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Manager Update helps the general manager
keep abreast of the latest articles in specialist
management journals. The most useful ideas
in the fields of strategy and organisation, mar-
keting, accounting and finance, and human
resources management are carefully selected
from a wide range of publications with the
busy general manager in mind.

Experts in each field explain and discuss the
relevance, practicality and usefulness of the
key new concepts and ideas, thus enabling
the senior executive to keep really up-to-date.

The articles represent the personal views of the
authors and not necessarily those of their
organisations or of the Faculty. The nature of
some subjects will preclude the articles from
being definitive or mandatory. Being general in
nature, the points made in Manager Update
may not be relevant to specific circumstances.

The Faculty committee intends that Manager
Update will act as an aide-memoire for mem-
bers, provide new ideas, and encourage good
practice, but cannot accept responsibility for
their accuracy or completeness. Responses from
the membership will be a very important part
of the successful development of the series.

Manager Update is compiled and edited by
Kevin Money, director of the Centre for
Organisational Reputation and Relationships
at Henley Management College.

Comments and suggestions should be
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Roger Mills discusses the key factors behind
successful corporate deals (see opposite).

Roger Mills is professor of accounting and finance at
Henley Management College.

Susan Foreman writes about the crucial role
played by communications and advertising
in building the foundations of brand equity
and corporate success, and assesses new
material to aid managers’ decisions.

Susan Foreman is Marketing Faculty group leader at
Henley Management College.

Richard McBain looks at the best training
methods and at ways of evaluating them. He
reviews new evidence and argues that
training is essential to the success of the
human resources function.

Richard McBain is director of distance learning
programmes at Henley Management College.

Ian Turner examines mission statements in
the context of a new corporate governance
environment and suggests that they can act
as a successful tool for many organisations.

lan Turner is professor of management studies and
director of graduate business studies at Henley
Management College.
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Making mergers and
acquisitions work

Corporate scandals and the bear market prompted a downturn in merger
and acquisition activity. While there is now evidence that this activity is
on the rise again, investors are more cautious and focus on a wider range
of issues before giving their support. They tend to look for tangible bene-
fits rather than strategic visions and insist on clauses that protect their
financial position. Roger Mills, professor of accounting and finance at
Henley Management College, identifies the key factors associated with

successful mergers and acquisitions.

Merger and acquisition (M&A) activity is, it
seems, picking up after three years of the
equity bear market. Last year, the value of
announced mergers and acquisitions world-
wide increased to $1,300 billion from $1,200
billion in the previous year, according to
preliminary data from Thomson Financial.
Volumes also increased slightly, with 26,678
deals in 2003 compared with 26,255 in
2002.

The deal upsurge was especially notable in
the second half of 2003 and early 2004. 27
October 2003, for example, was the first
time since 10 January, 2000 that a number
of significant deals were announced within
hours of each other. One of the largest in the
$70 billion-plus wave of activity was Bank of
America’s $47 billion bid for FleetBoston
Financial. The JP Morgan/Bank One deal was
even bigger, and did much to fuel optimism
about prospective M&A activity. On 14
January, JP Morgan agreed to buy Chicago-
based Bank One Corp for $58 billion in
stock, a premium of 14%.' The deal created
the world’s second largest financial institu-
tion behind Citigroup, with $1.1 trillion in
assets, more than 2,000 branches in 17 US
states, and capabilities ranging from lending
to asset management.

Of course, a relatively short period of high
M&A activity does not necessarily indicate a
recovery. To understand whether M&A really
is picking up it helps to understand what is
driving the market. For many, an improving
stock market prompts investors to turn from
companies with solid cash flows to those
with growth potential. It also allows chief

executive officers (CEOs) that have focused
on restructuring, refinancing and cutting
costs the opportunity to take stock of other
potential strategies. With earnings growth
relatively low and cheap debt available, asset
acquisitions can soon begin to look a more
attractive way of achieving growth. Yet, mar-
ket observers are not expecting to see a
repeat of the M&A frenzy of the 1990s —
company valuations that reflect reality
rather than fiction, they say, will most likely
drive this round of activity.

Harbir Singh, for example, from Wharton,
believes that the recent increase in M&A
deals reflects the release of pent-up demand.
“Transactions slowed down after the
September 11th attacks. In part, this was
because stock prices fell, so companies that
were using stocks to make deals were unable
to do so. Since then, the economy seems to
have improved, interest rates are still low,
and stock prices are rising, so the economic
drivers of M&A deals have returned.”?

He sees, in addition to the economy, two
other long-term factors that are driving the
resurgence of M&A. The first, he says, is
industry consolidation: it has become clear
to companies in most industries that the
minimum size to be a meaningful player has
increased. The second is that globalisation
has helped redraw the economic and politi-
cal boundaries of almost every industry.
Globalisation is, he says, like a form of
deregulation, leading companies to look
beyond national borders to seek growth.
M&A activity is, therefore, an effective way
to expand into new regions.




The increase in M&A activity is unlikely to
reach the same scale as during the 1990s
boom in the near future. During the period
from 2000 to 2002, for example, the value of
M&A activity retreated from a record $1.33
trillion to $441.3 billion, according to
Mergerstat, which tracks merger and acquisi-
tion activity.®* Mergerstat reckons that overall
deal value added up to $194.2 billion in the
first half of 2003, compared with about
$182.0 billion in the first half of 2002.
Mergerstat’s web site lists the 2003 deal flow
in the US at $487.3 billion, compared with
$428.3 billion for 2002. In Europe last year,
the deal flow was $531.2 billion compared
with 2003’s $525.4 billion.

M&A markets, though, may still be sluggish
because the factors that contributed to the
downturn have not yet disappeared.
According to Robert W Holthausen, an
accounting and finance professor at
Wharton, corporate scandals and uncertain-
ty about the economy played a large part in
the decline. Although the economic reasons
for M&As - including faster access to new
products and markets — did not disappear,
he thinks uncertainties drove more compa-
nies to sit on the sidelines. Shaky economic
conditions also multiply the inherent risks
of M&As because acquisitions or mergers are
complex transactions. There is a need to
determine the strategic fit of the companies,
decide who will run the business, agree on
compensation as well as tax and legal mat-
ters, and define the composition of the
board. There are, in other words, a lot of
things that can go wrong.

What has been the deal focus?

Investors, when considering M&A transac-
tions, are now much more focused upon
tangible benefits rather than strategic
visions. Large deals, for example, must have
a clear rationale to gain shareholder
approval. Equally, though, institutional
investors are loath to let companies sit on
cash which might be better deployed to earn
a higher return. The view, now, is that cor-
porations should approach investors when
they need cash.

According to Neville, the geographical direc-
tion in M&A deals seems to have limited
influence, although from a European per-
spective, France, Germany and Italy were
strong during 2003.° That said, a number of
European deals can be thought of as being

more strategically important, such as the
KLM/Air France merger. Other drivers of
M&A in Europe are corporations trying to
improve their balance sheets and the long-
term force of consolidation (more on this in
a later section with reference to European
banks).

It is also important here to note the role of
private equity, whose impact has been par-
ticularly noteworthy in the retail sector and
whose involvement in the M&A market is
estimated to have nearly doubled to 14%
since 2000.° Buyout firms have also been
participating in ever larger transactions —
one of the largest European deals of 2002,
for example, was the purchase of Legrand by
Wendel Investissement and Kohlberg Kravis
Roberts for 3.63 billion. In 2003, Italian
yellow pages company Seat Pagine Gialle
was bought by the Silver consortium of BC
Partners, CVC Capital, Permira and
Investitori Associati: the 61.5% stake was
purchased from Telecom Italia for €3.03 bil-
lion.

Private equity is also approaching the M&A
market differently. Historically, for example,
private equity was only concerned with one-
off deals, but more recently there have been
some changes indicated by a fall in the (typi-
cally) required 30% internal rate of return
(IRR). If this is so, the private equity perspec-
tive now looks little different from that of
corporations, although private equity is, by
definition, still generally a short-term move
with an exit strategy in sight.

Buyer’s market and material adverse
change (MAC) clauses

A notable feature of some of the deals signed
in the last 12 months has been the material
adverse change (MAC) clause, which gives
the buyer the right to pull out or renegotiate
the deal’s terms if there is a major change in
buyer or seller fortunes before the deal clos-
es. MACs are very significant, says Tim
Reason,’ citing a survey by New York-based
law firm, Nixon Peabody. For deals worth
$10 million or more, broader and more sub-
jective MAC clauses are becoming more
widespread in contracts whilst, at the same
time, exceptions to MAC clauses are shrink-
ing.

Although MACs are not a new phenomenon,
their popularity typically depends on market
conditions. Simply put, if it is a seller’s



market their popularity is limited because an
MAC clause may encourage the seller to
walk away; in tougher market conditions, by
contrast, the use of an MAC is much more
likely.

What is an MAC? An MAC covers the period
between signing and closing the deal, so
unless a buyer demands and requires
earnouts or some other post-close guaran-
tees, there is no recourse after closing. In
fact, an MAC clause is like a prenuptial
agreement that may offer financial protec-
tion, but can put a damper on romance!
They are no substitute for financial due dili-
gence and are rarely used as deal breakers.
One notable exception, though, was in
November 2001 when Dynergy backed out
of buying Enron. More typically, invoking
an MAC results in the renegotiation of the
deal price and, generally speaking, MAC
clauses can be thought of as being just an
additional level of due diligence.

What types of issues are covered in MACs?
Reason illustrates with reference to six major
US deals that the following were common:

business, operations, financial conditions
etc;

seller’s ability to close the deal;
purchaser’s ability to close the deal; and
prospects of the company.

Normal business risk does not count for
inclusion as an MAC, and the definition of
‘normal’ may well change with the passage
of time. For example, according to a survey
by Nixon Peabody, between 11 September,
2001 and 2 July, 2002, 7% of M&A con-
tracts specifically stated that acts of war or
terrorism were not enough to trigger a
MAC clause. Last year, the percentage more
than doubled to 15%, a further indication
that buyers are increasingly accepting ter-
rorism and war as being a part of normal
business!

According to Beitela et al, M&As within the
European financial sector have changed
the continent’s banking landscape tremen-
dously in the past decade. They draw upon
information from the European Central
Bank to illustrate this: although banking
assets as a percentage of GDP grew from
177.2% in 1985 to 244.2% in 1997, the

number of European banks decreased from
12,670 in 1985 to 8,395 in 1999.
Furthermore, they cite information from
the Furopean Central Bank to show that
the number of banks per 1,000 inhabitants
in Europe is almost twice as large (0.49) as
in the US (0.27), indicating there is the
potential for more concentration through
M&A-transactions in the near-term future.

Despite the high level of M&A-activity in
the European banking sector, according to
Beitela et al, relatively little research seems
to have been devoted to the subject. And,
that which has, tends to focus on whether
European banking M&As have created or
destroyed shareholder value. None
attempts to give an in-depth analysis of the
factors affecting, and which may explain,
the value creation process.

Beitela et al’s paper aims to understand the
factors driving the success or failure of
M&A transactions in the European finan-
cial sector. They try, for example, to identi-
fy the characteristics of bidders, targets and
the M&A-transaction, which have explana-
tory power for bidder returns, target
returns, and the combined effect of both
bidder and target. They also analysed
potential driving factors of M&A-success
and apply comparative analysis as well as
cross-sectional regression analysis to detect
significant relationships. These factors
included:

product/activity focus of a transaction;
geographic focus of a transaction;

size of the target;

growth focus of a transaction;

risk reduction potential of a transaction;
profitability (profit efficiency);

cost efficiency of the target and/or the
target in relation to the bidder;

capital market performance of the target
prior to a transaction;

experience of the bidding bank; and
method of payment (cash or stock).

Successful bidders, they say, can be identi-
fied by investigating their choice of target
— they tend to choose smaller and faster
growing targets with bad, relative efficien-
cy measures. The authors found that a high
difference in the cost efficiency between
target and bidder, as well as the poor stock
performance of the target prior to the
transaction, were significant factors that
contributed to value-creating transactions
for the targets’ shareholders.



They also found evidence for the existence
of a functioning market for corporate con-
trol in European banking in that the share-
holders of the targets approve and benefit
from the transfer of corporate control away
from bad to better managers. Beitela et al
also conclude that the stock market reaction
to M&A-announcements of European bid-
ding banks can be partly forecasted - this
may be very helpful to bank executives who
will perform M&As, as well as to the share-
holders that need to judge and approve
them.

Larry Selden and Geoffrey Colvin argue that
improving success in M&A deals depends on
a fundamentally new approach to buying
companies, what they refer to as a ‘reconcep-
tion” of M&A through a customer perspec-
tive.” They argue, for example, that
analysing companies as a portfolio of cus-
tomers - rather than as a portfolio of prod-
ucts — can lead to greater success.

They also place considerable emphasis on
the need to understand the true economic
profitability of the deal, analysed in terms of
customers. Companies, they say, must look
beyond the lure of profit and focus carefully
upon the balance sheet. ‘Unfortunately,
most companies never look there’ (the bal-
ance sheet), they argue — which might ring
untrue with some observers — but the point
they make may well be valid, and is simply
but well illustrated with reference to a
numerical example, the substance of which
is that it is essential to look at the resulting
benefits of the deal in relation to the invest-
ment being made. For example, a profit of
$100 million looks bleak if it is the result of
an investment of $3 billion! Such a return,
of 3.3% return on invested capital (ROIC), is
guaranteed to result in value destruction
unless the cost of capital is lower!

Selden and Colvin recognise there are many
reasons for buying companies, but their cen-
tral thesis is that the most common is to
acquire customers. Yet, most companies do
not analyse customer profitability and,
therefore, do not know which are their most
profitable. How, then, to measure customer
profitability? Selden and Colvin offer a four-
step approach:

1. measure product and service profitability,
taking into account all costs, including

capital costs. This suggests some form of
activity-based analysis (although it is not
mentioned) to ensure that all costs are
allocated and profitability analysis can be
undertaken. From the resulting profit a
charge for capital needs to be deducted to
establish the economic profit. Although
not mentioned, this raises two issues —
understanding the amount of capital to be
allocated and, also, the relevant cost of
capital to apply, ie, the capital charge is
the product of the amount of capital and
the cost of capital;

2. identify which customers buy which prod-
ucts and services to gain some preliminary
understanding of customer profitability;

3. subtract from the preliminary estimate of
customer profitability all customer-specific
costs. This requires understanding not
only what customers buy, but how they
behave. The key point is that the analysis
needs to recognise that the profitability
customers provide will be influenced by
the amount of staff time they require, the
returns they make, how promptly they
pay, ie, measuring the cost of support
activities; and

4. all business costs that have not been
assigned need to be allocated, eg, head-
quarters costs, with the ultimate objective
being to ensure that every cost has been
allocated. Of course, from an M&A per-
spective most acquiring companies will
not have profitability data on target cus-
tomers, but Selden and Colvin argue that
it is possible to make a useful first cut. In
fact, they state that all best-practice com-
panies they have studied allocate costs
fully.

While Selden and Colvin argue that the
focus upon customers in terms of M&A
analysis is important, others draw attention
to the importance of a customer perspective
in looking beyond M&A activity. For exam-
ple, Kevin Coyne et al argue that US banks
need to look beyond mergers for growth,
saying better earnings must be won from
improved value propositions and productivi-
ty."” They argue that the primary rationale
behind the wave of mergers in the 1990s —
to achieve substantial economies of scale by
exploiting technology and deregulation - is
naturally weakening and, for most large
banks, further expansion probably will not
yield dramatic scale-based savings in systems
and product-development costs. So, they say,
although mergers will still take place, the
opportunities to create substantial returns
will diminish, and relatively fewer deals will



have the impact of the 1990s. Consequently,
executives of large banks must look for new
ways to increase earnings.

Coyne et al argue that, until recently, the
solution was falling interest rates, which
fuelled unprecedented profits from mort-
gages and credit cards. Now, though, with
rates beginning to rise, banks will have to
look elsewhere. This means that more com-
pelling value propositions are required if
banks are to compete with the non-banks
and specialists that have flourished in many
markets. Like the best retailers, banks must
differentiate themselves by understanding

the needs of their customers and giving
them a distinctive experience.

To succeed in these tasks, Coyne et al say,
banks must innovate in their customer tar-
geting, their approach to lending and asset
management, their operations and their use
of electronic payments. This agenda is chal-
lenging, and it calls for skills beyond those
like identifying and valuing acquisition tar-
gets and driving integration that served
executives so well in the recent past.
Significant changes, it seems, lie ahead for
managers working toward a new set of per-
formance priorities.

1 ‘Morgan Chase agrees to buy Bank One’
Day Kathleen
Washington Post, Thursday, January 15, 8
2004, pEO1

2 ‘M&A activity; back with a whimper’
Strategic Management, Wharton, 2003,
http://knowledge.wharton.upenn.edu/
index.cfm?fa=viewArticle&ID=900

3 http://www.mergerstat.com/new/
indexnew.asp 9

4 Ibid

5 ‘M&A: all hopes pinned on 2004?’
Neville, L 10
Corporate Finance, No 226, November 2003,
pp20-24

6 Ibid

7 ‘Deal breakers’

Reason Tim

CFO Asia, November 2003, pp15-17
‘Explaining the M&A-success in European
Bank mergers and acquisitions’ revised ver-
sion as of April 29, 2003

Beitela Patrick, Schiereckb Dirk and
Wahrenburg Mark C
http://www.efinancelab.de/pubs/pubs/pubs
2003/pubs2003/pubs2003/success.pdf
‘M&A needn’t be a loser’s game’

Selden Larry and Colvin Geoffrey

Harvard Business Review, June 2003, pp71-79
‘Can banks grow beyond M&A’

Coyne Kevin P, Mendonca Lenny T and
Wilson Gregory

The McKinsey Quarterly, No 1, 2004



Communications and

brand equity

Communication and advertising are key foundations of brand equity and
corporate success, but how can managers ensure that their advertising
and communications budgets are well spent? Susan Foreman, Marketing
Faculty group leader at Henley Management College, reviews new evi-
dence that allows managers to develop strategies and make difficult
choices. She suggests that new and established brands should be man-
aged differently, and that managers should focus on the size, the length
and the amount information contained in adverts and communications.

Integrated marketing communications are an
important part of marketing strategy and key
in building brand equity and value in prod-
ucts and services. Brand value, typically, is
seen as a combination of brand attributes
whose desirability and ‘worth’ will influence
the brand’s strength among customers, the
market and the company. Customer knowl-
edge about the brand is clearly key, and one
way to build this is through media commu-
nication and advertising. Specialists in these
two industries are required to maximise
value from client spending, measure perfor-
mance and develop integrated and balanced
campaigns.

Marketing managers, advertising and com-
munications agencies, academics and profes-
sional associations seem to agree that devel-
oping integrated communications and build-
ing synergy between multi-media activities
can have a much greater impact than indi-
vidual communications activities. Prasad
Naik and Kalyan Raman,' however, are not
convinced such groups truly understand the
role synergy plays in the mind of the mod-
ern consumer. Are different media compati-
ble? How is synergy measured? How can
brand managers use synergy? Can it be
turned up or down? And most importantly,
what is the impact on the media budget?

The co-ordination of different media and
development of synergy though common
practice hasn’t been investigated extensively,

according to Naik and Raman. Thus, it
seems, synergy, which they define as, ‘the
added value of one medium (print, radio,
internet, sales promotions, etc) as a result of
the presence of another medium, causing the
combined effect of media to exceed the sum
of their individual effects’, is a widely accept-
ed practice which, in fact, only has a limited
research basis. They have extended an exist-
ing model used in advertising to analyse
multi-media strategies in a quest to find the
‘presence’ of synergy.

They applied a complex modelling process to
the multi-media communications strategy of
the Levi-Strauss/Dockers brand. First, they
tested if synergy existed between the differ-
ent media and, when this was established,
tested the impact of synergy on media bud-
gets. As synergy increases, they argue, the
budget should be increased to improve the
effect. Interestingly, though, they say, the
increased funds should be allocated to the
less effective ‘media’ in the mix - not the
most effective — to complement the media
with the most impact. This work makes an
important contribution to our understanding
of integrated communication — and has
added more weight to a concept that is
embraced widely — largely because its intu-
itive appeal has up until now had only a lim-
ited research base.

George Franke, Bruce Huhmann and David
Mothersbaugh? have examined the amount
of information in print advertisements need-



ed to build a customer’s perception of the
brand and to increase sales. Many corpora-
tions spend a great deal of money on adver-
tising. In the UK, for example, Proctor and
Gamble spent £162 million on advertising in
2002 alone.®* While all advertising strategies
are different, some do not seem to recognise
that there is a limit to the amount of infor-
mation that customers can physically
process. Instead, they aim to maximise the
amount of information available with little
concern for potential ‘overload’. Others,
however, are more selective and targeted in
the way they disseminate information,
acknowledging such limitations and accept-
ing that customers’ need for information can
vary.

For example, the researchers investigated
whether potential customers (readers of
advertisements) use all the information pro-
vided in advertisements. They also ask
whether readership of this information varies
between product groups. Franke, Huhmann
and Mothersbaugh investigated a number of
different types of products, services and
‘experiences’.

They examined ‘search products’, like house-
hold goods, carpets, furniture, etc, which can
be evaluated before purchase, and about
which customers can make informed buying
decisions. ‘Experience products and services’
are ones that are not easy to evaluate, as they
are difficult to sample and try before pur-
chase. This category was divided into conve-
nience and shopping goods, where conve-
nience goods (food, drink, cosmetics, medi-
cine, toiletries, telephone, TV, internet con-
nection) are bought on a regular basis.
Shopping goods (healthcare services, insur-
ance, financial and legal services, cars, com-
puters, DVD players and cameras), on the
other hand are bought infrequently as they
have higher prices and are perceived as more
risky.

For these products the researchers assessed
the advertisement length, the visual size, the
amount of print copy and the picture, space
and information in a number of advertise-
ments in leading US magazines. Their
research findings indicate that:

the length of advertisements did have a
negative effect on the levels of readership
of advertisements for experience products.
Readers seem to be more sceptical about
advertisements for more intangible prod-
ucts and services that are difficult to try

and sample. This, unsurprisingly, wasn't
the case for search products that can be
more easily evaluated;

the size of advertisements helped to grab
the reader’s attention and also increased
readership for all three categories;

the least information was found in adver-
tisements for convenience products.
Franke, Huhmann and Mothersbaugh con-
firmed that when too much information is
provided in advertising for convenience
products, readership levels can be reduced,
and added information is simply a waste
of advertising spend;

shopping products that carry higher finan-
cial risk don’t seem to be receiving enough
attention by advertisers. More information
here could increase readership, enhance
knowledge, build awareness and lead to
increased purchases; and

the most information was found in adver-
tisements for shopping products rather
than for search products.

Producing copy and controlling information
levels are an important part of any advertis-
ing strategy. This is especially important
when one looks at the huge costs involved in
advertising in popular magazines — women'’s
magazine, Cosmopolitan, typically charges
£15,000* per page for a colour advertisement,
for example. Companies should seriously
consider costs when, for example, a half page
advertisement might have the same or more
impact — sometimes less can, indeed, be
more. The marketer needs to understand the
level of risk and the attention span of the
reader — and to invest accordingly.

It is clear advertising plays a key role in help-
ing build brand visibility and familiarity and
advertisements are repeated to try and
increase customer knowledge. In this way,
advertising as a part of an integrated com-
munications strategy plays an important role
in building brand equity. Assessing the effec-
tiveness of repeating advertisements on a
regular basis is another area where the
cost/benefit analysis needs to be considered.

When investigating the relationship between
advertising and the familiarity of the brand
among different groups of customers, some
researchers have found there is no relation-
ship between the repetition of advertise-
ments and the effectiveness of the message.
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Others claim that the advertising message is
effective when repeated at low levels.
Margaret Campbell, Kevin Keller, David Mick
and Wayne Hoyer,® are particularly interested
in whether repeating advertisements decreas-
es the effectiveness of the message and
whether brand familiarity has a role to play
in that process.

Brand familiarity is developed when con-
sumers build ‘mental pictures’ from experi-
ence, recommendations, information from
print advertising media, packaging, press
releases and so forth. Therefore, some cus-
tomers have strong connections with some
well-known and mature brands but are
inevitably less familiar with others. From
their research, it seems that when con-
sumers aren’t familiar with a brand they
exert effort in thinking about and examin-
ing the messages contained in advertise-
ments.

While this seems to be a positive outcome,
Campbell, Keller, Mick and Hoyer suggest
that the more times advertisements are
repeated the more weary readers become and
suspicions can increase. Consumers, they say,
become ‘concerned about marketers persua-
sive techniques’. This, though, doesn’t seem
to be the case for familiar and better-known
brands. Paradoxically, then, it seems that the
more attentive the customer, the more weary
they can become about the advertisement.

Such conclusions raise a number of issues for
marketing managers and communications
specialists. If you are responsible for a mature
and familiar brand with high equity, it is
possible to ‘maintain a positive attitudinal
response’ when repeating advertisements.
When trying to build a new brand, however,
the strategy should include:

a blended approach which uses a range of
communication methods;

some complexity in the strategy to keep
the customer interested;

limiting the number of repeats to increase
communication effectiveness;

skilful development of the media plan and
ad schedules; and

a focus on building customer attitudes and
brand familiarity, not just advertising
recall.

It is clear from this research that the more
times people see advertisements for unfamil-
iar brands, the more weary they become.
Thus, when competing with more familiar

brands, it is not necessary to match their
media strategy but, to be creative, to focus
on the customers’ needs and behaviour and,
plan accordingly.

Advertising and multi-media communication
help bring strength, longevity and value to
the brand. Determining the value of the
brand - and its equity — is a complicated but
important process.

According to Kusum Ailawadi, Scott Neslin
and Donald Lehmann,® there is widespread
agreement on the general definition of the
concept of brand equity but different per-
spectives on its nature. Brand equity is ‘the
marketing effects or outcomes that accrue to
a product with its brand name compared
with those that would accrue if the same
product did not have the brand name’. The
challenge for all marketing professionals is,
of course, to understand which dimensions
build equity and, most importantly, how to
measure it.

Those used presently are either consumer-
based — examining for instance the cus-
tomer’s awareness, attitudes and loyalty — or
they are product/market based measures
which are used to assess the product’s value
in the marketplace. Here, the key element is
discerning the premium consumers are
happy to pay for a brand. Finally, financial
measures are based on the brand as an asset.
Here, brand value/equity is measured when
the brand is sold or on the value of licensing
fees, royalties or profits and growth poten-
tial. All these measures are used by different
companies — they may have their advantages
but they don't give managers a simple, use-
ful, objective measure, Ailawadi, Neslin and
Lehmann say.

Many have attempted to uncover an ‘ideal’
measure of brand equity. Recently Charles
Pahud De Mortanges and Allard Van Riel’
investigated the role of the brand as an
asset and examined the link between brand
equity and shareholder value. They used a
consumer-based approach called the ‘brand
asset valuator’ model developed by Young
and Rubicam Inc.® This states that brand
value is a function of strength and stature,
derived from customer knowledge, esteem,
relevance and differentiation. When they
compared the brand performance of over a
thousand brands with their shareholder-val-



ues, they found a relationship between the
performance of the brand and the value of
the firm. Yet the authors, themselves, recog-
nise the limitations of their work and
acknowledge their approach doesn’t exam-
ine the magnitude of the shareholder-value.
Nor, in fact, can they relate their findings to
marketing decisions and investments.

This is both interesting and valid, but
Ailawadi, Neslin and Lehmann’s approach is
more confident. They suggest, for example,
that product/market measures are more rele-
vant to marketing management as they are
based on real data and, therefore, reflect the
brand’s performance over time. Thus, a
measure of revenue premium is their pre-
ferred approach. This approach simply
involves a comparison of the revenue gener-
ated by a branded product when compared
to the non-branded/private label alterna-
tives, through the use of existing company
and market research data.

Revenue measures are appealing as they are
related to the marketing inputs like adver-

tising, promotion and pricing, whilst valu-
ing the performance measure that most
marketers and financial professionals focus
on. Ailawadi, Neslin and Lehmann strongly
recommend their approach as a test of
‘brand health’, which can be measured over
time and against competitors.

Advertising is, clearly, a key element in com-
munications strategy and while it’s an impor-
tant part of building brand equity it isn’t the
only method for communicating with the
customer. Many different communication
tools can be used together to build awareness
and brand knowledge.

Media advertising, publicity, PR, sponsor-
ship and exhibitions, amongst many oth-
ers, need to be combined skilfully and used
wisely to develop a dialogue with cus-
tomers. It is also important that it is not
necessary to maximise communications all
the time. Communications need to be pro-
portionate and balanced according to cus-
tomer needs and used strategically to build
brand equity.

‘Understanding the impact of synergy in
multimedia communications’

Naik Prasad and Raman Kalyan

Journal of Marketing Research, November
2003, Vol 40, Issue 4, p375

‘Information content and consumer reader-
ship of print ads: a comparison of search and
experience products’

Franke George, Huhmann Bruce and
Mothersbaugh David

Journal of the Academy of Marketing
Science, Vol 32, No 1, Winter 2004
Marketing Pocket Book

The Advertising Association

World Advertising Research Centre, Henley
on Thames, 2004

Ibid

‘Brand familiarity and advertising repetition
effects’

Campbell Margaret, Keller Kevin, Mick David

and Hoyer Wayne

Journal of Consumer Research, Vol 30, Issue
2, September 2003, p292

‘Revenue premium as an outcome measure of
brand equity’

Ailawadi Kusum, Neslin Scott and Lehmann
Donald

Journal of Marketing, Vol 67, Issue 4,
October 2003, p1

‘Brand equity and shareholder value’

De Mortanges Charles Pahudand Van Riel
Allan

European Management Journal, Vol 21, No 4,
p521

BAV Brand Asset Valuator white paper, 2000
Young and Rubicam,

Retrieved from the Internet:
www.yr.com/knowledge/YR-BAV-white-
paper.pdf
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Training effectiveness and

evaluation

Training is a key responsibility of the human resource function, but is train-
ing an effective way to develop an organisation and its people? What are
the best training methods, and how can they be properly evaluated?
Richard McBain, director of distance learning programmes at Henley
Management College, reviews new evidence and suggests that training is
key to the success of the human resource function. The benefits of in
house training, action training and executive coaching are identified and

an evaluation is suggested.

Training is a key way to develop sustainable
competitive advantage through human
resources and ‘one of the most pervasive
methods for enhancing the productivity of
individuals and communicating organisa-
tional goals to new personnel’.' How,
though, does an organisation know if its
training is effective? Consistent training
evaluation is rare and many organisations do
not always know how, exactly, their training
impacts performance. Research into training
effectiveness, both in terms of types of train-
ing interventions and evaluation methodolo-
gies, has also been limited.

The most widely used and straightforward
approach is that of Donald Kirkpatrick?
which identifies four dimensions, or levels,
of evaluation. The first is the reaction level,
which relates to the affective and attitudinal
responses of those experiencing the training.
This is the most common level of evaluation
and sometimes the only type undertaken. It
is usually carried out at the end of the train-
ing event.

The ‘learning level’ involves assessing the
achievement of specific learning outcomes,
while the ‘behaviour level’ attempts to eval-
uate actual on-the-job performance. Finally,
the ‘business results level’ requires the evalu-
ation of organisational productivity or prof-
its. This is the most critical for an organisa-
tion because it identifies if the training has
met its needs but it is also rare, partly
because of the difficulties of gaining data, of
separating the effects of training from those
of other interventions, and the lack of suit-
able evaluation methods.

There can also be difficulties, though, at the
other levels. For example, reliable and valid
evaluation of the behavioural impact of a
training programme may require the use of
experimental methodologies and control
groups. Some participants (the treatment
group) may receive training while others (the
control group) may not. The performance of
the two groups after the training would then
be compared. This approach is not always fea-
sible in an organisational context.

This article reviews recent research into
training effectiveness and evaluation, focus-
ing on the evaluation of specific types of
training, and on various methods of evalua-
tion. It starts, though, by considering more
general issues related to training effective-
ness and the evaluation of business results.

In their analysis of training literature pub-
lished between 1960 and 2000, Winfred
Arthur and colleagues® undertook a useful
study of training effectiveness at the highest
level. Their analysis, based on 165 published
sources, considers whether the effectiveness
of training in organisations is related to spe-
cific training design and evaluation features
and is focused on:

type of evaluation criteria, using the four
levels of evaluation described above;
training needs assessment, involving an
analysis of organisational, task and person
requirements; and



match between the skill or task character-
istics of the training and the training
delivery method.

The key results of their analysis were that:

organisational training is generally effec-
tive, with medium to large effect sizes;
the effectiveness of training depended on
the level of evaluation, with the ‘learning
level’ being marginally more effective
than training at the other three levels;
the time interval between training and
evaluation did not seem to have an
impact on training effectiveness;

there seemed to be no consistent link
between carrying out a training-needs
analysis and the effectiveness of training;
and

lectures, surprisingly, emerged as a gener-
ally favourable method of training.

This research suggests, then, that organisa-
tional training is an effective means of devel-
oping human resources and, it seems, more
effective than many other organisational
activities. A comparison of published ‘effect
sizes’ suggests that it is more effective than
appraisals and feedback, or management by
objectives, for example, but less effective
than goal-setting.

However, the effectiveness of training
depends on criteria like the training delivery
method and the skill or task being taught. In
addition, the authors say, the social context
of the organisation plays an important role
in helping transfer the skills being taught to
the job itself and also impacts upon the
effectiveness of training evaluated on behav-
ioural or business results criteria.

Another recent study also examines the over-
all effectiveness of training on performance at
the business level, but this time through look-
ing at 457 small to medium-sized enterprises
(SMEs) in five European countries. Antonio
Aragbn-Sanchez and his research team*
focused on effectiveness and profitability.

To assess the former, an organisation needs
to know the costs of training, while to evalu-
ate the latter it needs to have knowledge of
both costs and revenues. The measures of
effectiveness and profitability used in their
study were:

effectiveness — employee involvement
(including team work and motivation), HR
indicators (including absenteeism, number
of internal appointments) and quality
(including service quality, delivery time
and customer complaints); and
profitability — sales volume, benefits before
interest and taxes, and profitability.

The main findings of the research may be
summarised in terms of the two categories:

training effectiveness — on-the-job training,
given by in-house trainers, has the highest
positive influence on training results, per-
haps because issues of transference of
learning to the work environment are
minimised. Skills training impacts upon
both quality and productivity. Employee
involvement increases when employees
act as trainers, but increasing the amount
of training does not in itself increase
involvement. A lack of training planning
does not in the short-term, reduce the
impact of training. Finally, they say, the
higher the level of competition faced by
an organisation, the greater the impact of
training on both quality and HR indica-
tors; and

training profitability — the authors also say
that internal training positively affects
sales volume, while external training can
be negative — possibly because it entails
absence from work. In contrast to consid-
erations of effectiveness, training must be
planned to be profitable, they say. Co-
operation in training and cost-sharing can
be beneficial for an SME. While, in the
short-term, expenditure on training may
have a negative impact on sales and prof-
itability, possibly due to a reduction in
number of working hours, increasing the
percentage of skilled workers in an organi-
sation, unsurprisingly, can positively affect
sales volume.

Such research further supports arguments
about the positive benefits of training, but it
also demonstrates that the consequences for
employee effectiveness may, in fact, be dif-
ferent to those for profitability. In the short-
term, it seems, training is unlikely to lead
automatically to improved profitability. But
some training activities may impact on effec-
tiveness in the same period. Furthermore,
while the level of training investment seems
important for effectiveness, the key for prof-
itability is the percentage of trained employ-
ees, and training investment may adversely
impact profitability in the short term.
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Intriguingly, the level of planning does not
seem to be correlated with training effective-
ness, but it is important for profitability.

Training for charismatic leadership

Charisma is a form of social authority and a
central component of transformational lead-
ership. Charismatic leaders communicate a
vision that inspires others. Such influence
usually stems from a communication style
that involves good eye contact, facial expres-
siveness, body gesturing and speaking with
an animated voice. It also comes from the
person being able to articulate a vision that
taps into followers’ values, and which can be
facilitated by the appropriate use of autobi-
ography, stories and metaphors, for example.
Evidence suggests that charismatic and inspi-
rational communication improves perfor-
mance. However, the effectiveness of train-
ing in charismatic influence — and to what
extent this can be achieved - remains an
open question.

Two studies evaluating the effects of
charismatic leadership training

Annette Towler’s® study of the effectiveness
of training in ‘charismatic’ communication
style and ‘visionary’ content addresses both
the learning and behaviour levels of evalua-
tion. It also uses a control group design,
with pre-testing prior to the training inter-
vention and subsequent post-testing.

She undertook two linked studies. In the
first, 41 business students were divided into
three groups. One group received charismat-
ic influence training, another received pre-
sentation skills training (covering charismat-
ic communication style but not visionary
content training), and the control group
received no training at all. The training ses-
sions lasted two and a half hours, and all
participants prepared a speech that was
video-taped. They assumed they were
recruitment managers giving a speech to
recruiters. In the second study, 102 students
watched one of the videotaped speeches in
small groups and then performed a task
based on instructions given to them. The
participants then assumed the role of
recruiters evaluating resumés for a manage-
ment training position.

Training effectiveness was assessed in the
first study by means of a test of participants’

knowledge of charismatic influence and
their demonstration of charismatic influence
behaviours. The second study evaluated the
effects of the influence training on ‘recruiter’
performance, commitment and satisfaction.
The key findings were that:

e charismatic influence trainees performed
better on the knowledge test and they
exhibited certain charismatic behaviours
to a greater extent than those in the other
groups. For example, they demonstrated a
greater use of animated voice tones but
not of facial expression, and they made
greater use of analogies and stories, but
not of vision or value statements, autobi-
ography or raising expectations; and

e participants who viewed the speech of a
charismatic influence trainee performed
best. They performed better in the task of
writing a letter to a job applicant, were
more satisfied with their task and per-
ceived the charismatic influence trainee to
be more effective in their delivery, but
there were no effects in terms of task
motivation, effort or self-efficacy.

While the small sample size, artificial setting
and brevity of the charismatic training may
have limited its impact, this study indicates
that training may indeed help develop
charismatic influence behaviours and
demonstrates a methodology for evaluating
such training.

Another approach, by Michael Frese et al°,
not only supports the notion that charismat-
ic leadership training may be effective, but
also demonstrates a different methodology
for undertaking such an evaluation. Their
research used a ‘non-equivalent dependent
variable design’, using a single treatment
group, all of whom received the same train-
ing. However, the key is to identify two sets
of similar dependent variables, one of which
is seen as influenced by the training together
with one group that is viewed as not directly
affected.

Thus, this research sought to train charis-
matic behaviours, which included both
visionary content and charismatic communi-
cation style. At the same time, certain
aspects of charismatic communication
behaviour are very similar to characteristics
of effective public speaking, which could be
improved through the training even though
this was not its objective. They are therefore
treated as control variables in the research.
The impact of charismatic influence training



is then evaluated in terms of any difference
between the trained effects and any
improvement in the control variables. It is
important for this design to identify control
variables that are conceptually similar but
measurably distinct from those variables to
be trained. This may not be an easy task, but
where it can be achieved, the approach may
be useful for evaluating training in a com-
mercial setting because it is less invasive
than the control group design.

Two relatively small-scale studies were
undertaken by Frese and colleagues in which
the participants, all of whom were managers,
received the same one-day action-training
programme. This involved training in the
development of a departmental vision and
in the skills of inspirational speech. The only
difference between the two studies was the
list of public speaking variables used as con-
trol items. Twelve variables were measured as
‘trained’ items in the first study and 14 in
the second. These included eye contact, use
of gestures, variation of speed and loudness,
emotional appeal and repetition of the
vision. In both studies there was significant
improvement in the ‘trained items’ as a
result of the tutoring, especially in terms of
emotional appeal. In study 1, three out of
the eight control items showed an increase,
and in study 2 only one out of the seven
control items — that of good organisation —
had increased.

This research, then, not only demonstrates
that action training may improve one aspect
of charismatic leadership — that of inspira-
tion - but it also suggests that a ‘non-equiva-
lent dependent variable design’ may have
potential for training evaluation.

Another area of increasing interest is that of
executive coaching. This usually involves a
one-to-one relationship between the manag-
er and a trainer, focused upon achieving per-
sonal goals and learning. Both practitioner
and management literature suggest it can be
an effective form of management develop-
ment; allowing managers to develop skills,
set appropriate goals, adjust to change and
increase personal accountability.

Little research, though, has focused on the
impact of executive coaching on either
behaviour change or performance improve-
ment. This, surely, is a key issue for organisa-

tions given the financial and temporal
investment such training demands. James
Smither and research team’, however, have
sought to examine the impact of executive
coaching in terms of multisource feedback.
They have also researched whether working
with an executive coach affects the goals
that managers set and the likelihood that
they will discuss their feedback with those
who have rated them in order to obtain
ideas for improvement.

1,361 senior managers in a global corpora-
tion - all of whom received multisource
feedback — participated in the study. This
involved performance evaluations gathered
from line managers, peers and subordinates
and goal-setting based upon the feedback.
One year later, 1,202 of the managers (88%
of the original sample) received multisource
feedback from another survey which sought
to evaluate progress towards each individ-
ual’s goals. Of the original participants, 404
worked with an executive coach to review
their feedback and set goals and 400 of these
managers participated in the follow-up sur-
vey.

The executive coaching in the study
involved only a small number of meetings,
leading to a total of between five and seven
hours of coaching. Coaches were carefully
selected — most had organisation develop-
ment, psychology, human resources or rele-
vant industry experience and typically
worked with between five and six senior
managers. The most important findings were
that:

86.3% of managers said they wanted to
work with a coach again;

senior managers who worked with a coach
set significantly more specific goals than
those who did not, although the effect
size was small;

senior managers who worked with a coach
were more likely to share their feedback
and solicit ideas for improvement from
their superiors;

the relationship between executive coach-
ing and improvement in direct report and
supervisor ratings was positive but small;
and

the improvement in ratings was not relat-
ed either to the number of coaching con-
versations or to the managers’ ratings of
the coaches’ effectiveness.

This research suggests that executive coach-
ing may have benefits for the individual
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manager, even if the size of the benefits is
relatively modest. However, as the authors
point out, even small improvements in per-
formance may be associated with meaning-
ful economic benefits for the organisation.

Research suggests training may be an effec-
tive way of developing people within an
organisation. It also suggests that organisa-
tions should look beyond simply evaluating
the reactions of trainees to training events
and, indeed, the achievement of learning

outcomes. Organisations also need to evalu-
ate behaviour change and performance to
justify the expenditure on training and
development programmes. Methods for
undertaking this evaluation are developing,
and studies are demonstrating the value of
specific types of training.

Furthermore, recent research suggests that
organisations have ways to evaluate training
effectiveness and profitability at the business
results level and that such evaluation may
provide them with an improved understand-
ing of their efforts to develop competitive
advantage.

‘Effectiveness of training in organisations: a
meta-analysis of design and evaluation fea-
tures’

Arthur Winfred Jnr, Bennett Winston Jnr,
Edens Pamela S and Bell Suzanne T

Journal of Applied Psychology, Vol 88, No 2,
2003, pp234-245

Techniques for evaluating training programs’
Kirkpatrick Donald L

Journal for the American Society of Training
and Development, Vol 13, 1959, pp3-9
Arthur Winfred Jnr, et al, op cit

‘Effects of training on business results’
Aragon-Sanchez Antonio, Barba-Aragén
Isabel, Sanz-Valle Raquel

International Journal of Human Resource
Management, Vol 14, No 6, 2003, pp956-980
‘Effects of charismatic influence training on
attitudes, behaviour and performance’

Towler Annette ]

Personnel Psychology, Vol 56, 2003, pp363-
381

‘Action training for charismatic leadership:
two evaluations of studies of a commercial
training module on inspirational communi-
cation of a vision’

Frese Michael, Beimel Susanne, Schoenborn
Sandra

Personnel Psychology, Vol 56, 2003, pp671-
697

‘Can working with an executive coach
improve multisource feedback ratings over
time? A quasi-experimental field study’
Smither James W, London Manuel, Flautt
Raymon, Vargas Yvette, Kucine Ivy
Personnel Psychology, Vol 56, 2003, pp23-44



Why mission statements

matter

Pressures on companies in different parts of the world have led to a
convergence in governance structures and strategic options. In such an
environment a focus on business process and real options theory may

provide a useful addition to more traditional theories and techniques.
lan Turner, professor of management studies and director of graduate
business studies at Henley Management College, reviews evidence that
suggests that comprehensive vision statements can lead to success for

many organisations.

It used to be common to refer to different
varieties of capitalism, distinguishing the
anglo-saxon model, say, from the
Continental European or Japanese approach-
es. British companies, for example, were said
to be driven by equity markets and, thus,
ultra sensitive to shareholder interests. In
Germany — where capital markets were less
developed and large industrial companies
often connected with the large banks and
insurance companies — though, developing
the longer-term competitive position of the
firm was generally seen as more important
than shareholder interests.

Britain and Germany are, though, both long-
standing if not always harmonious co-mem-
bers of the European Union, which at least
since the early 1990s has promoted the idea
of a single market with greater intra-
European trade and investment. Both UK
and German companies also operate increas-
ingly in global markets and many large
German companies are now listed on foreign
stock exchanges, including in the US, and
are thus more susceptible to shareholder
pressure.

Given these similarities, is it still possible to
discern national differences of approach in
corporate structures and strategies adopted
by companies in the two countries? A survey
first conducted in the mid-1990s and repeat-
ed in the later 1990s by Thomas Kirchmaier
offers some interesting insights.!

British companies used to be amongst the
most highly diversified in the world. By con-
trast, German companies have typically been

seen as highly specialised. Certainly, many
so-called Mittelstand companies, usually in
the engineering sector, dominate global
niches very successfully. But many large
German companies are also highly diversi-
fied conglomerates. In the 1990s, it seems —
and particularly during the earlier part of the
decade — most British companies and just
over half of all German firms reduced their
diversification. That meant many large
British firms tended to be more focused than
their often still highly diversified German
counterparts.

Mergers and acquisitions (M&A) are also
often seen as a typically anglo saxon attempt
at growing a business while German compa-
nies prefer slower — but less risky — organic
growth. Yet the research shows that whilst
de-mergers and divestments are still much
more popular amongst British companies,
M&As are equally favoured in both coun-
tries. There also appears to be convergence
in the purposes for which companies use
mergers and acquisitions. Unrelated diversifi-
cation and vertical integration are out of
fashion. Many mergers and acquisitions now
involve horizontal cross-border expansion,
prompted by the opening up of internation-
al markets and intensification of global com-
petition. In this latter respect however,
British companies seem to be further
advanced than German companies who
remain focused primarily on their own mar-
kets. British respondents also seem to be
more positive about the impact of the M&A
activity on their share price than their
German counterparts. This suggests that
managers, particularly in the UK, systemati-
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cally over-estimate the positive impact of
M&A activity on their financial perfor-
mance.

There are also differences between the two
countries for management buyouts. Clearly,
this is related to the differences in levels of
diversification, since British companies have
been much keener to use management buy-
outs to reduce the degree of diversification
than their German counterparts.

Much has been written about the increase in
joint venture and strategic alliance activity,
and the survey also revealed this practice
was equally important to German and
British industrial businesses, with just under
half in each case involved in at least one
such combination in the period under
review. It is worth noting, though, that col-
laborative activity only accounts for about
5% of the total sales of a company in these
countries and that in the case of British
companies, at least, the practice seems to
have abated lately in favour of mergers and
acquisitions.

What drives such changes? According to
the survey, companies in both countries
attribute greater importance to the intensi-
fication of competition in their product
markets than they do to pressure from capi-
tal markets, although, interestingly, capital
market pressures are now cited almost as
frequently by German companies as by
British firms, indicating that considerations
of shareholder value are now becoming
more widespread in Germany as well.

In the last issue of Manager Update we
examined a recent contribution to the
resource-based view which concluded that
companies seeking to achieve sustainable
competitive advantage should focus on
what was different or asymmetrical about
their business and develop this into a capa-
bility which would be valued by customers
and difficult to replicate by competitors.
Even so, Jay Barney, a doyen of the
resource-based view, recognises that, while
the theory is compelling in its logic, it is
quite difficult to prove empirically.

Trying to establish a relationship between
possession of distinctive capabilities or core
competencies on the one hand - and firm

performance on the other - is often quite
complicated. First, the possession of distinc-
tive capabilities in certain parts of the busi-
ness could be outweighed by competitive
weaknesses (‘core incompetencies’?) in oth-
ers. Moreover, even where possession of dis-
tinctive capabilities confers advantage, that
advantage may not necessarily translate
into superior financial performance because
the additional profit is appropriated by
other stakeholders, eg, powerful suppliers,
or highly sought after creative brains or
experts in research.

In his most recent paper, Barney?” attempts
to test the resource-based view by taking a
different set of dependent variables — the
effectiveness of business processes — rather
than overall firm performance through
investigating customer service processes in
insurance companies. Each element of the
process is dissected using the resource-based
approach; thus, he concludes that investing
in technology or in customer-service
processes is unlikely to confer advantage
per se, since neither of these is difficult for
companies to imitate.

So-called ‘managerial IT skills’ (the ability
of line and IT managers to work together
and create a common understanding on the
use of IT) are, though: ‘the trust, inter-per-
sonal relationships and a shared body of
the firm’s specific knowledge between the
IT and the line manager at a level where
they are able to effectively work together to
conceive, develop and implement novel
applications of IT can take years to develop.

Thus the development of managerial IT
knowledge is often path-dependent on a
socially complex process. To the extent that
this shared knowledge is valuable and het-
erogeneously distributed across firms, it can
be a source of sustainable competitive
advantage, since it is not subject to low cost
imitation’.?

By measuring aspects of those companies’
customer services processes on the one
hand - and then correlating them with sev-
eral independent measurements of cus-
tomer service quality on the other -
Barney and his colleagues are able to
demonstrate empirically that resource-
based logic works at the level of business
processes, since only those processes which
are socially complex, path-dependent and
difficult to imitate give rise to sustainable
competitive advantage.



Past issues of Manager Update have comment-
ed on the growing interest in real options
theory, a reaction against the dominance of
shareholder value analysis techniques. SVA’s
critics often maintain that it leads to system-
atic under-investment in conditions of
uncertainty by ignoring the value of flexibil-
ity inherent in viewing strategic investments
as a sequence of options to be exercised, or
not, at some point in the future.

For Ron Adner and Daniel Levinthal,* real
options theory will only make a distinctive
contribution to strategic thinking when it
involves something more than simply substi-
tuting a series of smaller down-payments for
one large, lump-sum payment. For them,
real options offer the ability to abandon
investment initiatives at some point in the
future when the company has a clearer pic-
ture of the likely return from such invest-
ments. Only by adhering to the principle of
abandonment, say Adner and Levinthal, will
the real options approach deliver on what
they say is one of its key virtues — limiting
the downside risk.

Real options theory assumes, though, that
the value of the option is independent of
investors’ activity, and that its value cannot
be affected one way or the other by manage-
ment action. However, if the investment
decision assumes that the markets and the
technical agenda for the investment are flex-
ible, then real options theory is likely to be
less appropriate as a framework than more
incremental learning processes, as described,
for example, in the literature on innovation.
When a decision to invest is viewed as an
open-ended search it becomes impossible to
prove that such an investment, even
though it may not meet the initial target
conditions, doesn’t produce some valuable
outcome. In this case it will violate the
principle of abandonment, which Adner
and Levinthal characterise as being at the
core of real options theory.

The real options approach makes sense
where the target market is fixed and the
technical agenda is stable as, for example,
in the case of an oil company investing in a
new oil field. But where these agendas are
flexible, like the development of wireless
internet, abandonment may prove particu-
larly difficult. In such cases, options on
strategic opportunities rarely have explicit
expiry dates, and thus it is always tempting

to postpone abandonment until conditions
improve or initial shortcomings have been
overcome. Adner and Levinthal identify a
number of ‘option traps’ which can prevent
companies from abandoning opportunities.
The decision to terminate a project, or to
continue investing in an initiative, is often
linked with organisational politics, or, as
they put it, ‘the systems and support mech-
anisms put in place to create an impetus for
starting innovations act directly against
objective reassessment and termination’.*

The authors believe real options theory can
work well when applied to highly specific
investments and project teams need tightly
defined terms of reference. Formal mile-
stone planning and go/no-go decision steps
are also necessary, Adner and Levinthal say.
In addition, they argue, organisational cul-
ture and reward systems must tolerate fail-
ure, while decision-making must be struc-
tured and disciplined both at the outset
and at the point of exercising an option.

Other approaches to managing strategy in
uncertain environments are clearly possible
—and may in some circumstances have the
sort of desirable outcomes that weren’t orig-
inally intended. But, unless the company
has a disciplined approach to abandoning
projects, it is more likely that the real
options approach will lead it to over-invest-
ing and destroying value. Some, though,
disagree with Adner and Levinthals’
attempt to reject the type of strategic deci-
sions for which real options theory is likely
to be appropriate. Rita McGrath et al,® for
example, believe options theory can be
used to structure strategic thinking in con-
ditions of uncertainty, even where market
applications or technical agendas are flexi-
ble.

They also dispute Adner and Levinthal’s
emphasis on abandonment as the defining
principle of the options theory approach,
pointing out that the downside risk can be
minimised in other ways like, for example,
scaling down the investment or setting lim-
its on further expenditure. In general,
though, it is hard not to be persuaded by
Adner and Levinthal’s argument that there
is a difference between exercising financial
options - the value of which you cannot
influence — and realising a return on invest-
ment on a project or the development of a
new product, the value of which may
depend in large part on the activities of the
company.
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Many organisations, despite decades of
research, have problems in implementing
strategy effectively. As Michael Beer and
Russel Eisenstat’ point out, “in an extraordi-
nary number of companies unclear strategy
and conflicting priorities obstruct perfor-
mance”.* The solution, they believe, is for
leaders to confront publicly the reality about
the obstacles to strategy implementation in
their organisations.

Such organisation-wide conversations, they
say, are likely to be painful for the protago-
nists but the authors say such pain is essen-
tial for adaptation. Many of the companies
Beer and Eisenstat have dealt with are proba-
bly quite large entities, and the authors seem
to assume that middle and senior managers
throughout the organisation are aware of the
major issues and can easily identify the
strengths and weaknesses. Top management
teams, though, seem unable or unwilling to
recognise or resolve the issues.

Harvard’s Centre for Organisational Fitness
advocates a structured approach to organis-
ing conversations within businesses — after
15 years of research and practical experience.
For them, the top management team cannot
simply absolve itself from the responsibility
for setting the strategic direction but should
be ready to move repeatedly backwards and
forwards between advocacy of a particular
strategic direction and enquiry about the
best way to achieve it.

Yet it is clear that honest conversation about
a company'’s future direction isn’t likely to
happen spontaneously — a process needs to
be designed to achieve it. Their process
eschews modern techniques such as 360-
degree appraisals, employee satisfaction sur-
veys or external consultants. Instead, they
say, senior management, having developed a
statement of organisational direction, needs
to create a task force of the company’s best
managers. They, in turn, need to interview
the people below them who have important
things to say about the organisation and
their perceptions of its strengths and weak-
nesses — and what the barriers to imple-
menting the new strategic direction are like-
ly to be. The task force should eventually
feed back its findings to the top manage-
ment team in a so-called ‘fish bowl’ meeting.
This, the authors say, should prompt the
management team to reflect on the findings
and incorporate the insights from the feed-

back into a plan for how the organisation
should then proceed. This plan is then pre-
sented to the task force, who have the
opportunity to critique it. Once the plan has
been ‘stress tested’ in this way it is ready to
be implemented.

Of course, designing a process for strategic
conversations in this way is fraught with
problems. For example, some task force
members may be anxious that speaking
painful truths about the business could limit
their careers. Thus, the ground rules should
be explicit so as not to discourage attempts
to uncover and diagnose real business prob-
lems. Beer and Eisenstat make powerful
claims for their process, citing major
changes and improvements to business per-
formance as a result. The first attempt to
embark on this dialogue is likely to be the
most difficult but they believe that, having
once launched the process, successive
attempts become much easier, leadership is
perceived to be more effective, cynicism is
reduced and trust and commitment encour-
aged.

The formulation and definition of a mission
statement has long been recognised as a vital
first step in setting the direction of an organ-
isation and framing the strategy formulation
process. Unfortunately, though, there is only
limited evidence that the possession of a
mission statement leads to superior perfor-
mance. Jatinder Sidhu has sought to address
this problem by looking at companies in the
Dutch multi-media sector.’ Sidhu reports
increasing reluctance on the part of man-
agers to spend time formulating mission
statements, as well as anecdotal evidence
from consultants that companies are aban-
doning mission statements en masse.

Sidhu reviews the literature and concludes
that mission statements typically include
four distinct but related elements: the organ-
isation’s vision (ie, where it sees itself in the
future), the business domain (ie, the scope of
the business and the business that the
organisation believes it is in), its competen-
cies (or distinctive capabilities) and its values
or philosophy.

Of the 38 companies who responded to his
survey, 17 had a mission statement and 19 a
so-called business domain statement that
specified what business they were in. All



indicated that the statements had been for-
mulated more than three years ago (consis-
tent with the notion that mission statements
should be more durable than strategies, for
example) and had been reviewed, on aver-
age, around twice in the last three years.

The results correlated the presence of the
mission statement — as well as the content of
the statement — with business performance
(specifically sales growth, vis-a-vis competi-
tors). Although the study was small scale,
the results did indicate that there was a sig-

nificant positive relationship between com-
prehensiveness of the mission statement and
the company’s performance. This relation-
ship held good even after controlling for the
effect of strategic planning and organisation
size. Consequently, he concludes that it may
be too early to consign mission statements
to the shelf and it is at least plausible that
the discipline of formulating a mission state-
ment and reviewing subsequent strategies
against the mission statement is likely to
have a beneficial impact upon a company’s
long-run performance.
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non-financial firms in the late 1990s’ 6 ‘Real options as engines of choice and hetero-
Kirchmaier, Thomas geneity’
European Management Journal, Vol 21, No 4, McGrath, Rita, G, Ferrier, Walter, J and
2003, pp409-420 Mendelow, Aubrey, L
‘Capabilities, business processes, and competi- Academy of Management Review, Vol 29, No
tive advantage: choosing the dependent vari- 1, 2004, pp86-101
able in empirical tests of the resource-based 7 ‘How to have an honest conversation about
view’ your business strategy’
Ray, Gautam, Barney, Jay, B and Muhanna, Beer, Michael and Eisenstat, Russel, A
Waleed, A Harvard Business Review, February 2004,
Strategic Management Journal, Vol 25, 2004, pp82- 89
pp23-27 8 Ibid, p85
3 Ibid, p28 9 ‘Mission statements: is it time to shelve them’
4 ‘What is not a real option: considering bound- Sidhu, Jatinder

aries for the application of real Options to

Business Strategy’
Adner, Ron, Levinthal, Daniel, A

European Management Journal, Vol 21, No 4,
2003, pp439-446

Academy of Management Review, Vol 29, No

1, 2004, pp74- 85

21



Index of MU articles

These are the articles published in Manager Update since September 1998, arranged by subject.
For further information, please contact Jo Kinlochan at jo.kinlochan@icaew.co.uk

ACCOUNTING AND FINANCE
All the articles on this topic are by Roger Mills.

6

10
11
12
13
14
15

16
17
18
19
20
21
22
23
24

25

26
27

28

Sept 98

Nov 98

Feb 99

May 99
Aug 99
Nov 99
Feb 00

May 00
Aug 00
Nov 00

Feb 01
May 01
Aug 01
Nov 01
Feb 02
May 02
Aug 02
Nov 02
Feb 03
Apr 03

Aug 03
Nov 03

Feb 04

‘Developments in emerging
markets: financing and risk
management’

‘Winners and losers — capital
allocation: investment
decisions, acquisitions and
restructuring’

‘European economic and
monetary union’

‘The cost of capital’

‘Is shareholder value dead?’
‘Mergers and acquisitions’
‘Cost management’

‘Valuing internet business’
‘Risk and value’
‘Developments in cost and
management accounting’
‘Reflections on economic value
added’

‘Estimating the cost of capital’
‘Socially responsible investing’
‘Operational risk’

‘Intangible assets and
intellectual capital’

‘Mergers and acquisitions’
‘Life after Enron et al’

‘Stock returns and the cost of
equity’

‘The revolution in risk
management’

‘Developments in e-finance
and e-banking’

‘Raising equity finance’

‘Is value based management
past its prime’

‘Country risk and the cost

of capital’

HUMAN RESOURCES MANAGEMENT
All the articles on this topic are by Richard
McBain, except where indicated.

6

7

10

11

22

Sept 98
Nov 98

Feb 99

May 99

Aug 99

Nov 99

‘The changing role of the
manager’

‘Pay, performance and
motivation’

‘Developing an effective HR
strategy’

Mitchell Kusy

‘Implementing quality and
re-engineering programmes:
managing the people issues’
‘Managing human, social and
intellectual capital for compet-
itive advantage’

‘Resistance, fairness and satis-
faction’

‘Attracting, retaining, and
motivating capable people’
‘How do leaders make a differ-
ence’

‘Getting the best out of teams’
‘Rewards, retention and
performance’

‘Managing emotions and
moods’

‘Balancing work and family life’
‘Performance and power’
‘E-learning: towards a blended
approach’

‘Culture and commitment’
‘Selection, rejection and
turnover’

‘When HRM reaches across
borders’

‘Changing business cultures’
‘The challenge of call centres’
‘The difficult issue of ‘trust”
‘Organisational identity’
‘Improving assessment centres’
‘Understanding job
satisfaction’

All the articles on this topic are by Susan

12 Feb 00
13 May 00
14  Aug 00
15 Nov 00
16 Feb 01
17 May 01
18 Aug 01
19 Nov 01
20 Feb 02
21 May 02
22 Aug 02
23 Nov 02
24 Feb 03
25 Apr03
26  Aug03
27 Nov 03
28 Feb 04
MARKETING
Foreman.
6  Sept 98
7 Nov 98
8 Feb 99
9 May 99
10  Aug 99
11 Nov 99
12 Feb 00
13 May 00
14 Aug 00
15 Nov 00
16 Feb 01
17 May 01
18 Aug01
19 Nov 01
20 Feb 02
21 May 02
22 Aug 02

‘Product development perfor-
mance and competition’
‘Consumer behaviour and
emotions’ motivation’
‘Customers, channels and
supply chains’

‘Brand management’
‘Consumer choice’
‘Marketing organisations and
virtual communities’

‘Rivals, smart markets and
high-tech branding’
‘Customer satisfaction:
guaranteed’

‘Performance measurement
and customer privacy’

‘Brand communities, loyalty
and relationships’

‘Fluid marketing organisations
‘Mobile commerce and
contextual marketing’
‘Pricing revisited’

‘Creating value for the cus-
tomer’

‘Flirting and teasing, or loyalty
and relationships?’

‘Business to business
marketing’

‘Customers who are
‘hopelessly devoted’

’

23

24

25

26

27

28

Nov 02
Feb 03
Apr 03
Aug 03
Nov 03

Feb 04

‘Corporate identity, theatre
and pricing’

‘Using “mobile” and
“conventional” markets’
‘Involving customers with new
products’

‘Consumer decision making
and the internet’

‘Reviewing the value of
loyalty’

‘Profiting from customer fun’

STRATEGY AND ORGANISATION
All the articles on this topic are by Ian Turner.

6

10
11
12
13

14
15
16
17
18
19

20

21

22
23

24
25
26

27

28

Sept 98

Nov 98
Feb 99
May 99

Aug 99
Nov 99
Feb 00

May 00

Aug 00
Nov 00
Feb 01

May 01
Aug 01
Nov 01

Feb 02
May 02

Aug 02
Nov 02

Feb 03
Apr 03
Aug 03

Nov 03

Feb 04

‘Corporate survival and
innovation’

‘Strategy and meaning’
‘Pacing an effective change’
‘Strategy in the post-industrial
society’

‘Corporate restructuring’
‘Making a difference’
‘Decline and renewal’

‘New ideas for competitive
advantage’

‘Co-evolution’

‘Spin-offs and spin-outs’
‘From value chain to value net’
‘Corporate amnesia’

‘Strategy and the internet’
‘Entrepreneurship in the large
corporation’

‘Whatever happened to the
new economy’?

‘Options on strategic
positioning’

‘Has strategy changed?’
‘Rejuvenating strategic
planning’

‘Learning from experience’
‘Does leadership matter?’
‘Winners and loser in
technology revolutions’
‘Corporate governance in the
spotlight’

‘Identifying strategy fads and
successes’

The Faculty produces an
‘Index of Publications’
each year, listing all its

publications.
To find out more, visit
www.icaew.co.uk/fmfac



Doo, Raewosr

If you enjoy this publication, and you are not already a member of (or subscribe
to) the Institute’s Faculty of Finance and Management, why not join now? Among
other benefits (see list on back page), you will receive all our future Faculty
publications, sent to your chosen address.

APPLY NOW TO JOIN OR SUBSCRIBE
As a busy finance professional, do you sometimes feel out of touch with the latest
management techniques? The Faculty of Finance and Management can help you.

WHAT DOES THE FACULTY PROVIDE?
Just what our members and subscribers want:

easy-to-read publications, stimulating conferences, lectures, videos, and a
web site — all dealing with a wide range of professional management topics;
opportunities to network with members; and

an independent, unbiased viewpoint - the topics we cover in our
publications, lectures and conferences are chosen by people like you
working in or advising business.

WHY SHOULD YOU JOIN?

The extra resources and opportunities we offer will add value to your professional
life, and to your career. We have around 10,000 members. Membership costs just
£63 per annum for Institute members, and £95 (including VAT) for non-Institute
subscribers.

I look forward to welcoming you as a Faculty member.

Yours sincerely
Q—*—A‘A

Chris Jackson,
Head of Faculty

To join the Faculty, please complete the response form below.

Membership costs just £63 per annum for Institute NAME:

members and £95 (including VAT) per annum for non-

Institute members. ADDRESS:

Please photocopy this page, provide the details

requested here and return the page to: Treasury

Department, The Institute of Chartered Acccountants INSTITUTE MEMBERSHIP NO:
in England and Wales, Gloucester House, 399 Silbury

Boulevard, Central Milton Keynes MK9 2HL PHONE:

or

fax to: 01908 248064 EMAIL

PAYMENT - To pay by credit/debit card or cheque, please enter details below
Please charge £ to:

NUMBER:

START DATE: EXPIRY DATE: ISSUE NO (SWITCH):

| enclose a cheque payable to ‘Chartac’ for £ SIGNATURE:



Manager

Finance & Management

This is a monthly newsletter containing a
range of short articles and analysis of current
topics, as well as Faculty news and events. It
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