit 
between the various dimensions: simple (with a focus strategy), defender (with a cost 
leadership or minimizer strategy), prospector (with a differentiation or a transformer 
strategy), and analyzer (with a dual or compounder strategy). 

Examples of FBL organizations for each organization design type include Amway 
(simple), garment factories in Bangladesh (defender), Apple (prospector), and Goldman 
Sachs (analyzer).     

Examples of TBL organizations for each organization design type include Botanical 
Paperworks (simple), Everlane (defender), Tesla Motors (prospector), and 3M 
(analyzer).     

Examples of SET organizations for each organization design type include Greyston 
Bakery (simple), 31 bits (defender), Grameen Bank (prospector), and Habitat for 
Humanity (analyzer).     

4. Classic entrepreneurial start-ups are most likely to have a simple or prospector 
organization design. 
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QUESTIONS FOR REFLECTIONS AND DISCUSSION 
1. Identify the five key elements of organization design. Which elements do you think are 
particularly important from an FBL perspective? A TBL perspective? A SET perspective?  

2. Recall that in the first chapter we noted that conceptual skills are key for explaining 
which manages get promoted. Do you think that students who master this chapter are 
more likely to get promoted? Explain your reasoning.  

3.  Describe the four generic strategic organization design types. What are their key 
features? What are the key difference between the FBL, TBL, and SET types?  

4. Visit an organization you are familiar with (e.g., perhaps a local soup kitchen) and 
interview the manager to determine how it operates and what kind of organization design 
it has. Briefly describe its structure, culture, environment, technology, and strategy. Would 
you classify it as an FBL, TBL or SET organization? Explain your reasoning.  Also 
determine which generic organization design type it is most similar to. What advice 
would you give to its managers to develop a better fit among the elements of the 
organization design? If the organization already has a good fit, do you think that the 
organization will have to change to become a different organization design type in the 
next five years in order to maintain its fitness? Explain your reasoning.  

5. Suppose that you are making plans to start-up a new organization and are designing an 
Entrepreneurial Start-Up Plan (ESUP) for it. What type of environment would that 
organization face? What technology would it use? Given these conditions, which generic 
organizational design would be best? Explain your reasoning.  

6. In the previous chapter, you made choices about the four fundamentals of structure for 
your ESUP. Which kind of generic organization design do those choices imply? Is it the 
same as the one you chose in question 5 above? If not, what does that difference mean for 
your plans? What will you do in response? 
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Preview and Summary of Chapter 14 

 FBL TBL SET 
Types of change Change varies based on: scope (transformational vs. incremental), 

preparedness (proactive vs reactive), and source (innovative vs imitative) 
Four phase 
process  

Phase #1: 
Recognize the 
need/opportunity 
for change 

 
 

Recognize the need to 
unfreeze: Managers 
recognize a need/ 
opportunity, and 
develop a vision to 
address it. 

 
 

Recognize a good time 
to unfreeze: Members 
recognize and discuss a 
TBL-based 
need/opportunity for 
change. 

 
 

Recognize the need 
to freeze (e.g., press 
the “pause button”): 
Invite members to 
critically reflect on 
ongoing activities. 

Phase #2: 
Prepare for  
change 

Begin unfreezing: 
Managers convince  
members to embrace 
the change by 
overcoming their 
resistance to change. 

Begin unfreezing: 
Involve members in 
developing a vision for 
change; enhances 
commitment. 

Praxis: Invite 
experimental activities 
to address the 
problem/ opportunity. 

Phase #3: 
Make the change 
 

Transition: Managers 
use their authority to 
design and implement 
organizational changes. 

Transition: Managers 
lead members in 
designing and 
implementing 
organizational changes. 

Transition: Members 
reflect on praxis 
experiments which 
prompts them to 
change their 
worldview.  

Phase #4: 
Safeguard the 
change 
 

Refreeze: Managers 
promote social norms 
and develop structures 
and systems that 
reinforce and reward 
members who support 
change. 

Re-slush: Support 
structures and systems 
that facilitate 
continuous learning 
and celebrate 
improvement. 

Resume: Implement 
desired changes and 
then resume adaptive  
improvisation and 
learning (i.e., press 
the “play” button). 

Intrapreneurship 
implications 

The tools of organizational change, alongside strategic management and 
organization design more generally, are key to intrapreneurship. 
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CHAPTER 14: 
ORGANIZATIONAL CHANGE 

 

Learning goals  
After reading this chapter, you should be able to: 

1. Explain how organizational change can vary in terms of its scope, preparedness, and 
source.   

2. Describe organization life cycle theory and how it fits with the four generic types of 
organization design.  

3. Understand the four generic phases of the organizational change process. 

4. Explain how the organizational change varies in the FBL, TBL, and SET approaches. 

5. Use the tools of organizational change, strategic management and organization design 
to support intrapreneurship. 

 
 

FROM BEING WORTHY OF JAIL,  
TO CREATING NET POSITIVE EXTERNALITIES1 

Interface Inc., a manufacturer of carpet tiles that that was founded about fifty years 
ago, is a well-known example of a traditional FBL business that has successfully 
managed to change, first into a TBL firm and then into a SET firm. A market leader 
in over 100 countries where it competes, Interface has about $1 billion in annual 
sales, 3,500 employees, and dozens of factories in half a dozen countries.2 To change 
a business of this size takes considerable skill and time. The four-phase 
organizational change process at Interface is instructive.3  

The first phase—recognizing the need or opportunity for change—started in 1994 
when company founder and CEO Ray C. Anderson (1934-2011) was asked about 
Interface’s environmental performance. This is something he had not given much 
thought to, so he did some research. He says it struck him “like a spear in his chest” 
when he found out that each year Interface manufactured $800 million worth of 
products by extracting over 6 million tons of raw resources and producing over 
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10,000 tons of solid waste, 60,000 tons of carbon dioxide, and 700 tons of toxic gases 
while contaminating over 2 billion litres of water. “I was running a company that 
was plundering the earth … someday people like me will be put in jail.”4 This 
prompted Anderson to develop a new vision for Interface: “Be the first company 
that, by its deeds, shows the entire world what sustainability is in all its dimensions: 
people, process, product, place, and profits by 2020.” In short, Anderson wanted 
Interface to have net-positive ecological externalities, a challenge he likened to 
climbing higher than Mt. Everest. 

While Anderson was convinced about the need for change, much work needed to be 
done to demonstrate the opportunity for change. His managers “needed to discuss 
whether it [would] be possible to create competitive advantages via sustainability.”5 
This was uncharted territory not only at Interface, but also in the larger industry. To 
begin, Interface managers sought to understand what sorts of internal and external 
resources were available to address the challenge; this meant collecting and 
compiling existing information about policies, projects, green programs, eco-
activities and human resources. This led to managers learning about biomimicry 
(where the waste of one organism becomes food for another), principles of green 
product design, material recovery ideas where waste became inputs, and process 
improvements that could come from redesigning manufacturing facilities. They 
soon discovered that such changes would take time, and would require 
considerable effort in preparing internal and external stakeholders.  

The first phase ended with some TBL initiatives that Interface could implement 
relatively easily to create some “early wins” that would help to catalyze future 
action. By the end of this phase, Interface had tripled its profits, doubled its 
employment, and was recognized in the Fortune 100 list of “Best Companies” to 
work for. But these quick fixes were still within the TBL management paradigm, 
and Anderson wanted Interface to become a SET organization. 

The second phase—preparing to implement the SET changes—began around 1999 
and focused on getting members to buy into SET thinking. “Most of the managers 
viewed the new vision with hostility, confusion, and skepticism.”6 External 
consultants were brought in who held workshops designed to foster outside-the-
box thinking and to help members develop a holistic vision of sustainability 
covering all areas of the business. Key aspects included new green business 
opportunities that could be created in-house or with external partners, and a deeper 
understanding of how Interface’s new compounder strategy would differentiate the 
firm in the marketplace. Its mission was to become a corporation that cherishes 
nature (i.e., minimizes negative externalities) and restores the environment (i.e., 
enhances positive externalities). As Anderson put it: “For those who think that 
business exists to make a profit, I suggest they think again. Business makes a profit 
to exist. Surely it must exist for some higher, nobler purpose than that.”7 
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The third phase—which involved actually implementing SET changes on an 
organization-wide basis—started around 2003. This phase focused on reinventing 
Interface’s business model in terms of products, services, and processes. A key 
element in Interface’s renewal process was for leaders to support individuals and 
teams who promoted green experiments and initiatives, signaling that 
sustainability was not a fad but instead the new normal. In particular, instead of the 
previous system where worn-out carpet found its way into the landfill (so-called 
“cradle-to-grave” products), Interface wanted the worn-out carpet to be re-used to 
make new carpet (“cradle-to-cradle” thinking).8 By 2006, aided by new suppliers, 
Interface was the first in its industry to develop a commercial recycle and reuse 
system. By the end of this phase it had saved over $400 million in reduced waste, 
reduced the fossil fuel use by 60%, cut 82% of its GHG emissions relative to sales, 
and reduced water consumption by 66%, all while doubling its earnings. 

In addition to enhanced ecological well-being, Interface also focused on social well-
being, which Anderson referred to as the “soft side” of the business.9 Anderson was 
thankful that others in the company rallied to this issue with the same passion he 
had for ecological well-being. For example, rather than exploit overseas working 
conditions, Interface built and operated its Asia-based factories to the same high 
standards as in North America, Europe and Australia. Interface also encouraged its 
members to become involved in their local communities, and successfully found 
ways to provide jobs in poor communities (Harlem, New York City). By 2004 
Interface employees had volunteered almost 12,000 hours in community activities.10 

The final phase, starting in 2008, was to safeguard the changes that had been made. 
This meant working with suppliers and customers to make sustainability the new 
normal in the larger industry,11 so that Interface’s SET analyzer organization design 
with a compounder strategy need not rely only on internal practices or specific 
leadership personalities. For example, as one manager explained: “It is important to 
connect sustainability with performance measures, managerial performance 
scorecards, staff's work duties, and the existing incentive systems.”12 

Taken together, the four-phase change process at Interface took over 15 years (5 
years to recognize needs and opportunities and implement TBL initiatives, 4 years 
to prepare members for the SET change, 5 years to implement the SET changes, and 
4 years to safeguard Interface as a SET business). Many transformational change 
attempts such as this do not make it past the first phase, and simply celebrate the 
“quick wins” without fundamentally changing the organization. Many other 
change attempts do not make it through the difficult work of navigating the second 
phase, where the focus is on getting members on board with the SET change. Once 
the first two phases have been completed, the actual change begins in the third 
phase, where success often depends on generating and receiving adequate support 
from external stakeholders (e.g., suppliers, customers, government regulations).  



 248 

Thus far our discussion of the planning and organizing functions has focused on 
managing different processes within organizations, such as how to set goals and plans, 
how to develop strategy, how to set structure, and how to create coherent organization 
designs. These are challenging tasks for managers, but perhaps even more challenging is 
to change an organization’s goals, strategy, or design, or to implement an intrapreneurial 
initiative. It is in times of change that the role of the manager is most visible and critical. 
We begin by describing three basic dimensions of organizational change and the eight 
specific types of organizational change that result from these three basic dimensions. We 
then describe the four-step change process that characterize the Financial Bottom Line 
(FBL), Triple Bottom Line (TBL), and Social and Ecological Theory (SET) approaches to 
transformational change. We conclude by discussing implications for intrapreneurship. 
 

THREE DIMENSIONS OF ORGANIZATIONAL CHANGE 
Organizational change is the substantive modification of some aspect of an organization. This 
can be a change to any one (or more) of the components that comprise an organization’s 
design, including change to its structure (e.g., its place along the mechanistic-organic 
continuum), culture (e.g., the values of its members), environment (e.g., expansion into a 
new market), technology (e.g., the process used to transform inputs into outputs), or its 
strategy (e.g., including its mission and vision). In short, change can include just about 
anything that happens within organizations. Managing change is an integral part of 
every manager’s job. How best to manage change is determined in part by what needs to 
be changed, and what type of change is needed. Figure 14.1 identifies three basic 
dimensions of change—scope, preparedness, and source—which combine to yield eight 
specific types of change. 

Figure 14.1:  A 2x2x2 cube that depicts 8 types of organizational change  
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1. SCOPE OF CHANGE: TRANSFORMATIONAL VS. INCREMENTAL 
The scope of a change can be either transformational or incremental.13 In simple terms, a 
transformational change occurs when an organization shifts from one type of organizational 
design to another,14 while incremental change occurs when an existing organization design is 
fine-tuned. Transformational changes are more difficult to manage than incremental 
changes. Organizations spend most of the time in periods of “equilibrium” characterized 
by incremental changes that fine-tune an existing organization design type; these periods 
of equilibrium are occasionally interrupted or “punctuated” by bursts of transformational 
change where an existing organization design type is replaced with a new one.15 From 
such a perspective, Interface Inc. was an FBL Defender prior to 1994, then underwent a 
transformational change to become a TBL Prospector by 1999, and then underwent 
another transformational change to become a SET Analyzer by 2012.  

Organizations cannot simply identify the one best organization design, and then use 
incremental changes to improve that design indefinitely. Research suggests that 
organizations generally operate within a specific organization design for anywhere from 
5 to 13 years, during which time managers fine-tune the elements of that design. After 
such a period of equilibrium, they will face internal and/or external pressures forcing 
them to abandon their existing organization design and adopt a new one.16 This might be 
triggered when the CEO decides to address negative socio-ecological externalities, as Ray 
Anderson did in 1994. Or it might occur when what has been a stable environment for 
years suddenly becomes dynamic (e.g., when climate change threatens predictable 
weather patterns), or when a new technology is developed that renders a current 
technology obsolete (e.g., when jet engines replaced propeller engines, or when the 
internet replaced newspapers and regular mail). Because the separate elements of the 
design may change independently and pull the organization in different directions, 
“misfit” is inevitable (that is, proper-fit is compromised), and the tensions can only be 
resolved via transformational change.17 In order for Interface to become the truly 
sustainable organization Anderson desired, it had to change from an FBL Defender to a 
TBL Prospector to a SET Analyzer.   

A helpful and common way to think about this on-going back and forth between 
incremental/transformational change is captured by organizational life cycle theory 
which suggests that, as they grow in age and size, organizations move in a predictable 
progression from one generic organization design to 
another.18 This theory is built on the metaphor that, just 
as humans go through a predictable life cycle (e.g., from 
childhood to youth to adult to old age), so also the 
sequence of organizational design types described in 
chapter 12 often proceed as follows:  simple à defender 
à prospector à analyzer.  A variation of life cycle 
theory, which is clearly a simplified description of the 
change process, is depicted in Figure 14.2.19  

As organizations grow in 
age and size, they follow 
a predictable progression 
from one generic 
organization design type 
to another. 
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Figure 14.2: Organizational life cycle, showing transformational vs incremental changes 
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then becomes what is called an “administrationless misfit,” where the different elements 
of the organization design no longer fit together to form a coherent whole.  

A defender organization may enjoy success for many years of incremental change, 
but it inevitably becomes a “stifled misfit” unless it manages the transition to become a 
prospector type. For example, an FBL stifled misfit is one where the culture becomes so 
predictable and internally-focused, where decision-making is so concentrated atop the 
hierarchy, specialization so narrow, and standardization so prescribed, that members’ 
creativity is stifled and the organization fails to respond to the changing needs of its 
customers.  

Over time, prospector organizations are vulnerable to becoming “scattered misfits” 
where diffused decision-making authority and a lack of standardization across 
departments leads to failure. From an organizational life cycle perspective, a prospector 
can avoid failure by becoming an analyzer. Finally, over time the analyzer can become a 

Incre
mental ch

anges 

(i.e
., fi

ne- tu
ning wi

thin
 an 

organiza
tio

n desig
n typ

e) Defender  
organization  
design 

Prospector  
organization  
design 

Simple  
organization  
design 

Analyzer 
organization  
design 

misfit 

misfit 

misfit 

misfit 

Tra
nsfo

rm
atio

nal changes 

(i.e
., a

dopt a new organiza
tio

n 

desig
n typ

e; e
very 5

-13 ye
ars) 

Si
ze

  o
f  

or
ga

ni
za

tio
n 

Time 



 251 

“stressed-out misfit” because the ambiguity created leads to psychological stress and a 
difficulty to cope among members. What happens after the analyzer phase? An 
organization may get sub-divided into many smaller (simple) units and/or get “re-born” 
as a variation of one of the earlier types. 

 

2. PREPAREDNESS: PROACTIVE VS REACTIVE 
Change can also vary in terms of the preparedness of its managers.20 When managers are on top 
of things and are effectively monitoring the fit (or lack of fit) among the key elements of their 
organization design (e.g., being aware of whether organizational structure and culture is aligned 
with changes in the environment or technology), then they can design and implement planned, 
proactive changes. Proactive change is designed and implemented in an orderly and timely 
fashion. Proactive change often occurs when managers see an opportunity to improve an 

organization’s performance. When members perceive opportunities for change, they increase 
their support for change and decrease their support for the status quo.21 Interface’s changes in the 
opening case were planned, proactive changes.  

In contrast, reactive change involves making ad hoc or piece-meal responses to 
unanticipated events or crises as they occur. Reactive change is often prompted by an 

unexpected threat facing the organization. A common problem faced by organizations is the 
failure of managers to anticipate or respond to changing circumstances; they are then forced to 
make unplanned, reactive changes. Sometimes reactive changes happen almost by accident 
without deliberate awareness on the part of managers, as an organization drifts from one way of 
doing things to another way. Reactive incremental changes rarely threaten an organization’s 
survival, unless a firm finds itself unable to get itself out of a misfit stage. The danger of 
organizational failure is much greater in the event of unplanned reactive transformational change 
attempts, such as those prompted by the need to react quickly to unexpected strategic initiatives 
by competitors.22  

 

3. THE SOURCE OF CHANGE: INNOVATION VS. IMITATION 
A third dimension of change is whether it arises from innovation within the organization 
or from imitating what other organizations are doing. Innovations involve the 
development and implementation of new ideas and practices. Innovation was evident when 
Interface developed a new kind of nylon that could be reused indefinitely to manufacture 
carpets. Imitation involves the application of existing ideas, which may come from other units 
within the organization or from outside of the organization. Imitation was evident when 
Interface provided its nylon technology to other organizations in order to reduce the 
industry’s overall negative externalities. Because imitative changes have a proven track 
record, they may be easier to manage than innovative changes. 
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As depicted in Figure 14.1, eight types of organizational change arise from these 
three basic change dimensions (scope, preparedness, and source). This chapter will focus 
on changes that are planned, transformational, and innovative because they are the most 
comprehensive example of the change process.23 Transformational changes are more 
encompassing than incremental changes, innovative changes are more challenging that 
imitative changes, and planned changes provide a more complete picture of the four-
phase change process than unplanned reactive change (for discussion of crisis decision-
making, see Chapter 7). 

 

THE FOUR-PHASE ORGANIZATIONAL CHANGE PROCESS 
The most popular and influential contemporary models of organizational change have 
four phases: 1) recognize the need or opportunity for change; 2) deliberately prepare for 
the change process; 3) make the change; and 4) safeguard the change.24 This four-phase 
process can be helpful for understanding all types of organizational change, but its full 
implications are most evident in changes that are proactive, innovative, and 
transformational. The first two phases would be much less well developed in unplanned, 
reactive changes.25  

As depicted in the summary table at the beginning of this chapter, there is 
important variation but also considerable overlap among the three management 
approaches regarding the change process. FBL management is based on the classic idea 
that organizations seek to spend most of their time in periods of equilibrium where all 
the elements of an organization design fit together to form a coherent whole that enables 
it to maximize efficiency, productivity and financial well-being. In order to avoid 
becoming misfits, managers must occasionally make transformational changes where 
they “unfreeze” an existing configuration, implement changes, and then “refreeze” the 
organization until it is time to change again.  

TBL management is similar, except that it seeks organizational design types that 
enhance profits by reducing negative socio-ecological externalities. Also, in contrast to 
the top-down approach of FBL management, the TBL approach places much greater 
emphasis on having all members participate in the freeze/change/refreeze process, and 

on understanding the dynamic way that the 
organization design elements fit together.26  

In SET management, thanks to its emphasis 
on participation and experimentation, there is more 
fluidity in behavior within each of the 
organizational design configurations than in either 
the FBL or TBL approaches. In the SET approach, it 
is advisable to occasionally “freeze” the action to 
see what is going on to determine whether change 

SET management sees 
organizations like a movie, 
where it is occasionally 
important to press the 
“pause” button and see if a 
change should be made 
before pressing “play” again. 
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is called for.27 Think of it this way: SET management sees organizations like a movie of a 
particular genre (e.g., a comedy, drama, or mystery), and every once in a while it is 
important to press the “pause” button and see if the movie is still good or if a change 
should be made (e.g., to the script, genre, characters, etc.), before pressing “play” again.28 
In contrast, FBL and TBL management are more likely to see organizations as a series of 
photos, where one photo captures how all the elements of an organization design are 
arranged in one era, and a second photo captures how the elements have been re-
arranged after a transformational change and a new era has begun.  

 

PHASE #1: RECOGNIZE THE NEED/OPPORTUNITY FOR CHANGE 
To identify opportunities for change, managers rely on a variety of sources, including 
organizational members, customers, suppliers, formal information systems that monitor 
internal operations and the larger industry, and intuition that comes from having a deep 
understanding of existing operations. Change may be triggered by wide variety of 
factors, such as managers’ recognition of depletion of raw materials that the company 
relies upon as inputs (e.g., coal and oil for energy companies), opportunities to reduce 
negative socio-ecological externalities (e.g., reduce income inequality), or a lack of 
employees with specific skills (e.g., lack of nurses in a hospital). Or an organization may 
need to respond to new government regulations (e.g., affirmative action programs, 
pollution regulations) or new directives from shareholders (e.g., greater transparency 
about the compensation packages of senior managers). Finally, organizations may need 
to respond to technological innovations by competitors or suppliers. Note that the same 
trigger event may prompt different reactions among managers. For example, in response 
to ecological concerns, some managers may embrace clean technology, while others may 
see a cost advantage in sticking with older, less environmentally-friendly, technologies. 

Recognizing and responding to the need for 
transformational change often comes too late, resulting in 
misfit and eventual organizational failure.29 In part this is 
because of the natural human tendency to exhibit a threat 
rigidity response30 where people who face a crisis, whether as 
individuals or in groups, tend to revert to familiar patterns of 
behavior that they perceive to have been successful in the past. 
Sometimes reverting to past organizational designs is 
advisable, but sometimes it merely hastens the 
organization’s demise, especially if the past design is partly 
responsible for the current crisis. 

Other factors that make it less likely that managers will recognize the need for 
change were discussed in the decision-making chapter. These include escalation of 
commitment (people are overcommitted to the current way of doing things because they 
do not want to admit that their recent decisions were ill-advised), information distortion 

People who face a 
crisis, whether as 
individuals or in 
groups, tend to revert 
to familiar patterns of 
behavior that they 
perceive to have been 
successful in the past. 
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(the tendency to downplay information that suggests you are doing something wrong), 
administrative inertia (when existing ways of organizing persist simply because they are 
already in place), and past success (which blinds managers to internal and external signals 
pointing to the need for change). These factors all increase the likelihood of 
organizational failure, which comes when managers wait until the demise of an 
organization is imminent before beginning the costly and time-consuming 
transformational change process.31 

FBL management and the need or opportunity for change 
FBL management differs from TBL and SET approaches in two important ways. First, 
FBL management concentrates on looking for or recognizing needs/opportunities for 
changes that will help to maximize efficiency, productivity, competitiveness and financial 
well-being, and does so without proactively pursuing opportunities to reduce negative 
socio-ecological externalities. Second, FBL makes an assumption that it is the manager’s 
job to identify opportunities and threats, and that it is the manager’s job to develop the 
plan or vision regarding how to deal with these opportunities and threats.  

TBL management and the need or opportunity for change 
In contrast to FBL managers, TBL managers seek to enhance financial well-being by 
proactively addressing negative socio-ecological externalities. Like FBL managers, TBL 
managers also draw on their experience and unique organizational vantage point to 
identify areas that could be changed. But unlike FBL managers, for whom identifying 
areas for change is a top-down process, TBL managers are more likely to involve 
organizational members to jointly diagnose the information and ideas that might prompt 
change. In this way TBL management emphasizes participation and openness, which 
invites more members to become sensitized to the broader issues of concern for the 
organization and its stakeholders.32 Managers at Interface Inc. spent four years discussing 
and developing a rich understanding of the needs and opportunities associated with 
enhancing socio-ecological well-being. 

SET management and the need or opportunity for change 
The TBL and SET approaches are similar, except that SET management has less need to 
maximize financial well-being; this gives SET organizations greater latitude to consider 
changes that enhance socio-ecological well-being. SET is also more likely to invite even 
broader participation in recognizing opportunities and the need for change, and in the 
merit in pressing the “pause” button (e.g., “listening” to the ecological environment). In 
particular, SET management is sensitive to the dignity needs of the least privileged in 
society, whether they are poor people in Bangladesh (see the Grameen Bank example in 
Chapter 6) or the under-employed in Philadelphia.33  
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PHASE #2: PREPARE FOR CHANGE 
Once it has been established that there is a need for change (phase #1), one might expect 
that it should be easy to get everyone in the organization to be ready to hop on board. 
While this may be true for incremental changes, it is often not true 
for transformational change. Only about 25% of attempted 
transformational changes are successfully implemented.34 An 
important reason change attempts fail is because of inadequate 
preparation prior to actually implementing the change. Preparing 
for change has a logistical/technical side (e.g., developing the 
vision, deciding on which market to enter, how to redesign jobs 
and structures and systems, what technology to use, etc.) and a 
human side (e.g., ensuring that members are willing to change). 
Often the technical side is easier to prepare than the human side. 

The primary objective in this phase is to create a sense of openness and willingness 
to change within the organization. Ensuring that organizational members understand 
both the need for change and the nature of the change (i.e., the content of the technical 
side of change) helps to reduce resistance to change. Change can evoke a wide range of 
emotions from the people facing or experiencing it. The very nature of organizational 
change, whether planned or successful or not, often increases members’ exposure to 
uncertainty, disrupts informal support networks, and entrenches the purposes and 
powerful position of management.35 Under such conditions organizational members 
experience a loss of control and become dependent on managers to provide direction and 
stability. In short, change may take a heavy toll on participants even when it seems to be 
in the best interests of all organizational stakeholders,  

As shown in Table 14.2, managers can draw on a variety of influence tactics to 
prepare members for change. Which tactics are emphasized varies according to the 
management approach being used, and whether managers are drawing attention to a 
crisis that pushes members to change, or to an opportunity that pulls members to change. 
Drawing attention to a crisis may include presenting members with alarming information 
or with the potential negative consequences of what will occur if they don’t change. By 
contrast, drawing attention to opportunities includes suggesting that organizational 
members will be better off if they change. FBL management might emphasize pressure 
and exchange tactics when there is a crisis, but emphasize inspirational appeal and 
coalition tactics to prepare for opportunities. TBL and SET approaches place greater 
emphasis on consultation tactics when presenting both crises and opportunities, and SET 
management emphasizes praxis (described later). Often a two-step crisisàopportunity 
process works best: 1) make members aware of a crisis, and 2) overcome the threat 
rigidity response by making members aware of an opportunity or vision to resolve the 
crisis. A more fully-developed vision will lower members’ uncertainty and resistance, 
and increase the likelihood that the transformation will succeed.36 

Only about 25% 
of attempted 
transformational 
changes are 
successfully 
implemented. 
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Table 14.2:  Influence tactics that can be used to prepare members for change37 

Pressure: Introduce or suggest threats or negative consequences   
Exchange: Indicate willingness to reciprocate or share benefits 
Coalition tactics: Appeal to the buy-in of others (e.g., a 3rd party) in attempt to persuade 
Ingratiation: Use praise, flattery, or friendly behavior before making a request 
Rational persuasion:  Use logical arguments and factual evidence 
Personal appeal: Appeal to feelings of loyalty or friendship  
Inspirational appeal:  Arouse enthusiasm by appealing to values, ideals, aspirations 
Legitimizing tactics: Appeal to an agreed-upon authority (e.g., a vision/mission/founder)  
Consultation: Involve others in planning or formulating an idea or strategy 
Praxis: Encourage practical action and critical reflection by members 

Even if members recognize the crisis and/or opportunity that is prompting a 
change, and even if their uncertainty is reduced by spelling out a clear vision of the 
future, members still might resist the change if they feel the change is a violation of their 
psychological contract. A psychological contract can take various forms, but essentially it 
is an unwritten expectation related to the exchanges between an employee and the 
organization.38 For example, an employee might feel the psychological contract has been 
violated when they are required to do more work—or to do more difficult work—than 
their job description indicates, but they are not offered a higher salary for doing it, thus 
raising the objection that: “I wasn’t hired for this.”  

FBL management and preparing for change 
Unlike TBL and SET approaches, FBL management tends to leave the development of the 
technical/logistical side of change to managers and experts. For example, the new vision 
is developed by top management, and human resource professionals develop the new job 
descriptions and designs. Thus, the FBL approach focuses on using influence tactics to 
sell management’s vision of change to members. FBL managers explain or interpret the 
need and vision for change to members, and try to convince members of the merit of the 
manager’s insight and plans for the change. The emphasis is on getting other members to 
“buy into” the ideas that management is promoting, and FBL managers are more likely to 
use instrumental exchange, pressure, and coalition tactics than TBL and SET managers.  

TBL management and preparing for change 
Unlike the FBL approach, where managers focus on influence tactics to overcome 
resistance by getting members to buy into their vision and the need for change, TBL 
management is more likely to use consultation and inspirational tactics to invite members 
to participate in developing the vision for the change. This approach creates a powerful 
sense of ownership and commitment, and this emphasis on consideration was already 
evident in phase #1, where members participate in recognizing the need for change. Such 
bottom-up involvement is more likely to naturally lead to a shared vision.39 When you 
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allow people to share in the process of gathering and assimilating information, it 
becomes theirs.40 

By involving members in establishing the vision of an 
organization, TBL management not only empowers members, it 
also allows managers to access the knowledge of front-line 
organizational members to help redesign how the organization 
works. Management and staff experts may not have that 
knowledge. Of course, management and staff experts also bring 
knowledge that other members do not have. Even though having 
management and members working together will result in a 
better vision and a more effective organization, historically such 
consultation and partnership has not happened as often as you 
might think. Why? First, managers often believe that empowering 
others dilutes their own power, even though sharing control can 
actually empower both parties.41 Second, in the past organizations were smaller and 
technologies less complex, so that members did not have as much unique valuable 
information to contribute, and the extra time that was required to access this knowledge 
was deemed inefficient. Third, managers expect members to be unlikely to suggest 
changes to enhance the financial well-being of owners that might threaten members’ self-
interests.  

Over the years, many things have changed. Today members have important 
knowledge to bring to the table, and they are motivated to create visions and 
organization designs that help to improve socio-ecological well-being. TBL management 
recognizes that members and owners both want their organization to become a better 
place, and in return members have less reason to fear that management will take 
advantage of them. When a crisis or opportunity is recognized, members have a standing 
invitation to help develop a win-win solution. By being informed and involved in the 
change process, members are more likely to accept even those changes that may not be in 
their own material self-interests, but do enhance overall economic and socio-ecological 
well-being.  

SET management and preparing for change 
SET management not only shares TBL management’s involvement of members in 
developing the vision for the change, but goes one step further to also invite external 
stakeholders to identity needs and opportunities for change, and also to develop a vision 
for change. More importantly, SET management differs from the other two approaches 
because of its ongoing relative emphasis on inviting members to carry out hands-on 
experiments that address the needs established in phase #1. This is consistent with SET 
management’s emphasis on experimentation described in chapter 11, and even extends it 
to issues that may question an organization’s mission or vision. For SET management, 
such experimentation refers to practical actions, that is, actual changes that address the 

Managers often 
believe that 
empowering 
others dilutes 
their own power; 
in fact, sharing 
control can 
actually empower 
both parties. 
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problem. The approach has aspects of a “trial and error” method of decision-making (see 
Chapter 7), where members know that they will not be penalized if their actions fail to 
solve the problem.  

SET experiments differ from the experiments in FBL and TBL management in 
several significant ways. First, FBL and TBL approaches tend to emphasize “thought 
experiments,” where employees are asked to envision the future, or to imagine what their 
jobs will be like after a specific change has been implemented. In contrast, SET 
experiments involve hands-on, practical activities. Second, even when FBL and TBL 
management do introduce hands-on experiments—for example, introducing pilot 
projects and creating “small wins” prior to phase #3, as was evident at Interface already 
in phase #1—they are not as likely as SET management to have members themselves 
design and carry out the experiments, or to allow members to opt out of certain 
experiments. 

To illustrate the SET approach, consider the example of Robert Greenleaf, a 
corporate vice president at AT&T, who became aware that women were under-
represented among the work crews who installed telephone lines.42 When he met with 
the operations managers to draw their attention to this issue (phase #1), Greenleaf very 
consciously adopted a “we” attitude, deliberately reminding himself that he was part of 
the culture and organizational practices that were associated with this problem. Then he 
asked the operations managers to help identify the problematic behavior in light of the 
“potential biases within ‘our’ embedded tradition system.” In effect, he was pressing the 
“pause” button, and asking members to evaluate and critically reflect upon why women 
were under-represented in their workforce. Some operations managers responded by 
saying that a major reason might be because workers had to regularly lift 50-pound rolls 
of telephone cable, which they felt were too heavy for most women to lift on a sustained 
basis. Someone suggested having their supplier provide 25-pound rolls. Greenleaf said 
that he would be happy to use his authority to have the supplier provide 25-pound rolls 
for any operations managers who wanted to experiment with that idea (some managers 
were adamantly opposed). The experiment showed that women were fine with regularly 
lifting 25 pounds, and that the men preferred it too! This resulted in managers thinking 
differently about their work (phase #3), and soon this change was made voluntarily 
throughout the company (phase #4). Greenleaf used a similar approach to increase the 
number of minorities in management positions at AT&T. In these cases the change may 

not have been from one organization design to 
another, but it may have set the course for an 
organization or a department moving from FBL to 
SET management. Of course, in some cases these 
sorts of SET experiments may fail, but in all cases 
people can learn something by critically reflecting 
on their experience.  

Change is more likely after 
new knowledge is acted upon 
with a simple experiment, 
rather than when knowledge 
is merely learned cognitively. 
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SET’s focus on practical action is consistent with the Aristotelian idea of praxis, 
which suggests that positive change is facilitated by a combination of critical reflection and 
practical action.43 Critical reflection ensures that members are engaged and thinking about 
their firm’s positive and negative externalities, while practical action increases the 
likelihood that members will change their views about how their organization should 
work. The merits of praxis are illustrated by research that shows that, even though many 
people recognize the need to make changes in order to combat climate change, this 
knowledge on its own does not change their worldview or behavior. However, people do 
change their worldview (e.g., become more ecologically-minded, less materialistic, and 
less individualistic) after doing and reflecting upon a one-week “experiment with 
sustainability” (e.g., not using fossil fuels, not eating meat).44  

 

PHASE #3:  MAKE THE CHANGE 
This is the phase where the key changes are implemented. For incremental changes—
which do not need nearly as much effort in navigating phases #1 and #2—the changes 
serve to fine-tune an organization’s structure, technology, strategy, and so on. For 
transformational changes, the changes include these elements as well as changing the 
idea of the how they fit together to make a sensible whole.  

This may be the phase where the role of managers is the 
most visible. Although change agents are important throughout 
all four phases of change, during this phase it is critical that 
change agents model appropriate behavior and provide visible 
support for the initiative. A change agent is someone who acts as a 
catalyst and takes leadership and responsibility for managing part of 
the change process. Change agents are often managers or human resource specialists from 
within the organization. Sometimes a change agent may be an outside consultant. 
Change agents make things happen, and a part of every manager’s job is to act as a 
change agent in the work setting (see the “entrepreneur role” from Mintzberg’s study in 
Chapter 1).   

Change agents sometimes work in conjunction with idea champions. An idea 

champion is a person who actively and enthusiastically supports new ideas. Together, change 
agents and idea champions promote change within the organization by building support, 
overcoming resistance, and ensuring that innovations are implemented.  For example, as 
a middle manager in a multinational auto parts supplier, Mike McDaniel took it upon 
himself to promote his organization’s continuous improvement initiatives by being one 
of the first managers to implement participative methods of problem solving in his 
department.45  His early adoption served as an example for others to follow. The roles of 
change agents and idea champions differ for FBL, TBL and SET approaches.  

 

This may be the 
phase where the 
role of managers is 
the most visible. 
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FBL management and making the change 
Even if phases #1 and #2 have been completed successfully, the change process can still 
fail in phase #3. It is not enough for managers to develop a technically brilliant vision for 
a change. Managers also need human relations skills to ensure members implementd the 
changes. When change attempts fail, 80% of the time members attribute it to managers 
having inadequate communication skills and practices, poor work relationships, and 
poor interpersonal skills.46 This leaves members uncertain and stressed, and fails to 
provide access to the rich informal knowledge and communication potential that exists in 
an organization. Other important factors that contribute to failed change attempts include 

managers failing to set clear goals, 
breakdowns in delegating authority to 
others, and an inability to break old habits 
(each mentioned about 60% of the time).  

The FBL managers’ primary goal in 
this stage is to use their authority to ensure 
that organizational members understand 

the technical aspects of a change, have the knowledge to implement it, and are committed 
to implementing it. While it may be relatively easy to convey the technical aspects of a 
change, it can be challenging to achieve commitment.47  

FBL managers can do three things to increase members’ commitment to change. 
First, in order to increase members’ confidence in their managers, managers should 
establish their own credibility, possess appropriate skills, lead by example, be well-
prepared, and not overreact to drawbacks.48 Second, in order to increase members’ self-
confidence in their own abilities, managers should clarify expectations, provide 
training,49 plan for early success,50 and provide necessary resources.51 Third, in order to 
encourage members to have a positive attitude about the change, managers should 
communicate the intrinsic benefits of the change (e.g., it might enhance job security),52 
link it to extrinsic rewards such as pay raises and bonuses, and hire and promote 
members who have a positive attitude toward the change. 53 

TBL management and making the change 
Unlike FBL managers, who typically rely on their hierarchical authority to develop a 
change and describe how it is to be implemented, TBL managers couple their authority 
with continued fostering of participation in this phase of implementing the change. They 
do this by providing forums for open discussion, and by providing resources and 
recognition for change agents and idea champions.54  

From a TBL perspective, managers can do three key things to improve members’ 
commitment to change. First, in order to increase members’ confidence in the manager, 

the manager should foster participation and be trustworthy (including demonstrating a 
willingness to put members’ well-being ahead of the manager’s own personal interests).55 
When managers share power, members are more likely to commit to change because of 

80% of failed change attempts are 
attributed to managers’ lacking 
adequate communication skills and 
practices, poor work relationships, 
and poor inter-personal skills. 
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greater confidence that the manager is doing what is best for the organization.56 In 
addition, enhancing participation and teamwork contributes to personal satisfaction as 
well as improving productivity and performance.57  

Second, in order to increase members’ self-confidence in their own ability, managers 
should foster opportunities for informal and peer learning. Like FBL management, the 
TBL approach also recognizes the benefit of training and clear expectations in building 
confidence. However, compared to FBL managers, TBL managers are more likely to 
create spaces or opportunities for informal or peer learning to enhance the skills of 
employees and to provide relevant information. Instead of tightly controlling and 
delivering training and information, TBL managers create and nurture an environment 
where people can learn from each other. This does not mean that managers leave 
communication and change to chance. TBL managers are aware of their role in helping 
others make sense of what is happening in the organization as change brings about 
intended and unintended outcomes.58 That is, managers must be able to pick up on issues 
that have the potential to discourage or create dissension throughout the organization.  

Third, in order to encourage members to have a positive attitude toward change, 
managers should encourage communication about the benefits (and sacrifices) of the 
change, as will happen when working through the above. 

SET management and making the change 
The skills and behaviors associated with FBL and especially TBL management are 
relevant for the SET approach, but SET management is significantly different from FBL 
and TBL approaches in this third stage of the change process. Whereas FBL and TBL 
management focus on implementing the desired technical change, for SET management 
the key change is in the worldview through which members understand and think about 
their jobs and about how their organization works. In particular, SET management 
emphasizes changes in members’ worldviews that occur because of their praxis 
experiments that were started in the second phase of the change process. The key change 
is for members to see their work-world differently, to interpret their jobs through a new 
lens, and to re-label the components of their work. Of course, the changes in the content 
of the experiments is also important, as they represent how the elements in an 
organization are being rearranged in a tangible way. But it is the change in seeing the 
organization and its elements differently that is key for SET management. In the example 
of Robert Greenleaf at AT&T, change happened when operations managers started to see 
women as legitimate hires, that women could do the job as well as men, and that 
everyone felt better about their organization when women were treated as equals. This 
was not a compromised worldview that members reluctantly accepted; instead, this had 
become a new worldview that members were excited to have developed via praxis. 
Because of this changed worldview, the organizational change was more likely to be 
safeguarded going forward (phase #4). 
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Another difference is that SET management is more likely to involve external 
stakeholders in the change process. For example, Greenleaf essentially gave women a 
voice at the hiring table, even though in his case none of these women were actually 
physically present. Some organizations purposely add an empty chair to their meetings 
to represent stakeholders who are not in the room (e.g., a senior’s residence might have 
an empty chair at board meetings that represents its residents; the empty chair might 
represent future generations as in Interface; the empty chair might represent Mother 
Nature). Sometimes involving a wider variety stakeholders may lead in unexpected 
directions, or perhaps even yield counter-intuitive corporate decisions. Such participation 
deepens participants’ understanding of existing relationships and systems because it 
draws on the experience and knowledge of a wide variety of stakeholders. This broad 
participation also informs the implementation of changes so that changes more fully take 
into account the complexity of the system.  

 

PHASE #4:  SAFEGUARD THE CHANGE 
Once a change has been implement, steps must be taken to ensure that the change is 
reinforced (i.e., becomes institutionalized), and that organizational practices do not revert 
to previous ways. Ideally, the change becomes second-nature to members because it is 
embedded in their everyday actions and thoughts. This involves creating structures that 
reinforce the change, and also dismantling structures and systems that undermine it. 

FBL management and safeguarding the change 
In this phase, called refreezing, FBL managers use a fairly top-down approach and adjust  
various aspects of the organization to reinforce the change implemented in phase #3. This 
may involve making structural changes in the fundamentals of how work is organized 
(e.g., standardization, specialization, and centralization) and in who reports to whom 
(departmentalization). It also requires revising formal job descriptions, aligning the 
performance appraisal and reward systems with the new expectations, and adapting 
recruitment and promotion practices to reinforce the new culture. The idea is to refreeze 
the organization’s structures and systems so that the new ways of doing things are 
repeated and rewarded.59  

TBL management and safeguarding the change 
TBL managers also seek to ensure that positive changes remain implemented throughout 
the organization.60 But unlike FBL managers, who seek to re-freeze the changed 
organization via formal structures and systems, TBL managers are more likely to want to 
re-slush the organization because, like SET, they expect some ongoing experimentation 
within the organization to keep it changing. Thus, TBL managers make changes to the 
structures and systems (such as adjusting misaligned reward systems), but they place 
greater emphasis on changes that facilitate learning and flexibility. An important part of 
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TBL management is that ongoing member-initiated 
improvements are acknowledged, celebrated, and diffused 
throughout the organization as appropriate. “Slushing” also 
assumes that a change may not work uniformly well 
throughout the organization.  

SET management and safeguarding the change 
The final stage for SET management is called resuming, which 
goes even further than the TBL’s emphasis on re-slushing. SET 
management expects and encourages its members to maintain 
dynamic relationships between organization design elements and various stakeholders. 
Returning to the metaphor of a movie, once the pause button has been pressed (phase 
#1), the cast and directors have had a chance to experiment with new things (phase #2) 
and reflect on them in a way that changes their worldview (phase #3), everything is 
ready to press the “play” button and let the action continue. In this metaphor, the movie 
directors place greater emphasis on improvisation than on rehearsing prescribed lines 
and repeatedly shooting the same scene to get it exactly as written in the script. For 
example, recall that employees at Semco do not even keep minutes during their meetings, 
because they want members to remain flexible going forward. SET management 
encourages flexible structures that can support continuous change. This includes 
monitoring the outcomes of ongoing experimental changes and providing opportunities 
to share these successes with others in order to promote further learning. Positive 
changes are celebrated and disseminated to provide examples for others to consider and 
adopt (such as when all the units in AT&T started using 25-pound rolls of cable). 
Ultimately, changes that begin and grow informally may become institutionalized (e.g., 
the social norm at Semco is not to take minutes; AT&T uses 25-pound rolls), but the 
process is bottom-up (not decided top-down by management).   

 

 INTRAPRENEURSHIP IMPLICATIONS 
In each chapter we have considered how the tools and ideas introduced apply to 
entrepreneurs, and we have primarily focused on classic entrepreneurs (i.e., those 
starting a new organization). However, the issues of organizational change discussed 
here are not as relevant to the concerns of an entrepreneurial start-up. While many 
(perhaps most) elements will be changing and dynamic in a new organization, those 
changes usually will not generate the same level of resistance as discussed in this chapter 
because in a start-up, nothing has yet been institutionalized.  In a new organization, there 
are few routines and little history; there are no “old ways” to hold on to, and current 
practice may have been developed literally yesterday. Dynamism is taken for granted in 
a start-up, so often provokes less resistance. 

There are important 
differences in 
refreezing, versus 
re-slushing, versus 
resuming 
organizational 
activities. 
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However, the sorts of change discussed in this chapter, especially planned, 
transformational and innovative changes, are of considerable importance to 
intrapreneurs (those who pursue entrepreneurship within an existing organization). In 
this section we therefore consider how the tools from this and previous chapters can be 
integrated with the four phases of the change process to help intrapreneurs introduce 
new ventures within existing organizations.  

 

PHASE #1: RECOGNIZE THE NEED/OPPORTUNITY FOR CHANGE 
Intrapreneurial initiatives are often instances of proactive, innovative and 
transformational organizational change. Thus, the first step in the change process is akin 
to the first step in the entrepreneurial process, except in the latter it is to identify an 
intrapreneurial opportunity. A key difference, though, is that an intrapreneur has access 
to a host of existing organizational resources to start a new venture, whereas the classic 
entrepreneur is more of a blank slate. This provides significant advantages to 
intrapreneurs (e.g., access to funds and expertise), and also added challenges (need to 
change what an existing organization does). 

The kinds of intrapreneurial opportunities intrapreneurs identify will vary by 
management type. FBL intrapreneurs are likely to focus on opportunities where they can 
leverage existing resources to increase financial returns (e.g., by outsourcing manu-
facturing to lower cost overseas factories). TBL intrapreneurs will look for opportunities 
where they can leverage existing resources to address social or ecological issues (e.g., by 
finding ways to profitably offer their products in low-income countries, to permit people 
at the Base of the Pyramid to participate in and enjoy the fruits of belonging to a global 
economy). SET entrepreneurs may seek to change fundamental ways an organization 
produces its goods and services (e.g., Ray Anderson acted like an intrapreneur when 
recognized the need for Interface to transform its ecologically irresponsible practices). 

 Regardless of whether they have an FBL, TBL or SET approach, once intrapreneurs 
have identified an intrapreneurial opportunity for change, they can use the same strategic 
management tools used by other managers within their organization (and used by classic 
entrepreneurs). This includes developing stakeholder maps, performing SWOT analyses, 
identifying an appropriate generic strategy, and crafting a vision and/or mission state-
ment for the initiative, whether this is driven by the intrapreneur working independently 
(FBL approach) or with members (TBL approach) or a range of stakeholders (SET 
approach). Having a clear and compelling value proposition for the intrapreneurial 
change will increase access to organizational resources and reduce resistance.  

 

PHASE #2: PREPARE FOR CHANGE 
Unlike classic entrepreneurs, who focus only on making preparations for their new start-
up, intrapreneurs must in addition prepare their host organization for the intrapreneurial 
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initiative. As described in the chapter, the process of preparing for change will differ for 
FBL, TBL and SET entrepreneurs.  

In particular, because intrapreneurs are working within an existing organization, 
they must consider an issue that most classic entrepreneurs do not have to deal with. 
Market cannibalization refers to the negative effect that a new product or service has on an 
organization’s existing products and services. For example, imagine that an airline company 
launches a new discount subsidiary offering flights with fewer services, in smaller planes 
at cheaper prices. In this situation, it is likely that some travelers who would otherwise 
have chosen the main airline will instead choose a discount fare. This loss of a full-fare 
customer would represent cannibalization, and is an issue that intrapreneurs need to 
consider. Cannibalization is most common in mature industries that are not growing, 
because there are few truly new customers. Some organizations practice intentional 
cannibalization (e.g., manufacturers wanting consumers to upgrade their phones or 
computers to the latest model), but the possibility for loss makes it essential that the 
intrapreneur conduct a thorough analysis of the environment and industry, as well as 
considering the place of the new venture in the organization’s overall corporate strategy.  

Unless they are envisioning the creation of brand new product categories (e.g., the 
market for smart phones), FBL intrapreneurs will be most concerned about negative 
effects from cannibalization, as the FBL model generally assumes a relatively fixed 
market filled with self-serving and price-conscious customers. Any new product or 
service must be carefully assessed for its potential to reduce financial returns.  

In contrast, some amount of cannibalization is likely to be built into TBL 
intrapreneurship; it may even be the goal. New TBL initiatives typically involve changing 
an old product or process to increase profits by being more sustainable. As such, if the 
new product is more profitable or offers more benefits in terms of public image and 
brand loyalty, the TBL organization would prefer to have their customers switch to it.  

SET intrapreneurs will usually be least concerned about cannibalization. Indeed, 
few SET markets are mature, because the socio-ecological problems are large and 
complex; there is almost always room for growth. Likewise, since the SET approach is 
less focused on maximizing financial profit, having customers change from one product 
to another is less problematic, as long as the organization remains viable and/or the 
socio-ecological well-being is enhanced. Indeed, many SET organizations would love to 
become obsolete. For example, Mohammad Yunus, founder of the Grameen Bank, is 
known for saying that our grandchildren will need to go to a museum to see poverty (see 
the opening case in Chapter 6).  

 

PHASE #3:  MAKE THE CHANGE 
Both when preparing for and when implementing their initiative, intrapreneurs need to 
be particularly attuned to issues related to organizational (re)design. Whereas classic 
entrepreneurs struggle with the work required to start-up a fully-developed organization 
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design, intrapreneurs must find their place within an existing organization design. If the 
intrapreneurial initiative is to succeed, it will likely need to make changes to the host 
organization’s culture and structure. 

In particular, when working within host organizations that have relatively rigid 
organizational designs—which often characterize the mature existing organizations that 
can best afford to support an intrapreneurial venture and may have the most to gain by 
its infusion of new ideas—intrapreneurs will be pushing for more fluidity and room to 
experiment. However, when working within host organizations that have more dynamic 
organization designs—where experimentation and ideas for potential new initiatives are 
commonplace—intrapreneurs may be pushing for greater rigidity as they promote a 
specific idea that they want organizational resources to be focused on. This sort of 
reversal, which challenges the overall management approach, is part of the reason that 
the manager’s role in a change is often the most visible in Phase #3. It is at this point that 
the intrapreneur must actively redirect the organization to move in a new direction. 

 

PHASE #4:  SAFEGUARD THE CHANGE 
Having implemented their intrapreneurial initiative, intrapreneurs must ensure that it 
becomes institutionalized so that practices do not revert to the way they were done 
before. If the intrapreneurial initiative was transformational in scope, then the whole 
organization design may need to be adjusted. But even if the initiative was smaller (e.g., 
launching a new product or changing how an internal process operates), the change still 
needs to be integrated with established procedures. Think of the number of people you 
know who have made New Year’s Resolutions or other promises to change their 
behavior (e.g., lose weight, stop smoking, sleep more), but then a few weeks or months 
later their behavior is back to normal. Similar processes are at work in organizations, 
which is why Phase #4 is so important. 

Unlike classic serial entrepreneurs, who are often most adept at the start-up phase 
but not particularly comfortable in developing and managing the ongoing structures and 
systems associated with mature and stable organizations, intrapreneurs are often more at 
home in developing the structures and systems required to safeguard the intrapreneurial 
venture. Intrapreneurs are relatively comfortable in this phase because it involves a 
return to “normal,” where normal means being part of an organization with well-
developed information systems, business functions, and so on (Chapter 19). For those 
intrapreneurs who have successfully implemented their initiative within a fairly rigidly 
structured host organization, this may mean allowing the intrapreneurial venture to 
become more rigid over time. And for intrapreneurs who have successfully implemented 
their initiative within a host organization with a dynamic design, this may mean allowing 
the intrapreneurial venture to also become more dynamic over time.  
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CHAPTER SUMMARY 
1. Organizational change is complex and varies in its scope (transformational versus 
incremental change), preparedness (proactive versus reactive change), and source 
(innovative versus imitative change).   

2. The change process has four phases:  

i) recognize the need/opportunity for change 

ii) prepare for change 

iii) make the change 

iv) safeguard the change 
 

3. The four phases in the change process are managed differently in FBL, TBL, and SET 
approaches:  
 

a) FBL management has a top-down, productivity-maximizing financial focus where 
managers:   

    i) recognize the need/opportunity for change and develop the change vision. 

    ii) use influence tactics to overcome resistance and persuade members to buy into 
the   change. 

    iii) use their authority to implement the change and gain commitment. 

    iv) establish structures and systems to ensure the change remains entrenched.   

b) TBL management has a bottom-up triple-bottom line bias where managers:   

i) sensitize members to a wider scope of areas where change may be appropriate 
(i.e., not just changes that enhance financial well-being).  

ii) involve members when developing the change vision. 

iii) work together with members to implement change and gain commitment. 

iv) encourage ongoing learning among members. 

c) SET management has a bottom-up socio-ecological well-being bias where managers:   

i) press the “pause” button at times when heightened critical reflection is called for. 

ii) invite members to design and do experiments to address a problem/opportunity.  

iii) facilitate the ability and opportunity for members to change their worldview as 
they reflect upon their experiments. 

iv) encourage ongoing adaptive improvisation and learning among members. 

4. The four-phase change process provides concepts and tools helpful to manage the 
intrapreneurial process. 
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QUESTIONS FOR REFLECTION AND DISCUSSION 
1. Identify the four steps in the change process. What are the main differences between 
FBL, TBL, and SET approaches in each step?  

2.  As an employee, which management approach—FBL, TBL, or SET—would you prefer 
to be in place when your organization is going through a change? If you were a manager, 
which approach would you prefer? Explain your reasoning.  

3. Think of an organization where you have worked. Which management approach to 
change—FBL, TBL, or SET—do you think would be the most effective in that 
organization? Think of a change that was introduced in this organization. What system 
was used? Was that system the one you think they should have used? Why or why not?  

4. Think of a change that has occurred in your life recently. How did you react to the 
change? Is the way you reacted similar to the way you react to change generally? Why or 
why not? What are things that make you more (and less) open to change? 

5. From your personal experience, what do you think are the three most important 
reasons that people resist change? What can be done to minimize resistance and increase 
commitment? How do your ideas square with what is found in the text on this subject? 

6. What are the benefits and drawbacks of including more stakeholders in shaping and 
implementing the change process?   

7. In previous chapters you have been developing an Entrepreneurial Start-Up Plan for 
an organization that you would like to create. You have probably been thinking of your 
organization as a new start-up, but how might it be possible to realize your value 
proposition within an existing organization via intraprenuership? Identify a specific 
organization that you think would be well-suited to pursue your idea intrapreneurially. 
What do you think makes it suitable? What changes would the existing organization be 
required to make? What would need to be done to manage that process? Sketch out an 
intrapreneurial plan for achieving your Entrepreneurial Start-Up Plan (ESUP) goals 
within the existing organization you have identified. 

 
 
 
  



 269 

SPACE TO WRITE DOWN YOUR REFLECTIONS & NOTES 
 



 270 

 
PREVIEW AND SUMMARY OF CHAPTER 19 

 FBL TBL SET 
Four steps: 

1.  Establish 
performance 
standards 

 

Value chains help to 
identify key control 
points and standards 

 

Generally 
speaking,  
the TBL 
approach 
tends to  
follow 
FBL practices, 
except for 
those  
specific 
situations 
where  
SET practices 
help to 
enhance the 
organization’s 
financial  
well-being 

 

Value loops help to identify 
key performance standards 

2.  Monitor 
performance 

Use top-down 
information systems that 
measure things to 
maximize productivity, 
efficiency and financial 
outcomes 

Bottom-up information 
systems help to enhance 
measures associated with 
socio-ecological well-being 
processes and outcomes 

3.  Evaluate 
performance 

Use top-down approach  
- rational  

Multiple stakeholders 
- relational 

4.  Respond 
accordingly 

Managers take action Managers expect help from 
others 

Business 
functions: 

  

Human 
resource 
management 

Focus on individual 
KSAOs that increase 
financial well-being 

Develop group KSAOs that 
enhance overall well-being 

Finance Align managers’ interests 
with owners 

Align managers’ interests with 
all stakeholders 

Accounting Focus on short-term and 
monetary measure  

Focus on long-term and 
multiple measures  

Operations/ 
Supply  

Structure relationships to 
enhance efficiency 

Seek relationships for socio-
ecological well-being 

Marketing Focus on customer wants 
and price  

Focus on customer needs 
and externalities 

Entrepre-
neurship 

Start-ups need the same control systems as any other organizations, but 
may face constraints due to founder effects and scaling issues 
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CHAPTER 19: 
CONTROL 

 

Learning goals  
After reading this chapter, you should be able to: 

1. Describe the importance of the controlling function of management. 

2. Identify and describe the four-step process of organizational control. 

3. Explain how the control process varies in FBL, TBL, and SET management. 

4. Understand the difference between a value chain and a value loop. 

5. Explain the difference between data and information, and why this is key to 
controlling. 

6. Understand why the control process is important in the various functional areas of an 
organization. 

7. Describe how the functional areas of business differ in FBL, TBL and SET 
organizations. 

8. Explain how founder effects and scaling influence entrepreneurs’ use of the control 
process. 

 

LIKE FATHER, UNLIKE SON1 

Michael Mauws was completing a graduate degree in business when his father, 
Larry, asked him to manage his company, Westward Industries Ltd. The company 
designed and manufactured three-wheeled cars used by police forces throughout 
the U.S. for traffic control and parking enforcement. Its three-wheeled “Go-4” 
vehicle had taken the market by storm and had become a leader in its market 
segment.  

Larry wanted Michael to take over the firm so that Larry could focus on his favorite 
part of the business, which was redesigning the car and inventing new products. 
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Michael agreed to help his father, and had visions of making the company a “self-
managed organization” where workers had as much control as possible. 

Michael knew that he and his father had different visions for how Westward should 
be managed. Larry was an entrepreneur who liked to invent things, but he did not 
like paperwork. He was always tinkering with the car, improving it because he 
enjoyed responding to customer feedback. For him, the best way to grow Westward 
was by improving the design of its product. It was his company, his car, and he 
called the shots. There were few written policies, and a very limited paper trail. 
Inventory and parts were especially problematic, and often the assembly line had to 
wait for a rush-order of missing parts.   

Westward’s employees were happy that the firm was going to be managed by 
someone with Michael’s administrative and organizational skills, and glad that 
Larry would stay on as Vice-President of Research and Design. Michael’s 
management style was the opposite of his father’s. Rather than top-down control, 
Michael wanted the firm to have bottom-up control where members had control 
over their work. Michael wanted to be treated like a member of the “team,” a team 
where everyone in the organization did their part and respected each other. Michael 
wanted everyone to have ownership of their jobs and to enjoy their work. He also 
wanted everyone to be empowered to make decisions about their jobs, including 
what time they arrived in the morning and when they left at the end of their shift. 
After all, they were the experts in the work that they did. Michael created a “What’s 
Happening” binder that he left on the staffroom table; it contained letters to 
suppliers, customers, and financial reports. He wanted everyone to know what was 
going on.2 Michael started to hold weekly staff meetings, where problems were 
discussed and decisions made. 

Michael’s most important contribution was to overhaul the management 
information systems at Westward. He revamped everything from human resource 
management to accounting to operations management. He knew that getting the 
right information into the hands of employees was key to his vision of a self-
managing organization. His new systems provided basic information that had not 
been available at Westward before—like how many parts there were in inventory—
and this was welcomed by everyone. At first Larry despised the system, because it 
demanded that everyone—even Larry—had to account for each part and piece of 
material being used. Michael also overhauled the accounting system, which made it 
easier to find out which custom orders were more profitable, the costs associated 
with adding special features to the vehicle, and which components to produce in-
house and which to get from suppliers. 

Compared to his entrepreneurial father, Michael had a different set of values and 
ideas about control, and a different way of relating to others and of making 
decisions. This, in turn, resulted in him developing different information systems. 
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However, even six months after his arrival and making all these changes, most 
employees at Westward had not embraced Michael’s management approach. They 
had spent years working under Larry’s approach, and most did not buy into his 
son’s vision for a “self-managed organization.”   

Then unexpectedly Michael left Westward and Larry took over the management 
duties again. Although Larry appreciated the systems improvements that Michael 
had made, Larry was quick to revert to the “old school” approach to managing the 
company. And employees, who were very familiar with Larry’s management style, 
were ready to embrace it. Michael’s vision for a self-managed firm and his changes 
seemed destined to fail. 

However, the story does not end there. One year after his departure, Michael’s idea 
of a “self-managed organization” had actually started to take hold at Westward. 
This happened in large part because of the way that Michael had designed 
Westward’s management information systems, which Larry had not changed after 
Michael’s departure. By working in accordance with these information systems—
which Michael had designed to support his vision of a self-managed organization—
workers at Westward began to experience firsthand what Michael had been trying 
to accomplish.  They grew to enjoy the empowerment that the information systems 
provided.  

Gradually employees began to challenge Larry, in large part because Michael’s 
systems provided them with information to make better decisions than Larry could 
make. For example, ordering supplies and parts was no longer based on Larry’s 
guesstimates, but rather on the more accurate information provided by Michael’s 
information systems. In sum, the information systems that Michael had developed 
and implemented were shaping a self-managed organization, where control that 
had formerly been held by the manager was now available to workers.  

 
Controlling means ensuring that actions of organizational members are consistent with the 
organization’s underpinning values and standards. Controlling is usually taught as the 
fourth function of management (after planning, organizing, and leading). However, at its 
best, controlling represents the most thoughtful, reflective, and forward-looking of the 
four functions of management, and could easily be taught before the other management 
functions. Controlling demands that managers consider the big picture of an 
organization’s operations, and ensure that all the different activities in an organization 
accomplish what they have set out to do. 

We begin in this chapter by describing the four-step control process, highlighting 
the important difference between value chains and value loops, the difference between 
data and information, and the differences between the Financial Bottom Line (FBL), 
Triple Bottom Line (TBL), and Social and Ecological Thought (SET) approaches to 
controlling. We then describe how business functions like marketing, production, and 
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finance fit into the controlling process, and how these functions operate differently in 
FBL, TBL, and SET organizations. We conclude with a discussion of the implications for 
entrepreneurship. 
 

FOUR STEPS IN THE CONTROL PROCESS 
The four steps of the controlling process are: establish performance standards, monitor 
performance, evaluate performance, and respond accordingly. 

 

STEP #1:  ESTABLISH PERFORMANCE STANDARDS 

Because managers cannot control everything that happens in an organization, they must 
be selective when they design control systems. In the first step of the control process, 
managers identify the most important activities that need to be controlled. By doing this, 
managers can identify and establish a shorter list of key performance standards that must 
be met.3 These goals and standards must fit with the overall organizational mission, 
vision, and strategy (see Chapter 8). 

As shown in Figure 19.1, it is useful to think of three dimensions of organizational 
activities that managers must control. Inputs (hiring employees, financial resources, 
access to supplies, etc.) are resources that must be effectively combined (in a conversion 
process) in order to produce goods and services (outputs) for specific markets that the 
organization has targeted. This three-step value chain—the sequence of activities needed to 
convert an organization’s inputs into outputs—is a crucial tool that helps managers identify 
and establish key performance standards. Value chains help managers design control 
systems that minimize the costs associated with waste,4 over-production, waiting, 
transportation, inventory, and defects.5 

 

Figure 19.1:  A conventional value chain  
	
	 	 	 	 	 	 	 			
	
	 	 	 				
	 	 	 	 						
 
  

Managers use three types of controls, which correspond to the three basic parts of 
the value chain: feedforward, concurrent, and feedback controls. Managers need to first 
determine the nature of the inputs required in order for their organization to create its 
goods and services. Feedforward controls are designed to reduce organizational problems 
before they occur by anticipating them and preventing them. For example, managers 
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ensure the people they hire have proper training and experience, that the financing they 
acquire is affordable and legitimate, and that the raw materials come from trustworthy 
suppliers and are available in a timely manner. Concurrent controls point to the most 
important information about an organization’s conversion processes, and help managers 
to identify and correct problems as they occur. This includes things like developing 
standard operating procedures detailed job descriptions, and quality control.6 Feedback 
controls are designed to identify and correct problems after they occur so as to avoid 
future problems. This might include performing exit interviews with employees who 
leave the firm, ensuring the return rate on financial investments meets targets, and 
monitoring sales for trends and surprises.  

The FBL approach to establishing performance standards  
FBL management emphasizes controls that can be quantified and written down. These 
standards may be expressed in terms of standard operating procedures, specifications for 
input components, piece-rate pay systems, and the constraints and targets built into 
departmental budgets.7 Table 19.1 describes four well-known generic performance 
standards that are popular in a wide variety of FBL organizations.  

 
Table 19.1: FBL performance standards 

Performance standard Measures 
Factor productivity:  How well is the 
organization performing, all things 
considered? How well does the 
organization perform with regard to 
specific inputs (such as labor)? 

Total factor productivity = value of outputs ÷ (value 
of the inputs of labor+capital+materials+energy)   

 
Labor productivity = value of outputs ÷ value of 

direct labor 
Liquidity ratios:  Is the organization able 
to quickly convert assets to cash if it 
needs to meet short-term obligations? If 
for some reason the organization doesn’t 
sell its inventory, will it still be able to 
meet its short-term obligations? 

Current ratio = current assets ÷ current liabilities 
 
Quick ratio = (current assets – inventory) ÷ current 

liabilities 
 

Leverage ratios:  Is the organization’s 
financing mainly from borrowed money 
or from owners’ investments? Is the 
organization technically insolvent (that is, 
are its debts greater than its assets)?  

Debt-to-assets ratio = total debt ÷ total assets 
 
Times-interest-earned ratio = profits before interest 

and taxes ÷ total charges for interest  
 

Profitability ratios:  How well is the 
organization using its resources to 
generate profits? How much profit does 
it make on each dollar of sales? 

Net profit = net income ÷ sales 
 
Return on investments (ROI = net after tax profit ÷ 

total assets  
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The TBL approach to establishing performance standards  
TBL managers also use the four performance standards described above but, as depicted 
in Figure 19.2, in situations where it is in their financial interests they add a link between 

an organization’s outputs and its inputs, which is 
consistent with an emphasis on reducing negative 
externalities. In other words, TBL organizations 
(and SET organizations) emphasize value loops 
instead of value chains. A value loop describes 
how an organization’s inputs are converted into 
outputs, which in turn are linked to the organization’s 
future inputs. For SET and TBL management, the 

FBL idea of a value chain has two key drawbacks. First, it ignores socio-ecological 
externalities. The “Environmental Resources and Processes” element at the bottom of 
Figure 19.2 helps managers to understand how organizational activities contribute to, 
and resolve, societal and ecological problems in the larger system. Value loops draw 
attention to externalities associated with both inputs and outputs.  

 
 

Figure 19.2:  A generic value loop 
 
          
 
       
          
 
 
         
 
 
     
 

 
 
 
 
 
  

 
 Second, value chains move in only one direction: inputsàconversionàoutputs,8 
whereas value loops explicitly recognize that the flow of resources travels in both 
directions between the links. The thicker arrows in Figure 19.2 indicate the direction that 
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managers usually see the resources flowing, while the thinner arrows indicate that 
managers must also be sensitive to how resources and information flow in the opposite 
direction. These “opposite direction” flows affect the control process. For example, when 
managers in fast food restaurants began to receive requests for food prepared in a 
healthier fashion (i.e., grilled not fried, fruit instead of fries), that affected the companies’ 
conversion processes. Customer inquiries regarding the environmental impact of 
packaging influenced managers’ input decisions (such as looking for suppliers who used 
recycled paper). Managers have much to gain by developing control systems that adapt 
to changes in customer preferences or trends in the larger environment. 

Consider how value loops are used at Interface Inc., the carpet manufacturer 
described in the opening case of chapter 14 that went from being a FBL to a TBL and 
eventually to a SET managed company.9 In terms of the socio-cultural environment, 
managers at Interface recognize that societal values shape their employees and provide 
the legitimacy that allows the company to do its work. At the same time, Interface 
contributes to the socio-cultural environment by creating jobs and products that provide 
symbolic and social meaning. Interface also affects the socio-cultural environment by 
providing a compelling example of how SET management principles can be applied in 
large organizations. In terms of the natural environment, Interface requires raw materials 
as inputs, and its managers strive to minimize the amount of pollution or waste that is 
created (unsaleables), and to maximize the re-usability of its outputs (cradle-to-cradle 
product design). In terms of the political-legal environment, managers at Interface 
depend on the legal institutions and regulations that allow it to exist as a corporation, 
and it in turn provides taxes to support the infrastructure created and maintained by 
government. Finally, in terms of the financial/technological environment, Interface 
requires investment capital and existing technology, and it pays out dividends and 
develops more sustainable technologies that create benefits for others. 

TBL performance measures are becoming increasingly commonplace, drawing from 
developments in the balanced scorecard approach, and 
social and ecological audits.10 For the most part, this 
includes measuring social and ecological performance in 
ways that FBL management has typically avoided, 
including measuring things like meaningful work, 
work-life balance, happiness, social justice, and so on. 
Some existing societal measures that use such an 
alternative performance approach include the Genuine 
Progress Index and Gross National Happiness Index.11 
Table 19.2 provides examples of possible TBL and SET 
performance measures.  
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Table 19.2: TBL and SET performance standards 

Performance standard Measures 
Participation/Inclusion: How 
involved are stakeholders in 
making decisions? How much 
time is allocated to discussing 
issues in meetings? 

Project Group Inclusion = Number of external stakeholders 
in the group ÷ Total number of group members 

Socio-Ecological Time allocation = Amount of time spent 
discussing socio-ecological issues ÷ total time of meeting 

Ecological/Financial:  How 
efficient is the organization at 
transforming ecological 
resources into economic value? 

FinEco ratio = Financial value of outputs ÷ ecological 
footprint 

 

Ecological well-being: Is the 
organization creating more 
waste than it is reducing? 

Net ecological externalities = positive ecological 
externalities minus negative ecological externalities 

 
Social well-being and social 
justice: What effect has the 
organization had on 
marginalized social 
communities? 

Net social externalities = positive social externalities minus 
negative social externalities 

Work force composition = Number of employees hired 
from specified chronically-underemployed groups ÷ Total 
number of employees hired 

 

The SET approach to establishing performance standards  
Whereas FBL and TBL standards place a primary emphasis on maximizing financial 
interests, efficiency, and achieving competitive advantage, key values and standards for 
SET management include interpersonal trust, democracy, and the flow of empowering 
information. These values and performance standards are evident at Semco, perhaps the 
best-known example of SET control (see the opening case in Chapter 11).12 If Semco can 
achieve such SET performance measures, then Ricardo Semler is confident that other 
goals—like financial viability, meaningful work, motivated employees, and work-life 
balance—will follow. Even though Semco has few written regulations and performance 
standards, and does not even have a written mission statement, Semler does have a 
mission: “to find a gratifying way of spending your life doing something you like that is 
useful and fills a need.”13 

For Semler, measures of productivity and the financial bottom-line are a means—
obviously a very important means—to this larger end.14 One reason that Semler does not 
have a formal mission statement is because he wants Semco’s mission, and its key values, 
to be constantly socially-created by the workers and other stakeholders. A desire to allow 
a variety of stakeholders (owners, members, customers, suppliers, and neighbors) to 
participate in shaping an organization’s “barometers of success” is another hallmark of 
SET management.15 As Semler notes, the key is to involve other stakeholders in 
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developing the appropriate measures: “By evaluating 
success from everyone’s point of view, we believe 
we’ll land on the new list of companies that unite 
sustainability with all-around satisfaction. Let’s call 
this list the Fortunate 500. … Redesigning the 
workplace for the twenty-first century means letting 
in fresh air and giving up control.”16 

 

STEP #2:  MONITOR PERFORMANCE 
Once managers understand the critical steps in value chains/loops, and have identified 
the key performance standards to be met, they must develop appropriate information 
systems that allow them to monitor performance. An organization’s information system 
consists of its mechanisms that identify, collect, organize, and disseminate information. 
Information systems are important for each of the four functions of management: 
planning, organizing, leading and controlling. Information is especially important for 
decision-making. Spending on information technology accounts for more than half of all 
the money organizations spend on capital annually (more than $1 trillion).17 Information 
systems are important in each phase of the control process, but perhaps most evident in 
allowing managers to monitor performance. 

Conceptually, perhaps the most important thing an information system does is to 
allow managers to determine what are considered to be valuable information, versus 
what is considered to be merely data. Data are facts and figures, some of which managers 
deem to be useful but the majority are not. Organizations are filled with almost infinite 
amounts of data, including what clothes people are wearing on a particular day, what 
they are eating for lunch, how many words are used in email messages, the tone of 
someone’s voice, and so on. Most data are ignored because they are not seen as important 
enough to pay attention to. 

Information refers to data that have been given meaning and value. Managers design 
control and information systems to monitor meaningful data. For FBL and TBL 
management, meaningful data are those that help to maximize productivity and financial 
well-being, and thus are deemed information. Data that do not help to achieve these 
goals are not considered information from a bottom-line perspective. For example, for 
many years managers at fast food restaurants found that data about the price of paper 
used to wrap their burgers provided useful information (to allow managers to reduce 
costs and thus increase profits), but these managers did not have any interest in whether 
or not the paper was recycled. Today, thanks to changes in consumer demand, 
information about whether the paper has been recycled is recognized as important 
information along with the price of the paper.  

It is precisely this process of giving some data meaning that makes information 
systems an essential part of the controlling function. In creating an organization’s 
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information system, managers are signaling what is meaningful and valued in the 
organization, and what is not. For example, FBL managers may design information 
systems that monitor and collect financial data, but they typically pay much less attention 
to social and ecological well-being. 

Regardless of the content of a management information system, there are some 
generic rules-of-thumb that managers should keep in mind when designing them. 
Managers should develop information systems that: 

1) are based on accurate data 

2) encompass all aspects of their organization that they deem meaningful, aware 
that sometimes the costliness of information will dictate that it is incomplete 

3) are timely, in order to provide the necessary feedback to allow people to make 
better decisions and perform their jobs better 

4) are user-friendly and understandable. 

Computers are playing an increasingly important role in controlling, something 
Henri Fayol could not have envisioned a century ago when he first introduced this 
management function. We live in a time of super-computers and “big data;”18 managers 
have an over-whelming amount of digital data available to them, heightening the 
importance of discerning what subset of those data are deemed valuable information. 

The FBL approach to monitoring performance 
Compared to SET and TBL approaches, FBL management has the most focused attention 
on information that helps to maximize productivity, efficiency, and financial well-being; 
it also has the greatest emphasis on top-down control systems. In particular, FBL 
management is drawn to the efficiencies associated with digital information systems, 
which enable and thus often encourage monitoring performance using quantifiable 
information instead of face-to-face information. Technological advances make it 
increasingly easy for managers to count (numerically) many different things, and over 
time the things that can easily be counted begin to count (i.e., to matter). For example, 
transaction processing systems are used to record customer orders, track purchases from 
suppliers, and so on. Most organizations use transaction processing systems to handle 
tasks like customer billing, payment of suppliers, and payroll preparation and payment.19 
Grocery stores use scanners to record the sale of items and track inventory levels. The 
information collected with transaction processing systems is often used in operations 
information systems, where software helps managers to monitor and coordinate the flow of 
work between various organizational subunits and their suppliers. Such systems help to 
identify and overcome potential bottlenecks, shortages in inventory, and over-
production. The information drawn from transaction processing systems is also helpful 
in decision support systems that allow managers to gather and manipulate data from a variety 
of sources to help evaluate performance. For example, managers might want to examine 
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past sales data in light of seasonality and the timing of 
new product introductions by competitors. Such 
information will let them know how important it is to 
consider factors like seasonality or competitors’ 
advertising campaigns.  

Information systems can enhance dynamic real-
time relationships with external organizations, such as 
when managers work with suppliers using tools like 
just-in-time inventory management, which brings all the 
needed materials for production together literally just-in-
time for them to be combined into the finished product. A Dell computer factory in Austin, 
Texas communicates with its suppliers so effectively that the Dell factory keeps just two 
hours of inventory on hand, thereby minimizing raw materials inventory. Finished 
computers are loaded onto trucks less than 15 hours after a customer has submitted the 
order. These controls all help to lower the financial costs that are associated with the high 
rate of obsolescence in high-tech industries. On average the value of a personal computer 
decreases by about 1% every week.20  

The TBL approach to monitoring performance 
TBL management is also attracted to the same efficiencies that FBL management is, but 
TBL approach is more aware than the FBL approach of the need to regard socio-
ecological data as information, and uses a less top-down approach in situations where it 
is profitable to do so. For example, the TBL approach monitors performance in terms of 
reducing energy costs and possible savings from using renewable energy. TBL 
management is more aware than FBL management that using information systems to 
monitor people can lower trust and dehumanize the workplace, creating negative social 
externalities the undermine productivity. Thus, TBL organizations are less likely to be 
among the 43% of employers who monitor the amount of time employees spend at the 
keyboard (including their content and keystrokes), and less likely to use video 
monitoring to counter theft in the workplace.21  

The SET approach to monitoring performance 
SET management monitors the widest scope of socio-ecological performance, and is most 
likely to emphasize bottom-up control systems. For example, as we saw in the opening 
case, the SET approach is most likely to use management information systems to 
empower workers. Along the same lines, SET management is more likely to be attracted 
to software like electronic hubs (eHubs) which allow information to be transmitted in 
real-time among all stakeholders, thereby enabling coordination and mutual adjustment 
by stakeholders from a variety of organizations. EHubs empower suppliers and 
customers, allowing each to see how much a firm has paid for its inputs, the costs 
incurred in the conversion process, and the price at which it sells its outputs.22 In such 

We live in a time of super-
computers and “big data,” 
which increases the 
importance of managers 
discerning what subset of 
those data are deemed to 
be valuable information. 



 282 

cases, managers need to trust their employees, suppliers, and customers to not use the 
information to harm the firm.  

The SET approach is particularly aware that members treat one another more 
respectfully when there are no monitoring systems.23 For example, Semco—which places 
primary emphasis on nurturing trust, dignity, and sharing of information—does not set 
up structures and systems like internal audits or inspections to monitor whether workers 
are complying with organizational regulations (though they must comply with 
governmental regulations). Ricardo Semler believes that information is power, and he 
does not want to use that power as a form of hierarchical control. Instead, Semco favors a 
transparent information system where, for example, everyone has access to the 
company’s financial books (including company profits and every employee’s salary) 
which are also open for audit by their unions. This willingness to share information also 
spills over to Semco’s external environment, such as occasions where customers are 
sometimes told exactly how much profit Semco will earn from a given sale.  

Although SET companies like Semco deliberately minimize many aspects of 
traditional top-down monitoring of performance (e.g., Semco monitors profits and 
inventories, but does not monitor the performance or hours worked by individual 
employees), they do use bottom-up performance monitoring systems.  Semco employees 
annually fill-out an anonymous survey about the company, its future, and its managers. 
Every six months members fill out a “Seen from Below” questionnaire that asks 36 
questions, such as whether a manager treats subordinates and peers in the same way.24  

 

STEP #3:  EVALUATE PERFORMANCE 
During this step, managers compare the information collected in the second step to the 
goals or standards established in the first step. This allows managers to answer questions 
such as: Have quality standards been met? Is the “liquidity ratio” within the desired 
range? Are inventory levels acceptable? Has a salesperson’s performance improved as 
planned? During this step, managers must decide whether extenuating circumstances 
help to explain variations in performance. For example, did a competitor introduce a new 
product, or go bankrupt? Were there unforeseen shifts in the industry, or in the overall 
economic picture? Were any employees experiencing health problems that affected their 
performance? 

The FBL approach to evaluating performance  
There is a tendency for FBL managers to evaluate the performance of individuals. This is 
evident in piece-rate compensation systems, where employees are paid based on how 
many widgets they produce or by how many sales they make, by giving “employee of 
the month” awards, by paying bonuses for employees who meet certain targets, and so 
on (see also Chapter 13 on human resource management). The focus is on setting rational 
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and quantifiable SMART goals—Specific, Measurable, Achievable, Results-based, and 
Time-specific (see Chapter 8)—for each individual in the organization. 

The TBL approach to evaluating performance  
TBL management is more likely to be attuned to the growing 
awareness that the performance of individuals is often influenced 
by systemic factors outside of their control. Perhaps the best 
example of this comes from Total Quality Management (TQM) 
which emphasizes how managers can continuously improve 
organizational work systems so that products and services better meet 
the quality desired by customers.25 This is illustrated in the “The 
Red Bead Experiment” that W. Edward Deming,26 a founding 
father of the quality movement, often used at his four-day seminars. Ten volunteers are 
recruited to work in an “organization,” including six workers, two inspectors, an 
inspector of the inspectors, and one recorder. The experimenter then pours 3,000 white 
beads and 750 red beads into a box, where they are mixed together. Each worker scoops 
beads out of the box with a scoop that holds 50 beads. Each full scoop is considered a 
day’s production: white beads are acceptable, but red beads are defects. Workers are 
asked to scoop out only white beads and no red beds. Of course, due to the laws of 
statistical variability, each worker scoops out some red beads, regardless of how 
motivated they are to get only white beads or how much their “manager” exhorts them 
not to or praises workers who had fewer-than-average red beads.  

The message is simple. From a statistical point of view, it is foolish for a manager to 
utilize data about the number of red beads any particular worker produces as the only 
information for promoting or demoting workers. Rather, statistically speaking, there will 
always be variation in any process or system, so there will always be variations in the 
performance of workers, with some performing well and others performing not as well. 
Put differently, there will be differences in individual workers’ performance because 
performance is often influenced by systemic factors outside a worker’s control. It is 
therefore up to management to improve the systems, rather than to reward and control 
the individuals within the system.27 

TBL management extends the TQM ideas by applying them to even larger systemic 
feedback loops consistent with TBL performance criteria. The TBL approach evaluates the 
effect that the organization has on the larger socio-cultural, ecological, political-legal, and 
economic-technological environments. This is consistent with intelligent product systems 
that evaluate organizational performance more positively when organizations adopt 
cradle-to-cradle systems that minimize waste (i.e., unsaleables) (see Chapter 4). The 
emphasis is on keeping worn-out products out of landfills, and designing them to 
become valued inputs for future products. 
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The SET approach to evaluating performance  
SET management is similar to TBL management, except that the SET approach relaxes the 
emphasis on maximizing financial well-being, involves even more stakeholders, and is 
more likely to consider qualitative evaluations. Compared to FBL management, both SET 
and TBL management are more likely to involve more stakeholders in evaluating 
performance, as is evident when an organization’s annual report includes social audits 
prepared by external evaluators, when managers are evaluated by the people who report 
to them, and when external stakeholders are invited to participate in decision-making 
processes. 

Overall, SET and TBL approaches place greater emphasis on relational and 
qualitative measures of performance than the rational and quantifiable measures 
associated with the FBL approach. Recall from Chapter 8 that SET management emphasis 
SMART2 goals: Significant, Meaningful, Agreed-up, Relevant and Timely. One reason 
that FBL management is so popular is because it emphasizes rational and objectively 
measurable goals like productivity and profits, which seem to be comparatively easy to 
measure in monetary terms. It appears to be more difficult to monitor or evaluate goals 
like trust, democracy, ecological sustainability, social justice, and so on. However, upon 
closer inspection the so-called rational financial measures that characterize FBL 
management may be less objective than people think, or they may measure things that 
people don’t see as important to them. For example, a company’s annual report has the 

appearance of objectivity and reality, but numbers and 
reports are poor representations of the human, intellectual, 
social, and spiritual capital that make up an organization. 
And even a measure as basic and seemingly non-
controversial as “profit” can be manipulated, as evident in 
the case of ICI when top management deliberately changed 
how it calculated and reported the company’s profits in 
order to show the company’s first loss in 100 years. That 
“loss” was designed to get the attention and support of 
employees to implement a transformational change that top 
management thought the company needed.28 

 

STEP 4:  RESPOND ACCORDINGLY 
Responding accordingly is an on-going activity that can happen at any step in the control 
process. For example, if input standards are not being met, then it may be time to 
reconsider suppliers. If the conversion process standards or output standards are not 
being met, it may mean offering training or professional development to correct the 
behavior, or transferring staff to other jobs that they are more capable of handling, or 
dismissing certain employees.  

Upon closer 
inspection, the so-
called rational 
financial measures 
that characterize FBL 
management may be 
less objective than 
people think. 
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Sometimes responding accordingly may prompt 
managers to reconsider an organization’s entire value 
chain/cycle, and this would trigger the organizational 
change process that was described in Chapter 14. As is 
evident in the opening case of this chapter, it may take a 
long time before comprehensive changes to an 
organization’s information or control systems result in 
noticeable changes in members’ worldviews or 
performance. Unfortunately, it is not unusual for 
managers to become disappointed when their changes 
do not immediately yield the improvements they had 
hoped for; this may cause them to become impatient 
and jump from one fad to another. Expected 
performance improvement may take three or more years to materialize, and it is 
therefore important that changes are not implemented on an ad-hoc or piece-meal basis. 
Thus, to “respond accordingly” may mean that managers have to be patient and ensure 
that their approach to control is implemented consistently throughout the organization 
and in all four steps of the control process.29  

The FBL approach to responding accordingly 
Compared to TBL and SET approaches, FBL managers are more likely to focus narrowly 
on whether a firm’s financial performance standards are being met, and to take a rational, 
unilateral, top-down approach to responding accordingly. FBL managers like Jack Welch 
(Chapter 1) are famous for so-called “rank and yank” systems, where employees are 
ranked from highest to lowest performing, and “responding accordingly” means firing 
the lowest-performing employees. Similarly, with little regard for socio-ecological 
consequences, Welch is infamous for shutting down divisions within GE that were 
profitable but not in the top three leaders of their industries.30 FBL businesses place 
greater emphasis on short-term, quarterly, profit reports than TBL or SET businesses.  

The TBL approach to responding accordingly 
In contrast to the FBL approach, TBL managers place greater focus on sustainable 
development, and on a relational, multilateral, bottom-up approach to responding 
accordingly when these enhance an organization’s financial well-being.31 When TBL 
managers encounter inadequate performance, they are more likely to seek help from 
others to understand why it occurred and to develop a way to resolve the problem. 
Rather than assume that problems must be solved from the top-down, TBL managers 
often take a more relational approach that welcomes bottom-up input. Because TBL 
managers to treat stakeholders with respect and to foster community when it is profitable 
to do so, stakeholders often have a greater interest in helping to solve organizational 
problems.32   

It can take 3 years or 
longer before changes to 
an organization’s 
information or control 
systems result in 
noticeable improvements 
in performance, thus 
managers need to be 
patient and not jump 
from one fad to the next.  
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The SET approach to responding accordingly 
SET management places even more emphasis on socio-ecological well-being and on 
having members respond accordingly when performance standards are not meant.33 This 
is consistent with designing information systems that empower the members, as in the 
opening case at Westward Industries. Ricardo Semler is often asked: “How do you 
control a system like the one at Semco?” He answers: “I don’t. I let the system work for 
itself.”34 For example, trust was threatened at Semco when equipment theft started to be a 
problem in the workplace. Adding to the concern was that people agreed that the thief 
must be a co-worker. Managers deliberately waited for a grass-roots solution to develop. 
Some employees suggested installing surveillance cameras, while others countered that 
doing so would undermine the trust that Semco valued so highly. Over time, the problem 
was resolved without direct managerial action. In fact, the managers never did find out 
exactly how this particular problem was solved; the thefts just stopped. Because 
employees in SET organizations have a voice in developing and enforcing the control, 
and because they understand the trade-offs of different stakeholders’ various forms of 
well-being, they are more likely to seek opportunities to improve the SET control process, 
rather than to blindly defend their self-interests.  

 
CONTROL, KEY INFORMATION SYSTEMS,  

AND THE BUSINESS FUNCTIONS 
The control function is supported by and closely related to the information systems 
embedded in the main functions of business (e.g., human resource management, 
accounting, finance, supply chain management, operations management, and marketing). 
Table 19.3 shows how the business functions provide well-established information 

systems to manage the different parts of the value 
chain for each of the three main domains of 
management: people, finances, and other 
resources/organizations.35 First, human resource 
management information systems help managers 
ensure that organizations are well-staffed (inputs), 
that members are well-trained and motivated to do 
their work (conversion process), and adequately paid 
(output). Second, finance and accounting information 
systems help managers ensure that organizations are 
adequately funded (inputs), that finances are used 
prudently (conversion process), and that firms get 
adequate returns on their investments (outputs). 
Third, supply chain management information 

The control function is 
supported by and closely 
related to the information 
systems embedded in the 
main functions of business 
(e.g., human resource 
management, accounting, 
finance, supply chain 
management, operations 
management, and 
marketing). 
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systems help manage the resources provided by suppliers (input), operations 
management information systems ensure that the resources are effectively transformed 
into goods and services (conversion process), and marketing information systems ensure 
that an organization’s goods and services are well-received in the marketplace (outputs). 
Note that Table 19.3 is relevant for the FBL, TBL, and SET approaches, but that the “value 
loop” in the lower of the part of the Table applies only to TBL and SET management. 
Note also that the business functions often go beyond the focus that we describe below 
(e.g., marketing can also inform an organization’s inputs and conversion processes). In 
the following paragraphs, we provide an overview of each functional area, and describe 
how it differs for FBL versus TBL versus SET management.  

 

HUMAN RESOURCE MANAGEMENT (HRM) 
As described in Chapter 13, HRM information systems help managers to hire members 
(inputs), train and motivate them (conversion process), and compensate them (outputs).36 
Table 19.4 provides a brief overview of how these three key steps in HRM differ between 
FBL, TBL, and SET approaches. 

  

      INPUTS 
(e.g. acquiring  
    resources) 

  CONVERSION      
      PROCESS  
 (e.g., using the     
      resources) 

       OUTPUTS 
  (e.g., providing    
       goods and  
          services) 

1. Managing 
people 

             HUMAN     RESOURCE MANAGEMENT 

2. Managing 
finances 

     FINANCE 
(raising money) 

 ACCOUNTING        FINANCE 
(investing money) 

3. Managing 
other 
resources and 
organizations 

 
SUPPLY  CHAIN 
MANAGEMENT 

 
  OPERATIONS 
MANAGEMENT 

 
    MARKETING 

                                   VALUE LOOP 
                (only for TBL and SET management) 

         Three elements 
  The           of a value 
  three                chain 
  domains of 
  management 

Table 19.3:  Three domains and five business functions of the controlling process 
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   Table 19.4:  Three approaches to human resource management 

 FBL TBL SET 

Inputs  
(staffing/ 
recruitment) 
 

HRM professionals: 
(a) identify the 
knowledge, skills, 
abilities, and other 
characteristics 
(KSAO’s) that an 
organization needs, 
and then (b) recruit 
members who have 
the desired KSAO’s.  

Akin to FBL 
approach, 
except 
when SET 
practices 
enhance 
financial 
well-being. 

SET approach is more likely to develop 
KSAO’s for teams (rather than 
individuals) and to gather input from 
team members and other stakeholders 
(e.g., customers, other departments in 
the organization), versus relying on 
HRM professionals. Also, the SET 
approach is more likely to recruit 
members from chronically 
unemployed groups (e.g., Greyston). 

Conversion 
process 
(training, 
development, 
motivation) 
 

Provide members 
with appropriate 
opportunities for 
job-based training 
and development.  

Akin to FBL 
approach, 
unless SET 
enhances 
financial 
well-being. 

Provide members with job-based and 
beyond-job-based training and 
development (e.g., SET encourages 
employers to pay for employees’ 
schooling even when it does not 
develop a specific KSAO for the firm37). 

Outputs 
(performance 
appraisals, 
compensa-
tion) 
 

HRM professionals 
set up and carry out 
performance 
appraisals linked to 
compensation 
systems (includes 
salary and benefits).  
 

Akin to FBL, 
except 
when SET 
practices 
enhance 
financial 
well-being. 

Employee performance appraisals are 
designed to stimulate members’ 
growth and development, rather than 
using them to decide on pay raises and 
promotions. Compensation packages 
seek to minimize the differences 
between hierarchical levels (income 
inequality) and to pay above-industry-
level wages for lower paid positions.38 

 

FINANCE  
The business function of finance creates information related to obtaining the funds an 
organization requires to operate (inputs), and deciding how those funds should be 
invested to optimize their returns (outputs). With regard to raising money—the aspect of 
finance that focuses on the input of money—there are two basic options: debt financing 
(e.g., a firm borrows money) and equity financing (e.g., a firm sells shares of ownership 
to investors). The type of financing chosen is determined in part by the firm’s short-term 
and long-term capital needs. With regard to investing money, financial managers look at 
issues related to risk and return, and the merits of diversification. Table 19.5 presents four 
axioms of finance from FBL, TBL and SET perspectives.39  



 289 

 Table 19.5:  Three approaches to the four axioms of finance 

Axiom FBL TBL SET 

Inputs: 
The risk-
return 
trade-off 

Investors will accept extra 
financial risk only if there 
is a higher potential 
financial payoff. 

Akin to FBL, 
except if SET 
is also better 
financially. 

Investors will accept additional risk if 
they expect higher non-financial 
returns (e.g., if the investment enhan-
ces socio-ecological well-being). 

Inputs: 
The time 
value of 
money 

A dollar available today is 
more valuable than a 
dollar available in the 
future, because the dollar 
available today can 
collect interest or be 
invested in a profitable 
project, thereby making it 
worth more in the future. 

Akin to FBL, 
except in 
situations 
where SET 
practices 
enhance 
financial 
well-being. 

A dollar spent today on a worthwhile 
cause is worth more than a dollar 
available in the future because the 
dollar spent today can save a life that 
would be gone tomorrow, or provide 
employment for someone who 
needs a job and wants to become a 
contributing member of society (“a 
stitch in time saves nine”).   

Outputs:  
The 
challenge 
of markets 

Because of the 
competitive dynamics 
inherent in a well-
functioning and efficient 
financial marketplace, 
earning exceptional 
financial returns can only 
be accomplished by 
achieving a sustainable 
competitive advantage 
and/or a monopoly. 

Akin to FBL, 
except in 
situations 
where SET 
practices 
enhance 
financial 
well-being. 

Because of the cooperative dynamics 
inherent in a well-functioning and 
holistic market, any member who 
takes exceptional financial returns 
and creates dysfunctional income 
inequality would be seen as 
threatening community well-being 
and frowned upon.40 (Recall that the 
original idea of a “market” was a 
place where members of a commu-
nity would gather, visit, and arrange 
to buy and sell goods and services.) 

Outputs: 
The 
challenge 
of agency 
(refers to 
managers 
as agents 
acting on 
behalf of 
owners) 
 

The Agency Problem: 
Because they are not 
owners, managers will be 
tempted to act in their 
own self-interests rather 
than to maximize the 
owners’ financial 
interests. Compensation 
packages should align 
managers’ financial self-
interests with the owners’. 

Akin to FBL, 
except in 
situations 
where SET 
practices 
enhance 
financial 
well-being. 

The Agency Solution:  Because 
(unlike typical owners) managers 
have a daily involvement in the firm, 
they may thus be more sensitive and 
can be more responsive to 
employees, suppliers, customers, 
neighbors, the environment, and so 
on.  

 

  



 290 

ACCOUNTING 
Accounting information systems collect, analyze, and communicate information about an 
organization’s activities in financial terms. Most business schools have two basic 
accounting courses: 1) managerial accounting, which provides financial information to 
managers so they can make informed decisions about specific internal operations within 
the organization (e.g., the cost of different parts or services, the cost of keeping inventory 
in stock); and 2) financial accounting, which provides financial reports about the 
company as a whole to stockholders and the general public (e.g., profit-loss statements, 
balance sheets). A helpful way to compare the differences between FBL, TBL and SET 
approaches to accounting is to consider the fundamental assumptions each makes about 
accounting. Table 19.6 shows the four assumptions that underpin Generally Accepted 
Accounting Principles (GAAP) that provide the basis for how to do accounting.41 

 Table 19.6: Three approaches to interpreting the basic assumptions underpinning GAAP 

Assumption FBL TBL SET 
Entity 
What unit of 
analysis is 
being held 
accountable? 

The entity is the organi-
zation, narrowly defined as 
an individual unit clearly 
separated from its owners, 
members, and society. 

Like FBL, 
except if 
SET is 
better 
financially. 

The entity is the organization, 
broadly defined as a multi-faceted 
entity intimately connected with its 
owners, members, and society. 

Unit of 
measure 
What is the 
firm being 
held account- 

able for? 

The unit of measure is 
money, and the 
organization is accountable 
to maximize its financial 
resources (e.g., its assets 
minus its liabilities).  

Like FBL, 
except if 
SET is 
better 
financially. 

There are multiple measures (e.g., 
money, neighborliness, ecological 
footprint, providing meaningful 
work), and the firm is accountable 
to balance multiple forms of well-
being for multiple stakeholders.  

Periodic 
reporting 
How often is 
accounting 
information 
presented?  

Reporting is according to 
calendar-time (linear, 
quarterly, annual), serving 
the interests of short-term 
investors. 

Like FBL, 
except if 
SET is 
better 
financially. 

Reporting takes into account the 
natural rhythms/seasons of 
organizational life, serving the 
interests of long-term 
stakeholders. 

Going 
concern 
assumption 
What criteria 
are used to 
decide 
whether an 
entity is 
viable? 
 

The assessment of whether 
an organization is a 
financially-viable “going 
concern:” (i) has a short-
term time horizon (one 
year), (ii) focuses on 
financial measures, and (iii) 
is at the level of analysis of 
the single entity (ignoring 
non-financial externalities). 

Like FBL, 
except if 
SET is 
better 
financially. 

The assessment of whether an 
organization is a holistically-
sustainable “going concern:” (i) 
has a long-term time horizon (e.g., 
considers future generations), (ii) 
takes into account multiple forms 
of well-being, and (iii) considers 
the organization’s positive and 
negative socio-ecological 
externalities.   
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SUPPLY CHAIN MANAGEMENT  
Supply chain management traditionally focuses on inter-organizational logistics, and 
specifically on ensuring that organizations find optimal ways to acquire the supplies they 
need from other organizations. This includes strategic purchasing (e.g., supplier 
selection, evaluation, and development; single versus multiple sourcing) and the 
management of inter-organizational relationships (e.g., supplier partnerships).42 
Differences between the FBL, TBL, and SET approaches are highlighted in Table 19.7. 

  Table 19.7: Three approaches to supply chain management43 

 FBL TBL SET 
Strategic 
purchasing 
 

Choose suppliers who offer 
the best combination of: 

- Quality inputs (e.g., they 
have required features and 
meet specific standards); 

- Dependable delivery (e.g., 
on-time delivery, reliable 
transportation network); 

- Price (also includes factors 
like just-in-time delivery). 

Akin to 
FBL, 
except 
if SET is 
also 
better 
finan-
cially. 

Choose suppliers who offer the 
best combination of:  

- Inputs that have a holistic range 
of qualities (include consideration 
of socio-ecological externalities); 

- Dependable delivery, including 
sustainable transportation 
networks; 

- Low total costs (i.e., including 
externalities). 

Inter-orga-
nizational 
relation-
ships 
 

Develop long-term relation-
ships with suppliers nurturing: 

- Trust (increased access to 
supplier knowledge to 
develop products & services); 

- Supplier confidence to make 
long-term investments that 
enhance ability to supply;  

- Stable and integrated 
transportation of incoming 
logistics (lower financial costs). 

Akin to 
FBL, 
except 
if SET is 
also 
better 
finan-
cially. 
 

Develop long-term relationships 
with suppliers that nurture: 

- Trust and healthy relationships 
(facilitates virtue and nurtures 
community); 

- Supplier confidence to invest in 
environmentally-friendly and 
socially-just technologies; 

- Development of incoming 
logistics that take externalities into 
account.  

 

OPERATIONS MANAGEMENT  
Operations management, which includes both production and service operations, refers 
to directing and controlling the processes that convert an organization’s resources 
(inputs) into finished goods and services (outputs).44 By way of a general summary, 
compared to FBL management, TBL and especially SET approaches place greater 
emphasis on: 1) designing cradle-to-cradle45 organizational operations that minimize 
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waste; 2) enhancing meaningfulness of jobs; 3) reducing environmental impacts and 
other externalities; and 4) welcoming a wide variety of stakeholders to participate in 
designing and evaluating organizational operations (e.g., systems are developed to allow 
members to evaluate the performance of their managers). Table 19.8 provides an 
overview of four key dimensions of operations management, and highlights differences 
between FBL, TBL, and SET approaches. 

 Table 19.8:  Three approaches to four key dimensions of operations management 

 FBL TBL SET 
Quality of the 
products and 
services being 
created 

 

Provide products/ 
services whose features 
and reliability are 
appropriate for the 
customer market being 
served.  

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Provide products and services 
whose features and reliability are 
appropriate for the customer 
market being served, and beyond 
(e.g., long-term socio-ecological 
well-being).  

Dependability 
of delivering 
products and 
services 

Provide timely and 
reliable delivery of 
products and services 
(which allows charging a 
premium price and thus 
enhanced profits). 

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Provide timely, reliable, and 
appropriate delivery of products 
and services, taking into account 
socio-ecological externalities of 
different modes of delivery.  

Flexibility/  
Speed of cre-
ating products 
and services 

Ensure that products 
and services can be 
easily customized or 
changed to meet 
customer needs. 

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Ensure that products and services 
can be easily customized or 
changed to meet customer needs 
(and the needs of society beyond 
the customer). 

Cost of 
creating 
products and 
services 

Aim for the lowest 
financial expenditure 
possible to offer 
products and services 
(taking into account the 
desired quality, depend-
ability, and speed). 

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Aim for the lowest total costs (i.e., 
including externalities) to offer 
products and services (taking into 
account the desired quality, 
dependability, and speed). 

 

MARKETING  
Marketing establishes information systems related to communication (promotion), 
distribution (place), exchange (price), and offerings (products and services) that have 
value for customers, buyers, clients, partners, and the overall society.46 The marketing 
function has been famously broken down into four elements called the four Ps of 
marketing: Product, Price, Place (i.e., Distribution), and Promotion.47 As described in 
Table 19.9,48 the way these four Ps are understood and managed differs between FBL, 
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TBL, and SET approaches. FBL management is more likely to view: 1) product as a self-
contained commodity an organization offers (rather than emphasizing the relationships 
an organization fosters); 2) price as the financial price paid by the consumer (rather than 
emphasizing the costs and benefits borne by the rest of society); 3) place as finding a 
competitive position in the marketplace (rather than finding a position that fosters 
mutual cooperation in society); and 4) promotion as actions that help to sell the product 
(rather than to learn from others and thus offer products that essentially sell themselves).  

 Table 19.9:  Three approaches to the four Ps of marketing 

Four Ps FBL TBL SET 
Product  
Goods and services sold 
in the marketplace. 

Offer products 
that satisfy 
wants or 
needs in the 
market.   

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Offer products that focus on meeting 
needs rather than wants, and on 
creating positive socio-ecological 
externalities. 

Price 
The amount of money 
(and other effort) that 
consumer pays for a 
product 

Set a price 
that maximizes 
profits. 

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Price includes socio-ecological 
externalities, and is infused with 
relationships and involves a firm’s 
(and a consumer’s) contribution to 
social justice and value creation.  

Place 
Physical and virtual 
marketplaces where 
consumers can 
purchase goods and 
services 

Provide 
convenient 
and cost-
effective 
marketplaces. 

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Offer socio-ecologically sustainable 
places (e.g., energy-efficient 
buildings) and distribution channels 
(e.g., cradle-to-cradle designs), 
recognizing that a firm is not a self-
contained unit competing with 
others, but rather belongs to a 
network of stakeholders. 

Promotion  
Unified messages that 
are clear, consistent and 
compelling, and create 
awareness, educate, 
persuade, and connect 
with consumers. 

Develop 
promotion 
strategies that 
maximize an 
organization’s 
financial well-
being. 

Akin to 
FBL, ex-
cept if SET 
is better 
financially. 

Develop promotion strategies that 
encourage sustainability, challenge 
conventional social norms about 
consumerism, and foster and enable 
stakeholders to exchange ideas 
about enhancing socio-ecological 
well-being. 
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CONTROL IN ENTREPRENEURSHIP 
As we noted at the start of the chapter, the control function plays an important role in 
every part of managing an organization. It is relevant for entrepreneurs, who need to be 
thinking about issues such as their value chain/loop, performance standards, and 
information systems from the beginning of their planning. Therefore, all of the foregoing 
information in this chapter is directly applicable to entrepreneurs. However, there are 
two additional considerations distinctive to entrepreneurship that can also influence how 
control is managed in a start-up: founder effects, and scaling issues.  
 

FOUNDER EFFECTS 

The entrepreneurs who start organizations are referred to as founders, and the specific 
qualities of founders can have important and long-lasting effects on their organizations.49 
The opening case discussion of Westward Industries highlights these founder effects; 
Michael Mauws, the new CEO, had trouble changing operations because members were 
more familiar with the old way of operating under the founding CEO (Larry). Even if 
Michael’s new ideas were better, the old ways were familiar and “normal,” so members 
tended to stick with them.50 Founder effects are an example of organizational imprinting, 
which is the tendency for organizations to take on qualities that reflect conditions when they 
were founded and to continue displaying those qualities after the founding stage.51 Because of 
imprinting, an organization’s culture and strategy often reflect idiosyncrasies of its 
founders, even after decades of operation and the departure of the founder.52 

The power of founder effects has important implications for entrepreneurs. Those 
starting new organizations should think carefully about the practices they create and use. 
A behavior that is “good enough for right now” may become institutionalized and 
resistant to change in the future. In particular, the control systems that entrepreneurs use 
in the early days can come to define what is normal for far longer than the entrepreneur 
may wish. Although Interface, Inc. was able to change from an FBL to a SET management 
approach (Chapter 14), such changes are difficult. The way an organization operates 
influences who is in it, both in terms of who is hired and who stays. People who like the 

current ways of working, and succeed under them, will 
remain, while those who do not will leave. Moreover, 
time and use will make the current ways of working into 
habits. As a result, most organizational members will 
resist changing, because doing something new leads to 
uncertainty and possible loss. Indeed, even outside 
parties tend to contribute to the strength of founder 
effects. For example, firms receive more support from 
external investors when they are led by their founder 
than if led by someone else.53 

A behavior that is “good 
enough for right now” 
may become 
institutionalized and 
resistant to change in 
the future. 
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A related matter concerns the entrepreneur’s suitability to continue to manage the 
organization once it is established and operating. Recall that most organizations develop 
in a predictable sequence that takes them from a simple organizational design to a 
defender organization design (Chapter 14). This change involves becoming more 
mechanistic in structure, with jobs becoming more narrowly specialized, rules becoming 
more formalized, and many other changes that reduce the freeform and ad hoc operation 
of a simple start-up (Chapter 12). The managerial skill set 
required for these two organization designs is different in 
important ways. In fact, start-ups often fail because the 
founding entrepreneurs, who may be excellent at getting 
an organization started, lack the skills or attitudes 
required to manage an ongoing business. Moreover, even 
if the founding entrepreneur could continue to manage 
operations, that does not mean that he or she wants to. 
Some entrepreneurs love the challenge of the start-up and 
see the regularity of normal operations as drudgery. Such 
serial entrepreneurs would likely prefer to leave a 
successfully started firm and start another one. 

 

SCALING ISSUES 

Scalability, which refers to the ability of a system to perform well under an increased workload 
or scope of operations, is an important consideration for many entrepreneurs. Because of 
the dominance of the FBL approach, it is often assumed that all entrepreneurs are 
growth-oriented and want to make their new organization as large as possible.54 But this 
desire is not universal; there are many micropreneurs, who are content to have a 
sustainable organization without it being the largest. Nonetheless, even micropreneurs 
need to think about scalability, and with it an increased emphasis on control systems, 
because mature organizations, even small ones, have different coordination and control 
systems and needs than do start-ups. All entrepreneurs need to think about scale, and 
thus control, for long-term operations. 

The demands of scalability cause the common situation noted above where 
successful founders are either unwilling or unable to successfully manage the mature, 
scaled-up organization. The Westward Industries case illustrates some of these issues. 
Founder Larry Mauws preferred to invent and refine products. He was good at it, and it 
was his favorite activity. He did not like to spend his time establishing performance 
goals, setting up information and control systems, keeping track of inventory, and so on. 
As Michael noted, “Larry was more interested in building a car than in building an 
organization.” This narrow focus on product design and quality was crucial to the 
company’s initial success, but as the firm and its operations grew, Larry’s management 
style did not scale. His style did not work equally well in a larger, more complex firm. 

Start-ups often fail 
because the founding 
entrepreneurs, who may 
be excellent at getting an 
organization started, lack 
the skills or attitudes 
required to manage an 
ongoing business. 
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Once an entrepreneurial start-up is established and working well, the entrepreneur 
must confront the issue of scale by deciding whether to continue owning the organization 
or to sell it. As a part of making this ownership choice, the entrepreneur also must choose 
whether to stay with the organization or to leave it. These options are discussed below.  

Keeping the organization 
If the entrepreneur chooses to retain ownership of the start-up, two important decisions 
need to be made: whether to grow the organization or maintain it, and what role the 
founder will play in the organization’s future. In many cases, these decisions reflect what 
type of entrepreneur the founder is (Chapter 1). Mircopreneurs will prefer to maintain 
the organization’s size, growing it just large enough to be sustainable and achieve its 
goals. In contrast, growth-oriented entrepreneurs will want to expand the organization. 
Often SET entrepreneurs will choose to maintain their organization at a viable level, 
while FBL and TBL entrepreneurs seek maximal growth. However, this pattern does not 
always hold. For example, craft-oriented FBL entrepreneurs may be content to have a 
business that pays the bills and allows them to practice their craft (e.g., traditional artists, 
micro-brewers). Likewise, there are certainly growth-oriented SET entrepreneurs who 
seek to help people all over the world or introduce some fundamental change. 

When deciding how large the organization should be, the entrepreneur must also 
decide on his or her role in it. Some entrepreneurs will choose to remain active in the 
organization and continue to lead it. This choice is most common among monopreneurs, 
who often have the goal of starting one organization and managing it for the rest of their 
careers. In contrast, serial entrepreneurs may prefer to let someone else manage the 
organization for them, and turn their attention to other projects, either within the 
organization as intrapeneurs or starting a whole new organization. The management 
approaches do not differ in terms of what decision they make in this regard, but rather in 
why they make it. An FBL entrepreneur will choose to stay or go depending on which 
choice promises the greatest financial return (e.g., if the entrepreneur lacks the 
management skills to maximize growth and profit, the entrepreneur should leave). TBL 
entrepreneurs, with their attention to socio-ecological issues, may also consider the 
lifestyle implications of their choice (e.g., avoiding long hours by letting others manage 
vs. doing what they love by staying). SET entrepreneurs, like their FBL counterparts, will 
often choose the option that will produce the best outcome, but in their case “best” is 
defined in terms of optimizing positive socio-ecological externalities, rather than dollars. 

Selling the organization 
When entrepreneurs choose to sell their organization, they have made the decision to no 
longer be the owner, though they may continue to manage the organization on behalf of 
the new owners. In the FBL approach, selling a start-up is referred to as harvesting, which 
is withdrawing one’s financial investment (i.e., ownership) in an organization with the intent of 
achieving financial gain by doing so. Harvesting is also common for TBL entrepreneurs, as 
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both groups aim to maximize their financial gains from having owned the organization. 
In contrast, SET entrepreneurs may be more focused on the continued success of the 
organization after they leave. As a result, the typical SET approach is better reflected in 
seeding, which is transferring one’s ownership to new owners with the intent of facilitating 
further socio-ecological well-being by doing so. For example, some organizations use 
employee stock ownership plans (ESOPs) to transfer 
control of the organization from the founder to the 
members. In these plans—as part of retirement 
contributions, bonus programs or profit-sharing—
the current owner’s stocks are transferred to 
employees so that eventually the (former) owner has 
no investment in the organization, which then 
belongs entirely to the employees.   

Entrepreneurs wanting to sell their start-ups usually choose one of two methods. 
One method is through an Initial Public Offering (IPO), which involves the selling of 
ownership shares on a public securities exchange for the first time. For example, in early 2017, 
Snap Inc., the organization that owns Snapchat (an image messaging and mobile media 
application), had an IPO in which it offered 200 million shares on the New York Stock 
Exchange. Before that IPO, the company had been privately owned. IPOs are a high-
profile way to sell an organization, because they tend to attract media attention, 
especially when they involve large numbers (e.g., the initial Snap shares were sold for $17 
each, which means the firm was sold for more than U.S. $3 billion). 

The second, and more common, method of selling ownership is having the start-up 
transferred to another owner. Often such a transfer involves being acquired by a different 
organization, such as a large, established firm that sees a strategic advantage in owning 
the product or service the entrepreneur has created. For example, Google (or more 
accurately Google’s owner, Alphabet Inc.) has acquired hundreds of organizations, such 
as virtual reality game designers Owlchemy Labs and the Meebo instant message service. 
Similarly, as part of a TBL strategy, it is common for large TBL food companies to acquire 
smaller brands that have strong reputations for producing local, organic or socially 
responsible products (e.g., Danone bought Stonyfield Farm, General Mills bought 
Annie’s Homegrown, and Unilever bought Ben & Jerry’s). Because the SET approach 
emphasizes partnership while de-emphasizing competition and the maximization of 
financial self-interests, such organizations are less likely to engage in strategic acquisition 
of other companies.  

However, acquisition by a larger firm is only one way to change ownership. Exiting 
entrepreneurs may also sell or otherwise transfer the organization directly to another 
individual or group. ESOPs are an example of this sort of transfer. Likewise, in family 
businesses, the founding parents may give the organization to their children to carry on 
the family legacy. And some organizations have been sold or given into the care and 
ownership of long-term members. 

Once an entrepreneurial start-
up is well established, the 
entrepreneur must decide 
whether to continue owning 
the organization or to sell it. 
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Regardless of the method they use, entrepreneurs typically sell their organization 
when they do not want to manage it as a scaled-up, mature enterprise. In some cases, the 
selling owner is a serial entrepreneur, who wishes to leave the organization and start 
another project. In other cases, the selling owner stays with the organization in some non-
ownership role. Although it was not an acquisition, Larry Mauws’ move from CEO to VP 
of R&D in the opening case is the sort of move that some acquired entrepreneurs make. 
By selling their ownership, they can stay with the organization but also limit their 
activities to the part of the organization that they like best, which often means that they 
avoid the work of developing comprehensive information and control systems described 
in this chapter. 

 

CHAPTER SUMMARY 
1. The four-step control process helps to ensure that the actions of organizational 
members are consistent with the organization’s underpinning values and standards.  

2. In the FBL approach to the four-step control process, managers:  

1) establish key organizational performance standards related to financial performance 
by understanding the overall value chain, and identifying the key activities and 
outcomes that need to be monitored 

2) monitor performance by developing top-down information systems to measure the 
key performance standards 

3) evaluate performance, remembering that organizational systems themselves may be 
a cause of poor performance 

4) respond accordingly using a top-down rational process. 

3. In the TBL approach to the four-step control process, managers rely on FBL practices 
and, in situations where it is in their financial interests to do so, they work with key 
stakeholders to:   

1) establish key organizational performance standards, balancing triple bottom line 
performances measure by understanding the overall value loop, and identifying the 
key activities and processes that need to be monitored 

2) monitor performance by developing information systems to measure the key 
performance standards 

3) evaluate performance, remembering that organizational systems and how they 
affect socio-ecological systems may be a cause of poor performance 

4) respond accordingly using a multilateral bottom-up approach. 
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4. In the SET approach to the four-step control process, managers work with stakeholders 
to: 

1) establish key organizational performance standards with a focus on enhancing 
socio-ecological well-being by understanding the overall value loop, and identifying 
the key activities and processes that need to be monitored 

2) monitor performance by developing bottom-up information systems to measure the 
key performance standards 

3) evaluate performance, remembering that organizational systems and how they 
affect socio-ecological systems may be a cause of poor performance 

4) respond accordingly using a multilateral bottom-up approach, where members 
often make needed changes on their own. 

5. The main functions of business (HRM, finance, accounting, supply chain management, 
operations management, and marketing) each contribute to the overall information 
system that enables managers to control organizational inputs, conversion processes, and 
outputs.  

FBL and TBL variations of these business functions tend to focus on top-down, 
quantifiable financial wealth maximizing processes.  

A SET variation of business functions tends to focus on bottom-up, qualitative and 
socio-ecological wellness maximizing processes (some of which are evident in TBL 
management, in situations where they enhance financial well-being).  

6. Entrepreneurial start-ups need control systems like any other organization. Attempts 
to implement appropriate changes to those initial systems as the organization matures 
can be difficult because of founder effects, and are influenced by the founder’s ability and 
desire to manage and control the organization once it moves out of the start-up phase. 

 
QUESTIONS FOR REFLECTION AND DISCUSSION 

1. Now that you have read the chapter, consider again the opening case. Why was 
Michael Mauws unable to get the employees to change their views about how Westward 
was managed while he was CEO, but they changed their views after he left? What does 
this tell us about the importance of information systems versus the importance of 
leadership?   

2. Describe the four steps of the control process. Compare and contrast the managerial 
actions and assumptions that are evident in the FBL, TBL, and SET approaches for each of 
the four steps in the process. 
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3.  What is the difference between data and information? Describe a situation at an 
organization that you know about where what were formerly data are now treated as 
valuable pieces of information. Can you think of the reverse situation, that is, where 
information has become data? Explain your answer. 

4.  Describe the difference between feedforward, concurrent, and feedback controls. What 
are the management challenges associated with each? 

5. Consider the following statement: “Because value chains are simpler than value loops, 
and because managers opt for the simplest cause-and-effect relationships that are 
relevant, learning about value loops is of little value to most managers.” Do you agree or 
disagree with the statement? Explain your reasoning.  

6.  Draw a value loop that describes a key economic transaction in your personal life (e.g., 
purchasing food, transportation, clothing, etc.). 

7. Which of the functional areas of a business firm (HRM, finance, accounting, supply 
chain management, operations management, and marketing) do you think is the most 
important part of the control process for FBL management? For TBL management? For 
SET management? Explain your reasoning.  

8. Which one of the functional areas of a business firm is the most difficult one to manage 
from a SET approach? Explain your answer.  

9. Consider the following statement: “Thanks to computer-based technology there is a de-
emphasis on things that are difficult to measure quantifiably, such as compassion, 
empathy, meaningful work, aesthetic beauty, and neighborliness. As a result, higher-
order virtues and noble goals like peace, love, joy, prudence, wisdom, and so on have 
also been de-emphasized. Because these ideas are difficult to measure with computer-
based information systems, they are not included in the category of meaningful 
information in organizations. When we do not look into the eyes of workers on the shop-
floor in low-income countries we miss out on a whole lot of meaning, and our 
information systems have failed us.” Do you agree or disagree with the statement? 
Explain your reasoning.  

10. You have been developing an Entrepreneurial Start-Up Plan for an organization you 
might like to create. Based on your work in previous chapters, design the control systems 
for this potential organization. What performance standards will you use? How will you 
monitor them and evaluate them? What is your plan for responding when those 
standards are not being met? Explain your answers. 
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