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Centralisation and decentralisation 

One of the issues that a business needs to address is where decision-making power is in the 
organisational structure. The key question is whether it is kept with senior management at 
the headquarters or the top of the organisation (centralised) or whether it is delegated 
further down the hierarchy, away from the centre and possibly in different locations 
(decentralised). 

Most large businesses do use some decentralisation, especially if they operate from several 
locations or have added new products or markets.  The issue is really how much 
independence business units or groups within a business should have when it comes to key 
decisions, especially those that might affect the business as a whole. 

Centralised structures 

Businesses that have a centralised structure keep decision-making firmly at the top of the 
hierarchy, amongst the most senior management.  

Fast-food businesses use a predominantly centralised structure to ensure that control is 
maintained over their many thousands of outlets.  The need to ensure consistency of 
customer experience and quality at every location are the main reasons why centralisation is 
chosen. 

Advantages and disadvantages of centralisation are: 

Advantages Disadvantages 

 Easier to implement common policies 
and practices for the business as a 
whole 

 There are often more layers in the 
organisation, which will increase costs  

 Prevents other parts of the business 
from becoming too independent 

 Local or junior managers are likely to 
be much closer to customer needs, 
therefore the best decisions for the 
local area may not be taken by the 
business 

 Easier to co-ordinate and control from 
the centre, for example with budgets, 
which prevents overspending 

 Lack of authority down the hierarchy 
may reduce manager motivation 

 Economies of scale and other savings 
are easier to achieve; for example, all 
purchasing may be done centrally, 
which will mean cheaper unit costs 
due to bulk purchasing 

 Customer service does not benefit 
from flexibility and speed in local 
decision-making 

 Greater use of specialist staff, for 
example in areas such as human 
resources, finance and marketing 
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 Quicker decision-making (usually) and 
easier to show strong leadership 

 

 

Decentralised structures 

In a decentralised structure, decision-making is spread out to include more junior managers 
in the hierarchy, as well as individual business units, such as specific stores, or trading 
locations. 

Good examples of businesses which use a decentralised structure include the major 
supermarket chains. Each supermarket has a store manager who can make specific decisions 
about their particular store, such as staffing levels. However, bigger decisions regarding 
store layout are made by head office. In this instance, every store manager is responsible to 
a regional or area manager. Hotel chains are also particularly keen on using decentralised 
structures, so that local hotel managers are empowered to make on-the-spot decisions to 
handle customer problems or complaints.  

 

The main advantages and disadvantages of using decentralisation are: 

Advantages Disadvantages 

 Decisions are made closer to the 
customer and therefore are more 
likely to reflect their specific needs 

 Decision-making is not necessarily 
looking to the long term future 
direction of the business 

 Better able to respond to local 
circumstances 

 More difficult to ensure consistent 
practices and policies, customers 
might prefer consistency from location 
to location 

 Improved level of customer service  May be some diseconomies of scale 
and inefficiencies across the business, 
for example staff may duplicate roles 
across different sites 

 Consistent with aiming for a flatter 
hierarchy 

 Nobody to provide quick and strong 
leadership when needed, for example 
in a crisis situation 

 Good way of training and developing 
junior management 

 Harder to control costs, which means 
the business may end up over-
spending  

 Should improve staff motivation  
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Organisation and communication  

There is a strong link between the organisational structure and the effectiveness of the 
methods used for internal communication within a business. These can be compared 
between flat and tall organisational structures, as well as centralised and decentralised 
structures. Consideration should be given as to how communication works up and down the 
organisation: 

Written communication: letters, memos, emails, reports. These are likely to increase in 
quantity, as the size of the organisation increases. In a tall structure, written communication 
from top to bottom of a chain of command is likely to be slow. It is also likely to be used 
greatly. Even email can produce a large quantity of communication in order to keep layers of 
the organisation informed. Communication up the organisation is very difficult. The layers 
act as a “filter” preventing messages getting to the higher levels. In a flat structure, 
communication is quicker and easier. Mass communication techniques can also be effective, 
for example a letter sent from the managing director can be sent to all staff to ensure the 
message is consistent.  

Oral (verbal) communication: face to face, telephone. With tall organisations verbal 
messages can get distorted or lost. Communication may be slow, as there is no one to 
receive a message. This means that messages have to be left and may not be received. With 
flat organisations the personal contact can be motivating for subordinates and informing for 
managers. Upwards communication is much easier in a flat organisation, due to there being 
less layers in the hierarchy.  

Centralised structures: these allow for easy communication, particularly from the top of the 
hierarchy downwards. If there is tall structure with many layers, it is harder for employees to 
communicate upwards than it is for managers to communicate downwards. 

Decentralised organisations: these type of organisations find that communication is more 
difficult, particularly if they operate from different sites. If the locations are in different 
countries, then oral communication can be particularly hard to achieve if they are not in the 
same time zones. Electronic communication, such as emails, is often most effective here.  

In large multi-location businesses, there may even be a communication department which 
has the responsibility to make sure that communication methods used by the business are 
appropriate and effective. 
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Recruitment and selection of employees 

The recruitment process 

Recruitment and selection is a process that involves: 

• Identifying the need for a job 

• Defining the requirements of the position and the job holder 

• Advertising the position 

• Choosing the most appropriate person for the job 

Recruitment is a vitally important activity for a business of any size. Indeed, the success of 
any business depends to a large extent on the quality of its staff.   Recruiting employees with 
the correct skills can add value to a business and recruiting workers at a wage or salary that 
the business can afford, will reduce costs.  Employees should therefore be carefully selected, 
managed and retained, just like any other resource. 

 

 

 

C 
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Job analysis 

When a vacancy arises in an organisation, perhaps due to somebody leaving a position for a 
job in another firm, the organisation will need to decide whether the job is still really 
required, before starting the actual recruitment process itself. This stage is called the job 
analysis.  

Many small businesses have only one worker and many large businesses do not replace 
workers if they leave. If the business decides that there is a vacant position, the next stage of 
the job analysis process is to decide what type of worker is needed. In order to help this 
process, a job description and a person specification will be produced. These are described 
as follows: 

Job description 

• A detailed explanation of the roles and responsibilities of the post advertised 

• Most applicants will ask for this before applying for the job – they want to know what 
the job will involve! Making sure this is sufficiently detailed, will make the 
recruitment process much more efficient for the organisation, as it will help to 
prevent unsuitable candidates applying for vacant positions  

• Refers to the post available, rather than the specific type of person the organisation 
is looking for 

 

Person specification 

• Sets out the kind of qualifications, skills, experience and personal attributes a 
successful candidate should possess 

• A vital tool in comparing and assessing the suitability of job applicants 

• Refers to the person rather than the post 
 

Internal and external recruitment 

When looking for people to fill a vacancy that has arisen, the business may already have 
employees in the organisation who would be suitable. This is known as internal recruitment. 
If there are no suitable internal candidates, then the business will need applicants from 
outside of the firm. This is known as external recruitment. Of course both internal and 
external recruitment can be used. This is often the case for senior management 
appointments. 

The most popular ways of recruiting externally are:   

• Job centres – Government agencies to help the unemployed find jobs or get training 

• Job advertisements - the most common form of external recruitment.  Where a 
business chooses to advertise will depend on the cost of advertising and the 
coverage needed i.e. how far away people will consider applying for the job 

• Recruitment agency - provides employers with details of suitable candidates for a 
vacancy and can sometimes be referred to as “head-hunters”.  They work for a fee 
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and often specialise in particular employment areas, for example nursing, financial 
services, teacher recruitment 

• Personal recommendation - often referred to as “word of mouth” and can be a 
recommendation from a colleague at work.  A full assessment of the candidate is still 
needed however, but potentially it saves on advertising costs 

• Websites – these include general sites such as Fish4Jobs and MonsterJobs. Most 
agencies and major employers will also have their own websites with a specific link to 
current vacancies. In addition there will be vacancy websites related to particular 
professions. Examples include farming, nursing and teaching 
 

Internal versus external recruitment 

The benefits and drawbacks of internal and external recruitment include the following: 

 Benefits Drawbacks 

Internal 
recruitment  

 Cheaper and quicker to 
recruit and fill the vacancy 

 Limits the number of 
potential applicants  

 People already familiar with 
the business and how it 
operates, therefore 
productivity increases 
quicker  

 No new ideas can be 
introduced from outside  

 Provides opportunities for 
promotion within the 
business, which could lead to 
increased employee 
motivation levels and higher 
staff retention 

 May cause resentment 
amongst candidates not 
appointed  

 Business already knows the 
strengths and weaknesses of 
the candidate, which results 
in less risk in the recruitment 
process 

 Creates another vacancy 
which needs to be filled  

External 
recruitment  

 Outside people bring in new 
ideas  

 Longer process  

 Larger pool of workers from 
which to find the best 
candidate  

 More expensive process, due 
to advertising and interviews 
required  

 People have a wider range of 
experience  

 Selection process may not be 
effective enough to reveal 
the best candidate  
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Application process 

The most suitable methods of selecting new employees will very much depend on the type 
of job and the sort of person that is required. Using the wrong method might mean 
recruiting an unsuitable worker or missing the best candidate for the position. The business 
must also take into account the legal restrictions on recruitment, such as laws banning most 
types of discrimination. 

When recruiting externally, the business will almost certainly have to produce a job 
advertisement.  The objectives of the advertisement are to: 

• Inform the audience of potential candidates about the vacancy  

• Provide enough information to both inform and interest possible applicants 

• Help filter out unsuitable applicants 

• Obtain the most number of suitably qualified applicants for the post advertised 

The advertisement must not discriminate and should provide details of how to apply for the 
vacancy.  

For many jobs, a business will ask applicants to provide a curriculum vitae (CV).  This is a 
document that the applicant designs providing details such as:   

Personal details Name, address, date of birth, nationality 

Educational history  Including examination results, schools/universities 
attended, professional qualifications  

Previous employment 
history  

Names of employers, position held, main achievements, 
remuneration package, reasons for leaving  

Suitability and reasons for 
applying for the job  

A chance for applicants to “sell themselves” 

Names of referees  Often recent employer or people who know applicant well 
and are ideally independent  

Sometimes job applicants are asked to fill in a firm’s own application form.  This is different 
from a CV in that the employer designs it and sends it to applicants, but it will still ask for 
much of the same information.  It has the benefit over a CV in that a business is able to 
design the form to its exact needs and ask specific questions that it feels are important to 
help it select the best candidate for the vacant position. Increasingly application forms are 
completed online. 

Once a business has received all the applications, they need to be analysed and the most 
appropriate candidates identified. This process is known as short listing. The short listed 
applicants will then normally be invited to the business for further selection tests or 
interviews.  
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Selecting the best candidate 

An interview is the most common form of selection and it serves a very useful purpose for 
both the employer and the job candidate.  The main benefits of an interview include: 

For the employer: 

 Information that cannot be obtained on paper from a CV or application form can be 
discussed 

 Conversational ability - often known as people skills 
 Natural enthusiasm or manner of applicant 
 See how the applicant reacts under pressure 
 Queries or extra details missing from the CV or application form 

For the candidate: 

 Whether the job or business is right for them 
 What the culture of the organisation is like i.e. do they feel as if they would fit into 

the organisation? 
 Exact details of the job 

There are other forms of selection tests that can be used, in addition to an interview, to help 
select the best applicant.  These are often put in place as the basic interview can be 
unreliable and misleading, as applicants can perform well at interview, but not have the 
qualities, skills or experience needed for the job. This is also the case as a business may miss 
out on an excellent candidate who is let down at interview by nerves and a poor interview 
technique.  

Other selection tests can be used to increase the chances of choosing the best applicant and 
so minimise the high costs of recruiting the wrong people.  Examples of these tests are 
practical exercises, roles plays and various types of personality tests.  Practical exercises 
and role plays can be designed to imitate the type of work that applicants would be 
expected to do in the job applied for. 

Recruiting the best staff is one of the most important decisions that businesses make. They 
produce many benefits for the business as well as providing value for money. Some of the 
benefits to the business are: 

 Increase in output and productivity which makes a business more efficient, leading 
to lower average unit costs and potentially higher profits. The new member of staff 
will enjoy his/her new position and be motivated to work hard! 

 Different ideas that increase the success in terms of new products or services or just 
new ways of doing things 

 Improvements in quality and customer service that means the business gains new 
customers or repeat business from existing customers 

 Increase in staff retention as the right person is appointed for the position in the first 
place. Therefore they are unlikely to leave because they have taken on the “wrong” 
job and therefore do not like either the job itself, the business or both! 
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Contracts of employment 

Once the best candidate has been selected, references have been checked, to confirm the 
candidate’s suitability for the job with another source such as past employers, and an offer 
letter has been sent to the candidate who has then agreed to take up the post, the new 
employee must be given an employment contract. This is an important legal document that 
describes the obligations of the employee and employer to each other (terms and 
conditions), as well as the initial remuneration package and a number of other important 
details.  

There are several types of contract including full time, part time and zero hours: 

 

Full time 
contracts 

Workers will generally have to work 5 days a week and no more than 48 
hours (although many will work far less). Having full-time workers will 
give consistency in the workplace, for example relationships with 
customers, and will provide the employees with a significant wage that 
they should be able to live on. 

Part time 
contracts 

Part time workers have the same rights as full time workers, although 
entitlements such as holiday are reduced in line with the amount of part 
time worked. These provide less work for employees, which they may 
prefer, and gives the business some flexibility to increase the part time 
hours if they are busy. 

Job share Where two (or more) employees divide up a full time job between them. 
This may have benefits to the workers, but can reduce continuity for the 
business and make communication both within the business, and with 
customers, more difficult. 

Zero hour 
contracts 

This type of contract provides no guarantee of any hours. The worker 
may have to be available for work, but is not guaranteed any. This gives 
employers maximum flexibility and is much used in catering, farming and 
the health service. Some employees like the flexibility, for example 
students and mothers with young children, but for others it makes 
planning family income very difficult.  
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Motivating employees 

Introduction 

Having recruited the right workforce, a business needs to make sure they continue to work 
at the highest possible standards for as long as possible. There are many ways of motivating 
a workforce so that this happens. The success of the methods will depend on the type of the 
business and the circumstances in which it is operating. 

What is motivation? 

Motivation is essentially about the commitment to doing something.  In the context of a 
business, motivation can be said to relate to:  

“the will to work” 

However, motivation is about more than simply working hard or completing tasks. 
Entrepreneurs and staff can find motivation from a variety of sources. 

Motivation can come from the enjoyment of the work itself and/or from the desire to 
achieve certain goals, for example earn more money or achieve promotion. It can also come 
from the sense of satisfaction gained from completing a specific problem or achieving a 
successful outcome after a difficult project. 

Motivation is important as people’s behaviour is determined by what motivates them. The 
performance of employees is a product of both their abilities, for example their skills and 
experience, and their motivation levels.  A talented employee who feels de-motivated is 
unlikely to perform well at work, but a motivated employee can often deliver far more than 
is expected from them! 

 

Benefits of a well-motivated workforce 

A well-motivated workforce can provide several advantages to a business: 

 High productivity (amount produced per employee).  This can lead to lower average 
unit costs of production and enables a firm to sell its products at a lower price or 
benefit from receiving higher profit margins on each item sold 

 Low levels of absenteeism as the employees are content with their working lives and 
will therefore motivate themselves to attend work, even if they feel “under the 
weather!” 

 High levels of staff retention and low levels of staff turnover (the number of 
employees leaving the business).  This can lead to lower training and recruitment 
costs 

 Improved industrial relations with trade unions. The relationship between staff and 
management is strong 
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 Contented workers give the firm a good reputation as an employer, therefore 
making it easier to recruit the best workers in the future 

 Motivated employees are likely to improve product quality or the customer service 
associated with a product, as they want to do the best job that they can, as they 
really care about the quality of their work 

 

Financial methods of motivation 

Though there are many reasons why people work for a living, money, or other financial 
rewards, play a key role in motivating people in the workplace. 

There are a wide variety of ways in which a business can offer money, or financial rewards, 
as part of the pay package. In many cases an employee may benefit from a mixture of these 
financial rewards which can include: 

• Salaries: fixed amounts paid each month for performing a role; these are common 
for most managerial positions, for example an accountant, teacher 

• Wage: pay based on time worked; very common in small businesses or in retail stores 
where employees are paid by the hour 

• Piece-rate pay: pay per item produced, for example used in fruit picking 

• Commission: payment based on the value of sales achieved 

• Profit share: staff payments are linked to the performance of the firm 

• Shares and options: less common in small businesses, but popular in businesses 
whose shares are traded on stock markets 

• Pensions: a payment that is received to employees when they reach retirement age. 
These are becoming less generous, but all businesses now have to offer pension 
benefits to their employees 

• Fringe benefits are benefits in kind that are not paid out directly in cash (or cash 
equivalents such as shares). Examples of these include: company cars, travel and 
housing subsidies, holidays, childcare provision, staff uniforms and staff discounts. 
The type of fringe benefits that are given to employees would be appropriate to the 
size, nature and finances available within the firm. 
 

The main methods of payment are now explored in more detail: 

Salaries and wages: 

A salary is a set, fixed amount for the year, which is based on a certain amount of hours per 
week that must be worked. This is normally paid monthly.  

A wage is normally an hourly amount that is paid weekly or monthly, based on the number 
of hours worked. The number of hours worked may be fixed and will be stated in the 
contract of employment. 

Time worked over this standard is known as overtime.  Overtime is often paid at a higher 
rate than the standard wage rate to encourage the worker to give up their leisure time.  
However, many employees who are paid a monthly salary do not get paid overtime.  This is 
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usually the case for managerial positions, where it is generally accepted that the hours 
worked need to be sufficient to fulfil the role required. 

The main advantages of payment by salary or wages are: 

 they are simple for a business to calculate and administer 
 they are suitable for businesses that wish to employ staff to provide general roles, for 

example financial management, administration, maintenance, where employee 
productivity is not easy to measure 

 they are easy to understand from an employee’s point of view 
 the employee can budget personal finance with some certainty 
 it is easier for the employer to plan and budget for employee costs  

The main disadvantage of payment by salary or wages is: 

 does little to encourage greater productivity. There is no incentive to achieve greater 
output or efficiency 
 

Commission 

Commission is a payment made to employees based on the value of sales achieved. It can 
form all or, more often, part of a pay package.  Commission is, therefore, a form of 
“incentive pay”. Commission, like piece-rate, is a reward for value of work achieved.  In most 
cases, the employee is paid a percentage of the value of the goods or services that are sold. 

The rate of commission depends on the selling price and the amount of effort required in 
making the sale. For example, commission rates could range from 5% where the product 
sells easily, for example household goods sold door-to-door, to 30% where the effort is 
substantial. 

 The main advantage of commission from an employee’s point-of-view is that it 
enables high performing sales people to earn huge amounts. 

 The main advantage to the employer is that the payroll cost is related to the value of 
business achieved and how well the member of staff performs. This encourages staff 
to work hard to earn higher amounts, increasing the overall sales of the business. 

However, there are several drawbacks with using commission payments: 

 Sales people may cut corners to make sales, for example not explain the product or 
service in enough detail to potential customers resulting in customers being 
potentially misled and products being missold 

 High commission earnings enjoyed by some of the sales team may be resented 
elsewhere in the business, particularly if the sales actually depend on a team effort 

 It is difficult to change over-generous commission structures without upsetting and 
demoralising the sales team 

 The amount of commission will reflect the price of the good, rather than the effort 
made to sell it 

 Commission encourages competition between sales staff, which can lead to a 
negative culture inside the organisation 
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As a result of the above disadvantages, most businesses use commission as an incentive 
payment method offering a basic pay plus some commission.  In this way, if sales and profits 
justify the change, the commission rate can always be increased slightly. 

 

Profit sharing 

Profit sharing refers to any system whereby employees receive a proportion of business 
profits. This might be in the form of a dividend, but can also include employee share 
distribution. This motivates employees to work for the good of the firm. 

Profit sharing is generally accepted as having many advantages, providing that all employees 
are able to participate.  Key advantages include: 

 creates a direct link between pay and performance 
 creates a sense of team spirit, as it helps to remove the “them and us” barrier 

between managers and workers, if all employees are involved in the sharing of 
profits 

 may improve staff loyalty to the organisation 
 employees are more likely to accept changes in working practices, if they can see that 

profits will increase overall as a result of these changes 

 

Does money motivate employees? 

There is no doubt that most people are motivated, at least in part, by the financial rewards 
they gain from their work. So, getting employee pay right, often referred to as the 
“remuneration package”, is a crucial task for a business.   

But, how important is money as a motivator?  It is widely accepted that poor or low pay acts 
as a de-motivator.  Someone who feels undervalued or under-paid may soon leave to find 
better-paid employment.  However, it is less clear that paying people more, results in better 
motivation.  For most people, motivation (the will to work) comes from “within”.  More 
money can help people feel better about their work, but it is unlikely to encourage them to 
work harder or to a higher standard. 

 

Why is pay important? 

• It is an important cost for a business. In some “labour-intensive” businesses, payroll 
costs or wage costs are over 50% of total costs 

• People feel strongly about the amount of money that they earn 

• Pay is the subject of important business legislation, for example the national 
minimum wage, the national living wage and equal opportunity laws 

• It helps attract reliable employees with the skills the business needs for success 

• Pay also helps retain employees, rather than them leave and perhaps join a 
competitor 
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Because pay is a complex issue, there are several ways in which businesses determine how 
much to pay their staff members: 

• Minimum wage / Living wage – The business must pay at least the minimum wage or 
the national living wage for over 25s 

• Job evaluation / content - this is usually the most important factor.  What is involved 
in the job being paid?  How does it compare with similar jobs? 

• Fairness – pay needs to be perceived and be seen to match the level of work 

• Negotiated pay rates – the rate of pay may have been determined elsewhere and 
the business needs to ensure that it complies with this level. A new supermarket 
opening is likely to pay its sales assistants the same as a nearby branch of the same 
supermarket 

• Market rates – another important influence, particularly where there is a standard 
pattern of supply and demand in the relevant labour market.  If a business tries to 
pay below the “market rate” then it will probably have difficulty in recruiting and 
retaining suitable staff  

• Individual performance – increasingly businesses include an element of 
“performance-related” reward in their pay structures, which means staff are 
rewarded according to how well they perform their role within the organisation 

 

Non-financial methods of motivation 

An entrepreneur or small business owner is in a good position to be able to motivate his/her 
staff.  The business owner is likely to know personally each member of staff and have a close 
understanding of their skills, abilities and attitude at work.  

Larger businesses will use similar methods providing they know their employees and have an 
organisational structure that provides opportunities for non-financial motivation methods to 
take place.  

Here are some non-financial ways in which businesses can attempt to keep staff motivated: 

• Job enlargement – give staff a greater variety of tasks to perform (not necessarily 
more challenging) which should make the work more interesting.  This often happens 
anyway in small businesses, where staff undertake a variety of tasks. This might take 
place through job rotation, which also means staff can undertake more than one job 
throughout the day. 

• Job enrichment – this involves workers being given greater responsibility and a 
wider range of more complex and challenging tasks. This should give an increased 
sense of achievement to the employees. 

• Management style will also effect motivation. If management are autocratic this 
means workers will have less freedom and be less motivated, although in some 
businesses employees may work harder if they are managed under this leadership 
style. Democratic or “laissez faire” management styles will give workers more 
freedom and more involvement in the decision-making process, which can be 
motivational. 
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• Communication - regular and truthful communication about what is going on in the 
business is a key part of keeping employees motivated.  

• Training – training will motivate staff to do their existing job well, learning new 
techniques or being trained for future jobs, including promotions. Employees feel 
more loyal to the business as the business is taking an interest in its workers and 
therefore staff members feel more valued. 
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