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Abstract
The paper points out some shortcomings in management theory in relation to business practices. Based on the literature,
personal and other experiences, the article formulates recommendations for both theory as well as practice.
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1. Introduction
While the author of this paper was working on his book
provisionally called “Management and Managers”, he
came across the issue of business management not being
sufficiently described in terms of the current point of view.
The connection between economics and management is
described very little or not at all.
The aim of this paper is to point out the shortcomings of
selected areas and to formulate recommendations. .
2. Background Information
The topic is based on management and economic literature
and the personal experience of the author gained from
work in both industry and at colleges in the Czech Republic. The author’s views have also been considerably influenced by hundreds of dissertations and theses, dozens of
doctoral dissertations and personal contact with professionals. The basic method used in the processing of the paper is comparative analysis.
3. The Economic Theory of the Firm
If we assume that the concept of management is to the
largest extent linked with economics (as a social science)
and sociology, then we can find its foundations in the microeconomic theory. The neoclassical economic theory understood a firm as being a black box. Firms were only one
of three market players; the other two being households
and states. It was the “new institutional economics” that
tried to look at a firm from a different point of view in the
second half of the 20th century. The outcomes were the
alternative theories of the firm that were based on the fact
that the objective of the firm was not limited to mere profit, as the neoclassical theory had expected, but that it also
pursued other objectives, e.g. its revenue and sales maximization, increase of the market share, survival, securing
certain economic power etc. Consequently, alternative,
mainly managerial and behavioural models have been created.

The management models reflect the division between
firm owners and managers. This division stems from the
fact that these entities each maintain different goals.
As far as the behavioural model is concerned, we will
be interested in the behavioural theory of the firm.
3.1. Interest Groups in the Firm
The presented concept is described by the behavioural theory of the firm that was addressed by American economists
Richard M. Cyert (1921-1998) and James G. March (1928)
in their work named “A Behavior Theory of the Firm” from
1963. They used the idea of H. A. Simon and dealt with the
analysis of decision-making processes within a large firm
set in an imperfectly competitive market under conditions
of uncertainty. According to them, the firm is comprised of
a number of interest groups and, therefore, it does not attempt to achieve a single goal (or a single group of goals)
that could be determined by a simple objective function. Its
goals are determined by elaborately achieved compromises
resulting from social gaming between different interest
groups.
According to the authors, it is possible to distinguish so
called internal and external stakeholders. Among the internal stakeholders we can count senior management, junior
management, administrative staff, union officials, highly
skilled workers, and ordinary workers. Among external
stakeholders we include shareholders, creditors, suppliers
and customers. Each of these groups has its own set of
goals and they close both short-term and long-term targeted coalitions against other groups. These social games are
at the heart of any decision-making process in every large
firm. Although it is the top management that formally
adopts decisions, they are forced to take into account (in
addition to their own interest) also the interests of the other
groups. Therefore, the firm behaves rationally as it seeks to
meet its targets, of which satisfaction leads to the fulfilment of at least partial goals of all the interest groups.
According to the authors, the objectives of individual
interest groups are variable in time. They are determined
by the current status of these groups in relation to other

groups within the firm, by the position of the firm in relation to its competition, and by the position of interest
groups in relation to the same interest groups from competing firms. These factors determine the immediate aspiration level of interest groups. However, the decision-making
process of the firm is not focused on the maximization of
the selected target, but it focuses only on a satisfactory
amount, when every solution which satisfies the interest
groups is a balanced solution. In other words: a firm accepts the first solution approved by all its stakeholders and
looks no further despite the probability of the existence of
another solution that would deliver better results. As long
as the adopted solution brings satisfaction, there is no need
to change it. It is only when the conditions change, making
the current solution unsatisfactory, that another solution is
sought. Yet again, the winning solution is the first one that
satisfies all the involved stakeholders.
Within every large firm, there are interest groups that
we can divide e.g. as follows:
1. by departments
2. by the degree of control:
 low management
 middle management
 top management
 other employees
3. by the role:
 owners
 top management
 other employees
 labour union
In terms of firm management, it should be noted that interest groups distinguished by departments are to be found
in purchasing, sales, construction, manufacturing etc. Despite their objective existence, these groups are neither
talked nor written about. Top managers are advised to take
this into account as these interest groups should play an
important role in their decision-making process. To illustrate the situation, we will use an example from any contemporary faculty. Interest groups, in this case, are individual departments whose interests are manifested particularly in the creation of learning materials, determination of
the number of teaching hours per each subject, but also in
the election of the academic senate and the election of the
dean and vice-deans.
Partial conclusion



Managers must consider interest groups an
important factor in their decision-making process.
The aforementioned issue should be reflected in
management textbooks and tutorials.

3.2. Management of selected firm activities
With regard to the title of this section, what we have in
mind are the specifics and peculiarities of the management
of selected business activities in specialized units, e.g. production management, purchasing management, sales management, marketing management, quality management or

personnel management. Some of these areas are taught at
colleges and universities under the same name (production,
marketing, quality control) but it is only the personnel
management that has generally applicable rules and principles relevant to all sectors and disciplines.
Partial conclusions




College and university graduates are not
sufficiently prepared for junior managerial
positions.
It is essential that the general management theory
taught at schools is supplemented with practical
examples.
Modification of the order of subjects taught at
tertiary education is recommended. Management
should be taught in the last year of study.

3.3. Outsourcing
It was not until 1990 that the term “outsourcing” became
known in the Czech Republic. It did not take long before
the concept started to be put into effect. Until then, any
large enterprise was mostly self-sufficient except for its
material supply and subcontracts. Outsourcing, however,
started to expand fast. It began with the allocation of uninteresting activities such as cleaning, catering and security.
The production of components followed until only the final
assembly of the products remained. This, however, led to
the loss of the benefits that stemmed from the plant operation complexity and, in some cases, contributed to its liquidation.
Partial conclusions




Outsourcing was incorrectly applied in some
Czech companies and their sub-segments
although the original foreign models involved
large corporations that were involved in onshoring, off-shoring, or their combination.
In terms of Czech conditions, outsourcing led to
the strengthening of supply control and service
delivery and their overall coordination.

4. Final conclusion and recommendations
This paper has addressed the areas of interest groups, training of future managers, and outsourcing.
Based on the study of relevant literature and personal
experience, the author makes the following recommendations:
 The topic of interest groups within firms should
be addressed in the contemporary managerial
literature.
 Managers should consider interest groups an
important factor in their decision-making process.
 Partial changes in the tertiary education structure
should be carried out based on actual, real and
mutually understood feedback between schools

and business practice. This would contribute to
the faster and more efficient integration of
graduates into respective positions.
 An analysis of companies that have implemented
outsourcing would be advisable to evaluate its
economic and organizational impacts.
It should be noted that outsourcing is somewhat in opposition to the basic system approach which says that system as a whole has a higher value than the sum of its individual components. Nevertheless, outsourcing, as well as
other trends in business management, should not be adopted uncritically. On the other hand there are a number of
very successful companies using outsourcing effectively
e.g. Apple, as well as many other electronics manufacturers.
The author of this paper is well aware of the fact that
this is not a completely objective opinion and it may therefore provoke a reaction from the readers and concerned
entities.
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