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                                                         Financial and Non-Financial Incentives: 

Financial Incentives: are such incentives that become means to satisfy the physical need of the 

people. It refers to such incentives which are in direct monetary form or measurable in monetary 

form and serve to motivate people for better performance. Examples: Basic Pay, Bonus, Profit 

sharing etc. 

 

Non-Financial Incentives: are such incentives, which fulfills psychological, social and emotional need 

of the People. These are not in monetary form or are not measurable in monetary form. Examples: 

Status, Employee recognition program, Job enrichment etc. 

 

Some Financial Incentives are: 

1. Pay and Allowances: It includes Basic Pay, D.A and other allowances. Regular increment and 

enhancement of allowances to motivate people. Amount paid for specific purposes is called 

allowance. Some allowances are D. A (It is given to compensate inflation), Medical allowances, H.R.A, 

Education allowances, Travelling allowance  

 

2. Profit Sharing: In this, a share of profit is given to the employees, so employees try to improve the 

profit, resulting increase in their share of profit. It is based on the principle of Harmony not Discord 

and motivate employee to work hard for better prospective. 

 

2. Co-partnership and Stock Option: Under this scheme employees are offered companies share at a 

price lower than the market price. It creates a feeling of ownership among employees and makes 

them contribute for the growth of the organization. Ownership is offered in partnership form of 

business organization. Stocks are offered to the existing shareholders in the company form of 

business organization. 

 

3. Bonus: It is offered over and above the salary. An organization may retain their employees most, 

which provide bonus on occasion. Sometime it becomes legal requirement for the company to give 

bonus. But generally, it is performance based. 

 

4. Productivity linked wage incentives: Under this scheme different wage rate plan used by the 

company. Employees get higher wages for more productivity. This scheme is based on Taylor’s 
technique of scientific Management. i.e. Differential piece rate system. Under this system higher 

amount is paid to the productive Workers, whereas lower amount is paid to the unproductive 

workers. 

 



5. Retirement benefits: Some organizations offered retirement benefits to their employees such as, 

P.F, Pension, Gratuity etc. 

 

6. Perquisites: It refers to the benefits provided in kind such as Rent-free accommodation, Interest 

free loan, free education for children etc. More perquisites are provided to the employees in the 

higher posts. 

 

Non-Financial Incentives: These are those incentives which fulfill psychological, social and 

emotional need of the people. These are not in monetary form or are not measurable in monetary 

form. Some examples of Non-monetary incentives are: 

1. Status: It is a relative term which defines an individual’s authority, responsibilities, workload and 

position in the organization. It decides ranking in the organization. 

 

2. Organizational Climate: It means working environment of an organization. It includes 

cooperation, ethical Standards, growth opportunities etc. Good organizational climate motivates 

employees to improve performance in the organization. It distinguishes one organization from the 

other. 

 

3. Career Advancement Opportunity: Organization must provide promotional opportunities to 

employees to improve their skills and efficiency. It is based on the scientific principle of management 

i.e. Development of workers to their greatest efficiency and prosperity. 

 

4. Job Enrichment: Some employees get bored by performing routine jobs. They enjoy doing jobs 

which offer them variety and opportunity to show their skills. It is concerned with assigning jobs 

which require higher level of skills and knowledge. If the job are enriched and made interesting, it 

itself become a source of motivation 

 

5. Employee Recognition Programme: According to this incentive whenever a good effort or positive 

attitude are shown by the employee then it must be recognized by the management. Some 

examples of employees recognition programmes are: Congratulating the employees for good 

performance, Displaying the achievement of the employees in the notice board, Distributing 

moments, gifts etc. It based on the principle of initiative. 

 

6. Job Security: It is based on the principle of stability of personnel. Each and every employee wants 

their jobs to be secured. They shouldn’t have this feeling that for the small mistakes I will throw out 

from the company. A secured job becomes motivation for employees. 

 

7. Employees Participation: This incentive is based on the scientific principle of Cooperation not 

individualism. Employees should be invited for the good suggestion and they should be involved in 

the decision making process. 

 

8. Employee Empowerment: It is based on the element of management i.e. Delegation of Authority. 

It works on the principle that more freedom/authority should be given to employees. It develops 

confidence among employees. 



 

                                                         Leadership  

It is the ability of an individual to influence the behaviour of the other individual with a purpose to 

achieve common organizational objectives. A person who has leadership skills is known as a Leader. 

 

                                                                  Different Styles of Leadership 

 
1. Autocratic leadership style: 

 In this leadership, the superior gives instructions to subordinate to perform the job.  

 There is only one-way communication, superior neither ask suggestion from subordinates nor expect. 

 In this leader themselves take decision, they believe in their own ideas and avoid any input from their 

Subordinates. 

  It is used in a situation where high level of control is required and there is no scope of error. It is used 

in places like military.  

It is helpful where workers are inexperienced and need high level of supervision. In this style of leadership 

only “Harmony Not Discord” principle is followed where leader listen to all but final decision is the decision of 
the leader. 

 

2. Democratic Style of Leadership:  

 In this style leaders take decision by providing opportunity to followers to give their suggestions and 

ideas.  

 For any decision leader must take input from their subordinates.  

 It is helpful in case of professional and experienced team or where experts from different fields are 

working together.  

 While following democratic style leaders must focus on discussion and respect the ideas.  
It is used in law firm, Hospitals etc. In this “Harmony not discord” as well as “Cooperation Not individualism” 
both are followed. 

                                                                      

Laissez-Faire style of leadership:  

 In this style, leaders allow subordinates to take decisions.  

 Subordinates are free to take decision within prescribed limit decided by the leader.  

 It is used in case of routine jobs, where Subordinates apparently assumes sense of responsibility.  

 It is based on Harmony Not Discord, Cooperation Not individualism and Decentralization is followed. 

 It is helpful in situation where specialists are working in their field and are competent to perform their 



tasks.  

When the leader assured about the competency level of their employees, can follow this style. Here leader 

provide all support and resources needed by the Subordinates 

 

                                                           Communication 

It is defined as a process of exchange of ideas, views, facts, feelings etc., between or among people 

to create common understanding. 

 

Communication Process: The process of communication contains a series of steps as depicted in the 

diagram below: 

 
 

Sender: It represents the source of information that is the person who conveys his thoughts or ideas 

to the receiver.  

 

Message: It refers to the content of ideas, feelings, suggestions, and order etc., proposed to be 

communicated. 

 

Encoding: It refers to the process of converting the message into communication symbols such as 

words, pictures, gestures etc. 

 

Medium: It is the path through which encoded message is transmitted to receiver like through a face 

to face interaction, phone calls etc. 

 

Decoding: It is the process of converting encoded symbol of the sender. 

 

Receiver: It refers to the person who receives communication of the sender. 



 

Feedback: It includes all those actions of receiver indicating that he has received and understood the 

message of the sender. 

 

Noise: It refers to the obstructions or hindrances that hamper the communication process. It 

influences the effective communication. This hindrance may create an adverse effect on the sender, 

message or receiver. 

Some examples of Noise are: 

 Ambiguous symbols that leads to faulty encoding. 

 Lack of attention on the part of receiver. 

 Faulty decoding of the message etc. 

 

                                                                Types of Communication 

Communication that take place within the organization can be broadly grouped into two categories 

namely;  

1. Formal Communication                                                     2. Informal Communication 

 

                                                             Formal Communication 

 It flows through scalar chain which is official chain of communication. 

 It is essential in order to carry out the organizational work smoothly and achieve goals. 

 It may be either verbal or written 

 It is easy to authenticate formal communication as it is kept as records within the 

organization. 

 It is easy to detect the source of any formal communication. 

 The flow of formal communication may be delayed because it follows a well-defined path. 

 It may take place vertically or horizontally within the organization. 

 

                                                      Types of Formal Communication 

 

 

Vertical Communication                                                                      Horizontal Communication 

(It takes place between superior and subordinate)    (It take place between one division and another) 

 

1. Vertical communication: It refers to the vertical flow of communication through formal channels. 

It is of two types: 

a. Upward Communication                                       b. Downward Communication 

 

 

Basis Upward Communication Downward Communication 

Meaning  It refers to the flow of communication 

from a subordinate to his superior 

It refers to the flow of communication 

from a superior to his subordinate.  

Nature Participative and Appellative Authoritative and directive  

Content  It may relate to providing feedback, 

sharing grievances, requesting for 

It may relate to the issuing orders and 

instructions, sending circular for 



leave etc. meeting, etc. 
 

 

2. Horizontal or lateral communication: It takes place between one division and another. For 

example: the finance manager may discuss the requirement of funds with the production manager 

as per the production targets. 

 

                                               INFORMAL COMMUNICATION 

 It takes place independent of the formal lines of communication. 

 It is generally referred to as the ‘grapevine’ because it spreads disregards to the level of 

authority. 

 It helps to fulfill the social and emotional needs of employees which are not possible through 

formal communication.  

 It is generally verbal  

 It is not easy to authenticate informal communication as no records are maintained and it 

leads to spreading of rumours within the organization. 

 It is very difficult to detect the source of informal communication. 

 The flow of informal communication is very fast thereby making it very useful during 

emergency. 

 

                                      Chapter- 8  Controlling                                                     

 The managerial function of controlling refers to the process of ensuring that the activities in 

an organization are performed as per the plans.  

 It seeks to match the actual performance with the planned performance by initiating suitable 

corrective actions wherever required. 

 It enables the manager to identify the inexactness in the various activities being undertaken 

by the subordinates and initiate necessary remedy actions.  

 

                                               Importance of Controlling 

1. Accomplishing organizational goals: 

 The controlling function facilitates constant monitoring of the actual performance in 

comparison to the predetermined standards. 

 It brings to light the deviation, if any, and indicates corrective action. 

 Thus, it helps to maintain a track of the work in progress, in order to ensure that the activities 

conform to the predetermined standards so as to achieve the desired goals. 

 

2. Judging accuracy of standards: 

 A good control system enables management to validate whether the standards set are 

correct and objective. 

 It helps to review and revise the standards in light of changes taking place within the 

organization or business environment in general. 

 For example: monitoring of activities may indicate that the increase in cost of production is 

due to an increase in the import duty of raw materials. 

 



3. Making efficient use of resources: 

 By implementing a good control system a manager is able to curb the wastage and spoilage 

of resources. This is possible because each action is performed in accordance with fixed 

standards and norms rather than hit and trial method. 

 This ensures that resources are used in the most effective and efficient manner. 

 

4. Improving employees motivation: 

 Controlling communicates the role of employees well in advance: 

a. about the level of performance expected from them. 

b. what are the standards of performance on the basis of which their performance will be 

evaluated. 

 This approach inspires them to give higher performance. 

 

5. Ensuring order and discipline: 

 The regular monitoring of the employees performance seeks to establish a sense of order and 

discipline in the organization. 

 It helps to curb the situation of undesirable behavior of employees like, delay in work, 

evasion of work, fraudulence, dishonesty etc. which are likely to have an adverse effect on 

the working of the organization. 

 

6. Facilitating coordination in action: 

 In order to ensure smooth running of organization, it is important to establish coordination 

amongst the diverse activities of an organization. 

 This can be achieved through effective controlling, because the effort of each department 

and employee is governed by well-defined standards, which serve as a basis for integrating 

one task with another. 

 Thus, it ensures successful realization of organizational goals. 
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