1)Discuss how changing environments affect organizations.
ANS: Environmental change, environmental complexity, and resource scarcity are the basic components of external environments. Environmental change is the variation in a company’s general and specific environments. Environmental complexity is the number and intensity of factors in the external environment. Resource scarcity is the abundance or shortage of critical resources in the external environment. As the rate of environmental change increases, as the environment becomes more complex, and as resources become more scarce, managers become less confident that they can understand, predict, and effectively react to the trends affecting their businesses. According to punctuated equilibrium theory, companies experience long periods of stability followed by short periods of dynamic, fundamental change, followed by a return to stability.

2
Describe the four components of the general environment.

ANS: The general environment consists of trends that affect all organizations. Because the economy influences basic business decisions, managers often use economic statistics and business confidence indices to predict future economic activity. Changes in technology, which transforms inputs into outputs, can be a benefit or a threat to a business. Sociocultural trends, such as changing demographic characteristics, affect how companies run their businesses. Similarly, sociocultural changes in behavior, attitudes, and beliefs affect the demand for businesses’ products and services. Court decisions and new federal and state laws have imposed much greater political/legal responsibilities on companies. The best way to manage legal responsibilities is to educate managers and employees about laws and regulations as well as potential lawsuits that could affect a business.

3
Explain the five components of the specific environment.

ANS: The specific environment is made up of five components: customers, competitors, suppliers, industry regulations, and advocacy groups. Companies can monitor customers’ needs by identifying customer problems after they occur or by anticipating problems before they occur. Because they tend to focus on well-known competitors, managers often underestimate their competition or do a poor job of identifying future competitors. Suppliers and buyers are very dependent on each other, and that dependence sometimes leads to opportunistic behavior, in which one party benefits at the expense of the other. Regulatory agencies affect businesses by creating rules and then enforcing them. Advocacy groups cannot regulate organizations’ practices. Nevertheless, through public communications, media advocacy, and product boycotts, they try to convince companies to change their practices.

4
Describe the process that companies use to make sense of their changing environments.
ANS: Managers use a three-step process to make sense of external environments: environmental scanning, interpreting information, and acting on threats and opportunities. Managers scan their environments in order to keep up to date on factors influencing their industries, to reduce uncertainty, and to detect potential problems. When managers identify environmental events as threats, they take steps to protect their companies from harm. When managers identify environmental events as opportunities, they formulate alternatives for taking advantage of them to improve company performance. Using cognitive maps can help managers visually summarize the relationships between environmental factors and the actions they might take to deal with them. 

5
Explain how organizational cultures are created and how they can help companies be successful.

ANS: Organizational culture is the set of key values, beliefs, and attitudes shared by members of an organization. Organizational cultures are often created by company founders and then sustained through repetition of organizational stories and recognition of organizational heroes. Adaptable cultures promote employee involvement, make clear the organization’s strategic purpose and direction, and actively define and teach organizational values and beliefs that can help companies achieve higher sales growth, return on assets, profits, quality, and employee satisfaction. Organizational cultures exist on three levels: the surface level, where visible artifacts and behaviors can be observed; just below the surface, where values and beliefs are expressed; and deep below the surface, where unconsciously held assumptions and beliefs exist. Managers can begin to change company cultures by focusing on the top two levels. Techniques for changing organizational cultures include using behavioral substitution and behavioral addition, changing visible artifacts, and selecting job applicants who have values and beliefs consistent with the desired company culture.

6 What Would You Do? Case 

WASTE MANAGEMENT
Houston, Texas 
ANS: Americans generate a quarter billion tons of trash a year, or 4.5 pounds of trash per person per day. Thanks to nearly 9,000 curbside recycling programs, a third of that is recycled. But, that still leaves 3 pounds of trash per person per day to be disposed. In the past, trash was incinerated, often in local neighborhoods. John Waffenschmidt, vice president for Covanta Energy Corp., remembers that when he delivered newspapers in the 1960s, “I'd go out in the morning and there would be little flakes coming down because there were 4,000 or 5,000 apartment-building incinerators.” The rest was incinerated in large power plants, like the one on the east side of the Hudson River that burns 1,900 tons of New York City garbage each day.

With 20 million customers; 273 municipal landfills; 91 recycling facilities; and yes, 17 waste-to-energy facilities—that’s what large power-generating incinerator plants are called today— Waste Management, Inc., is the largest waste-handling company in the world. It generates 75 percent of its profits from 273 landfills, which can hold 4.8 billion tons of trash. And because it only collects 110 million tons a year, it has plenty of landfill capacity for years to come.

You joined the company a decade ago, and, after 3.5 short years as deputy general counsel and then chief financial officer, became CEO. That quick promotion prompted you to joke, “I needed to go to a bookstore to see whether I could find a book called CEO-ing for Dummies.” Instead, Waste Management sent you to Harvard for an executive program for CEOs, where the most important lesson you learned was to listen, because, as you tell your executive team, “This company and this industry aren’t very good at that.”

And with all of the changes taking place in your industry, Waste Management won’t succeed unless it listens. However, corporations, cities, and households are greatly reducing the amount of waste they generate, and thus the amount of trash that they pay Waste Management to haul away to its landfills. Subaru of America, for instance, has a zero-landfill plant in West Lafayette, Indiana, that hasn’t sent any waste to a landfill since 2004. None! And Subaru isn’t exceptional in seeking to be a zero-landfill company. Walmart, the largest retailer in the world, has also embraced this goal, stating, “Our vision is to reach a day where there are no dumpsters behind our stores and clubs, and no landfills containing our throwaways.” Like those at Subaru and Walmart, corporate leaders worldwide are committed to reducing the waste produced by their companies. Because that represents a direct threat to Waste Management’s landfill business, what steps could it take to take advantage of the trend toward zero waste that might allow it to continue growing company revenues?

Another significant change for Waste Management is that not only are its customers reducing the waste they send to its landfills, they’re also wanting what is sent to landfills to be sorted for recycling and reuse. For instance, food waste, yard clippings, and wood—all organic materials—account for roughly one-third of the material sent to landfills. Likewise, there’s growing demand for waste companies to manage and recycle discarded TVs, computer monitors, and other electronic waste that leaks lead, mercury, and hazardous materials when improperly disposed. However, the high cost of collecting and sorting recyclable materials means that Waste Management loses money when it recycles them. What can the company do to meet increased customer expectations, on one hand, while still finding a way to earn a profit on high-cost recycled materials?

Finally, advocacy groups, such as the Sierra Club, regularly protest Waste Management’s landfill practices, deeming them irresponsible and harmful to the environment. Should Waste Management take on its critics and fight back, or should it focus on its business and let the results speak for themselves? Should it view environmental advocates as a threat or an opportunity for the company?

7 If you were in charge of Waste Management, what would you do?

ANS: Sources: “2010 Sustainability Report,” Waste Management, www.wm.com/sustainability/pdfs/2010_Sustainability_Report.pdf, [accessed 6 February 2011]; “Municipal Solid Waste Generation, Recycling, and Disposal in the United States: Facts and Figures for 2008,” U.S. Environmental Protection Agency, http://www.epa.gov/epawaste/nonhaz/municipal/pubs/msw2008rpt.pdf, [accessed 14 February 2011]; “Zero Waste,” Wal-Mart*Corporate, http://walmartstores.com/Sustainability/7762.aspx [accessed 15 February 2011]; J. Ball, “Currents -- Power Shift: Climate Change: Garbage Gets Fresh Look as Source of Energy,” Wall Street Journal, 15 May 2009, A9; J. Fahey, “Waste Not,” Forbes Asia, July 2010, 46; M. Gunther, “Waste Management’s New Direction,” Fortune 6 December 2010, 103-108; A. Robinson & D. Schroeder, “Greener and Cheaper: The conventional wisdom is that a company's costs rise as its environmental impact falls; Think again.” The Wall Street Journal, 23 March 2009, R4.

8 What Really Happened? Solution

ANS: In the case, you learned that Waste Management is the largest waste handling company in the world, with 20 million customers and 273 municipal landfills. But even as it dominates its industry, Waste Management faces serious changes in its environment. Both corporations and consumers are reducing the amount of waste they generate and increasing the amount of goods they recycle. These trends challenge Waste Management, since the high cost of collecting and sorting recyclable materials means that Waste Management loses money when it recycles them.  What can the company do to meet increased customer expectations on one hand, while still finding a way to earn a profit on high cost recycled materials?

Like at Subaru and Wal-Mart, corporate leaders worldwide are committed to reducing the waste produced by their companies.  Since that represents a direct threat to Waste Management’s landfill business, what steps could it take to take advantage of the trend toward zero waste that might allow it to continue growing company revenues?

External environments are the forces and events outside a company that have the potential to influence or affect it. Organizations are influenced by two kinds of external environments: the general environment, which consists of economic, technological, sociocultural, and political/legal events and trends, and the specific environment, which consists of customers, competitors, suppliers, industry regulators, and advocacy groups.

The sociocultural component of the general environment refers to the demographic characteristics, general behavior, attitudes, and beliefs of people in a particular society. Sociocultural changes and trends influence organizations in two important ways.  First, changes in demographic characteristics, such as the number of people with particular skills or the growth/decline in particular population segments (marital status, age, gender, ethnicity), affect how companies staff their businesses.  Second, sociocultural changes in behavior, attitudes, and beliefs also affect the demand for a business’s products and services.  With Subaru and Wal-Mart striving to become “zero-waste” or “zero landfill” companies, it’s clear that corporate attitudes have mirrored society’s and swung dramatically toward “going green.”  In so doing, that changes represents a direct threat to Waste Management’s landfill business.  The question, of course, is what can it do to take advantage of the trend toward zero waste that might allow it to continue growing company revenues?

The first step, of course, is to recognize the trend and the impact it can or will have on your business.  David Steiner, Waste Management’s CEO, certainly seems to understand that societal and corporate attitudes have changed.  Says Steiner, “Picking up and disposing of people's waste is not going to be the way this company survives long term.  Our opportunities all arise from the sustainability movement.” He goes on to say, however, that “This is not David Steiner on some quest to save the planet.  I don't get paid to do that. I get paid to generate shareholder value.”  

And, how much value is there in the sustainability side of waste handling?  Steiner estimates that, not counting collection or handling fees, there is $8 billion to $10 billion of materials in the waste that it puts in its landfills each year.  And, how can Waste Management make sure that billions of dollars of recyclable materials don’t end up as worthless landfill?  By investing in materials recovery facilities that capture valuable materials or energy in cost efficient ways.  In the end, says Steiner, “If we're a landfill company, we're not in a growth market.”

The high cost of collecting and sorting recyclable materials means that Waste Management loses money when it recycles them.  What can the company do to meet increased customer expectations on one hand, while still finding a way to earn a profit on high cost recycled materials?
Managers use a three-step process to make sense of external environments: environmental scanning, interpreting information, and acting on threats and opportunities. Managers scan their environments based on their organizational strategies, their need for up-to-date information, and their need to reduce uncertainty. When managers identify environmental events as threats, they take steps to protect the company from harm. When managers identify environmental events as opportunities, they formulate alternatives for taking advantage of them to improve company performance. Using cognitive maps can help managers visually summarize the relationships between environmental factors and the actions they might take to deal with them.

Traditionally, recycling has been a breakeven or low profit business.  The challenge for Waste Management and CEO David Steiner is to focus on sustainability services and be highly profitable.  The question, of course, is how.  The answer, he believes, is technology.  Says Steiner, “We don’t want to play just in the picking up and delivering.  We want to own conversion, too.  We want to own the technology.”  Consequently, Waste Management has gone on an acquisition spree, purchasing companies with the technologies it believes can make it highly profitable in recycling.   

For instance, it bought Garick, a Texas-based company that can turn a ton of food waste, which traditionally had no value, into $40 of $50 of compost and mulch.  It also invested in Harvest Power, a Massachusetts-based firm that turns waste into high-quality compost which can then be burned to generate electricity at a payoff of $60 to $80 per ton.  Waste Management also bought Glacier Recycle, based in Washington state, which recycles construction materials in to recycled wood products and biomass fuel.  Finally, Waste Management has invested in Terrabon, another Texas-based firm that makes so-called “green gasoline” from waste paper and chicken manure.  

Finally, advocacy groups, such as the Sierra Club, regularly protest Waste Management’s landfill practices, deeming them irresponsible and harmful to the environment.  Should Waste Management take on its critics and fight back, or should it focus on its business and let the results speak for themselves?  Should it view environmental advocates as a threat or an opportunity for the company?   

Advocacy groups are groups of concerned citizens who band together to try to influence the business practices of specific industries, businesses, and professions. The members of a group generally share the same point of view on a particular issue. For example, environmental advocacy groups might try to get manufacturers to reduce smokestack pollution emissions. Unlike the industry regulation component of the specific environment, advocacy groups cannot force organizations to change their practices. Nevertheless, they can use a number of techniques to try to influence companies, including public communications, media advocacy, web pages, blogs, and product boycotts.

The most common technique for responding to the criticisms of advocacy groups is to assertively and quickly counter their claims with factual evidence that demonstrates that your company is not acting unethically, as claimed by the advocacy groups.  Often times, that just leads to further, more intense accusations.  Waste Management, however, has taken the unique strategy of working directly with advocacy groups to address criticisms of how it does business.  One of the largest criticisms of Waste Management is that its 273 landfills represent tens of thousands of acres of contaminated waste land.  

To address that criticism, it began working with the Wildlife Habitat Council (WHC), a nonprofit organization, which works with “with corporations and other landowners to create tailored voluntary wildlife habitat enhancement and conservation education programs on corporate facilities and in the communities where they operate.”  The WHC works with corporations to independently certify that their recovered lands are now suitable and sustainable for wildlife.  And, to achieve the WHC’s certification with waste-filled landfills is no small task.  But, in 2007, CEO Steiner announced that Waste Management’s goal was to achieve the WHC’s certification at 100 sites amounting to over 25,000 acres by 2020.  Debbie Figueras-Cano, who runs the Wildlife Habitat Council program at Waste Management, said, “I honestly thought at that point in time that getting to 100 of them would be a challenge, just because it's not a simple thing to do to get WHC certified.  There's a lot of work that goes into getting these certifications.”  Furthermore, the WHC had only certified 19 sites in the previous 7 years.   Furthermore, said Scott Kilkenny, chairman of the WHC, “No single company has ever received 30 certifications in one year, and no other company has more than 100 certified programs.”  

Nonetheless, today, just three years after setting its goal, Waste Management has 100 WHC sites protecting more than 25,000 acres.  And, of those 100 sites, 97 are former landfills.  Waste Management’s Kirby Canyon site, for example, has 600 acres for wildlife use that includes grasslands where two threatened species, the bay checkerspot butterfly and the California red-legged frog, are now thriving.   

Chapter Questions

1. What kind of training and evaluation program would you institute to change Home Depot’s culture? 

ANS: As discussed in the chapter, there are a number of ways that organizations can change their culture. While student responses will vary on the level of detail, they should include awareness of the various ways of bringing about organizational change. Organizational members can tell organizational stories to make sense of organizational events and changes and to emphasize culturally consistent assumptions, decisions, and actions. Another method for change is to highlight organizational heroes, people admired for their qualities and achievements within the organization. Another way of changing a corporate culture is to use behavioral addition or behavioral substitution to establish new patterns of behavior among managers and employees. Behavioral addition is the process of having managers and employees perform a new behavior, while behavioral substitution is having managers and employees perform a new behavior in place of another behavior. The key in both instances is to choose behaviors that are central to and symbolic of the old culture you’re changing and the new culture that you want to create. Another way in which managers can begin to change corporate culture is to change the visible artifacts of their old culture, such as the office design and layout, company dress code, and recipients (or nonrecipients) of company benefits and perks like stock options, personal parking spaces, or the private company dining room. Cultures can also be changed by hiring and selecting people with values and beliefs consistent with the company’s desired culture. Selection is the process of gathering information about job applicants to decide who should be offered a job. A key step in hiring people who have values consistent with the desired culture is to define and describe that culture.
2. Recall from the text that there are three levels of organizational culture. What kinds of changes would you make to address each level? 

ANS: Student responses will vary in terms of specific details, but they should include the recognition that there are three levels of organizational culture and that the three levels are manifest in different ways. On the first, or surface, level are the reflections of an organization’s culture that can be seen and observed, such as symbolic artifacts (such as dress codes and office layouts) and workers’ and managers’ behaviors. Next, just below the surface, are the values and beliefs expressed by people in the company. You can’t see these values and beliefs, but they become clear if you carefully listen to what people say and observe how decisions are made or explained. Finally, unconsciously held assumptions and beliefs about the company are buried deep below the surface. These are the unwritten views and rules that are so strongly held and so widely shared that they are rarely discussed or even thought about unless someone attempts to change them or unknowingly violates them. Changing such assumptions and beliefs can be very difficult. Instead, managers should focus on the parts of the organizational culture they can control. These include observable surface-level items, such as workers’ behaviors and symbolic artifacts, and expressed values and beliefs, which can be influenced through employee selection.

3. How could an analysis of the company’s external environment help in establishing a new customer-based culture? 

ANS: The management team in this case should consider two elements of the company’s environment, the customer component and the competitor component. The company can analyze the customer component either through reactive customer monitoring, which involves identifying and addressing customer trends and problems after they occur, or proactive customer monitoring, which involves identifying and addressing customer needs, trends, and issues before they occur. In either case, understanding the customer component allows the company to gain a better understanding of what customers want, what they expect from their shopping experience, what kind of actions allows employees to connect to customers, and how to keep customers satisfied. 

A competitive analysis, meanwhile, helps companies understand the competitor component by identifying your competitors, anticipating competitors’ moves, and determining competitors’ strengths and weaknesses. In doing so, managers can understand what the competition is doing to deliver a more satisfying shopping experience, how they are doing it, and how it is affecting the company’ efficiency and effectiveness. This could then provide managers at Home Depot with a model of training and service that they can either follow or improve upon. 

52
Chapter 3: Organizational Environments and Cultures
48

