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preface
Several years ago, the following statement appeared on the cover of Fast Company: “T e best leaders know where all of the 

great companies start. It’s the people. . . . ” Despite all of the major technological advances made and the substantial increases 
in the power of technologies that allow us to perform many functions more easily than in the past and to accomplish some tasks 
that we could not do in the past, all of this activity is driven by people. People developed all of Apple’s innovative products that 
helped it transform several major industries. People developed and implemented Twitter and Facebook. We communicate on 
cell phones and technologically advanced devices developed by people. Our automobiles are serviced by people; at restaurants 
we eat food prepared by people; we enjoy college and professional sports played by people. People are the drivers of organiza-
tions, and they make or break their success. Both Ed Breen, former CEO of Tyco, and Anne Mulcahy, former chairman of the 
board and former CEO of Xerox, argue that people are critical to high performance by a f rm. Pixar, which we use as a prime 
example in Chapter 1, is the epitome of success based on strong human capital. A principal in Pixar from its beginning, Ed 
Catmull, recently wrote a book titled Creativity Inc., which describes how he and his colleagues managed Pixar’s human capital 
to produce 14 straight number one movies. One of the most recent successes, Frozen, has achieved more than $1 billion in 
revenue on its way to becoming the highest grossing animated f lm in history (note that Pixar is now part of Disney). An early 
partner in Pixar, Steve Jobs, was taught by Catmull, which may have helped him achieve the major successes during his second 
term as CEO at Apple.1

Purpose
We wrote this book for several reasons. First, we wanted to communicate in an ef ective way the knowledge of managing people 
in organizations. T e book presents up-to-date concepts of organizational behavior (OB) in a lively and easy-to-read manner. 
T e book is based on classic and cutting-edge research on the primary topic of each chapter. Second, we wanted to emphasize 
the importance of people to the success of organizations. We do so by communicating how managing people is critical to imple-
menting an organization’s strategy, gaining an advantage over competitors, and ensuring positive organizational performance. 
T is approach helps students to better understand the relevance of managing people, allowing the student to integrate these 
concepts with knowledge gained in other core business courses. To emphasize the importance of people, we use the term human 
capital. People are important assets to organizations; application of their knowledge and skills is necessary for organizations to 
accomplish their goals.

New to the Fourth Edition
A number of changes have been made to enrich the content of the book and to ensure that it is up-to-date with current orga-
nizational behavior research and managerial practice. For example, we have changed or updated all chapter-opening cases (Ex-
ploring Behavior in Action) and all major case examples in the content of the chapters (Experiencing Organizational Behavior 
and Managerial Advice features). T e few that were not changed represent classic examples (such as the one focused on the U.S. 
Civil War). Several of the major changes to the content are described below:

 • Added new statistics on labor market composition throughout Chapter 2, including all new data in Exhibit 2-2.
• Added a new section on institutions and their ef ects on managerial actions and behavior in organizations (Chapter 3). 

As part of this upgrade, a new def nition of institutions (current in the research) was included.
• Included important new material on social learning theory (Chapter 4).
• Added new leading-edge material on stretch goals (Chapter 6).
• Included additional information on the Demand Control Model for depicting stressful jobs (Chapter 7). New content 

on workplace bullying was also added to the stress chapter.
• Added new content on strategic leadership (Chapter 8). Sections on (1) transactional leadership and (2) gender and 

leadership were fundamentally redeveloped. T e Catalyst Pyramid was incorporated as Exhibit 8-5.

xiii
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• Reorganized presentation to better emphasize individual level issues in communication (Chapter 9). Added a new 
section on communication styles, and a section on virtual worlds.

• Enhanced the material on ef ects of mood and emotion in decision making, an area of growing importance 
(Chapter 10).

• Incorporated a new section on managerial change capabilities, along with new material on dynamic capabilities 
(Chapter 14). Also, a discussion of goal-based leadership replaced the prior material on management by objectives 
(MBO).

In addition, we have added more than 500 new references from the organizational behavior research literature and from 
popular press articles on managerial practice. For this edition, the Part-ending Case Studies have been moved from the print 
book to be available in digital versions of the book and on the Book Companion Site, at www.Wiley.com/College/Hitt. T is 
change increases the f exibility of their use by students and in the classroom.  Although we have made important revisions and 
updated materials to ref ect current managerial practice, we have maintained all of the basic OB content that instructors found 
to be valuable and all of the pedagogical approaches that supported students’ ef orts to learn. T erefore, this fourth edition 
represents continued improvement of a high-quality teaching and learning tool. It continues to be written in an easy style and 
is user friendly, as were the f rst three editions of the book.

Value Provided by This Book
Managing OB involves acquiring, developing, managing, and applying the knowledge, skills, and abilities of people. A strategic 
approach to OB rests on the premise that people are the foundation for any f rm’s competitive advantage. Providing exception-
ally high-quality products and services, excellent customer service, valuable innovative products, and other advantages are based 
on the capabilities of the f rm’s people, its human capital. If organized and managed ef ectively, the knowledge and skills of the 
people in the f rm are the basis for gaining an advantage over competitors and achieving long-term f nancial success (as shown 
in the Whole Foods case and the Pixar example mentioned above and detailed in Chapter 1).

Individual, interpersonal, and organizational characteristics determine the behavior and ultimately the value of an organ-
ization’s people. Factors such as individuals’ technical skills, personality characteristics, personal values, abilities to learn, and 
abilities to be self-managing are important bases for the development of organizational capabilities. At the interpersonal level, 
factors such as quality of leadership, communication within and between groups, and conf ict within and between groups are 
noteworthy in the organization’s ability to build important capabilities and apply them to achieve its goals. Finally, at the organ-
izational level, the culture and policies of the f rm are also among the most important factors, as they inf uence whether the 
talents and positive predispositions of individuals are ef ectively used. T us, managing human capital is critical for an organiza-
tion to beat its competition and to perform ef ectively.

T is book explains how to ef ectively manage behavior in organizations. In addition, we emphasize how ef ective behav-
ioral management relates to organizational performance. We link the specif c behavioral topic(s) emphasized in each chapter to 
organizational strategy and performance through explicit but concise discussions. We also provide short cases and examples to 
highlight the relationships.

T erefore, we emphasize the importance of managing OB and its ef ect on the outcomes of the organization. T is is highly 
signif cant because a number of organizations routinely mismanage their workforce. For example, some organizations routinely 
implement major reductions in the workforce (layof s, downsizing) whenever they experience performance problems. How does 
an organization increase its ef ectiveness by laying of  thousands of its employees? T e answer is that it rarely does so.2 Layof s 
reduce costs but they also result in losses of signif cant human capital and valuable knowledge. T ese f rms then suf er from 
diminished capabilities, and their performance decreases further. Research shows that f rms increasing their workforce during 
economic downturns enjoy much stronger performance when the economy improves.3 T ese f rms have the capabilities to take 
advantage of the improving economy, whereas f rms that downsized must rebuild their capabilities and are less able to compete 
ef ectively. T e f rms listed annually in Fortune’s “100 Best Companies to Work for” are consistently among the highest performers 
in their industries (e.g., Apple, Starbucks, T e Container Store, Whole Foods Market, Marriott). Likewise, Fortune’s annual list 
of T e World’s Most Admired Companies contains many of the same f rms. In fact, according to Fortune, the 2014 list contains 
innovators (e.g., Apple), market disrupters (e.g., Google) and transformed companies that have overcome adversity (e.g., Delta).4 
A primary contributor to their ability to perform so well is the ef ective management of their human capital and the resulting 
output by those managers and associates.

http://www.Wiley.com/College/Hitt
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Concluding Remarks
T e knowledge learned from a course in organizational behavior is important for managers at all levels: top executives, middle 
managers, and lower-level managers. While top executives may understand the strategic importance of managing human capi-
tal, middle and lower-level managers must also understand the linkage between managing behavior ef ectively and the organiza-
tion’s ability to formulate and implement its strategy. Managers do not focus solely on individual behavior. T ey also manage 
interpersonal, team, intergroup, and interorganizational relationships. Some refer to these relationships as social capital. T e 
essence of managing organizational behavior is the development and use of human capital and social capital.

Jack Welch, former CEO of GE, suggested that he and his management team used management concepts that energized 
armies of people allowing them to dream, dare, reach, and stretch their talents in order to do things they never thought possible. 
T is book presents concepts that will help students to gain the knowledge needed to ef ectively manage behavior in organiza-
tions. T is, in turn, helps in the implementation of the organization’s strategy, af ects the organization’s productivity, allows the 
organization to gain advantages over its competitors, and therefore contributes to the organization’s overall performance.
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CCM

AJC

FOCUS AND PEDAGOGY
T e book explains and covers all organizational behavior topics, based 
on the most current research available. Unlike other OB texts, it uses the 
lens of an organization’s strategy as a guide. Elements of the book through 
which we apply this lens include the following.

Exploring Behavior in Action 
Each chapter opens with a case, grounding the chapter in a real-world 
context. Some of the companies featured include T e Container Store, 
Oakland Athletics, Xerox, Starbucks, and J. Crew.

1. R. Tetzeli, “Creativity Inc.,” Fast Company, April 2014, pp. 64–74. 
2.  H. Krishnan, M. A. Hitt, and D. Park, Acquisition Premiums, Subsequent Workplace 

Reductions and Post–Acquisition Performance,” Journal of Management Studies 44 
(2007): 709–732; R. D. Nixon, M. A. Hitt, H. Lee, and E. Jeong, “Market Reactions 
to Announcements of Corporate Downsizing Actions and Implementation Strategies,” 
Strategic Management Journal 25 (2004): 1121–1129. 

3.  C. R. Greer and T. C. Ireland, “Organizational and Financial Correlates of a ‘Contrar-
ian’ Human Resource Investment Strategy,” Academy of Management Journal 35 (1992): 
956–984. 

4.  C. Fairchild, “Atop Our Annual Ranking: Innovators, Disrupters and Companies T at 
Overcame Adversity,” Fortune, March 17, 2014, pp. 123–130.
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The Strategic Importance of …
Links the issues in the opening case to the topic 
of the chapter. T e issues are discussed in light 
of their importance to organization strategy and 
ultimately how they af ect the organization’s per-
formance.

T e Strategic Importance of … and T e 
Strategic Lens are appropriate ‘bookends’ for 
the chapter; they set up how decision making 
is strategic and reinforce that at the end of the 
chapter.”

(Pam Roffol-Dobies, University 
of Missouri Kansas City)

Experiencing Organizational 
Behavior
T e two Exploring Organizational Behavior sections in 
each chapter apply key concepts of the chapter. Real-
world case situations are used, including those focused 
on women, work, and stereotypes; extreme jobs, work-
place aggression; high-quality associates at Google; 
creating innovation with human capital at Apple; 
and performance management systems at Microsoft. 
Each discussion highlights the connection between 
an OB concept and the organization’s strategy and 
performance.

“T e Experiencing OB section is also useful since it provides 
a conceptual view of the changing approach to OB. I like the 
idea that it walks the students through a situation and then 
summarizes the prospects for acting successfully.”

(Marian Schultz, 
University of West Florida)

“After reading the Experiencing OB section on the football league, I also found that the example was an excellent choice. My 
classroom includes both traditional and nontraditional students, ranging in age from 20 to 72, and I think it is important to 
provide a variety of examples that everyone can relate to in the course.”

(Marilyn Wesner, 
George Washington University)
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Managerial Advice
T ese sections provide advice for future managers and make a 
connection to the organization’s strategy and performance. Exam-
ples of Managerial Advice include those focused on multinational 
corporations and “glocalization,” Ursula Burns, chair and CEO 
of Xerox, managing virtual teams, f nding a f t at Home Depot, 
“green” policies and practices, and experiential team building.

The Strategic Lens
T e Strategic Lens section concludes each chapter. 
T e section explains the topic of the chapter through 
the lens of organizational strategy. Highlighted is the 
critical contribution of the chapter’s concepts to the 
organization’s achievement of its goals. T e Strategic 
Lens concludes with Critical T inking Questions that 
are designed to emphasize the student’s knowledge of 
the OB topic, its ef ects on the organization’s strategy, 
and its ef ects on organizational functioning.

Thinking about Ethics
Given the growing importance of ethics, the “T ink-
ing about Ethics” feature at the end of every chapter 
provides an opportunity to analyze various ethical di-
lemmas that confront today’s managers. Students are 
asked to apply OB concepts to realistic ethical issues 
to determine the most ethical course of action.

Human Resource Management 
Applications
T is feature at the end of each chapter highlights the impor-
tance of OB concepts to human resource management and how 
managers can use these concepts to more ef ectively manage 
human capital in the organization. Students will learn various 
ways in which managers can use management-development 
programs, compensation programs, and selection processes.



xviii Preface

Building Your Human Capital
To help students better know themselves and develop need-
ed skills in organizational behavior, a personal assessment 
instrument is included in each chapter. T is includes infor-
mation on scoring and interpreting the results. Assessments, 
for example, are focused on approaches to dif  cult learning 
situations, the propensity to be creative, skill at managing 
with power, and the ability to tolerate change.

T e Building Your Human Capital segment is unique. 
Students need to recognize the importance of the topics 
for developing their personal skills. T is section does a 
good job in forwarding that idea.”

(Ceasar Douglas, Florida State University)

An Organizational Behavior Moment
T e applied, hypothetical case at the end of each chapter 
gives students an opportunity to apply the knowledge they 
have gained throughout the chapter. Each case concludes 
with questions. Teaching suggestions are included in the in-
structor’s resources.

“T e case was a good illustration of what life as a manager 
is like and it lends itself to a discussion of what might keep a 
manager from being highly involved.”

(Deborah Butler, Georgia State University)

Team Exercise
T ese experiential exercises expand the student’s learning through 
activities and engage students in team-building skills. Teaching sug-
gestions are included in the instructor’s resources.

“T e Exercise at the end of the chapter seemed like a great way to 
get students involved and to help them understand the material.”

(Sharon Purkiss, California State University 
at Fullerton)

Case Studies
Available on the Book Companion Site and in digital versions of the text are Case Studies on Cooperating and Communicat-
ing Across Cultures, Brussels and Bradshaw, Bright and Dedicated: What More Do You Want?, Anna Frisch at Aesch AG, and 
Organizational Culture at DreamWorks Animation.  T ese Case Studies can be accessed at www.Wiley.com/College/Hitt.

http://www.Wiley.com/College/Hitt
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SUPPLEMENTS
WileyPlus Learning Space
What is WileyPLUS Learning Space? It’s a place where students can learn, collaborate, and grow. T rough a personalized experi-
ence, students create their own study guide while they interact with course content and work on learning activities. 

WileyPLUS Learning Space combines adaptive learning functionality with a dynamic new e-textbook for your course—giv-
ing you tools to quickly organize learning activities, manage student collaboration, and customize your course so that you have 
full control over content as well as the amount of interactivity between students. 

You can: 

• Assign activities and add your own materials
• Guide students through what’s important in the e-textbook by easily assigning specif c content
• Set up and monitor collaborative learning groups
• Assess student engagement
• Benef t from a sophisticated set of reporting and diagnostic tools that give greater insight into class activity 

Learn more at www.wileypluslearningspace.com. If you have questions, please contact your Wiley representative. 

Companion Website
T e text’s website at www.wiley.com/college/Hitt contains myriad resources and links to aid both teaching and learning, includ-
ing the web quizzes described above.  

Instructor’s Resource Guide
T e Instructor’s Resource Guide includes an Introduction with sample syllabi, Chapter Outlines, Chapter Objectives, Teaching 
Notes on how to integrate and assign special features within the text, and suggested answers for all quiz and test questions found 
in the text. T e Instructor’s Resource Guide also includes additional discussion questions and assignments that relate specif cally 
to the cases, as well as case notes, self-assessments, and team exercises. 

Test Bank
T is robust Test Bank consists of true/false (approximately 60 per chapter), multiple choice (approximately 60 per chapter), 
short-answer (approximately 25 per chapter), and essay questions (approximately 5 per chapter). Further, it is specif cally de-
signed so that questions will vary in degree of dif  culty, ranging from straightforward recall to more challenging application 
questions to ensure student mastery of all key concepts and topics. T e organization of test questions also of ers instructors 
the most f exibility when designing their exams. A Computerized Test Bank provides f exibility and customization options 
to instructors. T is electronic version of the Test Bank includes all the questions from the Test Bank within a test-generating 
program that allows instructors to customize their exams and to add their own test questions in addition to what is already 
available. 

PowerPoint Presentations
T ese PowerPoint presentations provide another visual enhancement and learning aid for students, as well as additional talking 
points for instructors. Each chapter’s set of interactive PowerPoint slides includes lecture notes to accompany each slide. Each 
presentation includes roughly 30 slides with illustrations, animations, and related web links interspersed appropriately. 

http://www.wileypluslearningspace.com
http://www.wiley.com/college/Hitt
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Lecture Notes
Lecture Notes provide an outline of the chapter and knowledge objectives, highlighting the key topics/concepts presented 
within each chapter. PowerPoint slides have been integrated, where relevant, and the lecture notes suggest to instructors when 
it’s best to show the class each slide within a particular chapter’s PowerPoint presentation.

Web Quizzes
Online quizzes with questions varying in level of dif  culty have been designed to help students evaluate their individual compre-
hension of the key concepts and topics presented within each chapter. Each chapter’s quiz includes 10 questions, including true/
false and multiple-choice questions. T ese review questions, developed by the Test Bank author have been created to provide the 
most ef ective and ef  cient testing system for students as they prepare for more formal quizzes and exams. Within this system, 
students have the opportunity to “practice” responding to the types of questions they’ll be expected to address on a quiz or exam.

Prelecture and Postlecture Quizzes
T e Prelecture and Postlecture Quizzes consist of multiple-choice and true/false questions which vary in level of detail and dif-
f culty while focusing on a particular chapter’s key terms and concepts. T is resource allows instructors to quickly and easily 
evaluate their students’ progress by monitoring their comprehension of the material both before and after each lecture.

T e prelecture quiz questions enable instructors to gauge their students’ comprehension of a particular chapter’s content so 
they can best determine what to focus on in their lectures.

T e postlecture quiz questions are intended to be homework or review questions that instructors can assign to students 
after covering a particular chapter. T e questions typically provide hints, solutions, or explanations to the students, as well as 
page references.

Organizational Behavior Lecture Launcher Video
Video clips from the BBC and CBS News, ranging from 2 to 5 minutes in length, tied to the current news topics in organi-
zational behavior are available on the book companion site at www.Wiley/College/Hitt. T ese video clips provide an excellent 
starting point for lectures. An instructor’s manual for using the lecture launcher is available on the Instructor’s portion of the 
Hitt website. If you are an instructor and need access to the Instructor Companion Site, please contact your local Wiley sales 
representative.

http://www.Wiley.com/College/Hitt
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OPENING CASE  STUDY

WHOLE FOODS,
   whole people

In 1980, Mackey developed a 
partnership with Craig Weller and 
Mark Skiles, merging SaferWay 
with Weller’s and Skiles’s Clarksville 
Natural Grocer to create the Whole 
Foods Market. Its f rst store opened in 
1980 with 12,500 square feet and 

19 employees. This was a 
very large health food store 
relative to others at that 
time. There was a devastat-
ing f ood in Austin within a 
year of its opening and the 
store was heavily damaged. 

Much of its inventory was ruined and 
its equipment was damaged. The total 
losses were approximately $400,000, 
and the company had no insurance. 
Interestingly, customers and neighbors 
helped the staff of the store to repair 
and clean up the damage. Creditors, 
vendors, and investors all partnered 
to help the store reopen only 28 days 
after the f ood. With their assistance, 
Whole Foods survived this devastating 
natural disaster.

Whole Foods started to expand 
in 1984 when it opened its f rst store 
outside of Austin. The new store was 
located in Houston, followed by 
another store in Dallas and one in New 
Orleans. It also began acquiring other 
companies that sold natural foods, 
which helped to increase its expansion 
into new areas of the United States. In 
2007, it expanded into international 
markets by opening its f rst Whole 
Foods branded store in London, 
England. (In 2004, it acquired a small 
natural foods company in the United 
Kingdom, Fresh & Wild, but did not 

W hole Foods Market is the largest 
natural food retailer in the world 
with more than 360 stores and 

approximately $12 billion in annual sales. 
With operations located primarily in the United 
States and also in Canada and the United 
Kingdom, Whole Foods sells natural and organic 
food products that include produce, meat, poultry, 
seafood, grocery products, baked and prepared 
goods, many drinks such as beer and wine, 
cheese, f oral products, and pet products. The 
origin of the company dates to 1978 when John 
Mackey and his girlfriend used $45,000 in 
borrowed funds to start a small natural food store 
then named SaferWay. The store was located 
in Austin, Texas. John and his girlfriend lived in 
the space over the store (without a shower) 
because they were “kicked out” of their 
apartment for storing food products in it.
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use the Whole Foods brand until open-
ing its new store in London.) It also 
acquired one of its major U.S. com-
petitors, Wild Oats, in 2007. And, 
it is currently planning on expanding 
its footprint in Canada from 9 stores 
(all in British Columbia) to 49 stores 
moving into other Canadian markets 
such as Montreal. It now has approxi-
mately 67,000 employees with about 
7 percent growth in the employee 
base annually. Thus, Whole Foods has 
become a major business enterprise 
and the most successful natural and 
organic food retailer in the world.

MANAGING HUMAN CAPITAL
Whole Foods Market has done a 
number of things right, thereby 
achieving considerable success. 
Yet, many people believe that one 
of the best things it has done is to 
implement an effective people-man-
agement system. Each Whole Foods 
store employs approximately 40 to 
as many as 650 associates. All of 
the associates are organized into 
self-directed teams; associates are 
referred to as team members. Each of 
the teams is responsible for a specif c 
product or service area (e.g., pre-
pared foods, meats and poultry, cus-
tomer service). Team members report 
to a team leader, who then works 
with store management, referred 
to as store team leaders. The team 
members are a critically important 
part of the Whole Foods operation. 
Individuals are carefully selected 
and trained to be highly knowledge-
able in their product areas, to offer 
friendly service, and to make critical 
decisions related to the types and 
quality of products offered to the 
public. Thus, they operate much dif-
ferently than most “employees” in 
retail grocery outlets. These team 
members work with their team leader 
to make a number of joint decisions 
with regard to their specif c areas, 
and they contribute to store level 
decisions as well. Some observ-
ers have referred to this approach 

as “workplace democracy.” In fact, 
many of the team members are 
attracted to Whole Foods because 
of the discretion they have in mak-
ing decisions regarding product lines 
and so on. Of course, there are other 
attractions such as the compensation. 
For example, the company’s stock 
option program involves employees 
at all levels. In fact, 94 percent of the 
stock options offered by the company 
have been presented to nonexecutive 
members, including front-line team 
members. The company pays compet-
itive wages and pays 100 percent of 
the health insurance premium for all 
associates working at least 30 hours 
per week, which includes 89 percent 
of its workforce. Although the annual 
deductible is high ($2,500), each 
associate receives a grant of up to 
$1,800 annually in a Personal Well-
ness Account to be used for health 
care out-of-pocket costs. All of the 
benef t options are voted on by the 
associates in the company. Current 
programs include options for dental, 
vision, disability, and life insurance 
in addition to the full medical cover-
age for full-time associates.

Whole Foods follows a demo-
cratic model in the selection of new 
associates. For example, potential 
new team members can apply for any 
one of the 13 teams that operate in 
most Whole Foods Markets. Current 
team members participate in the inter-
view process and actually vote on 
whether to offer a job to prospective 
colleagues. A candidate is generally 
given a four-week trial period to deter-
mine whether he or she has potential. 
At the end of that trial period, team 
members vote on whether to offer a 
permanent job to the candidate. The 
candidate must receive a two-thirds 
majority positive vote from the unit 
team members in order to be hired.

Teams also receive bonuses if 
they perform exceptionally well. 
They set goals relative to prior perfor-
mance and must achieve those goals 
to attain a bonus. Exceptionally 

high-performing teams may earn 
up to $2 an hour more than their 
current wage base.

The top management of Whole 
Foods believes that the best philos-
ophy is to build a shared identity 
with all team members. They do so 
by involving them in decisions and 
encouraging their participation at all 
levels in the business. They empower 
employees to make decisions and 
even allow them to participate in 
the decision regarding the benef t 
options, as noted above. All team 
members have access to full informa-
tion on the company. It is referred 
to as Whole Foods’ open-book 
policy. In this open-book policy, team 
members have access to the f rm’s 
f nancial records, which include 
compensation information for all 
associates and even the top manage-
ment team and the CEO. Therefore, 
the f rm operates with full transpar-
ency regarding its associates. This 
approach emphasizes the com-
pany’s core values of collaboration 
and decentralization. The company 
attracts people who share those core 
values and tries to reward a highly 
engaged and productive workforce.

The company also limits the pay 
of top executives to no more than 
19 times the lowest paid associate in 
the f rm. While this amount has been 
increased over time in order to main-
tain competitive compensation for 
managers, it is still well below indus-
try averages for top management 
team members. And, John Mackey, 
the former CEO and now co-CEO, 
only receives $1 annually in salary 
and no stock options. 

The outcomes of this unique 
system for managing human capital 
have been impressive. For example, 
Whole Foods’ voluntary turnover is 
much lower than the industry aver-
age. The industry average is almost 
90 percent annually, but Whole 
Foods’ data show that it has a vol-
untary turnover rate of only 7 per-
cent (in 2012). In addition, Whole 
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Foods has been ranked in the top 
100 best companies to work for 
by Fortune magazine every year 
since the inception of the ranking in 
1998.

In addition to its f at organization 
structure (few layers of management 
between associates and top manag-
ers) and decentralized decision mak-
ing (e.g., selection of new associ-
ates), the company believes that each 
employee should feel a stake in the 
success of the company. In fact, this 
is communicated in its “Declaration 
of Interdependence.” The Declaration 
of Interdependence suggests that the 
company has eight core values. They 
are listed in Table 1.

The company attempts to support 
team member excellence and hap-
piness through its empowering work 
environment in which team members 
work together to create the results. 
In such an environment, they try to 
create a motivated work team that 
achieves the highest possible produc-
tivity. There is an emphasis on indi-
viduals taking responsibility for their 
success and failure and seeing both 
as opportunities for personal and 
organizational growth.

The company develops self-
directed work teams and gives them 
signif cant decision-making author-
ity to resolve problems and build a 
department and product line to sat-
isfy and delight the customers. The 
company believes in providing open 
and timely information and in being 
highly transparent in all of its opera-
tions. It also focuses on achieving 
progress by continuously allowing 
associates to apply their collective 
creativity and intellectual capabili-
ties to build a highly competitive 
and successful organization. Finally, 
the company emphasizes a shared 
fate among all stakeholders. This is 
why there are no special privileges 
given to anyone, not even to top 
managers. It is assumed that every-
body works together to achieve 
success.

SOCIAL AND COMMUNITY 
RESPONSIBILITIES
Whole Foods Market takes pride in 
being a responsible member of its 
community and of society. For exam-
ple, it emphasizes the importance of 
sustainable agriculture. In particu-
lar, the f rm tries to support organic 
farmers, growers, and the environ-
ment by a commitment to using sus-
tainable agriculture and expanding 
the market for organic products. In 
this regard, the Whole Foods Mar-
ket launched a program to loan 
approximately $10 million annually 
to help independent local produc-
ers around the country to expand. It 
holds seminars and teaches produc-
ers how to move their products onto 
grocery shelves and how to command 
and receive premium prices for their 
products. These seminars and related 
activities have been quite popular. 
Overall, the Whole Foods Market 
does business with more than 2,400 
independent growers.

Whole Foods Market also sup-
ports its local communities in other 
ways. For example, the company 
promotes active involvement in local 
communities by giving a minimum of 
5 percent of its prof ts each year to 
a variety of community and nonprof t 
organizations. These actions encour-
age philanthropy and outreach in the 
communities that Whole Foods serves.

Whole Foods Market also tries 
to promote positive environmental 

practices. The company empha-
sizes the importance of recycling 
and reusing products and reducing 
waste wherever possible. Further-
more, Whole Foods was the f rst 
retailer to build a supermarket that 
met environmental standards of the 
Leadership in Energy and Environ-
mental Design Green Building Rating 
System (LEED). It offsets 100 percent 
of its energy use with wind credits. 
Finally, Whole Foods announced a 
new initiative a few years ago to cre-
ate an animal compassion standard 
that emphasizes the f rm’s belief in 
the needs of animals. The company 
developed standards for each of the 
species that are used for foods and 
sold through their supermarkets (con-
cern for human treatment and animal 
welfare). In 2012, the company pro-
duced its f rst Green Mission Report 
that reports on all of its areas related 
to environmental sustainability.

Whole Foods launched a pro-
gram to encourage higher wages and 
prices paid to farmers in poor coun-
tries, while simultaneously promoting 
environmentally safe practices. In 
fact, the company donates a portion 
of its proceeds to its Whole Planet 
Foundation, which in turn provides 
microloans to entrepreneurs in devel-
oping countries.

Finally, Whole Foods has 
become a champion for healthy eat-
ing. It engages in healthy eating 
education to promote more healthy 

TABLE 1  Whole Foods’ Declaration of Interdependence 
(Eight Core Values)

1.  Selling the highest-quality natural and organic products available.
2. Satisfying, delighting and nourishing customers.
3. Supporting team member excellence and happiness.
4. Creating wealth through prof ts and growth.
5. Serving and supporting local and global communities.
6. Practicing and advancing environmental stewardship.
7. Creating ongoing win-win partnerships with suppliers.
8.  Promoting the health of stakeholders through healthy eating 

education.
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citizens and communities. It provides 
recipes for preparing healthy meals.

Very few, if any, major corpo-
rations, including competing super-
market chains, have established pro-
grams that rival those of the Whole 
Foods Market to meet social and com-
munity responsibilities.

SOME BUMPS IN THE ROAD
While the Whole Foods Market has 
been a highly successful company, it 
still has experienced some problems 
along the way. Obviously, it has 
produced a concept that has been 
imitated by other natural foods com-
panies and a number of competing 
supermarkets as well. Yet, in gen-
eral, Whole Foods has been able 
to maintain its competitive advan-
tage and market leadership, partly 
by being the f rst to the market and 
partly because of its practices, which 
continue to generate a strong reputa-
tion and a positive company image. 
Yet, a number of f rms have devel-
oped competing products and are 
making headway in selling organic 
foods, including some regular large 
supermarket chains. For example, 
Sprouts Farmers Market has garnered 
a large number of customers with its 
sales of natural and organic foods. 
Major supermarket retailers such as 
Kroger have expanded the number 
and type of organic foods sold. Even 
Wal-Mart offers organic foods in its 
grocery operations. In order to main-
tain its leadership and to continue to 
command a premium price, Whole 
Foods Market has been continuously 
differentiating its products and build-
ing its image so that people will buy 
from it rather than from competitors. 
Whole Foods continues to expand the 
number of its stores and move into 
new markets. It has recently begun 
to expand into smaller cities such as 
Boise, Idaho (population is 212,000) 
and Lincoln, Nebraska (population is 
260,000), with success. Previously, it 
only located stores in large metropoli-
tan areas. It recently opened its f rst 

Domain store in which it offers dining 
experiences such as oyster bars and 
Texas barbecue along with retail gro-
ceries. And, Whole Foods recently 
market tested a “click and collect” 
program whereby consumers can 
order organic foods online and pick 
up the order at the nearest Whole 
Foods retail store.

The top management of the 
Whole Foods Market has been 
strongly opposed to unionization. 
The belief is that the company 
pays workers well and treats them 
with dignity and respect and that a 
union is likely to interfere in its rela-
tionships with associates. Mackey, 
the CEO of the company, suggests 
that it is a campaign to “love the 
worker, not a union.” Yet, the f rst 
union for Whole Foods was voted 
in at its Madison, Wisconsin, store. 
However, the Whole Foods Market 
executives have been able to fend 
off union efforts at other stores, 
including a campaign launched 
that the company referred to as 
“union awareness training.” Still, it 
may experience problems with its 
planned expansion into Montreal 
where unions are especially strong.

Several years ago Mackey was 
criticized for and investigated by the 
Securities and Exchange Commis-
sion (SEC) for posting on a Yahoo! 
f nancial message board anony-
mous online critiques of competitors 
and self-congratulating statements 
about the Whole Foods Market. 
These comments were made using 
a pseudonym so no one knew that 
he was the CEO of Whole Foods. 
This action was strongly criticized 
by analysts and others, and several 
questioned the ethics of his actions. 
The Whole Foods’ Board investi-
gated the actions and reaff rmed its 
support for Mackey. In addition, the 
SEC concluded that no enforcement 
action would be taken against the 
company or the CEO. Mackey has 
not engaged is such actions since 
that time.

FIRM PERFORMANCE 
AND THE FUTURE
Whole Foods Market has performed 
well over the past several years, sus-
taining signif cant growth in sales and 
prof ts. Its stock price has also gener-
ally performed well. However, during 
the period 2005–2008, some analysts 
argued that the stock was overvalued, 
partly because they did not believe 
that Whole Foods’ growth rate and 
returns could be sustained. Undoubt-
edly, maintaining its growth rate will 
be diff cult as the competition in its 
natural and organic foods continues 
to grow. It was a special concern dur-
ing the recent economic recession. Yet, 
Whole Foods’ business model seems 
to be strong even with the challenging 
economic environment. The company 
is highly prof table and continues to 
outperform its direct competitors. And 
the value of its stock has increased 
considerably with a return of 1,075 
percent over its most recent f ve years 
ending with f scal 2013. Shareholders 
enjoyed a 2 for 1 stock split in 2013.

The f rm has been combating com-
petition with its new approaches and 
stores and recently offering discounts 
on its products. The expansion of stores 
to new communities has been success-
ful as well, hurting established super-
market competitors such as Albertsons 
in its own backyard (Boise, Idaho). 
Clearly, Whole Foods Market has been 
a very positive force in dealing with its 
associates through its highly unique 
means of managing human capital. It 
also has built a strong positive reputa-
tion and differentiated its products in 
the eyes of consumers. Yet, there are 
some challenges with which the f rm 
must deal, such as growing competi-
tion and potential unionization. While 
the future likely remains bright, further 
evaluation will be needed to determine 
whether there will be continued growth 
and positive returns for all stakeholders 
of the Whole Foods Market.

Source: Whole Foods Market logo used 
with permission.
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members or the benef ts it provides 
to its associates as it expands 
further into international markets?

Chapter 4
1. To what extent do you think that 

training and associate learning 
would be more important for Whole 
Foods than for other grocery stores?

2. What type of perceptual problems 
on the part of associates and the 
public may have resulted from the 
scandal regarding John Mackey’s 
blog activities?

Chapter 5
1. Given the nature of Whole Foods’ 

jobs and the way in which associates 
are selected, what type of personal-
ity traits are important for Whole 
Foods’ associates to possess?

2. Compared to the industry average, 
Whole Foods has a low turnover 
rate and is consistently ranked as 
a great place to work. Why do 
you think Whole Foods’ associates 
are so satisf ed and committed to 
the organization?

Chapter 6
1. Are Whole Foods’ team members 

likely to experience problems with 
procedural and/or distributive jus-
tice? Explain.

2. Which of the major motivational 
practices are emphasized by 
Whole Foods in its management sys-
tem? For example, do they include 
meaningful rewards, tying rewards 
to performance, designing enriched 
jobs, providing feedback, or clarify-
ing expectations and goals? 

Chapter 7
1. Based on the demand–control and 

effort–reward models of stress, 
are Whole Foods’ team members 
likely to experience a great deal of 
stress? What about its executives?

2. Does Whole Foods need a well-
ness program? Why or why not?

Chapter 8
1. Is John Mackey a transformational 

leader? Why or why not?
2. Based on contingency theories of 

leadership, what approach to lead-
ership should be used by Whole 
Foods’ team leaders? Why?

Chapter 9
1. Whole Foods’ open-book policy 

allows all associates to have full 
access to all information about 
the company and its executives. 
Would this degree of open com-
munication work as well in other 
companies? Why or why not? 
What impact do you think this 
degree of transparency has on the 
attitudes and behavior of Whole 
Foods’ associates?

2. What ethical issues arise from John 
Mackey’s use of a pseudonym to 
post opinions, information, and 
critiques on blog sites?

Chapter 10
1. What decision styles does John 

Mackey appear to use? Do these 
f t his situation?

2. Which group decision-making 
pitfalls appear most likely within 
Whole Foods’ teams, and which 
decision-making techniques would 
you recommend to counter those 
pitfalls?

Chapter 11
1. What policies and procedures 

does Whole Foods enact that 
allow it to develop successful asso-
ciate teams?

2. What impact do you think that the 
process of allowing team members 
to vote on hiring new members has 
on the dynamics and performance 
of the Whole Foods teams?

Chapter 12
1. Whole Foods’ “Declaration of 

Interdependence” states that two 
of the company’s core values are 
“creating wealth through prof ts 
and growth“ and “caring about 
our communities and the environ-
ment.” Often, these two values are 
in conf ict for many companies. 
How does Whole Foods resolve 
this conf ict?

2. Whole Foods has been opposed 
to the unionization of its associ-
ates. However, associates in a 
Madison, Wisconsin, store voted 
to become unionized. What type 
of conf icts or power struggles may 
have caused this to occur?

Chapter 13
1. Analyze the effects of the demo-

cratic approach to store opera-
tions and hiring new associates on 
store performance.

2. What does the transparency about 
company f nancial data and asso-
ciate and managers’ compensa-
tion communicate about Whole 
Foods’ culture? How does the Dec-
laration of Interdependence ref ect 
aspects of Whole Foods’ culture?

Chapter 14
1. Analyze how Whole Foods has 

managed change over the years 
since it started.

2. Whole Foods now faces a signif -
cant amount of competition. How 
should it respond to the changes 
in the competitive landscape of its 
industry? What future challenges 
do you envision for Whole Foods’ 
market?
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PART 1

This book describes the rich and 
important concepts that make up the 
field of organizational behavior. We 
have based the book on cutting-edge 
research as well as current practices in 
organizations. Beyond this, the book 
is unique in presenting these concepts 
through a strategic lens. That is, in 
each chapter, we explain the strategic 
importance of the primary concepts 
presented in the chapter. Our discus-
sions emphasize how managers can 
use knowledge of these concepts to 
improve organizational performance.

In Part I, we develop and 
explain the strategic lens for organi-
zational behavior. To begin, we 
describe in Chapter 1 the concept 
of competitive advantage and how 

organizational behavior affects the 
organization’s ability to gain and 
maintain an advantage over its com-
petitors. Gaining and maintaining a 
competitive advantage is critical for 
organizations to perform at high levels 
and provide returns to their stakehold-
ers (including owners). We emphasize 
the importance of managing human 
capital for high performance and 
describe the high-involvement organi-
zation and how to manage associates 
to achieve it.

Chapter 2 examines the criti-
cal topic of organizational diversity. 
Given the demographic diversity in the 
United States, all organizations’ work-
forces are likely to become increas-
ingly diverse. Thus, it is important to 

understand diversity and how to man-
age it effectively in order to gain a 
competitive advantage. This chapter 
explains how these outcomes can be 
achieved.

Chapter 3 discusses managing 
organizations in a global environment. 
International markets offer more oppor-
tunities but also are likely to present 
greater challenges than domestic mar-
kets. Understanding the complexities of 
managing in international markets is a 
necessity. It is especially important to 
understand how to manage diverse cul-
tures and operations in varying types 
of institutional environments.

The three chapters of Part I pro-
vide the setting for exploring the topics 
covered in the chapters that follow.

the strategic lens



1

?  

1. Def ne organizational behavior and explain the strategic approach to OB.
2. Provide a formal def nition of organization.
3. Describe the nature of human capital.
4. Discuss the conditions under which human capital is a source of competitive advantage for an organization.
5. Describe positive organizational behavior and explain how it can contribute to associates’ productivity.
6. Explain the f ve characteristics of high-involvement management and the importance of this approach to management.

knowledge objectives
After reading this chapter, you should be able to:

a strategic approach 
to organizational 

behavior

exploring behavior in action

Strategic Use of Human 
Capital: A Key Element of 
Organizational Success

In their book, T e New American Workplace, James O’Toole 
and Edward Lawler described the existence of high-
involvement, high-performance companies that spanned 

many industries. Examples of such companies are Nucor, W.L. 
Gore & Associates, and Proctor & Gamble, among others. For 
example, Proctor & Gamble (P&G) adopted high-involvement 
work practices at some of its manufacturing facilities, includ-
ing empowerment of work teams to allocate the tasks among 
their members, establish their own work schedules, recruit new 
members to their team and even to select the methods used 
to accomplish their tasks. In addition, P&G invests in build-
ing human capital, and much of the training is done by P&G 
managers instead of human resource management or train-
ing specialists. In fact, P&G views work life as a career-long 
learning and development process. P&G has a dif erent “col-
lege” for educating its workforce in the knowledge and skills 
needed for their current and future jobs. T e company also 
carefully screens all candidates in the hiring process. T e com-
pany received approximately 400,000 applications in 2009 for 
entry-level management positions and hired fewer than 2,000 
(less than one-half of one percent).

T e Container Store was started in 1978, and from the 
beginning the founders and top executives stated the top 

stakeholders were the employees (even ranked above sharehold-
ers and customers). Since its founding, T e Container Store has 
enjoyed an average compound annual growth rate of approxi-
mately 25 percent, with annual revenues now exceeding $700 
million. It is the top specialty retailer of containers in the coun-
try.

T e Container Store has now been listed as one of Fortune’s 
“100 Best Companies to Work For” for the last 14 years straight. 
T e company has enjoyed this success in its markets and its 
workforce because of adherence to its founding principles. T ese 
founding principles include the following:

1. Hiring only great employees.  One great person 
outproduces three good people.

2. Focus on training and development. Intuition does 
not come to an unprepared mind.

3. Emphasis on quality communication. 
Communication is leadership.

4. Empowering the employees to make decisions. 
Empowerment helps realize both the employee’s and 
the company’s potential.

5. Culture provides and air of excitement. Employees 
love their jobs and love helping customers.

T e company invests many resources in recruiting, especially 
in the selecting the best person to hire. In fact, it hires only 
3 percent of the people who apply for a job. People who are hired 
go through as many as eight interviews, many of them group 
interviews with other associates. New employees are giving 263 
hours of training during their f rst year (the industry average is 

8
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eight hours of training). T ey receive a signif cant benef ts pack-
age and are paid 50 to 100 percent more than the average pay 
for retail employees. In addition, employees are empowered to 
make decisions commonly made by the store managers in most 
retail organizations.

During the most recent economic recession, T e Container 
Store experienced f nancial dif  culties (similar to many other 
retailers). However, it refused to lay of  any of its employees. 
Each year it also declares a “National We Love Our Employees 
Day,” taking out large ads in major newspapers such as the New 
York Times to promote it. T is level of commitment by the com-
pany is rewarded with strong employee loyalty; it has a voluntary 
turnover rate of only about 5 percent annually. T is compares 
to rates as high as 100 percent turnover at other major retailers.

Executives of T e Container Store claim that the company’s 
focus on hiring great employees, giving them the knowledge 
they need, and providing them the authority to make decisions 
unleashes their creativity to identify solutions that best serve 
their customers. T e results are obvious to customers. One cus-
tomer recently remarked that he found that the staf  ng in the 
store “radiated happiness and enthusiasm,” and the excitement 
in the store was evident. T is enthusiasm makes for happy cus-
tomers, which in return produces a successful business.

T e success of T e Container Store and other companies 
mentioned above should promote frequent attempts to imitate 
their practices, but this has not been the case. Instead, confronted 

with dif  cult industry conditions, managers in many retailing 
f rms attempt to minimize costs through low compensation and 
little training. T ey implement supervision and surveillance sys-
tems designed to tightly control employees. Many companies 
make assumptions about their workforce, but their actions do 
not allow the human potential in their workforce to be realized.

Yet, some of the highest-performing companies treat their 
associates in a dif erent way. T e leadership of these companies 
believes that valuing people is crucial for business success. T ey 
believe they get more out of their employees by providing them 
power and autonomy, and the results support this belief. T ese 
companies continue to grow, have low labor costs and achieve 
high prof ts while paying high compensation because of the pro-
ductivity of their workforce. For example, Starbucks provides a 
much larger and more costly benef ts package to its workforce 
than most other retailers. Starbucks can do this not because of 
the “premium” it charges for its products but because of its pro-
ductive, customer-oriented associates who produce a premium 
for the company. T e bottom line is that companies that allow 
associates to participate in major decisions, invest heavily in 
training, and provide prof t-sharing programs to them have a 
much more productive workforce and enjoy the many benef ts 
that are derived from it. T ey are often among Fortune’s Best 
100 Companies to Work For and are among the top f nancial 
performers in industry. T ey perform well because they gain the 
most value from their human capital. 

Sources: “Fortune 100 Best Companies to Work For 2014,” CNNMoney (February 3, 
2014), at http://www.money.cnn.com; J. Rohman, “With an Employee First Mental-
ity, Everyone Wins: T e Container Store Culture Impact Brief ” (2013), Great Place to 
Work Institute, http://www.greatplacetowork.com, accessed January 9, 2014; B. Farfan, 
“T e Container Store Mission Statement-7 Foundation Principles to Guide Actions,” 
About.com Retail Industry, http://retailindustry.about.com, accessed January 8; 2014; 
“Putting Our Employees First,” http://www.standfor.containerstore.com/putting-our-
employees-f rst/, accessed January 8, 2014; S. Graj, “Container Store: T e Art of Brand 
Celebration,” Forbes, http://www.forbes.com (August 7, 2013); “Finding Meaning in 

Unlikely Places: Making a Dif erence at the Container Store and Insomniac Games,” 
Great Rated!, http://us.greatrated.com (April 30; 2013); “T e Container Store to Share 
T ousands of Hugs in Honor of National We Love our Employees Day,” Yahoo!, http://
f nance.yahoo.com (February 2014); R. Crockett, “How P&G Finds and Keeps a Prized 
Workforce,” BusinessWeek (April 9, 2009), at http://www.businessweek.com; J. O’Toole 
and E. E. Lawler, III, “A Piece of Work,” Fast Company (December 19, 2007), at http://
www.fastcompany.com; C. A. O’Reilly and J. Pfef er, Hidden Value: How Great Com-
panies Achieve Extraordinary Results with Ordinary People (Boston: Harvard Business 
School Press, 2000).

The examples of The Container Store, Procter 
& Gamble, and Starbucks show the power-
ful difference that a f rm’s human capital can 
make. Faced with less-than-favorable industry 
characteristics and a labor pool that many f nd 
unattractive in the retail f eld, The Container 
Store and Starbucks have succeeded in part 
by paying careful attention to human behavior. 
Any f rm can sell containers and coffee, but 
it requires special management to effectively 
embrace and use to advantage the complexi-
ties and subtleties of human behavior. From the 

motivational and leadership practices of man-
agers to the internal dynamics of employee-
based teams to the values that provide the 
base for the organization’s culture, successful 
f rms develop approaches that unleash the 
potential of their people (human capital).

In the current highly competitive land-
scape, the ability to understand, appreciate, 
and effectively leverage human capital is criti-
cal in all industries. A strategic approach to 
organizational behavior is focused on these 
issues. In this chapter, we introduce the concept 

of organizational behavior and explain how 
to view it through a strategic lens in order to 
enhance organizational performance.

To introduce the strategic approach to 
organizational behavior, or OB, we address 
several issues. First, we def ne organizational 
behavior and discuss its strategic importance 
for organizational performance. Next, we 
explore the concept of human capital and its 
role in organizations. We then discuss how 
human capital most likely contributes to a 
competitive advantage for an organization. 

the strategic importance of Organizational Behavior

http://www.money.cnn.com
http://www.greatplacetowork.com
http://retailindustry.about.com
http://www.standfor.containerstore.com/putting-our-employees-first/
http://www.standfor.containerstore.com/putting-our-employees-first/
http://us.greatrated.com
http://finance.yahoo.com
http://finance.yahoo.com
http://www.businessweek.com
http://www.fastcompany.com
http://www.fastcompany.com
http://www.forbes.com
http://About.com



