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More Praise for MBA In A Day®

“Steve Stralser is a unique talent. It is unusual to meet people who are both highly
professional as well as generous with their knowledge. Not only is Professor
Stralser’s advice invaluable for business professionals, but those in the arts who
are more focused on their creative endeavors would benefit from reading MBA In
A Day® to help strengthen their business skills.”

—Bobi Leonard, CEO, Arcara Enterprises, Inc.

“Steve’s book is a valuable asset to anyone needing to avoid the pitfalls of business, be
they a small business owner, a physician, a lawyer, or just about anyone who deals
with business. Just because you have not had the opportunity to study for a formal
MBA, why be at a disadvantage in the business world? In just a few days of quality
reading time you will level the playing field. Let your own brainpower do the rest.”
—George Reiss, MD, Clinical Instructor, Mayo Clinic;
Eye Physician, Phoenix Coyotes Professional Hockey Club

“Professor Stralser's MBA In A Day® contains insights that are incredibly valuable
for any entrepreneur obsessed with success. They provide quick access to sound
practical thinking on the real-world business issues most likely to confront the
busy start-up entrepreneur.”
—Michael Hool, Partner, Rogers & Theobald, LLC;
Chairman, Arizona Venture Capital Conference

“Steve has an uncanny ability to distill business concepts to their true fundamen-
tals without confusing or losing the audience. He also provides user-friendly tem-
plates that can help readers begin to improve their knowledge and performance
immediately.”
—Ed Robinson, Capacity Building Solutions Inc.;
TEC Chair, Group 663

“I have personally seen MBA In A Day® in action. Our company has organized sev-
eral live seminars for physicians based on the MBA In A Day® content. The infor-
mation was highly relevant, easily understandable, and highly valued by the
participants. Based on this, I believe anyone who reads this book will take away
something practical and actionable that will improve their approach to the busi-
ness side of their professional careers.”
—Sidney Auerbach, RPh, President,
Worldwide Healthcare Communications

“If you want the knowledge to build your business, whatever your industry, you
must understand business. MBA In A Day® is an essential guide to everyday practi-
cal decision making.”
—Croom Lawrence, MBA, Senior Marketing Manager,
Wyeth Pharmaceuticals
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“Professor Stralser has been teaching MBA principles for years in top-tier business
schools. His MBA In A Day® treatment of these same principles is your ‘gradua-
tion’ into the world of business!”
—R. Glenn Williamson, Partner, Nest Ventures LLC,
providers of early stage financing and equity

“You could read this book in a day, but the nonbusiness professional can go back
and refer to it every day!”
—Barry Moltz, Author, You Need to Be a Little Crazy:
The Truth about Starting and Growing Your Business

“Easy to read, highly practical, and comprehensive in nature. I highly recommend
this book to both experienced and new business owners alike.”
—Scott Gabehart, MIM, CBA, Business Valuation Consultant

“Professor Stralser has the ability to impart entrepreneurial attitudes and processes.
His teachings give one a solid guide to incorporating business techniques into pro-
fessional practice. For those who have no business experience, he explains things
in understandable terms and for those who understand business, he reinforces
what they have been doing all along.”

—Martin Blume, DO, MBA, Parkway Medical, PLC

“Dr. Stralser has provided physicians with a focused, structured, and comprehen-
sive resource for the business side of their practices—an area they have typically
managed by trial and error. His book is a valuable tool to help them maintain and
grow their bottom line.”
—Rick Nevins, MD, FAAFP, President,
Nevins & Associates Consulting

“Having recently benefited by being a ‘student’ in an MBA In A Day® seminar, I am
looking forward to being able to offer this book to our 2,000+ physician members.
MBA In A Day® will provide our physician members with a quick reference to deal
with the practical, business side of medicine they have not yet experienced.”
—Beverly Hurt, Executive Vice President,
Indianapolis Medical Society

“This book is an absolute must-read for anyone who finds that knowledge of busi-
ness principles and concepts would be helpful, available here in a concise, clear
manner that immediately elevates your expertise in this area.”

—Gerald Jacobs, Attorney
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“This book is a must for any type of entrepreneur who has become successful to a
certain point using ‘street skills’ and deep knowledge of an industry combined with a
unique idea. The MBA fundamentals made real by Professor Stralser in his new book
will provide a handy tool kit that will enlighten and empower the reader to take his
or her organization successfully beyond the start-up phase into sustainable growth.”
—Stephen Lindstrom, Co-founder, Behcon, Inc.,
medical practice owners and managers; Adjunct Instructor,
McGuire Entrepreneurship Program, University of Arizona

“MBA In A Day® contains insightful and applicable information to anyone inter-
ested in running a business, or already doing so. As the president of a young,
growing company, I found that the fundamental concepts addressed in the book
not only complemented my practical experience, but also provided a helpful, sup-
plementary education in important business principles.”
—Alison Chozen, Entrepreneur and President,
Sterling Truffle Bar; Co-founder, Mosaic Event Management

“As an advanced-practice nurse, I highly recommend Dr. Stralser’s book as an es-
sential road map on how to navigate today’s complex health-care terrain. As more
nurses are looking beyond hospitals and exploring entrepreneurship, they will
find the fundamentals of business explained here. A must-read.”
—~Carol E. Heiser, RN, MA, ND (Clinical Nursing Doctorate),
Clinical Education Specialist, Immersion Medical, Inc.

“MBA In A Day® has proven to be as essential in my daily practice as my stethoscope. I
wish I had had Professor Stralser’s book when I started my medical practice.”
—Robert S. Knight, MD, FAAFP, Medical Director,
Plumtree Family Health Center, LLC

“Professor Stralser’s book is an easy-to-understand guide about business for busy
professionals whose intense professional training missed important topics like
marketing, accounting, finance, and management.”
—Quinn Williams, Chair, Emerging Business and Venture
Capital Group, Greenberg Traurig, LLP

“In advising clients, I often get the sense that they do not have a good grasp of
how to manage their businesses or employees. Professor Stralsers book is a
straightforward and invaluable primer that will assist readers in the development
and management of their businesses.”
—Charles S. Mishkind, Miller, Canfield,
Paddock and Stone, PLC
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“Dr. Stralser’s book, MBA In A Day®, provides a practical guide to understanding
basic business concepts. This valuable resource offers hands-on training for the
development of the skills needed to manage a small business or practice, such as
marketing and promotion, financial management, leadership skills, and informa-
tion technology, to name a few. A surefire way to build your business!”
—Christine Mauro, Vice President,
EURO RSCG Adpvertising & Public Relations

“We spend years and years to train in our profession, yet often miss important
concepts we need to succeed. Professor Stralser’s MBA In A Day® is a must for any
professional, entrepreneur, or business owner who wants to succeed in an in-
creasingly complex world!”

—Steven E Isenberg, MD

“What was once taught only in MBA courses is now found in Dr. Stralser’s book,
which gives small business owners and entrepreneurs the tools and strategies to
take their businesses to the next level.”
—Kristin A. Donaldson, Vice President of Small Business,
Greater Phoenix Chamber of Commerce

“Professor Stralser has been teaching MBA principles for years in top-tier business
schools. His MBA In A Day® is practical and succinct, yet broad in scope and well
referenced—highly recommended.”
—]John Hensing, MD, Senior Vice President,
Care Management and Quality, Banner Health

“Though I have developed significant, valuable expertise in the counseling profes-
sion after 20 years as the executive director of a nonprofit treatment center, the
greatest challenge I have faced is from the lack of basic business skills not taught
in our graduate programs. Everyone who has excelled from direct practice to man-
agement positions should do themselves an enormous favor and purchase this
easy-to-read guide to effective management of any business! It is without a doubt
my new, frequently used management resource manual.”
—Stephanie Orr, Executive Director, CASA

“As a practicing attorney, I moved into a management position in a midsized law
firm. I could have used MBA In A Day® as it would have been incredibly valuable
in understanding and applying basic concepts to aid me in making our law prac-
tice more successful.”

—Mort Scult, Partner, Stinson Morrison Hecker LLP
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f course you can’t get an MBA degree in a day—ask anyone

who has put in the months and years needed to accomplish

this challenging and rewarding achievement—but this book
is where you will find, in basic, easy-to-understand language, MBA
concepts and principles that are presented in the gold standard of
business education throughout the world—the master of business
administration.

The story behind this book comes from my years teaching in a
full-time MBA program where I began to notice something I found
very interesting. Every semester, in addition to the traditional MBA
students who had taken time off from their corporate life to enroll in
the MBA program, I would find one or two students who were clearly
“outliers” to these mainstream corporate types—for example, a physi-
cian, an attorney, an executive director from a nonprofit organization,
or a small business owner or entrepreneur.

It did not take long to realize this trend was an indicator of an un-
derlying interest, and need, for these well-educated professionals—
well trained in the education of their profession—to learn about the
“business side” of their professional lives.

These non-business-trained professionals wanted to fill a gap and
learn business principles and concepts needed in their professional
practices but not taught in medical schools or other professional
schools such as law, engineering, architecture, veterinary, or other
highly specialized training programs.

I also realized that for every physician, attorney, architect, or en-
trepreneur who can take the time to enroll in an MBA program, there
are many more who are pressed for time and focused on the day-to-day
challenges of running a successful practice, operating a small business,
or launching a new venture but who would benefit from learning the
essential principles and concepts found in the coursework of an MBA

2y
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program. It is for these successful—albeit time-sensitive—profession-
als that this book is written.

In this book, you will learn the fundamental concepts and prin-
ciples that full-time MBA students learn and that also have applica-
bility to professional services providers, small business owners, and
entrepreneurs as well as corporations and industry. These principles
and concepts are not industry or profession specific—they are clas-
sic, strategic, and essential in performing in today’s complex eco-
nomic environment.

The book begins with Section I: People, Management, and Policy,
which focuses on the human side of business. Chapter 1, “Human Re-
sources,” explores how human assets are critical to success and com-
petitive advantage. Chapter 2, “Organizational Behavior,” explores the
dynamics of how people work together in an organizational setting.
Chapter 3, “Leadership and Team Building,” explores the differences
between managing and leading and presents concepts behind the effec-
tive use of teams as a means to achieve organizational goals. Chapter 4,
“Ethics,” focuses on the complexities and issues that managers face in
doing the right thing in an increasingly ambiguous and uncertain orga-
nizational environment. Chapter 5, “Negotiation,” presents essential
processes for navigating through the dynamics of conflict and agree-
ment, providing a useful understanding of how this subject is critical
to managers who must negotiate to some degree, on several levels,
every day.

Section II: Money: Economics, Finance, and Accounting, focuses
on the concepts and principles we associate with the financial side of
an organization and its economic context. Chapter 6, “Accounting and
Finance,” explores the way we keep score in business, providing the
essentials of accounting systems and financial statements. Chapter 7,
“International, National, and Local Economics,” provides a vocabulary
of economic fundamentals to understand how nations, corporations,
and individuals behave in markets to efficiently apply and allocate
scarce resources and make their way through global economic systems.

Section III: Markets and Strategy explores the way organizations
read, adapt, and communicate with their customers, competitors, and
constituencies. In Chapter 8, “Marketing, Strategy, and Competitive
Analysis,” we review how organizations analyze their industry and their
competition and then develop the way they communicate with their
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target customers. Chapter 9, “Advertising and Promotion,” looks at the
specifics of companies’ communication with customers and clients.
Chapter 10, “Communications and Presentations,” presents principles
and concepts about an increasingly important part of managing a busi-
ness today—how to present our ideas and communicate effectively.

Section IV: Systems and Processes explores the key areas for orga-
nizations to implement their strategies and maintain competitiveness
and sustainability. Chapter 11, “Project Management,” explains how
managers can tackle specific projects from start to finish and efficiently
manage them. In Chapter 12, “Management Information Systems,” we
explore the increasingly important essentials of today’s cyber-environ-
ment and how technology can be harnessed to achieve organizational
excellence. Chapter 13, “E-Commerce and Uses of the World Wide
Web,” explores the use of the Web both as a means to communicate with
customers, clients, and constituencies and also as a tool for organiza-
tional efficiency and productivity. And finally, in a world where quality is
the key driver to market success and sustainability, Chapter 14, “Quality
Management Systems,” explores the concepts and principles of develop-
ing a culture and organizational purpose focused on quality.
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Lenora E. Peppers, MBA-IM, the team leader, is managing direc-
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MBA, is associate director of the Corporate Executive Board, Washing-
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Phoenix, Arizona. Jaxon Ravens, MBA, is a political consultant in Seat-
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IM, is a marketing strategist in Phoenix, Arizona.
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partners in bringing MBA In A Day® to publication. To Rick Frish-
man at Planned Television Arts special thanks for sharing his knowl-
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team of publishing professionals to whom I am grateful for their be-
lief in the book and their collective support and energy in making its
publication possible.
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This book would not have been possible without the collabora-
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Human Resources

ployees has always been an important part of any business. In

the business world today, this function has become ever more
complex and important. The business environment is forever chang-
ing, and managers and human resources departments must be flexible
enough to adapt to these changes, including the evolving laws, demo-
graphics, and business strategies.

The process of recruiting, hiring, and retaining competent em-

HUMAN RESOURCES
PLANNING AND STRATEGY

Just like any other aspect of business management, planning and strat-
egy development are the first items on the agenda when tackling a
project. Managers, professionals, and entrepreneurs are often faced
with the task of developing a plan for how human resources will be
needed to meet short- and long-term goals and objectives. For exam-
ple, a company is interested in expanding its production capacity with
a new plant to serve its western U.S. markets. As part of the strategic
planning for this new facility, a human resources component of this ex-
pansion will be essential.
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In its simplest form, human resources planning starts by conduct-
ing an analysis of staffing needs throughout the organization. This
could mean either assessing the current staffing requirements or pro-
jecting future requirements if changes are expected. In either situation
there are several questions that need to be answered and fully under-
stood prior to the analysis.

1. What is the organization’s strategic vision?
2. What are the short-term and long-term goals?

3. Are there any major changes in the market that will impact
the organization’s future?

4. What changes in staffing requirements, if any, are needed to
support the strategic vision of the organization?

5. If changes are needed within the organization, what type of re-
sistance can be expected to the changes?

Once these questions are answered, assessing the staffing requirements
can be completed.

Assessing the staffing plans involves evaluating the human capac-
ity needed to meet the goals and objectives of the organization, esti-
mating the number of people needed for each department or role, and
making adjustments as needed. This process does take a lot of experi-
ence and understanding of the specific business, but experienced man-
agers should be able to make good assessments. If the managers are
new to the industry, a good benchmark would be comparing the num-
ber of employees needed in similar organizations.

Signs that the current staffing needs are not in line with the con-
dition of the organization:

v’ Regular breakdowns in the process flows, which jeopardize re-
lationships with clients and customers. These include missed
deadlines, increased returns, decreased customer loyalty, and
regular administration mistakes.

v’ Frequent employee absenteeism and turnover caused by em-
ployees being overstressed, having poor morale, or looking for
other employment.
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v Regularly occurring overtime caused by employees being
overworked or given too much responsibility. Overworking
employees can lead to burnouts and increased costs in the
long run.

Once the staffing plan is developed that meets the current and
future plans for the organization, job descriptions can be created.
This process involves analyzing each job in the organization in order
to generate a job description and job specifications, and then these
are aggregated at a company-wide level. Job descriptions can be a
very important management tool in some organizations. Some
thought should be put into them due to the nature of employees us-
ing job descriptions to define and defend their actions or inactions.
Job descriptions can be either a restraint or an open door for em-
ployees or teams.

The job analysis involves collecting sufficient information to
form a complete understanding of what is entailed to perform the job.
A job description lists the activities that the employee performs, as
well as the skills and qualities that are needed to successfully meet the
job objectives. Think of this stage of human resources planning as if
you were a newly appointed coach of an expansion football franchise.
You would identify first the positions you would need to complete the
roster, then the qualities you would like for each player, specific to
each position.

Once the job analysis and job descriptions are determined, this
information can then be aggregated to form a human resource inven-
tory to track what skills and capabilities need to be filled in to com-
plete the human resources requirements.

When completed correctly, job descriptions can be a very impor-
tant tool and can be used in many different functions, including:

v Giving employees a gauge of how they will be evaluated
within the organization.

v Helping determine the compensation level for individual posi-
tions.

v Establishing hiring criteria for specific positions, and giving
candidates responsibility expectations.
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6 PEOPLE, MANAGEMENT, AND POLICY

A typical outline of a job description:

Job Title: Specific title that would be included in an organizational
chart.

Overall Description: A brief description of the responsibilities an
individual holding this position would have.

Reporting To: List of person(s) to whom this position reports, and
any subordinate positions.

Duties: A detailed list of regular duties this position would be ex-
pected to perform.

Requirements: A list of mandatory or preferred requirements for
the position, including number of years of experience, certifica-
tions, and licenses.

Criteria: A list of standards that will be used to evaluate the
possible candidates, including specific skills, experience, or
knowledge.

IMPLEMENTATION OF
THE HUMAN RESOURCES PLAN

Once the planning part of the process is complete, the firm will set
forth to implement that plan through the next set of human resource
concepts and tactics: recruitment, selection, appraisal, rewards, and
employee personal and professional development.

Recruitment

Recruitment is the process by which companies attract candidates to
fill present and future positions, and the appropriate method varies
from company to company. In most cases, the human resources depart-
ment in the company will work together with managers in depart-
ments throughout the company or with others familiar with the
personnel needs to determine a recruitment method and approach.
Many recruitment methods are available, including Internet and
print advertisements, employee referrals, and outsourced agencies
(“headhunter” executive placement firms, job placement agencies,
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etc.) that perform recruitment services for the company, either on a
fixed-fee arrangement, much like a consulting relationship, or on a
performance-based basis where the fee is a percentage of the em-
ployee’s salary. In some cases, the employee will pay the fees associated
with such outsourced services, but more often the company will pay
these fees. Other recruitment tactics include job fairs and college re-
cruiting and might involve a combination of several methods.

Employee Leasing and Outsourcing. In the past decade, the use
of “employee leasing” and temporary, or project-based, outsourcing of
human resource needs has become more prevalent. In this scenario,
the company contracts with another company that provides the em-
ployees for a specific need or project. The contracted worker is an em-
ployee of the provider company, with the provider company
responsible for payroll, employee taxes, benefits, and other employee-
related expenses. The company hiring these contract employees is thus
free of the associated bookkeeping and administrative costs of main-
taining these employees on its payroll—it makes a single payment to
the company from which it is leasing the employees, rather than pay-
ing the workers individually.

These leasing or outsourcing arrangements are attractive to new
or emerging companies or mature companies that may be experiencing
an unusual spike in demand, or some other kind of nonrecurring
event, presenting a solution for a company that needs to modify its
workforce capacity with some upside or downside flexibility.

Recruitment: Inside versus Outside the Company. One of
the first questions the company’s human resources department is
likely to ask is whether to fill job needs internally or to look outside
the company. Hiring internally allows the manager to choose from a
known pool of talent and can minimize misperceptions among candi-
dates about the actual requirements of the position. In addition, hir-
ing from within can be cost-effective and provide motivation for
existing employees.

Generally, it is advisable to look outside the company when spe-
cific skills are required for the position and existing employees may
not be reasonably expected to train for or learn these skills. The deci-
sion to look outside the company tends to be more appropriate when
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there is a specific need to fill, such as technical requirements. Hiring
from outside also helps to avoid the ripple effect of frequent internal
staffing changes and the employee “musical chairs” syndrome that
does not give staff time to mature into their respective jobs. (Though
sometimes well-planned cross-training for different jobs within a com-
pany is a productive long-term strategy.)

Finally, recruiting outside the company can be an effective way to
import experience and creativity or new ways of doing things. This in-
fusion of outsider perspectives and approaches can infuse the company
with a fresh look at its processes and systems.

Selection

The recruitment process just described will result in a pool from which
to select the right employee—and this usually involves a combination
of different selection methods in order to make the best employee se-
lection decision.

Interviews and reference checks are the most commonly used,
but other methods are available depending on the specific demands
of the position. For example, background checks are appropriate
when a position requires that the employee have significant cus-
tomer interaction or if the prospective employee has a fiduciary
involvement or responsibility with the company. Other selection
methods include:

v Skill performance tests/work samples—for example, a graphic
artist may bring in a portfolio of past projects, or a data entry
candidate may be given a simulated work assignment.

v’ Personality tests—used especially in customer contact recruit-
ment and selection (e.g., salespersons and customer service
candidates).

v’ Physical abilities tests—used in many job requirements where
physical condition is an essential element in job productivity
or success (e.g., a product installation or delivery job).

v’ Drug tests—an increasingly used tool to ensure selection of
candidates who do not involve themselves in chemical or sub-
stance dependency.
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Interviewing. Face-to-face interviews can be extremely revealing
but must be well prepared. The goal of an interview should be to
learn whether the candidate has the competencies and technical
skills that are most critical to the job, and questions should be pre-
pared for each area. The interviewer’s questions should focus on be-
haviors, not opinions, and may involve asking applicants to provide
examples from their past experiences. Interviews provide an oppor-
tunity to read body language and the applicants’ ability to “think on
their feet,” often replicating the realities of life on the job. Addition-
ally, to ensure good fit with the culture of the company, an initial in-
terview is often followed up by several more representing the other
employees with whom the potential hire may work, as well as com-
pany representatives at different levels and areas within the com-
pany. An important step in the interview process is to check on a
prospective employee’s past performances by making inquiries to
former employers and references. Four rules for more effective refer-
ence checks:

1. Ask the applicant to inform prior employers that you intend
to contact them. Former managers are much more likely to
provide useful information if they are aware beforehand that
they will be contacted.

2. Open the call by describing the corporate culture of the orga-
nization. This provides some context for the previous em-
ployer’s comments on the previous employee.

3. Reassure the previous employers that the information they
provide will not determine the final hiring decision, but
that your goal is to learn how best to manage the prospec-
tive hire.

4. Save formal questions such as dates of employment and title
until the end of the call.

Employee Training and Development

It is one thing to be able to recruit and hire good employees, but to
tap into and help them attain their full potential is just as or even
more important. Training and development is an essential part of all
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organizations today. The main benefits of employee development
and training:

v Increases the value and capacity of the human assets of the
company.

v Provides an alternative to recruiting, by having qualified per-
sonnel to fill vacant positions.

v Creates potential future leaders of the company.

v’ Helps reduce employee turnover by keeping individuals moti-
vated and interested in their positions with the possibility for
advancement.

Orientation. Training should begin on day one of employment,
with every employee given an orientation. Getting employees off to
the right start is a very easy way to build a company that embraces
learning and development. Most small companies do not have for-
mal orientation programs, but rely on individuals finding their way
when they first get hired. This seems to work fine in smaller organi-
zations when there is more informal means of communication, but
as organizations grow most have found that formal orientation pro-
grams are necessary to get employees up to speed and productive in
a timely fashion.

Formal orientation programs can range from an hour to several
days, and the level of orientation usually depends on the level of the
positions. Whereas entry-level or unskilled labor will need very lit-
tle orientation, experienced professionals will need quite a bit more
to get up to speed with the organization. Each organization needs to
define its own orientation needs and programs. Assigning mentors
is often done in place of an orientation program to give new employ-
ees a helping hand during the first few weeks on the job. At a mini-
mum for small or large organizations, orientation programs should
include:

v Detailed company history and overview of the current struc-
ture and products.

v’ Overview of employment policies and handbook (if applicable).
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v Basics of compensation, benefits, and all other legal issues
that arise.

v’ Health and safety issues.

v’ Information about business systems such as phone, e-mail,
voice mail, and office equipment.

v Employee rewards and incentives.

Skill Training. Skill training is exactly what it says—training em-
ployees on new skill sets. This could take many forms, including train-
ing on new software, accounting, customer service techniques, or even
team-building exercises. Skill training has two main goals: (1) to main-
tain employees’ current skill level with ever-advancing technology and
business practices, and (2) to give employees the necessary skills to
advance through the organization.

Every organization is going to have a unique set of skills required
of its employees. Of course many skills transfer from organization to
organization very easily, but the scope of skills is usually unique for
every organization. Prior to implementing training, organizations need
to follow a few basic steps:

1. Conduct complete skill assessments, involve all levels of em-
ployees, develop core skill competencies for each position,
and assess current gaps in the skill set.

2. Choose the training source. Whether you choose outside con-
sultants, assign internal trainers, or devise online training, the
source has to be effective for the given skill set.

3. Align training with the broad goals and objectives of the orga-
nization. This will help employees see the importance and be
more likely to jump on board with the training.

4. Conduct training during work hours; this will help keep a
positive attitude toward the training.

5. Conduct training in suitable facilities. Sticking a class in a
dirty warehouse is not likely to be very effective.

6. Plan for feedback and assessment of all training programs.
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Professional Development and Leadership Training

As organizations grow, adapt, and mature, there comes a time when
existing managers and leaders will begin to think about stepping
down and looking for replacements either inside the organization
or out. When this situation arises, very often managers find them-
selves not being able to find qualified candidates with the right ex-
perience and who will be a good fit with the current organization.
Managers typically find that internal candidates are very good at
their current jobs but do not have the breadth of experiences it takes
to manage multiple departments successfully. External candidates
are also very experienced, but the right fit is very hard to find. One
way to ensure that suitable replacements for top managers and
leaders are available is to have a program or plan to develop leaders
internally.

Leadership development programs are very common in today’s
business world; the risk of not planning for the succession of cur-
rent leaders is too high for most organizations to bear. One common
measurement tool used by organizations is to ask the question
“Would the organization be able to survive successfully if the CEO
or head manager was the victim of a fatal accident?” If the answer
to this question is no, it would be wise for management to address
this issue.

Leadership development programs take many forms, but they
all have similar goals of providing certain employees with the neces-
sary skills and experience to fill the shoes of top management in the
future. The programs can be formal or informal, usually span several
years, and should be a recurring program that is well accepted
within the organization. Leadership development programs usually
involve scheduled job rotations with increased responsibility with
every step. High-potential individuals are usually hired into the pro-
grams, mentors are assigned, and their progress is measured regu-
larly. Of course, every individual who enters the program is not
guaranteed a top management position. All program participants
will have to prove themselves and take a proactive approach to de-
velop themselves professionally; and hopefully when the time comes
for management succession, there will be qualified candidates to
choose from.
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The 360-Degree Assessment

The 360-degree assessment is a commonly used tool in organizations
as a way of giving and receiving feedback at all levels within the orga-
nization. Simply put, a 360-degree assessment is a system used to
gather input on individual employees’ performance, not only from
managers and supervisors, but from coworkers and from direct reports
as well. Some companies also involve customers in a 360-degree as-
sessment, especially in the case of customer-contact personnel. More
traditional feedback tools, in which only the direct manager provides
feedback, can very easily lead to a one-sided and incomplete employee
review. The 360-degree assessment is much more likely to provide an
accurate review and assessment of an employee’s performance.

Almost all large companies today use a form of the 360-degree as-
sessment for their employees; sometimes it takes on a different name,
such as full-circle or multisource assessment. Here’s how it works.

Typically all employees are given the opportunity to rate and give
comments on all employees they work with on a regular basis, includ-
ing managers, peers, and subordinates. Each assessment includes sev-
eral different categories for employee assessment—for example,
leadership, performance management, communication, teamwork, in-
tegrity, quality, problem solving, vision, trust, adaptability, and reliabil-
ity. Each organization develops the assessment criteria based on what it
feels is important.

Once the assessment is complete, employees have the oppor-
tunity to view how their coworkers assessed their performance,
and managers get to see how they are generally viewed by their
subordinates.

Dell, the U.S.-based computer manufacturer, has used 360-degree
assessment, and the results have led to substantial management policy
changes, including forcing upper management to be more in touch
with the daily operations and allowing for routine opportunities for
management to interact with subordinates.

Implementing the 360-degree assessment can sometimes be very
difficult and can cause more harm than good if management is not
careful. Giving feedback has to be done with caution given the sensi-
tive nature of the data and the possible defensiveness of the employees
who receive it. Some employees will not be comfortable giving frank
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feedback to their peers. An organization needs to have a very high level
of trust among the employees for this assessment to work effectively. If
the level of trust is not established prior to the 360-degree evaluation,
human tendencies such as protectiveness, revenge, and development
of hierarchies take precedence and will skew the results, creating even
more distrust within the ranks. If this trust level cannot be established,
the 360-degree evaluation should be postponed to a later date.

Steps for Implementation of 360-Degree Evaluation. If a
360-degree evaluation has not been used previously in the organiza-
tion, it might be wise to introduce the program as an internal program
for personal improvement, not for management decisions. This will
take the pressure off employees and allow for a more relaxed environ-
ment during the process. It may even be wise for upper management
not to have access to the company-wide results the first time in order
for employees to feel comfortable with the process. Many large compa-
nies have the 360-degree assessment in place for more than a year be-
fore they are able to see any benefits from the program and use it to
make decisions. Employees need to feel comfortable with the system
before they will actually use it as a learning tool.

Start out with a test group. When first implementing the 360-
degree evaluation, start out with one department or a small group of
employees. The time and resources needed for a company-wide im-
plementation could end up being substantial. Starting with a test
group will provide insight on issues and problems that likely will
arise and will limit the cost if the 360-degree evaluation does not
work within the organization.

Link the 360-degree evaluation’s goals with the overall company
goals. The 360-degree evaluation needs full cooperation from all em-
ployees along with a significant business reason for the implementa-
tion. If the program is linked to the overall goals, individual employees
will have an easier time accepting and providing value.

Train employees. The 360-degree evaluation may include hiring
an outside firm to handle the process, or if it is handled internally,
there need to be assigned roles and responsibilities. The employees
who are responsible need to be trained on all aspects of the evaluation;
they must ensure that complete trust is held throughout the process.

Turn the results into an action plan. Once the evaluation is com-
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plete, request ideas for an action plan from all employees. Hold meet-
ings if necessary or provide other means for feedback opportunities.
Ongoing goals and objectives need to be set for the future in order for
everyone involved to feel that the program is effective and useful.

Questions that should be answered prior to implementing a 360-
degree evaluation program include:

v How ready is the organization for the 360-degree evaluation?
v/ Who is going to be involved?

v Is this a mandatory or voluntary project?

v What criteria will be evaluated?

v How will the information be collected, compiled, and distrib-
uted?

v/ Who is going to be responsible for each activity, including
planning, assessing, compiling the information, distributing
the results, developing the action plan, and following through?

The 360-degree evaluation, if used correctly can be a valuable or-
ganizational tool that will provide a path for personal and organiza-
tional development. It can help direct and mold the corporate culture,
define and set goals, and create camaraderie among employees.

HUMAN RESOURCES
MANAGEMENT AS A COMPETITIVE TOOL

Human resources planning has evolved over time from a basic tool
used by companies to identify personnel needs to an integral part of an
organization’s strategy for making the most of its “human capital.”

Increasingly, companies are finding that the strategic management
of human resources can actually be a source of competitive advantage.
For example, one company that has clearly used its human resources as
the key driver of its competitive advantage is Southwest Airlines.

In the airline industry, competitors are using essentially the same
kind of equipment, maintenance, and aircraft, and also utilize the
same physical locations (i.e., airports), yet Southwest consistently
outperforms its competition, using the very same hard assets as its
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competitors. The main, telltale variable explaining the difference in
relative performance between Southwest and its less profitable com-
petitors is its focus on the human side of its business model. South-
west has focused a great deal of its energy in developing a highly
productive organizational culture by crafting a human resources strat-
egy that has driven its sustainable competitive advantage.

Additionally, companies like Whole Foods Market, SAS Institute,
and Men’s Warehouse proactively address personnel issues in order to
keep their employees happy with their jobs. It has been proven time
and again that when organizations take care of their employees, the
employees will take care of the organization.

Men’s Warehouse, for example, has a corporate philosophy to un-
cover untapped human capital in all of its employees. It operates under
well-defined values and believes the employees are the organization.
They provide training for all levels and, as an added bonus, provide
very low-interest loans to employees. As a result, Men’s Warehouse has
reaped unprecedented growth of more than 30 percent annually in re-
cent years in an industry that is very competitive with very low mar-
gins. The company also benefits from low-to-zero employee theft and
does not use any devices to try to prevent employee theft.

The Men’s Warehouse model can be transferred to any industry. It
starts with well-defined goals and values to make human capital a
competitive advantage for the organization. In the Men’s Warehouse
example, the company’s goal was to develop every employee to his/her
fullest potential. Then once the goals and values are decided on, pro-
grams are developed to make them attainable and a reality.

SUMMARY

Human resource planning, recruitment, and selection are the initial
steps in effecting the company’s strategy by maximizing its invest-
ment in human capital. Think of the recruitment and selection like a
funnel, with the wide part of the funnel collecting a wide assortment
of candidates, and the selection process sorting the candidate pool
into a smaller group of qualified candidates, both in terms of the
skills needed for the job and from the standpoint of their fit with the
organizational culture of the company. Both kinds of suitability are
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needed to effectively advance the company strategy via its human re-
sources capabilities.
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Organizational
Behavior

n organization consists of individuals with different tasks at-

tempting to accomplish a common purpose. (For a business,

this purpose is the creation and delivery of goods or services
for its customers.) Organizational behavior is the study of how individ-
uals and groups perform together within an organization. It focuses on
the best way to manage individuals, groups, organizations, and
processes. Organizational behavior is an extensive topic and includes
management, theories and practices of motivation, and the fundamen-
tals of organizational structure and design.

From the smallest nonprofit to the largest multinational con-
glomerate, firms and organizations all have to deal with the concept of
organizational behavior. Knowledge about organizational behavior can
provide managers with a better understanding of how their firm or or-
ganization attempts to accomplish its goals. This knowledge may also
lead to ways in which a firm or organization can make its processes
more effective and efficient, thus allowing the firm or organization to
successfully adapt to changing circumstances.

This chapter will help you better understand the theories and
structures of organizational behavior. The chapter begins by discussing
some of the basic characteristics of managers and management. It then

1%
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describes some of the popular theories and practical applications re-
lated to motivation and helps answer the question “What motivates
employees and why does it motivate them?” The chapter then exam-
ines some of the fundamentals of organizational structure and de-
scribes ways in which organizational structures differ from one
another. Finally it discusses a few methods by which organizations can
control processes and outcomes.

MANAGEMENT

As discussed in the next chapter, “Leadership and Team Building,”
management used to be focused on direction and control. Now it is
more involved with support and facilitation and the evolving notion of
the manager as “coach.” In conjunction with this role as a supportive
facilitator, managers are now focusing on efficiently and effectively uti-
lizing the intellectual capital of an organization. Intellectual capital
consists of the knowledge, expertise, and dedication of an organiza-
tion’s workforce. The management of intellectual capital is necessary in
order to get the most out of an organization’s material resources and
achieve organizational goals.

In practice, managers accomplish organizational goals through
the process of defining goals, organizing structures, motivating em-
ployees, and monitoring performance and outcomes. In performing
these processes a manager often takes on several different roles. These
roles were described by Henry Mintzberg and include interpersonal
roles, informational roles, and decisional roles. Interpersonal roles are
ways in which a manager works and communicates with others. Infor-
mational roles are ways in which a manager acquires, processes, and
shares information. Decisional roles are how a manager uses informa-
tion to make decisions, which involves identifying opportunities and
problems and acting on them appropriately, allocating resources, han-
dling conflicts, and negotiating.

In order to fill these roles effectively managers use skills that al-
low them to translate knowledge into action. Robert Katz describes
three different sets of skills that managers use, including technical, hu-
man, and conceptual skills. Technical skills are used to perform a spe-
cialized task. They are learned both from experience and from
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education, and they can involve using a specific type of technology or
process. Human skills are used when working with others and include,
among other things, basic communications skills, persuasive ability,
and conflict resolution. Conceptual skills are used in analyzing and
solving complex interrelated problems. They require having a good
understanding of the organization as a whole and understanding how
the interrelated parts work together—for example, a good understand-
ing of an organization’s behavioral attributes, its weaknesses, and ac-
tions needed to achieve its goals and objectives.

Emotional Intelligence and the Manager

Daniel Goleman defined an important aspect of human skills in his
work on emotional intelligence. Emotional intelligence is tied closely
to management effectiveness and ultimately organizational behavior;
it suggests that a manager’s performance may be influenced by sev-
eral factors:

v Self-awareness—understanding your moods and emotions.

v Self-regulation—thinking about your actions and controlling
destructive ones.

v’ Motivation—working hard to accomplish your goals.

v Empathy—understanding the emotions of others.

v Social skills—developing good connections and relationships
with others.

Understanding emotional intelligence is especially important in
light of changes in organizational structures, which have created firms
with less hierarchy and closer peer contact.

Motivation

Motivation is an important driver in an organization and is crucial to
the management of intellectual capital. Motivation underlies what em-
ployees choose to do (quality and/or quantity), how much effort they
will put into accomplishing the task, and how long they will work in
order to accomplish it. Employees who are motivated will work more
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effectively and efficiently and shape an organization’s behavior. A moti-
vated workforce will have a strong effect on an organization’s bottom
line. Motivation is strongly tied to job satisfaction. Job satisfaction is
how individuals feel about the tasks they are supposed to accomplish
and may also be influenced by the physical and social nature of the
workplace. The more satisfied employees are with their jobs, the more
motivated they will be to do their jobs well.

There are several important studies relating to motivation. These
include Abraham Maslow’s hierarchy of needs, Frederick Herzberg’s
study of hygiene and motivational factors, Douglas McGregor’s Theory
X and Theory Y, Theory Z, Victor Vroom’s Expectancy Theory, J. Stacy
Adams’ Equity Theory, and Reinforcement Theory.

Maslow’s Hierarchy of Needs. In 1943 Abraham Maslow devel-
oped a theory about human motivation called the hierarchy of needs.
This theory has been popular in the United States and describes hu-
man needs in five general categories. According to Maslow, once an in-
dividual has met his needs in one category, he is motivated to seek
needs in the next higher level. Maslow’s hierarchy of needs consists of
the following general categories:

Physiological needs. These are the first and lowest level of needs.
They relate to the most basic needs for survival and include the
need for food and shelter.

Safety needs. The second level of needs involves an individual’s
need for security, protection, and safety in the physical and inter-
personal events of daily life.

Social needs. The third level of needs is associated with social be-
havior. It is based on an individual’s desire to be accepted as part
of a group and includes a desire for love and affection.

Esteem needs. The fourth level of needs relates to an individual’s
need for respect, recognition, and prestige and involves a per-
sonal sense of competence.

Self-actualization. This is the fifth and highest level of needs.
Needs of this level are associated with an individual’s desire to
reach his full potential by growing and using his abilities to the
fullest and most creative extent.
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As individuals move higher in the corporate hierarchy, they may
see higher-order needs as being more important than those of lower or-
ders. Needs may also vary based on career stage, organizational struc-
ture, and geographic location. The hierarchy of needs could also lack
effective application in different cultural contexts. Certain cultures
may value social needs over psychological and safety needs. In addi-
tion, the theory necessitates that a manager be able to identify and un-
derstand an employee’s needs. This is not always easy and can lead to
inaccurate assumptions. Taken in the proper context, however, recog-
nizing the importance of needs is a useful method for conceptualizing
factors of employee motivation and thus being able to direct an organi-
zation’s behavior.

Herzberg’s Factors. In the 1950s Frederick Herzberg studied the
characteristics of a job in order to determine which factors served
to increase or decrease workers’ satisfaction. His study identified
two factors related to job satisfaction: “hygiene” factors and motiva-
tional factors.

Hygiene factors are those that must be maintained at adequate
levels. They are related more to the environment in which an employee
is working rather than the nature of the work itself. Important hygiene
factors include organizational policies, quality of supervision, working
conditions, relationships with peers and subordinates, status, job secu-
rity, and salary. Adequate levels of these factors are necessary to pre-
vent dissatisfaction; improving these factors beyond adequate levels,
however, does not necessarily lead to an increase in job satisfaction.

A different set of factors, identified as motivational factors, is as-
sociated with having a direct effect on increasing job satisfaction.
These factors include achievement, recognition, responsibility, growth,
the work itself, and the opportunity for advancement.

Like Maslow’s hierarchy of needs, Herzberg’s factors must be tem-
pered by sensitivity to individual and cultural differences and require
that managers identify what employees consider to be “adequate lev-
els.” Managers sometimes simplify both of these theories and inappro-
priately assume that they know what their employees need.

McGregor’s Theory X and Theory Y. Douglas McGregor’s theo-
ries focus less on employee needs and more on the nature of manager-
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ial behavior. These theories are based on the assumption that a super-
visor’s perceptions of her employees will strongly influence the way in
which she attempts to motivate her employees. McGregor created two
theories based on his studies, called Theory X and Theory Y.

In the case of Theory X, a supervisor assumes that her employees
are adverse to work and will do everything they can to avoid it. Acting
on this assumption, the supervisor will exert tight control over em-
ployees, monitor their work closely, and hesitantly delegate authority.

In this case of Theory Y, a supervisor assumes that, contrary to
Theory X, workers are willing to work and would be willing to accept
increased responsibilities. In light of these assumptions, the supervisor
will provide employees with more freedom and creativity in the work-
place and will be more willing to delegate authority.

Managers will seek to motivate their employees based on their
perceptions of the employees’ interests. This theory brings to light the
variation in practice that can exist depending on the assumptions that
managers make about their employees.

Theory Z. Theory Z emerged in the 1980s. It attempts to motivate
workers by giving them more responsibility and making them feel
more appreciated. It was developed, in part, in the light of Japanese
management practices, which allowed for more worker participation
in decision making and provided for less specialized career paths.

Expectancy Theory. Developed by Victor Vroom, this concept as-
sumes that the quality of employees’ efforts is influenced by the out-
comes they will receive for their efforts. They will be motivated to the
degree that they feel that their efforts will result in an acceptable per-
formance, that that performance will be rewarded, and that the value
of the reward will be highly positive. In order for managers to practi-
cally apply the theories associated with expectancy theory, they need to
define the desired behaviors clearly. Once this is accomplished, the
manager should think about rewards that could serve as possible rein-
forcers and how these rewards will have different values for different
individuals. Employees must then be informed about what must be
done to receive these rewards, and managers need to provide feedback
on employee performance. If a desired behavior is achieved, the reward
must be given immediately.
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Equity Theory. Equity theory was a result of the work of J. Stacy
Adams and states that when individuals determine whether the com-
pensation they receive is fair compared to their coworkers’ compensa-
tion, any perceived inequity will affect their motivation. This sense of
inequity can either be felt as negative inequity, when employees feel
they have received less than others who performed the same task, or
felt as positive inequity, when workers feel they have received more
than others who performed the same task. Either type of inequity can
motivate a worker to act in a way that restores the sense of equity. Ex-
amples of employee behavior may include not working as hard, asking
for a raise, quitting, comparing themselves to a different coworker, ra-
tionalizing that the inequity will be only temporary, or getting a
coworker to accept more work. To limit a perceived sense of inequity,
employees should be compensated to the degree that their efforts con-
tribute to the firm. This theory, however, is difficult to implement
given the differences of opinion that might arise between an employee
and a supervisor regarding what constitutes equitable pay. To apply
this theory successfully it is important to address the employee’s per-
ceptions. This can be accomplished first by recognizing and anticipat-
ing that inequities can and will exist. It is then important to
communicate clear evaluations of any rewards given and an appraisal
of the performance on which these rewards are based. There may also
be comparison points that are appropriate to share.

Reinforcement Theory. A carrot-and-stick approach to motiva-
tional behavior, the reinforcement theory is concerned with positive
and negative reinforcement. It applies consequences to certain behav-
iors. There are four basic reinforcement strategies: positive reinforce-
ment, negative reinforcement, punishment, and extinction. Positive
reinforcement motivates workers by providing them with rewards for
desirable behavior. To be effective a reward must be delivered only if
the desired behavior is displayed. It should also be delivered as quickly
as possible after the desired behavior is exhibited. Negative reinforce-
ment, in contrast, involves withdrawing negative consequences if the
desired behavior is displayed. This method of reinforcement is some-
times called “avoidance” because its aim is to have the individual avoid
the negative consequences by performing the desired behavior. Unlike
positive and negative reinforcement, punishment is not designed to in-
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spire positive behavior, but to discourage negative behavior. Extinction
is the withdrawal of reinforcing consequences for a desired behavior.
Its intent is to eliminate undesirable behavior.

Conclusions from Motivational Theories

In shaping and directing an organization’s behavior, the seven theories
discussed previously provide some insight into the organization’s be-
havior. Several conclusions can be drawn from these theories.

Needs. Employees have needs. In order to motivate employees, su-
pervisors should attempt to understand the breadth of their employ-
ees’ needs. This is not always an easy task and requires open and
frequent communication between managers and employees. By struc-
turing a job so that it meets these needs a supervisor can increase an
employee’s motivation.

Compensation. Compensation is an important part of motivation,
with a goal to compensate employees according to the contribution
each employee makes to the firm. Employees will be dissatisfied if they
feel that they are getting less than they deserve. In order to decrease
the likelihood of perceived inequities, a manager needs to be proactive
and informative regarding reward structures.

Rewards. Employees need to know that the goal they are working

toward is achievable and that when they accomplish this goal that they
will be rewarded in an appropriate and timely manner.

MOTIVATION: FROM THEORY TO PRACTICE

The insights drawn from the discussion of motivational theory high-
light the importance of assessing needs, compensation, and rewards
when creating an organizational structure that will increase an em-
ployee’s job satisfaction and motivation and direct organizational be-
havior; some of these actions include implementing an adequate
compensation program, increasing job security, allowing for flexible
work schedules, and establishing employee involvement programs.
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Adequate Compensation Program

Before determining how compensation should be set, it is necessary to
align the compensation program with several elements of the business.

v’ Business goals. A compensation plan should be developed in
light of a firm’s business goals. Employees should be compen-
sated to the degree that their efforts help the business accom-
plish its goals.

v Employee goals. A compensation plan should be clear in stat-
ing individual employee goals. In order to effectively motivate
employees, they need to know what goals they will be ex-
pected to achieve.

v Achievable goals. The goals that individual employees are ex-
pected to accomplish must be realistic and achievable. If em-
ployees feel that the goals associated with their positions are
unreachable, they will not be motivated to work. If a supervi-
sor can set reasonable goals and make the employee aware
that numerous achievable bonuses will be given if these goals
are met, the employee will be motivated.

v’ Employee input. Employees will be more satisfied with their
jobs if they are consulted about the compensation plan before
it is put into effect.

An adequate compensation program, taking these issues into ac-
count, will affect employee motivation; a compensation plan should
give the highest relative raises to the individuals who achieve the high-
est levels of performance. This type of system is referred to as a merit-
based pay system and bases pay on performance. It can be effectively
implemented in conjunction with an incentive plan that rewards em-
ployees for achieving specific performance goals. These plans stand in
contrast to a system that provides across-the-board pay raises, which
will not motivate workers to put extra effort into achieving set goals.

Job Security

Employees who feel they are in danger of losing their jobs may not
show high work productivity. Worker satisfaction can, and productiv-
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ity may, be increased by providing job security. One way firms can in-
crease job security is by providing cross-training in other functions.
This will give employees the versatility to accomplish new tasks if their
current positions change or are no longer available.

Flexible Work Schedules

In today’s time-pressed world, many employees view time away from
work as an important factor shaping their at-work motivation and
on-job productivity. There are several methods for allowing flexible
work schedules that meet the needs of employees seeking greater
home/work flexibility. One of the more common is a compressed
workweek. This system lets an employee work the same number of
hours over the course of fewer days. Instead of working five eight-
hour days, an employee might work four ten-hour days. Other exam-
ples of flexible work schedules include job sharing where two or
more people share a certain work schedule.

Employee Involvement Programs

Employee involvement programs seek to motivate employees by
increasing their responsibilities or getting them more involved in
decision-making processes. There are several types of employee in-
volvement programs; the more basic programs include job enlarge-
ment, job rotation, and teamwork. More ambitious programs include
open-book management and worker empowerment.

Job Enlargement. Job enlargement is a direct way to increase job
responsibility. It involves expanding a position and giving an employee
a greater variety of tasks.

Job Rotation. A job rotation program periodically reassigns employ-
ees to new positions. In addition to increasing employees’ involvement
in the firm and adjusting their responsibilities, job rotation can also
improve employees’ skill sets, thereby increasing their job security. In
addition, it can also relieve the boredom in the workplace associated
with doing the same job over a long period of time.
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Teamwork. This program attempts to increase motivation by putting
individuals with different positions onto a team and setting them the
task of achieving a specific goal. Teamwork serves to increase an em-
ployee’s responsibilities and involvement in the firm. The best types of
teams are self-directed. This provides the team with the authority to
make decisions regarding planning, accomplishing, and evaluating the
task they are working on. For more on this topic of teamwork, see
Chapter 3, “Leadership and Team Building.”

Open-Book Management. Open-book management is a challeng-
ing, but direct way of increasing employee involvement and responsi-
bility. It involves allowing employees to see how their job performance
affects key performance indicators important to the firm. In order to
institute this program a firm needs to make key indicators available to
employees and educate them on how to interpret key performance
measures. Employees also need to be empowered to make decisions re-
lated to their positions and training and be given the opportunity to
see how these decisions affect the rest of the firm. Open-book manage-
ment also necessitates an adequate compensation program whereby
compensation is tied to performance.

Worker Empowerment. Worker empowerment attempts to in-
crease employee job responsibility as well as employee involvement. It
does this by giving employees more authority and involving them in
the decision-making process. Employees who are empowered can of-
ten make better and more informed decisions than can a manager who
is not directly involved in the process. Participative management is
similar to worker empowerment. Although it does not provide em-
ployees with direct decision-making power, it encourages managers to
consult closely with workers before making decisions. Another type of
participatory management is management by objective. This approach
allows employees to set their own goals and provides them with the
freedom to decide how they can best achieve these goals.

Measuring Job Satisfaction

How do managers know that after gaining an understanding of the
theories of motivation and applying different approaches to increase
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job satisfaction that their efforts have been successful? In practice a
manager must draw conclusions on a daily basis from social observa-
tions and interactions in the workplace. Sometimes, however, it is a
good idea to conduct a more formal survey. This can be accomplished
through either interviews, surveys, or focus groups that often involve
only a specific group of employees. Two useful surveys are the Min-
nesota Satisfaction Questionnaire and the Job Descriptive Index. Both
of these surveys address areas of employee satisfaction in regard to
different aspects of an organization and provide managers with useful
information. They cover work, working conditions, rewards, opportu-
nities for advancement, and the quality of relationships with man-
agers and coworkers.

ORGANIZATIONAL STRUCTURE

Whether you are in the beginning stages of starting your own business
or you are looking for ways to improve an existing business, it is impor-
tant to think about the firm’s organizational structure. Examining orga-
nizational structure will help answer questions about the ways in which
a firm conducts business. Who is responsible for accomplishing various
tasks within the firm? How are these individuals grouped? Who man-
ages these individuals or groups? How do they manage them?

Five Structural Factors

In essence, the primary goal of an organizational structure is to coordi-
nate and allocate a firm’s resources so that the firm can carry out its
plans and achieve its goals and objectives. The fundamentals of organi-
zational structure revolve around five factors: the division of labor, de-
partmentalization, the nature of the managerial hierarchy, the
managerial span of control, and the amount of centralization or decen-
tralization in the organization.

Division of Labor. The division of labor involves two steps: divid-
ing work into separate tasks and assigning these tasks to workers.
What are the different tasks carried out by your firm? Who is responsi-
ble for accomplishing these tasks?
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Departmentalization. Departmentalization is the process of group-
ing similar types of jobs together so that they can be accomplished
more efficiently and effectively. There are five different ways in which
to departmentalize business activities. Different types of departmental-
ization can exist to varying degrees within a business. What types of
departmentalization exist within your firm? Could your firm be de-
partmentalized differently?

1. Function. An example of functional departmentalization
would be a firm that has a marketing and finance department.
It involves grouping tasks based on the function that the orga-
nizational unit accomplishes within a firm.

2. Product. A consumer electronics firm that has separate depart-
ments for camera and MP3 players is using product-based de-
partmentalization. In this case departments are based on the
goods or services that an organizational unit sells or provides.

3. Process. A manufacturing firm that includes separate depart-
ments for assembly and shipping is an example of a firm with
process-based departmentalization. In this case departmental-
ization revolves around the production process used by the
organizational unit.

4. Customer. A bank with separate departments for its business
customers and individual customers is using customer-based
departmentalization. Its departmentalization is based on the
type of customer served.

5. Geographic. An example of a firm using geographic depart-
mentalization is an automobile manufacturing company that
has different departments for each country in which it sells
cars. In this case departmentalization is based on the geo-
graphic segmentation of organizational units.

Managerial Hierarchy. Managerial hierarchy relates to the way in
which management is layered. It usually includes three levels—upper
or top management, middle management, and supervisory roles. The
higher levels of management generally have fewer employees, but
more power.
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Span of Control. Span of control is closely related to managerial hi-
erarchy. At each level of management within a firm an individual is re-
sponsible for a different number of employees. Span of control relates
to the number of employees that a manager directly supervises. Span
of control is determined by a number of factors, including the type of
activity, the location of the workers, a manager’s ability to delegate
tasks, the amount and nature of communication between the manager
and the individuals being supervised, and the skill level and motiva-
tion of the individuals being supervised.

Centralization versus Decentralization. Centralization is the
degree to which formal authority is centralized within a unit or level of
an organization. Decentralization is the process of actively shifting au-
thority lower in a firm’s hierarchical structure. This effectively gives
more decision-making power and responsibility to those in supervi-
sory roles. Centralization and decentralization have their benefits and
costs. While centralization provides top-level managers with a better
overview of operations and allows for tighter fiscal control, it can re-
sult in slower decision making and limit innovation and motivation.
Decentralization, by contrast, can speed up decision making and in-
crease motivation and innovation, but this is done at the expense of a
top manager’s view of the firm and financial control.

Mechanistic and Organic Organizational Structures

The five structural factors just discussed give rise to numerous organi-
zational possibilities. Mechanistic and organic structures are two possi-
bilities at opposite ends of the organizational spectrum. They give
shape to the concept of the factors of organizational structure. A mech-
anistic organization is characterized by the following structural factors:

v Degree of work specialization is high.
v’ Departmentalization is rigid.

v/ Managerial hierarchy has many layers.
v’ Span of control is narrow.

v’ Decision making is centralized.
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¢/ Chain of command is long.

v’ Organizational structure is very tall.
An organic organization is characterized by the following factors:

Degree of work specialization is low.
Departmentalization is loose.
Managerial hierarchy has few layers.
Span of control is wide.

Decision making is decentralized.

Chain of command is short.

SNXXXKXKXN

Organizational structure is flat.

Informal Organizations

A formal organizational structure, represented by an organizational
chart or written job descriptions, is not the only structure that exists
within an organization. Between different departments and levels of
hierarchy, various informal organizations exist within an organiza-
tional structure. An informal organization consists of a network of
channels of communication based on informal relationships be-
tween individuals within a firm. These networks are often based
on friendships and social contacts. In addition to providing informa-
tion and a sense of control over the work environment, they can also
be a source of recognition and status. Informal organizations can be
examined more closely through social network analysis. This
process maps the social relationships between individuals within an
organization. Once they are recognized and understood, informal
organizations can be utilized within an existing organizational struc-
ture in order to increase communication and overall effectiveness
and efficiency.

Line and Staff Organizations

The factors related to organizational structures also help describe dif-
ferent positions for individuals within a firm. Two examples of this are
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line positions and staff positions. Organizational structures often in-
volve the interrelation between these two types of positions.

Line positions are directly related to the production of goods and
services. They are common in firms that involve production, manufac-
turing, or providing financial services.

Staff positions are supportive in nature, helping those in line po-
sitions and top management more effectively achieve the firm’s goals
and objectives. Staff positions provide, for example, legal, public rela-
tions, human resources, and technology support services.

Reengineering

Reengineering involves the complete redesign of a firm’s structures and
processes. It is done in the hope of increasing a firm’s operational effi-
ciency and effectiveness by controlling costs, improving quality, im-
proving customer service, and increasing the speed at which business
is conducted. Once a firm has examined itself in light of the five factors
of organizational structure, it can better understand where it can make
changes to align its structure with the firm’s goals and objectives.

High-Performance Organizations

The goal of the high-performance organization is to effectively and effi-
ciently utilize intellectual capital. High-performance organizations fo-
cus on employee involvement, teamwork, organizational learning, total
quality management (TQM), and integrated production techniques.
Employee involvement is accomplished through worker empowerment
or participative management. Teamwork is accomplished though self-
directed groups. Organizational learning involves gathering, communi-
cating, and storing organizational information in order to anticipate
changes and challenges and make more informed decisions about the
future. TQM focuses on high quality, continuous improvement, and
customer satisfaction. Integrated production techniques implement
flexibility in manufacturing and services and involve job design and in-
formation systems to more effectively and efficiently utilize the re-
sources, knowledge, and techniques that a business uses to create goods
or services. It stresses the use of just-in-time production and service
systems and relies heavily on computers to assist, control, and integrate
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different organizational functions. Implementing integrated production
techniques requires speeding up communication and decision making
within the organizational structure.

The process of transforming an organization into a high-performance
organization begins by actively seeking to understand an organization’s
work site problems and opportunities and its purpose, mission, strategy,
and vision. These elements must be tied together into a new mission
statement and vision for the firm that is aligned with the organization’s
core values. In order to be successful, this process requires the active in-
volvement of individuals from various levels and groups within the orga-
nization. The broad level of participation will also ensure a greater level of
acceptance in the organization. Once these initial steps have been taken,
the factors of employee involvement, teamwork, organizational learning,
total quality management, and integrated production techniques can re-
sult in organizational, individual, and community benefits. The organiza-
tion will be more effective in achieving its goals, job satisfaction and
employee motivation will increase, and the organization will be better
able to contribute to the community as a whole.

Although there are numerous benefits associated with high-
performance organizations, establishing and maintaining them is a
difficult task. One of the most daunting elements is successfully in-
tegrating employee involvement, teamwork, organizational learning,
total quality management, and integrated production techniques.
These are not separate functions; teamwork must contain elements
of employee involvement, organizational learning, and total quality
management. This can be especially challenging for managers who,
in addition to their regular functions, are asked to implement these
changes. Managers can experience many kinds of resistance. Employ-
ees may feel that the changes could put them out of a job. They may
be resistant to participating in group decision making or in team-
based activities. Managers may also experience obstacles related to
cultural differences regarding hierarchy and participation. In light of
these challenges, some firms succeed in implementing only some of
the elements associated with high-performance organizations.

Successfully creating a high-performance organization requires a
high degree of cooperation and a strong level of commitment and ac-
ceptance from all employees. It is a challenging and difficult process,
but it offers significant rewards throughout the organization.

TLFeBOOK



Organizational Behavior gg

METHODS OF CONTROL

Managers achieve organizational goals by managing intellectual capital
in order to get the most out of organizational resources. An important
part of this process is monitoring performance and outcomes. This can
be done in several ways. Two of the more common ways that directly
affect organizational behavior are output controls and process controls.
Controls relate to setting standards, obtaining measurements of results
related to these standards, and taking corrective actions when these
standards are not met. Managers must be judicious in their use of con-
trols so as not to overburden the organization.

Output Controls

Output controls are about setting desired outcomes and allowing
managers to decide how these outcomes can best be achieved. Out-
put controls promote management creativity and flexibility. This
type of control serves to separate methods from outcomes and
subsequently decentralizes power by shifting it down the hierarchi-
cal structure.

Process Controls

Once effective methods have been determined for solving organiza-
tional problems, managers sometimes institutionalize them in order to
prevent the problem from recurring. These types of controls are called
process controls and are a way of regulating how specific tasks are con-
ducted. Three types of process controls are (1) policies, procedures,
and rules; (2) formalization and standardization; and (3) total quality
management controls.

Policies, Procedures, and Rules. These are often used in the ab-
sence of direct management control. Policies are general recommenda-
tions for conducting activities, while procedures are a more focused set
of guidelines. Rules are the strictest set of limits and establish things
that should and should not be done.
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Formalization and Standardization. Formalization involves creat-
ing a written set of policies, procedures, and rules that simplifies
procedures in order to guide decision making and behavior. Standard-
ization is the degree to which the actions necessary to accomplish a
task are limited. It attempts to make sure that when certain tasks are
carried out they are carried out in a similar fashion.

Total Quality Management Controls. The previous methods of
process control are based on organizational experience. TQM manage-
ment controls differ in that they are based on an ongoing statistical
analysis of a firm’s operations. TQM involves all levels of management
and has proved to be the most effective when it is instituted in an orga-
nization that has clearly defined outcomes and is done in conjunction
with employee empowerment or participatory management programs.

CURRENT TRENDS IN
ORGANIZATIONAL BEHAVIOR AND DESIGN

Modern organizational structures are currently undergoing changes in
response to new trends in the global business environment.

One of the more prevalent trends is the increase in the network or-
ganization. A network organization is one that consists of a group of in-
dependent firms communicating via the latest advances in information
technology. It can include suppliers, customers, and even competitors.
These firms operate as an alliance in order to share skills, costs, and ac-
cess to each other’s markets in order to work together quickly and take
advantage of business opportunities. These types of firms are character-
ized by technology, opportunism, trust, and a lack of borders. They as-
semble and disperse in response to business opportunities.

Another trend affecting organizational structures is the increase
in large global mergers. By their very nature these types of mergers ne-
cessitate that a firm reexamine its existing structure in light of its new
position within the larger structure. In addition, management deci-
sions designed to increase employee motivation must take into ac-
count the culture context in which they are made. Global mergers can
also increase the use of virtual groups and the diversity of membership
characteristics.
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SUMMARY

Organizational behavior is the study of how individuals and groups
perform together within an organization. It focuses on the best way to
manage individuals, groups, organizations, and processes. This chapter
has covered the basics of organizational behavior by defining the na-
ture of managerial behavior, addressing the fundamental theories and
practices of motivation, explaining the basics of organizational struc-
ture, and discussing some methods of control.
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Leadership and
Team Building

hat are the qualities of good leaders? What makes them

\"/ successful? Think of some of the greatest leaders of all

time. What made them stand out from others? We may

think of adjectives such as “heroic,” “charismatic,” and “strategic.”

These are all leadership qualities, but what really makes for a strong
and successful leader?

Successful leaders are able to influence others. They use their in-
nate qualities to inspire a workforce, a team, or a nation to achieve
goals. Leaders can see beyond themselves and beyond the task at hand
to look at achieving long-term goals by utilizing their strengths com-
bined with the strengths of others. Effective leaders are able to manage
relationships with others and create positive outcomes.

Winston Churchill often comes to mind as one of the greatest
leaders in history. He was a talented orator and politician, but what
made Churchill a phenomenal leader was his ability to mobilize and
strengthen the will of his people through his words and policies. Al-
though his strategic actions were often criticized at the time for being
impulsive, Churchill allowed his belief in democracy and his intoler-
ance for fascism to dictate his wartime policies. It was not only his pas-
sion for the policies but his ability to carry out his plans that made him
a successful leader.

3%
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Leadership, such as that demonstrated by Churchill, is about in-
spiring others and doing the right thing. Leaders make change happen,
but their values remain steady and unchanging. Most leaders not only
have a long-term perspective on goals, but they also have innovative
ways of achieving their goals.

World leaders and business leaders alike can create triumph from
disasters. Leaders learn from failure and have a steadfastness of pur-
pose that keeps them focused on a goal or objective in spite of near-
term setbacks or adverse conditions. Leaders are flexible in their
execution and will make midcourse corrections and iterative improve-
ments—Ileaders “bend but don’t break.” They inspire those around
them to stretch and do their best to fulfill the organizational mission.
Leaders are able to energize those around them in order to create de-
sired results without compromising their ethical standards.

LEADERSHIP VERSUS MANAGEMENT

Management is doing things right; leadership is doing the
right things.
—Peter E Drucker

Although sometimes used synonymously, leadership and management
can be quite different. Leaders may be managers, but not all managers
are leaders. So just what are the differences?

While managers tend to have their eyes on the bottom line, lead-
ers are more often looking toward the horizon, trying to find new op-
portunities for growth and development. A manager is usually satisfied
with the status quo, whereas the leader is often challenging it.

Leadership often involves reinventing the job; strong leaders cre-
ate their role in an organization or in the world system. Managers are
often responsible for executing the task at hand, not thinking of future
goals. Managers are responsible for maintaining, but leaders look to in-
novate. Managers may involve employees in their activities, but often
on a “need to know” basis. Leaders, in contrast, work to inspire those
around them by trying to help others gain personal growth and devel-
opment from their activities and by turning weaknesses into strengths.
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Companies that have “leader-managers” throughout the corporate hi-
erarchy are the most successful.

ROLES OF MANAGERS

Management is often expressed as the process of achieving an organi-
zation’s objectives through guiding development, maintenance, and al-
locating resources. The primary roles of managers are planning,
organizing, leading, and controlling.

Planning

The very essence of leadership is that you have to have vision.
You can’t blow an uncertain trumpet.
—Theodore M. Hesburgh

Planning is the process of determining a course of action for future
conditions and events with the goal of achieving the company’s objec-
tives. Effective planning is necessary for any business or organization
that wants to avoid costly mistakes. There are four different types of
planning that are associated with management: strategic, tactical, oper-
ational, and contingency planning.

Strategic planning involves creating long-range goals and deter-
mining the resources required for achieving these goals. Strategic plan-
ning is the most far-reaching level of planning and involves plans with
time frames from one to five years. Essential to the notion of strategic
planning is that it involves an assessment and consideration of the or-
ganization’s external environment, and that the organization is adap-
tive to these outside, noncontrollable variables, adjusting and possibly
redirecting its strategy to account for this changing environment.

Tactical planning denotes the implementation of the activities de-
fined by the strategic plans. Generally, tactical planning involves
shorter-range plans with time frames of less than one year.

Operational planning involves the creation of specific methods,
standards, and procedures for different functional areas of an organiza-
tion. In addition, the organization chooses specific work targets and
assigns employees to teams to carry out plans.
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Contingency planning involves the creation of alternative
courses of action for unusual or crisis situations. In today’s society,
companies are placing greater importance on contingency planning in
order to respond to crisis situations. For example, realizing the impact
of terrorism on businesses in the wake of September 11, 2001, many
companies have developed contingency plans to respond to potential
terrorism events.

Organizing

This management role involves blending human and capital resources
in a formal structure. The manager will divide and classify work by de-
termining which specific tasks need to be carried out in order to ac-
complish a set of objectives.

Leading

Managers also have the role of leading or directing employees and plans.
Some managers may be more successful at leadership than others. The
goal of leading is to guide and motivate employees in order to accom-
plish organizational objectives. This role involves explaining procedures,
issuing directives, and ensuring that any mistakes are corrected.

Controlling

Controlling allows a manager to measure how closely an organization
is adhering to its set goals. It is also a process that provides feedback
for future planning.

1. Setting performance standards. A company needs to set the
standards by which performance will be measured. In a sales
organization it may be sales growth or quarterly sales figures.
Perhaps the manager will set the dollar amount for sales that
are to be made that quarter.

2. Measuring performance. Using the previous example, measur-
ing performance for sales will require tallying up the number
of sales made during the quarter.
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3. Comparing actual performance to the set performance standards.
Now the difference between the set performance sales and the
dollar amount of actual sales made during the quarter must
be determined.

4. Taking the necessary corrective action steps. If the sales were
much below the set level, it is important to analyze what went
wrong and try to correct it.

5. Using information from the process to set future performance
standards.

LEADERSHIP STYLES

Leadership is the art of getting someone else to do something
you want done because he wants to do it.
—Dwight D. Eisenhower

Individual managers have their own styles of managing, and within orga-
nizations there is often a predominant style of leadership. The predomi-
nant leadership styles—autocratic, democratic, and laissez-faire—have
many variations. We can compare and contrast the effectiveness of each
of these styles as it affects employee performance.

Autocratic Leadership

This style of leadership is both directive and controlling. The leader
will make all decisions without consulting employees and will also dic-
tate employee roles. Micromanaging is a form of autocratic leadership
in which upper management controls even the smallest tasks under-
taken by subordinates. The autocratic style of leadership limits em-
ployee freedom of expression and participation in the decision-making
process. It may result in alienating employees from leadership and will
not serve to create trust between managers and subordinates. Further,
creative minds cannot flourish under autocratic leadership.

Autocratic leadership may best be used when companies are man-
aging less experienced employees. U.S. companies operating in less de-
veloped countries often use autocratic leadership. It allows the parent
corporation more control over its overseas investment. In countries
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where the government controls the economy, U.S. corporations often use
autocratic leadership because the employees are used to making deci-
sions to satisfy the goals of the government, not the parent corporation.

Managers should not use the autocratic leadership style in opera-
tions where employees expect to voice their opinions. It also should
not be used if employees begin expecting managers to make all the de-
cisions for them, or if employees become fearful or resentful.

Democratic Leadership

This style of management is centered on employee participation and
involves decision making by consensus and consultation. The leader
will involve employees in the decision-making process and they will be
encouraged to give input and delegate assignments. Democratic lead-
ership often leads to empowerment of employees because it gives them
a sense of responsibility for the decisions made by management. This
can also be a very effective form of management when employees offer
a different perspective than the manager, due to their daily involve-
ment with work. A successful leader will know when to be a teacher
and when to be a student.

Democratic leadership may best be used when working with
highly skilled and experienced employees. It is most useful for imple-
menting organizational changes, for resolving group problems, and
when the leader is uncertain about which direction to take and there-
fore requires input from knowledgeable employees. One of the down-
sides of democratic leadership is that it may lead to endless meetings
and therefore create frustration among employees if used for every de-
cision made by a company. Democratic leadership is not a good idea in
situations when the business cannot afford to make mistakes—for in-
stance, when a company is facing a crisis situation such as bankruptcy.

Laissez-Faire Leadership

Delegating work works, provided the one delegating works, too.
—Robert Half

This free-rein form of leadership, if it is to be successful, requires ex-
tensive communication by management with employees. It is the style
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of leadership that makes employees responsible for most of the deci-
sions that are made, and in which they are minimally supervised. Em-
ployees are responsible for motivating and managing themselves on a
daily basis under this leadership style.

Laissez-faire leadership may best be used when employees are ed-
ucated, knowledgeable, and self-motivated. Employees must have the
drive and ambition to achieve goals on their own for this style to be
most effective. Laissez-faire leadership is not a good idea in situations
where employees feel insecure about the manager’s lack of availability
or the manager is using the employees to cover for his or her inability
to carry out his or her own work. This type of situation can create re-
sentment and result in an unhealthy work environment.

As with many categories that describe business concepts, an organi-
zation and its leadership may apply any or all of these leadership
styles. For instance, the managing partners of an architectural firm
may utilize autocratic leadership style with the lower levels in its
clerical and administrative functions but employ a democratic or
laissez-faire leadership style with its professional staff of architect-
associates and partners.

Transformational and Transactional Leadership

Two additional styles of leadership worth exploring are transforma-
tional and transactional. Both have strong ethical components and
philosophical underpinnings.

Transformational Leadership. Leaders who have a clear vision
and are able to articulate it effectively to others often characterize this
style of leadership. Transformational leaders look beyond themselves
in order to work for the greater good of everyone. This type of leader
will bring others into the decision-making process and will allow
those around them opportunity to learn and grow as individuals.
They seek out different perspectives when trying to solve a problem
and are able to instill pride into those who work under them. Trans-
formational leaders spend time coaching their employees and learning
from them as well.
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Transactional Leadership. This leadership style is characterized
by centralized control over employees. The transactional leader will
control outcomes and strive for behavioral compliance. Employees un-
der a transactional leader are motivated by the transactional leader’s
praise, reward, and promise. They may also be corrected by the leader’s
negative feedback, threats, or disciplinary action.

The most effective leadership style is using a combination of styles.
Leaders should know when it is best to be autocratic and when to be
democratic. They can also be transformational and transactional at the
same time; these are not mutually exclusive styles and in fact can com-
plement one another extremely well.

LEADERSHIP AND MOTIVATION

An important role for a leader is motivating employees to do the best
job possible. There are many ways a leader can motivate employees,
and many of them do not require additional monetary compensation.

Sometimes motivation is brought about through creative means.
The Container Store, a Dallas-based retailer, offers its employees free
yoga classes, a personalized online nutrition diary, and a free monthly
chair massage. These techniques help relieve employee stress and
make workers feel appreciated. The company has ranked near the top
of Fortune’s 100 Best Companies to Work For since 2000.

Open communication is also a key to motivating employees.
When employees feel that they will be listened to and managers openly
discuss matters with employees, a trusting relationship is created. At
Harley-Davidson’s headquarters executives don’t have doors on their
offices, creating an open, trusting environment.

Another method to motivate is to ensure that employees are
matched up with the right job. It is the leader’s job to learn what em-
ployees’ abilities and preferences are and match them accordingly to
tasks that utilize their skills and when possible match with their
preferences.

If a leader is a good role model, showing enthusiasm for his or
her work and pride in the company, this will positively affect em-
ployee motivation.
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At W. L. Gore, a salesperson’s motivation will come from the ap-
proval of his or her peers. Compensation is based on rankings by the
sales team members. Further, the company bases monetary rewards or
bonuses on long-term growth and customer retention, unlike most
companies that base bonuses on the bottom line. Gore also presents a
Proud Octopus award trophy to employees who have performed “spe-
cial achievements” during the quarter.

CORPORATE CULTURE

A corporate culture is the system of beliefs, goals, and values that an
organization possesses. Many aspects of an organization influence the
corporate culture including workplace environments, communications
networks, and managerial philosophies.

Strong cultures cause employees to march to the same beat and
create high levels of employee motivation and loyalty. Corporate cul-
ture also provides control and structure to the company.

Having a strong corporate culture is not always the key to an or-
ganization’s success. If the corporate culture is an obstacle to change, it
can hinder a company’s performance and ultimately its success. A mis-
directed culture can lead employees to strive for the wrong goals.

Leadership and Culture

Leadership style is extremely important in an organization, as it often
affects the organization’s culture. Which style of management is right?
It depends greatly on the type of organization and on the top manage-
ment within the organization.

If managers are strong leaders, their style of leadership often
predominates throughout the different levels of management within
the organization. The leadership style is then responsible for creating
the culture of the organization. There are good and bad hallmarks for
leadership within an organization. If the corporate leadership style is
deceptive, then often the management culture within the organiza-
tion will be deceptive. The same would hold true if the leadership
was ethical.

It takes a strong leader to create a lasting culture within an orga-
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nization. For ordinary leaders it can take years to shape the attitudes
and environment; only an extraordinary leader is capable of making
revolutionary change.

Characteristics of Successful Corporate Culture

Here are some examples of characteristics of successful corporate cul-
tures. By no means is this list exhaustive.

Caring. This involves employees taking responsibility for their ac-
tions, caring about both the customer and the good of the company. It
creates high-quality customer service and a positive atmosphere in
which to work.

Challenge. If the CEO of a company states that employees should
“think outside the box,” but then squashes ideas because of their per-
ceived chance of failure, a contradictory environment is created. In this
type of situation, a challenge to conventional thinking and performing
causes employees to fear losing their jobs; creative employees will
leave and a culture of yes-men will be created.

Risk. A successful company will be able to manage risk and even turn
it into a strategic and profitable advantage. It involves paying attention
to reputation and earnings. Employees must anticipate the conse-
quences of their decisions and actions. This type of risk management
can add significant shareholder value.

Ethics. Often ethics can be the glue that holds the culture of an orga-
nization together. An effective leader should create a written ethical
code for the organization. This code of ethics should not only be en-
forced but continuously reinforced. The employee’s ethics should serve
as a standard by which performance is evaluated.

Focus. There is a saying, “If you don't know where you are going,
then any road will take you there.” A leader has done his or her job
well if the managers have a sense of continuity, if they know where the
company or organization is heading. If managers feel that the direction
of the organization is decided on by which way the wind is blowing
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that day, goals will not be met. It is important for employees to know
where they are going and what they should be achieving, and it is the
job of the leader to define this for them. The leader should always
know where he or she is going at all times.

However, this does not mean that a leader should not be willing
to change. In fact, a leader should be an agent for change, because stag-
nation does not often lead to success. It is important that while being
accepting to change a leader is able to align employees with goals.

Trust. Mutual trust is an important hallmark of effective leadership.
Management should trust the leader and the leader should trust man-
agement. It is important to note that micromanaging can kill the trust-
ing culture. When employees come to trust one another, it creates a
team environment, where everyone is working for the common goals
of the organization.

Merit. Organizations often meet their goals by rewarding employee

performance based on merit. Merit systems create fairness and help to
further foster a team environment.

LEADERSHIP TRENDS

In today’s competitive environment, leaders are continually search-
ing for new ideas and approaches to improving their understanding
of leadership. Here are thumbnail descriptions of current leadership
trends.

Coaching

A new trend in effective leadership, coaching, has become extremely
popular throughout different organizations. This style of leadership in-
volves guiding employees in their decision-making process. When
coaching, management provides employees with ideas, feedback, and
consultation, but decisions will ultimately be left in the hands of the
employees. Coaching prepares employees for the challenges they will
face. The lower an employee’s skill and experience level, the more
coaching the worker will require. The interactions that an employee
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has with the manager are the best opportunities they have for enhanc-
ing their respective skills. Coaching enables the employees to excel at
their tasks. Instilling confidence in employees is extremely important.
If management conveys the belief that employees will exceed expecta-
tions, it helps them do so.

A good coach will draw out the strengths of each employee and
focus on how those strengths can be directed most effectively to
achieve the organization’s purpose and objectives. A good coach will
also facilitate personal development and an improvement process
through which the employee will be able to play a more effective
role in achieving the organization’s purpose and objectives. An effec-
tive coach also realizes that each employee is unique, with different
strengths and weaknesses, and that a coaching strategy must reflect
this individualistic approach.

Employee Empowerment

As organizations and companies become increasingly borderless, em-
ployee empowerment becomes ever more important. This trend in
leadership has allowed employees to participate in the decision-making
processes. Employee empowerment is also a method for building em-
ployee self-esteem and can also improve customer satisfaction. It also
ties them more closely to the company goals and will serve to increase
their pride in their work and loyalty to the organization.

Global Leadership

As corporations become increasingly international in scope, there is a
growing demand for global leaders. Although many of the qualities
that make a successful domestic leader will make a successful global
leader, the differences lie in the abilities of the leader to take on a
global perspective. Global leaders are often entrepreneurial; they will
have the ambition to take their ideas and strategies across borders.
They will also have to develop cultural understanding; global leaders
must be sensitive to the cultures of those working under them, no mat-
ter where they are based. Global leaders must also be adaptable; this is
part of accepting the cultural norms of different countries in which
they are operating. They must know when to adapt the operational
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structure of the organization or adjust their leadership styles in order
to relate to those around them. However, as adaptable as they must be,
the global leader should not adapt his or her ethics or values to suit lo-
cal tastes. Global leaders must also serve as role models, fighting cor-
ruption, not giving in to it.

Equitable Treatment

An important trend in leadership is the equitable treatment of employ-
ees. This does not mean that each employee will be treated the same; it
means that every employee will be given the amount of individual at-
tention they require, and it will involve leadership knowing his or her
employees. A good leader will get to know employees well enough to
give them what they need in order to best perform. For some employ-
ees that may mean more structure; for others it may mean more free-
dom. Some employees may need to be monitored more carefully, while
others may work better independently. Leaders must know how to
bring out the best in employees and how to build solid relationships
with them; the most effective way of doing this is by getting to know
them individually.

Feedback

Employees thrive on feedback, and by providing feedback and commu-
nicating effectively, managers can give employees the tools they need
to improve their performance.

Providing feedback will not dampen employee morale in most
cases, but will allow opportunities for employees to learn from their mis-
takes and move on to performing their tasks better. Positive reinforce-
ment should be used to encourage employees’ positive behavior, but
when criticism is necessary, make sure it is constructive. Managers can
do this best by telling employees exactly what was observed and how
they interpreted it; this also will allow employees to better understand
what the manager saw in their performance and to explain if there has
been a misunderstanding. The 360-degree assessment tool discussed in
Chapter 1 provides an effective means of feedback. This type of open di-
alogue between management and employees creates a more trusting at-
mosphere and is more likely to generate positive performance results.
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PURSUING A LEADERSHIP ROLE

When pursuing a leadership role in an organization, it is important to
gain insight into effective leadership.

Firsthand Experience

Draw upon your firsthand experience in leadership roles; think of the
lessons you have learned from leading clubs, teams, or other groups.

Leader Memoirs

It is also important to read about other leaders. Most world leaders
read books about leaders whom they admire. The books provide im-
portant insights into what it takes to be a leader and how to make
decisions.

Find a Mentor

Learning from an accomplished leader is a great way to improve your
own leadership abilities; find someone in your organization or com-
munity whose leadership you admire and ask this person to serve as
your mentor; they will probably be flattered and happy to help.

Research

It is important to research management and leadership trends and to
learn skills and techniques that are relevant to the particular field in
which you are working so that you can then implement them.

TEAM BUILDING

“Teamwork” is defined as a group of people working together to
achieve a common goal. Team members are mutually responsible for
reaching the goal toward which they are working. Team building is a
process meant to improve the performance of the team and involves ac-
tivities designed to foster communication and encourage cooperation.
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Additionally, the objective is to avoid potential disputes and problems
and to keep the morale of team members high.

Many different industries and organizations use teams to accom-
plish goals, because people working together can often achieve more
than they could individually. How do you know if you need a team to
complete a project? Ask yourself the following questions: Can I
achieve this goal by myself? Do I have the resources and time to under-
take this project? Can other people or a team of other people be more
effective than I would be in achieving this goal? If your answers favor
the involvement of others, it’s time to consider forming a team.

In an increasingly complex environment, organizations are using
a team approach to bring a diverse set of skills and perspectives into
play. An effective use of teams often draws upon a creative approach of
bringing together specialists who combine their efforts and develop in-
trateam synergies to meet the challenges of their often complex organi-
zational environment.

An example of an industry that often uses teamwork is the con-
struction industry. A successful construction project cannot take place
without the formation of teams. A design team will be formed at the
beginning of the project and is made up of architects, engineers, and
project consultants. The design team alone, however, will not be able
to complete the project. They will also need to form a team with the
owner of the project and the contractor.

TYPES OF TEAMS

Throughout different organizations there are different types of teams
that are used to accomplish goals. Two of the most common team vari-
eties are problem-solving and cross-functional teams.

Problem-Solving Teams

These teams are formed for a temporary period until a problem is
solved, and then they disband. Team members often consist of one
level of management. Let’s say XYZ Corporation has lost 10 percent of
its North American market share to MNO Widgets. XYZ wants to get
this back by increasing sales across North America. All of XYZ’s re-
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gional salespeople will be called in to form a team to regain that mar-
ket share. Although their regional focus will remain, they will have to
work together to solve the problem of regaining that market share, and
when they achieve that goal, they will individually work on maintain-
ing their hold in their market.

Cross-Functional Teams

This type of team is made up of members from different areas of the
business and often from a common managerial level.

If a shampoo company wants to bring a new conditioner to mar-
ket, a team will be formed and its members will consist of managers
from different departments such as brand management, product devel-
opment, market research, and finance. It is also likely that there will be
involvement by marketing, communications, and design when the
product comes closer to being launched.

STAGES OF TEAM DEVELOPMENT

Team development has been broken into four stages: form, storm,
norm, and perform.

Forming the Team

The first stage involves assembling the team and defining the goals,
which should provide focus and be attainable. It is important that the
team leadership understands the strengths of each of the team mem-
bers in order to assemble a cohesive team. Often in the forming stage,
team members will be extremely polite to one another; they will be
feeling each other out.

An example of a goal that the team may set would be the project
schedule. For a construction team, for example, there are many stages
of the project that should be completed in a certain time frame to en-
sure that the project is completed on time for the owner. The design
team designates the appropriate amount of time for the construction
phase in which the builder will make a profit. It is important to agree
upon and set this schedule from the beginning.
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Storming Stage of Team Development

The second phase involves coordinating efforts and solving prob-
lems. If the teamwork starts to slip because of a difficult problem, it
is necessary for the team members to get the project back on track.
Team members should be conscious of the team’s health and
whether the team is taking steps in the right direction to reach the
goals. It may be necessary to think creatively about approaches to
solving a problem.

Communication is extremely important to effective team perfor-
mance in the storming stage. Effective teams communicate clearly and
openly about problems. Ineffective communication can cause unneces-
sary tension and stress to team members. It is important that commu-
nication be relevant and responsive. Relevant communication is
task-oriented and focused. Responsive communication involves the
willingness of team members to gather information, to actively listen,
and to build on the ideas and views of other team members.

Establishing Team Norms

The project norms are an informal standard of conduct that guides the
behavior of team members. This stage involves defining team roles,
rights, and responsibilities. It is important to establish these norms at
the beginning of the team-building process in order to avoid problems
along the way. In addition to allocating responsibilities, it may also be
necessary to allocate the risk that is to be undertaken by each team
member. Each member of the team should have a sense of ownership
of the project.

Allocating responsibility also means establishing a team leader.
Team leadership should not be a top-down effort, but should be more
of a coaching role. The team leader must act as a cheerleader, encour-
aging the team members to work together, providing ideas, and serving
as a role model.

There is often a period after the team has been formed when a
conflict of personalities or ideas will arise. Team members begin to
show their own styles; they are no longer worried about being polite.
At this stage, there will be pessimism on the part of team members in
relation to the project and there may also be confusion.
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Team Performance Stage

By this stage, the team is working together effectively, problems have
been smoothed out, and achievements begin to become evident. A
great deal of work will be accomplished at this stage. The team will be
able to tackle new tasks easily and confidently. They will be comfort-
able using creative means. It is essential at this point to evaluate and
report on progress that has been made.

Project Completion and Team Disbanding Stage

The last phase of the project is completion. Often at this time the team
will evaluate the results, debrief, and take time to learn and improve its
processes for use in future team-based projects.

SUMMARY

Leadership can greatly affect an organization, both by determining its
success in the market and by defining the corporate culture. Strong,
ethical leadership is extremely important in today’s business climate.
Although there are several different leadership styles, some of the
most effective leaders are able to tailor their management practices to
suit employee needs. Leadership is not only about being a great
speaker or politician; it is about having a vision and being able to
make that vision a reality.

Team building is another important aspect of business today.
Many companies use teams to complete projects, and building an ef-
fective team is necessary to complete a project. Teams are most suc-
cessful when they have a “coach” who is able to help see them through
some of the more difficult stages of the team-building process.
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Ethics

Ithough ethics in business has been an issue for centuries, to-

day there are numerous examples of corporations and individ-

uals who have run into legal and financial trouble due to their
questionable ethics. Martha Stewart is an example of an individual
whose ethics have been called into question. The accusation that she
lied when asked if she participated in insider trading, a violation of Se-
curities and Exchange Commission (SEC) regulations, brought her to
court and made her the center of a negatively charged media frenzy.
While she is accused of committing the violation with her personal in-
vestments, the question of character has already cast a shadow on her
business. She stepped down from her role as CEO of her company;,
Martha Stewart Living Omnimedia, Inc., and Kmart, which carried her
brand-name products, is bringing a lawsuit against her. This is a clear
situation where ethical standards, whether it is the individual repre-
senting the company or the company itself, are tied to the company’s
bottom line.

ENRON

An example of a company that committed serious ethical violations
was Enron, the energy trading company. In 15 years Enron grew

S7
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to be one of the largest companies in the United States, with more
than 20,000 employees in over 40 countries. But by December of
2001 it became clear that Enron was involved in a huge account-
ing scandal, the ramifications of which were the largest Chapter
11 bankruptcy filings in U.S. history and subsequent government
hearings were conducted to evaluate just how severe the wrong-
doing was.

As a result of Enron’s deceptive accounting practices, thousands
of Enron employees lost their retirement savings, while several Enron
executives received multimillion-dollar bonuses.

WORLDCOM

The largest financial fraud in U.S. history began to unravel WorldCom
in 2002. WorldCom had overstated its income by more than $9 billion
by means of its misleading accounting practices, and the CEO at the
time was granted $400 million in loans with the approval of the com-
pany’s board of directors. By July 2002, WorldCom was forced into
bankruptcy and laid off thousands of workers.

WorldCom changed its name to MCI and hired a chief ethics offi-
cer in 2003. The company now requires that all 55,000 remaining em-
ployees take an online ethics course, and more than 2,000 MCI
employees have participated in a full-day ethics training seminar. MCI
is being closely watched by the government and by competitors for any
future ethical errors, and the company is not willing to take any
chances.

ETHICS—A DEFINITION

Ethics are the moral standards used to judge right from wrong. In
the business setting, ethics are the standards of moral values and
conduct that govern decisions made and actions carried out in the
work environment.

Unethical decisions are often made for the benefit of the decision
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maker as opposed to the organization’s stakeholders. Some examples of
unethical behavior in business practice are:

v/ Saying things that you know not to be true.
v’ Taking something that doesn’t belong to you.
v/ Buying influence.

v Hiding or divulging information.

CORPORATE GOVERNANCE

Often thought of as the system by which organizations are directed and
controlled, corporate governance has come to take on more of an ethi-
cal slant over the past decade. According to World Bank president
James Wolfenson, “Corporate governance is about promoting corpo-
rate fairness, transparency, and accountability.”

CREATING AN ETHICAL STANDARD

Deciding what is right and what is wrong is not always clear-cut. The
subjective nature of ethics creates the need for organizations to define
their ethical standards. Company leaders often set the example for eth-
ical standards. As discussed in Chapter 3, the job of the leader is to
serve as a role model for employees. This is part of the reason why
Martha Stewart’s personal financial dealings are a concern to the com-
pany bearing her name.

Creating an ethical standard is an important way for a leader to
spread his or her ethical beliefs throughout an organization. Often the
ethical standards will cover a wide range of business areas.

Interorganizational Relations

An organization’s ethics policies cover the areas of internal policies,
which explain the company’s responsibility to employees. These poli-
cies often include equal opportunities, sexual harassment, diversity,
and employee safety.
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Equal opportunity employment is protected by the Civil Rights
Act of 1964, which prohibits employers from discriminating against
prospective employees due to their race, religion, gender, or national
origin. Today, employers include sexual preference as being protected
by this act as well. Many companies have enacted policies of affirma-
tive action to increase the employment opportunities for minorities
and women within their organization. The Equal Employment Oppor-
tunity Commission (EEOC) enforces equal opportunity employment.
Employees who feel their civil rights have been violated can file an of-
ficial complaint with this organization.

Sexual harassment lawsuits have been much publicized over the
past 20 years, and for that reason many companies have enacted strin-
gent policies and comprehensive employee training. These measures
have been taken in order to increase employee awareness of what be-
haviors are not acceptable, as well as to make employees aware of their
rights for dealing with sexual harassment by fellow employees.

Diversity in the workplace refers to the numbers of women and
minorities employed by an organization. Many organizations hold di-
versity seminars in order to break down barriers and to increase cul-
tural awareness and understanding among employees.

External Organizational Relations

Many firms also create an ethical standard that covers issues concern-
ing the organization’s effect on the outside world, including its respon-
sibility to shareholders, customers, and the community.

One of the firm’s responsibilities to shareholders is to make deci-
sions with the best interest of the shareholders in mind. Many organi-
zations encourage shareholder activism, which gives the shareholders
the opportunity to influence management practices. As ethical con-
cerns have been embraced by shareholders, activism has also included
influencing practices such as employee relations, social awareness, en-
vironmental practices, and other socially oriented concerns.

An organization has an obligation to its customers with regard
to its production practices. Customers expect that a company will
not produce a product or provide a service that has inherent defects
or safety issues. Companies also will establish a standard for sales
practices that discourages deceptive or aggressive sales methods, en-
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suring that employees understand what is acceptable and not accept-
able behavior.

The social obligation that a company has can include environ-
mentally sound practices. Environmental obligations include prevent-
ing air, water, and land pollution. A growing movement suggests that a
company’s social obligation also includes producing products that
somehow benefit society or are not harmful.

Importance of Written Standards for Ethical Policies

Many organizations opt for a written document that not only outlines
the company’s ethical policies, but also follows government regula-
tions. This document is then distributed throughout the organization
so that there can be no question of what the company policies are. This
standard will often include guidelines for internal company behavior
as well as for product quality and customer relations.

ETHICS TRAINING

As noted in the case of MCI, with increasing frequency companies are
conducting ethics training sessions with employees. These training
sessions involve the discussion and analysis of ethical dilemmas.
Ethics training seminars are helpful in providing employees with the
tools to make the right decisions in situations where their ethics are
being tested.

CONSEQUENCES OF POOR ETHICAL DECISIONS

Enron illustrates how large-scale ethics violations can cause the
downfall of a company and legal entanglements for executives. Enron
filed for Chapter 11 bankruptcy and sold off many of its holdings.
Several executives face trial. The ethics violations did not stop with
Enron, but spread to its accounting firm, Arthur Andersen, whose
reputation was also irreparably tarnished for covering up Enron’s ac-
counting wrongdoings.

Despite the attention that has been given to ethics abuse by large
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corporations, smaller businesses suffer most from fraudulent activities.
Small organizations reported losses of up to 25 percent more than
those of larger organizations due to fraud.

MONITORING COMPLAINTS
AND ENCOURAGING FEEDBACK

Companies can deal with ethical violations by monitoring complaints
and encouraging feedback. Companies monitor complaints against the
company made by customers, shareholders, and employees. Many
companies also encourage feedback by having toll-free telephone lines
for customers to call or by providing suggestion boxes for employees.
This system of feedback makes customers, employees, and sharehold-
ers feel as though the executives are hearing their voices. Organiza-
tions that have hotlines set up were able to cut their losses from fraud
by 50 percent, according to a 2002 survey by the Association of Certi-
fied Fraud Examiners.

GOVERNMENT REGULATIONS

As is the case when a social harm is identified, the federal government
will step in and design regulations that will prevent further damage by
unethical companies. Currently the government protects consumers
from unethical companies in several ways.

The Federal Trade Commission (FTC) monitors advertising to
ensure that companies are not misleading the public with false adver-
tising. The goal is to stamp out deceptive practices. Another govern-
ment agency, the Food and Drug Administration (FDA), protects
consumers by monitoring the safety and quality of many products. Ad-
ditionally, the government has many policies in place to encourage
competition in the market in order to ensure that consumers will not
be charged unfair prices for goods and services. To this end, the gov-
ernment’s antitrust statutes prevent monopolies from forming. The
government has also protected consumers from unfair pricing by
deregulating industries, such as the telecom industry, in order to allow
more competition to enter the market.
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WHISTLE-BLOWING

A common method for detection of occupational fraud is employee
tips. While many employees choose to handle fraud accusations inter-
nally by reporting wrongdoings to executives, whistle-blowing is the
employee’s disclosure to the media or government of a company’s un-
ethical activities. Before employees step forward with information,
there are several factors that they must consider.

v’ Can the ethical problems that a company is having be better
handled internally?

v Is it worth staying with a company that does not value ethics?

v Does the unethical damage that has been done outweigh the
risk of retaliation by the company?

v/ Can the whistle-blower risk the possibility of being harassed,
disciplined, or fired, in spite of regulatory protection?

There are some state and federal regulations that have been put in
place to protect whistle-blowers once they have decided to step for-
ward. According to the Sarbanes-Oxley Act of 2002:

(e) Whoever knowingly, with the intent to retaliate, takes any ac-
tion harmful to any person, including interference with the lawful
employment or livelihood of any person, for providing to a law en-
forcement officer any truthful information relating to the commis-
sion or possible commission of any Federal offense, shall be fined
under this title or imprisoned not more than 10 years, or both.
(www.sarbanes-oxley.com)

ETHICS TODAY

Enron and WorldCom have caused many citizens to take a skeptical
view of large corporations. The managerial negligence that has been
brought to light in recent years has caused global distrust of the U.S. fi-
nancial markets. The economic impact of these scandals, combined
with distrust, has taken a financial toll on many U.S. investors.
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As evident in the Sarbanes-Oxley Act, the U.S. government is do-
ing more these days to protect citizens against unethical corporations.
Attempts have been made by creating new regulations, requiring more
stringent accounting practices, encouraging an increase in trans-
parency, and protecting those who step forward with information re-
garding corporate wrongdoings.

The cynical view of business ethics in the United States has
caused organizations to go above and beyond what was done in the
past to ensure that ethics are being enforced. As seen with MCI, corpo-
rations are now creating positions for chief ethics officers. Tyco is an-
other company whose past questionable ethics led it to create this
position in the organization.

But will these moves toward stringent ethical policies be enough
to convince the world that U.S. companies are ethical? A new term
has been created: “Enron ethics,” meaning an ironic difference be-
tween a company’s outwardly ethical appearance and its internal ethi-
cal failure. From the outside, Enron appeared to be a model company,
with its corporate social responsibility practices and thick book of
ethical guidelines that was handed out to employees, while on the in-
side, the company was falling apart due to its faulty accounting prac-
tices. But Enron managed to pull the wool over the public’s eyes for
years. It’s difficult for people to trust that other companies are not do-
ing the same.

BEST PRACTICES

Some businesses stand out from others as far as their attempts at good
corporate governance and business ethics are concerned.

General Mills

In 2003 Business Ethics magazine ranked the 100 Best Corporate Citi-
zens. General Mills, the Minnesota-based producer of cereals and other
food products, ranked number one on the list. So what is this company
doing that sets it apart from other companies?

At General Mills, the corporate culture is based on business
ethics and corporate social responsibility. Employees are successful
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at being ethical because they follow their own standards and adhere
to their core values. Employees are supplied with the company’s
written code of ethics and are expected to uphold the values of the
corporation:

¢ We strive for the highest quality in our products, services, and
relationships.

e We set and maintain the highest standards for all aspects of
our work.

¢ We advance and grow our businesses honestly and ethi-
cally, taking no shortcuts that might compromise our high
standards.

¢ We comply with local laws in every nation where we operate.
We recognize and respect the cultures, customs, and practices
of our consumers and customers in nations around the world.

e We steer clear of conflicts of interest and work to avoid even
the perception of conflict.

e We set very high expectations for ourselves—and for the
integrity of our company. We will not compromise those
standards.

¢ We deliver on our promises.

e We are ever mindful of the trust our consumers, customers,
partners, and employees place in General Mills. We will never
knowingly or willfully undermine that trust.

(www.generalmills.com/corporate/about/ethics/)

Hewlett-Packard

Another company that has been recognized internationally for its out-
standing corporate governance and ethics is Hewlett-Packard (HP), the
computer and accessory manufacturer. HP has set high ethical stan-
dards to which employees are expected to adhere. Its core ethical val-
ues are:

¢ Honesty in communicating within the company and with our
business partners, suppliers, and customers, while at the same
time protecting the company’s confidential information and
trade secrets.
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¢ Excellence in our products and services, by striving to provide
high-quality products and services to our customers.

* Responsibility for our words and actions.

* Compassion in our relationships with our employees and the
communities affected by our business.

 Citizenship in our observance of all the laws of any country in
which we do business, respect for environmental concerns and
our service to the community by improving and enriching
community life.

¢ Fairness to our fellow employees, stakeholders, business part-
ners, customers, and suppliers through adherence to all applic-
able laws, regulations, and policies, and a high standard of
behavior.
¢ Respect for our fellow employees, stakeholders, business part-
ners, customers, and suppliers while showing willingness to
solicit their opinions and value their feedback.
(www.hp.com/hpinfo/globalcitizenship/ethics/index.html)

CORPORATE SOCIAL
RESPONSIBILITY AND CITIZENSHIP

Corporate social responsibility (CSR) can be defined as the concern
of a business for society as a whole that goes beyond contractual or
legal obligations. Many firms today are taking on CSR initiatives be-
cause, although they may not appear to help the company’s bottom
line in the short term, they often coincide with long-term sustainabil-
ity and profitability.

Areas for Corporate Social Responsibility

CSR covers a wide range of issues, including, but not limited to the fol-
lowing areas:

Unfair Business Practices. Firms will adhere to fair selling tac-
tics, produce quality products, and price their products fairly. They
will obey laws regarding business practices.
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Workplace and Employee Issues. This includes upholding the
rights of employees’” individual freedoms, equal opportunity employ-
ment, and protecting employees from sexual harassment. It also in-
volves paying employees fair wages, adhering to legal employment
statutes, and ensuring employee safety. Firms may also try to promote
a balance of family life and work for employees by offering family
leave, flexible hours, or day care services.

Organizational Governance. As outlined earlier, it is necessary
that the firm be governed ethically. Leadership must be ethical and
spread the message of ethics from the top down.

Environmental Impact. Firms must ensure that their impact on
the environment is at a minimum. This includes using environmen-
tally sound manufacturing processes and producing products that do
not damage the environment. Many companies have found that they
can be successful financially while also being ecologically sound.

Marketplace and Consumer Issues. This involves ensuring con-
sumer safety with the products that are produced and may involve
monitoring and responding to consumer complaints. It may also in-
volve ensuring fairness in the marketplace, giving consumers a choice,
and pricing products fairly.

Social Development. Companies can aid the social development of
communities by creating jobs and contributing resources.

Community Involvement

Corporate social responsibility also involves becoming active in the
communities where the company operates. Activities may include
funding local charitable organizations, sponsoring cultural events, or
having volunteer days for employees to go into the community and
participate in community service projects. An organization may also
choose to create its own philanthropic arm, such as the Gap Corpora-
tion’s Gap Foundation, which matches employee giving to philan-
thropic organizations.

Another term used frequently is corporate citizenship, the concept
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of companies holding to high ethical standards, demonstrating envi-
ronmental responsibility, providing safe and reliable products, and
working to improve conditions in the community. Corporate citi-
zenship encompasses business ethics, but also has an element that
goes above and beyond the legal and contractual obligations, simi-
lar to CSR.

A theory that has been cropping up recently is called the “triple
bottom line.” The basis of this theory is that companies should be
working just as hard at increasing their social and environmental
worth as they do with their financial results. The three bottom lines are
society, economy, and environment, and the lines are interdependent.
But how can working hard at social and environmental worth benefit a
company’s bottom line financially?

Benefits of Corporate Citizenship

According to the World Economic Forum white paper The Business
Case for Corporate Citizenship, there are eight areas where corporations
can benefit from good governance and corporate citizenship:

1. Reputation management. Companies can avoid a damaged rep-
utation by adhering to ethical practices.

2. Risk profile and risk management. Companies that adhere to
more stringent policies (environmental, for example) are less
likely to pose as much risk for investors because they are not
taking chances with their reputations.

3. Employee recruitment, motivation, and retention. Companies
that are better corporate citizens are more attractive to poten-
tial employees; companies whose reputations are tarnished
may have much difficulty recruiting new employees.

4. Investor relations and access to capital. Recent studies have
shown that companies with sound environmental policies
and environmentally safe products have been able to in-
crease their earnings per share and are more likely to win
contracts.

5. Learning and innovation. Adopting corporate citizenship prin-
ciples can lead to creativity and employee innovation because
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it requires finding solutions to problems while enhancing the
company’s bottom line.

6. Competitiveness and market positioning. Today, consumers are
very concerned about trusting companies and their products.
Being a good corporate citizen will make a company more
competitive and will help its position in the market.

7. Operational efficiency. Becoming more environmentally effi-
cient often means reducing material use and waste, which en-
hances a company’s bottom line.

8. License to operate. Companies that are good citizens are more
likely to be given a second chance in case of a slipup than
companies that have a negative image in the minds of citizens.

SUMMARY

Ethics and corporate social responsibility are very important topics in
today’s business environment. With the recent ethical downfall of En-
ron and the ethical violations of telecom giant WorldCom, citizens are
wary of investing in U.S. markets. Companies must do their best today
to adhere to ethical standards. These ethical standards are a top-down
effort from leadership. Ethics and good corporate governance can lead
to success in business. Organizations have also found that being a good
corporate citizen can benefit the company’s bottom line, while protect-
ing it from a damaged reputation if minor ethical infractions do occur.
Companies are realizing that in order to achieve sustainability, they
must become more socially aware and ethically conscious in the post-
Enron business climate.
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Negotiation

usiness owners’ ability to negotiate skillfully is important be-

cause typically, whether they realize it or not, they spend

hours every week negotiating with subordinates, suppliers,
lenders, significant others, children, parents, in-laws, car dealers,
and others. Deciding how much to pay a new office manager or
where to go to lunch with a client involves negotiation. The office
manager may choose to accept less money if 100 percent of health
benefits are paid, while a client may agree to go for Mexican food if
Chinese food will be the choice on the next occasion. Even though
all business owners are experienced negotiators, they may not be
skilled negotiators. Being a skillful negotiator requires patience, at-
tentiveness, flexibility, and awareness of personal negotiation style,
issues and details of the case, as well as the goals and objectives of
the other party.

Negotiation can be described as nonviolent communication be-
tween two or more parties who may have conflicting and common
interests in an attempt to reach an agreement that meets the goals of
one or both parties. In simple terms, negotiation is a process for get-
ting something you want. Gary Karrass, author of Negotiate to Close,
once said, “We don’t get what we want in this life, we get what we
negotiate.”

M
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COMMON MISCONCEPTIONS
ABOUT NEGOTIATION

Many people are afraid to negotiate because of all the stereotypes asso-
ciated with negotiation. Although business owners spend up to half
their time at work negotiating, many still feel uncomfortable with the
process. Some fear that they may come across to the other party as im-
polite, pushy, unfair, or even cheap.

One common misconception about negotiation is that good ne-
gotiators use tactics similar to the stereotypical deceitful, conniving
used car salesman. Being a good negotiator does not mean you have to
resort to being a slick, smooth talker.

Contrary to popular belief, negotiating should not be compared to
a game or a war in which both parties enter the process with the goal of
winning and crushing the other party’s spirit. The end result of war or a
game is that one party comes out as the clear winner and the other as
the absolute loser. Upon completion of a successful negotiation, in con-
trast, both parties should feel that they have won something.

Another reason business owners feel uncomfortable negotiat-
ing is because they feel they have to make trade-offs between getting
along with the other side and getting what they want. It is not un-
common for business owners to feel that they have to either give in
to the other side’s demands or play hardball in order to avoid con-
flict, damaging their future relationship, or being taken advantage of
by the other party.

Many people feel more relaxed when they find out that they will
be negotiating with a woman because they assume that women are not
as aggressive as their male counterparts and, therefore, cannot be as ef-
fective as negotiators. This is another common misconception. While
women tend to be more concerned with preserving relationships and
men with arriving at an agreement as quickly as possible, this is not al-
ways the case. Some men are patient and are more interested in achiev-
ing a deal that meets the needs of all parties while some women prefer
to enter the negotiation with a competitive drive to win. Whether you
are negotiating with women or men, you should always do your home-
work. Learn as much as you can about the members of the other team,
develop a relationship with them and, if necessary, alter your negotia-
tion style so that it resonates with the other team’s personality.
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PRIMARY GOAL OF NEGOTIATION

Negotiation is like neither a game nor a war. It is about cooperation
and signing an agreement that makes both parties feel that they have
been successful. The primary goal of effective negotiation should be to
achieve a deal that both parties can live with and that accomplishes
your goals without making the other party walk away from the deal or
harming a valuable relationship. Basically, the whole point of negotiat-
ing with someone is to get something better than what you would get
without negotiating.

NEGOTIATION STYLES

There are two main types of negotiation styles, hard and soft. Hard bar-
gaining is also referred to as positional, aggressive, contending, or
competitive bargaining; and soft bargaining is synonymous with rela-
tional or cooperative bargaining.

Hard Bargainers

In a nutshell, hard bargainers want to be victorious and are willing
to jeopardize relationships to accomplish their goal of winning.
While this negotiation style eliminates the need to make conces-
sions, it also increases the likelihood that the other party will walk
away, resulting in no agreement, and that the relationship will be
severed or severely damaged.

Hard bargainers consider satisfying the other party’s needs only if
it helps to accomplish their goals and objectives. They tend to with-
hold important information, purposely provide incorrect bottom-line
figures, and embellish facts. As a result of their sometimes deceptive
behavior, they tend to distrust the other party. Other traits displayed by
hard bargainers are their inflated demands and threats, impatience,
pressure tactics, and insistence on their own positions.

Because this approach involves little to no preparation, it is
used by many negotiators. However, this negotiation style usually
does not yield the best results because it alienates the opposing
party and leaves them dissatisfied with the outcome. Before deciding
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to use this approach, serious consideration should be given to the
following questions:

v How important is it that the other party does not walk away
from the negotiation?

v/ How much do you value your relationship with the other
party?
v/ How complicated are the issues?

If you value the relationship you have with the other side, it is
important to you that the other party not walk away from the negotia-
tion, or if the matter involves complex issues, hard bargaining will
most probably not yield the desired results.

Soft Bargainers

In contrast to hard bargainers, the primary concern of soft bargainers is
to maintain or improve relationships by finding a solution that ap-
peases all parties. However, to avoid conflict with the other side, soft
bargainers will quickly concede, make concessions, and agree to con-
ditions that are clearly unfavorable for them. The major disadvantages
of this approach are that often soft bargainers feel that they are taken
advantage of or become bitter and resentful following a negotiation.
Soft bargainers tend to be more patient, indirect, accommodating, and
trusting than their hard-bargaining counterparts.

So, which negotiation style should you adopt—hard or soft bargaining?
According to Roger Fisher, director of the Harvard Negotiation Project,
and William Ury, director of the Negotiation Network, the answer is
neither. Fisher and Ury suggest a third negotiation style called princi-
pled or win-win negotiation. The main idea behind principled negotia-
tion is that both sides explore the interests of both parties and discover
a creative solution that makes both sides feel like winners. Fisher and
Ury base principled negotiation on the following four points:

1. Focus on the interests of all parties, not their positions.

2. Separate the people from the issue.
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3. Make a list of creative options that meet the interests of both
parties.

4. Base the end result on an objective standard.

PRENEGOTIATION HOMEWORK

To be a successful negotiator, it is imperative that you do your home-
work. Fisher and Ury suggest that you spend about half the time you
spend negotiating on preparing for the negotiation.

Ideal Meeting Location

Once you have established a relationship with someone or have negoti-
ated with that party before, you may feel comfortable negotiating over
the telephone. Otherwise, conducting the meeting in person would be
better than over the phone because it will give you the opportunity to
observe the other person’s body language and maintain eye contact.

If you decide to meet in person, offer to meet at your office if
possible. Not only will you feel more comfortable in your office, but
you also will be able to get quicker approval from senior people (if
necessary); and it gives you the home advantage. The main advantage
of meeting at the other side’s offices is that you can withhold infor-
mation until you return to your office. Of course, if neither party is
willing to agree to meet at either office, you can always meet at a neu-
tral location.

Evaluate Your Negotiation Style

Before you can improve your negotiation style, you should think about
evaluating your current style and your personality. Thinking about the
last few negotiations you participated in, what tactics do you think
were successful? In what areas do you think you could improve?
Would you say you used hard or soft bargaining techniques? Did you
tend to be direct or indirect in your negotiation dealings? What would
you say are your hot buttons? If you think about how you react in dif-
ferent situations and what your turn-ons and turnoffs are, you will be
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better prepared to handle yourself professionally while maintaining
your composure during your next negotiation. And this can be an ad-
vantage when dealing with people whose tempers get the best of them.

Establish Your Goals and Objectives

You need to determine your primary goal and objectives—that is, what
you want to get out of the negotiation. Your primary goal should be re-
alistic and accessible. Let’s say your main goal is to hire a new office
manager. It is unrealistic to assume that you will be able to hire an of-
fice manager at $0 per year and no benefits. You should expand your
main goal to include other objectives. For example, you would like to
hire a new office manager and pay $4,000 per month and 75 percent of
health and dental insurance, offer 10 days of vacation and 5 days of
sick time for the first year, and match up to 3 percent of salary in the
company’s 401 (k) plan.

Research the Other Team’s
Members and Personalities

Once you have established your goals and objectives and those of the
other party, the next step in preparing for negotiation is gathering as
much information as you can about the opposing party’s personalities. If
you do not have a relationship with them already, begin to establish one
by setting up a meeting or two prior to the negotiation. Perhaps you can
meet informally over lunch one afternoon. If you are unable to meet with
your counterparts prior to the negotiation, consider calling their assis-
tants to find out more information regarding how to make them comfort-
able during the negotiation. Ask their assistants what they like to eat and
drink so that you can have things prepared at the time of the negotiation.

Also think about how you will get their attention at the start of
the negotiation meeting. What do you have in common with them?
Perhaps you both like to hike and you can discuss trails you have
hiked recently. What do they like to do for fun? If they like to play ten-
nis, you can ask about the last game they played or how well they
played. Or you could bring up the latest professional tennis tourna-
ment that you recently saw on television. This is a great way to get
their attention before you begin negotiating.
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Do you think the other side uses a hard or soft bargaining strat-
egy? Can you trust them? How long do they anticipate the process will
take? Do you know anyone acquainted with a member of the opposite
team who can give you some information about them? What makes
them tick? Are they impatient? Demanding? How long do they antici-
pate this process to take?

The more you know about the people on the other side, the
more prepared you will be for the negotiation. And the more pre-
pared you are, the more confident you will be because you will know
what to expect.

Make a List of Assumptions

Skilled negotiators realize that people sometimes have mistaken as-
sumptions that they believe to be facts. When negotiating with an-
other party for the first time, we have to make certain assumptions as
to what some of their body language, expressions, or phrases mean.
Ask for clarification! Don’t assume anything. Make a list of assump-
tions to bring to the negotiation and clarify any points that are unclear
Or uncertain.

Gather Facts and Conduct Research

The next step involves gathering as much information as you can
about the subject of the negotiation. Let’s say that you own a pizza
restaurant and you are negotiating prices with the landlord who owns
the building in which you operate your restaurant. To persuade the
other side that you are asking for something that is reasonable, you
need to provide supporting data.

For example, if you would like to renew your lease at the same
price you paid the previous year, you would need to prove why it
would be unfair of your landlord to increase your rent. Research re-
garding real estate prices in similar buildings located in the surround-
ing area of your restaurant, restaurant occupancy rates in your city, the
number of new restaurant openings in the past year in your city, and
the average increase in rent in your city would be some topics worth
researching prior to the negotiation. You can find this type of informa-
tion on the Internet, by asking for assistance at your local community

TLFeBOOK



79 PEOPLE, MANAGEMENT, AND POLICY

library, by speaking to a local real estate leasing agent, or by meeting
with other building owners in your area. You may also want to find out
about what the current issues are in the real estate industry. Another
way to get the latest news and information regarding the real estate in-
dustry is to read trade publications or visit the web sites of real estate
trade associations for current articles.

Focus on the Other Side’s Interests
Rather Than Stated Positions

It is almost always in your best interest to find a win-win solution for
both parties, to complete a negotiation knowing that both sides are
satisfied with the results. If the other party is dissatisfied, it can have
negative consequences for you. For example, if a customer feels he
was cheated, you will lose her as a customer and perhaps future cus-
tomers because of her negative comments. If a new hire feels cheated
out of a better salary, he may quit his job in a few months when he
finds something else that pays more after you just invested time and
money in training him. Leaving the other side feeling disgruntled,
cheated, or deceived destroys relationships, which could be risky for
your business.

The next step in preparing for negotiation is to imagine that you
have to negotiate for the other side and develop a list of questions you
should ask them. Put yourself in their shoes and do their homework.
What questions will they ask your team? Be prepared to answer them.

Although it seems like the most important question to ask the
other side is what they want, Roger Fisher states that there is another
even more crucial question that looks at the underlying interests of the
other party. Why do they want what they want? Walk a mile in their
shoes and determine what you think motivates their stated positions.

You may already be familiar with this story, but imagine that one
of your coworkers, Lisa, finds a bag of 30 oranges on sale at a local gro-
cery store. She needs only 10 of them so she brings the remaining 20
oranges to the office to share with anyone who wants them. Both
Karen and Anna decide they want them. After negotiating for a few
minutes, they decide to each take home 10 oranges.

However, if they had focused on their interests (one wants just
the peels and the other wants only the juice) instead of their stated po-
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sitions (wanting the oranges), they would have been able to share the
20 oranges and achieve their goals. Karen wanted the oranges so she
could squeeze fresh orange juice in her juicer. Anna wanted the or-
anges so she could grate the orange peels for an orange muffin recipe.
Since neither side asked the opposing side why she wanted the or-
anges, both Karen and Anna had to make a trip to the supermarket.
Anna’s recipe called for the rinds of 20 oranges and Karen needed
enough juice for her family of five for breakfast, which also required
the juice from 20 oranges. If they had focused on interests, they would
not each have had to make a trip to the grocery store, and the peels of
Karen’s oranges and the orange juice from Anna’s oranges would not
have been wasted.

Don’t assume that every party’s interests and motivations revolve
around money. Let’s assume that you own a small marketing research
firm and are looking for a new project manager. You have completed
the interviews and are in the process of negotiating an offer with a
prospective candidate. When you offer him a salary of $50,000 a year,
he states that he thinks you should offer him $55,000. When you ask
him why he thinks he deserves $5,000 more than you offered him,
you realize that money is not what is motivating him. He feels he
should get an extra $5,000 in return for settling for the title of project
manager. He has 10 years of project management experience and
thinks he should have the title of project director instead of project
manager. He is considering applying to an executive MBA evening
program at the local university and feels that the title of project direc-
tor would be viewed more favorably by the university. Once he has
shared his true interests with you, you agree to give him the title of
project director and agree to pay your new project director a salary of
$50,000 a year.

Consider this example:

Boss: Based on our conversations over the past few days, I would
like to extend an offer to you for $44,000 a year plus 10 days
of vacation time and 5 sick days.

Employee: Well, 'm going to be honest and say that I am a bit sur-
prised. I was expecting the offer to be closer to the $50,000
salary range.

Boss: Why were you expecting an offer of approximately $50,000?
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Employee: Well, since 1 have been freelancing for the past few
years, I have grown accustomed to having more time to go
on vacations. I work hard for most of the year but I am also
able to take a few weeks at a time to travel abroad. I will be
unable to do much traveling if I have only two weeks of va-
cation time a year. So if I won’t be able to travel as much, I
should at least make more money.

Boss: 1 see. How about this? T'll throw in an extra week of vaca-
tion for the next three years so you'll have 15 days of vaca-
tion time. In addition to those 15 days of vacation time, you
will have 5 days of sick time. If you do not get sick during
the year, you can use them as vacation days during the last
quarter of the year. So, you could have up to 20 vacation
days your first three years! And, if you work with me for
three years, I'll increase that to 20 vacation days plus 5 sick
days. And, once a quarter, you can work 10 hours either
Monday through Thursday or Tuesday through Friday and
take a long weekend off. I think that sounds fair. What do
you think?

Employee: 1 think T'll accept the offer—$44,000 sounds good as
long as I have enough vacation time to travel.

Boss: Great, welcome aboard then!

At first glance it may appear that both parties want completely
different things and have no interests in common. However, once you
start to think about what motivates the other team and what their goals
are, you will notice that sometimes both teams have more shared inter-
ests than opposing ones. Let’s go back to the example about the small
marketing research firm owner and the newly hired project director.
You, as the business owner, and your new employee have a few inter-
ests in common. First, you both want the company to perform well.
You both rely on your company’s sales to support your families. Sec-
ond, you both want stability. You, the owner, want your company to
grow and would like to keep your valuable employees; you do not
want to lose them to the competition, so you offer them competitive
salaries, vacation time, and benefits. Your new project director is also
looking for job security. He doesn’t want to have to switch jobs and
move his family every few years to get a competitive salary and bene-
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fits. Third, you are both interested in maintaining a good relationship
with each other. You want your employee to be happy with his job so
that he stays around, and your project director wants to be able to use
you as a reference or for networking possibilities in the future.

Use Objective Standards

In order to convince the other party that what you are asking for is
fair and reasonable, try to use objective standards whenever possi-
ble. If you are in the negotiation process with a prospective candi-
date, you will want to pay her as little as possible and she will want
to earn as much as possible. Rather than feeling that the other party
is trying to rip you off and haggling back and forth, the easiest
solution is to use an independent objective standard. Independent
objective standards may include market value, replacement cost,
depreciated book value, competitive prices, precedents for similar
cases, scientific judgment, professional standards, moral or ethical
standards, or government standards. You can also speak to experts
in the field to learn what is considered fair market value for what-
ever goods or services the negotiation is about. Using objective stan-
dards can reduce the amount of time it takes to conclude a
negotiation because they are more likely to be accepted by the other
party as a fair and reasonable offer.

If the other party offers to pay or accept a specific amount, always
ask how they arrived at that specific number. Did they use an objective
standard? If so, which one? If not, suggest one be used in order to
eliminate bias and be fair, and to create a win-win situation for both
parties. If they are unable to provide you with details for how they ar-
rived at that amount and refuse to budge, you should seriously con-
sider to agree to disagree and not negotiate. If, however, the price
seems fair and is based on a trustworthy objective standard, be willing
to be open-minded when confronted with a reasonable offer. Think
about the following example:

Doctor: 1 am pleased to tell you that I met with everyone you in-
terviewed with and would like to extend you an offer of
$45,000 per year as your salary.

Employee: How did you arrive at that amount exactly?
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Doctor: Well, we think it is a very fair salary. According to our hu-
man resources department, the average salary paid to pedi-
atric nurses with your level of experience in this city is
$43,789. Not only do we pay slightly more than average, but
we also offer additional benefits. While most doctors offer
their nurses two weeks of vacation, we would give you
three. You would also be able to begin contributing to your
401(k) plan immediately rather than waiting for six months
as in many other offices. Additionally, the vast majority of
our nurses have been with us for more than 10 years. The
average tenure at our office for nurses is 14.5 years. And
every year for the past five years, we have been working
with a market research firm to conduct an employee satis-
faction survey. According to last year’s results, 92 percent of
our employees are either satisfied or very satisfied with their
jobs, 94 percent with the benefits, and 90 percent with their
bosses. We really value our employees here and I think they
recognize that.

Employee: Sounds like once nurses are hired at your office, they
don’t want to work anywhere else.

Doctor: Exactly. We have one of the highest retention rates in the
city for nurses.

Employee: Well, now that you explained how happy your employ-
ees are, I think I would like to work here as well.

Doctor: I'm glad to hear it. I'll notify the human resources depart-
ment and have them send your paperwork by the end of the
day. You should receive it by the end of the week.

Generate Options That Meet Interests of Both Parties

Once you have figured out what the opposing party really wants, you
can start to develop a list of creative options that meets the interests of
both parties. Remember, if you meet only your own interests, you risk
alienating the other party and the possibility that they will lose their
patience and walk away.

You may want to consider Fisher and Ury’s suggestion of holding
a brainstorming session with five to seven colleagues off-site with a fa-
cilitator to generate a comprehensive list of ideas. Have the facilitator
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display the ideas on an easel or whiteboard and record all ideas men-
tioned, realistic or not. Remind all participants that all ideas should
provide a win-win solution for both sides. The unrealistic ideas can be
tossed out when the group meets again before the negotiation to select
the best ideas that will be discussed during the negotiation.

Make sure that all the ideas selected meet the following basic hu-
man needs that motivate the positions people choose so that you can
reach mutual agreement more quickly:

v Risk reduction and security—job security.

v Sense of belonging—fitting in at home and at work with spe-
cific roles and responsibilities.

v’ Economic security—being able to afford basic necessities (food,
shelter, etc.).

v Recognition and approval—feeling valued for accomplishing
challenging work.

v’ Control over ones life—managing, organizing, and running
one’s life in the desired way.

Consider this next example:

Employee: Thank you for agreeing to meet with me to discuss my
raise for next year.

Boss: I want you to know that I think you are an asset to my com-
pany and I appreciate everything you do around here. 1
think your review went well this year, and I have decided to
give you an 8 percent raise for all your hard work.

Employee: 1 appreciate the 8 percent but I have to say that I was
hoping for 15 percent.

Boss: Please tell me why you were hoping for 15 percent.

Employee: Well, 1 really like my job but it’s expensive to keep my
kids in day care from 3:30 to 5:30 every day. I was hoping
for a 15 percent raise so that I can keep up with the rising
costs of day care.

Boss: T'll tell you what I can do. What about letting you work flex-
ible hours? Maybe you could work from 6:30 a.m. to 3:00
pM. each weekday with a 30-minute lunch. This way you
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can still work 40 hours a week and be home in time to take
care of your kids when they come home from school. Not
only would you get to spend more quality time with your
kids, but you also wouldn’t have to send them to day care.

Employee: Wow, that's a great idea. The 8 percent raise sounds
fine. Thank you.

The boss was able to meet his own needs of wanting to give his em-
ployee a raise of 8 percent and those of his employee by solving his
day-care cost increase problems, leaving both parties feeling that they
had won.

Determine Your BATNA

In order to negotiate better, you must determine what your BATNA is
prior to negotiating. BATNA, first coined by Fisher and Ury, stands for
“best alternative to a negotiated agreement.” If you are unable to reach
an agreement with the other party, what is your next best option?
Knowing your BATNA helps you to decide at what point the deal the
other side is offering you is no longer beneficial to you. Remember, the
whole point of negotiating with someone is to get something better
than what you would get without negotiating. So, you should consider
sealing a deal only if you are able to come out ahead.

For example, let’s say you own a small advertising agency and are
looking for a seasoned account executive for one of your largest ac-
counts. You are in the process of negotiating an offer with the leading
candidate. Generate a list of as many alternatives as you can think of
for not hiring this candidate and then pick the one option that seems
to be the best. Bear in mind that you have a stronger position if your
BATNA is to hire a freelancer who used to be an employee of your
company until a permanent employee is hired. This person would re-
quire little or no training since she is familiar with how your company
does things and would be able to produce work immediately. If, how-
ever, you have no other prospects in mind, have to advertise the posi-
tion to generate resumes, and the official start date of the project is
next week, you have a weaker BATNA.

Once you have determined your BATNA, you should consider the
BATNA of the other party, keeping in mind that the party with the
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stronger BATNA tends to be the more powerful party in the negotiation
process. If the prospective candidate you are interested in hiring has an-
other job, she has a more powerful BATNA than if her second best alter-
native is to remain unemployed for an indefinite amount of time until
another suitable job is offered. If both parties have strong BATNAs, the
best solution may be to not negotiate with each other and instead nego-
tiate with other parties or not at all.

THE NEGOTIATION PROCESS

Put the Other Side at Ease

Once the negotiation process has started, the first thing you should do
after you introduce yourself to the other party is make the other side
feel at ease. If the meeting takes place in your office, make sure they
are comfortable with the temperature of the room, and offer them cof-
fee or water and something to eat. Give them a tour of the facilities so
they know where the restrooms, phones, and computer access (if avail-
able) are in case they need to use them. Once everyone is comfortable,
initiate small talk based on the research you did earlier. Talk about any
interests you may have in common, ask about their children, or dis-
cuss hobbies or any other interests they may have.

Be a Good Listener

Active listening skills are crucial if you want to be a skilled negotiator.
Being a good listener is challenging because you may feel stressed dur-
ing the negotiation. Additionally, listening requires concentration and
patience. Although you may want to interrupt with your comments,
try to be patient and concentrate on what is being said. Many people
find it difficult to concentrate because they are too busy preparing
what they will say next in reaction to what was said. If you do your re-
search, plan, and rehearse everything you intend to say prior to the ne-
gotiation, you will be able to listen and concentrate much more
effectively during the negotiation.

If you prove to the other side that you are paying attention to what
they are saying, they will be more likely to listen to what you say. To
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avoid having the other party feeling like everything they are saying is
“going in one ear and out the other,” try to appear genuinely interested
and use physical gestures to prove that you are paying attention such as
tilting your head and nodding. Saying “Go on” or “I see” are other effec-
tive ways to show the other side that you are interested in what they are
saying. Another way to let the other party know you are paying atten-
tion is by reiterating what has just been said in a succinct manner. Al-
though actively listening to someone does not automatically mean you
agree with his point of view, make sure you acknowledge that you un-
derstand where he is coming from and how the person feels. Acknowl-
edging the other person’s emotions helps him feel more comfortable so
that you can both move on to the problem-solving phase.

Listening to what someone is saying is a good start, but also pay
attention to body language. Is she looking you in the eye when she an-
swers your questions or is she fidgeting and looking at the ground?
Does she seem trustworthy? Does she say she agrees with you and then
roll her eyes? Lee Miller, managing director of the Advanced Human
Resources Groups, states that body language that suggests doubts in-
clude touching the nose, rubbing the ears, running fingers through the
hair, or turning away.

If something that was said remains unclear or ambiguous to you,
be sure to ask for clarification. And, once you think you have under-
stood something, repeat it back in a succinct manner to make sure
there are no misunderstandings.

Alter Your Negotiation Style If Necessary

You may find that you need to adjust your negotiation style to match the
other team’s personality. For example, if your style is to be more indirect
but the other side gets right down to business once the meeting begins,
perhaps you should be more direct. If the other team seems to be more
analytical, focus on your presentation and be sure to include lots of num-
bers, charts, and graphs that validate and explain your point of view.

Separate People from the Issue

Fisher and Ury state that people become too emotionally involved with
the issues of the negotiation and their side’s position. When the other
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side attacks their position or issues, they feel as if they are being at-
tacked personally. It is important that you separate the people on the
other side from the issues that you are trying to resolve. Instead of at-
tacking the other party by saying “Your company ripped me off!” ex-
plain how the situation made you feel: “I felt let down.”

Actively listening to the other side when they are speaking, ac-
knowledging their emotions, and making a sincere effort to under-
stand their point of view are ways to ensure that you have separated
the people from the issues at hand. When people become emotional
during a negotiation, it is important that you recognize their emo-
tions even if they seem outrageous or unreasonable. Simple phrases
such as “I understand your frustration” would suffice. Failure to no-
tice their emotions may lead them to feel alienated or to an even
stronger reaction.

Be Confident and Firm but Not Demanding

One way to exude confidence during a negotiation is to practice, prac-
tice, practice. For example, you can work on your listening skills next
time you get your car fixed at the car shop or negotiate with your
spouse about where you want to go on your next vacation. You negoti-
ate every day with your family, friends, and strangers, so you should
find ample opportunities to practice.

Another way to show your audience that you are in control is by
exhibiting positive body language. Lee suggests that you look your au-
dience members in the eye, stand or sit straight, smile, moderate and
project your tone and pitch, and speak slowly. Avoid phrases such as “I
should have done more research in this area but . . .” or “I'm not as ex-
perienced as the rest of you but . . .” that may give the impression that
you are unsure of what you are saying.

Be Patient

It is important to remain calm and patient at all times, particularly
when the other side is screaming, personally attacking you or your
company, or behaving in an emotional manner. Although it may be dif-
ficult to maintain your composure under tense circumstances, try to
calm the other person down by acknowledging his emotional state and
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trying to understand his point of view, followed by a brief 15-minute
break. The person probably needs recognition, reassurance, security, or
esteem, or perhaps he is just having a bad day. Maybe his spouse lost
her job today. The idea is to “kill them with kindness” and avoid bring-
ing up this episode in the future to save face and embarrassment.

Ask Questions

Even though you may have prepared as much as you could for the ne-
gotiation, there is no way you could have found answers to everything.
Ask the other side questions to make sure you understand what their
interests are and to clarify anything they may have mentioned earlier
that you find to be unclear.

When you ask questions to find out what the other party is think-
ing, be sure to ask open-ended questions, questions that must be an-
swered with more than just a simple yes or no. You will get more
information from the other side by asking “What did you like and dis-
like about your last job?” instead of “Did you like your last job?”
Or, “How would you describe your management style?” in place of
“Do you lead by consensus?” Open-ended questions tend to begin
with “who ... ,)” “what ... )" “when ... )” “why ... )" “where ...,
“how . ..,” “describe a time when . .. ,” “please explain ... ,” “please
tell me . .. ,” and so on.

When the person has finished answering your question, refrain
from immediately asking another question or making a statement. A
few seconds of awkward silence is usually enough to make people un-
comfortable, which influences them to continue speaking and you may
be able to extract some more information from them.

”»

” o« ” o«

Don’t Be Afraid to Walk Away

Sometimes even though you do your homework, understand the other
side’s point of view and interests, and come up with a list of creative
solutions keeping the interests of both parties in mind, you find your-
self unable to reach a satisfactory agreement with the other party. Al-
though it is sometimes tempting to just sign a deal and get it done as
quickly as possible so that you can move on to other pressing tasks, be
patient. If the offer you are thinking about signing is worse than your
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BATNA, do not be afraid to walk away. Sometimes after you declare to
the other party that you are walking away, the other side will recon-
sider the agreement—but not always. Remember that what you are of-
fering to the other side is valuable. Why else would the other party
spend time trying to negotiate with you if you were not valuable to
them? You should be able to find another party to strike a more reason-
able deal with, one that is better than your BATNA.

DIRTY NEGOTIATING TRICKS

While principled negotiation is the ideal negotiation strategy, some-
times you may be faced with a situation in which the other party
claims to use principled negotiation but during the negotiation will be-
gin using tricky negotiation tactics, which range from using false data
to lying. If you find yourself in this situation, call the other party on
the dirty trick they are using, make a counteroffer, keep their interests
in mind, and insist on using an objective standard. Although it may
seem easier said than done, keep your emotions under control when
confronted with dirty tactics. Although it is human nature to respond
sharply, you may say something in your state of anger you will regret
later, which is precisely what the other party is expecting to happen.
Instead, smile, try to relax, and don’t be intimidated.

After you confront the other party about their tricky behavior,
continue with the negotiation process. Focus on the people, mutual
interests, creative options, and objective standards. If you are unable
to reach a fair agreement, evaluate your BATNA and consider walk-
ing away.

Nibbling

Let’s say you own a florist shop and negotiated a contract with a ven-
dor for vases just three days ago. You are meeting today to sign the
printed contract. When the meeting begins, the other party says, “I
know we agreed to all parts of this contract but when I took it to my
boss for approval, he told me that the company now requires pay-
ment in 30 days instead of 45.” When one party wants just a little bit
more toward the end of the negotiation, this is called nibbling. Until
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you confront them and acknowledge the nibbling, they will con-
tinue to do so.

The key when dealing with dirty tricks is to separate the people
from the problem. Instead of saying, “You tricked me! I'm not going to
negotiate a deal with you liars,” try “Well, as long as we're still in the
negotiation process, there’s one small thing we'’re not that happy about,
either. How about us paying you within 30 days of receiving a vase
shipment if you will guarantee these prices through the end of June?”
You could also try, “Look, this agreement has already been approved by
a lot of people from your side and my side. We have both already agreed
that it is a fair contract, and I would prefer that we keep it the way it is.”

Good Guy/Bad Guy

The good guy/bad guy routine, often seen on television shows and in
movies about detectives and cops, involves two individuals. The bad guy
is demanding, abrasive, and tough while the good guy acts friendly,
seems more anxious to make a deal, and appears to be almost embar-
rassed by the partner’s harsh behavior. The good guy tries to befriend
you while the bad guy tries to intimidate you. Although the two are
working together to deceive you, the good guy will try to work out a
deal with you so that you can avoid having to negotiate with the bad guy.
The best way to handle this situation is to recognize the tactic and call it
to their attention. “There seems to be some disagreement between you.
Perhaps the two of you need a few minutes to sort out your objectives
here today. Why don’t we break for 15 minutes while you work it out?”

Ultimatums

This “take it or leave it” technique is usually designed to intimidate
you and get you to sign the agreement quickly. The best way to handle
this technique is to ignore it and continue with the negotiation process
as you normally would.

Limited Authority

If you are in the process of negotiating and the other party says that
they do not have the authority to agree or sign off on an issue, you are
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the victim of the limited authority tactic. Whether this technique is
preplanned or legitimate, you should say, “I understand. Let’s set up a
meeting with the person who does have authority to negotiate on all
the issues.”

Lateness/Long Interruptions

When you are waiting for someone to show up for a meeting and that
other person arrives either very late or not at all, you feel flustered. You
have been wondering, “Am I on time? Were we supposed to meet ear-
lier today and I wrote it down incorrectly in my calendar? Or maybe
we were supposed to meet tomorrow?”

On other occasions the other party arrives on time but is inter-
rupted during the meeting and does not appear to have any interest in
resuming the meeting. Consider someone who accepts a cell phone
call in the middle of a negotiation and remains on the phone for more
than 30 minutes while everyone else in the room waits. These tactics
are designed to make the other party feel intimidated and irritated. If
you find yourself as the victim in this situation, you should say, “You're
obviously very distracted today, and I wouldn’t want to take advantage
of your inattention. Let’s reschedule.” This lets them know that you
will not tolerate this behavior and attacks the problem, not the people.

Statistical Data

The other party should be able to justify what they are asking for if
they have done their homework. However, pay attention to the source
of their information. Just because the source is legitimate, it does not
mean it is relevant. For example, imagine you own an advertising
agency in Boise, Idaho, and you are interviewing a recent college grad-
uate for a position as junior copywriter. When you ask him what type
of salary range he is looking for, he says he expects $35,000 to
$40,000. When you ask him why he thinks he should get paid $35,000
to $40,000, he pulls out a document he printed from the Internet.
Upon reviewing the document, you realize that the source he is using
bases its results on a national study. Therefore, the results have little
bearing on getting a job in Boise since it includes national data instead
of local data.
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CONCLUSION

Being a successful negotiator and using principled negotiation involves
a lot of hard work and preparation. However, it can also be rewarding
when you walk out after a deal knowing that both sides got what they
wanted. During the negotiation process, remember to try to uncover
the other side’s motivating interests, never lose sight of your goals and
objectives, and try to convince the other party to use an objective stan-
dard. And, if the other party uses dirty tactics, let them know that you
are aware of what they are doing; attack the problem—not the people;
maintain your composure; and continue with the negotiation.

Negotiation “Do’s”

v’ Use good posture.

v’ Speak slowly.

v/ Smile.

v Psych yourself up.

v Ask why they want what they want.
v’ Look the other party in the eye.

v’ Be succinct.

v’ Ask open-ended questions that must be answered with more
than a yes or no.

v Be a good listener—clarify, encourage, appreciate others’ ef-
forts, recognize feelings, and summarize.

v’ Think of creative solutions.

v’ Ask for what you want.

v’ Realize that you have something valuable.
v’ Be willing to walk away.

v Try to achieve a win-win negotiation.

v/ Know what the other party wants.

v Walk a mile in the other side’s shoes.

v Know your BATNA.

v/ Determine the other side’s hidden interests.
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v Ask for justifications and clarifications.
v’ Ask questions.

v’ Separate the people from the problem.
v’ Use objective criteria.

v’ Be flexible and open-minded.

v Be credible—use facts and other supporting evidence.

v/ Exude confidence.

v Pay attention to your tone.
v Make trade-offs.

v/ Take notes.

v Build relationships.

Negotiation “Don’ts”

v/ Make threats.

v Interrupt when someone is speaking.
v Shout.

v/ Be sarcastic.

v Criticize in front of others.
v Attack people.

v Insult or belittle.

v Make the other feel guilty.
v Pout.

v Cry.

v’ Fidget.

v’ Call anyone names.

v/ Be easily discouraged.

v Beg.

v/ Whine.

v’ Take it personally.

93

v Negotiate when you are feeling irritated, stressed, tired, or

angry.
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v Use technical jargon.
v’ Hog the floor.

v’ Give ultimatums.
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Accounting
and Finance

ccounting is the process of recording, classifying, reporting,

and analyzing money. Accountants capture and record all the

transactions, operations, and activities that have financial
consequences for a business. Accountants are also involved in other
activities in finance that impact a business, such as weighing the
costs of new ventures, participating in strategies for mergers and ac-
quisitions, quality management, tracking financial performance, as
well as tax strategy.

While the accounting requirements of businesses vary, all organi-
zations need a way to keep track of the flow of money within them.
The responsibilities of the finance and accounting functional area
within an organization or of its chief financial officer (CFO) include:

v Facilitating operations—payroll, purchasing, cash collections,
cash disbursements.

v Management control—measuring actual performance against
goals and expectations.

v Management decision making—analyzing cash position to
make decisions.

A
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v External financial reports—financial statements prepared ac-
cording to generally accepted accounting principles (GAAP)
and available for audit.

v Tax returns—federal and state income taxes; property, sales,
and payroll taxes.

Accounting and finance are not intuitive. Many small businesses
hire accountants to set up and manage their books. Other companies
use accounting software such as QuickBooks. Accounting involves pe-
riodic reporting of financial data and includes:

v Business transactions. Businesses keep a daily record of
transactions in sales journals, cash-receipt journals, or cash-
disbursement journals.

v Debits and credits to a general ledger. An up-to-date general
ledger shows current information about accounts payable, ac-
counts receivable, owners’ equity, and other accounts.

v/ Making adjustments to the general ledger. General-ledger adjust-
ments let businesses account for items that don’t get recorded
in daily journals, such as bad debts and accrued interest or
taxes. By adjusting entries, businesses can match revenues
with expenses within each accounting period.

v Closing the books. After all revenues and expenses are ac-
counted for, any net profit gets posted in the owners’ equity
account. Revenue and expense accounts are always brought to
a zero balance before a new accounting cycle begins.

v’ Preparing financial statements. At the end of a period, busi-
nesses prepare financial reports—income statements, state-
ments of capital, balance sheets, cash-flow statements, and
other reports—that summarize all the financial activity for
that period.

CASH VERSUS ACCRUAL ACCOUNTING

The two principal methods of keeping track of the money that flows in
and out of a business are cash and accrual accounting. Most small
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businesses use the cash method, in which income is reported in the
year it is received, and expenses are deducted in the year they are paid.
Under the accrual method, income is reported when it is earned and
expenses deducted when incurred, regardless of whether money has
changed hands yet.

Accrual Accounting

In an organization using the accrual method, an accountant records in-
come and expenses when they happen, not when they are actually re-
ceived or paid. In practical terms, this difference in timing is relevant if
your company keeps inventory on hand or handles transactions on
credit. For example, a consultant completes a project in January but
isn't paid for it at the time. The business that has been serviced recog-
nizes all expenses in relation to that contract when they were incurred,
even though the consultant has not been paid. Both the income and
expenses are recorded for the current tax year, even if payment is re-
ceived and bills are paid the following February.

Cash Accounting

If an accountant uses the cash method, he/she counts income when it
is received and expenses when they are paid. Many small businesses,
especially retail businesses, use the cash basis method of accounting,
which is based on real-time cash flow. On the day a check is received, it
becomes a cash receipt.

DOUBLE-ENTRY BOOKKEEPING

Without a system to record and track the flow of money within a
firm, a business cannot accurately conduct its operating functions or
make clear operating decisions. In order to effectively operate, a
business must ensure that the cash inflow from operating, financing,
and investing activities is in balance with the cash outflows that are
associated with expenditures. To do this, accountants use a system
of double-entry accounting to debit (remove) or credit (add) money
as it flows into and out of their business. Double entry requires two
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entries per transaction, which provides cross-checks and decreases
errors. In the record of every financial transaction the following
equation remains in balance at all times:

Assets = Liabilities + Owners’ Equity (Capital)

Assets are what a company owns, such as equipment, buildings, and
inventory. Claims on assets include liabilities and owners’ (stockhold-
ers) equity. Liabilities are what a company owes, such as notes payable,
trade accounts payable, and bonds. Owners’ equity represents the
claims of owners against the business.

The double-entry system provides checks and balances that en-
sure that the books are always kept in balance. Each transaction is
recorded as a debit or a credit, with total assets equaling the sum total
of liabilities and owners’ equity.

ACCOUNTING TERMS AND CONCEPTS

There are a few accounting terms and concepts that a business man-
ager must be familiar with in order to make setting up an accounting
system easier.

Debits and Credits

An understanding of debits and credits is essential in the effective us-
age of any accounting system. Every accounting entry in the general
ledger contains both a debit and a credit. Further, all debits must equal
all credits. If they don’t, the double-entry system is out of balance.
Therefore, the accounting system must have a mechanism to ensure
that all entries balance. Indeed, most automated accounting systems
won’t let you enter an out-of-balance entry; they will just beep at you
until you fix your error. Depending on the type of accounting system, a
debit or credit will either increase or decrease the account balance. For
every increase in one account, there is an opposite (and equal) de-
crease in another. That's what keeps the entry in balance.
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Assets and Liabilities

Balance sheet accounts are the assets and liabilities for a firm, which,
as discussed, must balance.

Identifying Assets. An asset is any item of value owned by a
business. A firm’s assets are listed on its balance sheet, where they
are set off against its liabilities. Assets may include factories, land,
inventories, vehicles, and other items. Some assets (short-term as-
sets), like cash, are easy to value and liquidate, while others (long-
term assets), such as buildings and farmland, are difficult to value
and take longer to liquidate. These kinds of assets are collectively
known as tangible assets. Intangible assets, like a valued brand name
such as BMW, don’t show up on a balance sheet, but do contribute to
the value of the firm. There are many other intangible assets owned
by a company. Patents, the exclusive right to use a trademark, and
goodwill from the acquisition of another company are such intangi-
ble assets. Generally, the value of intangible assets is whatever both
parties agree to when the assets are created. In the case of a patent,
the value is often linked to its development costs. Goodwill is often
the difference between the purchase price of a company and the
value of the assets acquired (net of accumulated depreciation). Even
something that is not physically in hand, such as accounts receiv-
able, is an asset because a company has claim to money due from
a customer.

Identifying Liabilities. Liabilities are the opposite of assets. These
are the obligations of one company to another. Accounts payable are li-
abilities and represent a company’s future duty to pay a vendor. So is
the loan you took from a bank. A business organizes liabilities into
short-term and long-term categories on the balance sheet. Long-term
debt (claims due in more than one year) and short-term debt (claims
due within a year) are liabilities because they are claims against the
business. If you were a bank, a customer’s deposits would be a liability

for accounting purposes, because they represent future claims against
the bank.
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Owners’ Equity

Owners’ equity is the difference between assets and liabilities; it in-
creases and decreases just like they do. Owners’ equity includes factors
like partners’ capital accounts, stock, and retained earnings. Stock-
holders’ equity is also what would belong to the company’s owners—
the holders of its common stock—after selling the assets and paying
off the creditors. Literally, it is paid-in capital plus retained earnings.

Retained earnings are the accumulated profits after dividends to
common shareholders have been paid. At the end of one accounting
year, all the income and expense accounts are compared to one an-
other, and the difference (profit or loss for the year) is moved into the
retained earnings account.

Income and Expenses

Further down in the chart of accounts (usually after the owners’ equity
section) come the income and expense accounts. Most companies
want to keep track of just where they get income and where it goes,
and these accounts provide that information.

Income Accounts. A business may want to establish an income ac-
count for different income-generating departments of a business. In
that way, it can identify exactly where the income is coming from, and
the income of the various departments can be added together. Different
income accounts would be:

v/ Sales revenue.
v/ Interest income.

v/ Income from sale of assets.

Expense Accounts. Most companies have a separate account for
each type of expense they incur. A company probably incurs much the
same expenses month after month; thus, once they are established, the
expense accounts won't vary much from month to month. Typical ex-
pense accounts include:

v Salaries and wages.
v’ Telephones.
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v/ Utilities.

v’ Repairs.

v/ Maintenance.
v’ Depreciation.
v/ Amortization.
v Interest.

v Rent.

GENERAL LEDGER

The core of a company’s financial records is maintained as a “general
ledger.” These records constitute the central “books” of all financial
transactions since day one in the life of the company.

In setting up the general ledger, one must be cognizant of two
points: (1) linkage to the company’s financial reports and (2) establish-
ment of opening balances.

The two primary financial documents of any company are the
balance sheet and the profit and loss statement (income statement),
both of which are drawn directly from the company’s general ledger.
The general ledger accrues the balances that make up the line items
on these reports, and the changes are reflected in the profit and loss
statement.

Every account that is on a chart of accounts will be included in a
general ledger, which should be set up in the same order as the chart of
accounts. While the general ledger does not include every single ac-
counting entry in a given period, it does reflect a summary of all trans-
actions made.

If a business is small and cash-based, a business can set up much
of a general ledger out of a checkbook. The checkbook includes several
pieces of information vital to the general ledger—cumulative cash bal-
ance, date of the entry, amount of the entry, and purpose of the entry.
Even for a cash-based business, a checkbook cannot be a sole source
for establishing a balance sheet.

An important component of any general ledger is source docu-
ments. Two examples of source documents are copies of invoices to
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customers and from suppliers. Source documents are critical in that
they provide an audit trail in case you or someone else has to go back
and study financial transactions made in a business. For instance, a
customer might claim that he never received an invoice from you. A
source document will prove otherwise. And source documents are a re-
quired component for an accountant at tax time. Other examples of
source documents include canceled checks, utility bills, payroll tax
records, and loan statements.

All general ledger entries are double entries. This makes sense be-
cause for every financial transaction in a business, the money (or com-
mitment to pay) goes from one place to another. For instance, when a
payroll check is written, the money flows out of a payroll account
(cash) into the hands of an employee (an expense). When goods are
sold on account, a record of the sale (income) is generated; but there
must also be a journal entry to make sure that the funds are collected
from that account later (an account receivable). As discussed earlier,
the system used in recording entries on a general ledger is called a sys-
tem of debits and credits.

As explained in a previous section, for every debit there should be
an equal and offsetting credit. It is when the debits and credits are not
equal or do not offset one another that the books don’t balance. A key
advantage of any automated bookkeeping system is that it polices debit
and credit entries as they are made, making it far more difficult for the
accounts not to balance.

COMPONENTS OF THE ACCOUNTING SYSTEM

Think of the accounting system as a wheel, and the hub as the gen-
eral ledger. Feeding the hub information are the spokes of the wheel.
These include:

v Payroll.

v’ Accounts payable.
v Fixed assets.

v’ Inventory control.

v’ Accounts receivable.
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v’ Order entry.

v’ Cost accounting.

The following is an exploration of some of the important ele-
ments of the accounting system.

Payroll

Payroll accounting can be quite a challenge for the new business
owner. There are many federal and state laws that regulate what must
be tracked related to payroll. A business may face fines for maintaining
incomplete or nonconforming records. Many small business owners
outsource their payroll services and by so doing guarantee their com-
pliance with all applicable laws.

If payroll is maintained in-house, it is advised that a business use
an automated payroll system. Even if the books are done manually, an
automated payroll system will save valuable time and help consider-
ably with compliance.

Accounts Payable

Accounts payable represent bills from suppliers for goods or services
purchased on credit. Generally this debt must be paid within 12
months. It is important to track accounts payable in a timely manner
in order to know how much each supplier is owed and when pay-
ment is due. If a business has a timely system in place to manage ac-
counts payable, it may often be able to take advantage of discounts
that are provided for timely payments. A poorly managed supplier
system can damage a relationship with a supplier and earn a business
a poor credit rating.

Fixed Assets

Fixed assets are commonly recognized as long-lived property owned
by a firm that is used in the production of its income. Fixed assets in-
clude real estate, facilities, and equipment. Other types of assets in-
clude intangible fixed assets, such as patents, trademarks, and
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customer recognition. Fixed assets are items that are for long-term use,
generally five years or more. They are not bought and sold in the nor-
mal course of business operation.

In an accrual system of accounting, fixed assets are not recorded
when they are purchased, but rather they are expensed over a period of
time that coincides with the useful life of the item (the amount of time
the asset is expected to last). This process is known as depreciation.
Most businesses that own fixed assets keep subledgers for each asset
category as well as for each depreciation schedule.

In most cases, depreciation is easy to compute. The cost of the as-
set is divided by its useful life. For instance, a $50,000 piece of equip-
ment with a five-year useful life would be depreciated at a rate of
$10,000 per year. This is known as straight-line depreciation.

There are other more complicated methods of fixed-asset depreci-
ation that allow for accelerated depreciation on the front end, which is
advantageous from a tax standpoint. You should seek the advice of a
certified public accountant (CPA) before setting up depreciation
schedules for fixed-asset purchases.

Inventory Control

A good inventory-control feature is an essential part of a bookkeeping
system. If you are going to be manufacturing products, you will have
to track raw materials, work in process, and finished goods, and sepa-
rate subledgers should be established for each of these inventory cate-
gories. Even if you are a wholesaler or retailer, you will be selling many
different types of inventory and will need an effective system to track
each inventory item offered for sale.

Another key reason to track inventory very closely is the direct re-
lationship to cost of goods sold. Because nearly all businesses that stock
inventory are required to use the accrual method for accounting, good
inventory records are a must for accurately tracking the material cost
associated with each item sold. From a management standpoint, track-
ing inventory is also important. An effective and up-to-date inventory-
control system will provide you with the following critical information:

v Which items sell well, and which items are slow moving.

v When to order more raw materials or more items.
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v Where in the warehouse the inventory is stored when it comes
time to ship it.

v’ Number of days in the production process for each item.
v Typical order of key customers.

¢/ Minimum inventory level needed to meet daily orders.

Accounts Receivable

If you plan to sell goods or services on account in a business, you
will need a method of tracking who owes you how much and when
it is due, the purpose of the accounts receivable subledger. If you
will be selling to a number of different customers, an automated sys-
tem is a must.

A good bookkeeping software system will allow you to set up
subledgers for each customer. Thus, when a sale is made on account,
you can track it specifically to the customer. This is essential to ensure
that billing and collection are done in a timely manner.

ORGANIZING THE ACCOUNTING
AND FINANCE DEPARTMENT

Organize a small-business accounting system by function. Often there
is just one person in the office to do all the transaction entries. From
an internal control standpoint, this isn’t desirable because it opens the
door for fraud and embezzlement. Companies with more people as-
signed to accounting functions don’t pose as much of a threat for fraud
perpetrated by a single person.

Having the same person draft the checks and reconcile the
checking account is not a good example of how to assign accounting
duties. Small businesses often can’t afford the number of people
needed for an adequate separation of duties; however, setting up a
smart internal control structure within a new accounting system helps
mitigate that risk.
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Assignment of Duties

Figure out who is going to do what in a new accounting system. A
business needs to cover the following accounting responsibilities:

v
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Payroll. (Even if the business uses an outside payroll service,
someone must be in control and be responsible.)

Accounts payable.

Fixed assets.

Inventory control.

Accounts receivable.

Order entry.

Cost accounting.

Monthly reporting.

Internal accounting control.

Overall responsibility for the accounting system.

Management of the computer system (if you're using one).

In many cases the same person will do many of these things. The
person assigned to be in overall charge of the system should be the one
who is most familiar with accounting. If you are just starting a com-
pany, you will want to think about the background of the new employ-
ees. At least one of them should have the capacity and integrity to run
the accounting system. To determine someone’s expertise in a field,
one of the following steps would be appropriate:

v

v

Have the applicant be interviewed by an expert. Your own
CPA will probably be glad to interview a few for you.

Carefully check references from past jobs. Ask detailed ques-
tions on exactly what the candidate did in the accounting
function. Compare the reference source’s answers with what
the candidate said.

v’ Ask some accounting questions. This will allow you to assess

the applicant’s comfort with the language of accounting.
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PRACTICAL ACCOUNTING

Though accounting serves a rather perfunctory purpose of control and
assessment of the firm’s financial performance, there are other, practi-
cal financial activities to consider.

Credit Checking Potential Customers

When a business extends credit, it is in effect loaning customers
money, and any company wants to be reasonably sure that the money
will be paid back. The best assurance of being able to collect is to
check each customer’s credit history before extending credit. That can
be as simple as a phone call to a bank.

However a business chooses to check a customer, it will want to
build a credit relationship slowly and carefully. Remember, not every
customer deserves the same credit terms; thus, it's best to approach
credit on a case-by-case basis. One thing to note is how long the com-
pany has been in business. Companies that have been around for at
least five years are more likely to pay their bills on time—or they
wouldn’t be around anymore. The key ways to check a customer’s
credit include credit reports, credit references, financial statements,
personal credit reports on the owner or CEO, and letters of credit.

Credit Reports. Its always a good idea to obtain a potential cus-
tomer’s credit report before you extend credit. Credit reports range in
price from $15 for a one-page report to more than $1,000 for a detailed
filing. The reports show historical payment data; bankruptcy records;
any lawsuits, liens, or court judgments against a company; and a risk
rating that predicts how likely customers are to pay their bills. Even if
a prospective customer has little or no credit history, running a credit
report is still worthwhile because it will reveal relevant data, including
bankruptcy filings, corporate records, fictitious business name filings,
court judgments, and tax liens.

Credit reporting agencies can send a credit report via mail, fax, or
via the World Wide Web. Some agencies also provide reports online. If
you request a considerable number of reports, you might be able to
sign a contract that will reduce a per-report price.
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Credit References. In addition to credit reports, or for compa-
nies not covered by commercial credit reporting agencies, you may
want to check a customer’s credit references yourself. These refer-
ences can be informative, but they aren’t foolproof. After all, a cus-
tomer picks his or her own references. To gain a more realistic
picture, ask a customer for a comprehensive list of suppliers. Call
several and ask if a potential customer owes them money. If so, find
out if payments are being made in a timely manner. Ask these sup-
pliers for names of other suppliers and other customers and contact
them as references.

You might want to call the customer’s banker as well. While
specific information may be inappropriate or illegal for a banker to
provide, you may seek some general information. Ask how long
the bank has had a relationship with the company. Has the bank
given it any credit? If a loan was given, did the company meet its
obligations?

Personal Credit Report of the Owner or CEO. When contem-
plating doing business with a new, closely held private company, it
may not be possible to obtain a credit report, references, or financial
statements. However, you can run a personal credit check on the
owner or CEO of the business. If that person has a strong credit his-
tory, it’s likely he or she will see to it that the company pays its bills
on time. If the owner or CEO has a history of debt dodging or late
bill payment, the company could follow suit. If a review raises con-
cerns, schedule a meeting with management to address the issues.
You may want to discuss credit issues with any investors in the firm
as well.

Red Flags. In addition to the standard inquiries into a company’s
credit situation, you should keep your eyes open for other things that
could indicate a credit problem:

Does the business engage in unusual price-cutting or discount-
ing strategies? Such practices may hinder the company’s ability to
pay what it owes in a timely fashion. Does the company already have
trade credit relationships with other companies? You don’t want to
work with a customer that is already overextended. Are any company
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assets already pledged as collateral? Does the company operate in a
cyclical industry or in a business sector that is prone to seasonal
turns? What is the general economic climate? When business is good
you may be more willing to extend credit. When things are slow,
however, you may want to be more tightfisted in extending credit to
higher-risk customers.

Finally, pay attention to the results of research. Sometimes “no” is
the right answer when it comes to extending credit, no matter how
much you want the business.

Reading a Credit Report. A credit report is a snapshot of a
company’s or an individual’s financial activities. Credit reports typi-
cally include historical payment data, bankruptcy records, Uniform
Commercial Code (UCC) filings, bank loan information, leases, pay-
ment trends, and comparative industry data.

A typical credit report on a company contains its corporate name,
address, and telephone number. It also includes the name of the chief
executive officer, the company’s Standard Industrial Classification
(SIC) code, a description of its line of business, and the date when the
company began operations. Also included are the number of employ-
ees, sales, and a net worth figure. In many cases, a report includes a
numerical credit rating.

Financial information can run the gamut from basic sales and
payment data to detailed transactional analysis. The information
should include a summary of any lawsuits, liens, or court judgments
that are outstanding, plus any relevant bankruptcy filings. If avail-
able, there will also be information on changes in ownership, reloca-
tions, company acquisitions, and publicly reported news events,
including fires or natural disasters. The amount of information de-
pends on the stature of the company and whether it is publicly
owned.

Most credit report services focus on publicly held companies.
Credit rating resources for privately held and newer companies are less
formalized. To check payment practices for smaller companies, try
talking to their customers, suppliers, and bankers.

Remember, too, that while credit reports can be important tools,
they’re not ends in themselves. Before making decisions based on
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credit reports, youll want to back up the information with data
gleaned from other kinds of company research, as well as from cus-
tomers, employees, and personal contacts.

Preventing Overdue Accounts

The best way to prevent overdue accounts is to avoid doing business
with customers who have bad credit histories. However, if you limited
yourself to doing business with companies with spotless credit records,
a pool of potential customers would be quite small. And unfortunately,
with a growing business you often have no choice but to do business
with anyone who wants to do business with you. Even then, you don’t
always have complete control of the terms of sales agreements. The re-
ality is that the biggest and best clients want to be billed quarterly and
then have 60 days to pay you. And you certainly don’t want to cut off
those clients.

While you don’t want to destroy any potential or established busi-
ness relationships by laying down harsh payment terms, you must take
some control of accounts receivable to avoid wreaking havoc with a
cash flow. You're not a bank, after all. The following five steps can help
cash flow without endangering it.

1. Watch for new customers with bad credit history. You can'’t
expect that a company or a person with a history of bounc-
ing checks or paying their bills late will change their ways
when dealing with you. If you must do business with the
chronically late, lay down credit rules early and firmly and
start the relationship off slowly. Keep the amount of product
or services you offer a company with an iffy credit record to
a minimum until they’ve proven themselves worthy. And no
matter how much you need the business, never start doing
business with another person or company until you have a
signed contract clearly stating and agreeing to payment
terms.

2. Once you begin doing business with someone, make sure
you stamp invoices with the date that payment is due. Don’t
rely on the customer to look at the invoice date and add 30
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days—or whatever the payment terms are—to determine the
pay date.

3. Offer discounts for early payment and add interest to late pay-
ments. A typical discount is 2 to 3 percent off the total if the
bill is paid within 10 days of the invoice date. The maximum
amount of interest that can be charged varies by state.

4. Phone customers and start trying to collect the day after a pay-
ment is due. Never wait—let them know that you keep close
track of accounts receivable.

5. Until customers pay their bills, don’t do any more business
with them. Do not bend on this rule—youwll only cause
yourself more problems and scuttle any chance of collecting
what you are owed. If you really want to keep doing busi-
ness with a customer who owes you, insist that any new
products or services they receive from you are COD—cash
on delivery.

Collection Agencies

It's easy to extend too much credit when trying to entice companies
into doing more business. Extending too much credit can lead to un-
paid accounts, which can quickly and severely limit the cash you have
to grow a business. If you don'’t stay on top of overdue accounts, the
chance of collecting the money decreases over time.

One way to recover more from delinquent accounts is to hire a
collection agency. A collection agency locates debtors and collects the
money you are owed. If brought on board early, a collection agency can
often recover a substantial portion of unpaid accounts.

In addition to increasing chances of actually getting paid, using
an agency saves you time and money—two of your most valuable
resources. With their custom-designed phone systems, computers, and
software, collection agencies can be more effective in recovering delin-
quent accounts than you can. Although collection agencies charge be-
tween 15 and 50 percent of what they recover, you still end up with
more than you probably could have collected on your own.

When selecting an agency, you should think about these
considerations.
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Find out if the collection agency is a member of the American
Collection Agency or the Commercial Law League of America, which
require that their members adhere to a code of ethics and are familiar
with the Fair Debt Collection Practices Act.

Make sure the agency has insurance that will protect a business if
the agency errs during the collections process.

Ask the agency to disclose its typical recovery rate and provide
you with a list of references. Contact some of the companies on the list
and find out how long it took the agency to collect on late accounts, if
it collected the whole debt or a portion of what was owed, and if the
companies were satisfied with the agency’s collection efforts.

GAAP Accounting Rules

Generally accepted accounting principles (GAAP) is a set of nationally
(United States) recognized accounting standards. Using GAAP ac-
counting standards, costs and benefits are accounted for in a recog-
nized way to assure consistency with other firms accounting
principles and for comparing various projects and investments with
one another.

Chart of Accounts

The first step in setting up an accounting system is deciding what you
want to track. A chart of accounts is simply a list and is kept by every
business to record and follow specific entries. Whether you decide to
use a manual system or a software program, you can customize the
chart of accounts to a particular business.

Account numbers are used as an easy account identification sys-
tem. The chart of accounts is the fuel for an accounting system. After
the chart of accounts, you establish a general ledger system, which is
the engine that actually runs an accounting system on a daily basis.

The chart of accounts is the foundation on which you will
build an accounting system. Take care to set up a chart of accounts
correctly the first time. Keep account descriptions as concise as pos-
sible, and leave plenty of room in a numbering system to add ac-
counts in the future.
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MANAGERIAL ACCOUNTING
AND FINANCIAL MANAGEMENT

There are several concepts found in accounting systems that
serve as decision-making tools for the business owner, manager, or
professional.

Fixed, Variable, and Other Types of Costs

Fixed, variable, incremental, opportunity, and sunk costs describe
different types of costs to the business.

Fixed costs include all costs that do not vary with activity for an
accounting period. Fixed costs are the inevitable costs that must be
paid at any time regardless of the level of output and of the amount of
resources used. A fixed cost does not, in theory, vary with activity or
sales. Such costs often include offices, factories, depreciation, and in-
surance or professional indemnity.

Variable costs are costs that are some function of activity. Vari-
able costs include the obvious things such as sales commissions, raw
materials, components, distribution, and deal financing.

Incremental costs are those costs (or revenues) that change due
to an incremental change in activity, as compared to those that are un-
affected. They are costs that would occur if a particular course of ac-
tion were taken.

Opportunity costs refer to alternatives or opportunities that are
sacrificed in favor of the chosen solution. Because resources are lim-
ited, any decision in favor of one project (service, goods, upgrade, etc.)
means doing without something else.

Sunk costs include prior costs that cannot be recovered.

Activity-Based Costing

A financial analysis costing methodology associates specific efforts and
personnel with specific tasks, allowing the tasks to be analyzed and the
current costs dedicated to specific tasks to be well understood. A simple
activity-based costing analysis can be an analysis of work performed
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by a specific employee or work unit in a year and the cost associated
with each time the work is done to arrive at an annual cost for that
activity. For example, a company considering outsourcing its payroll
function may analyze how many people in the human resources and
accounting departments are involved in processing payroll each pay
period, assess the associated salaries and overhead, multiply by the
number of pay periods per year, and arrive at an activity-based cost
of payroll processing. This assessment may then be compared to the
quote from an outsource payroll preparation company to determine
the relative cost/benefit of outsourcing versus internally processing
the payroll function.

TAXES

Small Business Tax Basics

Next to profits, taxes may be the most important issue facing every
small business. You’ll want to be sure that you are meeting all your re-
sponsibilities to the tax collector—and also seizing every opportunity
to reduce taxes. Use these tax tips to make sure you're not giving Uncle
Sam more than his due.

Writing It Off: Deductions

You can deduct all “ordinary and necessary” business expenses from
revenues to reduce taxable income (see “Tax Deductions” subsection
later in the chapter). Some deductions are obvious—expenditures in
such areas as business travel, equipment, salaries, or rent. But the rules
governing write-offs aren’t always simple. Don’t overlook the following
potential deductions:

v Business losses. Business losses can be deducted against per-
sonal income to reduce taxes. If losses exceed personal income
this year, you can use some of this year’s business loss to re-
duce a taxable income in future years.
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v Employee taxes. If you hire employees, you'll have to pay—or
withhold from their salaries—a variety of taxes:

Withholding. Social Security (FICA), Medicare, and fed-
eral and state income taxes must be withheld from em-
ployees’ pay.

Employer matching. You must match the FICA and Medicare
taxes and pay them along with employees.

Unemployment tax. Federal and state unemployment taxes.

Quarterly Estimated Taxes

This area of the tax code trips up many an entrepreneur and is espe-
cially vexing for home-based businesses. Failure to keep up with an es-
timated tax bill can create cash flow problems as well as the potential
for punishing Internal Revenue Service (IRS) penalties. The antidote is
simple—know your responsibilities:

v/ Who should pay? You probably must pay quarterly esti-
mated taxes if you expect a total tax bill in a given year to
exceed $500.

v/ How much should you pay? By the end of the year, you must
pay either 90 percent of the tax you owe for the year or 100
percent of last year’s tax amount (the figure is 110 percent if
your income exceeds $150,000). An accountant can help you
calculate payments. Otherwise, you can subtract expenses
from your income each quarter and apply an income tax rate
(and any self-employment tax rate) to the resulting figure
(your quarterly profit).

Sales Taxes

Many services are under the taxable radar screen, but most products
are taxable (typical exceptions are food and prescription drugs). States
keep adding to the list of taxable services, however, so check with a
state’s department of taxation to find out if you should charge sales tax
on services. If you do sell a product or service that is subject to sales
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tax, you must register with the state’s tax department. Then you must
track taxable and nontaxable sales and include that information on a
sales tax return.

Deadlines

As a salaried worker, you have to remember just one or two tax-related
dates: April 15 and perhaps December 31. But other dates may matter
just as much or more when you are involved in your own business:

v’ Annual returns. Most annual returns are due April 15 for unin-
corporated companies and S corporations. A C corporation,
though, must file an annual corporate return within two and a
half months after the close of its fiscal year.

v Estimated taxes. Estimated taxes are due four times a year:
April 15, June 15, September 15, and January 15.

v Sales taxes. Sales taxes are due quarterly or monthly, depend-
ing on the rules in a state.

v’ Employee taxes. Depending on the size of a payroll, employee
taxes are due weekly, monthly, or quarterly.

Taxes and Incorporation

For federal tax purposes, it’s often best for a start-up company to be an
S corporation rather than a regular corporation. This is so even though
recent changes in tax rates have made the decision a bit more complex.
Still, to make sure an S corporation is best for you, speak to a knowl-
edgeable accountant or tax adviser. Also keep in mind that a limited li-
ability company (LLC) may be an even better choice.

Starting as an S corporation rather than a regular corporation may
be wise for two reasons:

1. Income from an S corporation is taxed at only one level rather
than two—a total tax bill will likely be less.

2. If a business operates at a loss the first year, you can pass that
loss through to a personal income tax return, using it to offset
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income that you (and a spouse, if you're married) may have
from other sources.

Your decision to be an S corporation isn’t permanent. If you later
find there are tax advantages to being a regular corporation, you can
easily change an S corporation status.

Employee Taxes

A business is responsible for collecting and filing some taxes on behalf
of employees. The following is an overview of what you have to do to
withhold and match taxes on an employee’s paychecks:

v’ Get an employer identification number (EIN). A business must
report employment taxes or give tax statements to employees;
you need an EIN to do this. Get Form SS-4 (Application for
Employer Identification Number) from the Web, or by calling
1-800-Tax-Form (1-800-829-3676).

v Deposit employee withholdings on time. Instead of paying the
federal government directly, you deposit with an authorized
financial institution such as a commercial bank (1) the
income tax you have withheld and (2) both the employer
portion and the employee portion of Social Security and
Medicare taxes.

v Issue Form 1099-Misc to independent contractors. Doctors,
lawyers, veterinarians, contractors, direct sellers, qualified
real estate agents, and others who pursue an independent
trade in which they offer their services to the public are usu-
ally not employees but independent contractors. A worker is
defined as an independent contractor if he controls what he
does and how the work is performed. What matters is that
you have the right to control the details of how the services
are performed.

v Avoid payment penalties. For an employer, paying and report-
ing employment taxes is a “fiduciary responsibility,” and that
responsibility is taken very seriously by Congress, the IRS,
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and the judicial branch of the government. The IRS can im-
pose deposit penalties ranging from 2 percent of the amount
due (for payments that are one to five days late) to 15 percent
(for amounts not paid within 10 days after receiving the first
IRS notice).

Preparing for a Tax Audit

A tax audit is an experience every businessperson hopes to avoid. If
the IRS does pay a business a visit, however, understanding what an
auditor might look for can make the difference between a minor incon-
venience and a major hardship. During a full-fledged audit, an IRS
agent may look at several specific items in a tax return and business
records, including:

v’ Income. The IRS will compare bank statements and deposits to
the income you reported. They will also review invoices, sales
records, and receipts, along with a general ledger and other
formal bookkeeping records. If you received gifts of money or
an inheritance, keep records to document how much you re-
ceived. Without proof, the IRS may classify these as income
and tax them as such. They will also classify any exchange of
goods or services in lieu of cash (such as barter transactions)
as taxable income.

v’ Expenses and deductions. An auditor may compare canceled
checks, bills marked “paid,” bank statements, credit card
statements, receipts for payment or charitable gifts, and other
business records to the expenses and deductions you reported
on a return. They may pay special attention to reported debts
or business losses; charitable gifts; and travel, meal, and enter-
tainment expenses. Keep a log to substantiate travel, meal,
and entertainment expenses and be sure to deduct only legiti-
mate business expenses.

v’ Loans and interest. An auditor may review loan paperwork, de-
posits, bank statements, credit card statements, receipts, and
canceled checks to verify that you used borrowed money only
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to cover business expenses. This is important, because you are
allowed to deduct interest on business-related loans.

v Employee classifications. The IRS will review employee clas-
sifications on a return and check this data against time
cards, job descriptions, benefit plans, invoices, canceled
checks, contracts, and other business records. Auditors will
pay particular attention to independent contractor classifi-
cations, because many firms improperly classify regular em-
ployees as contractors.

v’ Payroll. Auditors will examine canceled checks, tax returns,
deposits, business records, and other forms to check for com-
pleteness, accuracy, and timely filing. They will also review
records documenting state, federal, and Social Security (FICA)
withholding, Medicare taxes, advance earned income credit,
unemployment compensation, and workers’ compensation
premiums. The IRS will also examine salaries and bonuses
paid to owners and officers of a business to be sure they are le-
gitimate and within industry standards.

v’ Other records. An auditor can also inspect records from a tax
preparer or accountant, bank or other financial institution,
suppliers, and customers. In addition to inspecting a business,
an auditor may inspect personal finances. The IRS may com-
pare a current lifestyle with the income presented on a tax re-
turn to determine if they are compatible. An auditor may also
talk with others who are knowledgeable about you and your
financial situation.

Tax Deductions

Taxes are an inevitable—and painful—part of every business owner’s
life. But there are ways to reduce, if not eliminate, a company’s tax
burden, if you know how to use business-expense tax deductions to
an advantage.

Most business owners know they owe business taxes only on
their net business profit—that is, their total profits after they subtract
their deductions. As a result, knowing how to take full advantage of a
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deductible business expense can dramatically lower taxable profits.
You can legally deduct a number of expenses commonly associated
with a trade or business. Common deductions include:

Employee wages and most employee benefits.

Rent or lease payments.

Interest on business loans.

Real estate taxes on business property.

State, local, and foreign income taxes assessed to a business.
Business insurance.

Adpvertising and promotion costs.

Employee education and training.

Education to maintain or improve required business skills.
Legal and professional fees.

Utilities.

SSNSXSXSXSXSXSXKKXKXN

Telephone costs.
v’ Office repairs.

If you have a home-based business or a home office, you can
also deduct a portion of residential real estate taxes, utilities, and
telephone expenses as long as you can prove the legitimacy of the
home-based business.

Finally, always maintain complete and accurate business records
to document deposits, income, expenses, and deductions. If the Inter-
nal Revenue Service audits a business, it may require you to demon-
strate that each entry on a tax return is correct.

Tax laws change annually, and they can be very complex. Always
consult an accountant or tax attorney for assistance, strategies, and
recommendations for an individual situation.
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Local Economics

conomics is a social science that analyzes the choices made by

people and governments in allocating scarce resources. While

this definition sounds rather scientific, most people have a
fairly intuitive understanding of the laws of supply and demand.
When making purchasing decisions, we all decide what products or
activities fit into our schedules, budgets, and needs; and through
these economic choices, we vote for what we want to be available
in our market and at what price. The economic system is the social
institution through which goods and services are produced, dis-
tributed, and consumed. As you can surmise, the economic deci-
sions that we make affect economic systems that are often global in
scope. There is a combination of domestic and international policies
that allocate resources, commodities, labor, tariffs, and so on that go
into the price composition of the goods and services that we pur-
chase and consume. These factors, however, emerge on a couple
of different levels that economists study: microeconomics and
macroeconomics.
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MICROECONOMICS AND MACROECONOMICS

Microeconomics is the study of small economic units such as indi-
vidual consumers, families, and businesses. It is the study of the
individual parts of the economy and how prices are determined and
how prices in turn determine the production, distribution, and use
of goods and services. Macroeconomics refers to the study of a coun-
try’s overall economic issues. Although these two disciplines are
often addressed separately, they are interrelated, as macroeconomic
issues help shape the decisions that affect individuals, families, and
businesses.

Another area of economics focuses on the global impact of emerg-
ing markets. The financial markets of developing economies in Asia
such as China, India, Indonesia, Malaysia, South Korea, Taiwan, and
Thailand are among the most important. In Latin America, Argentina,
Brazil, Chile, Colombia, Mexico, Peru, and Venezuela are also demon-
strating large amounts of economic/financial activity. Africa has five
countries considered emerging markets in the international arena:
Ghana, Ivory Coast, Kenya, Nigeria, and South Africa. In Europe, the
Czech Republic, Greece, Hungary, Poland, Portugal, Russia, and
Turkey are all markets that are striving toward the financial stability of
the European Union (EU).

SUPPLY AND DEMAND

The basic relationships in the study of economic systems are the fac-
tors that drive the forces of these economies: supply and demand.
Supply refers to the willingness and ability of sellers to provide goods
and services for sale at different prices. Demand refers to the willing-
ness and ability of buyers to purchase goods and services at different
prices.

Factors Driving Demand

The study of economics focuses on the “wants” of the players in a
market and the limited financial resources that they have to spend
on their wants. The dynamics between supply and demand can be
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best understood when looking at a demand curve. Demand is de-
fined as the relationship between the price of the good and the
amount or quantity the consumer is willing and able to purchase in
a specified time period, given constant levels of the other determi-
nants—tastes, income, prices of related goods, expectations, and
number of buyers. The graph of the demand curve demonstrates the
amount of product that buyers will purchase at different prices. Typ-
ically demand rises as the price of a product falls and demand de-
creases as prices rise. The sensitivity of the changes in price and
demand is called price elasticity.

Products and services have different degrees of price elasticity.
For example, if gasoline increases in price, overall demand may not be
proportionately reduced (i.e., a low degree of price elasticity), as peo-
ple still need gas to fuel their vehicles (assuming there are no substi-
tutes or alternatives—for example, a move toward using public
transportation). If, however, the price of airline travel increases greatly,
it may be likely that demand for air travel will have a greater than pro-
portionate decline. This means that there is a relatively high degree of
price elasticity.

Businesses need to carefully monitor the factors that may affect
demand. If they aren’t keeping a careful eye on these different demand
elements as related to their business, assuredly their competitors will
find a competitive advantage that can affect an organization’s long-
term survival.

Factors Driving Supply

The supply aspect of an economic system refers to the relationship
between different prices and the quantities that sellers will offer:
Generally, the higher the price, the more of a product or service that
will be offered.

The law of supply and demand states that prices are set by the in-
tersection of the supply and the demand. The point where supply and
demand meet identifies the equilibrium price, or the prevailing market
price at which you can expect to purchase a product. All of these fac-
tors of supply and demand, then, come down to setting a price for the
product or service that the market will bear.
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ECONOMIC SYSTEMS

In the twentieth century, there were primarily two competing eco-
nomic systems that provided answers to the questions of what to pro-
duce and for whom, given limited resources: “command economies”
directed by a centralized government and “market economies” based
on private enterprise. History has proven that, worldwide, the central
command-economy model has not sustained economic growth and has
not provided long-term economic security for its citizens.

Private Enterprise

In fact, many government-controlled economies are turning to privati-
zation to improve incentives and efficiency. Privatization is the selling
of government-owned businesses to private investors. This trend has
provided an opportunity for U.S. firms to own businesses in foreign
countries that previously prohibited U.S. investment. Why is this trend
appearing? We will take a look at the four different types of market
structures that are currently identified in the private enterprise system.

The private enterprise system, or market economy, is centered on
the economic theory/belief/philosophy of capitalism and competition.
Capitalism is an economic system in which businesses are rewarded
for meeting the needs and demands of consumers. It allows for private
ownership of all businesses. Entrepreneurs, desiring to earn a profit,
create businesses that they believe will serve the needs of the con-
sumers. Capitalist countries offer foreign firms opportunities to com-
pete without excessive trade barriers.

As a result of the ineffectiveness of command economies, govern-
ments tend to favor the hands-off attitude toward controlling business
ownership, profits, and resource allocations that go along with capital-
ism and market economies with competition regulating economic life
and creating opportunities and challenges that businesses must handle
to succeed.

A Taxonomy of Competition. There are four different types of
competition in a private enterprise system: pure competition, monopo-
listic competition, oligopolies, and monopolies.
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Pure competition is a market or industry in which there are many
competitors. It is easy to enter the market, as there are few barriers to
entry and many people/organizations are able to offer products that are
similar to each other. In a market where there is pure competition, a
lower price becomes the key factor and leads buyers to prefer one
seller over another, and there is likely to be little differentiation be-
tween products. Additionally, the amount that each individual seller
can offer constitutes such a small proportion that when acting alone it
is powerless to affect the price. Therefore, individual firms in these
commodity-like markets have very little control over the price.

Monopolistic competition means that there are fewer competi-
tors, but there is still competition. In this market environment, it is
somewhat difficult to enter the market. The barriers to entry could
be due to location, access to commodities, technology, or capital in-
vestment levels. The result is that there are usually differences in
products offered by competing firms; perhaps they serve the same
function, but there are differentiations that rely on consumer prefer-
ences to make a choice. Due to the differentiation factor, individual
firms are able to have some sort of control over the prices. They can
choose to charge a premium or a discount to set their product apart
and affect the demand.

Oligopoly is a market situation with few competitors. The few
competitors exist due to high barriers to entry, and a few large sellers
vie for, and collectively account for, a relatively large market share.
The products or services in this market may be similar (telephone
companies) or they may be different (supermarkets). In the oligopo-
listic market situation, the individual firms do have some control
over prices (Whole Foods Market can charge more for produce/prod-
ucts than Albertsons) and can create differentiation or vie for more of
the market share by having price be part of their consumer acquisi-
tion strategy.

Unlike the board game, a monopoly exists in the private enter-
prise system when there is absolutely no other competition. That
means that there is only one provider that exists to provide a good or
service. In this case, it is often the government that regulates who can
enter the market, so there are no specific barriers to entry. But the gov-
ernment regulations ensure that there are no competing products or
services in the market. The lack of competition yields considerable

TLFeBOOK



International, National, and Local Economics /’zq

power over prices in a pure, or unregulated, monopoly, but there is lit-
tle control over prices in a regulated monopoly. An example of a pure
monopoly is the issuance of a patent for a drug, in the case of a phar-
maceutical company. Some pharmaceutical drugs have no current sub-
stitute, in which case the patent holder pharmaceutical company has a
monopoly in the production/distribution of that drug. In this case the
government guarantees that no other company can produce the drug,
and that provides a sufficient market entry barrier. Monopolies of this
sort, however, arise rarely because pharmaceutical drugs may have
substitutes and the regulatory barriers to entry are typically temporary
(for a period of a few years).

Planned Economies

In addition to the private enterprise system, planned economies are an-
other market structure in the world economy. In a planned economy,
government controls determine business ownership, profits, and re-
source allocation. Countries that existed with planned economies,
however, have not been highly successful.

The most common theory of a planned economy is communism,
which purports that all property is shared equally by the people in a
community under the direction of a strong central government. It is an
economic system that involves public ownership of businesses. Rather
than entrepreneurs, the government decides what products consumers
will be offered and in what quantities. As the central planner, the gov-
ernment establishes trade policies that historically have been very re-
strictive in allowing foreign companies the opportunity to compete.
Communism was proposed by Karl Marx and developed and imple-
mented by V. I. Lenin. In Marxist theory, “communism” denotes the fi-
nal stage of human historical development in which the people rule
both politically and economically.

The communist philosophy is based on each individual con-
tributing to the nation’s overall economic success and the country’s re-
sources are distributed according to each person’s needs. The central
government owns the means of production and everyone works for
state-owned enterprises. Further, the government determines what
people can buy because it dictates what is produced.

Looking specifically at China and Russia, we can see what led to
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the failure of communism. First of all, their constitutions had little or
no meaning, so although the government created laws, they bore no
power. Second, the government owned the means of production and
made all of the economic decisions. Therefore, market forces were not
allowed to work, and the laws of supply and demand were not fol-
lowed. Third, the citizens of these countries had limited rights and all
the citizens were subject to Communist Party control. Individuals ex-
isted to serve the state and had virtually no freedom for themselves. All
of these factors contributed to the downfall of communism and as a re-
sult, China and Russia are currently privatizing and borrowing other
capitalistic methods in an attempt to improve their economic situa-
tions and convert to a more market-based economy. They are desper-
ately trying to get the market to find an equilibrium for their goods
and services that we all too often take for granted.

Socialism

Another economic system is socialism, which is characterized by gov-
ernment ownership and operation of major industries. For example,
when telecommunications, gasoline, or some other major industry is
owned by the government, this is considered a socialistic economy. So-
cialism is an economic system that contains some features of both cap-
italism and communism. Socialist governments allow people to own
businesses and property and to select their own jobs. However, these
governments are involved in providing a variety of public services,
such as generous unemployment benefits, comprehensive health care
for all citizens, and public transit. These public services are paid for by
high tax rates on income. Entrepreneurs, not surprisingly, have less in-
centive to establish businesses if the tax rates are excessively high.

Socialism is based on the belief that major industries are too
important to a society to be left in private hands; however, private
ownership is allowed in industries considered to be less crucial to
social welfare.

As socialism is retreating, there are new theories of regulation
emerging. The new theories aren’t aiming to regulate economic rela-
tions between individuals, as socialism did, but rather they seek to reg-
ulate social relations in general. For example, there is a desire to
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increase the “social capital” in communities. If “social capital” is de-
fined as norms and networks that encourage cooperation and trust be-
tween individuals, then the existence of social capital can be beneficial.
It reduces transaction costs, assists the diffusion of knowledge, and can
enhance the sense of community well-being. The questions arising
now, however, are whether the government can create social capital
and, even more fundamental, if the government should create social
capital. Although the traditional form of socialism is no longer touted
as a successful market structure, remnants of it can still be seen in to-
day’s economy:.

The majority of market economies that we see today, however,
are mixed market economies. These are economic systems that dis-
play characteristics of both planned and market economies. In the
mixed market economy, government-owned firms frequently oper-
ate alongside private enterprises. Good examples of this can be
found in Europe where the respective governments have tradition-
ally controlled certain key industries such as railroads, banking, and
telecommunications. What is seen today, however, is a trend toward
privatizing many of these state-owned industries. In 1986 the
United Kingdom privatized the gas industry, in 1987 it privatized
the steel industry, and in 1989 water was privatized. Today, Austria
is following suit and is proceeding with the privatization of steel,
oil, and chemicals.

FOUR STAGES OF THE BUSINESS CYCLE

The business cycle, also called the economic cycle, refers to the recur-
ring series of events of expansion, boom, bust, and recession. The
length of business cycles over time are rarely alike. The business cycle
experiences periodic cyclical expansions and contractions in overall
economic activity. For example, the United States has experienced 11
complete business cycles since the end of World War II. Business cy-
cles are relevant because business decisions and consumer buying pat-
terns differ at each stage of the business cycle, and it is important to
know where you are in a business cycle when developing your organi-
zational strategy.
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Prosperity, or the “boom” part of the business cycle, occurs when
unemployment is low, strong consumer confidence leads to record
purchases and as a result, businesses expand to take advantage of the
opportunities created by the market. A good example of the market ex-
periencing prosperity took place in Silicon Valley from 1998 to 2001.
Suddenly the market identified technology as the next big business op-
portunity, so companies were adopting online technologies at a record
pace; brick and mortar businesses were creating electronic market-
places for the first time. As common sense tells us, no economy can
sustain a boom forever and as we saw in Silicon Valley, a recession, and
sometimes a spot-depression (a short-term slow-down), can follow the
prosperity stage.

A recession is a cyclical economic contraction that lasts for at
least six months. Economists agree that a recession results in a down-
turn lasting for at least two consecutive quarters. During a recession
consumers frequently postpone major purchases, such as homes and
vehicles, and businesses slow production, postpone expansion plans,
reduce inventories, and cut workers. As a result, unemployment rises
and consumer demand decreases.

A depression is classified as a recession, or economic slowdown,
that continues in a downward spiral over an extended period of time.
It is also characterized by continued high unemployment and low con-
sumer spending. Many economists suggest that sufficient government
tools are available to prevent even a severe recession from turning into
a depression. For example, federal, state, and local governments can
make investments to improve the country’s infrastructure as a means of
bringing the market out of a depression. They can invest in transporta-
tion systems and public facilities such as schools and universities, or
perhaps they can loan money to small businesses to help the economy
grow. Governments can also influence the economy through regula-
tions in fiscal and monetary policy, which will be discussed in more de-
tail later in this chapter.

Eventually these tools contribute to the next stage in the business
cycle: recovery. The recovery period is when economic activity begins
to pick up. Consumer confidence improves, which leads to increased
spending on big items such as homes and vehicles. Unemployment
also begins to fall, and people are working and contributing to the
economy again.
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THE STABILITY OF A NATION’S ECONOMY

As already discussed, economies are the result of an interrelated mix-
ture of numerous forces.

Productivity

The gross domestic product (GDP) is the value of all goods and ser-
vices produced within a nation’s borders each year. It is a very popular
economic indicator and provides a benchmark for the nation’s overall
economic activity.

Productivity is the relationship between the goods and services
produced and the inputs needed to produce them. During expansion-
ary periods, productivity tends to rise as fewer resources are needed to
produce greater levels of output. During recessions, then, productivity
might stagnate or decrease overall.

Inflation and Deflation

Price-level changes are related to the value of the economy’s currency.
Inflation is a period of rising prices caused by a combination of excess
demand and increases in the costs of the factors of production. “Infla-
tion” is defined as a rise in the general level of prices of goods and ser-
vices over a specified period of time. In the United States, the rate of
inflation is usually measured as the percentage change in the consumer
price index (CPI), which includes the prices of a wide variety of con-
sumer goods and services in categories such as food, clothing, medical
services, housing, and transportation.

Demand-pull inflation occurs when there is an excess of demand
relative to supply. In these conditions, a relative shortage of products
or services gives producers the leverage to increase prices. Cost-push
inflation occurs when there are rises in the costs of the factors of pro-
duction. The costs of either the labor, commodities, or manufacturing
rise and push prices up to cover the increased costs.

Hyperinflation is a period characterized by rapidly rising prices.
We remember the images of people from Communist Russia standing
in long lines to purchase bread because of hyperinflationary costs.

Inflation impacts the economy because more money is needed to
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sustain a given standard of living. If people receive a fixed income and
suddenly the cost of bread increases dramatically, it is easy to see the
negative impact caused by this increased price.

Inflation can be good news, though, to those who are experienc-
ing a rising income or those with debts at fixed interest rates. Busi-
nesses, however, find it difficult to make long-range plans in high
inflationary conditions, because budgeting and forecasting depend
largely on the prices of products and services needed to conduct busi-
ness. Low inflation, in contrast, makes it easier for businesses to make
long-term plans—it becomes easier to predict prices and costs. Low in-
flation is also associated with low interest rates, encouraging major
purchases by consumers and fueling business expansion.

Deflation is the price-level change referred to during a period of
falling prices. While deflation sounds good, it can have disastrous con-
sequences; the Great Depression was a general period of deflation.
Prices fell, but so did employment and wages for those lucky enough
to be employed, as well as availability of most goods and services.

Relative price levels are measured by two common indicators.
The consumer price index measures the monthly average change in
the prices of a basket of goods and specific services. The producer
price index (PPI) looks at prices from the seller’s perspective (finished
goods, intermediate goods, and crude goods).

Employment Levels

Employment levels have a major impact on a nation’s economy. In fact,
the unemployment rate is one of the most popular economic indicators
that most people intuitively use to understand the state of the econ-
omy. The unemployment rate is usually expressed as the percentage of
total workers who are actively seeking work but are currently unem-
ployed. These indicators tend to increase during recessions and de-
crease during expansions.

Because the unemployment rate is so important, we’re going to
discuss some different categories that have been created to characterize
an economy’s state of unemployment.

Frictional unemployment is when someone is temporarily not
working. A good example is a recent graduate who is looking for work
but has yet to find a job. Seasonal unemployment occurs when people

TLFeBOOK



International, National, and Local Economics /’ZS

are not working during some months, but they are not looking for a
job during that period. People involved in the tourism industry or sea-
sonal farmworkers are good examples of this. Structural unemploy-
ment results when people are not working because there is no demand
for their particular skill set. An example might be someone who gradu-
ates with a Ph.D. in medieval economics. There is a relatively low de-
mand for people with this skill set, so structural unemployment results
for many in that field. People who fall into this category, however, may
be training for a new job and developing new skills while they look for
work. Cyclical unemployment results when there is an economic slow-
down and people are looking for work but there aren’t enough jobs.
This was the case for many MBAs who graduated in 2001 and 2002.
The economic recession resulted in fewer jobs, and even highly skilled
graduates with advanced degrees had difficulty finding work.

The unemployment rate does not include the so-called discour-
aged workers, out-of-work people who are no longer looking for jobs.

International Diversification

As a company, one way to mitigate some of these economic uncertain-
ties is to diversify the effects by maintaining markets in two or more
countries. Diversifying into two separate market economies/environ-
ments reduces risks by hedging economic bets across multiple eco-
nomic systems.

Another area in which diversification makes sense for the inter-
national business is in the political risk dimension. Political risk repre-
sents the risk that another country’s political actions may adversely
affect a business. Carried to an extreme, a foreign government may
take over a U.S. firm’s foreign subsidiary without compensating the
U.S. firm. A more common risk is the threat of higher tax rates or re-
strictions on the repatriation of profits to the U.S. parent firm. In gen-
eral, large-scale political events—such as military coups, social unrest,
and currency crises—are referred to as macropolitical risks. Con-
versely, small-scale events—such as expropriation, discriminatory reg-
ulation, and terrorism—are referred to as micropolitical risks.

One of the most basic political risks that you can mitigate is the
fluctuations in exchange rates. Exchange rate risk, or currency risk, is the
risk of an investment’s value changing because of change in the currency
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exchange rates. For example, a weak dollar is likely to increase both for-
eign sales and profits. These results are due to the lowering of the selling
price of the exported goods, because fewer units of the foreign currency
are now required to purchase U.S.-made goods or services. A strong dol-
lar is likely to decrease exports and profits. The appreciation of the U.S.
dollar against a foreign currency causes the purchase price of U.S. goods
abroad to increase so that it takes more units of the foreign currency to
buy a given amount of U.S.-made goods.

Monetary and Fiscal Policy:
Managing an Economy’s Performance

Monetary policy is the regulation of the money supply and interest
rates by a central bank, such as the U.S. Federal Reserve, in order to
control inflation and stabilize currency. In the United States the Fed is
responsible for managing this process. If the economy is heating up,
the Fed can withdraw money from the banking system, raise the re-
serve requirement, or raise the discount rate to make the economy cool
down. This is referred to as a restrictive monetary policy and slows
economic growth. If growth is slowing, the Fed can reverse the
process—increase the money supply, lower the reserve requirement,
and decrease the discount rate. This is referred to as an expansionary
monetary policy, with lower interest rates.

Fiscal policy is the decision that the government makes to spend
money or increase taxes for the specific purpose of stabilizing the
economy. Government increases in spending and lowering of taxes
tend to stimulate economic growth, while decreasing government
spending and increasing taxes tends to slow economic growth. This
makes sense when we think about the individual taxpayer’s disposable
income. The more money individuals have, the more they will be able
to spend on goods and services in the market and therefore stimulate
market growth.

The primary sources of government funds to cover the costs of its
annual budget are raised through taxation of its citizens, fees collected
from business, and borrowing against assets. The U.S. federal budget
has gone from a surplus to a deficit in recent years—it is overspending
its resources. In order to fund this budget deficit, the federal govern-
ment will have to borrow billions of dollars in the coming years.
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GLOBAL ECONOMIC CHALLENGES
OF THE TWENTY-FIRST CENTURY

As U.S. economies and policies become increasingly interrelated across
borders and oceans, we face a more complex economic picture. The
opportunities that go along with this more global picture are great, but
so too are the challenges. Cellular telephones, computers, disease-
resistant crops, satellites, biotechnology, and fiber-optic networks are
among the twentieth-century technologies that will shape political, so-
cial, and economic realities well into the twenty-first century—realities
that include the continuing globalization of business, culture, and
health care. So what are the specific challenges that we need to be
aware of?

International Terrorism

Surprise, when it happens to a government, is likely to be a com-
plicated, diffuse, bureaucratic thing. It includes neglect of respon-
sibility but also responsibility so poorly defined or so ambiguously
delegated that action gets lost. It includes gaps in intelligence, but
also intelligence that, like a string of pearls too precious to wear, is
too sensitive to give to those who need it. It includes the alarm
that fails to work, but also the alarm that has gone off so often it
has been disconnected. It includes the unalert watchman, but also
the one who knows he’ll be chewed out by his superior if he gets
higher authority out of bed. It includes the contingencies that oc-
cur to no one, but also those that everyone assumes somebody
else is taking care of. It includes straightforward procrastination,
but also decisions protracted by internal disagreement. It includes,
in addition, the inability of individual human beings to rise to the
occasion until they are sure it is the occasion—which is usually
too late.

The report, Countering the Changing Threat of International Terrorism,
written by the National Commission on Terrorism, begins with these
words by Thomas C. Schelling. In this succinct and clear description of
surprise, the many elements of international terrorism are captured.
Terrorism succeeds because of the element of surprise and, unfortu-
nately, surprise is a factor that we cannot always control.
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It used to be that international terrorism happened to Americans
only when we were not on our home turf. September 11th, however,
showed us that we are no longer safe within our own borders. Terrorist
attacks are becoming more lethal, too. Most terrorist organizations ac-
tive in the 1970s and 1980s had clear political objectives. They tried
to calibrate their attacks to produce just enough bloodshed to get
attention for their cause, but not so much as to alienate public support.
Today, as we have seen, the objectives are increasingly religious, eco-
nomic, or personal (against an ethnic group) in nature.

In his paper “International Terrorism in the 21st Century,” Frank
Goldstein points out a couple of options to counter the new threats
posed to nations due to international terrorism. One option, which re-
ceived some success after the World Trade Center bombing in 1993, is
the economic incentive or bounty. The U.S. government offered a re-
ward of several million dollars for information leading to the person or
persons responsible for the bombing. An informant in Pakistan pro-
vided the information that led to the arrest of an individual in Islam-
abad, Pakistan, and he was immediately taken to the United States to
await trial.

Although the bounty or reward program seems to have succeeded
in 1993, continued terrorist activity demonstrates that these issues of
international terrorism are very complicated.

A second option for global nation states to thwart terrorism
is “national resolve.” It should be acknowledged that a foolproof
system against terrorism in democratic societies does not exist. Sim-
ple procedures such as better intelligence and improved physical
security of critical sites will, in most cases, deter a particular terror-
ist group.

Economics, technology, and the whims of both criminals and psy-
chotics will produce ongoing and, at times, spectacular events. A result
of terrorism in the United States will be more public and political ef-
forts to counter terrorism by the West. Sadly, terrorism in the third
world and in developing countries will continue almost unabated.

Shift to a Global Information Economy

The information economy is affecting supply chains, digital tech-
nologies, information and communication technologies, technology-
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enabled marketing; it is pushing businesses to go wireless, changing
organizational structures, and increasing the value of intellectual
property.

Some think the movement to an information economy is being
oversold as the key to economic opportunity. Information technology
can help people learn how to absorb knowledge generated elsewhere
and combine it with local needs and local knowledge and may help
raise real economic returns on investments, but there are still more fa-
miliar development challenges (e.g., structural unemployment, social
inequality, and an undereducated workforce).

Aging of the World’s Population

The world’s population is getting older and older as a result of drop-
ping fertility rates and urbanization. Europe provides an excellent ex-
ample of how the aging population is changing policy and business.
Fertility rates have plummeted, especially in southern Europe, to the
point that every 10 Italian women are expected to have just 12 chil-
dren in their lifetimes, and every 10 Spanish women just 11. As a
group, the countries of the EU are going to see their populations
shrink, unless they allow significant levels of immigration.

The situation right now is not unique to Europe. In fact, well over
half of the world’s elderly (people aged 65 and older) now live in devel-
oping nations (59 percent in 2000), and this is projected to grow to 71
percent by 2030. Many developing countries have had significant
downturns in their rates of natural population increase, and as this
process accelerates, age structures will change.

Consumers

It is important to consider that businesses ultimately fail or succeed
because of consumer preferences and their ability to manage scarce re-
sources. Whether your business provides a product or service to the
end user or to an intermediary, your product or service may or may not
be chosen depending on consumer preferences. Part of what goes into
the consumers’ choice is the perception of quality.

U.S. consumers have the perception that certain foreign-made
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goods are of higher quality than U.S.-made goods. In the past this
has been true, for example, of cars and electronic goods made in
Japan. French wine and Swiss watches are other examples of goods
that some U.S. consumers believe are better than similar domestic
products.

Another factor that goes into consumer preferences is as simple
as personal buying habits. This includes taking into account where
people like to shop, what brands they prefer, and what associations
they might have with your product or service.

SUMMARY

Creating a long-term global strategy is a complicated but important
task. As is evident throughout this chapter, no country is an economic
island, and the economy truly is global. A growing number of busi-
nesses have become true multinational firms, with operating facilities
around the world. They have figured out how to mitigate their risks
both politically and economically, but they have also found how events
in one nation can reverberate around the world.

As U.S. businesses contemplate and engage in global expansion,
there are endless opportunities, but also potential risks. The U.S. mar-
ket is also attractive to foreign firms. For an organization to be success-
ful in today’s global economy, its owners and stakeholders must look
across borders and understand the global community.
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Marketing,
Strategy, and
Competitive Analysis

e’'ve all heard someone in the course of business say that
“marketing is fluff and hype.” However, the wisest, most
savvy, and most successful businesspeople understand that
marketing is far from that. Marketing is everything you do on a daily
basis to sell a product or provide a service to a customer. Marketing en-
compasses every way in which a customer perceives a business and
everything that generates enough interest from a customer and encour-
ages customers to actually pay for the product or service. As Peter
Vessenes suggests, cash may be king, “but marketing is everything.”
What does it really mean to market your service or product? Of-
ten, people immediately equate marketing with advertising and see
only the amount of money that advertising will cost. However, by defi-
nition, marketing is actually the process by which we offer goods or
services up for sale. Forward-thinking marketing strategists suggest
that marketing is not a “cost” or “expense” but rather an investment,
because much of the benefit of marketing is longer-term and may take
years to fully provide its benefit.
Marketing has also been referred to as a social and managerial
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process by which individuals and groups obtain what they need and
want through creating, offering, and exchanging products of value
with others. Additionally, it is all too often equated only with the
more focused function of selling. But marketing encompasses a
wider range of activities that must be a fully integrated process
and, indeed, will form a foundation and catalyst for making sales.
Further, the key to successful sales is a consistent proactive market-
ing strategy.

MARKETING’S KEY COMPONENTS:
CREATING VALUE FOR THE CUSTOMER

What, then, is the key to a consistent proactive marketing strategy?
First and foremost it is a philosophy that dedicates resources of the
firm to ensuring that the wants, needs, and demands of the customer
are the firm’s focus. This customer-focused mentality is the foundation
of the strategy that makes up the entire marketing process.

Second, it is a plan, supported by the firm’s philosophy. Once
the philosophy is in place, a plan can give direction, guidance, and a
structure for proactive strategies that will increase sales and improve
business relationships. Often firms find themselves dedicating re-
sources to marketing activities—f{rom trade shows to flyers—and
spending money on marketing that is not targeted to the right audi-
ence at the right time. This is reactive marketing with a shotgun,
rather than a rifle. Conversely, a proactive, focused marketing plan
can provide guidance for targeting the right audience at the right
place and at the right time, which in turn maximizes the return on
investment and increases revenues.

Third, marketing is a process of creating value for the customer.
It is a set of activities to educate, communicate with, and motivate the
targeted consumer about the firm’s services or the company’s product
and services.

Traditionally, this set of activities, the “marketing mix,” is repre-
sented by four parts, the well-known “4 P’s of Marketing”: price, prod-
uct, placement, and promotion. But to create a marketing strategy and
plan that touch on all areas necessary to position a product in the mar-
ket to maximize sales revenues, there are multiple areas to be tackled.
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An effective marketing strategy/plan is an ongoing value-creating
process composed of several elements:

v/ Marketing segmentation.
v Marketing strategy.

v’ Market research.

v/ Pricing.

v’ Placement.

v’ Value chain.

Market Segmentation

One of the first steps in developing an overall marketing strategy is to
perform a market segmentation analysis, as a way to manage the strat-
egy development process and ensure its effectiveness and success. The
concept behind market segmentation is intuitive and relatively simple.
Market segmentation is simply taking a look at the overall market for
your product and service and thinking of it in terms of smaller, more
manageable pieces.

Think of market segmentation as what Bert and Ernie from
Sesame Street sing about when they suggest “One of these things is not
like the other . . . one of these things doesn’t belong.” In a sense, that’s
what we are doing when we segment a market—we are looking at the
whole and trying to determine how we can group the mass market into
smaller groups that, while different from each other, within the groups
are more alike.

Once we have identified these subgroupings, we can target which
of these market segments are likely to be the most productive and be
the best fit with our company’s strengths and competitive advantages.

A well-used example of market segmentation is the way the play-
ers in the hospitality industry look at the market for hotel/motel
rooms. Rather than take a “one size fits all” approach to this market, a
company like Marriott looks at the overall market and segments it into
several smaller, but more focused market segments. For the “travel and
leisure” segment of the overall hotel/motel market, Marriott’s Fairfield
Inn is located near major tourist attractions, is budget priced, and ap-
peals to families. For the middle-level manager who travels a lot and
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wants some comforts of home while on the road, the Courtyard by
Marriott is located near businesses and has a residential “feels like
home” atmosphere. For CEOs and top-level executives, Marriott’s Ritz-
Carlton has all the upscale amenities and top-level customer service
that presidents and CEOs of business and industry are used to and ex-
pect when they travel. Note in these examples how Marriott has bro-
ken this overall mass market into more manageable, more focused
segments, and, importantly, how its marketing strategy for each seg-
ment is tailored to that segment.

By applying the principles of market segmentation, marketers can
make better use of their marketing budgets and more efficiently man-
age their overall marketing strategy.

Marketing Strategy

To build a strong and durable house, it is necessary to create blue-
prints. Likewise, to build a strong and profitable business, it is neces-
sary to develop a strategy. Essentially, marketing strategy is a plan that
allows a business owner to direct activities that are consistent with the
goals of the business owner and organization and spend money wisely
in order to create the greatest amount of return on investment.

Market Research and Competitive Intelligence

To thoroughly understand what is happening in the industry in which
you operate, it is invaluable to know what the trends in the industry
are as well as what the firm’s competitors are doing to make money, to
improve their businesses, and to improve their own market shares.
Market research is necessary to make better firmwide decisions. With
marketing being a philosophy where the resources and activities of the
firm or company are focused on satisfying the wants and needs of the
customer, marketing research is the way a firm with a marketing phi-
losophy determines what those wants and needs may be, and further,
how to communicate the associated benefits most effectively and effi-
ciently. Additionally, market research is used to monitor and modity, if
needed, the elements of the marketing strategy. Market research in-
cludes: defining the problem and research objectives, developing a re-
search plan, presenting the plan, implementing the plan (collecting
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and analyzing data), and interpreting and reporting the findings. This
is the area of marketing where we begin to see science as well as art.
This chapter focuses in detail on how to research a market, how to
know the competition, and how to leverage that knowledge to improve
your business.

Pricing

To sell a product for a particular price, value must be created. Value is
the consumer’s estimate of the product’s overall capacity to satisfy
his/her needs. When the value placed on a product or service is high,
then satisfaction is achieved. Consumers are savvy and will choose
based on the level of satisfaction that corresponds with the price. If a
bottle of Coca-Cola were priced at $5 while a liter of Pepsi-Cola was
priced at $1, it is likely that the sales of Coke would decrease. If these
were the only two options at the supermarket, the likelihood of Pepsi
sales increasing is high. Pricing is what your customer is willing to
trade in return for a product—that is, the value they place on a product
or service. Generally, a “price/quality” relationship exists, where the
higher the price, the higher the quality; especially in the case of per-
sonal services, consumers will expect a higher level of service if the fee
associated with that service is higher relative to other providers of sim-
ilar services.

Marketers may elect to skim the market with a relatively high
price at first, and then, as demand wanes at this relatively high price,
gradually lower the price. New, innovative products often use this pric-
ing strategy because their newness and uniqueness may enable a
higher price at first. As copycats and competitors enter the market,
prices will fall to meet the market price.

Some marketers, though, may use a penetration strategy, where
the product or service is offered at a very low price, in order to quickly
grab market share and be considered the low price provider. Wal-Mart
is an example of a company using a penetration pricing strategy.

Pricing is a powerful tool in developing a marketing strategy with
a strong connection to the financial condition of the organization.
Pricing too low may result in economic consequences if costs are not
covered, and pricing too high may stunt demand and sales of the prod-
uct or service, also resulting in adverse economic consequences.
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Placement

A customer will not likely purchase a service or product unless it
can be relatively easily accessed. Placement can be anything from a
magazine or candy bar sitting next to the checkout counter at the
supermarket—a spontaneous purchase—to gas stations situated on
the right-hand corner of the exit from a highway or to the location
of a orthodontics office in the same complex as a pediatrician’s of-
fice. Placement helps make the purchasing process for a customer
easier and more convenient. Often the term distribution is used
interchangeably for the placement component of a marketing strat-
egy and includes the decisions a company or firm must make to
ensure the connection with the customer or client. Placement is
how the marketer connects the products or services with the cus-
tomer—the easier, more convenient, more accessible the product or
service may be, the more likely the customer will purchase the prod-
uct or service.

Value Chain

All of the aforementioned parts of the marketing plan cannot be car-
ried out to the full level of effectiveness without all areas—a value
chain—working together. Generally, the value chain includes the fol-
lowing activities:

v Inbound logistics—bringing raw materials into the business.

v/ Operations—management of processes to create the product or
service for the customer.

v’ Outbound logistics—the means for getting the product or ser-
vice to the customer (for example, distribution systems and
shippers to get products into retail stores).

v’ Marketing and sales—creating value.

v Service—aligning customer expectations and the performance
of the product or service.

v’ Firm infrastructure—the organization of the firm to maximize
service to the customer.
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v Human resources management—creating a structure for the
people in the firm, which includes recruitment, training, re-
tention, and compensation of employees.

v Technology—using technology to maximize service, thereby
enhancing customer value.

MARKETING AS AN INVESTMENT

Successful companies that become excellent marketing organizations
know themselves, their customers, and what they offer that fills the
customers’ needs. This requires an investment of time and money to
accurately determine whether all three parts of the triangle fit together.
As an example, ABC Company is about eight years old and oper-
ates in the online professional services industry. The customer wants
and needs this service. Most importantly, the customer is willing to pay
for the service and ABC Company is the only company occupying this
space at this time. One would imagine that ABC Company is generat-
ing a strong and regular revenue stream. Unfortunately, ABC Com-
pany’s CEO does not believe in investing in consistent marketing
strategies and targeted marketing initiatives. Rather, the CEO pays low
wages to inexperienced salespeople who have no incentive or support
to sell the service. Therefore, due to a lack of investment in marketing,
the customer does not even know that ABC Company exists. The fall-
out of such poor strategic thinking could be that employees often are
not paid in a month, morale plummets, and company reputation lags.

BECOMING A MARKETING
ORGANIZATION: BE TRUE TO YOURSELF

As set forth in the preceding sections, marketing is the process
of building a strategic plan. However, without buy-in from the orga-
nization as a whole, becoming a marketing organization is more
challenging.

A marketing organization is not a firm that sells marketing ser-
vices. A marketing organization is a firm—regardless of industry,
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function, size, or region—in which all levels of the organization ad-
here to the same ideals and uniform methods for attaining customers.
As an example, Southwest Airlines has created a marketing organiza-
tion. It has three company “policies”:

v Practice the Golden Rule. We have a choice every day and
choose to make our employees our first customers and our
passengers our second customers.

v’ Help each other out.
v Feel free to be yourself.

Integrate, Integrate, Integrate

Southwest ensures that these messages as well as any marketing mes-
sage is integrated throughout every part of the organization and in
every point of contact with the customer—noting that the customer is
both the Southwest employee as well as the purchasing passenger. This
ability on Southwest’s part to create a marketing organization—or a
marketing culture—allowed it to weather economic downturns and
adverse industry trends.

Becoming a marketing organization also allows the entire team
to understand the value of the firm’s products to the customer and
behave in a manner in which selling is a way of life. For example, a
consulting firm may have strategic consultants working on projects
at the client’s office. Because of this situation, the consultants are
able to observe the client’s business processes at every stage, and
thus have an inside view of the needs of the client. This can create
an “upsell” opportunity. Upselling is the process of adding a product
or service to an existing project. For all marketers, gaining more
share of an existing customer is a more effective overall marketing
strategy than working hard to find more customers. Customer or
client loyalty is a much smarter long-term strategy, because satisfied
customers become “salespeople” in attracting new customers. Addi-
tionally, satisfied customers have trust and confidence in your firm’s
offerings and are more likely to buy more, buy more often, and, be-
cause of the lower marketing costs associated with existing cus-
tomers, become more profitable. The most expensive customer to
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acquire is a new customer; the most cost-efficient customer is an ex-
isting one.

If the employee doesn’t “get it,” the customer won't.

There are numerous ways that all businesses can become market-
ing organizations and create buy-in on all levels.

v Communication. A firm may ensure that decisions are commu-
nicated quickly and honestly on all levels of the company so
that employee questions, fears, and rumors do not erupt.

v Training. Training is important to ensure that every employee
knows exactly what the firm does to generate revenue and
what impact that individual has on that process. Ongoing
training in customer service at all levels of the organization
will add greatly to the effectiveness of the company’s market-
ing strategy.

v Tools of the trade. People take action when empowered with
the right tools to do so; therefore, it is important to create the
tools to make each employee’s job easier—whether it be a
technological system or a brochure to distribute to customers
or the process to do his/her job with clarity.

STRATEGY

In short, strategy is a bridge that connects a firm’s internal environ-
ment with its external environment, leveraging its resources to adapt
to, and benefit from, changes occurring in its external environment.

Strategy is also a decision-making process that transfers a long-
term vision into day-to-day tactics to effect the long-term plan. Al-
though often thought of only as something reflected in a business
plan, strategy is rather a continual process of assessment, reassess-
ment, and analysis, which constantly provides direction to the firm.
Strategy can be compared to the captain on the bridge of a ship, who
is constantly scanning both the horizon and the immediate surround-
ings and adjusting the course, possibly taking the ship in another di-
rection if a storm appears on the horizon or if an object appears to
obstruct the path.
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POSITIONING AND STRATEGY

The position the firm fills in the marketplace is an integral part of the
strategic process. Positioning can also be thought of as how the firm
will stake a claim in a piece of the marketplace in a manner that will
differentiate it from competitors. The key to sustainable strategy and
positioning is an integrated marketing system. Competitive advantage
comes from the ability to identify the firm’s position, make strategic
plans, and engage an entire integrated marketing system. All activities
of the firm should fit together and complement each other to produce
a well-oiled machine, which creates differentiation in the customer’s
mind and competitive advantage.

Strategy involves all areas of the firm from operations to finance
to human resources. Choosing the right strategy for the right people
for the right goals is challenging yet provides an overarching message
for the entire organization. The strategy and message must then be
communicated consistently and clearly throughout the firm for its ef-
fectiveness to take effect and produce a sustainable organization.

TACTICS

While strategy is the overall direction, the long-term mile markers,
and/or the guiding force of how the organization moves forward, tac-
tics are the specific steps that are taken to implement the strategy.
Strategy tends toward the longer term; tactics are the shorter-term
steps taken to achieve the long-term strategy.

For example, XYZ Company is a health and fitness center.
Strategically, the firm leadership has decided to develop a center tar-
geted at the 30 to 65 year-old woman and create a comfortable envi-
ronment in which she can exercise, lose weight, and learn more
healthy life habits. The firm’s strategic geographic positioning is to
provide centers in suburban areas where the largest number of these
women live. The tactics used for carrying out this strategy include
developing consistent messages and advertisements reflecting the
mission of the firm targeted to this market segment, hiring other
women trainers so the women customers will be comfortable, and
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providing health and fitness educational materials specific to the ma-
ture woman customer that will create a relationship between XYZ
Company and this market segment.

PEST ANALYSIS

Although easy to remember and easily forgotten by firms in developing
a long-term strategy, a “PEST analysis” is an acronym for analyzing the
external environment (political, economic, sociological/demographic,
and technological) and setting the stage for strategic planning. Also
known as “environmental scanning,” the PEST analysis reviews the en-
vironment of a market—whether emerging or existing—and provides a
snapshot of the external situation that may impact an industry or the
firms within that industry.

Political Environment

Often considered more relevant when entering a foreign market,
the political situation in any new or existing market is invaluable
to study and understand. Existing government policies and regu-
lations can deter new entrants into an economy, particularly in
underdeveloped or developing areas of the world, or can swiftly
affect incumbents in an industry with new regulations and poli-
cies that can have both positive and negative results. For example,
even though the Graham-Leach-Bliley Act in the 1990s in the
United States repealed the New Deal era Glass-Steagall Banking
Act and allowed some financial companies to expand their ser-
vices, it also impacted those firms because they were not permitted
to sell both institutional and investment services. Likewise, the
Sarbanes-Oxley Act of 2002 prohibited firms such as those in ac-
counting and financial services from providing consulting and au-
diting services. Additionally, government policies can add extra
expense to firms; for example, the HIPAA regulations of the late
1990s required health-care organizations and all related firms to
protect patient information, which led to increased costs to these
providers.
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Economic Environment

The economic health and welfare of a state, nation, or region also im-
pact the firm’s decision-making process. If an area is healthy economi-
cally and the consumers in a region have the means or potential means
for creating purchasing power, then a company may want to consider
selling its product or service in that area.

Sociological/Demographic Environment

In this part of an environmental scan, we look at trends and factors of
the population of our market—for instance, societal attitudes or popula-
tion shifts that represent either opportunities or threats to our overall
strategy. Included in this portion of the analysis is perhaps the education
level of the local market, in terms of creating both a workforce and a cus-
tomer base for the firm. If the levels are too low, then the cost of creating
training programs for potential employees and educational marketing
methods for potential customers should be taken into consideration.
The aging of the baby boomer demographic has affected the strategies of
many organizations; interestingly, AARP has responded recently by be-
coming “more hip” in its image as a way to woo boomers who, prior to
their arrival into AARP age range, have parodied its existence.

Technological

Technology refers not only to technology as it is thought of today with
computers and systems to manage business more effectively, but also
to the infrastructure necessary to support modern systems and
processes. Certainly the diffusion of Web-based technology has af-
fected most organizations, giving even the smallest a global presence
and a cost-effective way to reach millions of potential customers. Thus,
the strategy of an organization may be affected by technological
change, and the velocity of technological change also means this vari-
able must be monitored constantly. Certain areas of the world—even in
the United States—cannot support systems without great build-out ex-
pense and investment. A firm must look at the condition of the host
country or region’s communication, transportation, and power sys-
tems, as well as the cost of using those systems. If the condition and
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cost are adequate, then the quality of the end product or service and
the reliability of consistently providing the firm’s product or service to
the end user/customer must be analyzed.

THE MODEL FOR STRATEGIC
THINKING: PORTER’S FIVE FORCES

In the 1970s, Harvard economist Michael Porter created the gold stan-
dard for how strategy is created and analyzed today. Referred to as
Porter’s Five Forces, this method analyzes the industry and competi-
tive environment in which a firm operates. When developed correctly,
the framework paints a picture of the current environment in which
the firm competes, allowing the firm to see the big picture and, in turn,
develop long-term strategies for the company that will lead to effective
decision making and sustainability. Porter believes that an industry’s
potential profitability can be expressed as a function of these five forces
and that one can therefore determine the potential success of a firm in
that industry. Porter’s Five Forces provide a model for reviewing the
outside environment portion of the strategy bridge and for determin-
ing the attractiveness of a particular activity at a particular moment in
time. This model can be used on any firm of any size in any location in
any industry and can be utilized regularly to keep a constant eye on
the market, the direction of the market, and the competitors coming
and going within that market.
The essential elements of Porter’s analytical framework are:

Barriers to entry.
Threats of substitute products or services.
Bargaining power of suppliers.

Bargaining power of consumers/buyers.

A

Rivalry among competitors.
Barviers to Entry

Barriers to entry refer to forces that deter companies from entering a
particular market. In general terms, one will hear such references as
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“The barriers to entry in the telecommunications market are extremely
high” or “The barriers to entry in the ice cream industry appear to be
quite low.” Barriers to entry are just as important for firms that are
incumbent in an industry as well as to the newcomers because of the
threat of new entrants.

The barriers generally observed by Porter include economies of
scale, product differentiation, capital requirements, cost disadvantage
independent of size, access to distribution channels, and government
policies (regulation).

Economies of Scale. These refer to the ability of a firm to mass
produce a product and therefore to sell to the customer at a lower
price. A competitor that does not have the luxury or means to mass
produce would thus not be able to compete on price, but rather be
forced to find another way to differentiate itself from the competition
to the consumer.

Product Differentiation. This is the method or tactics used by a
firm to give its product a more recognized value than the competitors’
products. Brand identity is a powerful tool in creating value and there-
fore makes it difficult for a new entrant into the market to gain cus-
tomer loyalty. For example, the leaders in the toothpaste market are
Colgate and Crest. Customers tend to be loyal to their toothpaste
brands, and it would require heavy expenditures to draw customers
away from either of those brands. In addition to brand identity, adver-
tising, first mover advantage (being first in an industry), and differ-
ences in products also foster loyalty to products and can easily make
entering a market highly expensive.

Capital Requirements. These refer to the amount of money and
investment necessary to enter a market. Not only does this reference
the product differentiation and brand loyalty mentioned earlier, but
it is also extremely important in an industry in which the infra-
structure to produce the product requires large amounts of financial
resources. Both telecommunications and aviation are examples of
industries that require investment in machinery, technology, and
SO on.
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Cost Disadvantage Independent of Size. Some industries
have a high learning curve, whether that is scientific, technological,
or experiential. In other cases, companies in a particular industry
may have access to raw materials, lower prices, advantage based on
history or relationships, favorable locations, or even the benefit of
government subsidies. All of these factors can affect the ability for
an up-and-comer to set up business, get access to capital, and even
be profitable.

Access to Distribution Channels. Incumbents in an industry
have relationships that may have been functioning profitably for all
parties for years. New entrants to that industry have the challenge of
creating new relationships or even new and creative methods of dis-
tribution just to get their products to market and in front of the con-
sumer. This may mean using price breaks, innovative marketing,
and creative product differentiation. For a service industry, this may
refer to selling relationships or even a location of the service or
place in society. For example, some law firms build relationships
with clients and partners that are a result of years of networking and
relationships. Business between the organizations goes back genera-
tions and new law firms in the field must be creative in reaching
the clients.

Government Policies (Regulations). The government has
power over industries in the form of licenses, limits on access to raw
materials, taxation, and even environmental regulation and standards.

Threat of Substitute Products or Services

A substitute to a product or service can be any other product or ser-
vice that serves a similar function. Too often, firms underestimate
the competitor by not realizing that the product the competitor sells
may be a substitute for its own product or service. Many failed ven-
tures during the dot-com bubble had the misconceived notion that
“we have no competition,” when, in fact, there are always products
or services that compete for a consumer or customer’s budget. The
key to a substitute is that although it may not be the same product
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or service and although the competing products or services don’t
function in the same manner, the competing products meet the same
customer need. For example, sugar prices cannot go too high or
sugar substitutes such as fructose or corn syrup can be used in vari-
ous consumable products (beverages, etc.). Other industries also
have indirect substitutes such as preventative care and the pharma-
ceutical industry.

Bargaining Power of Suppliers

By controlling the quality or quantity of a product or service a firm
needs to conduct its business, or by affecting the price, a supplier can
have power over the firm and impact its ability to enter or function in a
new market. The ultimate power of a supplier comes down to the char-
acteristics of the supplier group and the relative importance of sales.
According to Porter, a supplier group is powerful—it can affect a firm
and possess control over the firm—if and when:

There are fewer suppliers than buyers.
Its product is unique or differentiated.

The buyer group is fairly small.

SN~

It has created high switching costs. Switching costs are incurred
when a customer switches from one supplier/product/service to
another. For example, when switching from one deodorant to
another, the consumer may not experience a switching cost.
However, for a company to switch from one office software
provider to another, the costs may involve human resources,
time, training, and so on.

v’ The supplier can integrate forward or take on the function of
its customers; for example, a tire manufacturer may open its
own retail stores to sell and install its tires.

Bargaining Power of Consumers/Buyers

Just as the supplier has power in the competition and market wars, the
customer has power. Customers can force down prices, demand more
service or better quality, and even pit competitors against one another.
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As with most situations, when buyers form groups, they become pow-
erful and will remain powerful if and when:

v They purchase in volume. A prime example is Wal-Mart or
Costco. Not only can the customer purchase in volume, but
Wal-Mart can purchase in large volume from the supplier,
forcing down prices for the end consumer.

v’ The product is undifferentiated and the alternatives for the
buyer increase.

v’ The product that they purchase forms a component of the
product they produce.

v Switching costs are low.
v/ They can purchase up front.
v

They can integrate backward.

Rivalry among Competitors

All four of the aforementioned parts—barriers to entry, the threat of
substitutes, and the bargaining power of suppliers and buyers—create
rivalry among competitors. Analyzing all of these areas provides a plat-
form for studying the competition in the firm’s market space.

COMPETITION: DON’T BE
JUST LIKE EVERYONE ELSE

Every company and every firm has competition. The competition may
be direct or indirect, but there is competition. The health club com-
petes with the television, McDonald’s competes with cooking at home,
and the design company competes with the do-it-yourselfer. The mo-
ment a firm begins to believe that it does not have competition is the
exact moment it becomes vulnerable to competition.

Competitive Advantage and the Basis for Competing

Once the firm knows who the competitors are and what they do, it
needs to carefully identify and document who it is. This is called
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creating a competitive advantage. A competitive advantage is creat-
ing through differentiation and differentiation is created through
branding and imaging.

Any time a customer asks for your product by name, you have
achieved differentiation. Although theoretically simple, creating dif-
ferentiation through brand and image is not as simple as it sounds.
It is a process of identifying the firm’s strengths, weaknesses, limita-
tions, hurdles, and faulty assumptions, followed by creating a brand
that is identified by logos, tag lines, color scheme, and all those ad-
ditional elements that create a visual or recognizable memory of the
firm. The competitive advantage of a product or service also de-
pends heavily on variables such as the level of sophistication of the
product, prior experience with that product or service in a certain
country or part of a country, and the types of distribution channels
available.

Costs and Risks

Creating competitive advantage may require a high level of cost and
risk to the firm. Often, a firm will create a branding strategy that
“pushes the envelope” and increases risk both in time and in money.
However, the brand image that is created is so strong that the cus-
tomer immediately responds positively. It is imperative that the
brand or image created be aligned with the firm’s strategic initiatives
and goals.

Creating a Perceived Value

There are two packages of cheese, both of which are produced at the
same factory. One is sold at the supermarket for $3.50 and carries a
brand name. The other package of cheese is a generic brand and sells
for $2.50 before the store gives a “VIP card” (frequent shopper) dis-
count. It is the exact same cheese with different labels. However, mil-
lions of Americans buy Kraft over the store brand because it is a brand
they can trust. This is what is referred to as “perceived value.” The cus-
tomer has no idea that the cheese comes from the same plant, has the
same ingredients, and is probably even packaged at the same location.
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It is even possible that the same truck delivered both cheeses to the
grocery store. The value is not in the cheese, but in the trust that the
customer places in a company with which he/she can identify.

The SWOT Analysis: Identifying Firm SWOT

Once the competition and the industry have been assessed, a firm may
wish to perform a SWOT analysis. SWOT stands for strengths, weak-
nesses, opportunities, and threats. The strengths and weaknesses are
internal factors, whereas opportunities and threats are external factors.
A SWOT analysis can be as high-level or detailed as necessary to un-
derstand and bring to light the challenges and next steps for the firm in
creating strategic initiatives.

To fully understand the firm’s competitors and the competitive
environment, it is imperative that the firm compare its SWOT to its
competition’s SWOT. Most business leaders will want to ensure that a
SWOT analysis is performed on the firm at regular intervals and that
input on the SWOT is gathered from many areas of the organization, as
well as from the customer.

PERFORMING A COMPETITIVE ANALYSIS:
KNOWING THE COMPETITION INSIDE AND OUT

Once the firm’s internal strengths and weaknesses are realized and the
external opportunities and threats are identified, next it is important to
turn to a similar process of evaluating the competition. Competitor
evaluation not only gives more insight into the strategies and goals of
the competition but it also provides a bird’s-eye view of the trends and
future of the industry in which the firm operates.

Step 1. Identify the Competition

To analyze the competitive landscape, it is necessary to make a list of
those competitors that compete directly or indirectly with the firm’s
product or service by providing the same product or service to the
customer. (The need that is fulfilled by a product or service is not
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necessarily the obvious. For example, in the case of a beauty salon, the
customer need is not necessarily a haircut, but rather the need to look
good and feel happy and attractive.)

Step 2. Identify the Competitors’ Strategies

Analyzing the competitors’ strategies provides the firm an indication of
current trends in the marketplace. This helps the firm determine how
to approach the customer.

Step 3. Determine the Competitors’
Objectives and Goals

This step may also be referred to as determining the competition’s “in-
ternal balance.” The key to properly assessing the competitor is to
know where its value system lies. Because each competitor is different,
it will place various levels of importance on technology, quality, cost,
market share, and mission. Understanding the competition’s objectives
can help the firm identify those things that may differentiate it from
the rest of the pack.

Step 4. Identify Competitor SWOT

In this step, it is not only important to assess the competitors’
strengths and weaknesses, just as the firm performed on itself, but it is
also valuable to recognize those opportunities and threats that may be
present for the competition. Identifying the competition’s strengths
and weaknesses allows the firm to identify and assess future moves and
initiatives that could affect both the industry and the firm, while iden-
tifying the opportunities and threats will give the firm an idea of the
kinds of outside forces that could impact the competitor and therefore
attack the firm.

Step 5. Estimate Competitors’ Reaction Patterns

Some competitors react quickly to events in the marketplace, whereas
other competitors take a different approach and react only to selective
events in the marketplace. Others are laid-back and react slowly, while
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still others don’t show a pattern of reaction at all. Looking at these behav-
iors provides the firm a better understanding of what may occur in an in-
dustry if the firm takes certain actions or implements certain initiatives.

Step 6. Select the Competitors to Attack and Avoid

Some competitors are such large financial powerhouses that it may not
be financially feasible to attack. Some merely put up the front or the
image that they cannot be attacked. It is in this step that it is valuable
to the firm to know the competitors for which an attack strategy would
be profitable and those for which avoidance would be the best policy.
Identifying the weak versus the strong competitors will allow the firm
to make efficient decisions.

Step 7. Create a Positioning Map

To create a visual understanding of the entire competitive landscape, it is
helpful to create a positioning map to provide a visual representation of
the firm’s position compared to the competition as depicted in Figure 8.1.

Full Service Tiffany
Nordstrom
Macy’s Old Navy
Multiple Store as Brand
Sears
Target Gap

Wal-Mart
ariar Limited/Low Service

FIGURE 8.1 A Positioning Map
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Competition provides the firm the opportunity to look into the
future. Once all of the information is gathered, a firm can imagine the
competitor’s next move and either do the same if the market supports
it or take a different route, cutting the competition off at the pass. For
example, the home improvement stores Home Depot and Lowe’s are
often within minutes of each other or even right across the street. Gen-
erally, one store decides to move into an area before the other, and the
other watches and sets up shop nearby. Once the competitor has found
the location, the firm can take action.

Competition creates a sense of urgency and often increases
sales for all the competitors who are willing to put up a fight. Once
the firm’s competition is known and understood, the next oppor-
tunity for the firm is to “go deeper” by implementing competitive
intelligence.

COMPETITIVE INTELLIGENCE:
WHAT CAN YOUR COMPETITION DO FOR YOU?

Competitive intelligence (CI), also referred to as business intelligence,
is often seen as the business world’s secret agent 007. Although no spy
planes or pinpoint cameras are used, competitive intelligence is, ac-
cording to the Society for Competitive Intelligence Professionals
(SCIP), “a systematic and ethical program for gathering, analyzing,
and managing external information that can affect [the firm’s] plans,
decisions, and operations. Specifically, [CI] is the legal collection and
analysis of information regarding the capabilities, vulnerabilities, and
intentions of business competitors, conducted by using information
databases and other ‘open sources’ and through ethical inquiry.” In
other words, ClI is the company’s radar.

Companies use CI for any number of reasons: assessing a com-
petitor’s strategies, defining the competitive landscape, discovering and
assessing trends in the industry, or identifying new opportunities that
may not have surfaced earlier in the competitive analysis process. CI
is not market research, as it is more forward looking, nor is it indus-
trial espionage, because it is legal, but rather a systematic and timely
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process for understanding the current competitive environment. When
combined with internal firm analysis, CI can provide a manager with a
more complete picture of the decisions that need to be made to retain
the firm’s competitive advantage.

Cl is valuable for many reasons. It can both help decrease the
possibility for risk and help the firm avoid unnecessary or additional
costs. In terms of savings, it can increase revenues and save time,
which translates into cost savings. CI also provides information for
innovation, product development, and targeted marketing by vali-
dating trends, clarifying events, and providing discovery and in-
sightful information.

Because any effective strategic marketing plan requires that a
firm keep close track on a regular basis of the competitors’ plans and
actions, there are a number of ways that CI can be done. To find out
information about the competition, the following are a few obvious
or not-so-obvious places where information about the competition
can be found:

v’ Annual reports. Annual reports of publicly held companies are
an obvious and easily accessible way to learn how a competi-
tor is revealing itself to its shareholders.

v Press releases. Most firms distribute press releases to generate
public relations. Often, the firm will post these on its web site.
It is advisable to review the press releases over a few months’
time to get a big picture view of where the competitor’s strat-
egy is heading.

v Trade magazines. Trade magazines provide an up-to-date and
in-depth analysis of the industry and where that industry ap-
pears to be headed.

v Vendors/partners/customers. Another source of solid competi-
tor information is the patterns of vendors, partners, and cus-
tomers.

v Salespeople. Salespeople are often very willing to talk about
their companies and provide information that provides insight
into the direction the competition is heading.

TLFeBOOK



/’69 MARKETS AND STRATEGY

v Networking. In the process of creating a network for generat-
ing business for the firm, it is possible to hear about the activ-
ity of the competition merely through observing the activities
or events the senior leadership attends.

v’ Local news outlets. Often local, regional, and national news
sources track the activities of local private companies.

v 10-Ks and 10-Qs. A public company’s SEC filings are espe-
cially helpful when considered as an evolving story over a
period of years.

v External research or professional organizations. Often the best
place to find information about a company is an event
at which representatives of the company have been asked to
speak. This may be at any professional organization’s
monthly meetings or annual conference. In addition, there
are plenty of online resources, including organizations such
as Hoover’s or Dun & Bradstreet, which help if time or
money is a limitation.

v Internet. Search engines can be an invaluable source of infor-
mation. For example, once the names of the competitors’ se-
nior management team are available, it is possible to plug a
name into a search engine and reveal a host of information.
Search engines may include sources such as www.google.com
or www.boardreader.com and even www.cnet.com.

SUMMARY

A firm’s strategic goals are based on both internal and external knowl-
edge, insight, and in-depth analysis. Without a strategic plan, re-
sources are spent on events, activities, and functions that may not
generate revenue. To make the most of each dollar earned by the firm,
all functions must work together to create a well-oiled machine. The
marketing plan, which is based on a full understanding of the market,
the firm, and the customer needs, dovetails directly with the strategic
plan to provide a road map for the firm. This road map is the ultimate
tool for guiding leaders toward making decisions that will provide sus-
tainable growth to the company.
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Advertising
and
Promotion

very day we are bombarded with different advertising messages,

whether it is on the radio while we’re driving to work, on televi-

sion during our favorite programs, or in magazines and newspa-
pers. We're handed flyers while walking down the streets and given
tastes of products while walking the aisles of the grocery store. Adver-
tising has entered every area of our lives, and many of us choose to ig-
nore it on many occasions. This might cause you to ask, can
advertising and promotional efforts still be effective if we are so satu-
rated with information?

The answer is yes, advertising and promotions can be effective if
used properly for targeting the right consumer. One of the main rules
in advertising has always been to keep your message simple and con-
sistent, and repeat it often. It has been shown that people remember
advertising if they see it with great frequency, which explains why
while watching two hours of television you may see the same adver-
tisement two or even three times. That way the message will stand out
in your mind.
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BRANDING

On the shelves of every grocery store are brand-name products from
Oreo cookies to Tide detergent. Strong brands are a great asset to a
company and can generate streams of incremental revenue due to the
fact that people are willing to pay a premium for brand-name products
and over time they reduce marketing costs because a brand’s customers
present lower or no purchase barriers.

A brand is a name, symbol, term, sign, design, or combination
of each of these things, the purpose of which is to identify goods and
services of one seller or of a group of sellers and differentiate them
from competitors. A brand is also the sum of all characteristics that
make a product offering unique. A company can copy a product, but
it cannot replicate the brand. In a sense, the brand is the “personal-
ity” of the product, what the product means to the customer and the
set of emotions evoked when the brand is encountered or used by
the customer.

Brand Identity

A brand’s identity is the company’s vision of the brand and the brand’s
promise to consumers. It is also the outward visible identity of the cor-
porate brand or family of brands. McDonald’s, for example, has the
golden arches as part of its brand identity, but it also represents conve-
nient and reliable products. When you order a McDonald’s cheese-
burger, it should taste the same whether you are ordering it in Los
Angeles, Hartford, Shanghai, or Moscow and it should be prepared
quickly, because it is “fast food.”

Brand Image

The brand image is the consumer’s actual view of the brand. Compa-
nies will try to bridge the gap between brand identity and brand image.
Consistency is the key element when promoting a brand or product,
and a clear and consistent promotional campaign will help ensure that
the brand’s image and the brand identity are very similar.
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Brand Loyalty

People who buy only a particular brand of product or service are con-
sidered by marketers to be “brand loyal.” There are various levels of
brand loyalty, from extremely loyal to brand terrorist and everything in
between. Think about the products you buy; are you willing to pur-
chase just any brand of detergent or coffee creamer? Some people will
use only Clorox bleach or Coffee-mate coffee creamer, while others will
be satisfied using private-label bleach or a generic creamer and may not
notice a difference beyond price. Others may be loyal some of the time;
however, they will take advantage of a sale or promotion for another
competitive product. For example, you may buy Coke regularly, but
would you buy Pepsi instead if there were a sale? If so, you are not
brand loyal to either Coke or Pepsi; you are capable of switching.

People who have bad experiences with brand-name products or
services may tell others about their dissatisfaction; these people are
deemed “brand terrorists” and may act as an adverse multiplier of rep-
utation. A rule of thumb is that a positive experience will have a one-
or two-time positive effect, but a customer with a negative experience
will tell 8 to 10 people. If you have a terrible meal at a local restaurant,
chances are not only will you not eat at the restaurant again, but also
you will tell friends or family about your negative experience. The
same can be true with your experience with any kind of product. Peo-
ple who have a bad experience with a brand, product, or service are
much more likely to express their reaction to their experience than
those who have good experiences.

While there is no way of ensuring that every person is com-
pletely satisfied, companies can take measures to try to please their
customers through high levels of customer service. They can also
take steps to win over customers, or market share, from other prod-
ucts or services in order to equalize the balance between lost cus-
tomers and new customers.

INTEGRATED MARKETING COMMUNICATIONS

One of the most important aspects of advertising and promoting a
product or service is consistency. Companies ensure the consistency
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of their message by coordinating all of their promotional activities.
This coordination of activities into a system or strategic plan is re-
ferred to as integrated marketing communications (IMC). IMC cre-
ates a unified message and enhances the effectiveness of reaching
the target consumer. Firms will create one message that will be used
consistently throughout a marketing campaign. It is important that
the promotional strategy also be in alignment with the organiza-
tional goals.

There are three major aspects of an IMC plan: research, creative
aspects, and the implementation. Research and analysis are used to
find the best way to design the product or service, the most effective
message and media to use, and the best means to distribute the prod-
uct or service at the optimal price. The creative aspect is the actual ad-
vertising, copywriting, and designing of promotional materials.
Implementation is the act of putting the plan together, creating a strat-
egy, and seeing it through.

Planning an integrated marketing communications plan also
means finding your target market; determining what is unique about
the product offering or service you are providing; constructing a posi-
tioning strategy for your product or service (building a mental niche in
relation to competitor products or services); deciding what the best
message would be for your product; and choosing the optimal market-
ing mix in relation to your allowed marketing budget.

As an example of IMC, suppose Nike comes up with a promo-
tional “Just do it” campaign targeting female athletes for its new line of
women’s athletic shoes. Marketers will do their research to find what
media female athletes use, what time they watch television, what pro-
grams they watch, and what types of advertising messages they re-
spond to. Then Nike will create the promotional materials and ads.
They learn what's important about the athletic shoes women wear.
Nike may have TV and magazine ads featuring women athletes doing
extraordinary things. They may also sponsor a women’s sporting event
such as women’s NCAA basketball or hold a contest for a fan to spend
a day training with the U.S. women’s soccer team. The message would
be clear and consistent: Nike cares about female athletes and supports
women’s athletics.

Ideally, an effective IMC campaign will differentiate the product
or service from a competitor’s; generate a flow of leads (which are the
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predecessors to sales); be consistent with and support the overall
branding strategy; cause the company to have a more prominent place
in the market; communicate the company’s experience and knowledge;
and help to retain existing customers.

THE PROMOTIONAL MIX

The promotional mix is the use of different advertising and communi-
cation channels in a coordinated way to run an effective marketing
campaign. These coordinated campaigns are part of an effective inte-
grated marketing communications plan. The four main methods of
promotion within the mix are advertising, sales promotion, personal
selling, and public relations.

The most important factor in determining the optimal mix is
identifying the target market. This can be determined through exten-
sive market research. Once a company knows its target market, it can
then research its use of various media outlets in order to come up with
the best combination of marketing materials to reach the defined tar-
get. For example, if the target market is stay-at-home moms, an organi-
zation might find that television advertisements during certain
daytime television shows are most effective for reaching them. If the
target market is a young professional, the marketer might find that us-
ing billboards in a downtown commercial district and morning drive-
time radio advertisements are effective for getting the message to this
target market.

The size of the promotional budget will greatly influence the cho-
sen mix as well. Television advertising can be very costly and, there-
fore, may not be a feasible option for a company with a smaller
marketing budget, at least not during prime viewing hours on major
networks. Often the amount of money a firm spends on promotional
activities will be affected by the product life cycle, general economic
conditions, and the competition.

The promotional mix may involve a company coordinating its
loyalty program with advertising campaigns and a promotional deal.
For example, an airline may send out a mailer to its frequent fliers ad-
vertising 5,000 free bonus miles for booking a ticket in the next
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month. In this instance, the airline is coordinating a direct mailing
with loyalty program membership and a promotional campaign.

ADVERTISING

Advertising is paid communication brought to audiences through dif-
ferent forms of media such as television, radio, newspapers, maga-
zines, and billboards. A company uses advertising to inform, persuade,
or remind its target market of its products or services.

Comparative advertising is used to differentiate a company’s
products in the marketplace from other similar products. For example,
McDonald’s and Burger King used to run comparative advertising,
comparing their cooking methods for hamburgers. The “Pepsi Chal-
lenge” campaign was another form of comparative advertising in
which consumers were asked to take blind taste tests to see if they
could tell the difference between the products.

Reminder advertising is used once a product has matured in the
marketplace—that is, once a product has been around for a while.
Credit card companies use a lot of reminder advertising, such as Amer-
ican Express “Don’t leave home without it” or Visa “It’s everywhere
you want to be” campaigns. Coca-Cola uses reminder ads to show us
how refreshing the beverage can be on a hot day, and Budweiser wants
to remind the consumer to “Make it a Bud night.” Some ads use nostal-
gia to remind us of how much as children we enjoyed a product such
as Oreo cookies; and although our taste buds may have matured, we
can still enjoy them.

Institutional advertising promotes the company, organization,
government agency, or a concept or philosophy, but not a specific
product. For example, ads for BASE, one of the world’s largest manufac-
turers of chemicals and chemical-related products, states, “We don’t
make a lot of the products you buy. We make a lot of the products you
buy better.” Another example is the U.S. Army recruitment commer-
cials, “Be all you can be.”

Industry advertising promotes a whole industry and not just one
company or product. The most popular example of this is the “Got
milk?” ad campaigns sponsored by the California Milk Processing
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Board. Another example is the “Hanker for a hunk of cheese” cam-
paign that was sponsored by the Wisconsin Dairy Board.

Advertising Mediums

There are advantages and disadvantages to each media type, and when
selecting the advertising mediums to use, companies must understand
who their target audience is and which is the most effective method for
reaching them. Marketers must be able to divide their budgets among
the various media resources in order to stretch them the farthest to
reach the most customers.

Television. Television advertising is the leading medium for reach-
ing U.S. audiences. Although a very expensive form of advertising,
television ads reach the largest percentage of the U.S. population at
once and can be very appealing due to their visual nature as well as
their sound.

TV ads can be classified into national, local, and cable advertise-
ments. The type of network chosen will depend on which audience the
marketer is trying to reach. If the advertisement is for a local restau-
rant, the company may choose to advertise only on local stations or in
local ad space on cable channels or national networks. Companies tar-
geting Hispanics may choose to advertise on a Spanish-language cable
station such as Telemundo, or advertise during a television show
whose viewing audience is predominately Hispanic.

The time an advertisement is shown is also an important decision
that companies must make in order to reach the target audience. Bud-
getary constraints will also be a factor in choosing time slots for adver-
tisements. Super Bowl ads are extremely expensive, but can be
cost-effective for reaching an audience of sports fans.

Print Ads. Advertising in newspapers and magazines is another
way of reaching customers with a company’s message. Print ads are
effective because of their visual quality and can be run in many dif-
ferent types of publications. Marketers selling products or services to
consumers may choose national publications such as Time magazine
or local newspapers such as the Chicago Tribune. Businesses trying to
sell products or services to other businesses will often advertise in
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trade publications of the industries they are trying to reach. Compa-
nies may also target specialized publications; for example, a new
computer product may be advertised in PC World or another spe-
cialty technology publication. Print ads have a longer life than elec-
tronic media ads and are good for telling a story about the value of a
product or service.

Radio. Although lacking the visual appeal, radio can be an effective
medium for reaching target consumers. The average radio listener
tunes in for three hours a day, and often on a regular basis. When using
radio advertisements in your marketing mix, it is necessary to make
sure that the company and product or service is clearly identified. As
with television, it is also necessary to find the right station for advertis-
ing to the target consumer. If your service is a bar for college students,
you may choose to advertise in the evenings on a college station or an
alternative rock station; if your target audience is senior citizens, you
may advertise on news stations or a talk show.

Internet. The Internet has become an important electronic medium,
and its interactive quality is unique. It permits immediacy of purchase
and a high level of convenience. It can be personalized and individual-
ized. The Internet and the World Wide Web are becoming essential
tools in an integrated marketing plan and effective tools in sustaining
customer loyalty and satisfaction.

Direct Mail. Mailing advertisements or promotions directly to peo-
ple’s homes is another commonly used method of reaching consumers.
Direct mail campaigns can be expensive, due to printing and postage
costs, but these campaigns can be effective if the mailings reach the
right consumers. Often companies will purchase lists of consumers or
collect data themselves to build a mailing list. The people on these lists
will then be sent targeted mailings.

Telemarketing. The utilization of telemarketing has been greatly af-
fected in the United States by the recent implementation of the na-
tional “Do Not Call” registry, where millions of Americans signed up to
have their telephone numbers removed from telemarketer lists. Inter-
nationally, however, regulations regarding telemarketing vary, and it
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may still be a very effective method of reaching consumers. The down-
side of telemarketing is that most people do not like the invasiveness
of being called at home, though unfortunately many mass marketers
find the risk of offending nonreceptive households is offset by the ef-
fective results and benefits from these marketing methods.

Outdoor and “Out of Home.” The majority of outdoor advertising
dollars is spent on billboards. Billboards are a popular way of reaching
commuters and consumers in a single geographic location. Other
forms of outdoor advertising (known as “out of home”) include sports
stadium ads, bus shelter posters, or signage on buses and taxis.

Advertising Trends

A very popular way of getting a message across is using celebrity en-
dorsements. Advertising companies are willing to pay top dollar in or-
der to hire celebrities to represent their brands. From Star Trek actors
advertising cheap travel for Priceline.com to Michael Jordan drinking
Gatorade while sweating neon colors, celebrities are part of an adver-
tising message and campaign. Of course, using a celebrity spokesper-
son can be a risk, for example, using O. J. Simpson as the Hertz Rental
Car spokesperson.

When choosing a celebrity to endorse products, it is important to
find an appropriate match with the product or service. The relation-
ship should be believable. It is also important that the celebrities en-
dorsing the product be credible; they should either have expertise in
the field or be trustworthy characters.

Sponsorships. This is a well-used form of promotion and advertis-
ing that allows the company to buy into a sporting event or activity.
The amount of investment in a sponsorship can range from an ath-
letic company supporting a college sports team by providing them
with brand-name uniforms in order to promote the brand to a com-
pany sponsoring a college football bowl game such as the Tostito’s Fi-
esta Bowl.

Infomercials. Another trend in advertising is the infomercial. This
is an extended television advertisement and usually runs at off-
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peak hours or on lower-budget television or cable networks. In-
fomercials are usually at least a half hour long. Some of the most
popular items that are sold through infomercials are fitness videos,
skin care products, and kitchenware. Often they will feature
celebrity endorsements and offer products that cannot be purchased
in stores. Their low-budget appearance and late-night showing often
characterize infomercials. If you turn on the television late at night,
a former star is using the Thigh Master or hundreds of uses for a ro-
tisserie oven may draw you in. Once the consumer is convinced to
purchase the product, he or she will then be able to call and order
the product over the telephone, generating a direct response to the
infomercial.

SALES PROMOTION

Sales promotion consists of many activities used to sell products.
They are activities that give consumers a short-term incentive to
make a purchase. Sales promotions are also activities that change
the price and value relationship of a product as perceived by the
target audience with the possible effect of generating immediate
sales. It is possible that a sales promotion can also alter the long-
term value of the brand by making what might be a premium prod-
uct more affordable.

Sales promotions are generally time-bound programs that re-
quire participation on the part of the consumer through either im-
mediate purchase or some other action. The fundamental goals of
sales promotion are tactical, strategic, and ultimate. The tactical
goals are to combat a competitor’s increase in market share, to com-
bat other competitors’ promotional efforts, and to move brands that
are either declining, overstocked, damaged, or not selling fast
enough. The strategic goals are to motivate consumers to switch
from a rival brand, to increase product consumption, to reinforce
the marketing communications efforts for the brand, and to moti-
vate brand loyalty. The ultimate goal of a sales promotion is to in-
crease sales, profits, and market share.

There are different channels for sales promotions, which include
consumer promotions and trade promotions.
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Consumer Promotions

Consumer promotions are geared toward getting consumers to try a
company’s products. Some examples of consumer promotion activities
include coupons, rebates, sampling, sweepstakes, point-of-purchase
displays, and special packs.

Coupons. Whether we're cutting them from newspapers and maga-
zines or getting them in the mail, coupons are a very popular form of
sales promotion. They are very effective, especially in economic
downturns, for luring people into restaurants or causing them to
make repeat purchases of products. E-coupons are another popular
form of sales promotion; they are extremely effective for luring in cus-
tomers and are redeemed by 57 percent of the people who click on
them. The most popular uses of e-coupons are for sales of groceries,
books, and health and music products. The disadvantage of coupons
is that they do not encourage brand loyalty; most consumers who use
coupons regularly are willing to switch brands if there is a better dis-
count available.

Rebates. Rebates are partial refunds that are offered by the manu-
facturers. Often manufacturers will use mail-in rebates as incentives
for purchasing. The consumer must purchase the product at full price
and then fill out paperwork and mail in the receipt in order to receive
some money back. Rebate programs allow marketers to promote a
company’s product at a reduced postrebate price, offering a substantial
savings to its customers, but also requiring that a set of conditions be
met to qualify.

Sampling. Companies will often send or hand out samples of prod-
ucts in order to attract customers who may not have purchased their
products otherwise. Beverage companies may target college students
and hand out soft drinks on campuses, or a food company may set up a
stand in a grocery store so that consumers can sample their new chips.
You may even receive a trial bottle of shampoo in the mail. Or you may
remember receiving the America Online (AOL) CD in the mail, offer-
ing you 100 free hours of Internet access. These are all examples of
sampling, and the intention of these promotions is to introduce a new
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product or service to a consumer in order to generate brand loyalty.
Sampling can be a costly method of attracting customers, and it often
results in wasted distribution; however, it can be a very effective
method for getting consumers to switch brands.

Sweepstakes and Contests. Sweepstakes and contests are an-
other strategy of sales promotion. Data will be collected from con-
sumers, and they will be entered to win a prize. Companies can use the
information that they collect from entrants in order to develop a mail-
ing list for future promotional campaigns. Organizations must be sure
to print all the guidelines for their sweepstakes or contests in order to
avoid legal entanglements.

Some of the guidelines companies should follow in order to put
on a successful sweepstakes promotion include the following: clarify
who is eligible; indicate states where the promotion is not valid; de-
clare the termination date of the promotion; and clarify random draw-
ing procedures. Companies should also detail the prizes, disclose the
odds of winning, declare a deadline for entry, and reserve the right to
use winners’ names and photographs for publicity.

Point-of-Purchase Displays. Point-of-purchase (POP) promo-
tional materials are displays that are set up in stores in order to promi-
nently display products. At a grocery store a POP is usually placed in
the front of the store, at the end of an aisle, in the aisle, or on the shelf.
POP displays are very successful due to the fact that many people
make last-minute purchasing decisions.

Bundling. Sometimes companies bundle products together in or-
der to promote a new product or to encourage consumers to try a
complementary product, such as a free small conditioner bundled
with a shampoo purchase, or a free disposable razor with a shaving
cream purchase. A company may also offer a bonus pack or a special
pack with 20 percent more in order to encourage a customer to pur-
chase a product.

Giveaways. Another strategy used by companies is that of special

promotional items to be given away. These may be hats or T-shirts ad-
vertising the company or brand. For example, many times credit card
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companies will offer T-shirts if you sign up for a new credit card, or a
beer company may be giving away pint glasses to customers who
purchase that brand of beer on certain nights. Alcoholic beverage
companies often hire young men and women who will go to con-
certs, bars, and clubs and promote their products by giving away pro-
motional items.

Trade Promotions

Trade promotions are geared toward marketing intermediaries as op-
posed to consumers. A snack food manufacturer, for example, may offer
a discounted price to a retailer who buys a large quantity of a product.
These types of promotions are most successful when they offer financial
incentives and serve to effectively reduce the cost of the product.
Another form of trade promotion is paying for shelf space. On the
shelf at the grocery store, product placement is very important. Items
placed at eye level on higher shelves have proven to sell much better
than products placed on lower shelves. Knowing this, manufacturers of-
ten pay a “slotting fee” in order to have their products prominently dis-
played on the desired shelf or in a preferred position within a retail store.

PERSONAL SELLING

Personal selling uses a personal sales presentation to influence cus-
tomers to buy a product. Personal selling tactics are most often used
when there are a few geographically concentrated customers; the prod-
uct is highly technical in nature; the product is very expensive; or
when the product moves through direct distribution channels. It is a
tactic often used by businesses looking to sell to other businesses, as
opposed to businesses selling to consumers.

The sales process involves a personal seller identifying the target
customer by determining who is likely to buy his or her product. Once
the target customers have been identified, the salesperson will contact
them. Upon meeting with a potential customer, the salesperson will
make a sales presentation, explaining how the customer needs the prod-
uct or service that is being sold. The salesperson should be prepared to
answer the customer’s questions. After the presentation, the goal of the
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salesperson is to close the sale while the presentation is still fresh in the
mind of the customer. Following up with the purchaser after the sale is
made is a very effective strategy for developing long-term relationships.

Relationship Strategies

Developing an effective relationship strategy can be the key to forming
long-term relationships with customers and in turn creating loyalty.
Good customer service and treating customers fairly become the criti-
cal first step for ensuring a healthy relationship. Fair treatment in-
cludes responding to customer complaints and finding workable
solutions to resolving mistakes that have been made. Although the
customer may not always be right, the customer should always be
treated graciously. Providing customers with truthful information and
creating personable contact with them are critical.

A company’s internal structure is also very important to its ability
to build relationships with customers. The company should be run-
ning a cost-effective business, possess interpersonal skills, and have
the technical know-how regarding its product offerings. For many pro-
fessional service providers, their staff may have more interaction with
the client than the professional service provider, making it critical that
the staff have the same level of concern for customer service and satis-
faction as the provider.

Additionally, it's very important that companies recognize who
their most valuable customers are. Those are the customers who bene-
fit the company most through their purchases. Companies will want to
focus their long-term relationship-building efforts on these types of
customers, because it will be more profitable. In a competitive environ-
ment complicated by high marketing costs, most marketers are moving
toward a relationship-building strategy of “greater share of customers”
instead of “greater market share.”

Many companies use forms of customer relationship management
in order to keep track of their customers’ purchases, determine who
their most profitable customers are, and target special promotions and
product or service offers to their customers using the information they
collect. Many banks are starting to offer these services, and you may
notice that when you call to get account information the customer ser-
vice representative will offer you other products. Phone companies
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have also taken up this practice. It can be a very successful way of in-
troducing new products and services to existing customers, up-selling
customers, or influencing them to purchase more products.

Loyalty Programs

Many companies develop loyalty or frequency-marketing programs
in order to further engage the consumers with their products and
increase customer loyalty. These programs are very effective for target-
ing the company’s most valuable customers. Most airlines develop
frequent-flier programs, which allow customers to earn points toward
their next flight. Other businesses, such as coffee shops, also offer fre-
quency cards, that entitle the customer to a free beverage, for example,
after purchasing a certain number of beverages.

Loyalty programs have been very effective in generating repeat
business. They offer an added value to the consumer, whereby the pur-
chaser is not simply enjoying the value of the current purchase, but is
being rewarded. It is important, however, that the loyalty program be
relative to the product and service offering of the organization and that
the award be attainable. Customers may experience frustration if, with
an airline ticket as an example, they are unable to redeem their ticket
when they want to travel, or if the restrictions on the reward are so
high that it is not worth the hassle of redemption.

PUBLIC RELATIONS AND PUBLICITY

An organization’s public relations and publicity activities are the means
to foster its relationships with its various audiences and to communi-
cate with them. Public relations efforts are undertaken in order to form
a favorable view in the public eye. Favorable publicity can enhance an
organization’s image and increase demand for its products. A positive
article or review about a product or service adds credibility, believabil-
ity, and legitimacy in a much more effective manner than paid-for ad-
vertising. Negative publicity, on the other hand, can tarnish an
organization’s reputation. Most public relations strategies include press
releases, special events, and press conferences.

Press releases are articles or brief news releases that are submitted
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to publications by the firm. They often provide information about
company happenings: new hires, new products or services, or changes
in management. They can be an effective way of gaining attention and
creating or maintaining awareness.

Many organizations sponsor special events such as product
launches. A fashion company may sponsor a fashion show to display
its new line of clothing. A musician may hold a record release party for
his or her new album. The firm will often invite top clientele, industry
insiders, and media to these events.

A news conference is an in-person announcement of recent orga-
nizational events to the media. It is an effective method of informing
the public of recent happenings without causing rumors to be spread,
because the information will come straight from the source.

ETHICS AND REGULATORY ISSUES

As in other areas of business addressed in Chapter 4, ethics in promo-
tional activities is very important. Some common ethical violations
with promotional campaigns include puffery and deception. Puffery is
an exaggerated claim about the superiority of a product. Although
puffery is legal, it may cause a company to lose its reputation with the
public. As discussed earlier, a brand terrorist can do great amounts of
harm to a company’s reputation if a product is overhyped and falls
short of its inflated expectations.

Deception involves a company deliberately making promises that
are not true. A consumer may have legal recourse for deception. An ex-
ample of a deceptive practice that is illegal is “bait and switch” advertis-
ing: A company advertises a low-priced product that is on sale, and when
the consumer arrives that product is not available; the company then tries
to sell the customer another more expensive product as a substitute.

Another area of ethical debate is marketing to children and
teenagers. This is particularly a concern when it comes to tobacco or
alcoholic beverages. It is illegal for companies to target those who are
legally unable to consume their products.

Other situations of ethical concern when it comes to marketing to
children arise when a company such as a beverage company signs a
contract with a school to supply solely its brand of beverages on the
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school campus. This is not an illegal practice, but it is controversial, as
some feel that such schools are being controlled by corporations that
want to get children to become brand loyal to their products.

SUMMARY

There are many methods used by marketers to attract customers to
their brands and products. A successful integrated marketing cam-
paign will deliver a consistent message that is brought to the target
audience through different mediums of the marketing mix. Advertising
and promotional messages should be consistent and repeated often in
order to create a clear image in the mind of consumers. Ideally, these
promotional efforts will result in influencing consumers to either try
new products, switch from their preferred products, or purchase more
products from a company or brand. The end goal of all promotional ef-
forts is to increase the company’s product sales and profits through
gaining or stealing market share.
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and
Presentations

resentations can range from a short talk before a small group of

acquaintances or colleagues to a lengthy speech to a group of

strangers. No matter the audience or the setting, formal or infor-
mal, small or large, the best presentations leave the audience informed
and interested. They want to know more about the subject matter and
often have insightful comments and questions for the presenter. A bad
presentation, in contrast, leaves the audience confused or bored and
often makes them wonder why they wasted their time. A poor presen-
tation detracts from the importance of the subject matter and can be
detrimental to the reputation of the presenter.

In addition to length and format, presentations can also vary in
style. The main purpose of a presentation is to communicate ideas and
information. Effective means of communicating ideas and information
can also vary and may include persuasion, instruction, inspiration, or
entertainment.

Regardless of length, format, or purpose, presentations are an im-
portant and useful tool in all aspects of business. Given their impor-
tance, it is surprising that few classes are available on how to present
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more effectively. All too often associates are assigned the task of “giving
a presentation” and then left to their own devices. No wonder so many
individuals list public speaking as their greatest fear.

This chapter will assist you in becoming a better presenter by
providing you with knowledge about the processes of developing an
effective presentation style and format. This is accomplished by asking
important questions and providing useful tips that will help in examin-
ing the different stages of the presentation process.

TO PRESENT OR NOT TO PRESENT

The first and most important question is whether this presentation is
a choice or a requirement. If it is a choice you need to ask yourself
some important questions before agreeing to present. Preparing for a
presentation takes time. A rough estimate for an effective presentation
is that it takes 30 to 60 minutes of preparation for each minute of de-
livery. Do you have enough focused time prior to the presentation to
properly prepare? In addition, are you interested, excited, and suffi-
ciently knowledgeable about the subject matter to deliver an effective
and enthusiastic presentation? If the answer to either of these ques-
tions is a clear “no,” you should seriously consider turning down the
offer to present.

BEFORE THE PRESENTATION

Some time spent in planning will pay off. Not only will the presenta-
tion be better prepared, the planning process will increase your confi-
dence and be reflected in a more convincing presentation performance.

Define the Parameters

Knowing the parameters beforehand will limit uncertainties and sur-
prises and make you better prepared to deliver a targeted, informative,
and interesting presentation. The most important parameters are topic
and theme, time, program, preservation, audience, place, and ques-
tions. Some of these parameters can be determined prior to the presen-
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tation. More than likely one or two of the later ones will change
slightly by the day of the presentation. It is important shortly before
the presentation to redefine the parameters to make sure that none of
the changes will dramatically affect your presentation.

Topic and Theme. What will you be talking about? Will you be
providing a general overview of this topic or highlights of recent activ-
ities? Where do you want to go in your presentation of this material?

Time. How much time do you have to make your presentation? It is a
simple question to ask, but all too often a presenter finds himself or
herself a number on the agenda or a name on the program. There may
be a general sense that the talk will take 10 minutes or an hour, but no
specifics are provided.

Program. Will there be other speakers presenting? How will the in-
formation in your presentation compare or contrast with the topics
covered by other speakers? What is the order of the presentations? Are
you expected to provide an exciting introduction to the program or a
comprehensive summary?

Preservation. In the age of digital camcorders and cable television,
presentations are often recorded or televised for future viewing or pub-
lic consumption. If you think this could be the case with your presen-
tation, ask. If your presentation is being taped, you should ask for a
copy. This will be a valuable resource for reviewing your presentation
and your presentation style. It will serve as a useful tool if you are
asked to give a similar presentation at a later date.

Audience. To whom will you be presenting? Giving a talk about
trees to a group of executives in the lumber industry would be signifi-
cantly different from giving the same talk to the members of an envi-
ronmental group. Research your audience beforehand. What is their
background and how knowledgeable are they about your subject mat-
ter? What are they expecting from the presentation and how can you
add value to their experience? Are they expecting to be informed,
amused, or challenged? How many individuals are expected to attend
your presentation? If you are presenting to a group or an organization,
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especially one with which you are unfamiliar, take a few moments to
find out more about it. Simple and useful information can often be
found on the organization’s web site or in one of its recent newsletters.
What issues are most important to the members? If the group often
hosts presenters, look for references to past presenters. What did these
presenters talk about, and how were they received?

Place. Where is the presentation going to take place? How are the
acoustics of the space? What audio-video resources are available at this
location? Will you be able to connect your laptop to the audio-video
system at this location or will you need to load your program onto a
computer already at the site? Will there be someone there to assist you
with audio-video equipment? Will there be a stage, podium, micro-
phone, table, chairs? Will the audience be seated facing you, or will
they be seated around dinner tables? (If possible try to avoid big gaps
between you and the audience. Make the setting as intimate as possi-
ble.) If you are using a screen for your presentation, where will this
screen be located? (Try to get the screen set off to the side rather than
in the center of the stage or on a back wall. This will allow you to ref-
erence it more easily and move around the stage more comfortably.)

Question-and-Answer Component. Will there be questions at
the end of the presentation? Will there be a moderator to take ques-
tions or will you be expected to handle them yourself? If there are sev-
eral presenters, will questions be taken at the end of your presentation
or after all the presenters have spoken?

Purpose

Knowing your topic and theme is obviously important in delivering an
effective presentation. Knowing why you are presenting, however, is
equally important. After taking the time to analyze the audience and
assess their needs, decide how these needs can best be met. Four com-
mon purposes for a presentation include persuasion, instruction, in-
spiration, and entertainment. Persuasion is a method for bringing an
audience around to your point of view. Instruction is used to share ba-
sic information about your topic. Inspiration is effective when used
during a change of process, procedure, or direction. Entertainment
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lightens the mood. Often these purposes are used to varying degrees in
a presentation. The important point is that in preparing for your pre-
sentation you take a moment to think about what purpose is the most
important and effective for your presentation and your audience. To
help determine the purpose of your presentation, ask yourself what
you want people in the audience to do as a result of having heard your
presentation. What concepts do you want your audience to leave with?

Preparing Your Presentation

As mentioned earlier, for an effective presentation you can expect to
spend 30 to 60 minutes of preparation time for each minute of deliv-
ery. This means that to deliver a one-hour presentation, one can ex-
pect 30 to 60 hours of preparation. This is realistic given the research,
preparation, and practice that must go into developing effective pre-
sentation materials.

In the current business environment it is often difficult to find
time to focus on any one particular project. Interruptions are common,
and it always takes a little extra time to mentally reengage and focus on
what you were previously doing. If you want to give an engrossing pre-
sentation you need to dedicate your full attention to your presentation.
Schedule an appointment with yourself well ahead of your presenta-
tion date to make sure that time will be available. Forward your calls,
turn off your cell phone and pager, resist the urge to check your e-mail,
and put a Do Not Disturb sign on your door. Sometimes the best ap-
proach is to find a location to work on your presentation outside of
your normal office environment.

Materials. After you have taken time to define the parameters and
ask some important questions about the topic and purpose, it is time
to begin assembling materials for your presentation. This process in-
volves several steps including collection, organization, writing an out-
line and rough draft, editing and then reviewing the draft.

1. Collection. Pull together information that you think best suits
your topic while addressing the purpose of your presentation.
What information do you have on hand? Is there any infor-
mation that is out of date or needs to be supplemented with
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additional materials? Is there anyone who may be able to pro-
vide you with further useful information?

. Organization. Go through the materials you have collected and

sort them into groups based on themes and topics.

Outline and rough draft. Develop a rough outline of your pre-
sentation. What topics and themes are appropriate for the
beginning, middle, and end of your presentation? Expand on
your outline to develop a rough draft of your presentation.
Remember, this is a rough draft. Try to determine what are
going to be the key points of your presentation. Write several
sentences addressing each of the themes and topics contained
in your outline. Try to identify at least five key points. More
than seven key points is an indication that you may be trying
to convey too much information in your presentation. Does
starting with these key points, in light of your overall theme
and purpose, succinctly tell your audience what you are going
to say? Taken together do they successfully summarize your
presentation?

Editing. For many novice presenters, this part of the presenta-
tion process receives the least attention. Given time and en-
ergy constraints, one may decide to wing it with a rough draft
in hand. For most, however, taking the time to edit the rough
draft will be well worth the time and effort. It makes the dif-
ference between a fair presentation and an excellent one. Edit-
ing the rough draft is best begun by letting a bit of time to pass
between the writing and the editing. This allows for a fresh
approach. In the editing process think about how the presen-
tation can move from the written to the spoken word. This
can be done by simplifying and solidifying the text. Cut un-
necessary ideas and words, remove or clarify any jargon, and
shorten sentences. In addition, support your ideas with anec-
dotes and examples. At the end of this process you should
have a written copy of what you’d like to say in your presenta-
tion and how you’d like to say it.

Review. Take the time to thoroughly review your edited draft.
Read though it out loud several times. If possible do this in
front of friends or colleagues. Ask them for criticism and feed-
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back on delivery, content, and style. Is the length appropriate
for the time allotted? Are the ideas conveyed clearly? Are the
overall theme and purpose maintained?

Preparing for Delivery

Once the material has been pulled into a spoken format that stays true
to the theme and purpose of the presentation, it is time to refine the
delivery process. This can be done through the identification of key
words and phrases, the selection of appropriate presentation aids, re-
hearsal, and preparing for questions.

Keys to an Effective Delivery. One of the most important keys
to a successful presentation is eye contact. With a written draft in
hand, some presenters will keep their eyes glued to the printed page
and neglect to make eye contact with their audience. Unless you are
delivering a very formal address or speaking to the press, sticking to
the exact words of the draft can be unnecessary and stifling. For a
more spontaneous and original approach, which involves more eye
contact with the audience, it is useful to identify key words and
phrases in the draft. These prompts will be the basis of your draft or
your visual aids. Stepping away from the script, rehearse your pre-
sentation using these prompts. What do these key words and phrases
convey? How do they fit into the presentation as a whole? Transfer
these prompts to index cards and practice giving your presentation
using these cards. Work toward linking these prompts together in
your mind and using fewer and fewer of the cards. Continue practic-
ing this process.

Presentation Aids. Even though the rough draft developed from
the materials you collected is the main structure of your presentation,
there are a variety of aids that can be used to support your topic,
theme, and purpose. These include computer-generated graphics, mul-
timedia, and overhead transparencies. There is nothing more discon-
certing, however, than a presentation with poor presentation aids.
Instead of supporting your presentation, they detract from it by draw-
ing the audience’s attention away from what you are saying. A Mi-
crosoft PowerPoint slide with a solid paragraph of text will accomplish
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one of two things: It will either put the audience immediately to sleep
or pull all eyes to the screen for the next five minutes as people care-
fully try to comprehend the meaning of the words before them. Use
presentation aids to support the presentation and encourage conversa-
tion between the audience and the presenter. Make sure to have a
printed copy of each of your visual presentation aids in case there are
problems with technology and you need to refer to an important num-
ber or point. Regardless of which aids you use in your presentation, it
is important that all aids meet the following criteria:

v Fit with the script you have developed from your rough draft.
They should either summarize or add value to what you are
saying at a particular point in your presentation.

v’ Flow with the script. Do the aids fit smoothly together with
the topic, theme, and purpose as they develop in your script?

v Are they appropriate for the size and type of audience and the
venue where the presentation is taking place? Does an infor-
mal audience of five need a multimedia presentation?

v Look clear, readable, and consistent from all places in the
room where the presentation is to take place.

v’ Display content simply and effectively. Cluttered and complex
slides take attention away from your presentation.

v’ Use appropriate graphics such as drawings, charts, and graph-
ics to support a particular point or issue.

Remember that the main structure of the presentation is the
script, not the presentation aids. The simpler, clearer, and more precise
you can make your presentation aids, the more effective they will be in
supporting your topic, theme, and purpose. If you have questions
about the quality and clarity of any presentations aids, rehearse your
presentation for a trusted colleague, friend, or family member and ask
for constructive feedback and criticism.

What’s the Point of PowerPoint? Advances in technology have
increased the percentage of information we receive visually. This has
been especially true since Microsoft brought PowerPoint into our lives
and dramatically changed the nature of presentations. Microsoft re-
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leased PowerPoint in 1987 and since then over 400 million copies have
been installed on computers worldwide. Estimates are that it is used in
approximately 30 million presentations each day. Some people are now
surprised if they attend a presentation and PowerPoint is not part of
the program. Many of us, however, look forward to a PowerPoint pre-
sentation with all the excitement of a root canal. A dark room, a blue
background with white lettering, and we struggle to stay awake and
wonder what all that information was about that was flashed up on the
screen only minutes ago. PowerPoint is not a required element of a
presentation, but it can be a useful tool. Remember, it's not the slides
themselves that are the problem so much as it is the content of the
slides and how well the presenter uses them.

One of the biggest problems with PowerPoint is that although
some organizations encourage its use there is rarely any emphasis on
teaching people how to use it effectively. In addition, some companies
and organizations require the use of a particular template or insist that
the organization’s logo be present on each slide. This results in poorly
designed and ineffective presentation aids that detract from a presen-
ter’s ability to establish a personal relationship with the audience.
Some of these problems can be dealt with, while others must be
worked around.

One way to counter these problems is to focus on PowerPoint ba-
sics rather than on text animation, clip art, video clips, and colorful
backgrounds. The more complex a presentation, the more likely it will
upstage the presenter. To keep slides visually simple, use a limit of six
words to one line and five lines to a slide. Also use no more than three
colors per slide.

PowerPoint should be used to provide a map of what you are
talking about and to help provide context for the rest of your presenta-
tion. Don’t use PowerPoint as a surrogate for your speech. PowerPoint
is not a teleprompter. In fact, putting less material on a slide can pro-
vide a unique opportunity for discussion, but make sure that you
know the material you are presenting so as to fill in the details. When
working with the program make sure that you know the technology
well: What cable goes where? How do you advance a slide? These
questions should be answered before you enter the room. Use the
“Notes” view of PowerPoint to write out what you’d like to say in your
presentation. This will serve as a valuable check in making sure that
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what is shown on the slide directly relates to what you are saying. In
addition, it preserves a more detailed copy of your presentation to
share with others or to review at a later date. Don’t spend too much
time on PowerPoint, though, especially if you are not an expert with
the program; time can be better spent working with the core materials
of your presentation and rehearsing your delivery. Minimize the num-
ber of slides you use in a presentation. The fewer slides the better. If
there is additional material that needs to be shared, use handouts.
Learn to use the “B” key, which will black out the screen, giving your
audience a chance to shift their focus away from the screen and back to
the most important part of the presentation: you.

If you are comfortable with PowerPoint and feel that your presen-
tation of the basics is sufficiently covered, take a step or two away from
the bullet point format presented in the PowerPoint templates. Alter-
natives do exist, and these can add meaning and depth to your presen-
tation. Some examples of these are the use of PowerPoint’s text boxes,
diagramming tools, and AutoShapes. If you want to use more graphics
in your presentation, PowerPoint makes it easy to add images—a
chart, table, or diagram. Think about symbols and analogies that can
be used to emphasize your point.

Rehearsal. Similar to the process of editing the rough draft men-
tioned before, rehearsal is another part of the presentation process that
is often skipped over. With a script, a few prompts, and some clever
presentation aids, some presenters are ready to go. Once again, how-
ever, taking the time to rehearse the presentation will prove worth-
while in the long run. It will smooth over rough patches, reveal areas
that may need further attention, and make you more comfortable
about delivering the presentation. Rehearsing in front of others can be
particularly beneficial and can bring up certain things that may have
been overlooked earlier, such as a lack of eye contact, forgetting to
smile, putting your hands in your pockets, or turning your back to the
audience. If you want to make sure you are mindful of these issues
during your presentation, write them down on an index card and place
the card in front of you during your presentation.

During the rehearsal process take a moment to reflect on the style
and content of your delivery. Does your presentation stay focused and
avoid wandering off on tangents? Does it deliver a clear message to
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your audience? Don’t be afraid to fine-tune your presentation in order
to address some of these issues. This will help maintain the focus and
attention of your audience.

Preparing for Questions. Try to anticipate some of the questions
your audience might ask. How can these questions be answered refer-
encing your presentation or your visual aids? Are there any questions
that might require a bit more research on your part?

The Eleventh Hour

After defining the parameters, developing a script, and preparing the
delivery, the time will finally come to give the presentation. There
are several important things to think of in the hours before this mo-
ment arrives. To cover any last-minute problems, you should rede-
fine the parameters, check yourself, double-check your materials,
and arrive early.

Revisit the Presentation Parameters. As mentioned earlier,
some of the parameters can be determined prior to the presentation;
others will change slightly by the day of the presentation. It is impor-
tant to take another look at the parameters to make sure that none of
the changes will dramatically affect your presentation. Review the pa-
rameters and address any concerns or problems. Have there been any
changes in the program or agenda? Has your presentation been moved
in the program? Will someone be introducing you? Who is that per-
son, and does he or she need anything from you prior to your intro-
duction? Will someone be asking audience members to turn off their
cell phones and pagers? You should request this if possible.

Another parameter that often changes the day of the presenta-
tion is the size of the audience, which will have a lot to do with how
you choose to address the formality and style of your presentation.
For small groups of 5 to 10, the presentation will often be informal.
You can remain seated and work to develop a more personal relation-
ship with your audience members. For an audience containing
between 10 and 30 individuals, it is still possible to develop relation-
ships, but the style will probably be more formal. With an audience
of this size, visual presentation aids become useful. When the audi-
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ence size is closer to 100, good presentation aids will become even
more useful. An audience of this size will increase formality further
and make it more difficult to develop personal relationships. When
the audience size surpasses 100, your presentation will be more of a
performance. It is best to use a microphone and try to exaggerate fa-
cial gestures and arm movements.

Changes and difficulties at the location of your presentation can
be a real headache. Give yourself at least a couple of hours before the
presentation to double-check the audio-video resources available at the
location. Are they working? Are you still able to connect your laptop
computer to the audio-video system? Do you need to load your presen-
tation program onto an on-site computer? Do all of your computer-
based audiovisuals run smoothly with the projector? Will you be using
a remote to advance your slides? Who will help you with the audio-
video equipment if there are any problems? In addition, find out ex-
actly where you will be presenting in the room. Where should you be
prior to your presentation? Will a glass of water be available? Where
are the restrooms?

Speaker’s Podium and Its Use. A podium has always been a cen-
tral fixture of lecture halls and auditoriums. For the most part, if there
is a podium in the room a presenter will often be drawn to it like a
magnet. This is not always for the best. Although a podium can pro-
vide a sense of authority and a convenient place to rest one’s water
glass, it can also serve as a barrier and hinder one’s efforts to connect
with an audience. If a podium is present and there is a convener for the
meeting, ask where presenters are expected to deliver their presen-
tations. If the choice is up to you, think about the size and nature of
your audience. With a smaller, less formal group, step away from
the podium so that you can develop personal and individual relation-
ships with your audience members. With a larger, more formal audi-
ence, a podium can serve as a means to minimize stage fright and help
the audience focus on the presenter.

Speaking Attire. What are you going to wear for your presen-
tation? With all the thought you have put into preparing what
you will say and how you will say it, it is possible that this item
has been sidelined until the last minute. The most important thing
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to keep in mind is that your choice of attire should not detract
from the message you are delivering. Dressing conservatively and
neatly will convey the professionalism of your presentation. In the
minutes before your presentation make sure to double-check your
appearance. And did you remember to turn off your cell phone
and pager? In general when planning on what to wear for your
presentation, consider these questions and the following list of
do’s and don’ts from the Executive Communications Group at
http://ecglink.com.

Clothing “Do’s”
v’ Always look professional.

v Dress for the audience, the circumstance, the corporate cul-
ture, and yourself.

v/ Wear clothes that fit.

v’ Make sure your clothes are pressed.

v Keep jackets buttoned (formal).

v/ Err on the side of conservative.

v’ Keep your hair neat and trimmed.

v/ No hair in eyes.

v’ For women: simple manicure, conservative makeup.
v Mild (or no) fragrances.

v’ Ties should be conservative and reach the middle of your belt
buckle.

v/ Lace-up shoes (usually black) with a suit.

v’ A traditional starched business shirt, preferably white cotton
with a suit.

v/ Shirts with a simple collar and cuffs.
v’ A formal but simple watch.

v/ Hair, usually parted to one side, not reaching the top of your
shirt collar.

v’ Over-the-calf socks for men; hosiery should be skin color or
darker for women.
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Clothing “Don’ts”
v/ Wear clothes that talk louder than you do.

v’ Undo multiple buttons on your shirt or blouse.

v Wear clothing that no longer fits.

v Wear wrinkled clothing.

v Use fabrics that have a noticeable sheen.

v’ Let hair fall in your face or obscure your eyebrows.
v/ Have a hair style that requires continual adjustment.
v Use a fragrance that smells from a distance.

v/ Wear an ID badge when you're presenting.

v/ Wear busy patterns.

v Wear garish ties.

v Sport untrimmed facial hair (in some organizations, any facial
hair can be career-inhibiting).

v/ Wear shiny tie pins or clips or big belt buckles.

v’ Wear visible jewelry (other than a watch and/or a single sim-
ple ring).

v Wear distracting lapel pins for men, or dangles, bangles, or
anything noisy for women.

v’ Leave top shirt button open with a tie.
v’ Wear short-sleeved dress shirts.
v’ Wear short socks.

v’ Wear loafers with a suit for men, or open-toe or ultrahigh-heel
shoes for women.

Other Appearance Considerations. Your audience should be
able to see your eyes clearly and easily. If you wear glasses, consider an
antiglare coating for the lenses, which makes it easier to see your eyes.
Avoid any tint (unless medically necessary) and avoid heavy frames
that can obscure your eyes. Any perfume, cologne, or perfumed
grooming product should not be noticeable at normal business prox-
imity. This means that you can exit the elevator and no one entering
should be able to guess that you were there. Also, if you will be in a
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health care setting, you should not wear anything scented because
colognes can aggravate certain medical conditions and allergies.

Importance of Backup Plans and Preplanning

Do not make the mistake of leaving an important presentation aid be-
hind at your home or office. Put the materials you will need for your
presentation in a separate and secure location. Check them carefully
the day before and the morning of your presentation to make sure that
nothing is missing or broken. Bring a backup copy of your visual aids
in a folder or on a CD in case something happens to the originals. Are
there any handouts you want to provide to your audience during or af-
ter your presentation? If so, make sure that you have more than
enough copies available well in advance of the presentation day. Do
you have that index card of what to be mindful of when presenting
(such as looking your audience in the eye)?

In order to do a last-minute check of the parameters, arrive early.
Knowing that the audio-video equipment and your laptop are working
will put your mind at rest and add to your confidence about your pre-
sentation. Take a minute to look over your notes and run through your
key words and phrases. In addition, and if it is appropriate given the
size and formality of your audience, playing host before your presenta-
tion can be a good way to begin developing a relationship with your
audience. Greet audience members individually as they arrive, and ask
people if they are comfortable in their seats and can see the screen. De-
veloping a personal relationship with your audience in this way will
also help alleviate some of your stage fright.

DELIVERING THE PRESENTATION

The time has finally come to take the stage. There are a couple of im-
portant steps that can be taken to engage your audience and make your
presentation informative and interesting. To overcome stage fright, re-
member that for most situations the audience wants the speaker to
succeed. The audience is there because they want to hear what you
have to say. Once you have been introduced to the audience, take a
moment to establish your presence. This is not very difficult, but it

TLFeBOOK



202 MARKETS AND STRATEGY

does involve patience and a bit of confidence. It is done by taking a
deep breath, looking your audience in the eye, relaxing your frame,
and, most importantly, smiling.

The Introduction

Even if someone has already taken the time to introduce you, it is help-
ful to take a moment to introduce yourself. This will quickly clarify a
couple of important points. It lets your audience know who you are,
what you have come to speak to them about, and what credentials you
possess to speak on this subject. This also shapes the audience’s expec-
tations of your presentation.

The best presentations are engaging as well as informative. In or-
der to engage the audience, you need to begin developing a relation-
ship. Get your audience’s attention by showing them that you
understand their concerns and issues, that you are aware of their ex-
pectations, and that you respect their opinions. You can do this by ask-
ing an engaging question, doing something unexpected, or showing
them a unique visual aid. This not only serves to break the ice but also
shifts some of the attention from you back to the audience. One of the
most effective tools for developing a relationship with your audience is
to tell a story. This is not always easy, but an engaging story that is rel-
evant to your presentation will get your audience’s attention quickly
and effectively.

Sometimes, especially during a long presentation, the audience’s
attention might begin to drift. Don’t hesitate to take a break during
your presentation at an appropriate point. A five-minute break can do
wonders for reviving your audience. You might even plan for a break
during the initial stages of planning your presentation.

It is important to remember that when you are developing a rela-
tionship you need to be yourself. Use your emotion as well as the raw
information contained in your presentation to convey your message.
Having a sense of conviction about what you are saying will serve not
only to strengthen your relationship with the audience, but also to al-
leviate some of the initial stage fright you might feel.

Sometimes, through no fault of your own, you will find yourself
in front of an unresponsive audience. It could be due to the poor qual-
ity of previous presenters or the fact that attendance was mandatory.
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Perhaps it’s just that it's 7 A.M. on a Monday morning after a three-day
weekend. Regardless of the cause, no matter what you try, the audi-
ence refuses to display any emotion about your presentation. In this
case it’s best to face facts and move on. Focus on your material and
speak passionately and convincingly. Remember that just because the
audience as a whole was cold and unresponsive, this is not necessarily
true about the individuals that make up the audience. Given another
time or space and some one-on-one contact, you may find that mem-
bers of the audience were receptive to the topic, theme, and purpose
of your presentation.

Body and Voice

Having conviction in what you are saying will be conveyed not only in
the words you use, but also in the way you stand and the way you
speak. In establishing your presence you took a deep breath, relaxed a
bit, and smiled. This process is meant to prepare your body and voice
for the task ahead. During the presentation your stance should be erect
and focused. Your feet should be shoulder-width apart and your weight
should be balanced. Remember to keep your hands out of your pockets
and look your audience in the eye. If you have your index card in front
of you, you won't make the mistake of forgetting this during your pre-
sentation. Avoid turning your back to your audience, don’t lean casu-
ally against a podium or table, and don't fidget with clothing or
jewelry. Your casual stance can come across as disinterested, unpre-
pared, and disrespectful. This is not the impression you want to leave
your audience with after the presentation is finished.

If you are having trouble looking your audience in the eye, look
just over the head of the person sitting in the last row. In this way it
will seem to people in the audience that you are looking directly at
them. Another option is to look at the center of people’s faces rather
than at their eyes. You can also select a few people around the room
you feel comfortable making eye contact with and focus on them.
Choose the option that best suits your comfort level.

In addition to a straight and focused posture, your body language
should also be positive and as natural as possible. When you are trying
to share important information with family members or friends, how
do you approach them? Do you move around and use hand gestures
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and facial expressions? Do you sometimes smile and laugh? Use this
same approach with your audience. It will convey to them that you are
confident, sincere, and respectful.

If you are uncertain about your posture and body language dur-
ing your presentation, make a video recording of yourself during your
rehearsals. Watch the video and keep an eye out for poor posture or
body language and any tendencies that might detract from the focus of
your presentation.

To be truly effective, however, an erect and confident posture
combined with a positive and natural manner must be accompanied by
an effective use of voice. One of the biggest problems that people expe-
rience when giving a presentation is that they begin speaking very
quickly. The material rushes by in a blur and the audience is left
squinting at the visual aids trying to figure out exactly what was said.
Speaking quickly also has a tendency to raise the pitch of your voice
and wear you out quickly. There are a few steps that can be taken to
guard against the tendency to speak too quickly. First, take a deep
breath and relax. Breathing normally will help pace your speech. Sec-
ond, listen to yourself. Do you seem to be rushing your sentences? Do
you feel short of breath? Is the tone of your voice rising? If so, slow
down, work on lowering your voice, and take a breath. Third, if, de-
spite forewarning and practice, you still find yourself speaking too
quickly, get a trusted colleague, friend, or family member to sit in the
front row during your presentation. Visually check in with that person
every couple of minutes and have him give you a subtle hand gesture if
you need to slow down.

Another problem people often experience when giving a presen-
tation is hesitating and saying “um” or “er” when they have lost their
train of thought. A better approach is to pause, take a breath, and refo-
cus. Be conscious of whether or not you have these tendencies. If you
are unsure, make a recording of yourself giving your presentation.
While listening to the recording, follow along in your rough script.
How often do you hear yourself say “um” or “er”? Are there certain
places in your presentation where you have more trouble than others?
Be aware of these problems and work to correct them.

An additional and important element to consider in regard to the
use of your body and voice during your presentation is variation. This
is part of the process of conveying emotion to your audience. While re-
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hearsing your presentation, think about ways to change your body lan-
guage or voice to convey the importance of particular material. Change
the speed and tone of your voice and use inflections and emphasis.
One of the most effective ways of making a point during a presentation
is the use of silence. After making a particularly important point or
summarizing several previous points, pause for a moment and allow
the audience to absorb and reflect on what you have said. Vary gestures
and other body language to convey similar messages.

Humor

The use of humor in your presentation is a great way to further build
on your relationship with the audience and lighten and vary the mood.
Make sure you are confident in your use of humor and use it to sup-
port points in your presentation. Confident, relevant, and natural are
the qualities you want to project to your audience. Avoid using humor
to belittle or make fun of people in the audience. It will detract from
the theme, topic, and purpose of your presentation. As the presenter,
you are the only legitimate target for humor in the room.

Expect the Unexpected

As Dwight D. Eisenhower once said, “In preparing for battle I have al-
ways found that plans are useless, but planning is indispensable.” De-
spite the importance and necessity of all the planning and practicing
you have done in order to deliver a successful presentation, learn to
expect the unexpected. This requires flexibility both in the way you re-
late to your audience as well as in the way you deliver your presenta-
tion. When mistakes happen, and they will, don’t try to ignore them;
this just makes them more obvious. Acknowledge them, deal with
them, and move on. This can be done by deflecting them or countering
them with the use of light humor. Don’t, however, be overly sensitive
to mistakes. In many cases the mistake may be small enough that the
audience may not have even noticed it.

A level of flexibility should also be present in the delivery of
your presentation. A presenter who is too polished, overly confident,
or too prepared can alienate an audience. Be sensitive to how the au-
dience is relating to you and be flexible enough in your presentation
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to lighten the mood or change the style of your delivery. Leaving room
for improvisation will add an element of freshness, realism, and sin-
cerity to your presentation.

Flexibility will also be important if there are any problems with
your presentation aids. Instead of dwelling on any problems, try to ad-
dress them and, if you cannot solve them quickly, make a humorous
aside and talk directly to your audience. Remember that the presenta-
tion is not about the visual aids; it is about you. You have prepared and
you are ready.

CONCLUDING THE PRESENTATION

In developing the outline for your presentation, you organized the ma-
terial you collected into themes and topics with an eye on what would
be appropriate for the beginning, middle, and end of your presenta-
tion. Over the course of your delivery you have carefully developed
these themes and topics in light of the purpose of the presentation. At
the end of your delivery make sure that you bring your presentation to
a close with a concise and effective conclusion. The conclusion should
be succinct so that it leaves your audience with a clear message about
your main topics and themes. Don't repeat the main text; summarize it.
In addition, end on a positive note with energy and confidence. This
will leave your audience interested in learning more about your topics
and themes.

QUESTION-AND-ANSWER PERIOD

Dealing with questions can be as intimidating as delivering the presenta-
tion itself, and some presenters might prefer to skip the process entirely.
To properly conclude your presentation and respect the relationship you
have developed with your audience, you need to allow for questions.
When answering questions, acknowledge the speaker and repeat the
question so that the entire audience can hear it. Avoid getting into a de-
bate or argument, and if you do not know the answer to the question,
admit it. Ask for the contact information of the person asking the ques-
tion and offer to get back to them with a response later.
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POSTPRESENTATION CONSIDERATIONS

After a presentation, the script and visual aids often end up in a folder
casually tossed and forgotten on your desk. It is time to get on with
other things, and if you need to deliver the presentation again, you can
always dig up the folder and use the same materials. This approach is a
mistake and wastes a valuable opportunity to take advantage of your
initial assessment of the presentation. Even letting a couple of days
pass before reviewing your presentation will cause you to forget valu-
able points.

If you were fortunate enough to get a video recording of your pre-
sentation, use it as a tool to examine your presentation for content and
style. If possible watch the video twice, focusing on a different aspect
each time. It would be difficult to cover both aspects at the same time.

SUMMARY

Presentations and communications are critical success factors in to-
day’s competitive organizational environment. Managers find they are
spending more and more time preparing for presentations, and in
communicating their ideas with colleagues, customers, investors,
and other stakeholders. It is essential that managers consider these
presentation opportunities as important to advancing the organiza-
tion’s purpose and in achieving its goals and objectives. Properly pre-
pared, managers can use presentations as an effective tool for success
and opportunity.
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Clapter

Project Management

n this chapter we explore a concept and a practice that has grown

in importance as organizations have become more complex and are

continuously evolving and implementing new ideas, products, and
services or seek to improve existing ones. An organization will create a
project as a way to focus resources on an opportunity or issue and to
serve as a way to effectively organize its efforts to achieve a specific
goal or objective. In a small firm, practice, or business, a project may
be the installation of a new accounting software system or the intro-
duction of a new product or service. In large, complex organizations,
several projects may be in play at the same time, with some midlevel
managers whose only responsibility is the management of a stream of
these short-term assignments. In the dynamic nature of today’s organi-
zational environment, project management is an important concept
and tool to understand and effectively implement.

According to the Project Management Institute (PMI), 74 percent
of all projects fail. The projects can fail from a processes standpoint
(initiation, planning, executing, controlling, or closing), or they can
fail from a weakness in project dynamics (scope, time cost manage-
ment, quality management, human resources management, communi-
cations, or risk). Project management covers a wide range of topics
and issues and is defined as the application of knowledge, skills, tools,
and techniques to a broad range of activities to reach a predetermined
goal or objective. (See Figure 11.1.)
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FIGURE 11.1 Simple Project Management Process

ROLE OF PROJECT MANAGER

It may also be concluded that a considerable number of projects fail
from not having a skilled and experienced project manager to manage
the process. This hole is quickly being filled, however, as companies
recognize that successfully managed projects increase productivity,
yield a greater return on investment, increase profits, and improve cus-
tomer service.

But project management isn’t new. Project management coordina-
tion and planning skills have been used for centuries—even as far back
as the Roman Empire. Project management has also almost always
dealt with the same elemental challenges: incomplete project specifica-
tions and scope definition, insufficient labor, unforeseen challenges, or
unsure funding. The role and job title of the person responsible for
managing these elements, however, the project manager, was not rec-
ognized until the twentieth century.

Another reason for the importance of the role of a project man-
ager is the increasing rate of change in the workplace. Project manage-
ment skills transcend corporations and industries; with change
happening at such rapid rates, whether in technology, business, or con-
struction, project managers are increasingly in demand.

It is important, however, for all project participants to understand
the process of project management. As project-based change increases,
every project participant from part-time team member to executive
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sponsor will be more effective in their role if they understand the
process of project management.

PROJECT SCOPE AND
WORK BREAKDOWN STRUCTURE

Let’s begin with a discussion of the vocabulary and processes that en-
compass project management. The project scope involves subdividing
the major project deliverables into smaller, more manageable compo-
nents. Often this includes the work breakdown structure (WBS). The
project scope is a deliverable-oriented grouping of project elements
that define the total scope of the project. The WBS is almost like a gi-
ant task list of what needs to get done to successfully complete the
project. It is often used to help confirm a common understanding of
what the project scope is. It has the ability to transform one large,
unique, and sometimes mystifying job into many small, more man-
ageable tasks.

The WBS helps to define deliverables and figure out the tasks
that need to get done. The WBS is also a useful tool to help monitor
the progress, verify the schedule estimates, and build project teams
necessary to complete the project. It lists the tasks that need to get
done in a prioritized, hierarchical structure in relation to what needs
to get done in the overall project. Each task should be specific enough
to be able to put a person’s name next to it who will be able to execute
the given activity.

Some of the items on the list will be open-ended tasks. Open-
ended tasks include activities that we are familiar with doing, but don’t
have a specific deliverable or hard product being produced. Examples
of open-ended activities that might appear in a WBS are things such as
“research,” “perform analysis,” or “interview.” Another type of task
might be on the list to perform but need more clarification. “Database”
might be listed, but what does that really mean? Does it mean sort the
database? Clean the database? Load the database? Test the database?
You can see that just putting the word “database” on the list could refer
to numerous activities; therefore, a greater level of detail about the task
needs to be achieved.

The WBS should include a plan for the project and output quality.
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Be sure to take the time necessary to get the quality high enough to
meet expectations. It is cheaper to design and produce a product cor-
rectly the first time than it is to go in after development is in process
and fix it. Steve McConnell, in his book Rapid Development, pointed
out that if a defect caused by incorrect requirements is fixed in the
construction or maintenance phase, it can cost 50 to 200 times as
much to fix as it would have in the requirements phase. Each hour
spent on quality assurance activities such as design review saves 3 to
10 hours on downstream costs.

Product scope and project scope have different qualities. The
product scope can remain constant throughout the process of the proj-
ect, while the project scope can change and evolve and expand. The
project may also focus on the creation and delivery of a service. If
there is no detailed product description, then creating one should be
the sole deliverable for a project. Defining what the project con-
straints are (costs, schedule, resources, material, etc.) won't have any
meaning unless the product specification is complete. This makes
sense because if the project team doesn’t have a clear idea of the prod-
uct specification, they don’t know what they’re building or what
they’re working toward.

Given that a product scope is understood, then, it is important to
define what the deliverables are. What is being produced? Is it a prod-
uct? A service? A new design? Fixing an old problem? It is critical that
the team know what they are working toward and it helps to create
boundaries and focus the team on the outcome.

Deliverables can be either end deliverables or intermediate deliv-
erables. The end deliverable is what the final outcome of the project is
expected to be. The intermediate deliverables are the small pieces of
the puzzle that help the team get there. An intermediate deliverable,
for example, could be the creation and description of a target market,
when the end deliverable is the mass media advertising campaign for a
product or service.

Setting project objectives is critical. They serve as quantifiable
criteria that must be met in order for the project to be deemed success-
ful. Project objectives should be specific and measurable so that they
can provide the basis for agreement on the project. Measurability pro-
vides supporting detail that may be necessary to make a strong case for
a particular outcome.
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PROJECT SCOPE MANAGEMENT PLAN

When the product scope is understood, a project scope management
plan needs to be created. This plan describes how the project scope
will be managed and, therefore, any changes in scope will be integrated
into the project. It also serves as an assessment of the anticipated sta-
bility of the project scope. In other words, it documents the character-
istics of the product or service that the project was undertaken to
create. As shown in Figure 11.2, the project scope management plan
begins at initiation of the project and moves through scope planning,
scope definition, scope verification, and scope change control (should
this be needed).

The initiation phase includes beginning to develop the scope
statement. The scope statement serves to put some boundaries on the
project and keeps the scope from increasing as you delve into the meat
of the project, which is a common phenomenon. The scope statement
should describe the major activities of the project so clearly that it can
be used to assess if extra work is necessary as the project process gets
going. More simply, it serves to detail exactly what has been agreed to
from the beginning. It is understood that changes in the project scope
require changes in the cost, schedule, and resource projections as these
assumptions are made during the project planning and scope writing.
Additionally, the scope statement can be used to help define where the
project’s placement is in a larger picture. This is the ideal place to clar-
ify the relationship of this project to other projects in the total product
development effort.

Initiation

Scope
Planning

Scope
Definition

Scope
Verification

Scope Change
Control

FIGURE 11.2 Project Stages
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Also considered in the initiation phase is the overall strategic plan
of the organization. All projects should be supportive of the perform-
ing organization’s goals, and having a strategic plan helps to make this
possible. The project selection criteria are also very important to clarify
in this phase. This is a good time to look at historical information and
look to the results of previous project selection and performance.

The elements included in the initiation phase may include creat-
ing a project charter. The project charter is the product description and
business needs the project addresses. Identifying and assigning the pro-
ject manager should also be one of the results of the initial phase. It is
important as well during this phase to identify constraints that will
limit the project team’s options and also identify the assumptions. The
assumptions can include factors that will be considered true, real, or
certain during the planning process and that will be more rigorously
examined in the risk analysis phase of project planning.

The scope planning phase includes the scope statement (scope
justification, project product description, project deliverables, project
objectives, and supporting detail).

When the major project deliverables are subdivided into small,
more manageable components, the phase is called scope definition. The
scope definition phase is also where you'll see the creation of the WBS.

The scope verification portion of the system is what may be used
to determine if the job is complete. The process can actually proceed as
soon as a deliverable is complete and can be measured, examined, and
tested. Once verification is attained, you can move on to the next com-
ponent of the project.

After formal acceptance of the scope (scope verification), scope
change control takes place. It is likely that changes will occur after a
project is under way. This phase influences factors that create scope
changes to ensure that the changes being made are beneficial.

A change control system will include:

v/ Recognizing that a change is needed.

v’ Reviewing all requested changes.

v’ Ensuring that any change is beneficial.

v Evaluating the benefits of the requested change.

v ldentifying alternatives that would achieve the same result.

TLFeBOOK



Project Management 2/’ 7

v Identifying all impacted tasks.

v’ Analyzing these impacts and how they affect project perfor-
mance in terms of time, money, and scope.

v/ Approving or rejecting the request.

v/ Communicating the approved changes to all stakeholders.
v/ Changing the baselines for performance monitoring.

v’ Updating the project scope definition.

v/ Implementing the change.

v’ Documenting the change.

It is critical that all change gets documented by the client prior to
the change taking place. The agreement should detail not only what
changes need to take place, but also how each change will occur and
what the impact of the change will be on the overall scope.

Jeb Riordan created a useful flowchart to describe the typical
change control process. It is easier to picture how the decision flows
through question points on a diagram, and it makes the change control
process seem a lot more intuitive.

Once a need for a change has been identified, the request for
change needs to be reviewed. If it is deemed a bad idea to make
the change suggested at that time, the issue is registered but there is
no change order created or acted upon. If it is deemed a good idea to
make the change at the time, it must be determined if the impending
change will impact the project plan. If it will not impact the project
plan, you can go ahead and make the change. If it will impact the plan,
the impact must be assessed and clearly identified, a change order
must be prepared outlining the anticipated changes, and then that
change order must be approved before the change can be made.

PROJECT SCHEDULE

In order to adjust for things such as scope changes, we need to be
sure that there is a solid project schedule in place. The project
scheduling process needs to include the activity definition, activity
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sequencing, activity duration estimating, schedule development,
and the schedule control.

Examples of the primary tools used for project scheduling are
Gantt charts, or Critical Path Method (CPM), PERT (Program Evalua-
tion and Review Technique). Critical Path Method and PERT are pow-
erful tools that help you to schedule and manage complex projects.
They were developed in the 1950s to control large defense projects,
and have been used routinely since then.

Gantt charts are simply a visual look at the major activities in-
volved in a project, arranged so that the viewer will see the time-based
relationships of the component parts of the project. Figure 11.3 is a
Gantt chart showing the activities involved in the purchase and imple-
mentation of a new accounting software system.

CPM helps you to plan out all tasks that must be completed as
part of a project, and it acts as a basis both for preparation of a sched-
ule and for resource planning. When you are managing a project, this
tool can help you monitor the achievement of your project goals to
date. It also helps you to see where you can take action to put a project
back on track if it has fallen behind or deviated from its course.

June

March | April | May | Weeks | Weeks | July | August | September | October |- | January | June | December | Person/Team
1-2 34 Responsible
Assessment of X Joan lead/
the needs and accounting
tasks the new team and
software would managers
perform
Research the X Accounting
programs team
available in the
market
Request X Joan
proposals from
software
vendors
Evaluate X acsgjr;]t/\ -
roposals
prop team
Reassess X Joan lead/
needs given accounting
capacity of team and
software managers
packages
Make selection X Joan lead/
accounting
team and
managers
Install software | X Sam/IT team
Train staff on use X Sam/IT team
of software

FIGURE 11.3 Sample Gantt Chart
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CPM is useful because it:

v Identifies tasks that must be completed on time for the whole
project to be completed on time.

v ldentifies which tasks can be delayed if necessary if re-
sources need to be allocated somewhere else to catch up on
missed tasks.

v’ Helps to identify the minimum length of time needed to com-
plete the project.

PERT is a variation on CPM that takes a slightly more skeptical
view of time estimates made for each project stage. To use it, you esti-
mate the shortest possible time each activity will take, the most likely
length of time, and the longest time that might be taken if the activity
takes longer than expected.

Project scheduling essentially takes the definition of what the
project is and breaks it down into smaller, more manageable tasks. It
also identifies the relationships of each of the tasks to the other tasks.
It illuminates in complete detail the actions that need to take place in
order for the project to get accomplished. It then ensures the necessary
order by using information about the activity duration as well as any
external constraints that might exist. Finally, the project schedule en-
sures that the deadlines are met given the identified constraints such as
labor, materials, and other resources.

PROJECT BUDGET

The next step is figuring out the project budget. Project budget esti-
mates can be derived by using a variety of techniques ranging from
pure estimation based on experience and knowledge to complicated fi-
nancial models. An accurate, detailed cost estimate is necessary as
soon as the project concept gets approval. The cost estimate created
will become the standard for keeping the project costs in line and can
be used by the client, the management team, the project manager, and
the project management team.

A detailed and accurate budget also helps forecast the project
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funding needed and during which phase it will be needed. As the
project progresses, the cost information will also be used to help con-
trol the project, monitor the progress, identify potential problems,
and help to find solutions.

The calculation of the budget isn’t what'’s difficult. We all know
that it’s just a matter of adding up the numbers that we have associated
with the costs of performing different tasks. The trick is getting those
numbers to be as accurate as possible before the expenses have been
incurred. The source of data for the budget, then, is where most of the
time will be spent when it comes to the budgeting process.

The first thing to think about is the internal labor costs. One of
the biggest oversights that occur during the budgeting process is leav-
ing out the cost of internal staff. This can be derived by using the de-
tailed planning model to figure how much of each person’s time is
going to be needed to get the job done. Then you can use the burdened
labor rate. Although the hourly rate of each salaried employee may
vary, you can look to your finance department to create a standard bur-
dened labor rate. This rate is calculated by taking the average cost of
an employee to the firm. It includes the costs for wages, benefits, and
overhead. Most company finance departments keep this established
rate on record so it is not necessary to calculate and recalculate it from
the project manager’s point of view.

Getting an accurate cost for internal equipment used can be more
complicated. If you will be purchasing and using equipment for a sin-
gle project, then it is fairly straightforward to add up the cost of each
piece and add it to the budget. If, however, you will be using equip-
ment that gets used on multiple projects, you should use a unit cost
approach to estimate how much of the equipment will be used for a
specific project. One way to do this is to spread the cost over the time
period of the expected use. Do you expect to use the equipment on 5
projects? 10? 50? Based on these assumptions you can create a unit
cost, or hourly rate, for using the equipment, which can be applied to a
project estimate.

External labor cost and equipment costs are usually simpler to
figure out. This is because contractors have already calculated their
costs for products or services ahead of time. Sometimes these rates can
be negotiated. Under a cost-plus contract, the labor and equipment
rates are written into the contract and the vendor bills the project for
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the amount of labor, equipment, and materials supplied to the project.
Once this has been figured out, you just add it to the overall cost esti-
mate for your budget.

The final piece to consider is the cost of materials. Material costs
will vary widely depending on the nature of the project that you are
working on. The range can expand from materials needed to construct
a building to the materials needed to develop software. The percentage
of the total costs attributed to materials varies just as widely. The first
place to look for the expected costs of materials is in the product spec-
ification or service plan.

Once the project’s schedule and costs have been determined, you
may generate a cash flow projection. Again, it is important to realize
that estimating the costs that go into the budget is the responsibility of
all of the project stakeholders. A cooperative approach yields more ac-
curate results and it helps to reduce the uncertainty of the project.

RISK MANAGEMENT

Next, it is time to manage the project’s risk. Not many project man-
agers realize that managing risk is their primary responsibility, but they
tend to do it without even thinking about it. Risk management is the
total process to identify, control, and minimize the impact of uncertain
events. The objective of the risk management program is to systemati-
cally reduce risk to increase the likelihood of having the project objec-
tives met. In effect, as project managers know, all project management
is risk management. As mentioned earlier, outside obstacles are as-
sessed and accounted for when planning the project.

The project definition takes into account a lot of risk manage-
ment activities. The project definition establishes what the goals and
constraints for the project will be. In this process it is critical to iden-
tify what the risks for your project are. You must identify the sources of
risk in your project. You must then develop a response to each risk by
examining the potential damage and the degree of likelihood of that
risk taking place. Finally, you should implement the strategies that you
develop as a response and monitor the effects of whether these changes
will impact the project. If there are changes that need to take place, be
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sure that all stakeholders are again apprised of the situation and noti-
fied of what changes will take place.

At the end of this whole process, you end up with a solid project
plan. You have identified the key or required staff; the key risks includ-
ing their constraints and assumptions (and have planned responses for
each); the scope and schedule management plans; the project charter;
a description of the project management approach or strategy; a scope
statement that includes project deliverables and the project objectives;
WBS to the level at which control will be exercised; cost estimates,
scheduled start dates, and responsibility assignments that stem from
WBS; performance measurement baselines for schedule and cost; and
finally, major milestones and target dates for each.

PROJECT ESTIMATION

Although estimation, by definition, is making an attempt at forecasting
the future and trying to predict the time and money necessary to pro-
duce the stated result, it is important for your stakeholders that you
get good at accurately estimating when a project will be done and what
will be needed to ensure its completion. This means getting the right
people on board to help make the estimate, making estimates based on
personal or institutional experience, and taking the time and making
the effort required to make good estimates.

One technique used for estimating is called phased estimating.
This means that cost and scheduling commitments need to be given
for only one phase of the project at a time. Not surprisingly, this is a fa-
vorite estimating technique among project managers because it doesn’t
require the whole project time line and costs to be determined all at
once, which is considered unrealistic for some; they prefer to base the
future phases of the project on how the first one or two phases go. The
uncertainty that every project faces at the beginning diminishes as
the project progresses. This approach takes place by first making an
order-of-magnitude estimate for the full development life cycle, with
a detailed estimate for the first phase of the project.

The conclusion of the first phase also means the first meeting of
a phase gate. Phase gates specifically refer to decision points for eval-
uating whether the project development should continue. Reaching
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the first phase gate also means the beginning of the second cycle or
phase of the estimate. Once sign-off has been granted for the first
phase, another order-of-magnitude estimate is made, along with a de-
tailed estimate of the second phase. And the cycle continues like this.
Through this process, the order-of-magnitude estimate gets more and
more accurate and each phase requires assessment and evaluation in
order to continue.

Another technique used in project estimation is called apportion-
ing, or top-down, estimating. With this method, a total project esti-
mate is given and then a percentage of the total project is assigned to
each of the phases and tasks of the project. The WBS can provide a
good solid breakdown for using this estimation technique.

In order for this method to be as accurate as possible, however, it
is critical that, first, the overall project estimate is correct; otherwise
the project estimates for the smaller pieces won't be accurate. Second,
apportioning is based on a formula derived from historical data/experi-
ence of other similar projects. Because of this, it is critical that the pre-
vious projects be very similar to the project at hand. This technique is
rarely as accurate as a bottom-up approach, but can be very valuable
when assessing whether to select a project to pursue.

Parametric estimates are made when a basic unit of work is cre-
ated to be used as a multiplier to size the project as a whole. The esti-
mates are useful for figuring the entire project scope or cost on a
smaller scale and applying it to the whole. It is created by using his-
torical data of how long something took or what resources were used,
and it requires that the estimator develop a parametric formula. Para-
metric formulas take into account certain variables that might occur
during the working process. Will the process be faster or slower at
some times than others due to holidays, seasonal influences, or other
projects that need to be worked on? Will there be a shortage or sur-
plus of materials for any reason? Parametric estimates are more accu-
rate when done at lower levels, but they can still be useful when used
to measure order-of-magnitude estimates. It is most useful when used
during the construction phase of the product life cycle because it al-
lows you to really detail the product specification, and this feeds into
a more accurate estimate.

The most accurate type of estimation is bottom-up estimating.
Bottom-up estimating, however, also requires the most amount of
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work because it makes an estimation of all of the detailed tasks indi-
vidually and then adds them all up for the project as a whole. Although
the most accurate form of estimating, this level of detail usually isn't
available at the very beginning of the project, so it’s best used for build-
ing the detailed phase estimates.

PROJECT TEAM

During the estimation phase, it is critical that you know the skill sets
of the team with whom you will be working. You must know the ex-
pertise of others, even if you don’t know them personally, and be able
to ask for help. It is also important to look at what technology will be
required to complete the project. Does it rely on new technology? Will
you need members of your team to have a new skill set to accommo-
date for the technology? What is the reliability of the technology you
will be using?

The team of people you will be working with on your project
management team is probably the most critical ingredient of the whole
process. It is the responsibility of the project manager to motivate and
guide the team to complete the project at hand. This may oblige the
leader to administer a variety of management techniques to develop a
cohesive group. Change in the process must also be aptly managed.
Managing the execution of the project requires being constantly aware
of the project deliverables, project objectives, project schedule, project
costs, and the quality. Monitoring all of this will allow the project man-
ager to quickly assess when the work of the team is deviating from the
original plan and allow the manager to bring the team back on track.

Project managers have a large task. They must be able to define
and manage quality throughout the project. They must be able to accu-
rately determine the human resource requirements and be able to man-
age them. They must know how to develop and manage project
planning and costs using the techniques discussed in this example.
They must be effective communicators with all stakeholders—senior
management, team members, clients, outsourced resources, and so
on—and they need to be familiar with the supply and contract man-
agement techniques.

The most successful leaders, however, create outstanding teams.
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A successful team has numerous links between team members and
frequent and comfortable communication among them. It is impor-
tant not to overly rely on one person too much with critical informa-
tion, and put the project at risk by consolidation of data or
information. Just as it is important not to rely too heavily on one indi-
vidual, it is critical that there isn’t someone in the middle who slows
down communication or decision making. It is best to allow forums
to be created to draw in resources as needed for decision-making pur-
poses. Finally, you should always make an effort to look outside your
own beliefs to try to ascertain another perspective on what’s going on.
True project leadership means looking outside of what your interests
and outlook are and trying to approach the project from an unbiased
perspective. It might sound simple, but it's more difficult than you
might think.

In an effort to communicate effectively, the project team should
make responsibility or task assignments and deadlines very clear from
the beginning. They need to emphasize, again, the importance of com-
municating with all of the stakeholders: the managers and clients
throughout the execution of the project. Expectations should be stated
and effectively managed throughout the process so that surprises or
disappointments are kept to an absolute minimum. It is also important
that at completion the project is properly closed out.

REPORTING

Close-out reporting is possibly the most neglected activity in project
management. When the project is complete, it is tempting to have the
final product speak for itself. What has been found, however, is that
closing-out activities can bring a high return to the project managers.
The closing out of a project can bring closure to the project in the eyes
of the stakeholders and can also provide an excellent learning opportu-
nity. It provides an opportune time to take a poll of the project partici-
pants and find out how they perceived the process. What can you
change/improve next time as the project manager? Did you learn any-
thing about how the estimation process was done? What did the par-
ticipants perceive to have gone well?

One way to keep all of these learning points from surfacing all at
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once at the end of the project is to measure the progress of the project.
This is also referred to as project control. Part of successfully control-
ling a project is to have project performance measures. These measures
indicate when tasks have been accomplished. It helps you to measure
whether you've completed what you thought you would by the dates
previously established.

You can also take a measurement referred to as earned value re-
porting, or sometimes earned value analysis, which is a method for
measuring project performance. The method takes into account the
planned and actual costs for all completed tasks and compares them.
It combines cost and schedule status to provide a complete current
picture of the project. It indicates how much of the budget should
have been spent in view of the amount of work done so far, and the
baseline cost for the task, assignment, or resource. There are various
ways of calculating the earned value reporting that take into account
variables such as the budgeting cost of work performed, the actual
cost of work performed, the cost variance percentage, and the esti-
mate of completion.

SUMMARY

Project management in its simplest form of understanding is all
about planning. Proper planning can be somewhat complicated, and
to do it well requires delving into what needs to be done from the
very beginning.

Although the practice of project management has been around
for centuries, scholars and project management professionals are
still studying how to make project management better. The value of
face-to-face interaction does not deteriorate, even with the deploy-
ment of virtual project management teams. Projects require leaders
who are trained in both business and technology and have teams
with qualified project management professionals when possible.
There are various preferences and cultural values that weigh differ-
ent communication techniques and interpersonal skills differently.
Perceptions of communication techniques will have an impact on
the end user and the end result of the project, so it is important to
clarify preferences at the beginning.

TLFeBOOK



227

Project Management

REFERENCES

Armstrong, Dan. “Six Degrees of Project Management.” Baseline (Feb-
ruary, 2004).

Godbout, Jaques. “Project Management Mainstays.” CMA Management
(December/January 2004).

McConnell, Steve. Rapid Development. Seattle: Microsoft Press, 1996.

Ramirez, Holley, and Michelle Meyer. “Project Management: Is It Right
for You?” Certification (March 2004).

Riordan, Jeb. “Scope Management.” Project (December, 2001).

Salidis, Frank. “Taming the Wild Project.” Mobile Radio Technology
Sourcebook (December 2004). www.iwce-mrt.com.

Tesch, Debbie, Timothy Kloppenbourg, and John Stemmer. “Project
Management Learning: What Literature Has to Say.” Project Man-
agement Journal (December 2003).

“Unwritten Rules of Project Management.” Times (Malaysia) (February
19, 2004).

Verzuh, Eric. The Fast Forward MBA in Project Management. New York:
John Wiley & Sons, 1999.

TLFeBOOK



Clapten

Management
Information Systems

mation technology (IT) had such a profound impact on busi-
ness in the past 10 years? Maybe the better question to ask is
has information technology changed business or has business actually
created information technology in the past 10 years? Surprisingly, if we
take a look at business in the 1990s, it’s actually less about technology
and more about competition: A continued focus on increased produc-
tivity and efficiency has intensified competition and driven business
toward technology. However, as Diana Farrell relates in the Harvard
Business Review, “With the technology sector in shreds, more than a
few believe that IT changed scarcely anything [in business] at all.”
Today’s business owner or professional can tell that technology
does in fact play a key role in the day-to-day operations. In fact, some
businesses no longer even have a tangible presence but rather exist
only in cyber-land. The transformation from bricks-and-mortar busi-
nesses into e-businesses has leveled off but the role of technology and
management information systems in business is undeniable. In this
chapter we focus on giving an overview of the essentials for today’s cy-
ber-environment and technology-driven organizations and give a par-
ticular focus to MIS.

How have management information systems (MIS) and infor-
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MANAGEMENT INFORMATION SYSTEMS

Management information systems can be described as tools that help
managers organize and make decisions from their data. More simply,
effective MIS aids communication. Unsurprisingly, it’s still true that
people generally accomplish more together than they do apart, and the
old concept of collaboration and communication is still at the core of
business. Management information systems strive to efficiently collect,
format, and communicate information to a wide variety of people. A
number of software packages and applications designed to help you
collaborate more and communicate better will be described later on in
the chapter. First, it is important to have a solid understanding of com-
puting hardware, since these are the tools of processing and communi-
cation used in management information systems.

Key Components of Computing Hardware Tools

Computer hardware is a term to identify the tools that we typically
see when looking at someone’s desk: the computer itself, the moni-
tor, the input devices such as the keyboard, disk drive, CD-ROM and
DVD-ROM, the mouse, and so on. There are also the components
inside the computer that store and process the data that is entered
into the systems.

There are all kinds of computers that range from mainframe com-
puters to handhelds. Mainframe computers are large computers that
are mainly used by companies to manage bulk data processing—they
are very powerful and very expensive. Handhelds, or personal digital
assistants (PDAs), are small, increasingly inexpensive, portable devices
that allow the regular consumer to connect to calendars, e-mail ac-
counts, phone books, telephones, games, cameras, and much more.

Software

The real power and use of what the computer can do, however, is
largely a function of the software that is installed into these various
systems. The most fundamental of the software functions is the op-
erating system OS that runs the computer. Examples of the OS in-
clude Windows XP, Windows 2000, Linux, Mac OC, and Unix.
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These provide different processes through which we operate and
work on our computer systems.

The software directs the computer to perform very specific tasks
such as creating a financial spreadsheet/statement/model, preparing a
slide presentation, or writing a document on a word processing pro-
gram. Specific applications software include programs such as Mi-
crosoft’s Word (word processing), PowerPoint (presentations), and
Excel (financial spreadsheets).

Managing the hardware and software that are used in any business is a

difficult task because it requires understanding the functions of each
and understanding their purposes.

ROLE OF THE CHIEF INFORMATION OFFICER

For the small business owner or professional, you are probably reading
this chapter to learn about the role and purpose of management infor-
mation systems and, in effect, to become the “CIO” for your business.
The chief information officer, or CIO, is the person in the company re-
sponsible for managing all the information collected from the various
hardware and software applications and making sure that the informa-
tion and communication flow is sufficient to meet the needs of the
company objectives.

The CIO Insight Research Company has identified the different
roles of the chief information officer. CIOs are responsible for evaluat-
ing the fit between the company’s strategy and the technology used to
implement its strategy. They are responsible for interviewing and hir-
ing, vetting IT risks and opportunities, monitoring large investments,
auditing IT infrastructure for reliability and risk, and counseling IT
staff on selected strategic issues. This is no small job.

In an article in the Harvard Business Review, Diana Farrell sug-
gests the CIO should be able to answer each of the following 10
questions:

1. Is the company leveraging IT in our most important business
initiatives?

TLFeBOOK



Management Information Systems 23/’

2. Is our management and shareholder information of the high-
est accuracy and integrity?

3. Are we leveraging technology to ensure business continuity?

4. Are we getting the best return on our technology expen-
ditures?

5. Are our businesspeople capable of using and managing infor-
mation and technology effectively?

Are we leveraging IT for business innovation and learning?
Are we capitalizing on the business potential of the Internet?

Are we optimizing the supply and delivery of IT services?

© L~

Do we have the right IT partners?
10. What do we expect from the CIO and IT organization?

It is likely that at least one of these questions has crossed your
mind during the course of running your business or practicing your
profession. The information in this chapter will help you to better an-
swer the questions and become a more effective CIO for your business.

FUNCTIONS OF MIS: TOOLS TO
SHARE DATA IN A UNIFORM CONTEXT

Microsoft Word is one of the most basic software tools and is com-
monly used. It is a word processing application that allows users to in-
put, store, retrieve, edit, print, and share various types of documents.
These documents can also be easily attached to e-mail messages and
sent to various locations where collaborators can work on the same
document. Microsoft Word also has an editorial tool that allows users
working collaboratively to track and illustrate changes to a document
without altering the integrity of the document.

For example, this chapter has been written using Microsoft Word.
An author first writes the content; other contributors and editors
change, format, and edit the content, and then the content from this
specific chapter can be integrated into the larger work. In this sense,
Word is an effective tool in a management information system because
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it is facilitating the way a business operates. Think of the time and ef-
fort saved because with this word processing technology a document
can be shared, stored, transmitted, worked on, and printed.

As even the most basic word processing capabilities grow, it is in-
creasingly possible to keep fewer paper files—a movement toward the
“paperless office.” Although we’ve seen a large trend in this direction,
many business owners and professionals are still uncomfortable get-
ting rid of paper copies altogether.

One of the software applications commonly used for desktop
publishing is Adobe. You may be familiar with Adobe Acrobat, which
is one of the applications of this software that allows people to upload
documents on the Web and have others download the same document;
but unlike a Word document, the formatting and content cannot be
changed, altered, or extracted. Adobe allows the user to input the con-
tent and design and format it in a more intricate manner than a word
processing application allows, for example, into printed material. Of-
ten a desktop publishing application will be used for functions such as
producing brochures, newsletters, calendars, and reports.

Other very useful applications for the small business are spread-
sheet programs such as Microsoft Excel. This software is a very dy-
namic and powerful tool that can create reports and worksheets that
the user can manipulate by using simple formulas such as addition and
division, use complex models that link sheets to each other, and have
them interface with real-time data, depending on the needs of the busi-
ness. The program can also compute statistics, run financial models,
create a variety of charts, and monitor performance. Although many
people are intimidated by numbers, spreadsheets can simplify and sort
data in a user-friendly manner. Spreadsheet programs can also create
graphics or charts generated from data that you input. The graphics
can then be inserted into word-processing documents or presentations.

The impact of electronic mail, or e-mail, has revolutionized per-
sonal and professional communication. E-mail provides a rapid com-
munication tool that can share information, provide updates, and
transport data almost instantly in most cases. E-mail has been adopted
to communicate both inside and outside an organization; it can carry
such important documents as contracts and agreements through the
use of file attachments or simply provide basic messages such as re-
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confirming a meeting. Not surprisingly, software has been created to
help users manage the information that comes through their e-mail
accounts. One such tool is Microsoft Outlook, which allows users to
receive, send, and manage not only their e-mail accounts, but also
their calendars, contacts, tasks, and notes. Software applications such
as Outlook have proven to reduce paperwork and decrease time
wasted in playing telephone tag, with a corresponding impact on in-
creasing productivity.

One of the easiest ways that a small company can make a big
impact is by looking professional in all its communication with
stakeholders. An opportunity to set your company apart from the
competition is by having outstanding presentations that aren’t
merely based on agendas and notes but, technology permitting, have
a polished look projected onto a screen to accompany your ideas. As
discussed in Chapter 10, presentation software such as PowerPoint
allows you to create entire presentations, replete with graphics, au-
dio and video clips, impressive effects, and even prerehearsed timing
tools. It ultimately allows you to combine text with multimedia and
design that are consistent with the professional image that you
would like to project.

If PowerPoint can’t handle all of the multimedia computing that
you would like to use, there are technologies that can integrate me-
dia—voice, video, graphics, and animation—and convert them into
computer-based applications that can be shared and duplicated with
others. One of the expanding uses for multimedia computing is em-
ployee presentations, client presentations, use in conferences, and use
in the classrooms of some of the more advanced educational institu-
tions. Presentation software has the power to focus an audience, pro-
ject an image, and aid communication with unparalleled success when
used effectively.

Another important software application combines information
sharing through a common database with communication via e-mail so
that employees or associates can collaborate on projects. This group-
ware application allows employees to work together on a single docu-
ment simultaneously while seeing what their collaborators are
changing in real time.

As is the case with all of these applications, groupware allows a
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company to increase the scale and efficiencies of its business. Software
allows users to use, copy, edit, share, and track data at record speed
and then allows the diffusion and reach of their work to increase expo-
nentially. Metcalf’s Law states that, in fact, the use of applications such
as those just described increases exponentially by the number of users
that adopt it. For example, e-mail would be fairly useless if just one
person had an e-mail account. E-mail has increased value the more
people adopt it and use it to communicate and share information. It is
important to think about how your business’s stakeholders are com-
municating; which applications are they using to understand the infor-
mation you need to share? In evaluating technologies and applications,
you should always choose those that the majority of your stakeholders
use, if they offer the desired functions, to ensure comprehension and
effectiveness of company outputs.

INFORMATION SYSTEMS FOR DECISION MAKING

MIS is used for communicating, but the ultimate goal is to use these
tools to help make better decisions. In this way, the software used
for managerial decision making should be based on characteristics
of the individual, the task being performed, and how information is
presented.

Jane Carey and Charles Kacmar demonstrate the variety of factors
that go into deciding which technology is best suited for a particular
decision-making situation. These tools and processes have a variety of
functions and purposes, ranging from managing customers through
customer relationship management software, to knowledge manage-
ment functions (sharing and disseminating the “institutional memory”
of the organization), to shipping and tracking the company’s products
OT services.

Decision support systems (DSS), for example, are information
systems that quickly provide relevant data to help people make deci-
sions to choose a particular course of action. For example, a DSS tool
may be able to simulate a situation and predict various outcomes based
on known variables. What will the revenue of an airline be given the
possible number of flights completed (taking into consideration
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weather delays and other unforeseen obstacles), how many passengers
will be on each flight, what number of seats they are sold, at which
price, and so on. A DSS can take into account all of these variables and
come up with various revenue projections based on the possible out-
comes. These tools might be complicated to figure out at first, but
prove to be invaluable in the long run for the amount of time and
monetary resources saved.

Executive information systems (EIS) allow managers to access
the company’s primary databases utilized specifically by top managers.
These systems can be highly customized and typically cater to a spe-
cific industry. For example, one such system describes itself as:

The first comprehensive decision-support system designed for
property/casualty companies. You can project financial results,
discover and mitigate unacceptable risks, optimize reinsurance
structures, test alternative investment strategies, allocate capital
and reveal the sources of value within your company. Don’t
spend your time building models, spend it refining strategies. Fi-
nancial decision-making requires reliable and thorough projec-
tions of the macro-economy and financial markets. [Our tool] is
the most comprehensive economic scenario generator, incorpo-
rating individual security classes, inflation indices and macro
state variables. It models historical relationships across markets,
for realistic simulations that allow for stress-testing that simpler
models can’t achieve.

—DFA Capital Management, Inc. (www.dfa.com)

CHALLENGE OF PROTECTING
AGAINST COMPUTER CRIME

As explored earlier in the chapter, e-mail is an extremely valuable
tool that has found a secure place in today’s business environment,
but it should also be noted that e-mail does have significant limita-
tions with regard to privacy, piracy, and filtering. Not only is there a
risk to your company through electronic mail, but computer crime,
cyberterrorism, and viruses all pose a threat to your business operat-
ing systems.
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Intellectual property is the most valuable part of any business and
as an intangible asset it is also extremely difficult to protect. Just as
computers and software programs offer efficient ways of communicat-
ing, they also provide gateways to unintended/illegal information shar-
ing that is difficult to monitor.

The Computer Security Institute conducted a survey in 2003 that
had disturbing results. The survey showed that 15 percent of busi-
nesses didn’t know whether their systems were attacked the previous
year. And of those who reported that they had had attacks on their sys-
tems, more than half of them never reported it to anyone. Just as crime
on the street has law enforcement officers monitoring and trying to
control it, so does computer crime.

Although the data may seem hard to believe, consider that em-
ployees or outsiders can change or invent data in computing pro-
grams to produce inaccurate or misleading information or illegal
transactions or can insert and spread viruses. There are also people
who access computer systems for their own illicit benefit or knowl-
edge or just to see if they can get in, which is referred to as hacking.
Almost as if it were a very challenging game, computer hacking has
been responsible over the past several years for some of the most seri-
ous crimes in business. One hacking technique referred to as the Tro-
jan horse allows hackers to take over a computer without the user
knowing and capture the password of an investor’s online account, for
example. These are the security issues that clients and companies
have to face as online investing, banking, and account management
become more the norm.

Identity theft, international money laundering, theft of business
trade secrets, auction fraud, web site spoofing, and cyber-extortion
are all schemes that were carried out in 2002 and involved at least
125,000 victims and more than $100 million. And these crimes
didn’t make the Computer Security Institute’s Computer Crime and
Security Survey.

Computer viruses are programs that secretly attach themselves to
other computer programs or files and change, export, or destroy data.
Because viruses are frequently spread through e-mail, it is important to
know who the sender is before opening the message or an attachment.
It is best to use antivirus software to see if the document has a virus or
whether the message should simply be deleted.
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Not only is the Federal Trade Commission (FTC) concerned
about viruses, but Microsoft, together with the FBI, Secret Service, and
Interpol, announced the introduction of an antivirus reward program
in November 2003. Microsoft is involved with funding the program to
help law enforcement agencies identify and bring to justice those who
illegally release damaging worms, viruses, and other types of malicious
code on the Internet.

Other computer crimes consist of actual theft of computing
equipment (laptops and PDAs are particularly vulnerable due to their
small size), using computer technology to counterfeit currency or
other official documents (passports, visas, ID cards, etc.), and using
computer technology to illegally download or “pirate” music and
movies that are copyrighted. With so much potential for computer
crime, what can small business owners do to protect themselves?

The U.S. Department of Homeland Security suggests taking
the following steps if you are worried that your systems have been
attacked:

v’ Respond quickly.

v’ Don't stop system processes or tamper with files if you are un-
sure of what actions to take.

Follow organizational policies/procedures.

Use the telephone to communicate.

Contact the incident response team of your credit union.

Consider activating caller identification on all incoming lines.

SN\

Establish contact points with general counsel, emergency re-
sponse staff, and law enforcement.

AN

Make copies of files intruders may have copied or left.

Identify a primary point of contact to handle potential
evidence.

v’ Don't contact the suspected perpetrator.

In addition, it is important to prevent access to your system and
viewing of your data by unauthorized users. Passwords, firewalls, and
encryption software are useful in this regard.

Finally, it critical to back up your data and computing systems
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in case your system is attacked and you need to retrieve data that has
been altered or destroyed in the process. There are many systems and
ways for backing up data and it doesn’t matter which you choose, but
rather that you consistently and accurately back up your data for
your records.

INTERNET, INTRANET, AND EXTRANET

As businesses and professional practices implement the use of tech-
nology and management information systems, it becomes important
to link these tools together and provide a means for the machines, the
information they produce, and those who use and benefit from the
system to communicate with each other. Thus, computers in an orga-
nization and computers in different organizations form networks to
facilitate the exchange.

You may have heard someone refer to an “extranet” before and
thought the individual actually meant “Internet” because we all know
that that's what most people use to find and share information; but
there are three major types of networks that allow people to access and
share information.

The Internet is what a company uses to connect to the World
Wide Web and communicate with clients and the broader outside
world. This communication happens through e-mail, web sites, and re-
searching, or accessing, public information.

The company intranet, on the other hand, doesn't connect the
company to the outside world, but rather to an internal network. This
wide area network (WAN) connects all of the company’s computers to
allow them to access the same hard drive and therefore be able to share
files and information from a central, internal location.

An extranet occurs when the business or practice is networked to
a variety of stakeholders such as suppliers, dealers, manufacturers, or
distributors. This is a network that is shared among a select set of busi-
nesses that work together closely and need to share information
quickly to efficiently plan and execute their business.

These larger networks define where information is shared and
who can access it; the importance of other computer networks is that
they define how the information is shared.
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COMPUTER NETWORKS AND THEIR IMPORTANCE

Computing systems consist of hardware and software and also
networks. A local area network (LAN) has the capacity to connect
computers to the network from one physical site in the company’s
offices and within different buildings. At the designated site, people
can share both the hardware and software of the system set up in
that location.

LANSs are changing, though, as they move toward a wireless ap-
plication (WLAN) that provides the benefits of networking equipment
without the use of cables and being hardwired. Before you decide
which is best for your business, you should consider the number of
wireless access points, the type of information/data that will be trans-
mitted, the speed with which you will need the data transmitted, the
bandwidth that applications require, mobility coverage for roaming,
and whether the system you purchase will be easily upgradable as the
technology advances.

You should also consider that the WLAN’s speed as it appears
when you buy it might not necessarily be the product’s real-world
speed, because the WLAN is a shared medium and divides available
throughput rather than providing dedicated speeds to the connected
devices such as a dial-up connection. This limitation makes it a little
more challenging to figure out how much speed you will need in the
end. Therefore, it is critical to try to purchase a model that is
upgradable.

Because wireless networks utilize technology that is a form of
broadcasting data through the air, instead of a tailored system of wires,
they present a concern over the security of such systems. When choos-
ing a wireless system, internal security measures must be included to
make sure the wireless data cannot be “hijacked” or hacked into by a
cyberthief or pirate.

Throughput is a major consideration for your wireless deploy-
ment. Consider what types of traffic—e-mail, Web traffic, speed-hungry
enterprise resource planning (ERP) or computer-aided design (CAD)
applications—will ride across your WLAN most often. Network speeds
diminish significantly as users wander farther from their access points,
so install enough access points to support not only all your users but
the speeds at which they need to connect.
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One certainty, however, is that with the advent of wireless, the re-
quirement of sitting in one place connected to a wall to access the In-
ternet is becoming obsolete. A virtual office might be everyone’s reality
in the not too distant future.

Another type of network that is used is the broadband wide area
networks. These are more powerful networks that have the ability to
connect computers in different places by microwave, satellite, or tele-
phone and can link together a large geographical area. These types of
networks are growing, especially in the restaurant business. Restau-
rants are deploying these networks to have a virtual private network
for managing supply chain integration with Web-based food-ordering
and back-office functions. Some restaurants even use them for “front-
of-the-house” applications such as credit card authorization. Restau-
rants that are using this high level of technology include Au Bon Pain,
Chevy’s, McDonald’s, and Arby’s. These restaurants have also shown a
preference for satellite technology for transmitting their data, and this
seems to have been a growing trend in 2003 according to Spacenet, a
WAN service provider. It is not surprising as satellites’ speed and relia-
bility continue to improve.

But the limits of WANSs have yet to be reached. Optimization of-
ferings are hitting the market promising to accelerate applications
with high-end units. They are more scalable and more compressible,
boosting the performance of even the e-commerce sites that carry the
heaviest traffic volumes. This higher-powered technology comes at a
price, though. These systems represent significant costs depending
on the scale of compression, acceleration, and speed you need for
your business.

CATEGORIES OF MANAGEMENT
INFORMATION SYSTEMS

There are three primary MIS categories: transaction processing sys-
tems, management support systems, and office automation systems.
These basic terms are descriptive. Transaction processing systems
handle daily business operations; they collect and organize operational
data from the activities of the company. Management support systems
are used to help analyze the data that is collected and organized; they
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help the manager make decisions by forecasting, generating reports,
and performing other types of analysis. Office automation systems fa-
cilitate communication between people who use the same operating
systems through word processing, e-mail, fax machines, and other
types of technologies.

HOW COMPANIES MANAGE INFORMATION
TECHNOLOGY TO THEIR ADVANTAGE

Before any purchases are made it is imperative to look at what applica-
tions or combination of applications will be best suited to your com-
pany or small business. The technology packages should be planned
out to ensure that the right technology is being used.

The first step in that process is evaluating what your goals and
objectives are for the purpose of the technology. It’s a good idea to have
a collaboration of the needs of the executives, the IT managers, and
other managerial staff who will have specific needs or ideas about the
technologies being used; this can help shift the traditional bottom-
line-driven point of view to a top-down, strategic perspective and in-
crease the staff’s perceived value in the technology.

It is then useful to map the information flow to analyze how in-
formation is transferred from one point to another within an organi-
zation. While this concept itself is simple, it is important to
understand that mapping the information flow can also support a
ranking system to identify the most valuable potential client for in-
formation resource center (IRC) services, create a picture of the
competitive landscape, and help define the necessary actions for
short- and long-term budgeting.

There are three primary benefits to mapping information flows.
The first enables an understanding of how information is used and by
whom. You should ask yourself the basic question of what information
you already have within your organization and then figure out where it
is located and how you can access it. The second pinpoints the ulti-
mate client or key stakeholder for various types of information ser-
vices, as well as where information touches as it passes through the
organization. The third primary benefit helps to focus information ser-
vices on the highest potential opportunities. In other words, it helps
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you clearly identify which information has the highest value and how
you can do a better job at capturing it. This realization can make the
value of the information center even more obvious.

There are numerous consultants who specialize in helping small
businesses map their information flows; here are the generally ac-
cepted five steps to the information mapping system that a consultant
will use.

1. Describe the current situation. What is the company organiza-
tion chart? Who are the clients? Who aren'’t the clients but
still use the system? Once the general idea is generated, it is of
critical importance to drill down even deeper and ask yourself
how well you really know what the client’s needs are. Which
departments do they interact with? What is the sphere of in-
fluence over the account?

2. Describe the potential clients in other business units within
the company and discuss their specific information needs.
This helps to give a better understanding of which informa-
tion needs are, and are not, being met currently.

3. Mapping the potential clients is the next step. This allows a
visualization of the potential areas for overlap, potential for
consolidation of resources, and new solutions for optimal in-
formation flow.

4. As effective decision making becomes more difficult with
complex, competitive, and dynamic working environments, it
is critical to rank the solutions for prioritization. This process
helps you decide which solution will meet the majority of the
company needs while using the budgeted resources. The rank-
ing process can be conducted by assessing the risk activity
within the organization. Even by just assigning each activity
with low-, medium-, or high-risk levels, you can create a pri-
ority scheme for the organization, which allows the best solu-
tion to be found for the least amount of time and effort.

5. The final step in the process is then creating the information
map. Mapping the final solutions to show each department
and the suggestions for their information needs creates an un-
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derstanding of each subset of the organization, highlights the
ultimate client, and results in information solution recom-
mendations for each.

At the core behind mapping information flows is knowledge
management. Many companies have found that as the organization
grows, information that is critical to the company’s success ends up
getting lost, or no one is quite sure who should know it or where to ac-
cess it. As a result, mapping information flows is getting increased at-
tention, but so too is basic knowledge management.

A case study to show how critical knowledge management is for
success is found in the Brixco story. Ashley Braganza of the Cranfield
School of Management noted that Brixco, a 4,000-employee utility
company, found it needed to make radical changes to its working
practices, but was hindered by outdated IT systems and poorly man-
aged knowledge, especially customer knowledge across its four main
functional communities—customer operations, finance, sales, and
marketing. Brixco decided to turn its IT solution project around by
creating, in effect, a “community of communities of practice” that
spanned its four main functional communities. Rather than putting
employee requirements at the center of the system, Brixco asked the
board to prioritize the key objectives linked to the business strategy
for the company. When this was accomplished, a small group of peo-
ple formed a team to identify stakeholders in the process and then
backed into what knowledge the employees needed to deliver to these
stakeholders. This meant that the company was consistent in the mes-
sages being sent out to clients and that the necessary information was
more easily managed. The findings from this company suggest that
people/employees are able to articulate the linkages between knowl-
edge and their day jobs, and through the links to stakeholders’ expec-
tations they can tie their knowledge back to the organization’s
business strategy.

Knowledge management is about sharing organizational collec-
tive knowledge, improving productivity, and fostering innovation
within the organization. It ends up making information more easily ac-
cessible to all who need it and increases the efficiency and productivity
of the company.
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LEADING TRENDS IN INFORMATION TECHNOLOGY

Experts are forecasting a trend toward increased spending on tech-
nology after a cyclical drop soon after Y2K concerns passed. With
antiquated legacy systems getting more and more expensive to
fix, old computers breaking down, and the benefits of mobile com-
puting continually being realized, new technology is expected to
enter the business world with renewed speed. As is often the case
with the gradual diffusion of technological innovation into the mar-
ketplace, telecom and storage services are simultaneously decreas-
ing in cost.

According to Michael J. Miller, editor-in-chief of PC magazine,
the biggest growth opportunity for management information systems
technology is in Web services. He predicts that emerging Web service
standards will promote integration and let companies tie together ex-
isting applications within an organization, connect to outside applica-
tions, and create applications that are entirely new. Due to the
increasing number of applications in the corporate world, Miller also
does not see that just one player (such as Microsoft or Sun Microsys-
tems) will dominate the market.

Mimicking the security issues discussed earlier, Miller sees that
security is the biggest obstacle for continued growth in the sector and
that both consumers and businesses will need to address issues of se-
curity better.

Another trend in MIS is what is referred to as business process
management (BPM). As has been illustrated in this chapter, there are
myriad applications and packages that can be used for the IT enthusi-
ast. A new trend that is emerging in the area, however, is business
process management. BPM is recognized as one of the fastest growing
technologies in the software world with a market value of over $400
million in 2003 (according to an analyst in the Delphi Group). The in-
novation of the technology finds its roots in automating the processes
that involve people. It includes capabilities derived from process mod-
eling, process monitoring, application integration, and rapid applica-
tion development tools.

Additionally, there is a trend toward integrating different tech-
nologies. As mentioned earlier, PDAs can now include telephones
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and cameras, but there has also been the creation of “palmtops”
and Web phones. These innovations in technology are going out-
side the communication realm and now migrating toward regular
household appliances such as washers, refrigerators, and even
microwaves.

One of the greatest trends in the world of information systems,
however, is a shortage of the people who can help integrate, install,
and run these information systems. Companies are finding it increas-
ingly difficult to stay current with the latest technologies and are facing
a shortage of IT personnel. This can be seen as an excellent opportu-
nity for the technologically inclined, but can be a competitive hin-
drance to a company that simply can’t access the resources needed to
keep up in its industry, and to its clients as well. In the future, the
trend toward IT outsourcing will continue and most likely make the
reliance on consultants even greater.
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E-Commerce and Uses
of the World Wide Web

merce, and the World Wide Web is a worldwide collection of

computer networks, cooperating with each other to exchange
data using a common software standard. Though considered by many
as a new technology, the Internet has been around for several decades.
Originally known as ARPAnet, the Internet was created in 1969 by the
U.S. Department of Defense as a nationwide computer network that
would continue to operate even if the majority of it were destroyed in a
nuclear war or natural disaster. It was not until 1992 that commercial
entities started offering Internet access to the general public, and the
business world has not been the same since.

The Internet is the starting point for an exploration of e-com-

THE EFFECT OF THE INTERNET ON BUSINESSES

Over the past decade, widespread Internet and e-mail access have radi-
cally changed the way companies do business and communicate with
their employees, vendors, and customers. Consumers and businesses
purchase products and services such as $2,000 laptops and airline tick-
ets by paying with credit cards via the Internet without ever speaking
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to a customer representative or salesperson. Many companies allow
customers to track the status of their orders online to see when their
products shipped and when they are scheduled to arrive, again without
ever speaking to a customer representative. When companies such as
Amazon and Priceline emerged, their business models revolved around
conducting 100 percent of their business online, eliminating the need
for costly bricks-and-mortar outlets. More and more consumers are
paying their bills online as they become comfortable with online secu-
rity, thus eliminating the need to pay postage and write checks for each
bill using the traditional snail-mail method. Today thousands of adults
are getting their undergraduate and master’s degrees online without
ever attending an actual class or meeting their peers or professors, who
teach the classes online. There are few businesses or organizations iso-
lated from this transformational wave of technology and innovation.

INTERNET FACTS

According to www.internetworldstats.com, the total number of Inter-
net users worldwide as of February 2004 is 719.3 million. This is ap-
proximately 11.1 percent of the total world population of 6.45 billion.
IDC Research predicts that this number will exceed one billion users
by the end of 2005. The United States is still the country with the
highest number of Internet users at 186.5 million, 63.3 percent of the
total population of the country, which stands at 295.5 million. Asia
ranks highest as the continent with the most number of Internet users
with a total of 229.82 million. North America is second at 203.38 mil-
lion versus 203.28 million for Europe. Additionally, the countries
with the highest percentage of the population using the Internet in-
clude Sweden (76.9 percent), Netherlands (66.0 percent), and Aus-
tralia (64.2 percent).

DESCRIPTION OF TYPICAL INTERNET USERS

According to the UCLA World Internet Project’s findings based on re-
search collected from 2002 to 2003, in general, around the world men
are more likely (in some countries, such as Italy and Spain, much more
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likely) to use the Internet than women. However, in countries such as
the United States, Sweden, and Taiwan, the ratio of men to women
who use the Internet is nearly 1:1.

It is interesting to note that according to the study, the average In-
ternet user watches less television than non-Internet user counter-
parts. For example, in the United States, Internet users watch 5.2
hours less television per week. Internet users are also more likely to
spend time reading books and engaging in social activities. They also
tend to be more educated and have higher total household incomes.

DEFINITION OF WEB-BASED
SYSTEMS AND E-COMMERCE

A Web-based system is a business process that is supported and ac-
cessed online. For example, e-commerce, a Web-based system involv-
ing purchasing products online, may include features such as charge
card approval systems and customer order tracking systems, which
provide companies with the opportunity to sell their products and ser-
vices online more efficiently. Many internal employee Web-based sys-
tems such as payroll, vendor selection and ordering, time sheet, and
expense report submissions are also examples of Web-based systems.

As an example of how Web-based systems are changing the way
organizations harness the power of the Web, let’s look at the payroll
function. Companies have to provide their employees with benefit in-
formation, taxes paid, vacation/sick days remaining, and so on each
time they get paid. To complicate matters even further, of the people
on payroll, some are contractors and part-time workers, while others
are considered regular employees. If the company’s payroll system is
Internet-based, data can be entered by disparate reporting units, in a
wide array of geographic locations, away from the headquarters’ ac-
counting and payroll office, if needed. The online system is able to
keep better track of the number of vacation days, amount of 401(k)
contributions, and health insurance deductions on each employee’s
pay stub.

The process of accounting for employees’ time can also be auto-
mated, eliminating the need for manually totaling payroll hours and
time cards, reducing the number of errors, and providing immediate
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real-time data for managers, allowing them to make more department-
specific, accurate, time-sensitive decisions. A Web-based payroll sys-
tem is beneficial not only to human resources staff, but also to
employees. They no longer have to make copies of their time sheets
when they turn in the originals because past time-sheet records are
available on the Internet for viewing and printing, and they no longer
have to worry about calculational errors while adding numbers be-
cause the time sheets are automatically calculated online. The system
also enables employees to fill out their time sheets while they are away
from the office, which is especially convenient for those who spend a
significant amount of time in the field.

Clients also appreciate suppliers and service providers who use
Web-based systems. Not only does providing clients with access to in-
formation on your web site save them time, it saves you time as well.
Allowing clients to access old reports and data from previous and cur-
rent projects by using a password online saves you from having to
take time out of your busy day to print out the report and ship it to
the client. The client is able to log in online and make copies of the re-
port himself, and the benefit to him is that he can access the informa-
tion immediately. He does not have to wait for you to return from out
of town to print his file and then wait another day or two to receive it
in the mail. Clients can also access project and budget updates, partic-
ipate in virtual conferences and meetings, and retrieve invoices on-
line. While clients find the online process to be convenient and quick,
your company saves time and money and also benefits from the
“stickiness” factor. Once a client gets used to accessing information
using your system, she will be less likely to switch her business to one
of your competitors. As discussed in Chapter 8, this notion of switch-
ing costs is a key driver of customer loyalty and competitive advan-
tage. Once clients understand and build trust in your system, they
will be less likely to risk working with a company that does not offer
this service to its clients or spend the time to learn how to use another
company’s system.

An example of a company that takes advantage of the stickiness
factor is Bank of America. The company used to charge customers for
online banking, but now it offers the service for free. The bank realized
that once customers spend time inputting all the information required
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to use online banking and learning their system, they will be less likely
to move their account to another financial institution.

Another Internet-based system that many companies have imple-
mented is electronic bidding for products and services, meaning that
proposal bids are sent electronically instead of via regular mail or pa-
per-based systems. Benefits to companies of the electronic bidding sys-
tem include the arrival of bids in a consistent, legible format free of
calculation errors, and a reduction in the amount of man-hours and
other resources needed to print, distribute, and edit bids. The suppliers
who are bidding also benefit from the process because they have access
to project bidding information 24 hours a day, and they can send in
their bids even when they are away from their offices. Additionally, the
number of errors made on the forms is reduced because the system de-
tects them and will not accept them unless they are completed in their
entirety and are free of errors. Other advantages of electronic bidding
are the elimination of travel expenses and confirmation of delivery of
bid on the supplier side.

Although they may cost several thousand dollars to set up and
their maintenance and support functions may have to be outsourced,
in general Web-based systems are more cost-efficient since they save
on printing, human labor, mailing, and invoice costs.

As customers grow more comfortable with security issues regard-
ing purchasing products online, Jupiter Research predicts e-com-
merce—purchasing products or services online—will continue to grow
over the next five years, specifically among small businesses that have
established a reputation among consumers for being entities that are
legitimate and trustworthy. In addition, Jupiter Research predicts e-
commerce will grow from $65 billion in 2004 to $116 billion by 2008,
and the percentage of U.S. consumers who purchase products online
will increase from 30 percent in 2004 to 50 percent by 2008.

ADVANTAGES AND
DISADVANTAGES OF E-COMMERCE

While e-commerce is expected to continue growing over the next sev-
eral years and trending toward wide adoption to sell products and ser-
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vices online, there are many challenges that should be considered be-
fore implementing an online selling system for your company.

One major concern among consumers is that of security and pri-
vacy of personal information. Consumers want to be assured that the
personal information they provide on a company’s site will not be sold
to other companies for marketing purposes. Others are wary about
technology that tracks personal information such as web sites visited
and items purchased by customers. A major barrier for consumers who
still do not purchase products online is the fear that a web site is not
secure and that their credit card number or other personal information
will be accessed by hackers.

Another reason many consumers choose not to purchase online is
because of viruses. While in the past viruses were often spread by
opening an infected e-mail, these days simply surfing the Internet is
enough to be vulnerable to getting a virus. System downtime is an-
other problem associated with e-commerce sites. Whether the down-
time is a result of system maintenance, server issues, hackers, or poor
system administration, it can have a negative impact on sales. If cus-
tomers are unable to purchase from your site due to technical prob-
lems, they may become dissatisfied and visit the web site of your
competitor instead.

Although there are several challenges associated with e-commerce,
there are also many advantages to selling products online for companies
and customers. One advantage for companies is cost savings through
lower inventory management, customer service, administration, and
communication costs, order tracking, and integration with the com-
pany’s accounting system. Web orders can be sent directly to the ware-
house, which allows customer service representatives to focus on larger
customer orders, while smaller orders can be handled more efficiently
online. Detailed purchase history reports on each customer allow com-
panies to design customized online purchase deals for customers who
have not purchased from their sites in several months or reminder no-
tices to order specific products for customers who purchase specific
products on a regular basis. Current online inventory reports can aid
in projecting inventory depletion and assist with product restocking
information.

Manufacturers of products have the advantage of being able to
sell directly to customers by bypassing the intermediary if they sell on-
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line and are able to pass along some of the savings to their customers.
Another advantage to companies is that sending e-mails to customers
is an effective low-cost way of sending customized messages about up-
coming products, special online purchase offers, or shipping and order
confirmations. Additionally, specific customer information can be
stored for repeat customers, making it easier to analyze customer
groups. Benefits to consumers include 24-hour shopping, conve-
nience, lower prices, special online promotions, comparative shop-
ping, and proactive feedback from the company regarding stock-outs
or delays in shipping.

E-COMMERCE TRENDS

Mitchell Levy of CEOnetworking has compiled a list of top technol-
ogy-related trends for 2004. Of the top 10 trends on his list, two are re-
lated to e-commerce: the increase of spam and viruses and the
continued growth of e-commerce.

According to The Washington Post, spam or unsolicited commer-
cial e-mail accounts for about 50 percent of all e-mails. With the help
of special software, spammers can generate various combinations of
letters and numbers and place the name of a common Internet service
provider (ISP) such as AOL after each @ to create a list of millions of
e-mail addresses, many of which are actual e-mail accounts. Although
as of 2003, 26 states had antispam laws, many people still continue to
send out spam since they are unlikely to get caught, and it is an inex-
pensive way to reach customers. The fact remains that although only a
handful of people out of a thousand people who receive a spam mes-
sage open it and eventually make a purchase, spammers find it worth
their time to spam because the amount of sales generated is higher
than the cost to distribute spam. This creates a problem for legitimate
companies that are sending out e-mails to current or past customers
who may delete them thinking they are spam. Even though many be-
lieve there should be a ban on spam similar to the ban on unsolicited
faxes that came into effect in 1991, others argue that banning spam vi-
olates spammers’ rights to free speech.

As more and more small businesses go online, e-commerce will
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continue to grow in the coming years. According to e-Marketer, 80
percent of small business were online as of 2003.

E-commerce will continue to grow based on wider acceptance,
reliability and security and that growth will accelerate on a
multiplier to economic recovery. That is to say that e-commerce
as a route to market will gain disproportionately from economic
recovery.

—TJeff Drust, vice president, e-business, Autodesk, Inc.

Online sales will continue to rise. Convenience and familiarity are
at work here. Those who have not bought will and those who have
will buy more.

—Jim Sterne, president, Target Marketing

STEPS IN DEVELOPING
AN E-COMMERCE STRATEGY

Depending on whether your company is currently selling online, the
following section may either help you set up a web site or make your
web site more successful. The first thing you should do before you be-
gin the setup is determine what you expect to achieve by creating a
web site. Without determining the scope of the project, it is impossible
to be fully prepared for all the steps involved in the process. Be sure to
consider the following:

v/ What are your goals and objectives for creating this web site?
v Which products or services will be provided?
v/ Who will the target market be?

v Should you hire an outside firm to help develop and maintain
the web site or should you handle it internally?

v If the system will be handled internally, can you afford to hire
a system administrator, Web copywriters, Web designers, pro-
ject director, and/or software engineer?

v How will selling online affect your current relationships with
your vendors, salespeople, and employees?
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v Will a Web presence contribute to “channel conflict” or the
concerns by intermediaries that they may be bypassed by cus-
tomers, who will be reaching you directly?

Where will the funding for the web site come from?

How much do you expect the total project will cost?

AN NI N

Can your current purchasing, accounting, and supplier sys-
tems be integrated into the web site’s system?

v’ Do you have the infrastructure and customer response capa-
bilities to support volume from the Web?

Setting Up a Web Site

Once you have determined the scope of your web site project, the
next step is to begin setting it up. First you have to create a domain
name that is unique, yet descriptive. To make sure that you choose a
unique company name, you may want to consider working with a
lawyer or name consultant to avoid the hassle of having to change the
name of your company later after finding out the name you picked al-
ready belongs to another company. After you have picked out a
unique domain name, the next step is to contact a Web hosting ser-
vice to secure and register your new domain name. A Web hosting
service hosts your web site on its server. It also offers many features
that you may select from such as offering a shopping cart on your site.
Although it is possible to host your web site on your own server, this
method is not recommended because of the high costs involved in do-
ing so. The more people who visit your site, the more storage space
you will need and the more money you have to pay; make sure the
plan you pick allows for growth.

Although you may hire an outside firm to develop and maintain
your web site, if you plan to make minor changes such as changing
prices on the site you may want to consider having the necessary tools
in your office to handle these minor changes yourself. For example,
you need to consider how your site interacts with major Web browsers
your customers are likely to use, such as Netscape Communicator and
Microsoft Internet Explorer browsers. Since your customers will use
either one of these browsers to access your web site, you need to test
any changes you make in both formats to make sure the changes will
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not cause problems for customers using either browser. You should
also consider purchasing a file transfer protocol (FTP) program to up-
load any new files to your web site and a text editing software program
such as Notepad that comes with Windows. Other tools you may want
to purchase include HTML editors and tutorials, a digital camera, and
graphics equipment.

Web Site Content

There are many things to keep in mind when developing the content
for your web site. In general, web sites should be easy to use, clear, and
concise, and should contain accurate and updated information. While
you want to make sure your web site is interesting enough to entice
visitors to continue browsing and clicking, you do not want to use
graphics that take so long to appear that visitors become frustrated and
leave your site. Be sure to offer visitors the option of viewing your page
in another format if it takes too long to download, and keep your pages
short so they download faster and eliminate the need to use the scroll
bar. It is important to remember that your web site should be consis-
tent with your company’s established brand, logo, mission, culture,
and philosophy to avoid confusing customers, employees, and suppli-
ers. Make sure your web site is user-friendly and easy to navigate. Also
include a site map, and “contact us,” and FAQ (frequently asked ques-
tions) pages.

Alicia Sequerah, CEO of Womenetwork.com, also suggests using
effective marketing copy on your web site, as the site is a part of an in-
tegrated marketing strategy. Sequerah suggests that companies should
use more “you” phrases rather than “we” phrases to show customers
how they will benefit from purchasing your products. For example, try
using “You get . ..” rather than “We offer . ..” solutions to problems
your target market is experiencing.

Test Your Web Site before Going Live

Once the web site is set up, all pages and features should be tested. Try
to send an e-mail from the “contact us” section; try to purchase some-
thing from your shopping cart using a credit card; make sure that a
confirmation e-mail is sent to your e-mail address and another e-mail
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is promptly sent to your supplier; see how long it takes your home
page to appear completely; try to send in a bid. Just make sure you test
all parts of the web site. Upon successful completion of internal test-
ing, the next step is to conduct focus groups or one-on-one interviews
with current customers, vendors, clients, and prospective customers to
find out what they like and dislike about your site, as well as to ask for
suggestions on how to improve it. Once the system goes live, if it does
not work properly you risk frustrating or alienating customers, em-
ployees, and suppliers; so it is best to test it thoroughly and get feed-
back before going live even though you may have to spend more
money than you initially thought.

Web Site Maintenance and Refreshment

Just because your web site is up and running does not mean that your
work is done. Your web site needs constant refreshment, refinement,
and incremental, continuous improvement. Product prices, availability
and descriptions, phone numbers, employee contact information,
news and press releases, and all other sections of your web site must be
updated on a regular basis. Additionally, to increase the number of
times customers visit your web site, you should give them a reason to
revisit your site. Give them the option to bookmark your web site, au-
tomatically add them to your newsletter, customer discount, and order
reminder lists (also extend them the option to decline this offer), offer
links on your web site to complementary web sites your target market
would find interesting, offer sweepstakes or contests online, and make
changes to the web site based on customer feedback. Every visitor to
your web site is a potential customer. Implement ways to capture, and
keep in touch with, visitors to your web site!

Promoting Your Web Site by
Attracting a Target Market

Your company may have a great web site, but you should not subscribe
to the Field of Dreams approach to web site development (“If you build
it, they will come”). You need to make some adjustments so you can
reach your target audience, and conversely, so your customers will find
you. According to Dr. Ralph Wilson, an e-commerce consultant, there
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are many things a company can do to try to reach its target audience.
One thing he suggests companies do is track the number of visitors
who visit their web sites. Your hosting service should be able to pro-
vide these figures to you each month. Some specific things you can
track include:

v Agent log—record of links used by those who visited your site.
v’ Browser—Which browser do your visitors use?
v’ Entry page—Which page of your site do visitors see first?

File—number of times a particular file is accessed.

SN

History—analysis of specific features over several months’
time.

Impressions—number of times a logo is viewed.
Path—page sequence followed by visitor.
Repeat visitors—number of repeat visits from same address.

Sales—Dby frequency, volume, and sales amount.

S XXX\

Sessions—number of times site has been accessed by the same
user in a specific amount of time.

v’ Time—amount of time visitors spend on each page.

Something else Dr. Wilson recommends is submitting your URL
to search engines such as Yahoo! by clicking on the “Add your URL”
link on their web sites, and submit your site to directories such as
About.com. You will be prompted to write a short description of your
web site, so think about what words people would plug into search en-
gines to search for your products and services before submitting the
description of your web site.

Additionally, you should try to find web sites that complement
your products and services and place reciprocal links or banner ads on
them. Writing articles for another web site’s newsletter is another effec-
tive way to spread the word around about your web site. Try develop-
ing your own newsletter, and e-mail it to those who visit your web site
once a quarter. This helps keep your company on their minds. Provid-
ing readers with the option of e-mailing your newsletter to a friend is
another great way to make people aware of your web site. Lastly, don’t
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forget to add your web site address on all your company’s brochures,
stationery, and so on.

Efficiencies of E-Commerce

Once you take the time to set up e-commerce on your web site, you
can leverage the benefits. When a customer places an order, an e-mail
is sent to his e-mail account, thanking him for placing his order with
your company. Another e-mail is sent to your company’s warehouse, a
supplier’s warehouse located nearby, or a manufacturer—whichever is
responsible for shipping the products. Products can be shipped di-
rectly to the customer without having to be sent to your company,
which not only shaves a few days off the total shipping time, but it also
eliminates additional shipping, inventory tracking, and storage costs.
When the order has shipped out, an e-mail is sent to the customer’s ac-
count alerting him of an estimated shipping arrival date and a link to
the shipping company’s online package tracking system. Because the
customer paid for the products and services with a credit card, there
are no invoices or late payment hassles to deal with, which eliminates
the need for more staff. The automated system can also e-mail re-
minders to customers about purchases, special online offers, and up-
coming new products and services.

You should consider outsourcing the product fulfillment and in-
ventory management processes so that you can focus more on your
company’s competencies. These companies handle everything, includ-
ing setting up the software; running daily, weekly, and monthly ware-
house inventory reports; packing and verifying your orders; and
shipping them out.

Monitor and Track Visitors and Sales

A major advantage to having a web site is being able to track visitors’
behavior. All customer and visitor data should be tracked and analyzed
on a regular basis. Once the data is properly analyzed, customers can
be grouped and targeted with customized offers, which can enhance
sales. It is important to monitor the success of your web site so that
you can make changes to enhance efficiency and sales even further.
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HARNESSING THE POWER OF A WEB
INSIDE—CREATING A SUCCESSFUL INTRANET

While the Internet is an international network of computers linked to-
gether, an intranet is an internal network that can be accessed only in-
ternally and usually is accessed through a password by authorized
users such as employees, existing clients, or customers. Allowing
clients to access project and budget data, invoices, and old reports
through a password is an example of an intranet.

The key advantage to implementing an intranet is improved com-
munications; an intranet facilitates employees sharing knowledge with
each other, collaboration on work-related documents, learning the lat-
est company news, and socializing outside of work and forming
stronger bonds. Additionally, intranets can save companies money on
printing, paper, and distribution costs. They can also increase produc-
tivity and efficiency.

For example, if employee directories, benefits information
(401(k), health insurance, etc.), holidays, upcoming events, company
organizational charts, and policies are posted on the intranet, employ-
ees spend less time searching for paperwork or calling employees in
other departments for answers to their questions. Employees can also
receive information regarding news and announcements simultane-
ously and in a timely manner rather than having to wait for the infor-
mation to be announced in the next staff/team meeting or distributed
in their internal mailboxes. This sharing of information makes em-
ployees feel like they are an important part of the organization. As a
result of improved communications and efficiency, employees are
more likely to be satisfied with their jobs and become more loyal to
the company, thereby increasing employee retention and improving
customer service.

To ensure that an intranet is successful, the information on it
must be consistent with the company’s brand, business objectives, and
mission. Additionally, enough staff and resources should be allocated
to promote and implement the intranet as well as adequate staff to
maintain and refresh it.

When thinking of a domain name for your intranet, think of a
name that is consistent with your brand. For example, Southwest Air-
lines’ intranet is called Freedom Net, based on its external brand “A
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Symbol of Freedom,” which is easier to remember, more energizing,
and powerful than www.southwest.com/employees/intranet.

The best way to find out what information should be included in
your intranet is to conduct interviews or focus groups with employees
from various departments.

Incorporating intranet objectives in regular strategic planning
helps to ensure that the intranet is aligned with your company’s goals
and objectives each year. Ideally, you should consider a team approach,
incorporating input from a diverse set of users’ needs and perspectives
to review and refresh the intranet. The intranet strategist would moni-
tor performance against objectives, track the budget and resources al-
located to the project, and ensure that standard procedures are
implemented in the layout of pages. The intranet operations person
would be responsible for the day-to-day operations of the site, which
includes interacting with other departments such as human resources
and marketing to obtain updated materials. The intranet developer’s
main job is to determine ways in which to improve and enhance the
intranet. However, depending on how large your company is, you may
assign only one person to be responsible for all three major tasks or
find this function to be well served by outsourcing to a consultant.

Along with analyzing suggestions that employees send via the on-
line suggestion box, employees should be surveyed on a regular basis
about the intranet’s content and design, and results should be available
on the intranet for all employees to see. If changes are made as a result
of feedback from employees, be sure to mention this on the intranet to
prove to your employees that you value their feedback and make them
feel like they are actively involved in the process.

Simply alerting your employees via e-mail that your company has
implemented an intranet may not be enough to entice them to use it.
You need to get them energized and excited about the intranet. Perhaps
you could provide lunch for your staff one day and explain how to use
it and what the benefits are to them and to the company. You can also
create a formal implementation plan and publicize it internally by us-
ing testimonials and specific stories from employees who have tested
it, with confirmation about how easy it is to use and what the specific
benefits to them are. In addition, you could also mail out an announce-
ment letter or even hold an intranet launch party.

The success of your intranet depends not only on adequate staff,
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funding, and site content, but also on senior management buy-in. If se-
nior management fails to actively support the intranet, it will be a chal-
lenge to convince others to use the system. If company leaders expect
their employees to use the intranet, they must lead by example and use
it themselves.

SUMMARY

Harnessing the power of the Web and technology is a vital part of an
organization’s success and future. To remain competitive in today’s
business environment, companies must retain their employees, im-
prove communications with clients and employees, improve produc-
tivity, increase efficiency, and reduce costs. Implementing an intranet
and integrating the Web into a strategic plan can help achieve these
goals. While web sites can be used as marketing and sales tools, they
can also be used to improve internal organizational efficiency by
streamlining the order, tracking, and vendor bidding processes. In to-
day’s complex, competitive world, technology can be a powerful ele-
ment in attaining competitive advantage, lowering costs, increasing
customer satisfaction, and achieving long-term success.
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Quality
Management
Systems

or more than two decades “quality” and “quality manage-

ment systems” have been leading buzzwords in the busi-

ness world. Numerous consultants have built their careers
around these topics, and quality issues in business have been re-
sponsible for the development of new organizations and even indus-
tries, for instance, the American Society for Quality and Six Sigma
consulting.

The notion of quality in business focuses on the savings and addi-
tional revenue that organizations can realize if they eliminate errors
throughout their operations and produce products and services at the
optimal level of quality desired by their customers. Errors can take al-
most any form—for example, producing the wrong number of parts,
sending bank statements to customers who have already closed their
accounts or sending an incorrect bill to a client. All of these errors are
very common, and the costs incurred seem minimal. But over time
when mistakes are repeated the costs add up to a significant amount,
so eliminating errors can result in significant increases to the bottom
line of a business.
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Quality Management Systems

WHAT IS QUALITY?

According to the American Society for Quality, “quality” can be de-
fined in the following ways:

v’ Based on customer’s perceptions of a product/service’s design
and how well the design matches the original specifications.

v The ability of a product/service to satisfy stated or implied
needs.

v’ Achieved by conforming to established requirements within
an organization.

What Is a Quality Management System?

A quality management system is a management technique used to
communicate to employees what is required to produce the desired
quality of products and services and to influence employee actions to
complete tasks according to the quality specifications.

What Purpose Does a Quality
Management System Serve?
v Establishes a vision for the employees.
v Sets standards for employees.
v’ Builds motivation within the company.
v Sets goals for employees.
v’ Helps fight the resistance to change within organizations.

v Helps direct the corporate culture.

Why Is Quality Important?

Business success may simply be the extent to which your organization
can produce a higher-quality product or service than your competi-
tors are able to do at a competitive price. When quality is the key to a
company’s success, quality management systems allow organizations
to keep up with and meet current quality levels, meet the consumer’s
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requirement for quality, retain employees through competitive com-
pensation programs, and keep up with the latest technology.

HISTORY OF THE QUALITY MOVEMENT

As early as the 1950s, Japanese companies began to see the benefits of
emphasizing quality throughout their organizations and enlisted the
help of an American, W. Edwards Deming, who is credited with giving
Japanese companies a massive head start in the quality movement. His
methods include statistical process control (SPC) and problem-solving
techniques that were very effective in gaining the necessary momen-
tum to change the mentality of organizations needing to produce high-
quality products and services. Deming developed his 14 points
(Appendix 14.1) to communicate to managers how to increase quality
within an organization.

Deming believed that 85 percent of all quality problems were
the fault of management. In order to improve, management had to
take the lead and put in place the necessary resources and systems.
For example, consistent quality in incoming materials could not be
expected when buyers were not given the necessary tools to under-
stand quality requirements of those products and services. Buyers
needed to fully understand how to assess the quality of all incoming
products and services, understand the quality requirements, as well
as be able to communicate these requirements to vendors. In a well-
managed quality system, buyers should also be allowed to work
closely with vendors and help them meet or exceed the required
quality requirements.

According to Deming, there were two different concepts of
process improvement that quality systems needed to address: (1)
common (systematic) causes of error, and (2) special causes of error.
Systematic causes are shared by numerous personnel, machines, or
products; and special causes are associated with individual employ-
ees or equipment. Systematic causes of error include poor
product/service design, materials not suited for their use, improper
bills of lading, and poor physical conditions. Special causes of error
include lack of training or skill, a poor lot of incoming materials, or
equipment out of order.
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Another influential individual in the development of quality con-
trol was Joseph M. Juran, who, like Deming, made a name for himself
working in Japanese organizations focusing on improving quality. Ju-
ran also established the Juran Institute in 1979; its goals and objectives
were centered on helping organizations improve the quality of their
products and services.

Juran defined quality as “fitness for use,” meaning that the users
of products or services should be able to rely on that product or service
100 percent of the time without any worry of defects. If this was true,
the product could be classified as fit for use.

Quality of design could be described as what distinguishes a Yugo
from a Mercedes-Benz and involves the design concept and specifica-
tions. The quality of a product or service is only as good as its design
and intention. Thus, it is important to include quality issues in the de-
sign process, as well as to have in mind during the design phase the
difficulties one might have in replicating the product or service with
the intended quality level.

Quality of conformance is reflected in the ability to replicate each
aspect of a product or service with the same quality level as that in-
tended in the design. This responsibility is held by individuals to de-
velop the processes for replication, the workforce and their training,
supervision, and adherence to test programs.

Availability refers to freedom from disruptive problems through-
out the process and is measured by the frequency or probability of de-
fects—for example, if a process does not have a steady flow of
electricity and this causes defective parts, or when an employee must
complete two jobs at once and is therefore forced to make concessions
on the quality of both products or services.

Safety is described by Juran as calculating the risk of injury due to
product hazards. For example, even if the product or service meets or
exceeds all quality standards and expectations, but there is a possibility
that if it is not used properly it could injure someone, the product will
not be considered high-quality.

Field use refers to the ability of the product to reach the end user
with the desired level of quality. This involves packaging, transporta-
tion, storage and field service competence, and promptness.

Juran also developed a comprehensive approach to quality
that spanned a product or service’s entire life cycle, from design to
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customer relations and all the steps in between. Juran preached that
an organization should dissect all processes and procedures from a
quality perspective and analyze for a “fitness for use.” Once this is
completed the organization can begin to make changes based on the
“fitness for use” model.

The Quality Revolution Comes to the United States

The push for increased quality began in American manufacturing com-
panies in the 1980s, following in the footsteps of Japanese manufactur-
ers. Japanese companies found themselves with a distinct competitive
advantage over American companies with their ability to produce
much higher quality products with fewer defects.

The Ford Motor Company was the first to invite Deming to help
the company transform itself into a quality-oriented organization. As
a result, Ford was able to achieve higher quality standards than any
other American automotive manufacturer and substantial sales
growth in the late 1980s even when the rest of the U.S. automotive
market was declining. Ford attributes the ability of its Taurus to over-
take the Honda Accord in annual sales to the high quality standards
set by the company.

The U.S. Congress, seeing the need for American companies to
strive for increased quality, established the Malcolm Baldrige National
Quality Award, modeled after Japan’s Deming Prize. This spawned a
substantial increase in the resources American businesses allocated
for quality improvement, and within 10 years an American organiza-
tion, Florida Power and Light, was able to capture Japan’s Deming
Prize for quality.

Since the early 1980s and on into the twenty-first century, quality
issues have surfaced in every industry and almost every organization in
the United States. The quality movement started in manufacturing and
then moved to service industries. Initially service organizations did not
feel quality systems would transfer very easily from manufacturing,
but today service companies are reaping substantial rewards from im-
plementing quality programs.

Throughout the history of the quality movement there have been
several approaches to quality and even the development of several or-
ganizations dedicated solely to setting standards for quality.
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Standardized Systems

ISO 9000 is a series of quality management systems (QMS) standards
created by the International Organization for Standardization, a fed-
eration of 132 national standards bodies. The ISO 9000 QMS stan-
dards are not specific to products or services, but apply to the
processes that create them. The standards are generic in nature so
that they can be used by manufacturing and service industries any-
where in the world.

An organization that would like to have ISO certification needs to
meet all the criteria stated in the ISO standards and pass a detailed au-
dit performed by an ISO auditor. In some industries ISO certification
has become necessary; for example, some large manufacturers require
all suppliers to be ISO certified. While ISO certification is highly re-
spected, if it is not a trend in your specific industry, the additional cost
of certification is a deterrent to most managers. It is very possible to
reach the desired quality level within an organization with a well-
planned quality system and without going through all the additional
steps for ISO certification.

QS-9000, released in 1994, is the ISO 9000 derivative for sup-
pliers to the automotive Big Three: DaimlerChrysler, Ford, and Gen-
eral Motors. This quality management system standard contains all
of ISO 9001:1994, along with automotive sector-specific, Big Three,
and other original equipment manufacturer (OEM) customer-
specific requirements.

Total Quality Management (TQM)

TQM is a management approach in which quality is emphasized in
every aspect of the business and organization. Its goals are aimed at
long-term development of quality products and services. TQM
breaks down every process or activity and emphasizes that each con-
tributes or detracts from the quality and productivity of the organi-
zation as a whole.

Management’s role in TQM is to develop a quality strategy that is
flexible enough to be adapted to every department, aligned with the
organizational business objectives, and based on customer and stake-
holder needs. Once the strategy is defined, it must be the motivating
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force to be deployed and communicated for it to be effective at all lev-
els of the organization.

Some degree of employee empowerment is also encompassed in
the TQM strategy and usually involves both departmental and cross-
functional teams to develop strategies to solve quality problems and
make suggestions for improvement.

Continuous Quality Improvement (CQI)

Continuous quality improvement came into existence in manu-
facturing as a different approach to quality and quality systems. It
does not focus as much on creating a corporate quality culture, but
more on the process of quality improvement by the deployment of
teams or groups who are rewarded when goals and quality levels
are reached. CQI allows individuals involved in the day-to-day
operations to change and improve processes and work flows as
they see fit.

CQI implementation attempts to develop a quality system that is
never satisfied; it strives for constant innovation to improve work
processes and systems by reducing time-consuming, low value-added
activities. The time and resource savings can now be devoted to plan-
ning and coordination.

CQI has been adapted in several different industries. For exam-
ple, in health care and other service sectors, it has taken on the
acronym FOCUS-PDCA work:

Find a process to improve.
Organize to improve a process.
Clarify what is known.
Understand variation.

Select a process improvement.
Then move through the process improvement plan:

Plan—create a time line, including all resources, activities, dates,
and personnel training.

Do—implement the plan and collect data.
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Check—analyze the results of the plan.

Act—act on what was learned and determine the next steps.

The FOCUS-PDCA acronym is an easy system for management to
communicate to teams, and it helps them stay organized and on track
with the end result in mind. The system has proven to be very success-
ful for the CQI team approach.

Six Sigma

Six sigma was developed at Motorola in the 1980s as a method to mea-
sure and improve high-volume production processes. Its overall goal
was to measure and eliminate waste by attempting to achieve near per-
fect results. The term six sigma refers to a statistical measure with no
more than 3.4 defects per million. Numerous companies, including
General Electric, Ford, and DaimlerChrysler, have credited six sigma
with saving them billions of dollars.

Six sigma is a statistically oriented approach to process improve-
ment that uses a variety of tools, including statistical process control
(SPC), total quality management (TQM), and design of experiments
(DOE). It can be coordinated with other major initiatives and systems,
such as new product development, materials requirement planning
(MRP), and just-in-time (JIT) inventory control.

Six sigma initially was thought of as a system that could be used
only in manufacturing operations, but more recently it has proven to
be successful in nonmanufacturing processes as well, such as accounts
payable, billing, marketing, and information systems.

At first glance six sigma might seem too structured to be effec-
tive in analyzing processes that are not standard and repetitive as
in manufacturing situations, but the theory of six sigma is flex-
ible enough to suit any process. Nevertheless, many of the lessons
learned on production lines are very relevant to other processes
as well.

The following is a brief description of the steps involved in the
six sigma process:

1. Break down business process flow into individual steps.

2. Define what defects there are.
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Measure the number of defects.
Probe for the root cause.
Implement changes to improve.

Remeasure.

N Vs W

Take a long-term view of goals.

ELEMENTS OF A QUALITY SYSTEM

There are several elements to a quality system, and each organization
is going to have a unique system. The most important elements of a
quality system include participative management, quality system de-
sign, customers, purchasing, education and training, statistics, audit-
ing, and technology.

Participative Management

The entire quality process, once started, will be an ongoing dynamic
part of the organization, just like any other department such as mar-
keting or accounting. It will also need the continuous focus of manage-
ment. The implementation and management of a successful quality
system involves many different aspects that must be addressed on a
continuous basis.

Vision and Values. The starting point for the management and
leadership process is the formation of a well-defined vision and value
statement. This statement will be used to establish the importance of
the quality system and build motivation for the changes that need to
take place, whether the organization plans to exceed customer expec-
tations, commit to a defined level of customer satisfaction, or commit
to zero defects. The exact form of the vision and values is not as im-
portant as the fact that it is articulated and known by everyone in-
volved. This vision and value statement is going to be a driving force to
help mold the culture that is needed throughout the organization in
the drive for quality. It is not the words of the value statement that pro-
duce quality products and services; it is the people and processes that
determine if there is going to be a change in quality. The vision and
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value will be very important statements to set agendas for all other
processes used to manage the quality system.

Developing the Plan. The plan for the quality system is going to be
different for every organization, but there are similar characteristics:

v’ There should be clear and measurable goals.
v There are financial resources available for quality.

v The quality plan is consistent with the organization’s vision
and values.

The plan for the quality system might also include pilot projects
that would entail setting up small quality projects within the organiza-
tion. This will allow management to understand how well the quality
system is accepted, learn from mistakes, and have greater confidence
in launching an organization-wide quality system. The plan should
provide some flexibility for employee empowerment, because, as has
been demonstrated, the most successful quality systems allow employ-
ees at all levels to provide input.

Communication. Change, especially a movement toward higher
quality, is challenging to communicate effectively, yet the communica-
tion process is essential for the company’s leaders to move the organi-
zation forward. Communication is the vital link between management,
employees, consumers, and stakeholders. These communication lines
also bring about a sense of camaraderie between all individuals in-
volved and help sustain the drive for the successful completion of
long-term quality goals.

Communication systems also must allow for employees to give
feedback and provide possible solutions to issues the company
must face. Management needs to allow for this in both formal and
informal ways, such as employee feedback slips and feedback round-
table meetings.

The responsibility for fostering a culture that values communica-
tion lies with senior management. They alone have to ensure that goals
and objectives are communicated to all. They are also responsible for
setting up the system for feedback from the employees.
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Rewards and Acknowledgment. Rewards, compensation, and ac-
knowledgment for achievements in quality are very effective ways to
motivate employees. They tell employees at the end of the day exactly
what management is trying to accomplish. Rewards, compensation,
and acknowledgment may also be seen as a form of communication—
they are tangible methods that senior management uses to let employ-
ees know that quality is important. This could come in the form of
individual rewards or team rewards. Rewards, compensation, and ac-
knowledgment take many forms, and it is up to management to ensure
that this type of program is in line with the goals and objectives of the
quality system and the goals and objectives of the organization. Orga-
nizations have found that the best and most cost-effective reward,
compensation, and acknowledgment programs are geared to meeting
specific criteria. These programs motivate managers who in turn moti-
vate their employees to strive toward predefined goals.

Quality System Design

A quality system is composed of the standards and procedures that are
developed to ensure that the level of quality desired is repeated in
every unit of a product or service. This portion of the quality system is
very concrete and can be measured and managed. Before you start,
your organization should establish a core team to carry the perfor-
mance system design process forward.

The eight steps of the design process are:

1. Understand and map all business structures and processes. This
forces employees involved in designing a performance mea-
surement system to think through and understand the entire
organization, its competitive position, the environment in
which it operates, and its business processes. This will also al-
low for complete understanding of customer touch points and
how the different operations in the organization affect the cus-
tomer’s perception of quality. See Figure 14.1 for an example
of a process map.

2. Develop business performance priorities. The performance mea-
surement system should support the stakeholders’ requirements
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from the organization’s strategy through to its business
processes. This order of priorities must be in place well before
the process enters the actual design phase.

Understand the current performance measurement system. Every
organization has some kind of measurement system in place.
For this reason, there are basically two ways to approach the de-
sign and implementation of a new performance measurement
system. Either you can scrap the old system and introduce a new
one as a replacement, or you can redevelop the existing system.
Both approaches can work, but the former approach is more
likely to lead to trouble. People will cling to the old measure-
ment system and either use both systems simultaneously or use
the old one and simply go through the motions of the new one.
You can eliminate this outcome by taking the second approach.

Develop performance indicators. The most important element of
a performance measurement system is the set of performance
indicators you will use to measure your organization’s perfor-
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mance and business processes. This is the point in the design
process where the top-down approach meets the bottom-up
design approach and where the broad masses of the organiza-
tion become involved. The purpose of this step is to develop
the performance measurement system with an appropriate
number of relevant and accurate performance indicators.

. Decide how to collect the required data. Developing perfect per-
formance indicators that will tell you everything you ever
wanted to know about what goes on in your organization is
one thing, but being able to collect the data required to calcu-
late these performance indicators is a completely different
matter. This issue must initially be addressed during the de-
velopment of the performance indicators so that you avoid se-
lecting those that can never actually be measured. There will
be trade-offs of cost and time versus the benefits of collecting
data, but a likely middle ground between perfect data/high
cost and no data/no cost will be found.

. Design reporting and performance data representation formats.
In this step, you decide how the performance data will be pre-
sented to the users; how the users should apply the perfor-
mance data for management, monitoring, and improvement;
and who will have access to performance data. After you fin-
ish, you should have a performance measurement system that
has a solid place in your organization’s overall measurement-
based management system.

Test and adjust the performance measurement system. Your first
attempt at the performance measurement system will probably
not be perfect—there are bound to be performance indicators
that do not work as intended, conflicting indicators, undesir-
able behavior, and problems with data availability. This is to
be expected. In this step you should extensively test the sys-
tem and adjust the elements that do not work as planned.

. Implement the performance measurement system. Now its time
to put your system to use. This is when the system is officially
in place and everyone can start using it. This step involves is-
sues such as managing user access, training, and demonstrat-
ing the system.
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This is not an absolute process that needs to be followed to the
letter in order for it to work. In some cases, one or more steps may be
unnecessary; in others, additional steps may be needed. It's up to you
to make the necessary adjustments to the process to maximize the
probability of the system’s success.

Designing Part Two of the Quality System

This portion of the quality system is conceptual. It is more about man-
agement’s role in increasing motivation and the determination to make
the first part run smoothly. It is rooted in the communication between
management and employees, which was discussed earlier. In most
cases, the employees who are performing the activities and process
know how to improve the quality. This part of the system should allow
employees to make recommendations and motivate them to want to
improve quality.

Customers

The inclusion of customers in a quality program can take many dif-
ferent avenues, including the cost of losing a customer, the cus-
tomer’s perception of quality, and the satisfaction level of the
customers. The customer portion of a quality program is going to
be unique for every industry and organization, but it must capture
how quality plays into the customer’s value system and how quality
drives the purchase decision.

In service industries, in particular, quality is measured in cus-
tomer retention rates and the cost of losing a customer. If typical ac-
counting measures could capture the exact cost of losing a customer it
would be easy for managers to allocate the exact amount of resources
needed to retain customers. According to the Harvard Business Review,
companies can increase profits by almost 100 percent by retaining 5
percent more of their customers. Customers over time will generate
more profits the longer they stay with the same company.

Perceived quality by customers leads to referrals; in service in-
dustries, referrals can equate to more than 60 percent of new busi-
ness. If a company can increase the number of referrals through
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increased quality, it is going to have a substantial effect on the bottom
line of the business.

Purchasing

Purchasing is an area in an organization where substantial gains in
quality can be realized through the implementation of just a few poli-
cies and procedures designed around quality. Today’s suppliers need to
be partners in the quality effort. A company’s products or services are
only as good as the combination of all the inputs.

The first step in molding the purchasing system to collaborate
with the entire quality system is to take all the standards developed for
all incoming materials that can be qualified as an input to routine
process or activity. If the quality system’s performance standards and
procedures are completed as described in the design phase these stan-
dards should already be established.

The second step is educating the purchasing personnel on how
the standards are important to the process flows of the organization.
If standards are not upheld, the quality of the product or service will
be jeopardized. The employees should also be educated on how to
measure and communicate the required standards. This may involve
materials or statistical process control education, and it could even
be as simple as cross-training the purchasing personnel so that they
know exactly how the inputs fit into the organization. Once the pur-
chasing area knows how the products are used and what problems
can arise, they will have a better chance of procuring inputs that
meet all the specifications.

Once steps one and two are complete it will be the purchasing de-
partment’s responsibility to communicate the requirements to suppli-
ers and hold them accountable for the quality. This sometimes may not
be a simple task and could involve finding new suppliers or working
with current suppliers to develop higher quality standards.

Education and Training

The education of employees for the purpose of reaching higher
quality standards has many different facets. For example, the quality
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education of management is going to be different than the quality
education of the general workforce, because they play different roles
in the process.

Because most quality problems start at the top, so too should edu-
cation. The education of management on quality issues should start
with a general discussion of quality systems and the roles management
plays in quality programs. With respect to general knowledge, manage-
ment must understand the history of the quality movement, who the
major players were, and how quality programs have affected the busi-
ness world. More specifically, managers must know how quality pro-
grams have affected their specific industry in the past, and they should
have an idea of what role quality programs play in the future of their
industry. Management must also keep abreast of new developments in
quality. The discussion of the roles that management must play in a
quality system is the most important aspect of their education. Man-
agement must understand how employees view their actions or inac-
tions, how their individual actions and jobs impact quality, and the
overall importance of dedication to quality by management. Managers
must understand that without strong leadership and reinforcing dedi-
cation to quality, a quality program will not be meaningful.

The education of employees for a quality program will include a
discussion of how these programs will affect their jobs on a daily basis.
It should also include a brief overview of quality as well as the tools
employees will use in order to ensure outputs and how their roles add
to the overall quality goals of the organization.

Data Development and Statistics

Statistical analysis is a very important aspect of quality systems. It
could be considered a cornerstone of the quality improvement process
and is very closely tied to auditing a quality system, which is dis-
cussed later in the chapter. Statistical process control (SPC) was what
Duran taught as a decision maker in quality systems. Statistical analy-
sis is the measurement portion of quality systems and allows it to be
managed. A very common saying in management, which relates well
to quality, is “you cannot manage what you cannot measure,” and sta-
tistical analysis will give you the measurements necessary to make
management decisions.
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Statistics was a key tool that Deming used to distinguish between
systemic and special causes, and the key to quality management in
general was statistical process control. SPC was developed by Walter
Shewart while working at Bell Labs in the 1930s, and Deming took
Shewart’s concept and applied it to quality management. Deming be-
lieved that SPC was necessary because variation is a fact of life in any
process. Deming believed that it was very unlikely that two
products/services when produced by the same procedure and operator
would be identical.

Control Charts and Their Role in Quality Systems. Control
charts are the most widely used tool in quality systems. Control charts
communicate a lot of information effectively. Figure 14.2 shows a
process in which all the outcomes are within the specified limits. The
upper control limit (UCL) is .18 and the lower control limit (LCL) is
.02, and all the points fall between these two limits. This means the
process is in control and operating correctly. If some of the points were
to fall outside of the UCL or LCL, it would signal that the process is
not in control and action needs to be taken to correct the problem.

We discussed earlier the two different types of errors, (1) system-
atic and (2) special causes. Systematic errors will show up on a control
chart as one or two points outside of the control limits with the rest of
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FIGURE 14.2 Control Chart
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the points within the limits. Special causes will show up on a control
chart with numerous points outside of the control limits.

The exact use of statistical measures is going to be different for
each organization. Some statistical analysis will be very easy to set up
and use. For example, the length or weight of a particular part can be
measured and analysis can show if the parts are within the required
specifications. In service industries the statistical analysis will be more
abstract, but is just as valuable. For example, one could survey cus-
tomers regularly and ask them on a scale of 1 to 10, “How would you
rate the service?”

Here are some common traits of statistical measures used in qual-
ity systems:

v/ Are driven by the customer.

v’ Reflect vision and values.

v’ Benchmarked to the competition.
v/ Are achievable.

Auditing

Auditing a quality management system is just as important as any
other aspect of the system. The audit process allows everyone involved
to see if the quality management system is working correctly and if the
goals and objectives are being reached. Auditing also plays major roles
in motivating employees and allows for rewards and acknowledgment
measures to be assessed as well as possible compensation.

Auditing of quality management systems can take many forms,
and each organization will have a unique auditing process that fits its
system. Service industries will have a very different auditing system
than a manufacturing organization, but the end result of the systems is
going to be the same. Here are some examples of auditing systems used
in service organizations.

Mystery Shoppers. Shoppers are sent to businesses to interact with
employees and assess the overall service quality and report back to
management. This is usually done on a regular basis, and reports are
produced for the employees.
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Customer Surveys. Customer surveys are now well used as a
means to find out how your business is viewed by consumers. These
surveys can range from mail-in forms to short forms the consumers
complete at the time of purchase or even having a saleperson or clerk
asking the customer to rate the product or service at the close of the
purchase. Getting direct input from your customers is invaluable and
should be done in some form in every organization.

New Customer Measures. Measurement over time of the num-
ber of new customers can be a very effective tool to assess quality
levels. Customers who are very happy with your service are going to
tell others—60 percent of new customers in service organizations
come from referrals. New customers can be an important litmus test
of quality.

Quality in Services. Quality in service industries has more re-
cently come into the mainstream, and the benefits reaped by service
organizations initiating solid quality management programs have
been substantial. The basis for quality management systems in service
organizations is to proactively measure and manage the quality level
of the services; some of the metrics applied as the basis of service
quality are:

v The “iceberg principle,” in other words, the average service
company never hears from more than 90 percent of customers
who are not happy with the level of service they received. For
every legitimate complaint received there will be more than 20
customers who feel they have had problems, and at least 25
percent of those problems could be considered serious enough
to warrant investigation.

v’ Of the customers that make a complaint, more than half will
do business again if the complaint is addressed and resolved.
If the complaint is resolved quickly, and the customer feels the
organization cares about its customers, the number will jump
up to almost 100 percent.

v If a complaint is not resolved, the average customer will
tell more than eight other individuals about the negative
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experience. If the complaint is resolved, the customer will
tell at least five others about the positive experience.

v On average it costs six times more to gain a new customer
than to keep an existing one.

As you can see, quality in service industries can have substantial
influence on the bottom line. A well-designed and managed quality
system can be the key to providing the quality of service desired.

SUMMARY

The quality movement and quality systems have had many different
names or terms of reference in the past few decades, and might look like
a short-lived business management trend at first glance. With ever-
increasing competition and consumer expectations, professionals and
business managers cannot ignore quality issues and expect to maintain
or improve their competitive position. Quality systems, time and again,
have been responsible for substantial increases in the bottom line of
businesses in every industry and have given organizations the boost they
need to meet overall goals and objectives. Organizations that do not ac-
cept that quality improvement is going to be ingrained into every part of
their business are not going to be around to see what the future brings.

RESOURCES FOR QUALITY

Agency for Healthcare Research and Quality

www.ahrq.gov

A U.S. government agency established to improve the quality of
health care.

American Customer Satisfaction Index

www.theacsi.org

An organization dedicated to tracking customer satisfaction and
providing benchmarks and insights into customer satisfaction.
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American Society for Quality
WWW.asq.org

A nonprofit organization dedicated to the development of qual-
ity. The organization offers a wide range of resources for quality
professionals.

Baldrige National Quality Program
www.quality.nist.gov

Center for Quality of Management
www.cqm.org/index.html

International Organization for Standardization

www.iso.org/iso/en/ISOOnline.frontpage

Quality Leaders Network

www.qualityleaders.net/qnet/default.htm

APPENDIX

Deming’s 14 Points

1. Create constancy of purpose toward improvement of product
and service, with the aim to become competitive and to stay
in business and to provide jobs.

2. Adopt the new philosophy. We are in a new economic
age. Western management must awaken to the challenge,
must learn their responsibilities, and take on leadership
for change.

3. Cease dependence on inspection to achieve quality. Elimi-
nate the need for inspection on a mass basis by building
quality into the product in the first place.

4. End the practice of awarding business on the basis of price
tag. Instead, minimize total cost. Move toward a single sup-
plier for any one item, on a long-term relationship of loyalty
and trust.
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10.

11.

12.

13.

14.

SYSTEMS AND PROCESSES

Improve constantly and forever the system of production and
service, to improve quality and productivity, and thus con-
stantly decrease costs.

Institute training on the job.

Institute leadership. The aim of supervision should be to
help people and machines and gadgets do a better job. Super-
vision of management is in need of overhaul as well as super-
vision of production workers.

Drive out fear, so that everyone may work effectively for the
company.

. Break down barriers between departments. People in re-

search, design, sales, and production must work as a team, to
foresee problems of production and in use that may be en-
countered with the product or service.

Eliminate slogans, exhortations, and targets for the work-
force when asking for zero defects and new levels of
productivity. Such exhortations only create adversarial re-
lationships, as the bulk of the causes of low quality and
low productivity belong to the system and thus lie beyond
the power of the workforce.

(a.) Eliminate work standards (quotas) on the factory floor.
Substitute leadership. (b.) Eliminate management by objec-
tive. Eliminate management by numbers, numerical goals.
Substitute leadership.

(a.) Remove barriers that rob the hourly worker of his right
to pride of workmanship. The responsibility of supervisors
must be changed from sheer numbers to quality. (b.) Remove
barriers that rob people in management and in engineering
of their right to pride of workmanship. This means, inter
alia, abolishment of the annual merit rating and of manage-
ment by objective.

Institute a vigorous program of education and self-
improvement.

Put everybody in the company to work to accomplish the
transformation. The transformation is everybody’s job.
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146-151, 162-163
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W. L. Gore & Associates, 46

Whistle-blowing, 63
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