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SUSTAINABILITY REPORTING FRAMEWORKS

Nigel Finch, Macquarie Graduate School of M anagement
nigel.finch@mgsm.edu.au

ABSTRACT

The am of this paper is to explore the literature regarding sustainability and extended
reporting frameworks.

We starts by defining corporate social responsibility (CSR) and sustainability and adopting
the view that these terms have similar meanings and are often used interchangeably to mean the
same thing. Next, we outline a brief overview of the historical development of the concepts of
sustainability, which will lead into an analysis of the five major frameworks covered in the
literature: (1) agency view; (2) corporate social performance view; (3) resource-based view; (4)
supply and demand view; and (5) the stakeholder view, which is the dominant view.

Following this, wel ook at under standing stakehol der sand their importancein sustainability
and conclude with some observations about sustainability frameworks, and the motivations of
companiesfor increased disclosurewith their stakeholders. These motivation focusonthelong-run
corporate benefits including improved financial performance of the firm, increased competitive
advantage, profit maximisation, and the long-term success of the firm.

DEFINING CSR AND SUSTAINABILITY

Corporate Social Responsibility (CSR) is defined as operating a business on a reliable,
sustainable and desirable basis that respects ethical values, people, communities and the
environment (Anderson, 1989). The focus on this definition suggests a short-run view focusing the
attention of the company on current issues. Therearefour constituent components (RepuTex, 2003)
that together influence an organisation'sability to besocially responsible: (1) environmental impact;
(2) corporate governance; (3) social impact; and (4) workplace practices.

Consistent with the definition that has been adopted in this paper, the terms CSR and
sustainability are usedinter-changeably to mean the samething (e.g. Caswell, 2004). Thisisbecause
CSR isasub-set of sustainability. For any organisation to be sustainable in the long term it firstly
needsto befinancially self-sufficient. Oncethisprimary need for financial capital hasbeen met, the
organisation then needsto be socially responsible. Thisisachieved by ensuring that its governance
and workplace practices and its environmental and social impact are self-monitoring and conform
to society's expectations and ethical values. Only then can acompany achieve sustainability in the
long term.

HISTORICAL DEVELOPMENT OF SUSTAINABILITY

The concept of social responsibility, or social responsiveness, isan evolving concept (Mays
Report, 2003, p.12) and means different things to different stakeholders (Arlow & Gannon, 1982).
However, the concept of social responsibility has been with us since the beginning of mankind
(Anderson, 1989).

A significant amount of research hasbeen undertaken over the past decadesin understanding
the nature of and motivesfor corporatesocial responsibility (e.g. Anderson, 1989; Arlow & Gannon,
1982; Carroll, 1979; Clarkson, 1995; McWillians & Siegel, 2001; Pava& Krausz, 1996; Waddock
& Graves, 1997; Wood, 1991) Increasingly, theimportance placed on corporate social responsibility
by investors, analysts, commentators and academics has grown, indicating a shift in attitudes.
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This shift in attitude started with the Agency view, which isthe first framework identified
in the literature. The next framework in the literature is the Corporate Social Performance (CSP)
view, followed by the Resource-based view (RBV), the Supply and Demand view, and finally the
Stakeholder view isidentified.

The Agency View

Initially, theideathat acorporation wasusing shareholders fundsto engagein social projects
was criticised (Gelb & Stawser, 2001, p. 3). Freidman (1962, 1970) is generally credited with the
"agency view" of the corporation and its responsibility to society. Freidman, recipient of the 1976
Nobel Memorial Prize for economic science, proposed that engaging in CSR is symptomatic of an
agency problem or aconflict between the interests of managers and shareholders. Freidman argues
that managers use CSR as a means to further their own social, political or career agendas, at the
expense of shareholders (McWillans & Siegel, 2001, pp. 118).

According to Friedman's agency view, the business entity is accountable only to its
shareholdersand its sole social responsibility isto maximisethe value of thefirm (Gelb & Stawser,
2001, p. 3). To paraphrase from Capitalism and Freedom (Freidman, 1962, pp. 133-135);

“The view has been gaining widespread acceptance that corporate officials and
labour leaders have a ‘ social responsibility’ that goes beyond serving the interest
of their stockholdersand their members...Fewtrendscould so thoroughly undermine
the very foundation of our free society as the acceptance by corporate officials of a
social responsibility other than to make as much money for their stockholders as
possible. This is a fundamentally subversive doctrine...The claim that business
should contribute to the support of charitable activities...isan inappropriate use of
corporate funds in a free enterprise society.”

The agency view started to lose favour in the literature as the corporate social performance
view gained attention in the 1980’s.

The Corporate Social Performance (CSP) View

Early research by Preston (1978) and Carroll (1979) outlined a “corporate social
performance” (CSP) framework, which includesthe philosophy of social responsiveness, the social
issues involved, and the social and economic responsibilities. Waddcock and Graves (1997)
empirically tested the CSP model and reported a positive association between CSP and financial
performance (McWillams & Siegel, 2001, p. 118). Researchers such as Pava and Krausz (1996)
hypothesized that, according to the agency view, greater levelsof CSR would lead to reduced levels
of financial performance. Their findings persistently showed the opposite: that firms perceived as
socially responsible performed as well as or better than their counterparts that do not engage in
costly socia activities. The authors concluded that “sometimes a conscious pursuit of corporate
socia responsibility goals causes better financial performance” (Pava and Krausz, 1996, p. 333).

Building upon Preston & Carroll’s framework, another view, the Resource-based View
(RBV) argues that CSP not only improves financial performance but it also adds a competitive
advantage to the firm.

Resour ce-Based View (RBV)

Another framework has been developed by Russo and Fouts (1997). They examined CSR
froma“resource-based view” (RBV) of thefirm perspective. Using thisframework, they arguethat
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CSP (especialy environmental performance) can constitute a competitive advantage, especialy in
high-growth industries

Using the RBV framework as a foundation, the next framework, the supply and demand
view, introduced the notion of optimising sustainability investment.

Supply And Demand View

McWillans& Siegel (2001) developed a* supply and demand’ framework and proposed that
thereisalevel of CSR investment that maximises profit, while a so satisfying stakeholder demand
for CSR. Whilefocusing the level of CSR investment is seen asimportant to maximise profits, the
literature favours stakeholders as the primary focus.

Stakeholder View

A widely used framework for examining CSR isthe “ stakeholder” perspective. Developed
by Freeman (1984), the stakeholder theory asserts that firms have relationships with many
constituent groups and that these stakehol ders both affect and are affected by the actions of thefirm.
Freeman (1984) argued that systematic attention to stakehol der interest iscritical tofirm successand
management must pursue actionsthat are optimal for abroad classof stakehol ders, rather than those
that serve only to maximise shareholder interests (Gelb & Stawser, 2001, p. 3).

UNDERSTANDING STAKEHOLDERS

Freeman (1984, pp. 46) defines astakeholder as* ...any group or individual who can affect
or is affected by the achievements of an organisation’s objectives’ . This definition is still widely
acknowledged as the landmark position in stakeholder theory (Wood, 1991; Clarkson, 1995, Vos,
2003). The distinction between those who “ can affect” (i.e. theinvolved) and “is affected” (i.e. the
affected) is considered crucial in understanding and defining stakeholders. The involved have the
possibility to directly influence the actions of thefirm, while the affected do not have any influence
over the actions of the firm.

From the firm'’s perspective, stakeholder identification is not easily solved, it comprises, at
least, a modelling and a normative issue (Vos, 2003, p.141). The modelling issue refers to
identification issues for management, such as*“who are our stakeholders?’ and “to what extent can
we distinguish between stakeholders and non-stakeholders?’. The normative issue refers to
managerial implication, such as “what stakeholders will we take into account?’ or “to what
stakeholders are we willing to listen?’. Vos (2003) argues that to identify stakeholders, both the
modelling and the normative issue need to be resolved.

Mitchell et al. (1997) stresses the importance of risk in identifying stakeholders and points
out that without risk, there is no stake (a stakein this sense is something that can be lost). As such,
a stakeholder is a risk-bearer and from this perspective, the distinction can be made between
voluntary and involuntary stakeholders. Voluntary stakeholders bear some form of risk as aresult
of having invested some form of capital (human or financial) or something of value in the firm.
Involuntary stakeholdersare placed at risk asaresult of thefirm’sactivities(Mitchell, et al., 1997).

The dominance of the shareholder among all stakeholders is consistent with Friedman’'s
(1962, 1970) agency view, which largely is seen as untenable in the context of CSR. Thereis no
denying that shareholders deserve their special position as voluntary stakeholders because of the
property rights they enjoy with the organisation, and the fiduciary duty (which us based on trust)
between management and the shareholders. However, the organisation should acknowledge that it
also owes a mora obligation to al non-shareholder stakeholders (including involuntary
stakeholders) where the freedom and well-being of stakeholders in affected by the organisation’s
activities (Goodpaster, 1998).
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Donaldson and Preston (1995) refined the stakehol der paradigm by arguing that three aspects
of thistheory —normative, descriptive/empirical andinstrumental —are*mutually supportive’. Jones
and Wicks (1999) propose converging the instrumental (social science) and normative (ethics)
components of stakeholder theory to arrive at anormative theory that describes how managers can
create morally sound approachesto business and make them work (Jones and Wicks, 1999, p. 206).
For more recent devel opments in stakeholder theory, see Gelb & Stawser (2001).

CONCLUSION

Over the past few decades, the attitudes of some companies have changed, rejecting the
agency view (Freidman, 1962, 1970), instead embracing stakeholders (Freeman, 1984) and
sustainability conceptsin their business practice. This has been motivated by abelief that adopting
sustainability practicesin the long-run will lead to the improved financial performance of the firm
(McWilliams & Siegel, 2001; Pava & Krausz, 1996), increased competitive advantage (Russo &
Fouts, 1997), profit maximisation (McWilliams & Siegel, 2001) and the long-term success of the
firm (Freeman, 1984).

To achieve these goals, companies need to demonstrate to their stakeholders that they are
meeting or exceeding those stakeholders' expectations of performancein the areaof sustainability.
To facilitate this, companies have adopted new reporting and disclosure frameworks to help them
communicate with their stakeholders. These frameworks will be examined in the next section.
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THE ROLE OF IMPERSONAL DATA DISCLOSURE IN
THE SELECTION OF AUSTRALIAN RETAIL
INVESTMENT FUNDS

Nigel Finch, Macquarie Graduate School of M anagement
nigel.finch@mgsm.edu.au

ABSTRACT

The purchase decision for aretail investor iscomplex, and isbased upon multiple attributes
derived from impersonal and interpersonal information sources. In this paper we look at the
important role that impersonal data disclosure plays in the selection and retention of Australia’s
2,637 retail equity investment funds.

Wefind that fund size, past performance, agency ratings, and the management expenseratio
(MER) arewidely used by retail investorsin investment decision making. We concludethat the only
disclosure that provides any valuable utility to a retail investor is the MER. As such, the MER
should be the key selection criteria for retail investorswhen making choices regarding investment
funds.

AUSTRALIAN RETAIL INVESTMENT FUND SELECTION

Australianinvestment funds comprise ahugerangeof financial productsincluding managed
investment schemes, superannuation funds and allocated pensions, retirement savings accounts
(RSA), investment life insurance products and deposit products. Australia has more investment
funds than listed equites, and hundreds of new investment funds are being developed every year.
TheAustralian Financial Review databaselists 2,637 Australian sourced investment fundsthat have
some asset exposure to Australian equities. In contrast there are 1,679 companies listed on the
Australian Stock Exchange (Sykes, 2005). Simply, there are more than 1% times the number of
investments funds investing in Australian equities than there are Australian equities. Given this
enormous range of equity based investment funds, how can investors reliably choose the most
appropriate one?

The purchase decision for an investor is complex, and is based upon multiple attributes
derived from two principle information sources: impersonal sources (advertising, published fund
performance statistics) and inter per sonal sources (family and friends, financial planners). Research
into the buying behaviour of investors has observed that the impersonal performance-related
variables are both the most important information source and selection criteria. Published
performance rankings are the most important impersonal information source, and both historical
investment performance and management fees are the two most common impersonal quantitative
selection criteriafor buyers of investment funds (Capon, Ftizsmons & Price, 1995).

In Australia, published performance rankings are a key criteria for investors making
decisions regarding investment funds, and are widely available from newspapers, investment
magazines, financial plannersandtheInternet. Theserankingswill generally providequalitative data
on four key performance metrics: (1) the fund size; (2) past performance; (3) the fundsrating by a
reputable rating agency; and (4) the level of fees (MER) that may be payable by the investor. The
Australian Financial Review Top Sector Performers table is typical of the format used by retail
investors to compare the performance of investment funds and the following includes impersonal
data:
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The fund size (FUM)

Investment performance

Where the fund is rated by Morningstar, the star rating
The estimated management expense ratio (MER)

pwbhPE

Given the important role that these metrics may have in the selection and retention of
investment funds by retail investors, we will review the utility of these disclosures.

Fund Size

The size of funds under management (FUM) in an investment fund is a key metric
commonly used by investors to assist them in decisions regarding investment selection. Many
investors believe that fund size hasimplicationsfor future performance especially related to higher
transaction costs. These investors are of the view that size may act as a performance constraint in
thelong termfor large equity funds and that smaller size funds should outperform larger size funds,
after allowing for transaction costs. Thisview was popul arised with Sharpe’ slaw, which suggested
that the probability of alarge size investment fund achieving superior returns to the market must
decline as their relative size increases (Sharpe, 1991).

However, in practise, thistheory doesnot hold true. Analysisof investment returnsand fund
sizein Australiaof actively-managed equity investment funds over the period 1991-2000 finds no
statistically significant performance differences between funds on the basis of portfolio size
(Gallagher & Martin, 2005). Thesefinding are consistent with other reported resultsinternationally,
and suggeststhe Sharpe’ shypothesisthat performance will declinewith anincreasefund sizeisnot
supported empirically. Given that small equity retail funds (typically the specialist and boutique
fund managers) do not significantly outperformlarger retail funds(typically thecomprehensivefund
managers), and portfolio size has been shown to be unrelated to portfolio performance, investors
may be misguided in selecting investments based on the size of FUM.

Past Performance

Despite the disclaimers issued by investment funds and regul ators about past performance
not being an indicator of future performance, investorsdo use past performance as one of their most
important guides (Rainmaker, 2004). Empirical research providesconclusiveevidencethat investors
continually direct investmentsinto fundsthat have had recent superior performance and out of those
that have had recent poor performance (Kane et a., 1991; Patel et al., 1992; Sawicki, 2000).

Past performance can be misleading because it may not take into account risk factors and
general market conditions. It is also possible that past performance accounts for chance as equally
asit does skill in measuring the performance of an investment fund. The ability to predict thefuture
performance of aninvestment based on ex-anteinformation hasbeen thetopic of intensedebate. The
efficient market hypothesis (Fama, 1965), impliesthat historical performanceis no guide to future
performance and that any excess performance achieved by an investment manager is the result of
chance, not the skilful application of active stock selection techniques.

A growing body of empirical research continuesto demonstrate that on both araw and risk-
adjusted return basis, that prior annual performance haslittle influence on returns (Drew, Stanford
& Veeraraghavan, 2002). Therefore, investors may be misguided in selecting investments based on
the past performance.

Rating Agencies

Rating agencies play an important role in informing investors and their advisers about the
performance of managed funds. The agencies may issue arating or ranking that might be helpful
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in selecting an appropriateinvestment fund. Theanalysisby therating agency may includehistorical
returns, qualitativefactorsregarding theinvestment manager, investment style, and estimatesof fees
and charges. Y et these agencies only report on a small sample of the total universe of Australian
investment funds. For example Morningstar, the largest independent managed fund rating agency
in Australia (Finch, 2004, p. 46), monitors the performance of 303 retail and 242 wholesale funds
(total 545 funds) which are managed by 187 different investment managers. This coverage
represents around 20% of total number of Australian sourced investment fundsand isdominated by
large scale ‘comprehensive’ fund managers, with very little coverage of the ‘specialist’ and
‘boutique’ fund managers.

Despite the convenience that rating agencies may offer in the evaluation and selection of
investment managers and products, their utility does not extend across the smorgasbord of choices
in Australian sourced investment funds. Accordingly, investors cannot rely exclusively on arating
agency to help evaluate or select investment funds, especialy in the fast growing ‘ specialist’ and
‘boutique’ sectors of the market where these funds are not covered by the rating agencies.

Management Expense Ratio

The final technique that assists investors choose an appropriate investment fund is the
management expenseratio (MER). Thisisan attempt to measure the ongoing management feesand
expenses paid by an investment fund, as a percentage of the value of the fund's assets. It iswidely
used by investors and a key criterion in the selection of investment funds. In line with the market
efficiency notion, evidence suggests an inverse relationship exists between ongoing manager fees
and investment manager returns (Jensen, 1968; Elton et al, 1993; Malkiel, 1995; Carhart, 1997;
Drew, et a, 2002). Simply, investment manager returns decline with higher expenses, so investors
are mindful not to select managers with overly high ongoing fees. Up-front fees (also called front-
end load fees, establishment fees and contribution fees) are fees that may be payable upon initial
investment in an investment fund. These fees are not considered part of the ongoing fee structure
of theinvestment fund, and tend to be excluded in the cal culation of MER. Empirical studies (Barber
et al. 2003; Sirri & Tufano, 1998) have show asignificant negative relation between fund flowsand
fees, providing evidencethat investorsare sensitivetofees(in particul ar up-front fees) and investors
base their investment decisions largely on the amount of fees payable.

With investors sensitive to the level of fees they pay to a manager for managing their
investments, disclosure on the MER (and any other fees payable such as up-front fees) helps to
informsinvestors of the cost of theinvestment given the range of investment options. TheMER lies
at the heart of fund manager evaluation and is the central criteriafor investors when making fund
selections (Drew, 2003, p.35).

CONCLUSION

In summary, investors will rely on the following disclosures to assist them in selecting an
investment fund: (1) the fund size; (2) past performance; (3); the funds rating by areputable rating
agency and (4) the level of fees (MER) that may be payable by the investor

Thefund size and past performance disclosures, athough widely used, providelittle utility
to the investor to assist them in selecting an investment fund with strong future performance
potential. Therating assigned to aninvestment fund may beauseful information sourcefor theretail
investor, but ratings are not available for all investments funds. The ratings that are published tend
belimited tolargest (FUM) investment fundswhich aredominated by the compr ehensiveinvestment
managers.

The only disclosure that provides any valuable utility to an investor across al investment
fundsis the MER. Accordingly, the MER should be the key selection criteria for investors when
making choices regarding investment funds.
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RATING THE RATINGS: THE ACCEPTABILITY OF
INTERNATIONAL RATING METHODOLOGIES

Nigel Finch, Macquarie Graduate School of M anagement
nigel.finch@mgsm.edu.au

ABSTRACT

We explore the practices of international rating agencies and develop a framework based
on the auditor independence model to understand the various rating agency methodol ogies.

Rating agencies methodologies are classified as solicited, unsolicited or co-operative
depending upon: (1) whether the rating has been requested; (2) whether the rating agency receives
a payment; and (3) what information source the agency uses to form its opinion. These different
methodologies will affect the level of independence the agency has in forming an unbiased and
objective opinion, and ultimately thiswill affect the acceptability of the rating.

The unsolicited and co-operative rating methods allow for independence to be maintained
because independence is largely driven by agency remuneration. Ultimately, the most acceptable
rating methodology is the co-operative rating method because of the greater reliability of the
information source that is used in forming the rating opinion.

INTRODUCTION

Theobjective of thispaper isto explorethe academic and other literature associated with the
development and practices of international rating agencies and to develop a framework to
understand the various rating agency methodol ogies.

TYPOLOGIESOF INTERNATIONAL RATING AGENCIES

In the 1990s, the importance of international rating agencies became more pronounced
among investors, creditors, regulators and other stakeholders who were interested in screening
companies based on specific financial criteria. In this period, rating agencies experienced growth
and developed new ratings products (Cantor & Packer, 1996).

Worldwide, there are numerous rating agencies providing financial ratings, however, the
rating industry countsonly two major world players both originating in the United States: Moody’ s
Investor Services; and Standard & Poor’ s (S& P). They have become global following the dramatic
growth of international financial markets and an increasing reliance upon credit ratings (Cantor &
Packer, 1994).

The six magjor financial rating types and the focus of these ratingsis shown below in Table

1:
Tablel
Magjor financial rating types and their focus
Column 1 Column 2
Rating type Focus of rating
Life Insurance Solvency
Credit Default Risk (corporation) I
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Mutua Fund Performance

Sovereign Default Risk (nation)

Corporate Governance

A brief description of each of the six rating typesis provided below:
Life Insurance Ratings

Life insurance ratings rank the solvency of life insurance companies, and for stakeholders,
such aspolicy holdersand lifeinsurance agents, provide aconvenient reference point for comparing
insurers.

Credit Ratings

Credit ratings are the most popular type of rating and rank the probability of default for a
corporateissuer of debt, such asaprivate sector organisation or apublic sector agency. Credit rating
agenciesare an integral part of modern capital markets and their ratings are used as benchmarks by
regulators, lenders and investors.

Mutual Fund Ratings

Mutual fund ratings rank the probability of excess investment performance of investment
funds within the same asset class. For investors and their advisers, mutual fund ratings offer away
to monitor the performance of individual fund managers and asset classes within the growing
managed investments market.

Sover eign Ratings

Sovereign ratings rank the probability of risk of default of asovereign country’s obligation
to repay itsforeign debt. These ratings also set the maximum credit rating achievable for state and
municipal agencies within that country’s jurisdiction.
Corpor ate Governance Ratings

Corporate governance ratings rank the probity of information and decision-making systems
within listed and multinational corporations. These ratings provide an assessment of an
organi sations performance based on the effectiveness of its command and control systems.
Sustainability Ratings

Sustainability ratings rank organisations effectiveness at meeting the expectations of
stakehol derswhile maintaining sustainablefinancial, environmental and social performance. These
ratings provide an assessment of an organisation’s ability to deliver a sustainable future.

RATING METHODOLOGIES
Rating methodol ogiescan beclassified aseither paid (solicited) or unpaid (unsolicited or co-

operative). The issue of a payment to rating agency may: (1) create a conflict of interest between
the rated company and the rater; and (2) provide aless accurate rating.
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Because the rating agency receives a payment from the rated company when a solicited
rating methodology is used, there exists the possibility of a conflict of interest. This conflict of
interest can create an upward biasin therating result, hence providing aless accurate rating (Cantor
& Packer, 1997; Winnie, 2003). This accuracy issue is not present in unsolicited or co-operative
ratings.

Maintaining independence for a ratings agency is important as this will influence the
acceptability of the rater’s opinion in relation to a company’s disclosures. Another area in the
academic literature where the independence and acceptability of an opinion regarding company
disclosuresisvitally important isthe area of audit independence. Thisareawill be examined in the
next section.

Thereare many similarities between theroles of auditorsand financial rating agencies. Both
issue opinions based on company disclosures; both are fundamental to the operation of financial
markets; both have the capacity to affect the behaviour of a company; and both need to maintain
independenceto ensure acceptability of their opinions. Itisfor thesereasonsthat thispaper analyses
the issues of independence in rating agencies from the framework of audit independence.

ACCEPTABILITY OF RATING METHODOLOGIES

Rating issued by arating agency can generally be classified aseither asolicited, unsolicited
or co-operative. This classification is used to distinguish the rating methodology upon three key
attributes: (1) whether the company being rated has requested the rating; (2) whether the company
being rated has paid the agency for the rating; and (3) whether the information source used by the
rating agency relies on confidential and non-public information. The co-operative rating isaform
of unsolicited rating where the rated organisation co-operates with the rating agency to provide
additional sources of non-public information. This co-operation by the company to provide
additional information helps to improve the reliability of the rating and therefore its acceptability
to users.

Solicited ratingsdiffer from unsolicited ratingsin that the company seeking arating requests
the services of an agency to review its operations and issue arating. An unrequested or unsolicited
rating iswhere the rating agency issues arating for acompany, regardless of whether the company
has requested the service or not. The co-operative rating is a form of unrequested or unsolicited
rating.

The compensation structure, hence agency framework, for unsolicited ratings differs
markedly from solicited ratings in that the rating agency is not compensated by the firm for an
unsolicited rating, whereas solicited ratings are ailmost entirely paid for by the rated organisation.
As a co-operative rating is aform of unsolicited rating, the rating agency is not compensated for
performing the rating service.

Theinformation source, hencerating methodol ogies, for unsolicited ratingsdiffersmarkedly
from solicited ratings in that an unsolicited rating is purely a statistical rating based on publicly
availableinformation published by the rated company. With aco-operativerating, the rating agency
relies on publicly available information asits primary source, plus supplementary information that
may include surveys, interviews and other types of specifically requested non-public data.

A comparison of the independence of rating methodologies is provided in Table 2 below:

Table2
Comparison of the independence of rating methodol ogies
Column 1 Column 2 Column 3 Column 4
Activity Solicited Unsolicited Co-operative I
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Requested by rated Yes No No

company

Payment to rating agency | Yes No No

Information source Company confidential Public domain only Public domain and
information company confidential

Maintained independence | No Yes Yes

Comparing the three different rating methodologies, it can be concluded that under the
solicited rating method the rating agency has. (1) a more reliable information source to form an
opinion however, (2) it isunable to maintain itsindependence because of the existence of conflicts
of interest, particularly in relation to the terms of its engagement and the payment it receives. These
issues of independence are not typical under an unsolicited or co-operative rating methodology.
I ssues such as these will affect the acceptability of the rating method.

The acceptability of the rating is ultimately the measure of it success, and this will be
influenced by two key factors. The first issue affecting the acceptability of the rating methodol ogy
is maintaining independence and avoiding conflicts of interest. The second issuethat influencesthe
acceptability of the rating methodology is the range of relevant information that is relied upon in
forming the rating opinion.

Different rating methodol ogiesrely on different information sourcesto determinetherating
(see Table 3 below), and this source of information will ultimately determine the acceptability of
the rating. Unsolicited ratings rely entirely on information in the public domain and, as such, the
ability of the rating agency to issue an accurate rating is determined by the range of relevant
information and the timeliness of the information that has been publicly disclosed by the company.
Where acompany doesnot discloseinformationinto the public domainthat isrequired by therater’s
rating criteria, it is probable that any rating opinion that may be issued has not formed using all
relevant information. This absence of information creates an acceptability issue for stakeholders
relying on the rating. This acceptability issueis not present in solicited or co-operative ratings.

A summary of the acceptability of the rating methodologies is shown in Table 3 below:

Table3
Comparison of acceptability of different rating methodologies
Solicited Unsolicited Co-operative
Conflict of interest Yes No No
Range of information Yes No Yes
Acceptable methodology | No No Yes

In summary, the co-operative rating type can be seen as being a more acceptable methodol ogy
because this method avoids any potential conflict of interest while maintaining a high degree of
reliability in the information source.

CONCLUSION
Rating agencies methodologies are classified as solicited, unsolicited or co-operative

depending upon: (1) whether the rating has been requested; (2) whether the rating agency receives
a payment; and (3) what information source the agency uses to form its opinion. These different
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methodologies will affect the level of independence the agency has in forming an unbiased and
objective opinion, and ultimately thiswill affect the acceptability of the rating. The unsolicited and
co-operative rating methods alow for independence to be maintained because independence is
largely driven by agency remuneration. Ultimately, the most acceptable rating methodology isthe
co-operative rating method because of the greater reliability of the information source that is used
in forming the rating opinion.
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ABSTRACT

This paper explores extended reporting frameworks, catalogues various typologies and
investigates the use of oneinternational framework in Australia. We outline the background to the
development of new reporting frameworks by examining the academic literature in the area of
sustainability research. We identify and catalogue 11 new reporting and social accounting
guidelinesand they are catalogued in table 1. Following thisanalysis, we focus on the devel opment
of one particular framework, the Global Reporting Initiative (GRI), and investigate its use in
Australia. We find that 38 Australian entities have voluntarily adopted the GRI and these entities
are disclosed in table 2.

THE INTRODUCTION OF NEW REPORTING FRAMEWORKS

Traditional accounting has long been criticised for providing an incomplete account of
business. It fail sto present the dynamicsof busi ness-val ue-creating activitiesand how politico-socio
factors may affect or be affected by business value creating activities. This is evidenced by
increasing research in Intellectual Capital Reporting (ICR) and Corporate Social Responsibility
Reporting (CSR) and the introduction of new disclosure frameworks.

From the perspective of the CSR research, the traditional financial accounting framework
is too narrow (Guthrie & Parker, 1993). The business income concept needs to be expanded
(Bedford, 1965) because economic performance is not an index of total welfare (Bedford, 1965;
Pigou, 1938). Since business activities have both economic and social impacts (Estes, 1976),
busi nesses must meet societal expectationsof both profit generation and contributionsto the quality
of lifein general. Thisisalso consistent with the concept of social contract of the legitimacy theory
(CED, 1971).

A plethora of alternative reporting methods have been proposed in the sustainability
literature (see Table 1 below), however thereis no universally accepted framework.

Table1
New reporting frameworks (Source; ICAEW, 2004, p. 9)
Column 1 Column 2
The Balanced Scorecard The Balanced Scorecard: Trandating Strategy into Action (1996; based on a 1992

article) — Professor Robert S. Kaplan and David P. Norton

The Jenkins Report Improving Business Reporting— A Customer Focus (1994) — American I nstitute of
Certified Public Accountants
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Tomorrow’s Company Tomorrow’s Company: The Role of Businessin aChanging World (1995) — Royal
Society of Arts and Sooner, Sharper, Simpler: A Lean Vision of an Inclusive
Annual Report (1998) — Centre for Tomorrow’ s Company

The 21st Century Annual Report  The 21st Century Annual Report/Prototype plc (1998) and Performance Reportin
inthe Digital Age (1998) — both ICAEW

The Inevitable Change Business Reporting: The Inevitable Change? (1999) — ICAS
Inside Out Inside Out: Reporting on Shareholder Value (1999) — ICAEW
Value Dynamics Cracking the Vaue Code: How Successful Businesses are Creating Wealth in the

New Economy (2000) — Arthur Andersen

GRI Sustainability Reporting Guidelines (2000; revised 2002) — Globa Reporting
Initiative

The Brookings Institution Unseen Wealth: Report of the Brookings Task Force on Understanding Intangible
Sources of Value (2001) and Professor Baruch Lev's Intangibles: Management,
,Measurement, and Reporting (2001) — both Brookings I nstitution

VaueReporting The VaueReporting Revolution: Moving Beyond the Earnings Game (2001) and
Building Public Trust: The Future of Corporate Reporting (2002) — both
PricewaterhouseCoopers

The Hermes Principles The Hermes Principles: What Shareholders Expect of Public Companies — and
What Companies Should Expect of Their Investors (2002) — Hermes Pensions
Management Limited

Theideato combine extended reporting frameworkswith thetraditional financial accounting
framework hasrecently attracted agreat deal of attention. One example of thissynergy isthe Triple
Bottom Line reporting approach (TBL). TBL, a term coined by Elkington (1997), focuses
“ corporations not just on the economic value they add, but also on the environmental and social
value they add — and destroy”. The idea is rooted in the concept, and goal, of sustainable
development, which is defined as “devel opment that meets the needs of the present world without
compromising theability of future generationsto meet their own needs’ (WCED, 1987). AsDeegan
(1999) indicated, “ for an organisation or community to be sustainable (a long-run perspective), it
must be financially secured (asevidenced through such measuresas profitability); it must minimise
(or ideally eliminate) its negative environmental impacts, and it must act in conformity with
society’ sexpectations’ . That is, itisinadequateto measure and present only economic performance,
which is the focus of the Intellectual Capital (IC) research. To be sustained in the long-run,
organisations must strive to achieve better performance across the three dimensions of TBL.

An dternativeisthe codification of guidelines such asthe Globa Reporting Initiative 2002
guidelines, which is an initiative that is heading towards a common and acceptable reporting
framework aiming to combine the reporting of financial, environmental and social performance
within the same format (Environment Australia, 2000). In addition, as stated in GRI (2002), the
initiative has enjoyed the active support and engagement of representatives of key constituencies
and the guideline provides the most updated, in the GRI’s view, of a consensus on a reporting
framework at this point.
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THE DEVELOPMENT OF GRI

Thepublication of Cannibal sWith Forks (Elkington, 1997) focused the businesscommunity
on the links between environmental, economic and social concerns that had been highlighted
previously inthe Brundtland Report (WCED, 1987). Elkington coined theterm* Triple BottomLine'
and has convinced many |eading compani es to embrace sustainability using his Triple Bottom Line
theory. The GRI builds upon the foundations of Triple Bottom Line to provide a framework for
reporting and social accounting.

The Coalition for Environmentally Responsible Economies originally launched the Global
Reporting Initiative (GRI) in 1997. The GRI is avoluntary set of guidelines for reporting on the
economic, environmental and social aspects of an organisation’s activities.

The GRI was established with the goal of enhancing the quality, rigour and utility of
sustainability reporting. The initiative has enjoyed the active support and engagement of
representatives from business, NGOs, accounting bodies, investor organisations and trade unions.
Together, these different constituencies have worked to build aconsensus around a set of reporting
guidelines with the objective of obtaining worldwide acceptance (Fowler, 2002).

The sustainability reporting guidelines are a framework for reporting on economic,
environmental and social performance. They (a) outline reporting principles and content to help
prepare organisation-level sustainability reports; (b) help organisations gain a balanced picture of
their economic, environmental and social performance; (¢) promote comparability of sustainability
reports; (d) support benchmarking and assessment of sustainability performance; and (€) serve as
akey tool intheoverall processof stakeholders' engagement. Sometimesreferred to astriplebottom
line reporting, the term sustainability reporting is used throughout the GRI guidelines.

Theguidelines can be used simply asaninformal reference document to assist organisations
in developing a framework and indicators for measurement and reporting in an environmental
fashion. Alternatively the organisation may choose to adopt them and prepare their report ‘in
accordance’ with the guidelines.

The GRI recognisesthe complexity of implementing asustainability reporting program and
the need for many organisations to build their reporting capacity in an incremental fashion. Such
organi sations may choose not to prepare acomplete GRI-based report in their initial effort. Instead,
they may choose a step-by-step approach to adopting the guidelines over a period of time.

Increasingly, these voluntary guidelines are being adopted by companies worldwide,
providing a common framework for sustainability reporting. This increasing trend with global
companies can also be seen in the increased application of GRI among Australian organisation.

AUSTRALIAN APPLICATION OF GRI
A number of companies around the world have released reports indicating that they have

referred to and followed the guidelines in preparing their disclosure reports. These include 38
Australian organisations, and along with their sector, are listed in table 2 below:

38 Australian GRI reporters-liaskc))lgrge: www.globalreporting.org)
Column 1 Column 2
Organisation Sector
AMCOR Other
Anglo Coal Australia (Anglo American) Mining
Argyle Diamonds Mining
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Australia Commonwealth Department of Family & Public Agency
Community Services (FaCS)

Australian Ethical Investment Financial services
Australian Gas Light Company (AGL) Energy

BHP Billiton Mining

British American Tobacco Australia Tobacco

City West Water Water utilities
Department of the Environment and Heritage (DEH) Public Agency
Energex Limited Energy utilities
Ford Australia - Broadmeadows Assembly Plant Automotive
Ford Geelong Assembly Plant Automotive
Forests NSW Agriculture
Grampians Wimmera Mallee Water Water utilities

Insurance Australia Group

Financial services

Integral Energy

Energy utilities

Landcare Austraia

Non-Profit / Services

Landcom Construction
Loy Yang Power Energy utilities
MIM Holdings Mining

National Australia Bank

Financial services

Newcrest Mining Mining
Origin Energy Energy
Port of Brisbane Corporation Logistics
Ports Corporation of Queensland Mining

QCL Group Construction materials
Singtel Optus Telecommunications
Sydney Water Water utilities

Tarong Energy Energy utilities

Telstra Telecommunications
The Water Corporation Water utilities
Thiess Conglomerates

VicSuper Pty Ltd

Financial services

Visy Industries

Forest and Paper products
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Western Mining Corporation Resource Ltd (WMC) Mining

Westpac Banking Corporation Financial services

Y alourn Energy Energy

Ananalysisof thisdatashowsthat the utilities (water, energy and telecommunications), mining and
financial services sectors are the most represented sectors in Australia comprising 25 of the 38
Australian organisations adopting GRI reporting.

CONCLUSION

There has been growing concern in the academic literature that the traditional financial
disclosure framework by organisations is insufficient because: (a) it has failed to adapt to the
changing nature of business; (b) that it no longer meetsthe changing needs of investors; and () that
it fails to recognise a wide enough circle of users (ICAEW, 2004, p.6).

In attempting to satisfy thisdeficiency in traditional reporting, anumber of new aternative
sustainability reporting frameworks have been devel oped, however thereisno universally accepted
framework that alows universal comparison of sustainability performance. In the absence of
legidlative prescription, organisations have been adopting these new disclosure frameworks on a
voluntary basisonly. One of the frameworks that is being adopted globally, aswell asin Australia,
isthe GRI. Currently, 38 Australian organisations have adopted GRI reporting.
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ABSTRACT

Numerous studies summarize data and provide rankings of items of interest. Well known
rankings include the best universities, best places to do business, best sports teams, winners of
scholarship pageants, Olympic games, and the best mutual funds to invest in. The importance of
these rankings can not be overemphasized. Many millionsof dollarsare at stake asaresult of these
ranking systems. An exampl e of the importance of these rankingsis the Bowl Championship Series
(BSC) ranking system for college football teams. The teams that will participate in key football
games are selected based on the BCS ranking system. Those teams that participate in the games
receive millions of dollars in compensation as well as prestige for their football program,
University, alumni and local community. An error in the rankings can have million dollar
consequences. Another ranking with significant economic impact isrankings of statesasa placeto
conduct business. Intheserankings, individual statesare ranked ontheir desirability asa placeto
conduct business. Certainly business persons incorporate this information into their business
location decision making process.

The importance of properly conducting these studies can not be overstated. An
inappropriate” bad” ranking can haveasignificant negativeeconomicimpact onanarea. Smilarly
an inappropriate“ positive” rating can lead businessper sonsto establish businesses in suboptimal
locations. Whiletheworldreliesheavily on ranking systems, devel oping theserankingsisno simple
task and surprisingly little research on the best techniquesto usein devel oping ranking systems has
been published. Rather, the task of creating a ranking system is fraught with minefields. The
difficulty in developing an equitable rating system can be observed in the BCSrankings. Despite
several modifications to the system, there are controver sies concer ning the appropriateness of the
outcome in virtually every year. Many options can be incorporated into a ranking system at the
discretion of the developer. While each of the options may be equally correct, he/she must select
those options that offer the desired description and ranking of the data. Frequently it isa choice
between simplicity of design and a more accurate ranking.

In this paper we examine the methodol ogies used to develop rankings. The methodologies
utilized by three previous studies are examined. The sensitivity of one ranking system to changes
in the methodology utilized is demonstrated. The demonstration shows that altering the
methodology employed can have a significant impact on the resulting rankings and variable
weightings. A change in methodology is found to result in ranking changes of up to twenty two
placesin aranking of 50 items. Finally, a demonstration of the effects of incorporating additional
variablesisprovided. Theeffectsof adding a single additional variable arenot dramatic compared
the changes associated with a methodology change.
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ABSTRACT

Two primary factors are putting increasing pressure on American business, market
saturation and globalization. These two pressures make it incumbent on sales-force managers to
continue to increase productivity to maintain the status quo at minimum, and enhance overall
company performance overall if possible. Good sales managerswill continually seek new waysto
assess performance. Thispaper explores salesforce performance by linking three key variables as
identified in the literature as essential for high performance. The three variables, Ability,
Motivation, and Satisfaction are essential elements. When thesethreevariablesareplacedinatwo
tiered two-by- two matrix, a sales manager can more conveniently identify strong and week areas
in performance. This paper offers suggested remediesfor several of the sixteen possible situations
sales personnel might find themselves lacking or excelling. Suggestions are also given on how to
enhance performance.
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ABSTRACT

We expl ore the effects of gender and message argument strength in a unique context: word-
of-mouth (WOM) communication. While the common wisdom in marketing is that women are more
receptive to WOM information than men, we found surprisingly few published empirical studiesin
marketing investigating this common belief, and none that measured actual influence of WOM on
attitudes or beliefs rather than self-reported influence. We report the results of an experiment
(n=130) in which communicator gender and argument strength are manipulated, and crossed with
WOM recipient gender. The effects of these variables on WOM information processing and post-
WOM brand evaluations of the fictitious brand discussed in the WOM conver sation are examined.
Our results show that whilewomen describe themsel ves asbeing morereceptiveto WOM ingeneral
than males, when specific WOM information is received and processed both sexes rate that
information as equally useful in forming product judgments.

Asexpected, argument strength showed power ful main effectsinthat stronger argumentsled
to mor e positive per ceptionsof the WOM information’ sdiagnosticity (usefulness), higher post-WOM
brand evaluations, and greater perceived communicator credibility (regardless of the sex of the
speaker or therecipient). However, when considering the effects of speaker gender and argument
strength collectively on brand attitudes, a significant interaction was found. Interestingly, male
communicators presenting strong arguments fostered the most positive brand attitudes of all the
conditions, but male communicators presenting weak arguments led to the lowest brand attitudes
of all the conditions. Thus, argument strength had the greatest influence when the communicator
was male, and was less important when the communicator was female.

Our results show evidencethat positive WOM ismost influential on brand eval uationswhen
the communicator’ s sex and the WOM recipient’ s sex are opposite (i.e., males’ brand evaluations
were more influenced by WOM information communicated by a woman and women's brand
eval uations were moreinfluenced by WOM communicated by a male). Although theseresultswere
found in a WOM context, they may also have implications for advertisers selecting a spokesperson
for their product. Specifically, our findings suggest that spokesper sons of the opposite gender of
the target audience may be mor e effective than individual s of the same gender, and that when male
spokespersonsare used, careful attention should be paid to the strength of the message they convey.

Exploratory analyses were also performed regarding the effect of gender identity traits
(masculinity and femininity) on consumers’ responses to WOM information. No clear pattern of
results emerges from this analysis, but findings are presented for discussion purposes and
suggestions for future research are presented.
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SALESEFFECTIVENESS AND FIRM PERFORMANCE:
A SMALL FIRM PERSPECTIVE

Doris M. Shaw, Northern Kentucky University
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ABSTRACT

The purpose of this exploratory study was to examine the relationship between sales
effectiveness and small firm performance in a time when a proliferation of technological
innovations are available for use by salespeople. One such innovation, CRM systems, will be
focused on in this study. A muti-item construct of sales effectiveness was linked to three non-
financial performance measures. Over sixty salesrepresentativeswer e surveyed and theregression
analysis was used to examine the data. The results suggested that different sales effectiveness
variables—resource management, perceived usefulness, perceived ease of use, general attitude
toward technology and comfort level are significantly and positively associated with small firm
performance.
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ABSTRACT

Because of dynamic, complex and competitive environments, many infor mation technol ogy
(IT) projects are plagued by significant cost overruns and unexpected schedule slips. Research
suggests that a major reason for project failures is management's inability to address uncertainty
during the devel opment of a new management information system. Dealingwith project uncertainty
consistsof three main segments: identifying sour cesof project devel opment uncertainty, quantifying
project uncertainty, and using such uncertainty measurefor improving decision making processwith
respect to projects. While the first segment has been a major concern for researchers and
practitioners, very little progress in the way of theoretical development has been achieved in the
areas of uncertainty quantification and itsusein project management. This paper exploresvarious
aspects of project uncertainties and offers three entropy-based uncertainty measures. aggregate
uncertainty, weighted aggregate uncertainty, and deviation uncertainty. Aggregate uncertainty
incorporates a list of unknown risk factors into a single entropy-based measure. Weighted
aggregate uncertainty consider stherel ativeimportance of unknown uncertainty factors. Deviation
uncertainty is a relative uncertainty measure which indicates the degree of deviation of a given
project from an ideal project in which all factors are certain. An actual project is used to
demonstrate our measures. The paper also discusses managerial implications of such measure.
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INTERNET PRICING: BEST EFFORT VERSUS
QUALITY OF SERVICE
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ABSTRACT

Thisresearch uses Bertrand methodol ogy to examine the influence of competition between
companies that utilize Quality of Service (QoS) pricing strategy versus Best Effort (BE) pricing
strategy for Internet Service Providers (ISPs). The Bertrand duopoly price competition model is
effective at determining customer’s willingness-to-pay and level of internet usage patterns in
relationto pricepaid for service. Themodel also makes use of a two-part tariff consisting of a fixed
rate for Best Effort (BE) service, and a usage-sensitive rate structure for premium QoS. Initial
results indicate that an equilibrium market position for each ISP depends on a customer’s
preference for QoS and the price of BE service. Implementation of this research using a game
simulation revealed an analytical framework for iterative, short-term, future QoS Internet pricing
strategies.
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ABSTRACT

This study examined the effects of moral judgment on ethical decision-making using data
collected from Malaysian and New Zeal and business students. The results provided partial support
for a relationship between level of moral judgment and subjects ethical intentions. Specifically,
evidence of a relationship between subjects' level of moral judgment and their ethical intentions
occurredinonly threeof sixinstances. In addition, no evidence was found of a rel ationship between
respondents' level of moral judgment and ethical intentions toward software piracy. A discussion
of these findings is presented, along with directions for future research.
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THE CHALLENGE OF THE INTERNET ON THE
WORLDSOF MAO AND FIDEL: TWO DIFFERENT
APPROACHESTO HARNESSING THE INTERNET -

INCREMENTAL CONTENT CONTROLLED ADOPTION
VS. INCREMENTAL ACCESSCONTROLLED
ADOPTION

Peter L. Banfe, Ohio Northern University
p-banfe@onu.edu

ABSTRACT

Thelnternet hasan inescapably powerful influence on social, economic and political forces,
especially in closed, authoritarian regimes. Clearly the unbridlied nature of the Internet, the
exposure to vast quantities of information and alternative views is problematic for the aging and
foundering Marxist regimes of China and Cuba. However, asthese fragile anachronisms struggle
to surviveinthe modern world, they can’'t turn a blind eyeto the vast possibilities of the I nternet for
promoting ideologies, tapping into global progress in science and technology, improving
communications, e-government, and shoring up failing controlled economies.

Thisresearch comparesthe approachesto dealing with the Internet in Chinaand Cuba. The
empirical record indicates that China, in general, prefers to allow for relatively broad Internet
access, but attempts to carefully limit the content available, or “ Incremental Content Controlled
Adoption” (ICCA). Onthe other hand Castro’ s anxiety about the del eteriousimpact of the Internet
on hisCubaisbetrayed by Cuba’ smuch morecircumscribed and controlled approachwhich strictly
limits access to computers and the Internet. This author refers to this approach as “ Incremental
Access Controlled Adoption” (IACA).

Thisresearch concludes that the Chinese approach (ICCA) appears to be more successful
at achieving the dual goals of constraining challenges to the regimes | egitimacy while harnessing
the vast potential of the Internet for their benefit.

INTRODUCTION

Thelnternet has aninescapably powerful influence on social, economic and political forces,
especially inclosed, authoritarianregimes. Itisraisingimportant challengesto theexisting political
economy in both of two authoritarian regimeswhich owetheir foundationsto revol utionary Marxist
histories, China and Cuba. Clearly the unbridied nature of the Internet, the exposure to vast
guantities of information and alternative views is problematic for these foundering, aging regimes
based on anachronistic ways of arranging the rel ationships between population and polity. Onthe
other hand, as these fragile anachronisms search for ways to survive in the modern world, they
cannot turn ablind eyeto thevast possibilities of theInternet for promoting their ideol ogies, tapping
into global progress in science and technology, improving communications, improving inefficient
government, and shoring up failing controlled economies.

Authoritarian regimes worldwide are taking diverse approaches to controlling the
destabilizing impact of the Internet while, in many cases, trying to harness the incredible
possibilities, and control theinevitable spread of the cyber world within their spheres of influence.
Thisresearch looks at two different approachesto the dealing with the Internet in Chinaand Cuba.
The empirical record indicates that China, in general, prefersto allow for relatively broad Internet
access, but attempts to carefully limit the content available. This author refers to this approach as
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“Incremental Content Controlled Adoption” (ICCA). On the other hand Castro’ s anxiety about the
deleterious impact of the Internet on his Cubais betrayed by Cuba s much more circumscribed and
controlled approach. Cuba prefers to strictly limit access to computers and the Internet in this
Marxist regime within close proximity to the United States. This author refers to this approach as
“Incremental Access Controlled Adoption” (IACA).

After examining the two approachesin more detail thisauthor will make some observations
on the efficacy and impact of the two different approachesin light of the dual goals of constraining
the forces which might challenge the legitimacy of the current regimes and harnessing the benefits
of the Internet.

AUTHORITARIANISM AT BAY?

The possibilities offered for Internet related products and services, as well as for e-
commerce, especialy within the still nascent but quickly developing and vast Chinese market are
astounding. But clearly thereisalso keen interest in the virtually untapped, although not nearly as
vast, Cuban market. These prospects make business people bristle with excitement, especially on
this side of the ocean. Therefore, the progress of introduction of the Internet in both China and
Cubais of critical interest within the business community, especially here in the United States.

Indeed, the progress of the devel opment of the Internet in Chinaand Cubaisbeing carefully
watched by Western governments worldwide as a force for liberalization and eventual
democratization as well as marketization. For example, during the Clinton administration, the
progress of the Internet was touted as a force which would “lead to the decay of authoritarian
regimes, most notably in China” (Drake, Kalathil, Boas, 2000). As Clinton stated, “in the new
century, liberty will be spread by cell phone and cable modem.” (Drake, Kalathil, Boas, 2000) He
went on to state that China’ s effort to control the Internet werelike“trying to nail jello to thewall”.
Some have made the case that the Internet and global news and cable networks were instrumental
in bringing down the Berlin Wall and authoritarian regimes such as Suharto in Indonesia. But the
empirical record is far from crystal clear about the corrosive power of the Internet regarding
authoritarian regimes. In none of the democratic transition in the past two decades can one claim
aclear causal linkage between regime change and the Internet. At best anecdotal evidence hasbeen
marshaled to propose the case.

Onemight arguethat anew civil society of sortswith itsfoundation on the Internet promises
to rock the foundations of closed regimes and lead to their downfall in the near future. However,
aswe witness the spread of the global Internet and experience the varied reactions of authoritarian
regimes world-wide, this unbridled optimism might be called into question. Although through the
process of transnational advocacy, dissidents outside of Chinahaveinitiated well publicized written
crusades against human rights abuses as well as other issues, there is no clear evidence that these
forays have played any more than avery tangential rolein Chinese politics and no clear causal link
between them and changes in Chinese or Cuban policy has been uncovered.

In fact, an argument can be made that, to date, authoritarian regimes world-wide have been
fairly successful at constraining the problematic and shaping and sel ecting the beneficial aspects of
the Internet for their own benefit (Lever, 2003). Basically the approaches taken by these
authoritarian regimes can fall under two broad rubrics, either reactive or proactive strategies,
although many vacillate between the two, or use a combination of both (Kalathil, Boas, 2001).
Reactive strategies include limiting access to networked computers, filtering content, blocking
websites, monitoring online behavior, and outright prohibition. In Burma, aswasthe casein China
early on, the governments has been able to quash dissident discussion at any time by preventing
popular Internet access and forbidding the use of faxes and satellite dishes for communication.
Saudi Arabiaroutinely blocks access to sites which express values contrary to Muslim beliefs.

Proactive strategies encompass efforts to develop the Internet, rather than focusing on
constraints, and harness the benefits while limiting the challenges of unbridled development. For
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example Singapore has been very successful at using a combination of social, legal and technical
measures to carefully implement an ambitious ICT strategy, carefully unleashing the economic
benefits while constraining the politically and socially destabilizing influences (Williamson, 2000,
Kalathil, Boas, 2001). Proactive strategies use the Internet for propaganda, e-government to
improve efficiency and citizen satisfaction, information warfare, build state controlled national
intranets, and strengthen communication and control over provincial government at the national
level. They may even attempt, as have both China and Cuba, use the Internet to serve central
economic development goals, using it to spur economic growth and allay dissatisfaction with the
current regime’ s ability to manage the economy.

Both Chinaand Cuba have, to date, been fairly successful at controlling challengesto their
legitimacy and their political-economic ideol ogies which might be unleashed by free accessto the
Internet (Williamson, 2000). And, one could argue that both Chinaand Cuba have been successful
at selectively harnessing some of the beneficial aspects of going “online”. But aswill beargued in
subsequent sections, aninitial inspection of the evidence clearly supportsthe conclusionthat China's
|CCA approach has been more successful at balancing the need for control with the need to harness
the benefits of the Internet to serve the regime’ s purposes than Cuba s IACA approach.

INCREMENTAL CONTENT CONTROLLED ADOPTION (ICCA) VS. INCREMENTAL
ACCESS CONTROLLED ADOPTION (IACA)

As was stated earlier, although China and Cuba are united in being authoritarian regimes
with the dual goal of constraining the negative impact of the Internet and harnessing its vast
potential to benefit their regimes, they take two fairly distinct approaches.

Although Chinahas vacillated between limiting access and controlling content, its strategy
has been, more so than that of Cuba, one of spurring developing, broad access, but limiting content
(Lever, 2003, Drake, Kalathil, Boas, 2000). 1CCA takes advantage of technology to filter out sites
linked to dissidents, democracy activists and what the regime considers as* obj ectionabl e content”.

But the Chinese have not shied away from using administrative measures to control content. For
example, the Chinese have in the past passed legislation giving the state widespread powers to
control news sites and crush dissenting viewsin flourishing chat-room, formal prohibitions against
publishing news from sources other than the state-controlled media. It wasBBSswhichweretied
totheonlineactivitiesof the outlawed "Falungong" spiritual movement aswell asprotestsat Beijing
University. Chinahas stiffened laws making it acrimeto use the Internet for promoting Taiwan's
independence, display pornography, incite subversion against the state, destroy national unity,
organize cults, slander individuals or corporations, tamper with email, spread computer viruses, or
attempt to hack into government defense networks. Chinahasused "cyber policeforce” for surprise
inspections to force self-policing at Internet portals and "cybercafe's’ (Banfe 2001). Chinese
control alsoreliesto alarge degree upon “ self-censorship” by usersand I nternet entrepreneurswho
hire*“BigMamas” to police content on bulletin boards. Chinahasalso revived theideaof anational
Intranet designed to substitute for the global Internet “while providing online services paired with
acceptable content” (Kalathil, Boas, 2001).

On the other hand, China, in stark contrast to Cuba, has enthusiastically embraced market
reforms within its economy. It clearly appreciates the need to spur on the growth of information
technologies as akey to improving the functioning of its economy and therefore supporting regime
legitimacy. For example, the state has supported the development of Internet driven development
by creating economic zones to support innovation, cultivate home-grown talent, and nurture new
technology startups. In terms of infrastructure, the government the has supported substantive
investment to improve telecommunications networks. Initiated in 1993, the Golden Projects have
successfully established ahigh speed backbone and payment project (. 1n mid 2000 ChinaTelecom
began construction of a new high capacity 911 kilometer fiber optic transmission backbone ring
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connecting Nanjing and Wujan. The government is clearly taking proactive stepsto bring Chinese
telecommunications infrastructure into the 21% century.

China spolicieshaveresultedin clear progress. For example, intheyear 2000 lessthan 1%
of the population were Internet users. By the year 2005 that had increased more than 7 fold to 7%
(CNNIC). During thissame period of time computerson the Internet rosefrom 3.5 milliontoa41.5
million. And the scope of users has broadened. Since 1998 the number of female users on the
Internet has increased 450% from 7% to close to 40% of all users. And users without a college
education have increased by 30% during the same period of time. There has been phenomenal
growth within the Chinese economy in general and in technology in particular. Chinawill soon
contain the largest number of Internet users of any nation on earth.

Finally, while constraining content, and facilitating astronomical growth in access, the
Chinese government has been quite successful in co-opting the growth of the Internet for its own
benefit. They have used the Internet to implement an ambitious e-government program not only to
streamline operations but to increase communications between provincial government and central
authority in Beijing. The government has aso harnessed the Internet for use in propaganda and
ideological warfare. Chinahasplanstoinitiate alarge scale online propagandasystem in thefuture.
The government has seized the opportunity to implement a strategy to use the Internet and its
burgeoning online power for information warfare, including cyber attacks on datanetworks. And,
clearly they are hoping that the increased economic development which is resulting from Internet
related economic development will increase regime legitimacy.

The Cuban approach, on the other hand, has been characterized by meager, selective,
incremental steps toward embracing the Internet, but one which uses access control as their main
weapon. The Cuban approach involves relatively more central control and the user stats and
progress are consistent with this observation. Asof 2004, in acountry of 11 million, thereare only
750 websites, 480,000 email accounts, 270,000 computersand around 99,000 peopl ewith authorized
access to the Internet (Williamson, 2000). Considering just the authorized users, thisis less than
1% of the population compared to China's 7%. Taking even all of the email accountsinto account,
Cuba s Internet useis still much lessthan in China (CNN, 2004). Still, the use of email has grown
substantially, from 60,000 in 2001 to 480,000 as of 2004 (Acosta, 2004). Cuba's 1% of users
within the population compares to the Caribbean average of 6.2% and South America' s 10.8%.

Cuba' sfirst Internet connection was made in 1996. Since then severe access control has
limited its development, and Cuba still faces an outdated telecommunications network which is
sorely inadequate for the 21% century. Access is basically rationed to those who are poalitically
trustworthy or in those areas where the government has a self interest, such as in tourism and
biotechnology. For yearsthe government has targeted development of the Internet to areas which
generate much needed foreign exchange. After the failure of Castro’s “Zafra de diez milliones’
economic policy which focused solely on a single commodity, sugar cane, Castro unveiled yet
another singleindustry focus, tourism, with equally unrealistic goals (Corbett, 2002). The Internet
has been used by the regime to benefit Cuban Tourism, Cuba slargest source of foreign exchange,
as well as for money transfer from the Cuban Diaspora hoping to send money to relatives in this
economically depressed Marxist dictatorship (Corbett, 2002).

Onecould arguethat Castro’ sregime survives based partly upon acquiescence, fear, control,
and coercion. With the embargo, failed economic policies, political repression, and abject poverty,
there is no question that Cubans suffer under the current regime. “Indeed the Cuban Government
itself has realized the dangers of the Internet”. The major problem of the Internet in Cuba is
political, athough a functionally obsolescent infrastructure also plays a part in naturally limiting
access. The government of Cubaloomslarge on the Internet, using it for its propaganda purposes.
Access control meansthat thereislimited opportunity to influence Cubaor exert leverage on Cuba.

The Internet provides ameansto circumvent the United States' embargo and divert the transfer of
foreign exchange through third countries. For example, Cubanet, the government’ s main website,
offersaservice called “ Quick Cash”, by which people can use a credit card to transfer money to a
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Cuban bank account within 24 hours (Snow, 2001). The statetourism agency, Cubanacan, hasasite
which facilitates the purchase of gifts, including Cuban rum, for relativesin Cuba. In addition to
Castro’s focus on hard currency, the Cuban government has pinpointed priority for the social use
of the Internet and has identified a number of areas of focus including: Health, education, press,
science, television, banking and other important areas of the economy.

Cuba s policy of limiting access is facilitated in a number of ways. First is outdated and
inadequate infrastructure. Although there are a number of projects in the works to improve on
Cuba's outdated infrastructure, Cuba lags far behind China. Second is cost (Grogg, 2002,
Anonymous, 2004). Email accessisvery expensivefor the average Cuban. A prepaid $4.50 phone
card equates to one third of the average Cuban monthly wage. And Cubanswanting to send emails
to relatives overseas many times have a two hour wait to use the available computer rooms
(UpFront, 2004). There are only about 100,000 people who have authorized access to the Internet.
Lega access is limited to authorized users largely at their work places including universities,
government offices, state media, research centers, artists and writers unions, hospitals and foreign
companies (Staff, 2003). This has led to a fairly vibrant Internet black market. However the
government has been cracking down onillegal users. For example, they havetightened controlson
theillegal trade of phone cards at the beginning of 2004 and required home users to pay in cash at
the prohibitive rate of 8 cents a minute. And in January 2004, the government gave Cuban
telecommuni cationsofficial sinstructionsto use surveillancetechniquesto detect unauthorized users.

CONCLUSIONS

Authoritarian regimesaround theworld facewhat many timesare conflicting goalsregarding
the Internet. First isthe need to constrain any forces which unbridlied access to the Internet might
unleash which might call into question regime legitimacy. Second is the inescapable need to
embrace new technologies and move their economies forward into the 21% century. Failure to
progress clearly could relegate their economies to backwardness and call into question the ability
of their political system to attend to society’s needs. Also, it is abundantly clear that there are
benefits which might be selectively harnessed from the Internet to support regime survival.

While pundits have argued that the Internet is an uncontrollable force for openness and
freedom, and will inevitably call into question the legitimacy of authoritarian regimes, thereis no
clear empirical basis for this optimism. In fact, one might argue that many authoritarian regimes
have been quite successful at constraining the destabilizing influences of the Internet while co-
opting the Internet to serve their own purposes.

Chinaand Cuba are two examples of this. But these two aging Marxist regimes have taken
distinct and characteristic approaches to dealing with the Internet with differing success. In this
paper we referred to China's approach as ICCA or “Incremental Content Controlled Adoption”.
China s approach focuses on controlling deleterious content while allowing widespread access,
stimulating innovation and investing substantial effort to improve telecommunications
infrastructure. Content control isachieved inanumber of waysincluding administrative measures,
self policing and enforcement. On the other hand, this research has termed Cuba s approach as
IACA or “Incremental Access Controlled Adoption”. Thissignifiesthat Cuba, largely focuses on
using tools to control access to computers and the Internet. Part of this access control is achieved
naturally, through inadequate infrastructure, some through prohibitive pricing, and also through
strict administrative controls.

Comparing the empirical record, one could argue, as was enunciated early on in this
research, that China’sICCA approach has been more successful than Cuba' s|IACA. Whileclearly
Cuba has been successful using access control to constrain the destabilizing influences of the
Internet, and it has had some successful at harnessing the Internet to increase the influx of foreign
exchange and for propaganda, its telecommunications infrastructureis aging and outdated, clearly
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inadequate to take Cuba into the 21% century. And Cuba' s economy due to the loss of Soviet
support, the failed Castro policies and the American embargo. But, Cuba has not been very
successful at harnessing the economic benefits of the Internet and Cuba’ s population languishesin
poverty. Also, while China seconomy isvibrant, itsinfrastructure being modernized at arapid-fire
rate, with vibrant innovation in high technology, one could argue that it has been just as successful
at controlling the“harmful” forces of theinternet which might question state power and much more

successful at harnessing the incredible beneficial effects of the Internet in support of the regime’'s
interests.

References available upon request.
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THE WAY WE GOVERN: WHY THE CLERP9
REGULATIONSIN AUSTRALIA MAY NOT ADDRESS
GOVERNANCE ISSUES
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ABSTRACT

Cor porate gover nance dealswith thelegal and organizational structuresthat determinethe
way that a cor por ation ismanaged and how power isexer cised within the corporate entity. Although
cor por ate structures have been around for some time, there are few examples of cor porations that
have exhibited exceptional behavior in thisfield.

As corporations fail, attention often focuses on the absence of sustainable corporate
gover nancestructures. To thisend, regul ator s haveintervened and imposed reforms on theway that
corporations are governed. In Australia, the latest in a series of attempts to reform corporate
governanceis entitled CLERP 9.

Inthispaper, wewill examthe historical context of cor porate gover nance, the many factors
lie at the root cause of corporate governance issues, the focus of the CLERP 9 regulations, and
introduce some other initiatives that may advance self-sustaining and reliable corporate
gover nance.

INTRODUCTION

The philosophical father of the market economy, Adam Smith, anticipated the problem of
corporate governance in volume 2 of his Wealth of Nations, published in 1776.

...thedirectorsof such 'joint-stock’ companies, however, being the managersrather
of other peopl€'smoney than their own, it cannot be expected that they should watch
over it with the same anxious vigilance with which the partners in a private
partnership frequently watch over their own.

Smith’s prophecy over 220 years ago till holds true. The concerns he raised about the
viability of directors managing other peoples money, still to this day have not been adequately
addressed. Over the years, disaffected sharehol ders sought to make changesto corporate direction
and policy by removing the incumbent management. Generally speaking, the methods they
employed were: acquisition, proxy challenge, tender offer and takeover. These methods are drastic
and will result in a change of ownership.

M ethodol ogies such as acquisition, proxy challenge, tender offer, and takeover alow usto
understand how disaffected shareholders might attempt to make changes to the governance of an
organisation. The next section will identify issues of corporate governance that may need to be
addressed for shareholder issues to be resolved without the need for a change in ownership.

TARGETING ISSUESIN CORPORATE GOVERNANCE

Tricker (2000) comments that the time has come to focus on corporate governance and he predicts
the twenty-first century promises to be the century of corporate governance:

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 39

...the twentieth century has seen massive growth in serious management thought:
corporate governance was overlooked until recently. Organisation theories took
great strides: but the board did not appear on the organisation chart. Important
theoretical and practical dimensions have been developed of the management of
finance, marketing, operations and other aspects of the modern organisation: yet
little concern was shown for the role of the board of directors.

To address this issue and develop a theory for corporate governance, we are reminded by Jensen
(1993) that in doing so will require usto:

...break open the black box called the firm, and this means understanding how
organisations and the people in themwork. In short, we are facing the problem of
developing a viable theory of organisation.

What standsintheway? If wewereto take Michael Jensen’ sadvice and break open thefirm,
we would no doubt find a range of “unresolved issues’ that have served as obstacles for us to
develop aviable theory for corporate governance.

Inside many Australian and international companies these unresolved issues have been
waiting patiently for the corporate governance practitionersto challengethem. Thelist of potential
unresolved issues is exhaustive, and some of the more pressing and fundamental ones include:
corruption (Turnbull, 1992), board performance (Sonnenfeld, 2002), CEO as chairman, board
culture, lack of control systems, information problems, lack of expertise (Jensen, 1993), appointment
of non-executive directors (Turnbull, 1995), the role of the director (Mace, 1971), the role of the
auditor (Guthrie and Turnbull, 1995), the relationship between director and shareholder, structure
of the board and, excessive remuneration.

With so many unresolved i ssuesfaced by sharehol dersand governorslike, the stage hasbeen
set for many corporate failures and attempts by regulator to impose reforms.

A PRELUDE TO REFORM

Therecent US accounting scandals and the behaviour of the boards of Australian firmssuch
as HIH and One.Tel have created the perception of a crisis in corporate governance which has
produced aflurry of responses, both in Australia and overseas. This exposure has created a crisis
in confidence in the capital markets as investors are not only loosing money, but are also loosing
faith in the existing regulatory framework that is there to protect their rights.

In responseto the recent wave of corporate failuresand accounting scandalsin America, the
likes of which include Enron and WorldCom, the US Congress chose a black letter approach to
reform and passed the Sarbanes-Oxley Act of 2002. This Act includes many new requirements for
public companies and their directors, officers, independent auditors and lawyers. A company
wherever it islocated will be covered by the Act if it has securities registered under section 12 of
the US Securities Exchange Act.

In Australia, those most likely to be effected by the Sarbanes-Oxley Act (2002) are the 140
companies with American depositary receipt programsfor their shares. Investors should benefit in
the short-term from the Sarbanes-Oxley Act as one of its chief purposesis the restoration of trust
in the US securities market. But will this patchwork piece of |egislation address the * unresolved
issues’ and the culture that creates poor corporate governance in the United States?

In contrast to the US reform, the United Kingdom preferred a principles and guidelines
approach. In the UK during the early 90s, following a number of spectacular frauds, the Cadbury
Committeewasformed to look at the financial aspects of governance. Several yearslater following
the highly publicised remuneration excesses in the newly privatised utility companies, the

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 40

Greenbury Committee was setup to look at remuneration. Both committees suggested that after
some time their conclusions should be reviewed.

Whilereformsby legislators may be helpful in promoting achangein the way organisations
are governed, the another factor that is a catalyst for change in corporate behaviour is market
pressure. The“crisisin confidence” isforcing corporations to rethink their corporate governance
practices, become more transparent, and demonstrate they can self regulate.

Against this background of reforms and corporate failures, Australia introduced its own
attempt at corporate governance reform, CLERP 9.

THE INTRODUCTION OF CLERP 9

The CLERP 9 (Corporate Law Economic Reform Program, review number 9) proposalson
corporate disclosure and audit regulation suggest that Australia could be moving in direction of the
United States and the rules based approach of the Sarbanes-Oxley Act. But critics argue that this
approach will not result in best practice, and as Longstaff suggests people will only find ways
around these new rules. The CLERP 9 paper puts forward recommendations covering matters such
as auditor independence, disclosure of non-audit services, an expanded role for the Financial
Reporting Council, reform of the Auditing and Assurance Standards Board, and amendmentsto the
ASX Listing Rules. Lansley (2003) is critical of the CLERP 9 paper and suggest that one of its
major problemsisthat it:

...reinforcesthe audit "expectation gap" - the gap between society's expectations of
auditors and the reality of their obligations. Most of the CLERP 9...is about audit
reform, whereas in reality auditors do not guarantee the accuracy of financial
information. They arerequired only to exerciseareasonabledegreeof skill and care
regarding the company's compliance with accounting standards, and to ensure that
the financial reportsgive a "true and fair" view of the company's financial position
and performance.

Lansey goes on to say that:

..thereisadanger, therefore, that the CLERP 9 proposalswill give investorsfalse
comfort that the audit changes proposed will prevent future corporate collapses.

In support of her argument, Lansey citesrecent studiesthat show that audit failureswere not
the cause, of corporate collapses but rather the collapses were a result of:

...a failure of boards of directors to comply with national and international best
practice guidelines and standards on cor porate governance'”.

Donaldson and Adam (2002) are also of the view that |egislating more disclosure through
CLERP 9 is not the answer, and favour a push towards clarifying the role of the director:

...(we) don't really think the trend towards more disclosure... will work...knowing
that the head of a company was getting as much money as he was wouldn't tell you
he was manipulating accounts and that the auditors were helping him...it's a
question of raising directors' awareness of their responsibilities, and (we) think that
isactually a better course to follow.

Whileitistoo early to determineif CLERP 9 regulationswill reform corporate governance
to Adam Smith'’ s satisfaction and address many of the unresolved issues between sharehol ders and
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governors, it should not be seen asafinal attempt to reform. The next section will outline a number
of other initiativesthat corporationsand regul ators could consider to improve corporate governance
in Australia.

SOME OTHER INITIATIVESTO ADVANCE CORPORATE
GOVERNANCE REFORM

A black letter approach, such as CLERP 9, to corporate governance reform may not yield
any lasting results. Many of the unresolved issues regarding corporate governance have been with
ussincethefirst incorporation and have survived decades of self-reform and |egislation. Some other
initiatives that may be useful in advance corporate governance are: director training; the role of
professional bodies; licensing of directors; cumulative voting; understanding the social system of
theboard; adynamicmodel of change; stakeholder representation; binary boards; governancerating
systems and equity valuations.

director training (Segal, 2001); the role of professional bodies (Segal, 2001);
licensing of directors; cumul ativevoting (Bhagat and Brickley, 1984); understanding
the social system of the board (Sonnenfeld, 2002); a dynamic model of change
(Dunlop, 1998); stakeholder representation (Porter, 1992); binary boards (Turnbull,
1992); governance rating systems (Turnbull, 1995) and equity valuations (Finch,
2003).

CONCLUSION

Australia is at an important crossroad in this new century, a century Tricker calls “the
century of governance”. Yet we are about to repeat what we did last century, and continue with
devel oping legislative amendments under the guise of “reforms’. Thereisavery real risk that these
reforms will inhibit Australia s opportunity to be an innovator and leader in the field of corporate
governance, and disadvantage the nation in its ability to compete in world markets.

What we need is to establish structures that allow management creatively to flourish. And
structures that acknowledge and support the increase in retail participation in the equities markets
and, the different expectations of stakeholders. Like the Sarbanes-Oxley Act in the US, CLERP 9
may reinstate investor confidence in Australiain the short term. But CLERP 9 will not address the
unresolved issues that continue to plague corporate governance since the days of Adam Smith.
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ABSTRACT

For decades European scientists set the pace of pharmaceutical discovery. Inrecent years
Europe has suffered a declining global market share in the biotechnology sector. The loss of
competitivenessis attributed to diminishing research and development. In addition, policymakers
should refrain from price controls and continue to support strong patent incentives if they want
economic growth in the biotechnology sector. Theregulatory environment and national health care
systems in Europe varies significantly from one country to another but regaining attention from
domestic and foreign investor s by encouraging a profitable environment isoneway to ensure future
product innovation.

INTRODUCTION

Biotechnology is poised to be one of the most influential industries of the twenty first
century. Perhaps unique among industries, biotechnology is not defined by its products, but by the
technol ogiesused to makethose products. U.Sgovernment publicationshave defined biotechnol ogy
as’ techniques that use organisms or their cellular, subcellular, or molecular components to make
products or modify plants, animals, and micro-organisms to carry desired traits.” This broad
definitionincludesmethods of treating disease devel oped from recent research in mol ecular biology
and other fields, as well as the centuries-old practices of animal and plant breeding and the use of
microorganismsto make leavened bread and fermented beverages. Moreover, biotechnology isnot
a separate science but rather amix of genetics, molecular biology, biochemistry, embryology, and
cell biology- transmuted into productive processes by coupling with such practical disciplines as
chemical engineering, informationtechnology, and robotics. Thispaper isdividedinto fivesections.
First, the sectors of the biotechnology industry are reviewed. The next section offers a discussion
of the development of the biotechnology industry. The third section puts forth a discussion of the
business environment of biotechnology in Europe. The fourth section evaluates the regulatory
environment in Europe. The final section offers concluding remarks.

THE SECTORSOF THE BIOTECHNOLOGY INDUSTRY

It is hard to find any clear and exhaustive categorization of the developing field of
biotechnology. According to Paugh and Lafrance (1997), the biotechnology industry could be
broadly classified into two segments. medical and non-medical markets. The medical market
includes human therapeutics and human diagnostics aswell as applicationsin veterinary medicine.
Non-medical markets encompass both agricultural and industrial applications. Agricultural
applications include making plants and crops pest resistant, providing improved seed quality,
modulating growth and ripening times, enhancing nutrient content of foods, and providing simple
and inexpensive diagnosticsfor usein field testing for contaminants and toxic materials. Industrial
uses of biotechnology involve many different sectors and include industrial enzymes, waste
management, bioremediation, energy biomass, cosmetic formulations, and diagnostics for toxicity
determinations. Another exampleisprovided by Oliver (2000) who categorizes bi otechnology into
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human health care, agriculture, instruments and suppliers of lab products, and chemical and
environmental.

THE DEVELOPMENT OF THE BIOTECHNOLOGY INDUSTRY

In 1953 British scientists James Watson and Francis Crick published areport on the helical
structure of DNA and a basic understanding of how DNA’s four chemicals carried the code for
making living things. A major component inthe protein synthesismachinery, RNA, wasdiscovered
shortly thereafter, leading to the cracking of the genetic codein the mid 1960s. For the next twenty
years scientists demonstrated with increasing precision how genes made proteins, and how proteins
were the body’ s working units, the gears, motors, levers, and transporters that came together like
mechanized Lego blocks at amolecular level (Abate, 2003). 1n 1970 scientists Herbert Boyer and
Stanly Cohen discovered the property that would turn DNA from scientific research into the
foundation of an industry (Olli 2001). They found that DNA could be cut, recombined and inserted
into aforeign bacterium, which could then express a new gene. This suggested that human genes
could be spliced into the DNA of fast-growing organisms like bacteria. Asthe bacteriamultiplied
they would produce medicinal proteins, such asinsulin. In 1976, the venture capital firm Kleiner
and Boyer started a company named Genentech to use genetic engineering techniques to make
medicines and other products. Genentech spent several years researching that medicinal proteins
could actually be made in bacteria. A successful FDA approval for a bio-engineered insulin
convinced Wall Street to invest into this new way of making medicines. Others soon followed,
including Chiron Corporation, Cetus, Amgen, and Biogen Corporation. The 1980s can be
considered the first full decade of biotechnology with alliances and cooperation between small
biotech firms and big established pharmaceutical companies became anorm. The 1990s were the
decade of expansion, growth, and legitimacy for the biotech industry asinvestmentstrans ated into
market products. Companiesraised alot of financial capital throughinitial public offeringsof stock.
The biggest breakthrough during this decade was Human Genome Project (HGP) launched in 1990
by an international effort to map all the genesin the human body. The U.S. Department of Energy
and the National Institutes of Health coordinated the 13-year project. During the early years of the
HGP, theWellcomeTrust (U.K.) becameamajor partner; additional contributionscamefrom Japan,
France, Germany, and China. The multinational, publicly funded Human Genome Project
announced completion of the genomic mapping in 2003. Many opportunities and challenges are at
the forefront of the future of biotechnology research and products.

THE BUSINESS ENVIRONMENT OF BIOTECHNOLOGY IN EUROPE

In 1990 the European market was the world's largest market with a 37.8% share versus
31.1% for the North American market. By 2003, North Americaaccounted for 49.2% of the world
pharmaceutical market, versus 27.8% for the European market. The European market’ s compound
annual growth rate was 8.2% between 1997 and 2002, with the market expanding by 50% during
the same timeframe, reaching avalue of $124 billion by 2002. Germany and France are the largest
European markets, combining for about 40% of domestic pharmaceutical salesin 2000. The United
Kingdom and Italy combine for another 28% of the market total. The European market also has
increasingly been challenged by government imposed price cuts and generic product substitution
being encouraged through legidation, particularly in Sweden and Germany where substitution
became compulsory in 2002. Companies operating in Europe aso find that markets in northern
Europe have being adversely impacted by imports from southern European countries, as pricesin
the southern part of Europe are generally lower than in the north.

Thepharmaceutical industry isthefifth largest industrial sector inthe European Union (EU),
accounting for 3.5% of total manufacturing. The largest therapeutic areas within the European
market in 2002 was cardiovascul ar drugsfollowed drugsused inthetreatment of the central nervous
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system. Multinational corporations, such as Pfizer, Merck and GlaxoSmithKline (GSK), dominate
the European pharmaceutical market. In 2002, the top ten pharmaceutical companies across the
world accounted for 45% of global market revenue. Within the European market, GSK, the largest
European company, reported revenues of $5.7 billion in 2002. According to a study from Olli
(2001), Europe has 1,579 biotech firmsversus 1,273 in the United States. Germany, France and the
United Kingdom are host to 915 of the 1.579 European companies. The percentage of public
companiesin Europeisonly 7% versus 24% in the United States. On arevenue basis, the biotech
industry in the United States realized about $25 billion in 2001 compared to $8 billion in Europe.

European scientists and companies played a dominant role in medical research and drug
development in the late nineteenth and early twentieth centuries. In 1878, French scientist Louis
Pasteur discovered the theory that germs cause disease. In 1885, German scientist Theodor
Escherich found that a particular bacterium causes infant diarrhea and gastroenteritis. European
scientists also made the first scientific medicines that were based on plant extracts and chemicals
synthesized. 1n 1910, the Germany company Hoechst produced Salvarsan, amedicine that chemist
Paul Ehrlich developed to treat syphilis. In 1928, Scotland scientist Alexander Fleming observed
that colonies of the bacterium Staphylococcus aureus could be destroyed by the mold Penicillium
notatum and invented antibiotics. 1n 1953, England scientist James Watson and America scientist
Francis Crick discovered the molecular structure of DNA at Cavendish Laboratory in England.

Theloss of European biotechnology competitivenessis attributed to alack of innovation on
thepart of European researchinstitutions, universitiesand companies, asreflected in thediminishing
research and development (R&D) investment and a drop in the number of new drugs launched in
the market (Bergeron and Chan, 2004). R&D expenditure represented 1.99% of the European
Union’s GDP in 2002 against 1.95% in 2000. The gap with regard to R&D expenditure in the
United States and Japan remains significant since these countries spent respectively 2.80% and
2.98% of their GDP on R&D. Among European countries, the lowest R& D ratios were registered
in the southern countries (Greece, Portugal, Spain and Italy) while Sweden and Finland, with
respective shares of their GDP of 4.27% and 3.49%, made the greatest research effort. European
global share of R&D expenditures was 22.7% in 2002. Many European pharmaceutical and
biotechnology companies are relocating their research labs to the United States or looking for
cooperation with U.S. companies. It isthe main reason that European research achievements lag
behind the United States. Within European biotech market, in 2001, the United Kingdom was the
clear leader in R&D spending ($5.5 billion), followed by France ($3.7 billion), Germany ($3.7
billion), and Switzerland ($2.4 billion).

The European educational systemincludesacademic centersthat are arguably thebest inthe
world. Bergeron and Chan (2004) state that Switzerland, Netherlands, Ireland, and Germany are
aggressively approaching the biotechnology industry. Ireland has one of the fastest growing high-
tech economiesin Europe based on government funding of education. However, the biotech labor
market does not fully reflect Europe’ s educational infrastructure, given the European brain drain.
Three out of four Europeans who acquire a Ph.D. in the United Stated stay in the United States
because of higher salaries and better professional opportunities than offered in Europe.

THE REGULATORY ENVIRONMENT OF BIOTECHNOLOGY IN EUROPE

The legal and regulatory environment within Europe and the evolving European Union is
mixed. Theregionisslow to resolve the debate over thelabeling of genetically modified foods and
often sets price controls on drugs. On the other hand, the drug approval process in Europe is
relatively streamlined, compared with the arduous, lengthy processinthe United States. Theshorter
drug development cycle is an advantage to companies serving the European market. However,
because the streamlined European guidelines may not satisfy FDA guidelines, drugs cleared for
European consumption might be barred from the lucrative U.S. market. European Union
pharmaceutical regulations are hampering innovation because they parallel trade in medicines
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between EU countries. They also permit some nations to impose price cuts or unilateral price
controls. There is no doubt that a vigorously competitive pharmaceutical market provides an
incentive for scientists or researchers to be the first to bring a new product to market and enjoy
enormous rewards after costly and time consuming innovation process. Price controls destroy this
incentive. Infact, European price controlsalso restrict patient accessto medicinesthat U.S. doctors
cite asessential for proper patient care due to drug makers delay in creating new drugs. According
to Oliver (2000), patients must wait as long as two years for new medicines to enter the market
whilebureaucratsdecideon pricelevel. Difficultly accessing essential new drugscreatesanegative
impact on the health care system and the quality of health treatments. It is believed that a steady
declineinresearch and devel opment of new medicineswould resultif the U.S. government imposed
price controls on new drugs. For example, if price controls had been implemented between 1980
and 2001, therewould be between 330 and 365 fewer new medicinestoday. Moreimportantly, most
pharmaceutical companieshavemoved their center of drug devel opment to the United Statesso they
can enjoy the most profitable innovation.

According to Gambardella sstudy (2000), European national healthcare systemsare hugely
diversified in terms of the way they are organized and financed, ranging from national health
schemes funded out of general taxes (the UK-Italy-Spain model) to mandated personal insurance
with pluralist providers(the Germany-France-Netherlandsmodel). National health caresystemsare
believed to generateinconsi stencies, inefficient usesof resources, uneven standardsof medical care,
and distortion in the functioning markets.

CONCLUSION

Science and medical innovations have long been part of European history. Despite a solid
number two position in the global biotechnology sector, the European Union faces market threats
fromthe United Statesand Asia, especially China. Lack of innovation and price controlsimpacting
profitability are at the root of the European competitiveness problem. Europe does have the
advantage of a shorter drug development process compared to the United States. Future research
should explicitly compare the market and regulatory environments in Europe to the United States
and Asia.
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ABSTRACT

The relationship between sex role stereotypes and the characteristics required for middle
management success wer e examined with academic staff at a New Zealand university. The 92-item
Schein Descriptive I ndex was used to i nvesti gate the resembl ance between the char acteristics of men
ingeneral and successful middle managers, and womenin general and successful middle managers.
Results of the study showed that both male and femal e staff member s associated the characteristics
of men with those required for a successful middle management career. Males, however, did not
associate the characteristics of women with those required for middle management success, while
females strongly associated the characteristics of women with the attributes required for a
successful middle manager.
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THE EFFECTS OF AUTOMATED ASSESSMENTS ON
STUDENT LEARNING AND MOTIVATION
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ABSTRACT

This study examines the effects of using a cour se web site to give automated assessmentson
homework information prior to covering the information in class. Prior research has proposed
benefits of automated assessments including time and cost savings for instructors, among others.
We investigated whether these assessments benefits students by increasing their motivation for the
course and their performance in the course.

We propose that the assessments may increase student motivation to compl ete assignments
prior to class time, encourage mastery of basic homework assignments and facilitate student self
knowledge about course material. These effects should result in improved student performance.
Results show benefits in both student motivation and performance from using automated
assessments.
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ABSTRACT

Despitewidespread use of strategic planning processesin universities, few leadersin higher
education have taken advantage of competitive intelligence techniques. This paper : This paper
highlights operational threats faced by today’s higher education leaders and illustrates how
competitive intelligence can help mitigate threatsin a university environment. The paper provides
an overview of operational threats in universities along with aA useful framework for identifying
appropriate competitive intelligence analytical techniques that could may be utilized to minimize
the overall impact of the each threat is provided..

INTRODUCTION

Competitive intelligence (Cl) techniques systematically and ethically gather, analyze and
disseminaterepresentsthe ethical and systematic gathering, analyzing, and dissemination of external
information that can assist with organizational decision-making and the design of strategic and
operational plans. information that can affect the plans, decisions and operations of an organization
(SCIP, 2004). Examplesof Cl include benchmarking, background checks, competitor assessments,
network analysis, war gaming and won-loss analysis.

The useUse of competitive intelligence practices by corporations continues to grow at a
substantial pace among US corporations with spending for Cl estimated in excess of $2 billion
annually in 2001 . Itiscurrently estimated that corporations spend in excess of $2 billion annually
on competitive intelligence activities (SCIP, 2001). A 2004 survey revealed that 15.3% of
companies reported expenditures of over $500,000 and another 11% reported spending more than
$1 million that year on Cl (SCIP 2004) . Yet interest in Cl in higher education has remained
primarily focused on the development of educational programs and curriculato prepare accredited
competitive intelligence professionals (Blenkhorn & Fleisher, 2003; Miller, 2003, Gubeno et, a,
2003; Shelfer, 2003; Gilad, 2003). Inamorerecent 2004 survey, 15.3% of respondentsto a Society
of Competitive Intelligence Professionals (SCIP) indicated that their companies spend over
$500,000 annually on competitive intelligence activities; 11% spend over $1 million annually.

However, As the interest and need for these services grows, numerous educational
institutions have entered the marketplace to take advantage of the surging demand for accredited
competitive intelligence professionals. In 2004, the number of colleges and universities offering
formalized degreeor certification courseshasincreased to nineteeninthe United Statesalone (SCIP,
2004).

Despitethisincreased interest intraining competitiveintelligence professionals, universities
still represent a small minority of groups that are actively utilizing these risk management
techniques for their own environment. The discussion of how competitive intelligence can be
utilized in higher education environments remains limited to a great extent by a confluence of
factors: lack of resources, lack of a for-profit orientation, fears of academic turf wars, genera
disagreement about what competitive intelligence really means and the lack of integration of
competitive intelligence principles and practices into the university’ s business environment (Fine,
1987; Giguere, 1999; Wagner, 2003; Horne & Parks, 2004). This conundrum exists despite the
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increasing pressure from an external environment that threatens practically every element of a
university’ s operational environment. Uuniversities face a category of emerging threats including
shrinking enrollment, rising costs, demographic changes, online competition, increasingly
competitivefund-raising environments, accreditation pressures, recruiting needs, onerousregul atory
requirements and shrinking state and federal funding opportunities. Indeed, the uncertainty
emerging from these threats necessitates that universities place a strong emphasis on improving
efficiency and effectiveness in how they structure, manage and deliver these services to its
constituents. Competitiveintelligenceactivities, as part of abroader strategic planning process, can
assist a university with improving oversight of the environments by implementing competitive
assessment techniques across university departments.

STRATEGIC PLANNING IN UNIVERSITIES

Strategic planning hasbeen arelatively recent phenomenon in higher education as changing
environments haveforced universitiesto reinvent themselvesto survive (Hughesand White, 2005).
It has been argued that Despite widespread use of and support for strategic planning in for-profit
organizations, uuniversities have been slow to adopt these techniques because of the lack of
consensus in the utility of these practices for this environment (Rowley et al., 1997).

Lerner (1999) suggested that universities have had limited success in applying traditional
strategic planning models because of differences in the orientation of those implementing such
models. For example, individuals who lack atraditional for-profit orientation may not understand
or feel comfortable adapting some of these variables and processes for their non-profit
environments. Finaly, from an historical perspective, it appears that most university strategic
planning efforts have not reached their potential either due to a lack of institutional support,
appropriate planning coordination or institutional fortitude (Rowley, et a., 1997).

With a few exceptions, most of the discussion of strategic planning in universities has
occurred at the functional level in areas such as human resources and information technology.
Finally, Zajac and Kraatz (1993) examined the environmental and organizational forcesimpacting
strategic restructuring in higher education by assessing the performance consequences of these
changes on the organization. The author proposed amodel of likely antecedents and consequences
of strategic restructuring and change and found that restructuring is a predictable, common and
performance-enhancing response to change in the environment.

Overall, the genera consensus is that strategic planning has been only partially successful
in university environments due in part to the differences in definitions of the variables of the
strategic planning model for university environments(Lerner, 1999). Identifying the customer base,
competitive motivation, relevant timeline, appropriate value and reward system, and a quantifiable
set of outcomes are enormously difficult for groups attempting to adapt the traditional strategic
planning model to non-profit environments (Lerner, 1999; Wagner, 2003). Inaddition, while some
universitieshave utilized strategic planning to transform themsel vesdramatically, other institutional
planning groups have stumbled, dissolved into controversy or lost their nerve entirely (Rowley, et
al., 1997).

Competitive Intelligence in Universities

The discussion of how competitive intelligence can be utilized in higher education
environments remains limited to a great extent by a confluence of factors: lack of resources, lack
of afor-profit orientation, fears of academic turf wars, general disagreement about what competitive
intelligence really means and the lack of integration of competitive intelligence principles and
practices into the university’s business environment (Fine, 1987; Giguere, 1999; Wagner, 2003;
Horne & Parks, 2004). This conundrum exists despite the increasing pressure from an external
environment that threatens practically every element of a university’s operational environment.
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Whilefew innumber, each of these studies suggeststheimportance of universitiesbecoming
more aware of the need to develop a more university-wide assessment process for collecting,
analyzing and disseminating information to deal more appropriately and effectively with the
increasing threats to their business operations.

Competitive Threatsin University Environments

Universities face considerabl e threats to their operational environments including pending
legidative actions, increasing costs, new entrants, scandals involving high profile athletic
department representatives, and employee misrepresentation among others. By raising the
organization’ slevel of awareness, standard competitiveintelligencetechniques can help to mitigate
the risk posed by these threats. These techniques are outlined in Table 1.

Tablel
Framework for Competitive I ntelligence Utilization in University Environments
Competitor Intelligence Techniques

Functional Benchmarking Background [ Won-Loss| Competitor War Network
Pending Legislation 4 14 14
Increasing Costs 4 4 14 2 4
Athletic Scandals ¢ ¢ ¢
Employee ¢ 1 4
New Entrants

CONCLUSION

This paper provides a few examples of how CI tools and techniques may be useful in
strategic planning processes in universities; however Cl is not limited to the operational areas
discussed here. These techniques can be valuable across a broad range of operational areas within
the university. Additional operational areas where Cl tools and techniques may prove valuable
include the recruitment of faculty, staff, board members and prospective students

Universities can no longer avoid the fact that they operate in an increasingly competitive
marketplace. Asthepotential impact of these environmental threatsincrease, universitiesmust |ook
to their for-profit brethren and begin towill need to take advantage of the full range of information
gathering and processing techniques availablein order to remain viableto their constituencies. The
opportunity to utilize long-standing competitiveintelligence techniquesto assist themin evaluating
and mitigating the implications of these threats is available to forward-thinking higher education
administrators and leaders. In today’ s ultra-competitive environments, institutional stakeholders
demand more of their organizational leaders and the techniques offered in this paper represent
legitimate threat-mitigating strategies that should included in the strategic planning processes of
leadersin higher education.

Ignorance of these issuesisno longer aviable defense. Competitive intelligence activities
are not limited to the operational areas previously discussed. These techniques can be valuable
across a broad range of operational areaswithin the university. Additional operational areaswhere
competitive intelligence techniques may prove valuable include the recruitment of faculty, staff,
board members and prospective studentsln today’ s ultra-competitive environments, institutional
stakehol ders demand more of their organizational |eaders and the techniques offered in this paper
represent |legitimate threat-mitigating strategies for the more risk-averse industry participants.
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ABSTRACT

This paper studies the effect that part-time instruction has on students’ final gradesin the
English Composition course at a comprehensive 1A university. Wefind that part-time instructors
assign grades 0.61 points higher than those assigned by full-time instructors. Using a multiple
linear regression, in which the response variable is students grades, the explanatory variable
instructor status--i.e., full-time or part-time--is statistically significant at less than a 0.01 level of
confidence (p-value approaches zero). Additionally, the explanatory variable GPA is also
significant at an alpha level lessthan 0.01 with p-values approaching zero. The model yielded an
adjusted R? value of 0.285, indicating that 28.5 percent of students’ grades are accounted for by the
explanatory variables included in the model.

INTRODUCTION

Gradeinflation can be seen asthe result of conflict between university attemptsto correlate
student grades with student performance and the negotiation between grade provider and grade
consumer. A factor in thisconflict may befaculty rank. Wyles (1998) findsthat 75 percent of new
hires in higher education are “contingent workers,” a statistic consistent with national business
trends. Further, Carney, Isakson and Ellsworth (1978) demonstrate that increased use of student
assessment in salary, promotion, and tenure processes contributeto gradeinflation. Inaconsumerist
environment grades reward students for positive course evaluations (Edwards, 2000). If part-time
faculty members' positions are tenuous, the case for their grading practices being afactor in grade
inflation is compelling (Sonner 2000). Cross and Fray (1993) show that instructors factor non-
achievement related issuesinto grading. Thesestudies, and the awarenessthat English Composition
instructors have abroader exposure to students than colleagues not teaching undergraduate general
education courses, suggest a connection between grade inflation and faculty rank.

LITERATURE REVIEW

Studies reporting the link between grades and course evaluations are varied in their results,
in part due to the associational meaning of “high grades.” Holmes (1971) finds that students who
expected high grades were more likely to indicate they learned more and were more interested,
challenged, and stimulated by their instructor. However, students expecting lower grades were not
more critical of their instructor’s performance. Consistent with these results is another study
(Schuerich, Graham & Drolette, 1983) indicating that the expected grade is the least predictive
factor in a positive student evaluation of faculty, falling well below “helps to understand” and
“sincerely interested” in students evaluative comments. Pascale (1979) finds no correlation
between students' knowledge of course grades and students' evaluation of faculty. Garverick and
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Carter (1962) and Feldman (1976) find no evidence of abiasin students’ eval uation of faculty based
on student grades.

While the literature points to several factors contributing to grade inflation, this study
analyzestheimpact of instructor rank--asit pertainsto full-time or part-time employment status--on
student grades in the English Composition course. Does enrollment in an English Composition
course taught by a part-time instructor improve a student’s ability to get a higher grade than
enrollment in the same course taught by a full-time instructor? In addition, we examine several
student characteristicsin order to determine whether those variablesinteract with instructor status.

METHODOLOGY AND RESULTS

Datawere collected from all sections of the English Composition course taught at a private
comprehensive I1A university. Seven full-time and five part-time instructors were employed to
teach the course. Part-time instructors were classified as adjunct faculty. For the sample of 3,017
students, the following data, which we believe to include explanatory factors for student grades,
were obtained:

1) The dependent variable, grade in the English Composition course (A, B, C, D, F)

2) Theindependent variable, status of the instructor (full-time or part-time)

3) Theindependent variable, status of the student (day or evening student)

4) The independent variable, student major

5) The independent variable, student gender

6) Theindependent variable, student age

7) Theindependent variable, student class standing (freshman, sophomore, junior, senior)
8) The independent variable, student GPA

The dependent variable, grade, which is recorded on the students’ record as an apha
character, was numerically represented in the model as. A =4.0,B=3.0,C=20,D=1.0,and F
=0.0. Although the dependent variable, grade, isordinal data, and since the interval between the
grades can be estimated as being ten point intervals (except for the F category), the data is
considered to closely approximate interval level data. The use of thevalues4, 3, 2, 1, and O for the
letter grades of A, B, C, D, and F issimilar to using the midpoint of a class to estimate descriptive
statistics for afrequency distribution. Students who withdrew from the course were deleted from
the sample data. Since student withdrawal data was omitted, the results of the study are subjected
to survival bias. The lack of control for such biasis recognized as a limitation of the study.

Table 1 examines and compares the sample variances of the grades given by part-time and
full-timeinstructors. Sincethe F-test value of 36.684 isgreater than the F-critical value of lessthan
1.16 (least value allowed by referencetable), it cannot be assumed that the popul ation variances are
equal. Thus atwo-sample hypothesis test for the equality of population means would employ the
t-test, assuming unequal population variances (see Table 2).

Table1
F-Test: Two-Sample for Variances
Full-time Part-time
Mean 241 3.02
Std. Deviation 1.168 1.094
Observations 1102 1915 I
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df 1101 1914
F 36.681

P(F f) one-tail ~0

F-Critical one-tail <1.16

Table 2 analyzes the rel ationship between the status of the instructor, i.e., part-time or
full-time, and the grade received in the English Composition course. The hypothesis tested was
one of no difference in the average grades awarded by part-time vs. full-time instructors (in the
population). The p-value, which approaches zero, represents the probability that both
populations, i.e., part-time instructors, and full-time instructors, award grades equally. This
contention is rejected at any reasonable level of alpha

Table 2
T-Test: Two-Sample Assuming Unequal Variances

Full-time Part-time
Mean 241 3.02
Std. Deviation 1.168 1.094
Observations 1102 1915
Hypothesized Mean Difference -0.61
df 2174.659
t-Stat -14.175
t-critical one-tail 1.645
P(Tt) two-tall ~0
t-critical two-tail 1.96

Several studies have analyzed relationships between student grades and various student
characteristics such as age, gender, class standing, attendance on afull-time or part-time basis, and
academic major (Chan, Shum & Wright, 1997; Sen, Joyce, Farrell & Toutant, 1997). We decided
to include these variables, along with our variable of main concern, i.e., whether the course was
taught by a part-time or full-time instructor, and measure their relationships with amultiple linear
regression model. In this way, we can analyze the relationship between student grades and the
employment status of theinstructor (part-time or full-time) while controlling for the various student
demographic characteristics mentioned above.

Themultipleregression approach will be utilized here (Kamery, Williams & Kugele, 2004).
Using the coding method of A =4 (or 95), B = 3 (or 85), etc., is similar to estimating the mean or
standard deviation of datathat has been summarized into afrequency distribution. Table 3 presents
the results of amultiple regression analysis.
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Table 3
Regression Results
Multiple R 0.535
R? 0.287
Adjusted R? 0.285
Standard Error 1.006
Observations 3017
ANOVA
SS df MS F Significance F
Regression 1072.496 7 153.214 151.377 | ~O
Residual 2670.010 2638 1.01
Total 3742.506 2645
Correlations
Zero-
Coefficients | Std. Error t-Stat Sig. order Partial | Part
(Constant) 0.319 0.117 2.713 0.007
Day or Evening -0.061 0.083 -0.730 0.465 0.087 -0.014 | -0.012
Age 0.004 0.005 0.782 0.434 0.089 0.015 | 0.013
Gender 0.184 0.040 4.607 0.000 0.114 0.089 | 0.076
Major -0.006 0.002 -3.613 0.000 -0.075 -0.070 | -0.059
Student Class 0.019 0.030 0.628 0.530 0.107 0.012 | 0.010
Cumulative GPA 0.523 0.020 26.729 0.000 0.475 0.462 | 0.440
Instructor 0.555 0.042 13.155 0.000 0.270 0.248 | 0.216

Student major, class standing, day or evening attendance, and student gender were included
as indicator variables. None of these indicator variables were significantly related to the grade
received. A graphical analysis of the residuals did not indicate serious violations of the model’s
assumptions. Thereareno extreme points(outliers). At each gradelevel, residual variance does not
indicate the presence of homoscedasticity; the residuals approximate a normal distribution. The
adjusted coefficient of multiple determination shown in Table 3 is equal to 0.285, indicating that
28.5 percent of the change in the dependent variable, grade, is explained by the set of independent
variables (which are student characteristics, except for the instructor status variable). The F-
statistic’s high value of 151.377 corroborates the existence of a significant relationship between
student grades and the set of independent variables. Independent variablesthat would be significant
at a0.01 level of confidence include the following:

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 58

1) Instructor status (full-time or part-time) t-Stat value =13.155
2) Grade point average (GPA) t-Stat value =26.729

None of the other independent variables showed a significant relationship to the course
grade. During the analysis, several issues of interest were identified for possible future research.
There was insufficient information derived from this study to explore those issues here. Those
issues include the following:

1) Do part-time and full-time instructors employ similar methods of teaching?
2) Do part-time and full-time instructors use similar methods of testing and grading?

3) Isthere coverage by part-time and full-timeinstructorsthat is consistent with the prescribed
courses of study?
4) Isthe performance of studentsin courses that have awriting component different for those

students taught by part-time vs. full-time instructors?
CONCLUSION

Theprimary objectiveof thispaper wasto examinetherel ationship between students’ grades
in the English Composition course and the employment status of the instructor, i.e., whether part-
time or full-time. A multiple regression model, which alowed for the inclusion of many student
characteristics, did report asignificant rel ationship between thetwo factors. Wefind that astudent’s
cumulative GPA was the strongest predictor of success in the English Composition course. Next
in importance was the employment status of the instructor, part-time or full-time. It isrecognized
that our sample may include selection bias since part-time instructors may teach predominantly at
times and places where non-traditional students are enrolled. Our data was collected at a single
university; thus, our results may lack universal application.

We wish to thank Francisco I. Zurita for his help with the data.
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ABSTRACT

This study compared instructors and students’ perceptions of online teaching/learning in
the United Sates and South Korea and examined the impact of selected demographic variableson
the participants responses. Results showed that there was an agreement among the four sample
groups for all statements regarding strengths and weaknesses of the online teaching/learning
environment. However, pairwise comparisons revealed significant differences in means among
instructor and student groups with respect to the degree of agreement or disagreement with each
statement. American instructorsand students showed stronger agreement or disagreement with the
statements than their Korean counterparts. Smilarly, the instructor groups showed stronger
agreements or disagreements than the student groups. The demographic variables that were
examined in the study had a little impact on participants’ responses. While the preferred learning
mode (face-to-face, online, and hybrid) had the strongest impact on American students’ perceptions,
previous experience with online environment and students’ classification had the strongest impact
onKorean students' per ceptions. Teaching mode had the strongest impact on Americaninstructors
per ceptions, teaching mode and self-reported knowl edge about computer s had the strongest impact
on Korean instructors perceptions. Instructors and students major concerns about online
teaching/learning were reported, and suggestions for administrators were also provided.
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ABSTRACT

School violence has been on the increase for the two decades and it is the leading cause of
deathfor facultyin higher education. Thispaper exploresuniversity-classroomviolenceasitrelates
to education in general and higher education specifically. Trends in K-12 lead the authors to
believe that these problems will be surfacing in higher education this decade as this shift in
American culture takes root in colleges and universities. Teaching strategies and classroom
discipline now employed may be inadequate to combat future discipline and violence problems.
Suggestions are given as to how and when to modify teaching styles so that classroom control and
learning can be maintained. Training must be given to faculty to under stand the leading causes of
violence in universities: a sense of injustice, stress, and situations where individual s (students and
staff) are being micro-managed. When, and if a student or fellow faculty member decides to use
violence to remedy a perceived injustice, faculty and staff need to know the do=s and don'’ts of
handling this unique situation.
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ABSTRACT

Going into off-campus|locationsfor academic programsisan old and difficult process. This
manuscript puts forth suggestions for a regionally accredited university seeking off-campus sites.
Experience is drawn from programs offered in Taiwan, Sngapore, Canada, Mexico, China, Abu
Dhabi, and with the Department of Energy. Keys to success discussed include the following: (1)
Receive local approval from accrediting body and establish student contract with rights and
responsibilities; (2) Seek a good partner that will advertise, promote, pre-screen applicants,
facilitate the distribution of information to locals, and assist with local education regulators but
mai ntain compl ete owner ship of the programin a formal Memorandum of Agreement; (3) Validate
program acceptance from university and business accrediting bodies without creating an off-site
satellite campus; (4) Carefully screen students for language skills, maturity, and career goals
because you do not want to get a reputation of admitting people, taking their money, and then not
allowing them to earn the degree; (5) Carefully select faculty that realize that the global
environment is different than teaching on campus and requires more flexibility without degrading
the rigor of the degree program; (6) Define your market niche of highest quality, job placement,
facilitate the transition into the United States, personal contact with faculty, flexibility, or low cost;
(7) Create positive relationship with continuing education or campus extension servicesto handle
travel, faculty compensation, and possibly academic credit; (8) Virtual delivery can help transmit
notes, assignments, and communicate before the class meets and upon return plus eliminate an
excessive amount of travel; (9) Formally acknowledge the completion of the first class since the
hardest to completearefirst and last classes; (10) Encourage studentsto attend campus graduation
upon degree completion and become a stakeholder in the future success of the program
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THE EFFECTSOF THE EVOLUTION OF SKILLED
LABOR AND ITSECONOMIC IMPACT

Rob H. Kamery, Nova Southeastern Univer sity
robhkamery@yahoo.com

ABSTRACT

An aspect of skilled labor often overlooked is the impact of its evolution within society.
Technology increases production capability and fuels the demand for skilled labor. This paper
broadly discussestwo major elements affecting skilled labor: technological change and the public
opinion of society.

INTRODUCTION

Economically, the status of skilled labor isaconstant relativeto overall society. Therelative
wages and employment of skilled workers has increased in recent years primarily due to the
evolution of skilled labor. This evolution involves the replacement of highly skilled workers with
equally skilled workerstrainedin new production techniquesor equipment. Workersthat are unable
to keep pace with this evolution are gradually dropped from the skilled labor pool, and as aresult,
receive depressed wages. Reports of these depressed wages make the recruiting of new workers
more difficult, and eventually that entire group slipsinto obsolescence. The workers of tomorrow
will have to be as dynamic as skilled labor itself.

SKILLED LABOR AND SOCIETY

There are several questionsunresolved in the evolution of skilled labor. Skilled labor inthe
literatureisoften too generically defined and the societal impact of skilled labor virtually undefined.
A greater understanding of the essence of the evolution of skilled labor is needed to understand
discrepancies felt to exist in the literature.

A trend toward boosting productivity by replacing unskilled manufacturing workerswith a
combination of better educated, higher skilled workers and machinesis evident. If the inverse of
this were true and the artisans were being replaced with less skilled workers, the U.S. would have
observed a decline in the entire skilled labor pool, and by now the U.S. would be fortunate to find
workers capable of performing even simpletasks. Practical observation of this occurrencereveals
another type of phenomenon. Manufacturing positions previously held by highly skilled artisans
are being filled by equally skilled operators of more efficient machinery. Because this machinery
is more efficient than the artisans, the productivity levels increased and the demand for artisans
decreased. Theartisansare not less skilled; they are simply archaic. Generally, the relative wages
and employment of skilled workers have increased. This may hold true upon a broad examination
of skilled labor markets. However, when specific skilled labor positions were examined more
closdly, it was found that the wages reached a peak and then stagnated. These elements can be
explained by the evolution of specific areas of skilled labor.

Gibson (2001) states. “When technology changes by afactor of tenitiscalled arevolution.”
Anexample of thiswasthereplacement of the horse by the automobile. When thisoccurred, society
began to view the horse as having little production value by comparison. The horse thus became
an unskilled worker. This redistribution of labor and responsibility did not show up in logistics
analysis—-it was simply viewed as the growth of technology and the phasing out of an outmoded
means of transportation. The first automobile mechanics were revered. Today, many automobile
mechanics are facing the same dilemma as the horse. Most modern automobiles are managed by
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computer and serviced by factory-certified technicians or even through satellite connections. The
mechanic of yesterday, who had years of experience and could diagnose a problem by ear, is
considered archaic. The U.S. is entering an age where the most valuable skill any worker can
possessistheability to learn new skills. Colleges, universities, and businesses are having adifficult
time keeping up with advances in technology, and the personally attained industry certification is
becoming ever more valuable to the worker. Skilled labor is being redefined and the skills needed
to survive today will be inadequate tomorrow.

THE INFORMATION TECHNOLOGY INDUSTRY

Trade unions have always been a good indicator of the status of skilled labor. The unions
representing the building trades are struggling to keep work and membership because of rapidly
disintegrating relative wages (Taranto et. al, 1996). Occupations once considered professional are
now forming labor unions. One of these occupations is in the rapidly growing Information
Technology (IT) industry. Industry professionals have felt the need to band together for wage and
benefit protection and for standardization. Legislation has been passed to remove from these
workers some of the federal wage protections that many workers take for granted. For example,
WAC 296-128-535 was adopted as written on December 31, 1997. It became effective February
1, 1998. It is an amendment to the Washington Minimum Wage Act, reclassifying IT labor as
professional employees and removing minimum wage protection and overtime pay from those
reclassified employees. Some labor scholars view this as model legislation.

While there is no current data available for such a view, historical data is abundant. By
careful review of thistype of data, this paper discusses the actions of the economic markets and the
views of society with relationship to skilled labor. Skilled labor is shown as more than a generic
term describing the most productive workers in any given period. We demonstrate that the
definition of skilled labor isthat of a dynamic and evolving workforce in which every member of
that workforce eventually reachesaposition of obsolescence. Bartel and Sicherman (2000) reached
similar conclusionsin their research.

SKILLED vs. UNSKILLED

The economic status of skilled labor is commonly viewed as middle class. Workers
identified asskilled |abor have occupied the samerelative social position throughout history. Inthe
late 1970s and early 1980s, Americans were concerned with the apparent disappearance of the
middle class. Thiswas a crucial time in the modern evolution of skilled labor. Today, the U.S.
appearsto be nearing the end of that evolutionary cycleand the middle classisonce again prevalent.
However, the make up of the new middle classismarkedly different fromthat of previouseras. The
major fluctuations of change appear to bewithin theidentification of required skills. Astechnology
changes, the skill sets of the workers that make up the skilled labor pool change also. Old skills
become archaic and new onestaketheir place. Workersthat are ableto adapt and acquire new skill
sets remain in the labor pool, while othersfall out and become obsolete.

Whilethey may be considered stagnant by modern standards, some primitive societieswere
better equipped to cope with natural disasters than modern ones. The skilled labor within these
societies evolved to a point of balance and remained constant. Within the original form of these
societies, it was common to find an even distribution of skills and class structure based largely on
age. Other than members of the ruling class, the elders of the tribe tended to be revered and
provided-for based on their value as teachers and caregivers. Introductions of unnecessary
technology can at the least threaten and in some instances even destroy this delicate balance.
Evidence of this can be seen by even a casual examination of many of these societies modern
counterparts.
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The U.S. has been a model of technological evolution. Whereas other countries limited
themselves with religious beliefs, such as Iran, America's limitations have been bounded by
technology. Each technology revolution has brought about a resettling of America’s skilled labor
force.

TheU.S. agricultural economy slowly transformed into an economy driven by technol ogical
advances that gave rise to increased trade and an insatiable desire for goods. This created one of
America s first revolutions concerning the need for skilled labor. It is undeniable that writing
played an immeasurable role in the creation of thisrevolution. Writing as a skill was reserved for
only the most educated members of society. Evenwithout the ability to write, therewould still have
been a significant portion of the population considered skilled labor. These would have included,
among others, blacksmiths, stonemasons, and carpenters. Because of the complexity of analyzing
each trade individually, only the carpenters are discussed.

RECLASSIFICATION OF INFORMATION TECHNOLOGY WORKERS

The changing makeup of the skilled |abor pool givesriseto the question of who will replace
the reclassified workers. Where will the new middle class come from? The labor shortage in the
IT industry iswell documented. When did workersin the I T industry lose their professional status
and become skilled labor? That answer involves the personal computer.

Familiarity breeds contempt. As Americans becameincreasingly familiar with computers,
the mystery of computers diminished. Where employers once considered the worker capable of
operating a computer to be something of note, today that same person is just another employee.

I'T workers are now skilled laborers because they are represented by their own trade union,
the Washington Alliance of Technology Workers. In addition, legislation has been adopted to
officially reclassify IT workers as professional employeesin order to skirt variouslabor laws. The
rise of dot.com businessesin the mid-1990s created a labor shortage within the IT industry. This
shortage has been blamed for the high wages paid to workersin thisindustry. Matloff (1998) stated
in his testimony to the House Judiciary Committee Subcommittee on Immigration that the hiring
practices of all types of software employers do not reflect a labor shortage. His research showed
that these firms were actually hiring only two percent of their total applicant pool. This apparent
contradiction led to the conclusion that other forceswereresponsiblefor thel T labor shortage. One
such force was the Information Technology Association of America (ITAA), which presented a
public relations campaign in order to increase the number of work visas issued annually by
Congress. This campaign succeeded in 1998 and 2000.

Thistype of legidlative action appearsto have little to do with the argument concerning the
evolution of skilled labor--one simply has to look back over U.S. history in order to see the
connection. Inthepast, U.S. legislationintroduced labor dealsalmost exclusively with skilled |abor
inmind. Many U.S. immigration laws are designed to admit immigrant labor only when workers
possess specia skills. Therefore, by association with the historical context, the IT industry has
become a member of the skilled labor pool. This evolution is logical. Electricians were not
members of the pool until technology made electricity common and useful. Electricians, as we
know them, may also become less prevalent as technology evolves.

THE DECLINE OF SKILLED LABOR

During the period 1880-1900, the number of unskilled and semiskilled manufacturing
workers doubled (Nash, Howe & Davis, 1994). Industry was changing and skilled workers were
facing the possibility of obsolescence dueto new production methods. Theincreasesin production,
coupled with the strengthening of labor unionsand advancesin technol ogy, brought affluenceto the
middleclass. Theeconomy boomed and peopleinvested. Thissame effect happened in the postwar
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boom that began just before 1950. Discharged service members returned home with new skills.
Thus, the war effort provided U.S. industry with new technology.

Skilled labor settled into a comfortable growth pattern following 1955. Around 1974,
another dip occurred about the same time that computers became commonplaceinindustry. Skilled
labor was threatened. The U.S. developed new technology at a rapid pace and the stock market
climbed steadily until the wave of dot.com investment hit in 1994. Each of these large market
swings had been precipitated by a substantial change in the skilled labor market. The slowdowns
occurred as the obsol ete members of the skilled labor pools were being forced out, and the market
increased again as their replacements entered the market.

What are the mechanismsthat drivetheevolution of skilled labor? Thereareessentially two
mechanisms that create fundamental skilled labor change. The first is technology. As available
technology changes, the labor needed by that technology must also change. However, if that were
the only mechanism, then all aspects of skilled labor would receive retraining and never reach
obsolescence. Theother factor affecting skilled labor ispublic opinion. People shapetheir opinions
of the skill required to perform any given task based upon their exposure to that task. If an
individual learned how to operate a personal computer, their opinion of the skill that is required of
acomputer operator would belower. Onceasignificant portion of the population believesthat they
can adequately perform the task, the societal perception of the skill set required islower. A partial
exception to the rule is found within areas related to health. Findings demonstrate that required
skills are rated higher where people perceived a direct health effect.

Throughout history, equally skilled operators of more efficient machinery have replaced
highly skilled artisans. Employment areas once considered professional are now becoming skilled
labor. As the technology of any given society changes, the skill sets of the workers must also
change. Workers that are able to adapt and learn new skill sets become the new skilled laborers.
Skilled labor has always been a dynamic and evolving workforce in which every member of that
workforce eventually reaches a position of obsolescence.

CONCLUSION

The skill sets of today will do little to prepare the workers of tomorrow. Because of
America's ever increasing rate of technological advancement, employers expect cognitive and
adaptability skills to be the most valuable. Knowledge will become a precious commodity.
Workersthat are best able to keep pace with technol ogical advanceswill remainin the skilled labor
pool. Individuals able to reach out and attain the most current training on their own will be
successful. The academic system Americans are accustomed to will give way to the largely self-
taught and industry certified training programs of tomorrow.
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CORPORATE ANTI-TAKEOVER PROVISIONS:
PRO AND CON

Rob H. Kamery, Nova Southeastern Univer sity
robhkamery@yahoo.com

ABSTRACT

This paper reviews the correlation between the invocation of corporate anti-takeover
provisions and the leader ship of the board of directors, and the impact on stockholder wealth. Six
typesof corporate anti-takeover provisionsarereviewed. Theevidencecited showsthat stockhol der
wealth is affected negatively when the chairman and the CEO are one and the same. Thisisviewed
as an attempt at management entrenchment and not an action that is concerned with the financial
well-being of the stockholders.

INTRODUCTION

Sincethe mid-1980s, there has been atrend of corporate takeovers occurring throughout the
U.S. and other countries. Most takeovers are the result of fallout from the crashing technology
markets of the 1990s. The many takeovers of the late 1990s are reminiscent of the takeover events
of the mid-1980s. Due to the large number of takeovers, there is a renewed interest in corporate
anti-takeover provisions. Anti-takeover provisionscomeinasmany formsasdo the reasonsbehind
atakeover. However, there are six key types of anti-takeover provisions. 1) the supermajority
approval, 2) classified boards, 3) fair price amendments, 4) reduction in cumulative voting, 5)
anti-greenmail provisions, and 6) poison pill amendments. These will be discussed in greater
detail.

The various provisions and their impacts on stockholder wealth have been extensively
studied. Another variableintheequation--the structure of the board--isreceiving increased attention
from practitioners and academics. More specifically, this paper will concentrate on the position of
chairman of the board. There is reason to believe that traders and stockholders could expect
different returns from these aforementioned provisions if the chairman and the CEO of the
organization areoneand the same. Many peopl e believethat the chairman and the CEO should have
different rolesinthe company, andin fact, thejobsof each are quitedifferent. Therefore, how could
a CEO assume the role of chairman and run a board meeting, and then change back to her role as
CEO? Many investors question CEOS' abilities. They are questioning whether CEOs' loyalty lies
with shareholders or with management. Theseinvestors are quicker to draw out their money when
atakeover threat arisesaswell. Apparently, the market issignaling that it expects CEOsto try and
preserve their own jobs rather than act in the best interest of the shareholders. This paper presents
evidenceto that effect, but first examines the different types of corporate anti-takeover provisions.
The focus then shifts to the effects on stockholder wealth when these are enacted, while also
considering the CEO-chairman relationship.

Typesof Corporate Anti-takeover Provisions

The six primary types of corporate anti-takeover provisions are assigned to classes: 1)
operating vs. non-operating, and 2) provisions requiring stockholder approval vs. those not
requiring approval. Operating refers to provisions that actually cause some change to take effect
in the corporation. Non-operating measures are those that do not cause some change in the event
of atakeover attempt. Just because an effect is not precipitated from a takeover attempt does not
mean that these provisions are any less effective. These provisionsgovern theway afirm operates,
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striving to makeit either alessattractive target or more difficult to take over. Thefollowing section
reviews how each anti-takeover provision works, and what each tries to accomplish.

Fair-Price Amendments

These amendments to the corporate charter specify a minimum price that a hostile bidder
must offer in order for the company to be sold to that bidder. If thisfair priceis not met, then a
supermajority vote will be required for the acquisition to occur. The basis of the fair price can be
elaborate. Initssimpleform, the price could be some predefined premium above market price. In
other cases, complex algorithmsand growth model sareemployed. Inother cases, outsideappraisals
from one or more investment banking firms are required to determine what a fair price would be.
Amendments like these reduce management’s flexibility in negotiations during merger talks;
however, the probability that the potential gain of thwarting araider would be worth the stalemate
ishigh. Thisisan example of a management entrenchment approach to anti-takeover provisions.
Experiencing astalemate like thisis preferable to leaving the company’ s fate up to stockholdersin
the event of atender offer. This course of action attempts to separate stockholders from decision-
making, apparently in order to preserve management’ s employment.

Supermajority

This provision iswritten into the corporation’ s charter and requires that a supermajority of
the votes be attained in order to grant merger approval. These supermajoritiesare usually in the 60-
66 percent range. Therefore, even with total control of the board, a bidder may not be able to take
over acompany due to lack of approval. Oftentimes, board-out clauses are written into a charter,
providing amethod for the board to skirt the supermajority provision. These clausesarewrittenin
order to give management its much-needed flexibility in takeover negotiations.

Classified Boards

Thisprovision callsfor boardsto bedivided into classesor hierarchiesin order to keep board
members from attaining amajority for at least two years. Generally, the board isdivided into three
levels, each up for election every three years. Since the board is staggered into thirds, no one can
attain amajority until he has waited for two cycles of voting to cycle through.

Reduction in Cumulative Voting

Somerequirementsrestrict stockholders’ rightsto accumulatevotesfor anindividual director
or board of directors. The system works by multiplying the number of shares owned by a
stockholder by the number of directors to be elected in a given year. This would provide the
opportunity for agroup of shareholderswith asmaller number of sharesto elect some membersto
the board. The more useful effect of this provision is that it makes the company aless attractive
target by reducing the minority shareholders ability to elect their own nominees to the board of
directors.

Poison Pills

Poison pillsare often themost compl ex anti-takeover provisionsexecuted. They aretheonly
operating provisionsdiscussed in this paper, and the only provisionsthat do not require stockhol der
approval. These provisions essentially make it prohibitively expensive for araider to take over a
corporation that has accepted apoison pill. Theeasiest provisionto understand and enactisavoting
plan. Under this plan, a preferred stock dividend is issued. These shares are issued to the
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shareholders before a certain date. Anyone acquiring alarge block of shares after this date is not
included. These preferred shares have supermajority voting rights over common stock, and,
therefore, the voting rights of the raider are diminished.

Thisform of poison pill isnot the only type. Two other typesof poison pillsaretheflip-over
and flip-in plans. These plans activate either when the firm is taken over or when an individual
attains athreshold ownership percent. When one of these plans activates, shareholders are entitled
to purchase stock at a significant discount compared to market price. The goa of this plan isto
forceapotential bidder to negotiate with thefirm’ sboard of directors. Under aflip-in plan, abidder
would be committing financial suicide by crossing the threshold because flip-in plans exclude the
bidder from taking part in this discounted stock sale. Flip plans tend work in tandem, although if
afirmonly has onein place, it will usually be aflip-over plan.

Thereare other formsof poison pills, but the above plans are the most common. Poison pills
are set apart from other anti-takeover provisions for several reasons. Primarily, poison pills are
usually set up before atakeover isimminent. This allows the board the comfort of knowing that
there is a clause in the charter protecting them. This protection results from an unsolicited bid.
Board members do not have to worry about when to enact the plan or keep a watchful eye on
potential barbarians. This automatic triggering is probably the most beneficial aspect of a poison
pill. As demonstrated by the movie Barbarians at the Gate, once a bid appears imminent for a
company, the stock isinstantly in play--everyone wants apiece. Poison pillstiethe board' s hands,
forcing a standard response to the raider.

Per ceived Reason for I nvocation and its Goals

There are essentially two theories surrounding the invocation of anti-takeover provisions.
These are the stockholder interests hypothesis and the management entrenchment hypothesis. The
stronger hypothesisisthat of stockholder interests. Unfortunately, it seemsthat the more commonly
used hypothesisisthat of management entrenchment. Thiswould almost be the default case in the
situation where the CEO is also the chairman. When these two share a position, it would be very
easy for the anti-takeover provision to be set up in afashion that would promote the entrenchment
of current management.

The stockholder interests hypothesis states that anti-takeover provisions are enacted for the
benefit of the shareholder. The theory behind this is that the corporation needs to carry on its
operationsin order to continue to provide sharehol ders with dividends and capital appreciation that
isdue. The stockholder in question is one that is along-term stockholder. Day traders and those
who purchase stock that isin atakeover fight are not considered inthishypothesis. Theselong-term
stockholders are owners of the company. They support the company with words and deeds. The
company in turn should support them with its own actions. Therefore, the company and its board
should take all possible actions to keep the corporation intact and operating for aslong as possible.
Aslong asthe corporation isin existence, the potential for wealth accumulation for the stockholder
exists. The stockholder can accumulate this wealth through dividends and capital appreciation of
thestock. Inthisrespect, the corporation owesadebt to the shareholdersfor their continued support
of the company. Shareholdersnot only own the company’ s outstanding stock, but by not selling of f
their shares, long-term sharehol ders keep the market capitalization of the firm high, and, therefore,
ward off possible bidders. High stock value also increases the company’ s ability to take over other
companies for itself.

By adopting an anti-takeover provision under the stockholder interests hypothesis,
corporations seal their relationship with shareholders. The company isviewed astrying to protect
the stockhol ders from raiders who may want to break apart the corporation and sell off itsdivisions.
Anti-takeover provisions may give shareholdersaquick return when their sharesareliquidated, but
they forfeit al of the potential for future dividends, stock splits, and the greater capital appreciation
of the stock.

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 71

Unfortunately for stockholders, theimplementation of an anti-takeover provision may cause
a negative effect on the stock price. The costs of fighting off a raider can be expensive.
Additionally, if a bidder has acquired a large block of shares, the sell-off of her shares and their
subsequent influx into the market will cause the price of the stock to go down. This effectively
locks many shareholders into longer-term ownership of the company. If stockholderslost money
when the provision was enacted, they would tend to hold their shares, waiting for the price to rise
toitsprevious level.

The stockholder interests hypothesis reads well on paper, but israrely executed properly or
toitsfullest extent. Mmost firmsempl oy the management entrenchment hypothesis. The management
entrenchment hypothesi stheorizes that management worksin itsown best self- interest. Naturally,
that best self-interest would be to preserve the jobs of those in management. Thiswould be a key
assumptionif the CEO werealso thechairman. Thishypothesisarguesthat anti-takeover provisions
protect inefficient management that is already in place at a corporation. Management makes the
decisions, and these decisions are not made with regards to stockholder wealth, but rather to the
steady income of the management team already in place. corporate takeovers often result in
management being fired or replaced by a new management team.

Evidence

Regressions performed that include the stockholders’ and the stock prices' response to an
announced amendment are discussed in this section. consideration is given to the CEO’s
relationship with the board. Data was reviewed from severa sources. “Results suggest that the
market requires abalance of power between the CEO and the board, as agent of shareholders. Anti-
takeover amendments have the potential to change that balance of power, thus, the shareholders
react to amendment proposals depending on the leadership and ownership structure of the firm”
(Engine research subsidies slashed, 2000). The ownership/leadership model that the previous
quotation refersto is that of CEO-chairman and a chairman who may be a significant shareholder
in thefirm. When achairman is asignificant shareholder, her goals are more in line with those of
the other shareholders. The CEO may be alarge shareholder, and she may be entitled to potentially
lucrative stock options, but she is till viewed as an agent of the corporation, and not an owner.

Sundaramurthy (2000) studies board monitoring. He states: “The board is charged with
important internal governance mechanism ... responsibility of monitoring corporate management.”
How can a board that is led by a manager effectively monitor top management? It would appear
logical that the board should not be biased toward anyone, especially when the topic isjob security
of peoplewho arelikely be associates. “The ability of boardsto effectively monitor CEOs depends
on board power, and the ability of CEOs to engage in activities that are not profit-maximizing
depends on CEO power” (Engine research subsidies slashed, 2000).

In the corporate world, takeovers and attempted takeovers are unavoidable. There will
always be a company trying to buy out another, and more companies trying to defend themselves.
Unfortunately, in holding with theidea of survival of thefittest, acompany defending itself is often
not in the best interest of the market. Certainly, defending oneself against an attack is a costly
undertaking. The invocation and implementation of anti-takeover provisionsis acompany’s best
defense against these raiders. However, these provisions often hurt the company, and thereby hurt
the stockhol ders.

CONCLUSION

The examples throughout the paper are all different types of anti-takeover provisions that
companies employ to fend off hostile takeover attempts. Companies have many other ways to
defend themsel ves, but these provisions are the most common. These provisionsare not necessarily
the most effective in protecting the corporation, but have proven themselves at |east more effective
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than no provision at al. Depending on which anti-takeover provision is chosen, the stock price
reaction will vary. More precisely, the reaction will come as a result of the perceived reason for
invocation.

IsaCEOQ incapable of performing well asthe chairman? Thereisno evidencethat an acting
CEO cannot fill the chairman’ sposition well, but the reaction of the stockhol dersto decisions made
by someonein thisrole are viewed differently. This should be taken into account before the CEO
accepts the position of chairman.
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ABSTRACT

Money talks, but in first few years of the 21% century it is hard to know exactly what it is
saying. In particular, among professional money watchers there is a debate over which measure
of the money supply is the most accurate. An analysis of each of the measures, as well as an
analysis of the one measure used most often and considered the most accurate, will be reviewed.

INTRODUCTION

Money is just what you think it is--what you spend when you want to buy something.
Money isused in three basic ways. Thefirst useisasameans of payment or medium of exchange.
The second usage of money is as astore value (people hold onto it). The last usage of money isas
a standard of value when people place relative values on something or in comparing prices.

Themoney supply includesmorethan just coinsand paper money. It alsoincludeschecking
account deposits. About 80 percent of all payments are made by check. Thus, the money supply
isdefined in various ways. The most widely cited measures of the money supply are M,, M,, and
M.

M, includes currency in circulation and demand depositsin commercia banks. M, includes
the componentsof M, plusthe savingsdepositsand small-denominationtimedepositsin commercial
banks. M, includes M, plus savings accounts in thrift institutions (Thomas, 1986).

THE BASIC MEASUREMENT: M,

In order to understand the measurement M,, one must define the components. M, includes
demand deposits (excluding those of foreign and official institutions), plus currency in circulation,
plus other checkable deposits at banks and thrift institutions (NOW--Negotiable Order of
Withdrawal--and Super NOW accounts), Automatic Transfer Services (ATS) savings accounts,
credit union savings accounts, and demand deposits at mutual savings banks.

In 1982, the Federal Reserve Board removed the emphasison M, asaguideto policy. When
the NOW accountswereintroducedin 1981, economistsfound it hel pful to introduce ashiftinto the
M, series. This shift camein the form of M,,, which was defined by the Federal Reserve Board as
“the sum of currency held by the nonbank public and demand deposits at commercial banks less
cash itemsin the process of collection and the Fed float” (Koenig, 1990).

In addition to the sum of M, ,, N wasintroduced (additional components making up the total
of M,). N includes the weighted sum of Super NOW and non-Super NOW OCD (other checkable
deposits) accounts (Koenig, 1990). Adding the assets of N together in order to obtain a measure of
transaction balances is no longer appropriate unless the NOW account balances are perfect
substitutes for cash and demand deposits (Koenig, 1990).

Further study reveals the fact that M, received the most attention in the money demand
literature until the 1980s. The usage of M, prior to the 1980swas duein part to M, being the closest
measurement for pure transaction balances--it appeared to be most closely related to economic
activities. Moreover, the velocity of M, represented a high degree of stability. In the 1980s,
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however, thebehavior of velocity changed sharply, causing the specificationsfor M tofail (Carlson,
1989).

The Federal Reserve System hasrelied less on monetary aggregates and more on economic
and financial variables to guide the implementation of monetary policy. This began around 1987
when the Fed ceased specifying an annual growth range for M,. Although it had been the most
reliable variable in the early 1980s, it isnow considered unstable. Inthe early 1990s, the long-run
relationship between M, and the price level hasraised more interest (Ebrill & Fries, 1991).

ANOTHER MEASUREMENT: M,

Another component of the money supply, M,, iscommonly defined asincluding everything
in M,, plus most types of savings deposits at commercial banks and thrift institutions, including
money-market deposit accounts, money-market mutual funds, overnight repurchase agreements, and
Eurodollars.

Further study revealsthat M, demand provides evidence of stable specificationsin the short
run as well as in the long run. Since a significant share of M, deposit rates adjust sluggishly,
changes in market interest rates have a substantial effect on its demand and the opportunity costs
of M, inthe short run. The relationship between M, velocity and opportunity cost are quite closely
related. Some evidence indicatesthat M, velocity is, in the long run, independent of interest rates
(Carlson, 1989). Hallman (1991) states: “The absence of atrend, not evident for the velocities of
M, M, or the monetary base, providesarelatively reliablelong-run link between M, and the price
level, particularly in the period since the Korean War.” For thisreason, it is more advantageous to
use the specification of M, in determining the growth of the money supply.

Some economists have begun to specify thetheoriesof an error-correction model of U.S. M,
demand. Inthismodel real Gross National Product (GNP), not real consumer spending, entersthe
long-run part of the model. In the short-run model, real consumer spending appears more
appropriate. Mehra (1991) states: “The error-correction model with real consumer spending as a
short-run scale variabl e provides more accurate out-of-sampl e forecasts of M, growth than doesthe
model with real GNP.”

Although M, is not a perfect indicator, it isfar better as a guide to the future growth in the
U.S. economy. Asarule of thumb, past experience indicates that the growth rate of total nominal
Gross Domestic Product (GDP) to the rate of increase of M, (is approximately equal) (Fieldstein,
1992).

By using the M, specifications, one can al so see the rel ationship between interest rates and
velocity. Wheninterest ratesfall, M, svelocity doeslikewise. Tatom (1990) states: “Thefinancial
innovations hypothesisthat the introduction and acceptance of other checkable deposits, especially
NOW and super-NOW accounts, have seriously, and perhaps permanently, distorted the
measurement and effectiveness of M,, but not M, iswidely accepted today.”

Due to the Federal Reserve System'’s softening and declining short-term interest rates,
growth was experienced in both M, and M;in the early 1990s. Unlike the second half of 1990, the
first half of 1991 showed relative strength in both M, and M,. “The continued muted response of
M, to the easings in short-term interest rates probably reflected the ongoing rerouting of credit
outside of depositories and an effort on the part of savers to maintain yields on their assets by
turning to the stock and bond markets, sometimes viamutual funds’ (Monetary policy report to the
Congress, 1991).

The Federal Open Market Committee (FOMC) established long-run operating rangesfor M,
and M,. FOMC decided to omit atarget for M, because of prevailing economic uncertainties. M,’s
relationship to the behavior of the economy and to a variety of economic and financial situations
prompted the FOMC to omit atarget for M, (Hafer & Haslag, 1988).
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FINAL MEASUREMENT: M,

The final component to the money supply analyzed is M,, which is commonly defined as
including all the components of M., plus certain types of liquid assetsthat are considered to be less
liquid than the types of assetsincluded in M,. The FOMC continuesto analyze the effects of M, to
the economy by setting a target for its growth. Although targets are being set to analyze this
component, less emphasisis given to M, than to M.,

The strength of M; and itsrelative attractiveness tends to rise when market rates are falling.
Fund owners receive returns based on average portfolio yields that decline only as fund holdings
mature and must be replaced with lower-yielding instruments (Monetary policy report to the
Congress, 1991).

MOST PREFERRED MEASUREMENT OF THE MONEY SUPPLY

Belongiaand Chalfant (1990) state: “Thede-emphasisof M, asapolicy guide has prompted
many observers to seek areplacement. Some analysts have argued that financial innovations and
deregul ation have altered therel ati onshi p between interest-bearing and non-interest-bearing assets.”

On one hand, some argue that M, isthe best monetary aggregate for policy actions because
of theinterest-bearing componentsthat make up M,. Othersarguethat the narrower measure of M,,
known as M, in the early 1990s, should be used because interest-bearing accounts act more as
savingsbalancesthan transaction accounts. Still othersarguethat theweighted monetary aggregates
should be used because the individual assetsincluded in M,, M,, and the broader aggregates poses
“different degrees of moneyness according to the interest they pay” (Belongia& Chalfant, 1990).

M, is most preferred measurement by the Federal Reserve and others who maintain an
economic eye for the growth of the money supply. The next section briefly discussesits accuracy.

MOST ACCURATE MEASURE OF THE MONEY SUPPLY

Throughout this discussion, M, the broader aggregate, is the most preferred measurement
in considering long-run economic impacts of changes to the money supply aswell asto monetary
policies, however, no research states that M, or any of the other measures are actually accurate. It
is safe to state, however, that M, is the most used, and therefore it is currently the most reliable
measure.

CONCLUSION

From the discussion presented, M, is most preferred and watched variable by the Federal
Reserve, and therefore continues to be the most accurate relative to the other measures. As stated
in The Economist, “ Unlessvel ocity isstable, money figuresmake uselessguides’ (Monetary misery,
1991). Fieldstein (1992) states. “The changein the growth of the money supply isagood indicator
of where the economy islikely to be headed in the near future.” Thisisthe purpose of the Federal
Reserve reporting on its target for interest rates.
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WILL THEY STILL BE NUMBER ONE IN THE
COMING DECADES? THE WORLD'SLARGEST
FULL-LINE SPORTING GOODSRETAILER

Rob H. Kamery, Nova Southeastern Univer sity
robhkamery@yahoo.com

ABSTRACT

The Sports Authority, Inc. (TSA) is the world's largest full-line sporting goods retailer,
ending 1997 with 212 1ocations across the U.S,, Canada, and Japan, and sales of approximately
$1.6 billion. Each storefeaturesan extensive selection of name brand sporting goods, active-wear,
and footwear , with everyday low pricesfor aone-stop shopping experience. Soresaverage between
40,000 and 45,000 square feet with over 45,000 itemsin all major categories including apparel,
footwear, team sports, golf, racquet sports, cycling, snow sports, hunting, fishing, fitness, camping,
and marine. TSA strives to create a shopping experience establishing itself as the first choice for
consumersin sports, leisure, and recreational purposes (Anonymous, 1997). This paper discusses
the financial and strategic management status of TSA as of the late 1990s.

INTRODUCTION

Founded in Fort Lauderdale, Floridain 1987, TSA went public in late 1994 and islisted on
the NY SE under trading symbol TSA (Anonymous, 1997). In 1999, TSA had approximately 6,700
full-time and 7,200 part-time non-union associates. Of these, about 13,000 were employed in the
company’s stores and approximately 900 were employed in corporate office, district, and
distribution center positions. TSA’shusinessishighly seasonal, withitshighest salesand operating
profitability occurring in the fourth quarter, which includes the holiday season.

In the mid-1980s, Jack Smith watched the retail warehouse concept bring inbig salesat The
Home Depot and Toys“R” Us. Thinking that the concept would work for sporting goods, in 1987
hequit as COO of Herman’ sWorld of Sporting Goods and opened thefirst TSA in Fort Lauderdale.
By 1990, the chain had eight stores and had agreed to a buyout by Kmart. Kmart Corporation
provided additional capital to fund the company’s expansion program as well as its continual
investment in infrastructure and technology. TSA had 56 stores by the end of 1992. TSA’s
relationship with Kmart ended when turmoil within Kmart |ed them to spin off the company in 1994.
TSA quelled NIKE's concerns about the quality of service found in warehouse-type stores and
began to carry NIKE inits storesin 1995. In 1996, TSA became the first full-line sporting goods
retailer to hit $1 billionin sales. That year the company also acquired southeastern locations from
Sportstown and northeastern stores from Herman's.

Financially, 1997 and 1998 were most challenging as TSA faced some over-supply in the
industry and increased competition in channelsof distribution, especially during the holiday period.
The 1997 earnings included $4.3 million in store closing charges and $1.2 million in related
inventory write-downs. In 1998, unseasonably warm weather had an impact on sporting goods
retailers, and their net income exhibited a $64 million loss. It was too warm to buy skis, and the
recently ended NBA lockout made spurned fans give team licensed merchandise and branded
apparel the cold shoulder (The Sports Authority, 1999, March 31).
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INDUSTRY OVERVIEW

According to the National Sporting Goods Association, total U.S. retail sales of sporting
goods (including sporting equipment, athletic footwear, and apparel) exceeded $41 billionin 1996.
Theretail sporting goods industry is comprised of four principal categories of retailers:

1. traditional sporting goods retailers,

2. specialty sporting goods retailers,

3. large format sporting goods retailers, and

4. mass merchandisers (The Sports Authority, 1999, February 15).

The sporting goodsindustry inthe U.S. is characterized by fragmented competition, limited
assortments from traditional sporting goods retailers, customer preference for one-stop shopping
convenience, reduced mall shopping, and agrowing importance of delivering valueto the customer
through selection, service, and price. These characteristics of the sporting goodsindustry makethe
largeformat operators particul arly well suited to grow and increasetheir market sharerelativetothe
traditional sporting goods retailers, specialty goods retailers, and mass merchandisers (The Sports
Authority, 1999, March 16). The entireretail specialty business suffered a downturn in 1998.

INTERNAL STRATEGIC SITUATION

TSA’s business strategy is to consistently offer the extensive selection and competitive
pricing associated with category dominant retailers, while at the same time offering name brands
and professional service associated with smaller specialty shops and pro shops. The key elements
of this strategy are:

1. Megastore format--TSA operates|large format stores, virtually all of which arein excess
of 40,000 gross square feet. This format enables the stores to provide an extensive selection of
merchandisefor sportsand leisure activities (such asgolf, tennis, snow skiing, fishing, hunting, and
bowling) that ordinarily are associated with specialty shops and pro shops. They also provide for
activities such as team sports, physical fitness, and apparel for the whole family. Each megastore
offers 45,000 itemsin stock, keeping units across 17 major departments. The megastores are well
designed to provide ease of shopping.

2. Quality brand name sporting goods--TSA’ s merchandising strategy isto offer amassive
selection in quality name brand sporting goods. TSA has 1,200 classifications and an assortment
of over 900 brand names. TSA utilizesasophisticated inventory management systemin conjunction
with strong store operating controls in order to achieve optimal in-stock levels of brand name
merchandise.

3. Premium customer service--TSA emphasizes the higher levels of customer service that
aregenerally associated with smaller specialty storesand pro shops. The company believesthat this
iswhat distinguishesit from other large format sporting goods retailers, traditional sporting goods
retailers, and mass merchandisers. The company claims to hire sales associates who are sports
enthusiasts skilled in various sporting endeavors. TSA provides extensive training for its sales
associates and offers incentives that reward achievement of customer service goals.

4. Everyday fair prices--TSA maintains a policy of consistent everyday fair pricing that
focuses on its massive selection and strong customer service relative to price in order to assure
customers that they will receive good value at TSA stores. TSA’s policy isto maintain prices that
aregenerally below those of specialty sporting goodsretailersbut comparableto pricesat traditional
sporting goods retailers and other sporting goods superstores. TSA seeks to be a price leader on
certain highly identifiable items and generally does not take temporary price reductionsto promote
product sales like many of its large format competitors.
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5. Focuson multi-store markets--TSA’ sstrategy isto focus on putting multiple storesinits
marketsin order to establish asignificant presencein each of itsmarkets. ThisalowsTSA to obtain
significant market penetration and to leverage management and advertising expenses, thereby
achieving economies of scale. TSA aso believesthat this multi-store expansion strategy will yield
greater name recognition and improved customer conveniencein each market. With greater market
penetration, greater name recognition, and more convenience, TSA believes that it can compete
more effectively, increase profitability, and increase return on its capital over thelong term. TSA
will also consider entering smaller markets where the anticipated returns justify opening asingle
store, but its expansion strategy will remain primarily focused on multi-store markets (Troy, 1998).

6. Expansion strategy--TSA demonstratesthat it hasengaged in arapid expansion program.
In 1993, TSA had 80 storesand in 1997 it opened 199 stores, which included six storesin Canada,
seven stores in Japan operated by ajoint venture 51% owned by TSA, and three smaller format
storesin New Y ork City under the name TSA, Ltd. TSA planned to open between 60 and 70 new
storesin 2001. Therateof TSA’sexpansion will depend on many things, such asgeneral economic
and business conditions affecting consumer confidence and spending, the availability of qualified
management personnel, desirable locations, adequate capital, and the ability to manage the
operational aspects of its growth. Other expansion also depends on the negotiation of acceptable
lease or purchase terms and how well the current stores perform in the international arena.

In November 1997, TSA opened itsfirst regional distribution center (RDC) located outside
of Atlanta. The RDC servesasaflow-through facility, receiving and all ocating merchandise to the
TSA stores. Merchandise is received at the Atlanta RDC, made “floor” ready, and subsequently
allocated and distributed to 90 TSA stores

CURRENT COMPETITIVE SITUATION

Theretail sporting goods industry is highly competitive and is comprised of the following
four principal categories of retailers.

1. Traditional sporting goods retailers--They tend to be smaller stores located in strip
centers or malls. They usualy carry limited quantities of each item and have a more limited
selection at higher prices than large format stores. Stores of this type stores include Modell’s
Sporting Goods, Champs, Dunham’s, MV P Sports, and Hibbett Sporting Goods.

2. Specialty sporting goods retailers--These include specialty shops, usually located in
malls, and include pro shops that are often single store operations. These stores carry a wide
assortment of one specific product category, such as athletic shoes or golf equipment, and they
usually have higher pricesthan largeformat stores. Edwin Watts, Foot L ocker, The Athlete’ s Foot,
The Finish Line, and Bike USA are examples of specialty sporting goods retailers.

3. Large format sporting goods retailers--TSA isin this category. These are the largest
storesand offer abroad sel ection of name brand sporting goods merchandise. They tend to beeither
anchor stores in strip malls or freestanding locations. Some of these stores include Gart Sports,
Jumbo Sports, Oshman’s, Dick’ s Clothing and Sporting Goods, and Just for Feet.

4. Massmerchandisers--Theseare usually large storesthat feature sporting goods equipment
asonly asmall portion of al merchandise carried. Mass merchandisers are also primarily in strip
centers or freestanding locations. Stores of thistype stores include Wal-Mart, Target, and Kmart.
The sporting goods industry in the U.S. is characterized by increasing competition from new
channels of distribution, such as catal ogs, el ectronic commerce, and consolidation among vendors
(Anonymous, 1999).

In July 1998, TSA wasthe object of abidding war dueto alackluster stock price, poor sales
projections, and turmoil in the executive suite. TSA rejected both Venator Group, Inc. and the
Denver-based Gart Sportsin atakeover bid. Anthony Crudele, CFO at TSA, stated, “Wewerenever
out to sell the company, but at the time the Venator deal was arranged, it made strategic sense.
Barring adeal that makes sense, TSA will remain independent. Currently, TSA’smajor focusison
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improving its core business” (Stickel, 1998). Stephensinc. analyst Rick Nelson stated, “With the
distraction of amerger out of the way, TSA can now concentrate on improving performance at its
stores” (Stickel, 1998).

TSA has several formidable competitors with many locations. Gart Sports, which offered
to buy TSA for $442 million in 1998, has acquired SportMart, Inc. With SportMart, Gart Sports
now has 123 storesin 16 states and is considered number two behind TSA in the full-line sporting
goods retailer business. Oshman’s Sporting Goods has transformed its business by focusing its
efforts on opening and operating SuperSports USA megastores.

CONCLUSION
TSA must become profitable again in order to possess enough working capital to have
options for growth in the future. Multiple store markets might not be the answer; sales could be
increased through proper advertising and marketing. Multi-stores can work depending on the size
of the market, but TSA cannot over saturate cities. However, TSA must find a stronger method in
order to differentiate itself from its many competitors and attract customers into its stores.
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THE U.S. CANDY INDUSTRY AND ITSCOMPETITION-
A STRONG PRICE LEADER
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ABSTRACT

Milton Hershey was a visionary who built a vast empire of candy through the force of his
imagination and self-determination. Hershey was a dreamer who wanted to create not just a
business, but an industrial paradise. After making a fortune, he gave it all away. To this day,
Hershey Foods Corporation is controlled by a charitable trust organized by Hershey. Its profits
fund the wealthiest orphanagein history. Thispaper discussesthe strengths and weaknesses of the
corporation.

INTRODUCTION

What began as an alliance of small family-owned businesses has grown into amulti-billion
dollar industry increasingly dominated by corporationsfighting for shelf spaceand over-takingtheir
smaller competition. Gone are the small businesspersons who delighted in making candy for
children. Gone are the penny candy traditions. Today, Tootsie Roll Industries is the only U.S.
company that continues to manufacture a penny-sized candy.

In place of thetraditional industry are two enormous competitors, Hershey and Mars, which
together control 75% of the candy rack. In fact, Hershey and Mars were once partners. The
separation of their partnership | eft bitter feelings within each company, which have only deepened
over time and developed into one of the fiercest competitive battles in business today.

THE CHANGE IN THE INDUSTRY

In the beginning when penny candy dominated, one could tour factories and manufacturing
centersof hundredsof candy makers. Today, most of the candy factoriesare off limitstotours. The
FDA has enforced this due to health regulations and concernsfor safety, but thereismoreto it than
that. Itisall about the threat of aleak detailing the manufacturer’s competitive advantage. The
candy industry has turned into a secretive business.

Candy makers today have to worry about marketing plans, production technology,
advertising budgets, shelf space, and takeovers. Mars, aprivately held company, doesnot shareany
information with the public. PEZ Candy, a private company, does not have a spokesperson and
there is no printed information about its products and no interviews with its personnel. Even
Hershey, which is a publicly traded stock, is as secretive as possible. Richard Zimmerman,
Chairman and CEO of Hershey Foods Corporation in 1993 stated, “ Just because we are publicly
held does not mean we haveto talk openly about what we do. Our competitionislargely privateand
that givesthem an advantage. They do not haveto say anything about their business, so why should
we?’ (Brenner, 1999).

With Hershey and Mars firmly in control of the majority of the market and the other
approximately 300 candy firmstrying to find or keep their niche, it istough for the other companies
to succeed. Theindustry averages approximately 150 new products a year, yet only a handful of
those become popular enough to stay on the shelf. In order to increase profits, candy companies
must do one of two things: increase their market share or become more efficient than the
competition. Generally, the key to success over the years has not been new product introduction,
but in getting the product to the market before the competition.

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 83

Market mergers and consolidation have also played arolein the major contenders' success.
Confectioner Magazine estimates that at the current rate of consolidation, fewer than 150 candy
companieswill be operating by theyear 2010, down from 6,000 firms at theindustry’ speak in 1945
(Brenner, 1999).

Hershey Foods Corporation took over asthe price leader in 1988 with its purchase of Peter
Pauls. Marshasbeen struggling ever sinceto reclaim the dominant position. Together they account
for eight of the 10 top selling candy bars in the country, and it has been that way for more than 30
years. Although Nestle is considered a major contender, candy is a small percentage of the
company’s total portfolio. The overall number of products and the competitors' product mix
strengthensthe competition. To gain that competitive edge, the price leader must dominate smaller
companies.

STATISTICSAND TRENDS

Throughout history people have created and consumed candy purely for itsutility. Despite
warnings about sugar and fat, consumers are eating more candy and thereis no indication that this
will change. Candy consumption reached 11.7 pounds per person in 1997, up one percent from the
prior year. Infact, candy consumption hasincreased steadily since 1991.

Retail sales statistics also indicate that candy isavery lucrative business. Since 1991, candy sales
are up 7.6% and chocolate sales are up 6.5%. Retail sales are boosted by seasonal selling trends,
with Halloween leading the pack of seasonal promotions.

Candy companies are creating cross-promotions with entertainment venturesto boost sales.
Hershey has formed an alliance with Saban Entertainment and a tie-in with the Casper cartoon
character. Inorder to promoteits Sweet Escapesbrand, Hershey commissioned Disney to placefour
million coupons in Aladdin’s lunch box kits, a move intended to convince parents that Sweet
Escapesisahealthy brand. Marshasitsown motor sportsweb site, racing crew, and racing car that
displaysthe M&M’s and Skittles brand logos.

With the majority of advertising in this industry coming from print ads or coupons, co-
advertising with other products increases brand awareness. It has proven to be a productive and
effective move for the industry.

HERSHEY'SVISION AND MISSION

To fully understand the mission of the Hershey group, the visionary and philanthropist
Milton S. Hershey must be studied. Hershey grew up poor but determined. Hefailed at numerous
businesses before finally succeeding at making caramel candy, which earned him his first million
dollars. He had the vision to foresee a potential market in the U.S. for chocolate and worked at
perfecting his chocolate knowledge and skills. He sold his caramel company and began to devote
his energies to making chocolate.

In search of a perfect location for a plant, Hershey developed the town of Hershey,
Pennsylvania. Hershey built a town where everyone, regardliess of status, could prosper. It was
Hershey’s boast that no one was laid off in the town of Hershey during the Depression. Hershey
also believed that an individual is morally obligated to share the wealth of success with others,
resulting in significant contributions to society. Hershey and his wife established the Hershey
School Trust, which istoday the school is the most prosperous orphanage in the U.S. Thisisdue
to the fact that the Hershey Trust Company, which oversees the Hershey School Trust, owns
controlling stock in the profitable Hershey Foods Corporation and Hershey Entertainment and
Resorts.

Hershey died penniless, leaving al his wealth to the trust fund. Hershey had the foresight
to devel op the chocolateindustry in theright place at theright time. Hispersonal convictions about
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the obligations of wealth and the quality of life in the town he founded have made the company,
community, and school legendary.

ThenameHershey issynonymouswith quality chocolate. Itiswhat Hershey believedinand
what Hershey Food Corporation has maintained as its mission and core competencies. Moore
(2003) states, “Food is something, especially (Hershey’s) that is very consistent in quality. Have
you ever had a bad experience with Hershey’s? No.”

HERSHEY'SFINANCIAL POSITION

Hershey Foods Corporation isuniquein the aspect that 99.5% of the Class B common stock
isheld by the Hershey Trust Company. Thetrust was established by Hershey in order to ensure that
the majority of the profits were directed to the Hershey School Trust. Hershey Foods Corporation
announced in 1997 a repurchase agreement with the Trust--Hershey’s will repurchase over an
extended period of time a total of $230 million in common stock. Hershey Trust stated that it
intendsto retain voting control of the corporation and that it sold the sharesin order to diversify the
School Trust’sinvestment holdings. A review of Hershey Foods Corporation’sfinancia position
for the 1990s indicates that the company was profitable.

December 1, 1997 marked the 70th anniversary of the listing of the corporation’s common
stock on the NY SE. Hershey Foods Corporation has paid a dividend on the common stock every
guarter since the first quarter of 1930, for atotal of 273 consecutive quarterly dividends. A 10%
increase paid in September 1997 was the 23rd annual increase of the dividend rate for the
corporation’s common stock. Since 1993, Hershey has repurchased through open market and
private transactions 37.5 million shares of common stock for $1.3 billion. Due to its strong cash
flow, Hershey was able to reduce total outstanding shares by almost 21%.

The 1990s proved to be an outstanding decade for Hershey Foods Corporation. Thiscan be
attributed to what the company does best: producing and marketing quality products, providing
first-class serviceto its customers, and managing alow-cost, effective operation. In 1997, Hershey
restructured its business organization into three components: business units (primary sales and
marketing units), operations shared units (encompassing the supply chain and focusing on product
quality, customer service, and financial returns), and shared staff services (traditional staff
functions). In order to ensure that the best information processing could be obtained for the
organi zation, Hershey invested $80 million in anew enterprise-wideinformation system enhancing
customer service. These are all positive moves that are bound to produce positive results.

Hershey Chocolate North America, thelargest division, acquired Peter Paulsin 1988. Since
then, Hershey hasintroduced a number of new products including Reese’ s Crunchy Cookie Cups,
Hershey’s Classic Caramels, Hershey’s Sweet Escapes, and Hershey TasteTations. Hershey also
introduced its first boxed chocolate, Hershey’s Pot of Gold, which created a new sensation.
Hershey’s biggest move was the acquisition of Leaf North American, which manufactures Jolly
Ranchers, Milk Duds, and PayDay. However, the acquisition caused some erosion in profit dueto
the duplication in marketing and admini stration between the two companies. Hershey I nternational
isnot as profitable asthe North American group. Themajority of the holdingsarethrough licensing
agreements.

STRATEGIC OVERVIEW

In order to increase profits, firms must do one of two things: become more efficient than the
competition or increasetheir market share. Hershey’ sproductionfacilitiesarecurrently state-of-the-
art and have been for years. The main plant in Hershey, Pennsylvania uses about 1.5 million
pounds, or 700,000 quarts, of milk each day--enough to supply everyone in a city the size of
Philadelphia. Thestoragesiloshold 90 million poundsof cocoabeans--enough for about 5.5 billion
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Hershey milk chocolate bars. Everything iscomputerized, including the cooking temperature of the
chocolate, the mixing time, shaping, and packaging.

“1t used to be that anybody with agood recipe and acatchy name could get their product into
the candy aisles. But that is not true anymore. You need lots of muscle and deep pockets to
compete against the Marsand Hersheys of theworld” (Brenner, 1999). Hershey Foods Corporation
has aggressively increased its U.S. market share through acquisitions. Over a period of four
decades, Hershey hascompl eted fivelarge candy acquisitions, morethan any other competitor. This
aggressive move pushed Hershey over the top.

Although Hershey’'s branded products are in 90 countries worldwide, financially the
international market has not been as good as the U.S. market. The biggest challenge is the
production of aquality product that meets the international consumer’ s taste, which varies greatly
fromregiontoregion. Inaddition, the manufacturing processvaries depending on the quality of the
milk and storage of the chocolate. It would appear to be the best fit for Hershey to partner with an
existing manufacturer in order to gain international recognition and acceptance.

CONCLUSION

Hershey Foods Corporation should actively seek an acquisition that would broaden its
product line and distribution channels, including retail establishments and premium brand candy.
It must focus on controlling cost of goodsand decreasing administrative expensein order to produce
a higher increase in net income. Hershey Foods Corporation should partner with an existing
manufacturer in order to gain international recognition and acceptance.

Merrill Lynch stated, “This is not the staid old candy company of the old days gone by.
Hershey is making a run for the candy aisle” (Brenner, 1999). The industry insiders know that
Hershey isthe price leader. Hershey should concentrate on what it does best, and that is making
quality chocolate products.
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THE DEBATE CONCERNING THE VIABILITY OF
CHARTER SCHOOLS

Rob H. Kamery, Nova Southeastern Univer sity
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ABSTRACT

“Charter schools are tuition free public schools which abide by all local, state, and federal
laws and regulations regarding discrimination, religion in the classroom, and health and safety”
(Berryhill, 1999). These innovative public schools operate under a contract--the charter--with the
local Department of Education. The charter school must demonstrate that it is meeting the
educational standards; in exchange, each charter school receives acertain level of autonomy from
the state. Charter schools are required to follow educationa requirement but are free of the
burdensome rules and regul ations of government. Thispaper discussesthe status of charter schools
inthe U.S.

INTRODUCTION

Charter school sare based on aEuropean and New England model of education. The concept
offers an improvement in the quality of existing programs without an increase in funding costs.
Generally, charter schools are formed when a group of teachers or parents apply to open their own
school. Like traditional public schools, charter schools are funded by the state. Charter schools
allow the group to operate with relative autonomy, fire and hire instructors at will, and offer an
educational emphasisin any chosen areawithout sacrificing quality. Charter schools are subject to
the same scrutiny astraditional public schools, but state law provides them greater flexibility from
the usual red tape (Banerji, 2003).

Hirsch (1998) summarizes the arguments heard by most legislators and education
administrators concerning the charter school debate. Proponents of charter schools state that:

1. Charter schools will act as laboratories of reform, identifying successful educational
practices that could be replicated by traditional public schools.
Charter schools provide families with alternatives within the public schools. Parents can
choose the school best suited for their children.
Through school choice, competition within the public school systemis created, pressuring
districts to reassess educational practices.
Charter schools will lead to overall systemic reform through the pressure and competition
of the marketplace.
Charter schools, unlike traditional schools, are held accountable. If the schools do not
educate students, their charters are not renewed.

pponents of charter schools state that:
Charter schools, due to their small size and limited numbers, provide only some families
with school choices, thereby raising issues of fairness and equality.
If rules are so burdensome, they should be waived for al public schools. Charter school
reforms can be attempted in existing public schools.
Charter schoolshave an unfair advantage when competing against traditional public schools
because they are free from many regulations.
Not enough charter schools exist to adequately pressure the entire school system.
Charter schools are not accountable because they are free from rules and regulations
intended to ensure quality in public education.

g W D PO O A W DN
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Supportersclaimthat market-based education isthe needed reformin education. Thegrowth
of charter schools proves that “to fulfill the education mandate of the people of the United States,
the school sof tomorrow should be challenged to improve by operating in afree-market, competitive
environment” (Shokraii & Y oussef, 1998). Schoolsshould attract studentsbased on curriculum and
the quality of the teaching staff, not geographical boundaries or available funds. So why do some
states use government regulations to prevent the opening of charter schools? Montana Rep. Kim
Gillian states, “There is no real sense of urgency to try charter schools’ (Hirsch, 1998). While
parents, students, and educators are motivated by the possibility of charter schools, the legislation
is taking a “do not fix what is not broken” approach. This approach has merit, but if the same
approach were used in technol ogy, science, and the medical industry, the results could be lessthan
satisfactory. Innovation and marketing techniques are useful in education; education should focus
on consumer needs.

A central issue of the debate about charter schoolsvs. traditional schoolsisfunding. Several
groups argue that the decision as to which school is best should be made by the free market and not
government regulation. Most state boardsof education limit the number of charter schools. Arizona
does not limit the number of charter school openings; the people of Arizona have decided to trade
government regulation for market regulation (Flake, 1998).

STUDIES CONCERNING CHARTER SCHOOLS

Traditional public schools are allotted millions of dollars each year to create new and
innovative learning techniques. These techniques, while they have good intent, often fail both the
school administration and the students. As aresult, the same state funds spend millions more on
remedial programs at universities and colleges. Charter schools have the ability to add innovation
without the cost. State funding of student education is solely based on enrollment and attendance.
Whether or not the child is attending atraditional or charter school isnot figured into the equation.
Theonly policiesthat are affected are those that apply to administration and the autonomy that they
are granted (Berryhill, 1999, March 7). Clearly, the purpose of the debates between public
traditional and public charter schools are in the best interest of the administrators and not the
students.

Charter schoolsarenot tuition based and are operated on arolling enrollment basis, allowing
anyone acceptance based on afirst-come, first-served policy. However, charter school opponents
propose the question, “Isacharter school that does not provide pupil transportation truly opento all
children on an equal basis?’ (Berryhill, 1998). This question does present the possibility of elite
groupsforming schoolsin areas only accessible by select students. However, most charter schools
are targeted toward inner city or urban at-risk youths.

Studies acrossthe U.S. illustrate that the charter school system servesthe needs of a higher
percentage of minority students than the traditional public school system (Anonymous 1998, June
17). A broad-based study by researchersfrom the University of Californiaat Berkeley and Stanford
University found that charter schools served higher percentages of minority students. African-
Americans account for 27% of all charter students, compared with 16% in traditional schools
(Tomsho, 2003). Minority parents tend to favor the charter concept over non-minority parents. A
significant number of the charter schools have been opened to serve minority populations. African-
American and Latino populations are demanding a reform in the educational policies affecting
minority students. “The U.S. Department of Education reports that half of charter school students
are minorities. In Arizona, 45% of charter school students come from low-income families”
(Anonymous, 1998, June 17).

Minority business owners are especially involved with the charter school movement. They
recognize a need for awell-trained work force. “In Detroit, automakers supported a charter high
school that turned inner-city youths into certified mechanics’ (Berryhill, 1999, March 7). One
business owner stated that the charter school movement is “the civil rights movement of my
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generation” (Anonymous, 1998, June 17). African-American and Latino politicians have reported
that their constituentsare demanding better school s because competitionisinevitable. “ Educational
choiceis becoming areality in the U.S.” (Anonymous, 1998, June 17).

Society is changing and the traditional neighborhood schools that educate everyone in a
certain geographical area are not succeeding. These geographically based institutions actually
present more opportunity for elite groupsto target specific groupsof students. Since charter schools
are based on an open admission policy, there may be greater opportunity for various students to
experience the same quality education.

Another point of concerniswhat prevents hate groupsfrom starting charter schoolsand then
teaching hate with state funds? First, a charter school must be approved by the local school board
and/or state. Second, a charter school can only operate if it attracts enough students to receive
operating funds. In Tennessee, the amount is approximately $5,000 per student (Berryhill, 1999).
Third, any institution that violates federal civil rights laws will lose its charter. The idea of civil
rights is above the burdensome regulations of everyday traditional public schools. The autonomy
of charter schools does not put them above the U.S. Constitution.

Oneof themaost attractivefeaturesof the charter school concept istheissue of accountability
of the administration. “Charter schools surpass the accountability standards of every other public
school in acritically important way: they are schools of choice. No child iscompelled to attend [a
charter school]” (Reed, 1997). Y ear after year, government funded and regulated schoolsfailed at
the educational process, yet these failing schools reopened their doors, teachers received payroll
checks, and students attended class after class of the same ineffective instruction. Clinton (1998)
stated that, “ The Department of Education isto give priority in awarding grants to states in which
the performance of every charter school is reviewed at least once every five years [in order] to
ensure [that] the school is fulfilling the terms of its charter and students are meeting achievement
and goals.”

“If acharter school failsto live up to the standards and abide by the practices set forth inits
charter, then that charter may be revoked by the state” (Berryhill, 19992. In Arizona, anon-charter
school whose eighth graders scored in the 35" percentilein reading, 29" percentilein language, and
34" percentile in math was regarded as an A-plus school. Not only were the tests in the lower
percentile, the scores dropped in the following year. However, this school remained open for
business. “Itisfar easier for bad schools to survive under the government’s clumsy thumb than
under the market’sinvisible hand” (Flake, 1998).

A charter school in Boston became the first public school in the nation to offer alearning
guarantee to parents. The Academy of the Pacific Rim Charter School promises that if a student
does not pass the 10" Grade State Assessment Test, his or her parents have the right to send the
student to another school of their choice. The Academy will transfer the $7,400 per-pupil state
expenditureto that school. However, parents must sign weekly progress reports on their child, and
if the school believesthat a student islagging behind, the student must consent to work with atutor.
The Academy’ sinnovative approach to serving the needs of students and guaranteeing them agood
education provides an excellent model for other schools to follow (Anonymous, 1998, April 13).

A UCLA study of 17 charter schools found that the largest benefit of charter schoolsisthe
fact that they are held accountablefor the success of their programs (Wells, 1998). Thisnew system
moves schools away from the current rule-based accountability system driven by regulation of
inputs, and toward a system of outcome, or performance-based accountability, wherein school sthat
do not perform according to a set of standards are closed. However, this same study found that
enforcing a system of accountability is another matter.

Each charter school hasadifferent curriculum and agenda. Therefore, the measurements of
success and accountability are all different. The state cannot hold every charter school to the same
level and academic standard. In the end, each charter school found that the level of accountability
isset by the needs of the studentsand parents. “[T]hree quarters of the charter schoolsin California
require parentsto sign a contract [and] 40% [of these contracts] state that parents must be involved
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at the school in various capacities for a certain number of hours per month or per year” (Wells,
1998). Parents sacrificein order to give to their child’'s education, but according to many studies,
parents appreciate the end result. Manno & Stern (1998) reported that several studies of charter
schools were conducted during the late 1990s, but one in particular offered the best insight into the
impact of charter schoolsin boosting parental involvement and improving the schools. A study by
the Pioneer Institute’s Massachusetts Charter School Resource Center found that M assachusetts
charter school parents reported more involvement with their children’ s education than the parents
of children in traditional schools (Anonymous, 1998, June). Specifically, these parents:

1. Reported twice as many in-person meetings with their child’ s teacher as did district school
parents.

2. Received more phone calls from their child’s school and averaged 3.3 forms of written
communication from the school, compared with 1.7 for district school parents.

3. Were more confident that their children could easily obtain extra help (90%) than were

district school parents (71%).

In the area of efficiency, the UCLA California-based study found that most public charter
schoolswerehighly efficient. The per pupil operating budget system worked for the charter schools
studied. In some of the schools studied, “As much as 40% of the operating revenue came from
private funds. In that way, charter school reform is, in part, a form of privatization of public
education. It allows the government to pay less per child overall for education” (Wells, 1998).

CONCLUSION

Government regulation hasitsplacein U.S. society. Thefoundation of thissystemwasbuilt
on order and procedure, and without the checks and balances that regulation provides, it would be
impossible to live in a democratic, capitalist society. Yet regulation needs boundaries. The
transformation of regulations from helpful to hurtful affects every aspect of consumers’ lives.

Inthe U.S., education is regarded as aright. By regulating decisions regarding education,
politicians are controlling a child’s future. In the long run, the quality of primary education is
critical to the country’s ability to produce. If government regulations do not allow a choice in
education, how can consumers of education be held responsible for the result?
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ABSTRACT

Why do free markets promote economic growth? What are the proper functions of
government? Can barriers to international trade ever be justified? How should education be
financed? What characterizes a fair and efficient tax system? Answers to these and many other
vital questionswere provided over 200 yearsago by Adam Smith, David Ricardo, Thomas Malthus,
and others. Many early classical and pre-classical economists were the radicals of their era and
wer e true champions of the consumer. Thispaper proposesfive questionsand addresses how sel ect
pre-classical and classical economics might answer them.

INTRODUCTION

“Analytical work begins with material provided by our vision of things, and thisvision is
ideological almost by definition. 1t embodies the picture of things as we wish to see them, and
wherever there is any possible motive for wishing to see them in a given rather than another light,
the way we see things can hardly be distinguished from the way we wish to see them. The more
honest and naive our vision is, the more dangerous isit to the eventual emergence of anything for
which general validity canbeclaimed” (Schumpeter, 1954). Theinferencefor economicsasasocial
science is obvious. ldeology shapes political and social thinking, and vision has no logical
contradiction. However, without the analytical work, economics could not have begun (Heilbroner,
1988).

Theideology of classical doctrineis based on personal liberty, private property, individual
initiative, private enterprise, and minimal government interference. The vision of classical
economics served all society because the application of its theories promoted capital accumulation
and economic growth. Entrepreneurswere assured that by seeking profit they were serving society.
The ideas led to more material benefits for owners and managers of business, since they helped
create the political, social, and economic climate that promoted industry, trade, and profit.

The following questions explore the strengths of classical thinking and apply them to the
economy of the 1990s. While not every application is perhaps best, the ideas discussed are
noteworthy.

INTEREST RATES

Question one: If lower interest rates are good for the economy, then why has the overall
economic outlook deteriorated? During the economic development of the early 18" century, there
was an improved understanding of the determination and the behavior of therate of interest. North
characterized lending and borrowing to a skewed wealth distribution and to differential skills and
preferences (Marshall, 1967). 1t was North’ sview that the majority of borrowers demand funds not
for trading purposes, but for luxury consumption. While a negative demand function seems to be
taken for granted, any responsivenessto alowering of the interest rate was attributed largely to the
category of consumer borrowers. Northstated, “...Higher interest will bring money out from hoards,
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when low interest will keep it back” (Marshall, 1967). In North's analysis, a positive slope is
explicitly attributed to theloanable-fund supply curve; thus, thetraditional capital stock and interest
fund theory illustrates this concept (Marshall, 1967).

In asimilar view by Locke, emphasis was placed more on the inadvisability of attempting
to raise the rates artificially and the idea that the profitability of investment was considered the
underlying determinant of the demand for loanable funds (Staley, 1989). In subsequent years, these
general ideas were further elaborated by Cantillon and Hume.

In Cantillon’s formulation, interest is discussed in the case of a primitive society as a
function of the need of borrowers governing the demand for funds and the fear of avarice of lenders
governing the supply price (Staley, 1989). In an advanced society, the productivity of capital is
introduced; interest is paid from this point of view because of the profits that can be derived from
investment of borrowed funds. In this context, the emphasisis placed on pure profits as the source
of interest and as the reason for borrowing. Cantillon demonstrated that changes in expectations
regarding profits might alter the interest rate even if the money supply is constant; conversely, a
changeinthe money supply hasno effect upon theinterest rate. Cantillon did emphasizealternative
patterns depending upon the point of injection of the increased money supply (Staley, 1989).

Similarly, Hume's analysis of interest represented a position of relevance as it tried to
recognizethat differential effectsoninterest will follow anincreasein the money supply depending
on how the increase isintroduced (Staley, 1989). Hume believed that interest is afunction of the
demand for borrowing, the supply of funds, and the profitsfor commerce. Thisavailability for high
profitswas thought to be related to the supply of fundsrather than the demand for them. In contrast
to what Cantillon believed, Hume placed an emphasis upon borrowing for business purposes. He
recognized that great profits created heavy competition for those profits, and that thisrivalry would
force profitsto decline with accumulation. However, alow yield would entail agreater willingness
to lend, so that the interest rate islikely to be reduced.

Classical economists generally did not treat interest as a separate distributive share; it was
handled simply as a deduction from profit. The interest that borrowers can afford to pay isin
proportion to the net or clear profit only, and the rate must be generally lower than the rate of profit
in order to induce borrowing. Asprofitsrise, more money issought by borrowersand interest rates
rise, and as profitsfall, interest rates fall with them (Brue & Oser, 1963).

FISCAL POLICY--TAX REVENUES

Question two: If higher taxes raise revenues, then why were there fewer tax revenues in
1993? Whileitistruethat higher taxes rai se revenues, this depends greatly on whether or not taxes
are derived from the same tax base. The lack of increase in revenues for 1993 is a direct result of
alower income base due to increased competition for fewer jobs, lower wage job availability, and
higher unemployment. An increase in population during this time escalated an aready slowing
economy. In addition, tax increases on the wealthiest Americans and businesses simply reduced
investment and led many to shelter their money, taking much of it as 1993 income and removing
it from the economy.

In the days of the classical economists, Smith conveyed his concern that the heavy taxes
needed to pay the interest on the debt would induce merchants and manufacturers to invest their
capital abroad to the detriment of the home country, and this indeed happened. Americans were
spending more on foreign-made products, and companies were building capital in overseas
businesses. Assuming full employment, Smith felt that government debt and interest charges
represented resources that might have been used productively by privateindividualsif government
had not diverted them to its own purpose. This illustrates that there are as many ways to misuse
government resources as there are to use them. The point is that government has become a
challenge to control because many citizens have lost al perspective of government. This supports
the classicals’ theory on laissez-faire, at least to alimited degree.
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Asthe population increased, Ricardo’ s theory of the distribution of income illustrated that
an increase in population interacts with diminishing returns and causes profits to decline. Once
profits are reduced, little capital investment is provided. Capital investment means jobs. If, in
addition to thistheory, higher taxes arelevied on businesses and wealth, then thereisadisincentive
to invest and create jobs. Jobs become scarce and the tax base declines.

FISCAL POLICY--BUDGET

Question three: If the budget agreement worked, then why was spending so much higher
than the amount forecasted only one year previously? Taxationisonly half of government’ sfiscal
activity. The other half, and second issue, is whether the volume of government spending is high
enough and efficient enough to achieve the desired results in public policy. Until the U.S.
determines appropriate government spending, the proper amount of taxation isunknown. Certainly
government’ s non-defense spending has out-paced any receipt of funds and has contributed to the
growing federal deficit.

All governments need revenue. The question is how much is needed and where to get it.
Then moreimportantly, how will the money be spent once received? With militaristic, corrupt, and
wasteful governmentsfar removed from the people and partial to specia interests, such adiversion
of resourceswould certainly not serve society. Smith predicted that the growing debtswould, inthe
long run, probably ruin al the great nations (Smith, 1937). He did not envision the contemporary
practice of deficit spending as away to counteract recessions.

Smith stated that participants in the economy tend to pursue their own personal interests.
Smith (1937) stated that the person of business pursues profit: “It is not from the benevolence of
the butcher, the brewer, or the baker, that we expect our dinner, but from their regard to their own
interests.” The consumer looks to find the lowest price for goods, given their quality. Theworker
triesto find the highest pay, considering the other aspects of thejob. However, as Smith alluded to,
hidden within the apparent chaos of economic activity isanatural order. Thereisaninvisible hand
which channels self-interested behavior in such away that the social good emerges.

The key to understanding the invisible hand is the concept of competition. The action of
each producer or merchant isan attempt to gain profit, but it isrestrained by otherswho arelikewise
trying to gain profit. Competition drives down the prices of goods, and in doing so, reduces
obtainable profits. Theresultisthat resourcesget alocated to their highest value usesand economic
efficiency prevails. Additionally, as businesses and individuals save and invest, again out of their
own best interests, capital accumulates and the economy grows. This pursuit of self-interest,
restrained by competition, tends to produce a working application of Smith’'s social good-
maximizing output and economic growth model. Thisimpliesthat intrusion by government into the
economy is unnecessary and undesirable. Classical economists would probably support the
privatization of government functions today.

FISCAL POLICY--DEFICIT

Question four: Why has the budget deficit increased by more than the size of the Reagan
era tax cut and the U.S. has little to show for it? There are two real issues here. The first was
determining thelevel of taxation best suited to moving the economy out of arecession. Thishinges
onwhether economiststhink that businesses and householdswould respond to atax cut by spending
all they saved in taxes, creating employment and income, or whether they would save the extra
money, making thelevel of employment and income lower than if government had spent the money.
Thefact that the U.S. hasapreferential or discriminating taxation system stifles many opportunities
of investment towards profitability and maximization of full employment.

The Reagan eratax cuts were based on the assumption that the additional tax savingswould
turn into spending and fuel investment. Thisworked to fuel the expansion of the economy from
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1982 to 1988. However, after the tax increase in 1990, the reduction in business and consumer
investment was dramatic. Thus, the second issue was the problem of increased government
spending continuing to go unchecked and unnoticed because the U.S. economy was perceived to be
strong. When government implemented fiscal policy to take advantage of this, the tables turned.
International advantage has been reduced and the national economy is struggling. Reasonsfor this
shortfall include: 1. A government that has followed deliberate policies of tight money and fiscal
restraint, hoping to hold down the rate of inflation.

2. Productivity that has been dropping for some years, evidenced by the decline in the standard of
livinginthe U.S. 3. The mediocre performance of the economy itself.

FREE TRADE

Question five: Will NAFTA encourage free trade between the U.S., Canada, and Mexico,
or will it cost the U.S. jobs? In several passages in the Wealth of Nations, Smith explains the
advantages of foreign trade in terms of the “vent for surplus’ argument, according to which trade
absorbs the output of factors otherwise employed. Smith stated, “When the produce of any
particular branch of industry exceeds what the demand of the company requires, the surplus must
be sent abroad, and exchanged for something for which there is demand at home. Without such
exportation, a part of the production of labor of the country must cease, and the value of its annual
produce diminish” (Smith, 1937).

Smith (1937) stated, “ Between whatever placesforeign tradeiscarried on, (they) all of them
derive two distinct benefits from it. It carries out that surplus part...for which there is no demand
among them, and it brings back something else for which there is demand. It gives value to their
superfluities...which may satisfy their wants, and increase their enjoyments. By opening a more
extensive market for whatever part of the produce of their labor may exceed the home consumption,
it encourages them to improve its productive powers, and to augment its annual produce to the
utmost, and thereby increase the real revenue and wealth of society.”

Smith’s theories did not avoid the issues of tariffs, and he believed that tariffs should be
levied on imported goods when the domestic production of the same goods was subjected to higher
costs by special taxes, so that competition might be equalized. Tariffs could also be used for
bargaining purposes. Finally, reduction in tariffs might justifiably be made slowly, instead of all
at once, if sudden change would cause undue hardships (Soule, 1952).

In contrast to Smith’s trade theory, Ricardo felt that resources were initialy in full
employment. Theintroduction of trade would involve areallocation of activities. Ricardo further
elaborated on Mun’ s observations on foreign exchange, where Mun argued that the ordinary means
to increase our wealth and treasure is by foreign trade (Blaug, 1986). Thus, the net result brought
money into the country.

CONCLUSION

Classical economists had good basic theoriesfor their time, and they were probably closest
to reality because they based their principles on vision, whereas economic thought today is driven
by history. The problem with most economic theory is that it focuses on symptoms rather than
causes. Every indicator that isused currently to predict the economy isbased on factorsthat follow
the economy, such as joblessrates, business starts, and interest levels. These arejust symptomatic
factors.

The classical view that laid the foundation of modern economics as a social science would
indeed focus on expectations of future events. The classicals' vision led to economic analysis and
their ideology shaped political and social order. If ideology is to be criticized, vision is to be
celebrated (Heilbroner, 1988).
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WHAT ROLE SHOULD GOVERNMENT AND THE
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ENVIRONMENT?
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ABSTRACT

Over the past decade, dissatisfaction with gover nment regul ationsand i ntervention hasbeen
growing. During this period, economic growth has slowed and Americans have become uncertain
about the future. As a result, an increasing number of Americans question the costs of
environmental protection and the need for government intervention. Should the government play
a large role in resolving environmental externalities, or should these externalities be resolved
through the market process? Additionally, how can the environment be preserved while allowing
industry to grow? Thisis the dilemma that will be addressed in this paper as it relates to public

policy.
INTRODUCTION

Since 1970, there has been a substantial increase in environmental regulations costing U.S.
industriesbillionsof dollarsannually. U.S. companiesare spending morethan $124 billion per year
on environmental compliance (Kellogg, 1994). In the future, environmental expenses are
anticipated to grow to 3% of the GNP (Russell, 1994). U.S. industries claim that thisisbeing done
with little benefit to environmental improvements and at a disproportionate cost. Some claim that
thisisaresult of inefficient government policies.

Firms make investment and production decisions based on the maximum benefit (profit)
gained at the least cost. Without environmental market incentives, those decisions often conflict
with what is best for the environment. Consequently, industrial processes have resulted in damage
totheenvironment. By 1968, over 200 million tons of thefive main classes of pollutantswere being
pumped into the nation’ s air each year (Bandow, 1986).

THE MARKET PROCESS

The market process mandates economic growth. Growth means morejobs, higher incomes,
and more goods and services. Prior to the 1970s and the influx of government regulations, growth
in the market process often involved environmental destruction. Strict emission standards on coal-
fired generators cost jobs for many miners. Consumers pay higher electric bills if utilities are
prevented from polluting. Consequently, industrial growth led to the destruction of many forests,
depletion of the ozone layer, growth in volumes of chemical wastes, and other environment-
depleting activities.

Companiesusually do not pay the cost of environmental externalities; therefore, they do not
account for those costs in profit calculations. Firms only consider the costs actually incurred and
income actually received. Also, GNP does not measure the cost of environmental degradation. It
does not include the costs of polluted air, unclean waterways, smog, or damage to human health.
Society usually bearsthe cost of externalities. Since companiesdo not pay these costs, thereislittle
incentive to invest in equipment to prevent pollution. In the market process, competition inhibits
it. If one company pays the cost to eliminate pollution but its competitor does not, the company is
placed at a competitive disadvantage. Therefore, because there are no environmental market
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incentivesor environmental property rights, the market processhas contributed to the environmental
policy dilemma.

Whenever market conditions do not account for all costs of each transaction, inefficiency
occurs in the market. However, when firms pay all private costs (costs that the private firm pays
to produce the product) and social costs (costs, such as pollution, that the producing firm imposes
on others and does not have to pay) associated with producing the product, efficiency occursin the
market. In terms of environmental pollution, this means that if industry bears the cost of the
environmental degradation it produces, thiswill be reflected in the cost to buyers, whereby market
conditions will force production efficiencies to meet buyer demands.

The market process aso bears the cost of environmental regulations. The 1980s brought
about achangeintheattitude of U.S. businessestoward theimportance of clean air and proper waste
disposal (Parrish, 1989). Thiswas brought about in part due to clean-up opportunitiesthat resulted
from governmental regulations. For example, every three years the EPA lists 25 or more
contaminantsthat must betested and removed. Thispracticehasincreased the opportunitiesfor labs
and environmental consultants. Other opportunities emerged from efforts to clean up asbestos-
plagued buildings around the country (Parrish, 1989). This is not representative of real growth,
however, since costs are simply transferred from one industry to another (for example, from
polluting industry to environmental firms, recycling facilities, emission reduction suppliers, and
labs).

Buyer demands dictate the market process. In environmental matters, most Americans are
concerned about the environment. In 1991, aGallup survey indicated that 78% of the people polled
said they were environmentalists, while four years later, 63% considered themselves to be
environmentalists (Anonymous, 1996). This might suggest that concern for environmental issues
hasdropped. However, according to 21994 Times-Mirror-Roper study, Americansbelievethat the
federal government should be putting more money toward environmental programs (Anonymous,
1996).

According to the Times-Mirror-Roper study, Americans support stricter environmental
regulationsand anincreasein federal funding of environmental efforts. Additionally, 48% of those
polled were willing to pay an extra 25 cents per gallon of gasoline if the money went to help the
environment. An opposing view isthat thereis too much government intervention already, and it
isresponsiblefor fueling extensive environmental clean-up costswith minimumimprovement. Y et,
regardless of the view taken, most Americans are concerned about the environment even though
there may be different opinions on the amount of government intervention. Almost all persons
surveyed inthe Times-Mirror-Roper study (90%) believed that abalance could bereached in which
economic progress could occur without harming the environment. Most Americansfavor industrial
growth as well as environmental preservation. Buyer demands dictate the market process.
Therefore, the market process has responded to these demands with such things as “green
marketing,” in which companies are producing environmentally friendly goods and services.
Consulting firms also offer surveying services to detect and correct wasteful practices. Where
incentivesarein place, such asbuyer demandsfor environmentally friendly goods and services, the
market process has provided solutions to the policy dilemma.

Some market incentive approaches include the following measures: 1) Taxes--Taxes can
beimposed on emissionsof productsthat contain pollutants (for example, fertilizersand pesticides).
2) Deposit-and-refund laws--These laws require consumers of products that degrade the
environment (for example, glass and aluminum) to pay an extra charge at purchase and provide an
incentive for them to recycle the product after use. 3) Information disclosure--These rules that
reguire companies to inform the public about their environmental activities, a practice that forces
companies to create more ecologically responsible goods and services. 4) Emission trading
programs--These programs set limits on the emissions of pollutants and then allow companies to
trade rights at market prices to emit established pollutant levels.
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Overall, the market process failed to correct the policy dilemma when there were no
property rights or environmental market incentivesin place and when environmental externalities
were not included in the market process.

EVALUATION OF GOVERNMENT POLICY

There aretwo opposing views on the effectiveness of government intervention inimproving
the market process. Sincethefirst Earth Day in 1970, the federal government has enacted several
laws to protect the environment. Some have been successful, while others have failed. Y et, some
people believe that government intervention has improved upon the market process and others
believe that it has not. These two opposing positions are further explained in this section.

Viewpoint --government intervention can protect the environment. In a few aress,
environmental laws have brought some progress. Steiner (1997) cites the following pollution
reduction measures. 1) Exposuresto air-borne lead, polychlorinated biphenyls (PCBs) in electric
transformers, and the pesticide DDT have been eliminated, 2) Emissions of chlorofluorocarbons
implicated in ozone depletion are being rapidly reduced, and 3) Theunpermitted discharge of toxic
effluents from factories into waterways has virtually ceased.

Additionally, data from both the Conservation Foundation and the U.S. Council on
Environmental Quality indicate that there has been adeclinein air pollution. While the number of
motor vehiclesin the U.S. has increased and the economy has expanded until 2001, emissions of
most major air pollutants have continued to decline (Kenski, 1986). Data from 23 metropolitan
areasillustrate that emissions dropped 56% between 1970 and 1980. There has been a24% decline
inambient sulfur dioxidelevelsfrom 1974 to 1980 (Kenski, 1986). Some citieshave made progress
at reducing the number of days a year during which their air is in the unhealthy and hazardous
ranges.

Viewpoint--government intervention cannot protect the environment. This viewpoint
advocatesthat little progress hasbeen madein environmental protection despitestrict lawsand high
compliance costs. The Superfund Law isone example. By 1995, the EPA had finished cleaning up
only 324 sites out of approximately 3,500 sites needing clean-up. The agency has spent $15 billion
on clean-ups (Steiner, 1997). Itisestimated that if all Superfund sites are remediated, the cost could
be as high as $75 billion. Another criticism of the Superfund isthat it is surrounded by lawsuits.
Approximately one third of corporate clean-up costs, which average $1.5 million per site, are spent
on litigation and not on clean-up (Steiner, 1997). The high incidence of litigation isadirect result
of the way the Superfund law is structured. The Superfund law is based on strict liability, which
means that anyone who has ever dumped hazardous waste on a site can be held responsible for the
full clean-up cost regardless of negligence or percentage of waste discharged. Often the EPA picks
out one or two large corporate dumpers with vast financial resources and bills them, and these
corporations in turn sue other parties who dumped at the site.

There are numerous other examples of how government intervention has not improved the
market process. These deal mostly with the cost versus benefit of environmental compliance
measures. Advocates of free market note that even if the Clean Air Act has reduced air pollution,
these emission levels could have been cut more, and at less cost, if the regulations were more
flexible. Bandow (1986) states that the petrochemical industry could save 86% of current costsiif
firms could buy and sell emission rights.

EQUITY/EFFICIENCY TRADEOFF

In order to answer the question of how environmental policy has addressed the
equity/efficiency tradeoffs, explanations are given on the equity and efficiency concepts as they
relateto public policy and themarket process. Equity occursunder thefollowing conditions. 1) The
processisfair, 2) All participants know therules, and 3) The rules apply to al participants. If
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these conditions are met, the outcome will be fair. The concept of efficiency is using as few
resources as possible to produce an output. In policy terms, efficiency considers the value of
resources versus the outpui.

In the market process, all decisions or trades are made on net gain or efficiency and not
equity. Decisionsare aso based on unanimous consent in which all participants act voluntarily and
will not trade unlessall participantsthink they have valueand gain fromthetrade. Thisisacontrast
to public policy where there will aways be someone (or a group) who does not agree with the
decisions made. Because there is no unanimous consent, some form of coercion is exercised to
achieve the desired outcome. Public policy issues usually involve a tradeoff between equity and
efficiency.

Environmental policy isno exception. Inthenation’ senvironmental policy, someefficiency
has been lost in an attempt to achieve equity or fairness. Environmental policy attempted to balance
the equity/efficiency tradeoffs with cost-benefit analysis. The EPA began conducting cost-benefit
analysis in the 1970s and built this into some environmental statutes. However, some laws, such
as the Endangered Species Act, prohibit cost-benefit analysis.

In 1981, former President Reagan issued an executive order that new regulationswhich cost
morethan $100 million must includeacost-benefit or regulatory impact analysis(RIA) beforegoing
into effect. The $100 million threshold was later lowered to $25 million. However, typical RIAs
contain severa hundred pages and cost thousands of dollars. Some people have criticized that this
issimply ameans to slow the regulatory process; however, it does force regulators to consider the
impact of cost to relative risk or cost to relative benefit to society.

Equity/efficiency tradeoffs have not been balanced because of criticism of cost-benefit
analysis. Some believethat nature and human life haveintrinsic value, which cannot be calcul ated
in monetary ways. Thereisno way to estimate the value of human life without losing fairness and
equity. Based ontheegalitarian principleor Judeo-Christian belief, all personsare equal beforethe
law and God,; therefore, placing valueonlifeversusother coststo society belittlesitsintrinsic value.
Thisprinciplevaluesequity over efficiency. By contrast, theutilitarian principle assumesthat moral
rights can be balanced against the greatest benefit to the most people in society.

CONCLUSION

The policy statement that is addressed in this paper is environmental policy and the role
government and the market process should play in preserving the environment while maintaining
industrial growth. The examination of the market process indicated that it contributed to the
problem of environmental degradation because the market process lacked environmental property
rightsand incentives. Thisresultedin market inefficiency becauseall social costswere not included
in industrial processes. In an attempt to correct this market failure, the federa government
implemented policy oriented, command-and-control regulations that lacked flexibility and market
incentives. This has resulted in numerous regulations that have not corrected the problem. These
regulations have caused rising environmental costs that add minimum benefit to environmental
preservation.

Can the goal be obtained inthispolicy area? Asmost Americans believe, yes, thisgoal can
be achieved. Market forceswill dictate that environmental considerations beincluded inindustrial
growth. Consumersare moreenvironmentally conscious; therefore, buyer demandswill dictatethat
producers provide goods and services that provide environmental preservation.
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ABSTRACT

The Bretton Woods monetary system was established in order to prevent future chaos of the
variety the world experienced in the 1930s, when the foreign exchange rates fluctuated wildly and
created havoc. Sixty years following Bretton Woods, financial markets are again coping with
floating exchange rates, weak dollars, and volatile gold prices. When the gold standard was
abandoned and replaced with a fiat money system, U.S. currency was immediately faced with a
credibility problem. 1t has been the Federal Reserve' sresponsibility to shoulder that problemand
to contain the value of the U.S. dollar. This paper discusses the role of gold as a target variable
post-Bretton Woods.

INTRODUCTION

SincePresident Nixon cut theU.S. dollar’ sfastlink togoldin 1971, theU.S. hasexperienced
unprecedented interest rate and bond yields. Some savings & |oan associationshavefailed. Others
have remained only through the protection of the federal government. Banking institutions and
government wereforced to redefinethemsel vesin order to adj ust to the new economic environment.
Nixon'’s decision to no longer exchange dollars for gold will be the least remembered aspect of his
termin office, yet nothing has had aslarge an impact. Nixon’s 1971 announcement received more
attention for its message regarding tax cuts and wage and price freezes than for severing the link to
gold.

The public's attachment to gold is till strong. A few economistsinsist that the U.S. must
return to the gold standard in order to keep inflation in check. Other economists believe that gold
prices can guide the Fed in its attempt to control the money supply. It is that emotional and
sentimental attachment to gold that created excitement when Chairman Greenspan referred to the
metal as he did in his Congressional testimony during February 1994, confirming U.S. sentiment
that people want to hold hard assets. Greenspan piqued the public’s curiosity when he stated that
goldisbetter than commaodity pricesfor gauging inflationary expectations (M cGee, 1994). Should
the public expect to see monetary policy based on gold prices? If so, how will the new link to gold
be established and how strong will it be?

DO RISING GOLD PRICES SIGNAL MARKET INFLATION FEARS?

Market analysts frequently relate the changes in precious metal prices to the public's
expectations regarding inflation. Asthe December 1994 gold commoadity price fell one dollar an
ounce on the New Y ork Mercantile Exchange, Levingston (1994) stated: “ Speculators may have
overshot the mark on their inflation concerns. Reality isstarting to sink in and we are starting to get
somefundliquidation.” Therelationship between gold andinflation exists, but do gold pricessignal
inflation or does inflation drive up the price of gold?

In April 1994, former Reserve governor W. Angell correctly predicted the vote of
the 12 regional Fed banksoninterest-rate policy. Angell based hisprediction on hisview of thelink
between gold and inflation. Angell observed an increase in the price of gold as the first sign of
excess liquidity that was brought about by delaysin tightening monetary policy when inflationary
pressures were growing. Considering that theory, Angell rated gold prices to be the best single
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predictor of inflation and interpreted changes in gold prices by equating each lasting ten dollar
increase in gold to a two-tenths of a percentage rise in prices within the following twelve months.
Considering current gold increases, infl ation woul d beduetoincrease one and two-tenths percentage
points (McGee, 1994).

Angell recalled the peak gold prices of 1979 and 1980 and noted that inflation rose to 14.7
percent following the peak of $825 per ounce. Againinthe mid-1980s, gold rose to $500 per ounce
and inflation surpassed five percent (McGee, 1994). Gold and general prices tend to be closely
correlated over thelong run. Gold suppliesarecharacteristically price-elastic, resultinginrelatively
stable prices over the long run. Asgold prices climb, gold producersfind it profitable to allocate
more resources towards its production. Some producers take the added opportunity to sell. This
small incremental increase in the supply of gold will dampen the price. In periods of lower prices,
increased demand for the precious metal will raise the price. As a result, fluctuations tend to be
short-runin duration and have kept the gold price within the $320 to $400 per-ouncerange sincethe
mid-1980s.

With the stable demand for gold in industrial and ornamental usage, demand as a store of
valueisthe primary cause of the metal’ s erratic short-run behavior. Asan alternativeto fiat money,
goldisrelatively price-insensitive. Critical to thisbehavior isthe public’ sattitude concerning what
money can buy and how the value of money is expected to change in the near future. Traditional
culture has placed more value on gold than fiat money. Gold’s lustrous appearance, malleability,
and non-corrosive nature identifies it as a hard tangible store of value. Any significant changein
demand from the large amount of fiat money to the limited quantity of gold resultsin sharp changes
in the price of gold. Inflation fears, market instability, or war can weaken the attractiveness of a
country’ s fiat money, thus making gold a more attractive investment.

THE FED’SOTHER FAVORED INDICATORSOVER GOLD

Gold pricesareaffected by international aswell asdomestic demand. When gold isadjusted
for exchange rates between countries, the price isrelatively stable. Increased demand for gold in
another country islikely to increase the price worldwide. Recent political changesin China have
allowed farmersto sell their cropsand adjust their pricesto the open market. Instead of buying their
home, thesefarmers purchased gold withtheir profitsbased ontheir strong religiousand sentimental
attachment to gold. Thegoldissold to Chinesefarmersfrom wealthy Hong Kong cotton producers
who desire China' s real estate. This new market for gold has driven gold’s price up worldwide;
thus, using the price of gold asadomestic indicator of economic stability within the U.S. would be
misleading for monetary policy.

Thevolatility of gold prices also weakensits effectiveness as an indicator. The use of gold
prices could cause erratic and unjustified tampering with the money supply. Goods and services
historically havefollowed theriseand fall of gold prices, but never to the same degree, and gold has
not demonstrated itself as aleading indicator of goods and services.

Gold pricestend to changeonly after inflation has changed and only when interest rateshave
been set asto indicate the change will last for sometime. Inthe 1990s, gold pricestended to follow
or match inflation changes rather than lead. As a result, gold prices would be more suitable for
accessing the public’ s attitude regarding the value of their fiat money and their expectations of how
that value will hold in the future. Changes in the price of gold would be a better measure of the
effectiveness of past changes in monetary policy than predictive of needed future adjustments.

Some predictive value might be perceived from looking at the comparison of gold pricesto
consumer prices since 1969. Since 1990, the rate of change of gold prices has minimized its lag
behind the change in consumer prices and tended to be more predictive. However, comparisons of
gold prices to other indices have not shown any superior predictive abilities of gold. Regression
analyses performed on changes in the previous 24 months for the period of January 1972 to
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November 1993 illustrated that at least two other commodity indices performed as well as gold.
Thisis based on the degree of variation in the CPI as explained by the variables.

Gold prices are fairly indicative of inflationary expectations, but are not considered as a
precise and early indicator of economic activity. In perspective, gold has behaved more like a
commodity. Itillustrates sensitivity to market price changes and inflationary expectations. At any
point in time, the price will be up on some goods and down on others, but no one good indicates
inflation. Sustained priceincreases on awide array of goodswould be more indicative of inflation.
One single good, especially gold with its wild price fluctuations, would not signal the direction of
theeconomy. Instead, speculation of gold’ s predictive value should consider that asinflation rises,
so does uncertainty concerning the future value of fiat money. These sentiments affect the price
equilibrium and lead to inefficient demand satisfaction. Gold is a limited resource; thus, a small
shift in the quantity demanded will lead to erratic price changes.

METAL TRACKING BY THE FEDERAL RESERVE

Will the Fed track the price of gold and other metals for guidance in setting future interest
rates? The Fed will be tracking metal prices to determine just how stable consumers perceive the
dollar. Higher gold prices send the message that the U.S. isinterested in substituting holding gold
inplaceof fiat money. If the Fed perceivesuncertainty regarding the dollar’ svalue, it will continue
to raise interest rates.

Greenspan’ s remarks also send the message that metal prices may be too high or have the
potential of climbing too high. Continued price increases tend to send a negative message to the
public. Uncertainty raises prices and high, pricesincrease uncertainty.

Greenspan has been more vocal than his predecessors regarding Fed policy. He may be
sending awarning that the Fed will continue to raise interest rates until general prices stabilize, or
he may be simply testing the power of a subtle message to see how much the market will react to
a hint that the Fed may target gold as avariable.

Another perspective on Greenspan’ s intention has been raised by those hoping for a gold-
based dollar. 1n 1991, some economists believed that Greenspan’s monetary policy was based a
target gold price of $350 per ounce. Some economists credited this policy for the low inflation and
the earlier declining interest rates (Shelton, 1994). Proponentsfor targeting gold asavariable view
the method asasolution to eliminating thediscretionary featuresof theU.S.’ scurrent money control
policies. The Fed could focus on the price level in order to indicate whether monetary policy is
accommodating consumers demand to hold money. If gold’ starget price were set at $350 and gold
increased to $355, the Fed would contract the money supply.

The simplicity and directness of targeting the gold price has its advantages. It standsas a
direct policy rulewith which to achieve astabledollar pricefor gold. Any deviation away from the
targeted price, either high or low, would bring about prompt Fed monetary control in order to steady
the price. A policy of this nature would send a clear message asto the Fed' sintentions and would
thusincrease public confidence. However, even if gold price targeting was adopted, the monetary
tools of the Fed are not powerful enough to control the price of gold in atimely manner. Targeting
the price of gold for determining the money supply is subject to the same problems as any other
target variable, that of timing lags and impact measurement.

WOULD THE ECONOMY BE BETTER IF THE DOLLAR REMAINED
LINKED TO GOLD?

Interest rates and the dollar’s value would be different had the U.S. remained under the
Bretton Woods system. The exchange rates between currencieswould also be stable. Based on that
one factor, international currency exchange has changed. Global electronic network trading has
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intervened and mega-byte money was created (Kurtzman, 1993). High volumesof money aretraded
daily.

Mega-byte money has no intrinsic value, but it is a good accounting unit. It requires no
storage space, but also stores virtually no value. It resides only on magnetic computer tape that
transforms it instantly from bands to stocks and future options. Its efficiency of speed is also its
biggest risk. Because it holds no value, it must be traded quickly. Mega-byte money has been
linked to the market crash of 1987 and three subsequent mini-crashes. No one has been able to
attach acost to the specul ative uncertainty of electronic trading, but individualsand companieshave
protected themselves by raising prices. As peopleinterpret gold prices with uncertainty regarding
the currency system, protection measures are strengthened. This results in higher volatility in
trading and prices.

CONCLUSION

Toreestablish agold systemwould be difficult at best. 1t would depend on steady increases
in the world' s gold supply for increases to occur in real economic growth. It would, however, end
the problems of floating rates, pegged exchange rates, and the confusion of competitive currencies.

Under a gold standard, the government would be pressured to balance the budget.
Expenditures exceeding taxes would require government financing. Accountability would be
necessary, and those who failed would be identified.

Central bankershave demonstrated astrong responsibility of latetowardsestablishing stable
money without formalizing an agreement that would impose disciplinary measures for violations.
Central bankers view the gains of orally dropping informal announcements to instill public
confidenceand test public reaction. Inflation may below now, but Greenspanwill not serveforever.
Watching gold for economic directionisquaint; thereal test would beaninternational monetary rule
and agreement.
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DOING BUSINESSIN MEXICO: SOME USEFUL
INFORMATION

Rob H. Kamery, Nova Southeastern Univer sity
robhkamery@yahoo.com

ABSTRACT

Present-day Mexico has seen its share of problems, many shared with other countriesinthe
world: student protests, national labor organizations, liberation armies, nationalization of the
petroleum industry, devaluation of the peso, and many others. All of this has shaped Mexico and
itsinhabitants, redefining a country that, at times, is at odds with its own people and culture. This
paper offers a brief introduction to Mexico’ s business environment.

INTRODUCTION TO MEXICO

Mexico extends along the entire southern border of the U.S., from Tijuana to Matamoros.
It ismore than 1,200 miles wide along the northern border that it shares with the U.S., with an area
of 761,600 square miles. Mexico is one-fifth the size of the U.S., but at one time, the territory it
covered reached as far north as Utah and Nevada. This land, as well as the current states of
California, Arizona, and New Mexico, was lost to the U.S. in 1848. Texas, another sizeable piece
of old Mexico, waslost in 1836.

Mexicoisacountry steeped in culture, old and new. The Maya, Olmec, and Zapotec people
thrived in Mexico between 1200 B.C. and 900 A.D., building many monumentsthat have survived
thetest of time. Present-day Mexico City isthe site of Tenochtitlan, an ancient metropolis built by
the Aztecs. The Aztecs controlled the country until they were defeated by the Spaniard conqueror
Cortesin 1521. Mexico wasruled by Spain for several hundred years, winning itsindependencein
1821. France took over in 1863, but Mexico prevailed, and a short time later, in 1867, Mexican
forces regained control of the country.

Mexico's Management Style

Mexico's management style usually conflicts with that of the traditional U.S. business.
While Americans will typically work long hoursin order to rise to the top, Mexicans believe that
leisure is much more important and that their jobs give them the means to pursue that leisure.

Most managers are autocratic, although the younger managers tend to delegate more
responsibility than wastraditionally doneinthe past. Promotion within acompany usually depends
on personal relationshipswith managers, with family and friends picked over newcomersfor many
of those jobs.

Common Documents

Some common documents that are needed for exportation of goodsfromthe U.S. arelisted
below with a brief description. A forwarding agent can assist companies with the documentation
to be sure the correct ones are completed correctly.

1) Shippers Export Declaration (SEP or Form 7525-V)--Thisisrequired for shipment into
Mexico and isused by the U.S. Census Bureau to compiletrade statistics and to help prevent illegal
exports. To correctly completetheform, the U.S. requires either ageneral export licenseor an VL
(individually validated license) as determined by the Department of Commerce. The code NLR
means no license required, and if the DOC has assessed this to be the case, then NLR should be
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entered on Item 21 and the code 99 should be entered in Item 22. Otherwise, enter the assigned
license number.

2) Commercial Invoice--A commercial invoice (abill from the buyer to the seller) should
include basic information about the transaction including a description of the goods, the address of
the shipper and seller, and the delivery and payment terms. The buyer needs the invoice to prove
ownership and arrange payment. The goods must arrivein Mexican Customswithin 90 days of the
date of the original invoice, or anew invoice will be required.

3) TheBill of Lading--Thisis a contract between the owner of the goods and the carrier.
There are two types. A straight bill of lading is non-negotiable. A negotiable, or a shippers order
bill of lading, can be bought, sold, or traded while goods arein transit and isused for | etter of credit
transactions. The customer usually needs the original or a copy to take possession of the goods.

4) Global Internet Strategy--Some of the greatest challengesfaced with expanding business
outside U.S. borders include distance and language. The Internet offers the ability to overcome
these challenges as businesses enter global markets. Onefactor corporations should consider asthe
company enters international marketsis how to strategically establish Internet presence. If aU.S.
corporation is currently considering expanding into Mexico, Latin America, and potentially South
America, then Internet presence should be considered in these regions as well.

During this expansion, the corporation must first evaluate the Internet demographics of the
various regions and determine if the user base in these countries can support such an expansion.
Corporations should consider the specific content to post to the site. Other Internet-based
services/applicationscan makethesitemorefunctional, using various| nternet marketing techni ques
to help drive traffic to the site, and serve to both gain and retain a strong customer base.

Central/South American Internet Demographics

The Internet provides the ability to gain exposure on a global basis. Before beginning to
invest in such an expansion, the company must understand the Internet users in Mexico and the
surrounding regions. A localized Spanish corporate site would have the potential to support
customersin several Latin American markets, including Argentina, Columbia, CostaRica, Peru, and
obviously Mexico, since they all have Spanish-speaking populations.

The Latin American region leads other regions in terms of rapid growth of the Internet.
There are between 10 and 12 million users, and the popul ation was expected to triple to 34 million
users by 2000. Somewhere between 2.5 and 3.2 million of these users have actually used the
Internet to execute an online purchase. Mexico has the second largest population of usersin Latin
Americabehind Brazil (Murillo, 1999). There were an estimated one million usersin 2000 and a
projected increase to 4.8 million in 2003 (Perez, 1999).

Thetypical Latin American user isa 26 year old, middle-class man who hasbeen onlineless
than oneyear. A class breakdown analysis shows that 30 percent belong to the upper class, 47 to
the middle class and 24 percent to the lower class, with 33 percent being white-collar workers.
Usage habits are different from those in the U.S. In Latin American countries, 53 percent of the
users log on from home, while 31 percent log on from work. Users are online an average of 11
hoursaweek. Many people use the Internet every day, with sessions of varying lengths. Twenty-
seven percent of the user’s sessions last between 31 and 60 minutes, and 23 percent of users are
online between 61 and 90 minutes. The top two online activities are e-mail and research. Another
important fact to consider isthat 51 percent of usersindicate that they prefer Web sites from their
own country, 29 percent indicate preference for U.S. sites, and 20 percent prefer sites from other
countries. This indicates that localization will play an important role in attracting local users
(Murillo, 1999).

Much of the increase in the region is being fueled by two factors: improvements in
communicationsinfrastructure and PC sales. The cost of access has dropped dramatically in Latin
Americaover the last year, driving more usage. In 2000, there were 4.2 million Internet accounts
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intheregion. Growth is expected to continue at arate of 42 percent per year through 2004 (Latin
American market continues to boom, 2000). Mexico has the second largest number of Internet
Service Providers (ISPs) in Latin America at 45. While still expensive compared to the U.S., the
cost of a dia-up account is down to an average of $26.10 per month (Latin America invests in
telecommunications, 1999). A survey of Latin American ISPsin 2000 indicated that investment in
tel ecommuni cations equipment was about $6.3 million. Dial-up accountswere expected toincrease
by 87 percent, and dedicated accounts (office accounts) should be up 124 percent. Many userswere
seeking broadband solutions, such a cable modems, to combat the high cost of telephone access
charges. Cable market forecasts indicated much growth in the number of cable users over the next
several years (Latin Americainvests in telecommunications, 1998).

Mexico led theregion in PC salesin the third quarter of 1999. Thisfactor aso contributed
to the growth in the Mexican online user community. PC shipments rose 87 percent in the third
guarter compared to the previous activity for the same period in 1998. Fast adoption of new
technol ogy, new computers bought to replace aging equipment, and expanded distribution channels
arethedriving factors. Mexico PC shipments accounted for 34 percent of theregion’ svolumewith
433,000 of theregion’s 1.3 million units.

Growth in the business-to-business market in Latin Americais expected to be strong over
thenext several years. Revenuefrom businessto businesstransactions onlinewas expected to grow
from $1 billion in 2000 to $124 billion by 2004. This further indicates that the Latin American
market is preparing for rapid growth (Huge global growth for B2B e-commerce, 2000).

All of these factors indicate that the Latin American Internet market, and specifically
Mexico, is growing at a fast pace. During this period online advertising should become less
expensive, and new users are expected to become more responsive. In 1999, about 83 percent of
Latin American users clicked on banner ads (One in four Latin American users buy online, 1999).
If U.S. corporations are serious about expanding into Latin American markets, web presence can
improve exposure in these new markets.

Internet Marketing Strategy

One of the most common mistakes companies make is simply building aweb site, posting
to the net, and then waiting for the ordersto pour in. Unfortunately, thisis not how it works. Just
like other forms of advertising, companies need to get their web site “in front” of people. A web
site should be a complementary marketing piece used with other marketing collateral to create a
more compelling sales pitch. Corporations should take any one or all of the following steps to
market its site in Mexico.

Index Registration

The corporation needsto register the sitewith search enginesand indexeslike Y ahoo. There
are several indexesthat are extremely popular in Latin America. Starmediatopsthelist asthefirst
Latin Americanportal. Traditional indexeslike AOL, Y ahoo, and Lycosal so haveportal sdedicated
to Mexican users. Mexican phone giant Telemex hasits own portal, Telefonos de Mexico SA de
CV.

Pr ess Releases

Corporations should includeitsweb site addressin any pressreleases, especidly if they are
announced in Mexico. The URL listed should point directly to the Spanish jump page or Spanish
translated content on the site. If the corporation secures a com.mx domain, this domain should be
used in pressreleases and other printed material, such asbusiness cards or | etterhead tailored for the
Mexican market.
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Banner Advertising

Banner advertisingisstill anovelty for many new usersin countrieswith emerging markets.
Strategically placed Internet banners can effectively drive traffic to aweb site. The corporation
needsto carefully select locations for these banners. Banner ads should be placed in portalswhere
users may be seeking productsthat the corporation manufactures. Many search engines sell banner
space associated with keyword searches. This could be effective for keywords and others that may
be pertinent. Many banners are sold by exposure or “how many times a user seesit.” Itisbest to
base banner space where usage is determined by “click through” when possible. This meansauser
has to actualy “click” on the banner and arrive at the site.

Magazine Adsin Overseas Publications

Corporations may also want to buy space in overseas trade publications. One advantage of
having aweb siteis that smaller ad space can be purchased and the company can then include its
web address. The most compelling ads spur the user’ s curiosity to actually go visit the site. This
can be accomplished through announcing specials or using crafty campaigns that leave users
questioning where the URL in the magazine ad may take them.

Trade Shows

If the corporation demonstrates its products at overseas trade shows, marketing collateral
should show images of the sitein thelocal language and show the country-specific URL if possible.
Thistype of marketing collateral showsthat the company iscommitted to doing businessin thelocal
market.

CONCLUSION

For an American business to be successful in Mexico, there are many cultural factors that
must be considered. The people are very nationalistic and proud of their history and traditions
(Kras, 1999). Perhaps the most difficult concept for Americans to understand is that of time.
Mexicansdo not believeinrigid timeframes, preferring to be flexible to amuch greater degreethan
most Americans can tolerate. To Mexicans, timeisonly relative (Arzac, 1999).
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A DISCUSSION OF ISSUESINVOLVING THE
RESTRUCTURING OF A COMPANY
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ABSTRACT

Technological innovation forces companies to continually upgrade their products and
servicesin order to remain competitive in the marketplace. Failed attempts at restructuring teach
that immediately pleasing sharehol der s often renders companies too |ean to compete efficiently in
their industry. However, when companies plan well, restructuring can enhance the their
profitability. This paper discusses many of the issues involved in the restructuring of a company.

INTRODUCTION

The term restructuring has become synonymous with inflated stock valuations, industry
hype, and an overall sense of excitement surrounding earnings projections. However, investorsare
now beginning to reevaluate their positions after many recently restructured firms have struggled
to stay solvent after posting severa quarters of increased revenue. Perhaps the hype itself is
facilitating the gainsby creating abubble, which can quickly deflate, |eaving sharehol dersjustifiably
bitter. Overall, the denotation of the word restructuring is problematic. The word leads peopleto
believe that the entire process of restructuring has been revamped. In fact, the maority of
restructurings are simply cutting costs under the guise of something much nobler. 1n essence, this
perceived value is artificialy inflated due to market sentiments, and it is further bolstered when
earnings are understandably higher due to the short-term effects realized from the selling off of
assets, downsizing the workforce, and streamlining management.

THE BASISOF RESTRUCTURING

Restructuring companies can take on many forms. The rewards can be fleeting or lasting,
depending on the model chosen, the reason for implementing the changes, and the overall outlook
of the company. Financia restructurings attempt to move from short-term debt to long-term debt.
The processis simple and leaves little to debate, except for noting that many analysts often fail to
include short-term liabilitieswhen evaluating acompany for investment quality. Hence, acompany
could possibly undermine its appeal to investors by becoming less attractive on paper when, in
reality, the company will realize benefits from the partial relief of alleviating the promptness with
which pending short term notes must be satisfied. In contrast, restructurings that manipul ate assets
and human resources can have vastly different approaches and marked differences with regard to
overall economic performance.

Unfortunately, the organization’s focus has changed from efficiency to immediate
profitability, which is shortsighted, and in the long run, damaging to the company’s ability to
compete within itsindustry. Gainsin efficiency act to increase output and decrease input over the
long run, thereby giving shareholders more value. However, consumers thrive on immediate
gratification, which, inthiscase, often servesto underminetheefficiency of the company, damaging
it long-term. With profit in mind, companies should increase their focus on strengthening the total
revenue rather than dwelling entirely on reducing costs, which can limit capacity and the overall
ability to compete. Evidence of thisexistsin the casesof Xerox and Unisys(Corporateliposuction,
2000), wheretoo much emphasis was placed on cutting costs and necessary assetswere eliminated.
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Overzeaous shareholders and critical analysts are partly to blame for the surge of failed
corporate restructuring efforts--their constant demands for increasing earnings has led to serious
mi scal cul ations of what isnecessary to compete consistently inthe marketplace. Companiesattempt
to provide immediate earnings quarter after quarter, while ignoring technological advances within
their industry. After satisfying shareholdersfor ashort term, it becomes obviousthat changes must
be made in order for acompany to continue to compete with othersin its market. The problemis
that normally a company has aready liquidated some of its capacity in order to bolster earnings,
which isneeded to regain market share. With many optionsavailable, settling to please Wall Street
should be secondary to reinforcing the company’s capacity to excel indefinitely. Given time and
introspection, companiescould very well overcomeimmediate obstaclesand strivetowards building
lasting shareholder wealth.

THE FACTORSINFLUENCING A NEED TO RESTRUCTURE

Since the mid-1980s, many corporations have undergone massive faceliftsin an attempt to
strengthen returnsand sati sfy shareholders. Many underlying influences guidethe decision-making
process. Historically, restructurings often attempt to negate damaging economic pressures, such as
inflation; however, since 1987 the Federal Reserve has al but eliminated inflation as a credible
concern (Filippello, 1999). Additionally, numerous companies had become top-heavy and desired
to eliminate unwanted divisions, consuming more than they were producing.

Filippello (1999) stressed the need for companies to move out of activities in which they
were not competitive and to concentrate resources towards areas in which they had a competitive
advantage. Successful companiesare defined as“... those that were able to increase profit margins
without relying on product priceincreases, that adapted to arapidly changing busi ness environment,
and that invested heavily in the technologies of the future” (Filipello, 1999, p. 25). Uncommon to
any of these characteristics are the downsizing attempts that deprive companies of the groundwork
required to advance their market share.

In addition to market pressure, many non-market factors are influential in signaling aneed
to restructure (Anslinger, Bonnini & Pasalos-Fox, 2000). Although the market does not directly
influence these concerns, it carries certain peripheral issues particular to a company’s growth.
Anslinger, Bonnini and Paslos-Fox state these secondary effects asfollows. 1) afailureto attract
highfliers, 2) mismatched businessmodels, 3) more efficient decision-making, and 4) subsidiary
growth needs.

Other dynamics signaling companies to reorganize attempt to maximize profitability with
regards to market activities. Filippello (1999) cites the intricacies of capitalizing economic profit
and cash flows: 1) improve operating efficiencies by reducing costs and enhancing productivity,
2) liquidatelow return capital, including divesting or eliminating sluggish operations, 3) addvalue
through alliances, joint ventures, mergersand acquisitions, and through investing ininternal research
and development programs, and 4) incorporate an element of financial restructuring. Through
optimizing thecompany’ scost of capital by using optimal debt |everageand consistent performance,
risk will be reduced and the company’s credibility with investors will be reinforced (Filippello,
1999). All of these factors help in creating a company ready to compete and succeed in a global
environment and in capturing a majority of the market share.

I nefficient management can also provideacatalyst for restructuring. Walker (1998) includes
several aspectsin hisdiscussion of inefficient management. Walker notes that inefficiency can be
due to excessive staffing, salaries, and over-consumption of company perks. Another area, which
can be costly, is risk aversion and remaining engaged in strategies that prevent the firm from
reaching itsfull potential (Walker, 1998). If the company’s management isunwilling to take risks
or reluctant to changeitsways, then restructuring efforts could ultimately proveto befutile. It takes
commitment on all levels of production to implement plansto invigorate acompany and break free
from limiting activities.
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Problemswith Traditional Restructuring and Downsizing

Inthelate 1990s, investors supported companiesthat announced plansto reorganize, merge,
or spin off new divisions. Research has shown that, in the majority of cases, the resulting increase
instock valuationisusually unfounded, and almost inevitably short-lived. Krishnanand park (1998)
note that reorgani zation often resultsin organizational trauma. Krishanand pPark citea1990 survey
conducted by the American Management Association on downsizing where “... it was found that
morethan 50 percent of the firmswhich downsized to becomelean and mean, becamelean and lame
because they were not prepared for the event” (1998, p. 303).

Accordingto Walker (1998), restructuring often increases stockhol der wealthwhile possibly
jeopardizing the viability and competitive integrity of the corporation. The term corporate
liposuction was coined by BusinessWeek and visually aludes to the idea of removing excess
structure within the corporation (Corporate liposuction, 2000). The problem with corporate
liposuction is that it often has detrimental effects to the overall well being of the organization. In
the case of humans, liposuction can unintentionally damage organs--removing too much fat and
forcing the body into trauma--and serious complications may result. The sameistruein business:
remove too much of the inner workings and, inevitably, impede the company’s ability to survive.
“The cost-cutting measures that may generate a quick earnings boost can make it difficult or
impossible for companies to engage in the kind of radical innovation necessary for survival”
(Corporate liposuction, 2000).

Krishnan and Park (1998) argue that high levels of downsizing immediately negate the
effects of any positive ground gained due to eliminating duplication. When large-scale
restructuringsareannounced, many would rather leave ontheir own accord than face the uncertainty
of continued employment (Krishnan & Park, 1998). Another related issueisthat when employees
see their colleagues terminated or forced out of the organization, it demoralizes them by instilling
a sense of job insecurity (Krishnan & Park, 1998). This has a negative impact on the overall
effectiveness of the company. Unstable employees inevitably will not be as efficient as the
permanent workforce. Undermining the position of the workforce provides an uncomfortable work
environment, which lends itself to less production. There is no way to appease the majority of a
workforce and not discourage the remaining employees. This is a disruptive atmosphere that
manifests itself because of the restructuring attempts of a company.

Another problem forcing companies to reevaluate their position is disruptive technologies
(The myth of corporate reinvention, 2000). Many innovations are initially overlooked by large
companies wishing to maintain their higher profit margins with an already established clientele.

STRATEGIESFOR IMPLEMENTING CHANGE

There are many options available when companies seek to change their performancein the
marketplace. According to Bittlestone (1998), deciding what processes to change and the intuitive
processis aone-man business. However, the stakes are much higher and the information is much
more varied in large corporations with multilevel management. Bittlestone (1998, p. 88) states:
“Production does not understand the difficulty of selling; finance does not appreciate the dynamics
of R&D; in fact nobody apart from the chief executive getsto see the whole picture, and he or she
has neither the time nor the grasp of detail to master these interactions.” Additionally, many
companies ignore factors such as customer satisfaction because of the balance sheet.

Bittlestone (1998) states that companies cannot measure productivity as compared to
customer satisfaction through monthly management reports. If productivity and customer
satisfaction could be correlated with improving revenues and visual observations could be made of
the point at which returns become diminishing, “we could see by how much the gain in customer
satisfaction tranglates into sales” (Bittlestone, 1998, p. 88). Without this knowledge, there must
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exist astrong understanding of what factorsinfluence what in the business asfar as the bottom line
is concerned (Bittlestone, 1998).

Restructuring also should have aclear focusin mind. Liquidating low return capital isfutile
without making arrangements to improve overall efficiency. There should be a clearly defined
model, which includes enhancing operating efficiency, liquidating low return capital, investing in
value through alliances, joint ventures, mergers and acquisitions, research and development, and
optimizing thecostsof capital through the use of debt leveraging (Anslinger, Bonini & Patsal os-Fox,
2000). Companies must avoid using financial statements to define what made them successful.
“Believing you can improve your bottom line by tinkering with your profit and loss (P&L) islike
thinking you can make a car go faster by pushing up the speedometer needle with your finger”
(Bittlestone, 1998, p. 88).

Historically, the driving performance behind an effort to restructure has been to refocus, to
turn acompany’ slagging financial s around, and to adjust to economic conditions. However, other
situations can encourage companies to restructure as well. When faced with a unique division of
the company that either outperforms or significantly underperforms compared to the company as
awhole, the corporation may wish to grant that division freedom to explore the financial markets
onitsown. According to Anslinger, Bonini and Patsalos-Fox (2000), there are severa waysfor a
company to spin off adivision: 1) it can spin off the subsidiary by selling its entire stake to the
public--usualy, as a specia stock dividend--and creating a new company with a separate and
independent board, 2) it can undertake an equity carve-out, issuing or selling aportion of itsequity
in the subsidiary to the public and (usually) keeping a majority stake in the company, which hasa
separate board, assets, liabilities, and officers, or 3) it can create atracking stock--a separate class
of the parent company’s stock that has a claim on the cash flow generated by the tracked unit and
isintended to reflect that unit’ s performance. Inthe case of tracking stocks, no separate legal entity
or governance structure is created (Anslinger, Bonini & Patsal os-Fox, 2000).

CONCLUSION

Corporaterestructuring isaforce that continually reshapesthe face of the marketplace. The
corporate world is changing; therefore, the need to adapt is integral to the success of business.
Technology outdates itself in a marketplace of expanding knowledge and innovation. Companies
must be willing to invest in their future to reap the benefits and live on perpetually.

The statistics are noteworthy. Companies that downsize the internal workings of their
workforce without a clearly defined mission inevitably will fail. Walker (1998) states that 31
percent of companies that undertake a massive restructuring suffer severe financial distress,
including bankruptcy. Success stories are written from well-researched plans and efficient
execution. Instead of cutting its capital when restructuring, the Corning corporation doubled its
investment in research and development, built a new plant, and hired over 700 new engineers and
scientists (Corporate liposuction, 2000). Within two years of Corning’s restructuring, sales
increased from 4.7 billion to 7 billion (Corporate liposuction, 2000).

companies are taking more risks by downsizing their firms than by carefully planning an
implementation strategy. Corporations are reluctant to disappoint shareholders. Hasty decisions
are being made which take the guise of restructuring, but in reality are cost-cutting schemes.
Executivesshould beaware of thelong-term opportunity costsassociated with corporateliposuction.
After the immediate gains have been distributed, the very part of the company that is needed to
compete may well have been downsized. After al, once theinitial plan fails, the next step is to
replace the company’ s officers.
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TAKING A HOLISTIC APPROACH FOR SERVICE
LEARNING PROJECTS-THE IMPORTANCE OF
REFLECTION AND COMMITMENT DEVICES-THE
EXAMPLE OF THE GLOBAL VILLAGE CAFE

Peter L. Banfe, Ohio Northern University
p-banfe@onu.edu

ABSTRACT

The subject of thisresearchisthe Global Village Café, a unique servicelearning experiment
which hasrunfor four yearsat a small AACSB accredited Mid-Wester n businessschool. Intheface
of intense competition for tuition dollars, competition from cheaper online options, and greater
demands for relevant skills from employers, traditional paradigms which propose educators as
transmitters of knowledge and students as passive recipients are quickly being challenged by new
experiential pedagogies.

The Global Village Café (GVC) is an intense one quarter undergraduate, senior level
service-learning project run under the auspices of the entrepreneur s/small businessclassintheFall
of each academic year. The students have one quarter to design, plan and run a restaurant for two
very exciting nights as their final exam. Inthis paper the author will first develop a list of good
service learning projects and then analyze the Global Village Café to see how well it conformsto
those characteristics. Thefindingshighlight theimportance of analyzing theprojectina* holistic”
way in terms of the effect of its specific characteristics on the learning environment, building
opportunities for reflection, and structuring commitment devices within the project.

INTRODUCTION

Educators continually search for that magical essencewhichwheninjected into thelearning
experience promiseto energize students and maximize retention. Thisneed hasbecome even more
immediate as the costs of formal university education skyrocket, competition for students has
become even more intense, affordable and effective online options multiply, employer training
programs multiply, employers demand more from high paid graduates and current methodol ogies
appear to be failing to produce adequate results (Weiss, 2003/2004, AMA Research 2004).
Traditional paradigmswhich propose educatorsastransmittersof knowledge and studentsaspassive
recipients are quickly being challenged by new pedagogies. Many of these new pedagogies posit
the student/teacher relationship to be one of interaction and mentoring and the role of the educator
to be one of facilitating experiences which create personal relevance and real world linkages
(Dudderar, 2003, Steffes, 2004).

Academicshavebeenincreasingly turningtothe“ experiential education” literaturein search
of answers. The emerging academic service learning paradigm has been debated as one proposed
solution to the search for more effective ways of designing the learning experience. The subject of
thisresearchisabout avery successful four year experimentation at asmall AACSB, undergraduate,
Mid-Western businessschool, with avariant of academic servicelearning, onewith someinteresting
twists and turns, which has had some striking empirical results. The experiment is called the
“Global Village Café’.

TheGlobal Village Café (GV C) isanintense one quarter undergraduate, senior level project
run under the auspices of the entrepreneurs/small business classin the Fall of each academic year.
The students have one quarter to craft a full service restaurant from scratch, from concept and
design, cuisinetotheme, operationstofinancias, permits, rentals, charities, outside events, expenses
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and long term investments, suppliers, flow charts, selecting team leaders and associates with
appropriate skills, hiring entertainers, public relations, marketing, and the myriad of tasksinvolved
in such an enterprise, under extreme time constraints, and intense pressure for excellence and
innovation. The experience culminates with the final exam, opening night, when dignitaries and
other customers arrive, the lights dim, the music and aroma of food waft through the air, glasses
“clink” together, and its show-time.

A BRIEF SYNOPSISOF WHAT ONE SHOULD LOOK FOR IN A GOOD
ACADEMIC SERVICE LEARNING PROJECT

Empirical studies provide support for the effectiveness of experiential learning approaches
in general, service learning pedagogies in particular (Madsen, 2004, Russel & Sibthorp, 2004,
Slavkin, 2003, Lizzio, 2004, Anonymous, 2004). Research on brain-based pedagogies (BBP)
largely supportsthe premisesof servicelearning (Slavkin, 2003). BBP proposesaview of cognition
that envisionsthe brain asacomplex interrelated ecosystem. Thisapproach assertsthat the stronger
the interaction between information and skills, and the more individually relevant and meaningful
the experiences, the greater thelikelihood that studentswill engagein higher order thinking, and the
more likely knowledge will become nested and accessed to effect thinking and behavior. Learners
learn better in environments which are intriguing, multi-sensory, and with dynamic problemswith
multiple solutions. BBP states that a good learning environment allows students to:

1 Demonstrate knowledge
2. collaborate
3. incorporate curricula

Furthermore BBP maintainsthat it is critical that participants be offered the opportunity to
reflect (Steffes, 2004). Without it, the learning process cannot be enhanced through thoughtful
reconsideration, abstraction and experimentation with modified perspectives and approaches.
Petkus, et a (Petkus, 2000), maintain that a good academic service learning project must contain
each of thelearning phasesidentified by Kolb (Kolb, 1984). In other words, agood servicelearning
project must present the student with not only reflective opportunities, but concrete experiences, a
chance for abstract conceptualization, and active experimentation. Therefore:

4. Must offer opportunities for exposure to concrete experience, reflection, abstract
conceptualization, and active experimentation

Furthermore, BHP asserts that when learners become involved in decision-making and
applying curricular knowledgetoreal life, the more likely the information appears meaningful and
relevant and isretained. The environment should be one whichiis:

5. Multiple sensory, as opposed to a pure lecture format
6. Presents dynamic multi-causal issues with multiple solutions

Also any servicelearning project must be analyzed “holistically” as each project createsits
own dynamic which has an immediate effect on learning outcomes. It must also have clearly
delineated goal sand be thoughtfully constructed in away which assures benefitsto both the students
and the recipients of the service.

7. Must be considered “ holistically” and have thoughtfully constructed with goals and
limits delineated and the project environment carefully considered.
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A fina critical characteristic, also highlighted by BHP theory, is that the project must
“intrigue” and “interest” student participants. However, this author’ s experience suggests, that it
is critical that student participants go well beyond interest and intrigue and develop a sense of
ownershipinthe project and begin to associate their own fortunes, their own sense of integrity, with
the project.

8. Is aware of the need for projects to “intrigue” and “interest” participants, and
includes effective tools to motivate students to feel personal ownership of the
projects and have an intimate persona concern with its success or failure.

GVC EMPIRICAL EVALUATION: THE BIG EIGHT- EVALUATING THE GVC

Below | apply the* big eight” characteristics of good servicelearning projectsto an analysis
of the GVC. Of course by thefifth iteration we have ironed out many of the bumps and addressed
many of the problems which we encountered.

1. Demonstrate Knowledge: The GVC is set up into sub-teams, one for each of Accounting,
Operations, Design, Public Relations, and Marketing. Before being selected for employ in any one
of the departments, students have to submit a full resume and cover letter explaining why they
believe they are qualified for the position for which they are applying. These resumes and letters
are read by the professor, and in consultation with students and other faculty, positions are filled.
Majorsand experience are matched to functional position requirements. For example, itistraditional
for accounting majors to be selected to run the accounting operations of the GVC. Accounting is
in charge of setting up financial statements, budgets, a purchase order system, managing petty cash,
managing working capital, managing cash the night of, collecting and consolidating timelines and
producing a GV C critical path model and/or other charts.  Asaresult of this set-up students get
ample opportunity to demonstrate knowledge.

2. Collaborate: The entire GVC is a collaborative exercise. The organizational structure of the
GVCisquiteflat and collaborativeinter-team meetingsare highly encouraged. Many are structured
into the format of the project itself. The GV C team coordinators set up a Y ahoo group web-space
where each department places all of its meeting minutes for every other group to see, where group
emails are posted, polls are taken about concepts, where group emails can be sent and recorded for
access and email addresses and cell phones are listed. The entire GVC meets on a weekly basis
during which each sub-team givesashort 10 minute presentation regarding progress and challenges
after which they invite associate input from al of the GVC. After this, the GV C separates into
department/teamsand sub-team coordinatorsusethistimetointegrate new ideas, discusschallenges
and address critical current items.

3. Incorporate Curriculac The first six weeks of class are when the more traditional lecture
PowerPoint presentation, text reading, and quizzes take place focusing ailmost exclusively on the
sections of the business plan relevant to sub-team responsibilities (finance, marketing, etc.). Past
analogies drawn from previous years experiences and other small business cases are used to
illustratethe conceptstaught. Thefinal chaptersof the coursefocuson customer serviceand include
adebate of “Raving Fans’ by Blanchard (). The GV C teamisgiven achallengeto design aunique
and innovative serviceplan for that year' sGV C aong the lines of the extraordinary examplesinthe
book by Blanchard.

4. Reflection: First, theweekly meetings during which each group presentsitsprogress, challenges
and ideasisagreat chance for them to reflect upon decisions and optionsasagroup. Secondly, we
have al so noticed that the web space has become a vibrant reflective vehiclefor GV C associatesto
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reflect upon decisions, poll GV C associates, and test new approaches. Thirdly students participate
in a fairly complete trial run during the last week, testing out and modifying plans for opening
night’ soperations. Fourth, students meet after thefirst night in aserious discussion of mistakesand
triumphs, and make modificationsfor incorporation during thefinal night. Thislast year, the chefs
made breakfast for all associatesafter thefirst night at which problemswere discussed and sol utions
decided upon. Thefinal source of reflectionistherequirement that each department createahistory,
with contacts, forms, emails, problems and solutions, recommendations for future “GVC' ers’,
meeting minutes, and other important issues.

5. Multiple Sensory as Opposed to Pure Lecture Format: As previously discussed, the GV C uses
a combination of traditional lecture, PowerPoint presentations, quizzes and direct experiential
immersion. Also, we shortened the traditional course content, freeing up more time during the
course for application and experience.

6. Presents Dynamic Multi-Causal Issueswith Multiple Solutions: We have observed that over the
yearsthis seemsto be anatural outgrowth of the operation of the GV C project. Infact this presents
the greatest challenge to young sub-team coordinators (team leaders). The entire event forces
students to make difficult decisions under fire, not only night of, but due to the compressed time-
frames of the entire project. Students learn that suppliers and vendors do not always do what they
say when they say they will. Then they arefaced with having to design alternatives or compromises
from the optimal solution. A caution here isto tread lightly and only intervene when absolutely
necessary. Let thereal life education roll whenever possible.

7. Must be considered “holistically” and have thoughtfully constructed with goals and limits
delineated and the project environment carefully considered.: In a sense there are two levels of
learning going on, one with students of the event during the 10 week project, and with us as
educators in alonger term way, about the project’s design. The reader is encouraged to visit our
website located at www.globalvillagecafe.org . The goals of the GVC are clearly outlined and
explained to the students. The syllabusitself isabout 12 pageslong, alarge portion dedicated to the
global village café. The ten week timeframe along with the course content requirements hasled us
inevitably to thedecision that we could not start each year’ sproject without abeginning framework.
On the other hand we would like each year to have to struggle with most of the major questions.
Therefore, each year the GV C is presented with the prior years histories, contacts, a reservation
database, access to past GV C employeesfor advice. And most importantly, the back of the house
(the culinary operation) is pre-arranged for the students, although students play an important part
inthe selection of the cuisineand presentation. Thislast year the GV C partnered with aprofessional
culinary university.

8. Thereare many effective waysto generate student commitment: | believethat this, partially not
by plan, has turned out to be one of the GVC strong-points. Getting student commitment from
seniors in their final year of undergraduate education, while they are juggling jobs and school,
looking for permanent employment, and involved in extra-curricular activities can be a chalenge
as any undergraduate professor will admit. However, somehow the GV C seemsto have the power
to get student commitment well beyond what is expected. Students will work 20-30 hours, on
occasion, just on this project, because they choose to. | can find students hanging around the
business building after hours discussing plans for the event, having group meetings, and
brainstorming.

Thefirst possible, though clearly only partial, explanation isthe student evaluation system.
50% of thefinal classgradeisthe GVC. Thisauthor isconsidering raising thisto 60% for the next
year. Each individual is graded based on two components. Thefirst isthe team component. The
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second is the individual component. Students receive the overall team score unless there is some
individual deviation from that score. The penalties are clearly delineated.

Other commitment devices include the peer awards given after the final meal in a meeting
with al of the GVC associates. Awards include the coveted top GV C associate, sales awards and
others. These awards comewith cash or prizes, aplague or certificate, and the guarantee of araving
letter of recommendation from faculty.

Clearly the substantial independence and decision making authority for students within the
GV Cwasanimportant reason for student ownership and commitment. Thetrick istowalk thefine
line between intervention and total independence without snuffing out enthusiasm.

It has become unambiguously clear that the grade is only of peripheral explanatory value
when analyzing the reason for the high level of commitment. Another commitment device is the
philanthropic mission of the GVC. Philanthropy hasremained theraison de-E’tre of the GV C. The
2004-2005 year was labeled “Year of the Globa Child”. In fact, it appears that this theme has
turned out to be the most compelling for students of all genders, and one which motivated and
incredible amount of commitment from them. The GV C was able to generate thousands of dollars
for children’s causes.

The effectiveness of personal involvement with the philanthropy as a commitment device,
as opposed to solely participating in the generation of funds, has been revealed to usover the years.
For example, this year the students organized a party for a local school for disabled children,
cooking for them, arranging a story-teller and magician, as well as clowns. Students were paired
with individual children for the meal. The personal exposure to these children with the students,
many of whom had never been exposed to special needs children, clearly had an emotional impact.

Certainly all of the media attention has had an impact on student commitment. Every year
the event gets news coverage in the local news as well asin mediawith more statewide coverage.
Sometimes there is also television coverage live at the event.

Another motivator isthefact that real customersattend the event. Many arefellow students,
past GV C alumni, parents, university employees, dignitaries, and successful Alumni. ThePresident
and his wife and the Dean of the School of Business always attend with many Advisory Board
members. This puts pressure on students to excel and try to surpass the results of previous years.

Over the years, the GV C has become a highlight for the student experience for at least 25
to 40 studentseach year. These studentshave begunto perceivethemselvesaspart of aspecial club,
afraternity/sorority of “GVC’ers’. This year, the communication between the GV C staff for this
year continued on until graduation day with students exchanging phone numbers. Every year many
of the patrons at the GV C are past alumni, coming to enjoy ameal and to size up thisyear’'s GVC
compared to their project. Again, thisisan unplanned unforeseen development which we greet
with enthusiasm.

CONCLUSIONS

Business educatorsare faced with an environment in which they deal with competition from
other schools in an environment of rising tuition and the appearance of new lower cost on-line
options. Indeed they areal so facing increased demandsfor real-world skillsfrom public and private
employers in order to justify higher paid degreed applicants. Traditional MBA programs have
experienced decreased demand for their programs. Over the past few decades we are experiencing
increasing questions regarding the reigning pedagogical paradigm which view students as passive
recipients of lecture and textbook driven learning environments.

Thisresearchfocused on onevariant of thisexperiential paradigmknown asservicelearning.
The author presented the Global Village Café, afairly successful service learning project which
takesplaceeachfall at amid-western undergraduate AACSB accredited businessschool. The paper
identified eight criteriathat i dentify good servicelearning projectsand analyzed how well the Global
Village Café met those criteria. The findings support the conclusion that the GV C does indeed,
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fairly well, fulfill the*big eight” criteriafor successful servicelearning projects. One could argue
that the GV C has excelled in three areas, reflection, taking a“holistic” approach and commitment
devices. In terms of reflection, the GVC has evolved into one which has institutionalized
opportunities for reflection.

It isthis author’s opinion that one of the important characteristics of good service learning
projectsisthat they beintentionally designed which considered the environment which that projects
unique framework and dynamics create. Second and probably the most significant finding was the
identification of the critical importance of another key to successful service learning projects less
frequently discussed in the literature. That is the need to carefully build multiple commitment
devicesinto the servicelearning project to draw the studentsinto the project. These must be crafted
with the clear goal transforming perceptions of the project from one of being another academic
responsibility to personal involvement, one in which they begin to perceive that the success of the
project isdirectly related to their own sense of integrity. It should be aproject that isnot only seen
as having real world relevance and one that interests students, but one that creates commitment to
the goals of the project, loyalty, ambition, interest and enthusiasm.

References available upon request.
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ABSTRACT

Thisstudy examinesfactorsrelated to CEO cash compensation for a sampleof publicly-held
firmsthat are small, young, and growing. Our key finding isthat founder CEOs accept |lower cash
compensation than non-founder CEOs. This evidence suggeststhat, for small, young, and growing
firms, founder CEOsdo not extract unusually large private benefitsthat harmoutside sharehol ders.
Weaker evidence suggests. firmswith greater growth opportunities pay higher cash compensation
to CEOs; firmswith greater outsider representation on the board pay lower cash compensation to
CEOs; and firms with greater inside director share ownership pay higher cash compensation to
CEOs.

INTRODUCTION

CEO compensation isonemechani sm by which outside sharehol derscan mitigatethe agency
conflicts between managers and outside sharehol ders. Researchershavelong beeninterestedinthe
determinants of CEO compensation (see, e.g., Jensen and Murphy, 1990a; Mehran, 1995; and Core,
Holthausen, and Larcker, 1999;). However, most of these studies focus on the sensitivity of CEO
compensation to firm performance in larger, older, and slower-growing firms. The sensitivity of
CEO compensation derives from that compensation which is equity-based. Because CEO cash
compensation is not sensitive to shareholder wealth, relative to equity-based compensation, cash
compensation is viewed as inherently more likely to increase agency conflicts between managers
and shareholders. All thingsequal, asthelevel of CEO cash compensation increases, themore CEO
incentives and shareholder incentives diverge.

Because the nature of agency conflicts can differ for small vs. large firms, young vs. old
firms, and high-growth vs. low-growth firms, the mechanismsfor resolving these conflicts also can
differ. Consequently, the determinants of CEO compensation documented in studiesof larger, more
mature firms cannot necessarily be generalized to other types of firms. No studies (to our
knowledge) have examined CEO cash compensation in small, young, and growing firms.

Thegoal of thisstudy isto investigate the determinants of CEO cash compensation in small,
young, and growing firms. We gathered 144 firms from the 1999 Compustat file. Each firm had
a book value of assets less than $45 million, had been incorporated 15 years or less, and had
experienced at least a40% total increase in sales over the previous 5 years. We then analyzed the
rel ationships between the status of the CEO asfirm founder, growth opportunities, board of director
composition, financial leverage, ownership structure, and total CEO cash compensation. Our sample
period covers the years 1996-1999.

Thisanalysisis designed to determine whether firm founders use their position as CEO to
extract higher cash compensation, whether firmswith greater growth opportunities pay higher cash
compensation for managerial talent, whether inside board members use their influence to increase
CEO cash compensation, and whether outside board membersusetheir influenceto limit CEO cash
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compensation. We focus on the cash compensation of CEQOSs, rather than stock or stock optionsthat
CEOs receive, specifically because cash compensation does not increase the sensitivity of CEO
wealth to the wealth of outside shareholders. Thus, cash compensation is more likely than equity-
based compensation to be a source of agency conflicts between managers and outside sharehol ders.

Examining whether founder CEOs receive higher cash compensation is particularly
appealing for our sample of small, young, and growing firms. Wearguethat founder CEOs of these
firms should be more valuable than founder CEOs of larger, older, and slower growing firms. This
would lead founder CEOsin our sampleto extract high cash compensation. However, we also argue
that founder CEOs in our sample of firms are often in relatively weak negotiating positions with
external financiers. Thiswould lead founder CEOsin our sampleto accept |ow cash compensation.
Because the net effect of these forcesis unclear, the relationship between founder status and CEO
cash compensation presents an interesting empirical issue.

POTENTIAL DETERMINANTS OF CEO CASH COMPENSATION
We test whether the following firm-specific factors are related to CEO cash compensation.

Founder. If the CEO of thefirmisalso the firm’sfounder, then the variable Founder is set
equal to one.

Market-to-book. Market-to-book ratio is the market value of equity divided by the book
value of equity, and is used as a proxy for the growth opportunities of the firm.

Outside directors. Outside directors is the percentage of directors who are outsiders.
Outsiders are not: officers and former officers of the firm; relatives of officers; and those directors
who have known business rel ationships with the company.

Financial Leverage. Financial Leverage is long-term debt divided by the book value of
assets.

Outside ownership. Outside ownership is the percentage of firm shares held by outside
directors on the firm’s board.

Inside ownership. Inside ownership is the percentage of firm shares held by all directors,
except the CEO, who are current officers of the firm.

CEO ownership. CEO ownership is the percentage of shares held by the CEO.

RESEARCH METHODS

Asdescribed in theintroduction, we gather asample of firmsthat aresmall, young, and have
fast growing sales. In our first series of tests we regress the logarithm of CEO cash compensation
on all variables discussed in the prior section. Inaddition, we control for firm size by including the
log of total assets as a right hand side variable. We refer to this variable ssimply as Firm Sze.
Finally, we control for the year in which the data are relevant. Because CEO salaries may have
changed over our sample period, we control for this possible effect by including the indicator
variable Year in all regressions. Thisindicator variabletakesavalue of oneif the datawere current
for 1998 or 1999, the later half of our sample period. In our second series of tests we regress CEO
cash compensation, scaled by firm size, on all variables discussed in the prior section as well as
Year. Because CEO cash compensation isscaled by firm size, we omit firm sizeasaright hand side
variablein theseregressions. Thefirst series of tests addresses factors related to the level of CEO
cash compensation. The second series of tests addresses factors related to the proportion of firm
assets devoted to CEO cash compensation.
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RESULTS

For our first series of tests we discuss (but do not show in table format) the results of
regressing the log of CEO cash compensation on all variables discussed in the “POTENTIAL
DETERMINANTS’ section, in addition to the variables Firm Sze and Year. The only variables
significantly related to CEO cash compensation are Firm Szeand Founder. Asexpected, FirmSze
ispositively related to cash compensation (p = 0.0115). More importantly, Founder is negatively
related to cash compensation (p = 0.0022). Astestsof robustness, we duplicated thefirst regression
(which includes al right hand side variables) using various, alternative model specifications.
Founder retainsits sign and statistical significancein each model. No other variables, except Firm
Sze, are significantly related to CEO cash compensation. The adjusted R-Square values for these
testsrangefrom 8.98%to 12.77%. Overall, theseresults suggest that foundersarewilling to accept
lower cash compensation to be CEOs.

For our second series of tests we discuss (but do not show in table format) the results of
regressing CEO cash compensation, scaled by firm size, on all variables discussed in the
“POTENTIAL DETERMINANTS’ section and on Year. Using this alternative measure of CEO
cash compensation, the negative sign on Founder (p = 0.0416) again suggests that founders are
willing to accept lower cash compensation to serveas CEO. Consistent withrelatively high-growth
firmscompeting more aggressively for managerial talent and paying arisk premium (to compensate
CEOsfor bearing greater employment and equity risk), Market-to-book ispositively related to CEO
cash compensation (p = 0.0023).

Agency theory generally predicts that outside director influence on the board mitigates
sharehol der-management conflicts whereasinside director influence on the board exacerbates such
conflicts. Our evidence on CEO cash compensation is consistent with those predictions. Outside
directorsisnegatively related to CEO cash compensation (p = 0.0805). Thisfinding suggests that
outside directors use their influence to limit CEO compensation that is not equity-based. Inside
ownership is positively related to CEO cash compensation (p = 0.0487). This evidence indicates
that inside directors with greater voting control use their influence to benefit the CEO. Taken
together, our findings regarding board control and share ownership support existing evidence on
other types of firmsthat suggests outside directors are more likely than inside directorsto servethe
interests of outside shareholders (Brickley and James, 1987; Hermalin and Weisbach, 1988;
Weisbach, 1988; Byrd and Hickman, 1992; and Brickley, Coles, and Terry (1994). None of the
remaining variables, which include Year, Financial Leverage, Outside ownership, and CEO
ownership, are significantly related to CEO cash compensation.

For tests of robustness, we specified severa different models to include those variables
initially found related to CEO compensation. 1nthese alternative specificationsall variablesretain
their original sign and most retain statistical significance. In particular, Founder is always
significant at the 0.087 level or better. The adjusted R-Square for the model that includes all right
hand side variablesis 10%.

Because the negative relationship observed between Founder and CEO cash compensation
is robust across multiple model specifications and across aternative measures of CEO cash
compensation, weview thisresult asthemost reliable and interesting onefromthisstudy. Although
our findings concerning Market-to-book, Outside directors, and Inside ownership are suggestive,
they should beinterpreted with caution becausethey are sensitiveto different measuresof CEO cash
compensation.

SUMMARY AND CONCLUSION
In this study we investigate the determinants of CEO cash compensation for a sample of

publicly held firmsthat are: (1) small; (2) young; and (3) growing. Thesethree firm characteristics
describethetypeof firmthat many peopleenvision whenthey think of firmsrun by “ entrepreneurs.”
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Although numerous studies have investigated CEO compensation in larger, older, more established
firms, none to our knowledge have focused on the type of firms that are sampled in this study.

The main finding from this study is that, for a sample of small, young, and growing firms,
founder CEOs accept lower cash compensation than non-founder CEOs. The evidence regarding
founder CEO cash compensation is robust to numerous model specifications and aternative
measures of cash compensation. We conclude that founder CEOs cannot use their special statusto
extract unusually large benefits at outsider shareholders expense when firms are in an early,
dynamic stage. A reasonable interpretation of the evidenceisthat CEO founders of thesefirmsare
unproven and have a greater need for external financing. These two factors weaken the ability of
CEO founders to negotiate high cash compensation.

Wesaker evidence from this study suggests that small, young, growing firms pay CEOs
greater cash compensation when thefirm’ sgrowth opportunitiesarerel atively high and wheninside
directorshave more control over thefirm’sshares. In contrast, thesetypesof firmspay CEOslower
cash compensation when outside directors control more board seats. Although our findings
regarding these other factors are less robust, they are broadly consistent with agency theory
predictions.
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SOURCESAND TYPES OF OPPORTUNITIES FOR NEW
ENTERPRISE ESTABLISHMENT AMONG RURAL
COMMUNITIES: A CASE STUDY OF 10 FARMING

COMMUNITIESIN GHANA

S. D. Boateng, University of Reading
S.D.Boateng@Reading.ac.uk

ABSTRACT

This paper presentsthefindings of a research conducted to deter mine the sour ces and types
of opportunities for new enterprise establishment among people living in rural communities of
Ghana. In all 71 entrepreneurs and 32 prospective entrepreneurs were selected from 10 rural
communities and interviewed using interview schedules and recording of life stories. The data was
analysed qualitatively. The findings reveal ed that even though entrepreneursin rural communities
do recognise the existence of opportunities for new enterprise establishment in innovations, this
usually happens after they had acquired self-employable skillsand arein the process of mobilising
financial and material resources. The research also reveal ed that the most predominant sour ces of
opportunities frequently recognised and used by prospective rural entrepreneurs are parents and
spouses. Through social interaction between parents, spouses and their dependents, prospective
rural entrepreneursidentify three types of opportunities for new enter prise establishment namely;
opportunities to acquire self employable skills; opportunities to apply self employable skills to
establish new enterprises and opportunities to regenerate latent skills for new enterprise
establishment. These types of opportunities improve upon entrepreneurs ability to use available
technical innovations for new enter prise establishment.
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THE STATE OF THE ART OF ACADEMICALLY BASED
ENTREPRENEURSHIP CENTERS

Michael R. Bowers, Rollins College
mbower s@r ollins.edu
CeciliaMclnnisBowers, Rollins College
Gabriel Ivan, Rollins College

ABSTRACT

This paper describes the results of a national survey of directors of academically based
entrepreneurship centers at colleges or universities. Theresultswill be of interest to current and
prospective center directors, faculty associated with such centers and administrators responsible
for directing organizational resources to entrepreneurial activities.

We describe the general profile of current centers with regards to institutional resources
(human and financial), activities in which the centers engage, levels of student involvement,
composition of advisory boar ds, funding sour ces and means by which successismeasured. Wealso
describe the activities and structure of the typical center director’sjob. Attributes of centersare
correlated with reported measures of success and levels of recognition. Content analysis of open-
ended questions provides suggestions as to how excellence is achieved in centers and what
challenges the future holds. The paper concludes with summary observations fromthe resultsand
implications for centersin development or early in their operations.

The sampling frame was developed from a general Internet search, use of Entrepreneur
magazinelistsand the member ship list of the National Consortiumof Entrepreneurship Centers, and
yielded a list of 120 centers. We received responses from 53 entrepreneurship centers for a
response rate of 44%.
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SMALL BUSINESSGROWTH: DEVELOPMENT
OF INDICATORS

Jack L. Howard, Illinois State Univer sity
jIhowar @ilstu.edu

ABSTRACT

While small businesses continue to flourish in the private sector, there still continue to be
small businessesthat either do not experience the success that the ownersdesire or that ultimately
fail. Inorder to better understand the conditionsthat indicate when a small businessis growing or
ready to grow, not only do indicators of growth need to be developed, additional indicators
concerning the organization’s plans, communication, and human resour ce management i ssues of
trust and challenges need to be examined, since theseissues might influence organizational growth.
This article attempts to develop instruments that can be used to assess small businesses and the
conditions that need to be present in the businessin order to enhance the likelihood of successful
growth of the business.

INTRODUCTION

A large component of the U.S. economy is the result of successful small businesses. To
illustrate the role that small businesses play in the U.S. economy, statistics found in small business
textbooks (e.g., Scarborough & Zimmerer, 2003) indicate that small businesses account for 98.5
percent of all businesses; 75.8 percent of the nation’s new jobs; 52 percent of the private sector
workforce; 51 percent of private sector GDP; and 47 percent of business sales. These facts provide
evidence that small businesses are important to the health of the U.S. economy.

The present study attempts to extend preliminary research conducted by Howard (2001),
where the focus was to begin to determine when a small business owner might consider expanding
hisor her workforce. Planning, communication, trust and additional human resource management
concernsthat might influence organizational growth in areas such as profits, salesand market share
will also be considered. First, this study will briefly discuss the literature to date, focusing on
growth, planning, communication, trust and human resource problems. Second, theresearch method
will be described. Third, the results of the scale development will be presented, to include a brief
description of theitemsincluded ineach scale. Finally, adiscussion of theimplicationsof the scales
will be presented.

LITERATURE REVIEW OF SMALL BUSINESSGROWTH

Given that the present study focuses on the devel opment of instrumentsthat are designed to
measure conditions within a small business that may be related to profits, sales and market share,
all functions of firm growth, the literature review will also focus on firm growth. Additionally,
references will be made to human resource management issues, such as the expansion of the
workforce, planning, trust, communicationin organi zationsand human resource problemsthat small
businesses face, given that these issues can influence the growth of small businesses.

Flamholtz (1990) has laid out a framework describing how businesses grow. While
Flamholtz (1990) identifies seven stages of organizational growth, thefirst 3 stagesare of particular
importance and interest to small business (Howard, 2001). The first stage is that of new venture,
which is when a small business is just beginning. Markets and products are being defined and
developed inthisstage. The second stageisexpansion, and can focus on increased sales, revenues,
market share, and ultimately the number of employees (Flamholtz, 1990). The third stage is
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professionalization, and focuses on formalizing the goals, processes and functions of the
organization, and is considered to be closely related to expansion (Howard, 2001).

Examining stagestwo and three more closely, human resource management concerns begin
to enter the picture in these stages. During expansion there may be a need for an increase in the
number of employees. This can be aresult of trying to increase sales and market share, aswell as
organizationshaving to battleturnover of employees (Flamholtz, 1990). Additional problemsresult
because of the increased growth, resulting in situations where employees believe that they know
what the status of the inventory of the product, only to find out later that the product they believed
to bein the inventory is gone (Flamholtz, 1990).

During professionalization, management systems focusing on planning, organization,
management devel opment and control are developed (Flamholtz, 1990). The formalization places
an emphasis on organizational planning, which may include the number of employees in the
organization. Additionally, control measures could also include enhancing communication in the
organization, as well as addressing human resource management problems.

While forma planning may not be prevalent in small business, there is evidence that
planning is related to the successful growth of small businesses (Gray, 1999). In two different
qualitative studies (Barringer & Greening, 1998; Greening, Barringer & Macy, 1996) evidencewas
found that in order to successfully expand the workforce of a small business, planning for growth
must be carefully done, considering awide variety of human resource management issues, such as
revision of compensation plans and providing realistic expectations to new employees. All of this
evidence indicates that planning in small business may be an indicator of when a small business
should expand its workforce (Howard, 2001).

A second area of interest as small businesses expand their workforce is the importance of
communication. Communication with employees should be focused at ensuring that employees
understand the direction of the organization, leading to a sharing of the organization’s vision and
objectives (Dyer, 1996). When organizations expand, communication difficulties have devel oped,
and it is important to attempt to proactively address potential communication issues before and
during the time when expanding the workforce (Greening et al., 1996; Nichols-Nixon, 2005).
Consistent with thesefindings, Howard (2001) found that communi cation of the organization’ splans
through meetings demonstrated a positive, significant correlation with growth of organizational
profits.

Trust is an issue that has not been widely studied in relation to growth in small business.
However, trust has been found to have asignificant, positive correlation with organizational profits
(Howard, 2001). Small business owners and managers in small business need to be able to trust
their employees. If they do not develop some level of trust in their employees, they may find
themselves attempting to complete tasks and jobs themselves rather than delegating tasks to
employees. Thiscan lead to an underutilization of employees, aswell as contributing to the burnout
of small business owners and managers.

As asmall business expands its workforce, it is reasonable to expect that the organization
will experience some problems of a human resource management nature (Kotey & Slade, 2005).
In an exploratory study by Howard (2001), a wide variety of human resource problems were
identified by owners, managers and employees of small business. Most notably, staffing problems
and appropriate salaries were noted as contributing to problems in the organization.

METHOD
Sample
To establish the reliabilities of the scales, a systematic, random sample was drawn from a

10 county areain the Midwestern section of the United Sates. A list of 4000 small businesses was
obtained from the State of I1linois Department of Commerce and Community Affairs. Selection of
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organi zations was based on arule of selecting every other organization, resulting in a sampling of
2000 small businesses. Responding organizationsranged in size from 2 to 600 full time equivalent
(FTE) employees, with a mean of 48.6 FTEs. Organizational sales ranged from $60,000 to $175
million, with a mean of $9,373,840.

Procedure

Surveys were sent to the owners of small businesses. If the owner could not be identified,
the surveys were mailed to the president of the small business. A cover letter describing the study
accompanied the surveys. The cover letter indicated that participation was voluntary and that
responses would be kept confidential. Of the 2000 surveys mailed to small businesses, 154 usable
surveys were returned, resulting in a 7.7 percent response rate. While the response rate is low,
enough datawas collected to alow for the effective analysis and devel opment of scalesto measure
organizational growth, planning, communication, trust and human resource problems.

M easures

Aspart of acomprehensivesurvey, participantseval uated several statementsassociated with
their small business concerning firm growth, planning, communication, trust and human resource
problems. The participants rated these items on 5-point scales, ranging from 1 (strongly disagree)
to 5 (strongly agree).

Analyses

Data were analyzed using SPSS 12.0 for Windows. First, correlation coefficients were
calculated to determineif any preliminary relationships existed among the variabl es associated with
each scale. Second, factor analyseswere conducted to determineif theitemsloaded on the proposed
scales. Factor analyses were conducted with growth and planning, growth and communication,
growth and trust, and growth and human resource problems. Thiswas done to ensure that none of
theitemsin the growth scale loaded with itemsin the scal es proposed to influence growth. Finaly,
reliability analysiswas conducted for each proposed scal e based on the results of thefactor analyses,
in an attempt to determine the reliability of the scales.

RESULTS

Correlation coefficients were significant and positive between the items proposed to be in
each scale. Factor analyses were conducted on the growth scale items four times, once each with
the planning scales items, communication scale items, trust scale items, and human resource
problemsitems. Ineach of thefactor analyses, theitems|oaded onto components as proposed, with
two exceptions. When theitemsfor thefirm growth and communi cation scaleswerefactor analyzed
at the same time, a third component was identified, on which one item from the firm growth scale
and oneitem from the communication scale loaded. Given that these two items did not load on the
appropriate scales as proposed, these items were dropped from the scales.

Reliability analysesindicated that each scale wasreliable. Thereliability coefficient of the
firm growth scale was 0.87, while the reliability coefficient of the planning scale was 0.88. The
communication scaleresultedinareliability coefficient of 0.79, whilethereliability coefficientsfor
the trust and human resource problems scales were 0.83 and 0.81, respectively.
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DISCUSSION

Theresultsassociated with the present study beginto reveal someof theunderlying concepts
that comprise indicators of issues facing small business. The study establishes scales that are
intended to be used to study small businesses as they grow, extending the research of Howard
(2001). These scales can be used to further the examination of what the major issues are asasmall
business grows, as well as potentially identifying when a small business should expand its
workforce.

The firm growth scale was found to be reliable, and focuses on growth over a five year
period, an increased number of employees, increased sales, increased profits, increased market
share, and continued growth. In order to gain a full understanding of the total firm growth in a
business, taking into account market share, profits, sales and the number of employees provides a
more complete picture of the current state of the small business, and is consistent with various
models and theories associated with firm growth (Flamholtz, 1990).

The planning scale developed in the present study incorporates both formal and informal
planning, recognizing that not all plansin small businesses will be formalized in awritten format.
Additionally, a variety of plans can exist in organizations, such as strategic, operationa and
contingency plans, which have a so been incorporated into the scal e in an attempt to understand the
extent of planning in small businesses. Monitoring progress, resourcesto support aplan, employee
understanding of the plan and rewards associated with plan achievement have aso been included
asitemsin the planning scale. Theinclusion of each of these items provides a more complete view
of not only the plans, but the organization’s intent to support the plans.

M ost communicationinsmall businessesisverbal, and the communi cation scal eincorporates
items that focus on verbal communication, as well as the effectiveness, efficiency and orderliness
of meetings where information is communicated to employees. These items were specifically
incorporated into the scal e since communi cation of organizational plansin meetingshasbeenfound
to have a positive, significant correlation with growth of organizational profits (Howard, 2001).

Small business owners cannot alwaysaddressall of theissuesthat their small businessfaces
themselves. This means that small business owners need to trust their employees to do their
assigned tasks, make solid decisionsthat support organizational success, and that an employee can
step in where needed. Trust has not been studied often in small business research, but has been
found to have a significant, positive relationship with organizational profits (Howard, 2001).

Human resource problems are encountered by all types and sizes of businesses, including
small businesses. The predominant human resource problemsidentified by Howard (2001), focused
on hiring employees, obtaining the right number of employees, having enough employees to
complete the jobs necessary to the organization, and having effective compensation for employees.
Each of these items was incorporated into the human resource problems scale.

CONCLUSION

The present study extends prior research by establishing scales that can be used to examine
small businesses (Howard, 2001). Future research should utilize these scales and focus on
determining how planning, communication, trust and human resource problemsmight influencefirm
growth. Future research should also begin to attempt to determine when a small business should
increasethe size of itsworkforce, attempting to determineif acausal relationship existsbetween the
various items within the firm growth scale. By focusing research on these two areas, valuable
information will be gained, further assisting the growth of amajor engine in the U.S economy.
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ABSTRACT

The strategic development of resource stocks and their effects on firm performance was
tested in small firms. Specifically, analysis was made of the impact on performance of strategic
planning mechanisms (mission statements and strategic plans) and the differential impact of the
typesof resour cesavailablefor devel opment (tangibleand intangible). Examinationwasalso made
of the performance effects of investments in non-professional versus managerial and professional
workers. Results show that flexible, short-term strategic planning positively influences firm
performance. But, the greatest effect wasidentified in investmentsin managerial and professional
employees, especially those investments aimed at selection (through unstructured interviews) and
later training (after thefirst year of employment).

Our findings underscore the unique management challenges of small firms. They face a
critical reliance on establishing and maintaining informal methods of control and communication
while undertaking sensitiveinvestmentsin resour cesunder conditionsof scarcity. Our resultspoint
to clear patterns of management and investment in top-performing small firms, and should interest
researchers aiming to extend our understanding of small-firm resource development and
practitioner s attempting to make often difficult resource management decisions.
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ABSTRACT

Past research hasindicated that the smaller the business the less likely the business would
be to engage in formal training for employees. However, much of the past data overlooked formal
training in the smallest of small businesses. This study investigated, within the manufacturing
industry, the following claims: (a) small manufacturing businesses provide less training than the
average small business, (b) the smaller the business the less likely formal training isto occur, ()
regardless of the business size the importance of formal training remains the same, and (d) small
businesses that value formal training will budget for that formal training. Three of the four
hypotheses wer e supported with the remaining hypothesis being partially supported (p < .10).
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DEVELOPMENT OF AFRICAN AMERICAN, FEMALE-
OWNED ENTREPRENEURIAL FIRMS

Doris M. Shaw, Northern Kentucky University
shawdor @nku.edu

ABSTRACT

An upsurge in the interest of the role of spirituality in the workplace has taken place in
recent years. Sudies have concluded that spirituality has played a part in the progression of
corporate cultures, work force development, and long-term business success. However, little
attention has been devoted to the impact of spirituality on entrepreneurial small firms. This
phenomenological qualitative study focused on investigating the impact of spirituality on the
business practices of African-American, female entrepreneurs.

In-depth interviewswith over forty such entrepreneur swer e conducted to obtain data on the
subject matter. The data were then coded and analyzed using content analysis. This inductive
research approach allowed the details from the participants’ interviews to be framed in relevant
themes. The research findings indicated the presence of four essential personal principles—the
presence and acceptance of stable support, passion asa motivating factor, successin purpose with
profit as a byproduct, and excellence as an antithesis to obstacles. The implications behind this
research extend beyond those targeted in this research undertaking to all existing and aspiring
entrepreneurs.
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CASE DESCRIPTION

The primary subject matter of this case concerns the international public birth and
devel opment of a pioneering internet firmwith a short existence beforeits slow but positive growth
in amarket dominated by large multinational firmswhich also madeit the primetarget for takeover
and purchase. Theissue of valuation of thefirm'sinitial public offering sharesisthe central focus
for the case evaluator and student. How should the stock market value a firm whose major
competitors are virtual giants in the internet world and specifically, the multinational dot.com
world? The case has a difficulty level of five, appropriate for first year graduate level. The case
has both current and historical applicability for MBA students concentrating in cor por ate finance,
international financial management, or multinational corporateentrepreneurial relationsand serves
asa pedagogically sound tool for applied valuation of sharesfor multinational high-techfirms. The
case is designed to be taught in three class hours and is expected to require 6-8 hours of outside
preparation by students.

CASE SYNOPSIS

Thiscase affords studentsan opportunity -- fromboth a strategic and financial point of view
-- to evaluate Novaco’ sdecisionto go public whilesimultaneously assisting thefledgling firmdecide
froman international perspective the best alternative approach of market survival. The appraisal
hinges on the analysis of two kinds of restructuring: 1) the restructuring of other major playersin
the industry (Microsoft, HP and others) and the forces that motivate it and 2) the restructuring of
a single firm's residual-ownership interest or equity restructuring of a new firmin a potentially
saturated industry whose primary product simply known asthe” Internet” whichwaswidely known
and accepted now. Of primary concern throughout is why firms go public domestically and
internationally and how the offering price can be estimated and evaluated, especially when the
forces of international markets are involved. Further, a peripheral issue is the impact of capital
restructuring -- the design of the firm' s debt and equity claims with an emphasis on changesin and
additionsto itsclientele and investors, the allocation and deter mination of asset value, and thereal
potential for failurein new markets by upstart firms. All data el ementsand statementswere derived
from public internet data and public financial data, and NOVACO represents a fictitious firm
although its financials may resemble othersin the industry. No private or insider information was
provided or extracted from company files or other such cases that reference this firm.
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CASE DESCRIPTION

The purpose of this case is to provide an international negotiation simulation exercise,
derived from a specific setting adapted from a real situation, that tests the ability of students to
overcome cultural and political obstacleswhileengaging in coalition building in order to structure
an integrative and mutually beneficial agreement. The case is appropriate for upper division
undergraduate students or graduate students, depending upon the depth with which the instructor
wishesto explorethe caseand theinstructor’ scomfort level withtheissuesincludedinthecase. The
negotiation exercise is designed to take about two to three hours (including the debrief), although
more time may be spent on it. The case requires that students devote approximately one hour of
preparation for the case, but this time can be spent outside class if necessary.

CASE SYNOPSIS

TheFusion Energy Experimental Tokamak (“ FEET” ) SteNegotiationsimulationisamulti-
party and coalition building negotiation exercise. Inspired by the real-world negotiations
surrounding the Inter national Thermonuclear Experimental Reactor (I TER), thisfascinating multi-
party negotiation simulation provides outstanding lessons in coalition building, difficulties in
mai ntaining coalitions, inter cultural communication, real world politicsand, of cour se, negotiation
skills. Thereal-world I TER negotiations (pronounced “ ee-ter” , which is Latin for “ theway” ) had
their rootsin a 1984 proposal by the Soviet Union seeking a method to harness nuclear fusion as
an energy source. More specifically, the proposed ITER reactor would essentially be a gigantic
vacuum vessel surrounded by super-conducting coils that magnetically confine hydrogen plasma
in the shape of a doughnut. Once accomplished, the temperature of the plasma will then be
increased to the point of igniting fusion, a method that scientists view as a credible first step to
capturing fusion as a feasible commercial energy source.

Despite having had its genesis in 1984, the real-world negotiation involving I TER was not
completed until June of 2005. Distilled to itsessence, the TER negotiation resulted in Francebeing
designated as the location for the reactor with Japan being granted the lead rolein managing and
directing the effort. Accordingly, the research related jobs primarily will go to Japan, and the
construction jobswill go to France. Thisreal-world outcome — after such protracted negotiations
spanning over 20 years—is provided for informational purpose only and isnot at all suggestive of
what should or should not happen when conducing the FEET simulation.

FEET, whileinspired by ITER, isneverthel ess separate and distinct fromI TER and, in fact,
the outcome with the most possible points for ALL of the partiesin the FEET simulation would be
for the parties to agree to build two reactors. Interestingly, none of the six partiesindividually has
the allocated resourcesto fund one FEET reactor, but collectively the six parties actually have the
resources to fund two FEET reactors. Despite intense disagreement by the parties over where to

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 143

build any FEET reactor, the parties nevertheless share a desire to fund FEET. Given that, no one
party has enough money its budget to fund a FEET reactor on its own, the parties are required to
negotiate over 1) where to locate the FEET reactor, and 2) how to apportion the cost.

While none of the parties knows for certain whether there are sufficient fundsfor two FEET
reactors, if any one party withdraws fromthe negotiation it is certain that therewill only be enough
money for one FEET reactor. In addition to each party s primary motivation to fund at least one
FEET reactor, each party hasa secondary motive: For Russiaitisto procure funding for a second
FEET reactor, for all othersit isto advance their preference for the site location.

Each party’s tertiary goal is to minimize cost (i.e., to reduce its financial contribution to
FEET). While this cost reduction motive may lead some parties to withdraw from the negotiations
and let other parties bear thefull financial burden of FEET, thisisbalanced by therisk of triggering
acancellation of FEET (which requires $15 Billion to fund) and the lost opportunity to influence
the site location of FEET (or in the case of Russia, the funding of a second FEET reactor).

Given that the best outcome for ALL partiesisto agree to build two reactors, the scoring
component in this simulation operates|ess as a pie-expansion or trade-off mechanismand more as
an incentive to prioritize. In addition to the specific prioritizing function of getting at least one
reactor funded (if not two), the scoring component also provides a modest incentive for the
participants to assume various cultural and political roles during the simulation. A remarkable
phenomenon to observe during the simulation is how the secondary cultural and political
components can overtake what should be the dominant objective of agreeing to fund at least one
FEET reactor.

GENERAL INFORMATION

The year is 2003 and the issue is site selection for the $15 Billion Fusion Energy
Experimental Tokamak (FEET) (A donut-shaped fusion reactor that confines plasma with a
magnetic field; tokamak isaRussian acronym of Toroidalnaya Kamera Magnitnaya). Negotiators,
having in previous rounds of negotiation narrowed the site list down to just three candidate
locations, have now been tasked with selecting the site for FEET and with apportioning the cost
among the six participating countries.

FEET will not produce power, but isinstead astepping-stoneto an actual fusion power plant.
Scientists from around the globe will conduct experiments on FEET over a 20-year operational
period, and use the results of these experiments to advance understanding of fusion energy. All
FEET research is made public, so all countrieswill benefit from its construction. The country that
hosts the FEET reactor will benefit from increased prestige, so competition to host the experiment
isfierce.

FEET construction will take 10 yearsand cost $5.85 Billion. Inaddition, therewill be $1.15
Billion in management, engineering, and R&D costs over the 10-year construction period.
Operations will last 20 years with operating costs averaging $375 Million per year. The plant will
employ 300 professionals and 600 support staff during this time. After the 20 year operational
period, the reactor will be decommissioned at a cost of $500 Million. Thusthe total cost of FEET
is $15 Billion.

Therearesix partiesto the FEET negotiations: the E.U., China, Russia, Japan, South Korea,
and the U.S. Previous rounds of negotiation have established that each country must contribute at
least $1 Billion to the $15 Billion project or withdraw. Previous negotiations have also winnowed
thelist of FEET sitesto just threelocations: Rokkasho, in Northern Japan; Cadarache, in the South
of France; Vandell6s, in Northeast Spain. Each of these locations is perfectly suited for a FEET
reactor. Identifying possible FEET sitesisalengthy and expensive process; finding an alternative
site would take 1 year and cost $6 Million.
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Previous rounds of negotiation have indicated that each country is keenly interested in at
least one FEET reactor, and that Russiastrongly preferstwo FEET reactors. A second FEET reactor
would cost an additional $15 Billion.

Thisround of negotiationisbeing heldin Vienna, Austriaover athreeday period. TheE.U.
negotiator will serve as chair and is tasked with running the meeting according to rules of order.

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 145

WERE THE SEVEN HABITSHIGHLY EFFECTIVE?
THE FRANKLIN COVEY MERGER

CharlesF. Cozzens, Utah Valley State College
cozzench@uvsc.edu
Norman D. Gardner, Utah Valley State College
gardeno@uvsc.edu
Karen S. Whelan-Berry, Utah Valley State College
whelanka@uvsc.edu

CASE DESCRIPTION

This case explores the merger between Franklin Quest and the Covey Leader ship Center,
along with its aftermath. The objective isto provide students the opportunity to consider the many
facets of the merger including theimpact of the backgrounds and cor porate cultures of the merging
parties, the subsequent financial and operating results, and external factor sincluding the economy
and competition. This case also provides students the opportunity to sharpen their analytical and
research skills asthey access the SEC website and EDGAR database aswell as other websites that
provide economic and industry related information for the answers to specific questions.

This case is appropriate for use in an advanced business policy, strategy, or management
class, inan organizational behavior class, or inacorporatefinance or entrepreneurship class. The
case has a difficulty level of four, and should take from one to two hours of class discussion.
Students will require three to four hours of preparation time.

CASE SYNOPSIS

If the popular business pressidentified “ rock stars’ of management gurus, former college
professor Sephen R. Covey would be a leading candidate for the title. Author of The 7 Habits of
Highly Effective People—a mega-hit which has sold over 15 million copies and has been cited as
one of the top 10 most influential management books ever—Covey was named by Time magazine
in 1996 as one of the 25 most influential Americans. For Covey and his consulting company, 1996
was a record year.

Meantime, Franklin Quest, founded by HyrumW. Smith, had becomeamarket leader intime
management products and training and had aggressively expanded. Franklin had over 5,000
institutional clients and had trained 1.7 million individualsin the use of its Franklin Day Planner
System.

INn1997, the Covey and Franklin organi zationsmerged. Whilethefoundersof each company
anticipated . . . “ taking advantage of the many areas of synergy that exist so naturally between our
companies’, after a short honeymoon, it became painfully apparent that the marriage was off to a
rocky start. Record sales of $585 million were achieved in 2000, but have declined each year since
then. Annual profitability was last achieved in 1998.

This case presents an example of how the merging of two separ ate companies—even in the
sameindustry with perceived complimentary productsand services, similar cultures, and optimistic
senior executives—can oftentake year sto deter minewhether the merger wasa good decisionor not.

In addition to presenting an overview of each of the pre-merger companies, the merged
company—with many of its subsequent internal developments, financial and other operating
results—isalso presented for analysis. External factors, such asthe possibleimpact of 9/11 aswell
as economic and other changes since the merger are also presented. The question to be addressed
is: Was the Franklin Covey merger successful or not?
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DISASTER RECOVERY AT MERRILL LYNCH
FOLLOWING THE EVENTSOF SEPTEMBER 11, 2001

Jonathan Duchac, Wake Forest University
duchacje@wfu.edu
Cara Castellino, Merrill Lynch & Co.

CASE DESCRIPTION

Thiscaseanalysisexaminesthe process of devel oping and implementing a disaster recovery
plan. The case (1) discusses some of the inherent problems that large organizations face in
developing an effective disaster recovery plan, and (2) highlights the challenges of implementing
a disaster recovery plan in the face of real world events that vary from the plan’s initial
assumptions. This material is appropriate for undergraduate and graduate courses in risk
management, information systems, and business continuity planning. The case is designed to
supplement a general discussion of disaster recovery planning, and disaster risk management.

CASE SYNOPSIS

Developing a disaster recovery plan is a challenging process for most organizations,
requiring plan developers to strike an appropriate balance between breadth and detail. 1n 2001,
the Chief Financial Office organization began a disaster recovery process that was completed in
the early part of September 2001. This case reviews the process used by Merrill Lynch’s CFO
organi zation to devel op a disaster recovery plan, and the challengesfaced inimplementing thisplan
following the events of September 11, 2001.
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THE AMERICA’S CUP DEFENSE:
TEAM NEW ZEALAND

Robert Gilmour, Manukau I nstitute of Technology, New Zealand
bgilmour@manukau.ac.nz
Victoria Wise, Victoria University, Australia
victoriawise@vu.edu.au

CASE DESCRIPTION

The primary subject matter of this case is the effectiveness of risk management strategies
associated with the staging of a major international sporting event. A secondary issue examined
in the case concerns the proprietary rights of employers to the intellectual capital and skills
acquired by employees. The caserequiresan under standing of strategic risk management and good
cor por ate governance principles.

This case has a difficulty level of three or four and would be most suitable for senior level
students in a Corporate Gover nance/Business Ethics course. The case is designed to be taught in
three class hours and would require about eight hours of out-of-class time which includes reading
the case material and the articles listed in the references.

CASE SYNOPSIS

Team New Zealand (TNZ) is a syndicate that specialized in defending the title to a major
international sporting event, the America’s Cup Yacht Challenge (America’ sCup). The America’s
Cup is on a comparable level with Formula One motor racing. Title to the America’s Cup is
challenged and defended in the homewater s of thetitle-holder nation. Theimplicationsfor thetitle-
holder’s national economy are significant and positive, particularly for its tourism and boat-
building industries. Inearly March 2000, TNZ successfully defended itstitle to the America’ s Cup.
But by the end of March the contracts of all TNZ team members had expired and the sailors and
boat designers were facing an uncertain future. The yacht skipper, the tactician, and four other
long-time sailors all unbeaten in two America’s Cup Yacht Challenges joined a competitor
syndicate, the Svisschallenger, Alinghi. Aswell astheir considerablecrewing ability, theseex-TNZ
team members took with them considerable knowledge of the design of the 2000 America’s Cup
winning boat. TNZ was left without an overall leader responsible for balancing the needs of boat
development and sailing. The TNZ syndicatefailed in its defense of the America’ s Cup in the 2003
Challenge, losing all races in a series of five to Alinghi.

This case focuses on the many challenges encounter ed by management of the TNZ syndicate
in mounting their defense in a highly competitive environment and their ability to choose the
appropriate organizational structureand personnel necessary to meet those challenges. Theinitial
task for the student is to review the current organizational structure of the managing syndicate
along with the challengesand opportunitiesit faces. Sudentscan then usetheinformation provided
in the case information and references to develop risk management and corporate governance
strategies for success in an environment characterized by uncertainty.

BACKGROUND

Since the America s Cup challenge commenced in 1851, it has been traditional that the
defender faces the challenger in the defender’s home waters. In 2000, the Team New Zealand
(TNZ) syndicate successfully competed in the Americas Cup Y acht Challenge held in Fremantle,
Australia. Thisresulted in the transfer of the 2003 challenge to the new title-holder’ s home waters
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—the WaitemataHarbour in Auckland, New Zealand. Following are aseriesof eventsand strategic
decisions that shaped the planning and organization for the 2003 America s Cup defense by TNZ.

Following thewin by TNZ in 2000, ongoing discussions about management succession for
the 2003 America s Cup Yacht Challenge of TNZ from outgoing syndicate trustees to two team
members - the skipper Russell Coutts and race tactician Brad Butterworth - failed. By the end of
March 2000, the contracts of all team members had expired and the managing syndicate abruptly
changed the access of the team members to the yacht-base. The team members found themselves
locked out of the base and facing an uncertain future. As aresult the TNZ managing syndicate
failed to secure the team as an ongoing operation. Coutts, Butterworth and four other highly
experienced sailors, all of whom were unbeaten in two previous America s Cup challenges decided
to join a competitor syndicate, the Swiss team, Alinghi. TNZ was left without an overall leader
responsible for balancing the demands of boat devel opment and sailing needs. Subsequently Dean
Barker, also ateam member in the successful 2000 challenge, skippered the TNZ sailing crew inthe
2003 defense. Barker’s crew comprised a number of very experienced sailors, but they generally
lacked experiencein successful America sCup challenges. The TNZ syndicatefailed initsdefense
of the America s Cup in the 2003 challenge, losing al racesin a series of five to Alinghi.

I n assessing the strategi c management of risk and corporate governance principles, anumber
of important issues need to be considered by the student. These include the organization’s
management structure, its strategy of choosing a design-led defense for the 2003 match, and the
personalities involved and their accumul ated experience.

M anagement structure

A charitable trust structure (Team New Zealand Trust) controlled al TNZ entities. These
included a company responsible for defending the America’ s Cup and a company responsible for
organizing the America’'s Cup Challenge match. Coutts and Butterworth wanted to take over
responsibility for running the companies involved with the America s Cup defense but could not
reach agreement with the existing trustees. After more than two years of discussion and a matter
of weeks after TNZ won the America’ s Cup in 2000, the discussions failed. Subsequently Coutts
and Butterworth left TNZ and joined a competitor team.

Thetrust structure remained intact and anumber of new trustees were appointed in place of
some outgoing trustees. Three individuals with specific, self-contained areas of operational
responsibility (for sailing, administration, and boat design) were appointed. These individuas
reported to afour-person board of directors. A key missing element in thisstructurewasamanaging
director with overarching knowledge and responsibility.

Shortly after the loss of the America’s Cup in 2003, TNZ released areport on the Trust’s
unsuccessful management of the event. In many respects the report was damning of the
management strategies that were adopted and a clear link was drawn between management failure
and theloss of the America sCup. ‘ Team New Zeal and has admitted that the management structure
they adopted after the sudden departure of Coutts and Butterworth cost them the America’s Cup’
(The New Zealand Herald, 6 May 2003). Thereport said that ‘the most critical weakness was that
no one individual had a total overview of where the team was at and final responsibility and
authority over decision making'.

Cor por ate gover nance

Although the economicimplicationsfor thetitle-holders' national economy of mounting the
America’ s Cup defense are generally considered to be positive, this may not be the case for the
owners of the defender rights. Mounting adefender seriesis an expensive undertaking and hasthe
potential to ‘divide resources, tax sponsors and create division in a small country’ (The National
BusinessReview, 2003). Thebeneficial ownership of the TNZ Trust wasnot clear, and whether the
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Trustees desired to hold a defender series was debated in the popular press (The National Business
Review, 2003).

‘Corporate governance refers to the method by which an organization is governed,
administered, directed or controlled, and the goals for which it is governed’ (Dellaportas et al.,
2005). A good corporate governance structure such asthat envisaged under the Sarbanes-Oxley Act,
outlines the rules and responsibilities of participants involved in governing an organization,
improves the accuracy and reliability of disclosures made, and should lead to goal congruence
between managers and stakeholders. Corporate governance modelsintroduce controls designed to
reconcile conflicts of interest between managers and stakeholders. If TNZ had a sound corporate
governance structure in place, management objectives would have been transparent and the
prolonged conflict with key personnel may have been avoided.

Strategic management of the 2003 defense

Shortly after the 2000 win of the America s Cup the employment contractsof TNZ personnel
expired. Some sailors and designers began accepting contracts with other organizations. Two
months later the yacht skipper and the tactician also formally left TNZ to join a competitor
organization, the Swiss challenger Alinghi. Thus not only did TNZ adopt a weak management
structure, it also lost critical talent who possessed considerable intellectual knowledge.

As well as their considerable crewing ability, the ex-TNZ team members took with them
considerableintellectual capital by way of their knowledge of the design of the 2000 America s Cup
winning boat. TNZ was left with the need to have afaster boat to counter the loss of intellectual
property. The TNZ design team determined that to be competitivein 2003 they had to take amajor
step forward in boat design. They worked on a number of revolutionary concepts and eventually
chosearadically new design for theteam’ straining and racing boats. Thus TNZ mounted adesign-
led campaign for the 2003 challenge. The process of becoming design led was gradual and design
was abl eto dominate through the absence of an overall leader responsiblefor balancing the demands
of boat development and sailing needs.

TheTNZ boatbuilder Mick Cookson, who also built TNZ’ s2000 cup-winning yacht, warned
the trustees of flaws in the structures of their America’s Cup boats months before the 2003 races
series commenced, but was ignored. Cookson twice raised his concerns about the structural
elements of the boats with Team New Zealand designers. Problems with the training boat were
experienced during pre-match testing, and the boat suffered crippling hull and deck structural
damage, inthe areasthat Cookson had predicted, in the monthsleading up to theraces. The damage
meant that TNZ had nothing to trial their race boat against and this undermined their confidencein
theraceboat. Furthermore, the delivery of the boatswaslate (possibly dueto the complexity of the
design). Thismeant the testing and training period was severely reduced and race preparation was
inadequate. Asafurther result of the equipment failure on thetraining boat, the race boat was never
tested in the extreme conditions that prevailed during the five races comprising the actual match.
Asaresult the TNZ boat failed to finish two of the five match races through equipment failure.

SUMMARY

The departure of its experienced skipper (Russell Coutts) and tactician (Brad Butterworth)
was a significant factor in Team New Zealand' s failure to defend the America’s Cup in the 2003
challenge matches. Their presencein the ranks of the winning team Alinghi (the Swiss competitor)
wasacrucial differencein building acup-winning team from azero-base, in the sametimethat team
New Zealand had. The departures also played apart in Team New Zealand believing that it had to
takeamajor step forwardin boat design. It wasclear that the crew had little confidencein their boat
especially after the crippling structural damage to the training boat in the two months prior to the
races comprising the 2003 challenge. A sound corporate governance system may have aided in
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retaining the experienced crew and avoided a clearly flawed design-driven, and uncoordinated,
management strategy.
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PIXELON: A STRATEGIC EXAMINATION OF
CORPORATE GOVERNANCE AND ETHICS

Dawn Hukai, University of Wisconsin —River Falls
Dawn.Hukai @uwrf.edu

CASE DESCRIPTION

The primary subject matter of this case concerns corporate governance and ethics.
Secondary issuesincludetechnical managerial, financial, and marketing knowl edge, communication
skills, critical thinking skills, and coping with uncertainty and unstructured problem-solving. The
case hasa difficulty level of four, appropriate for senior level. The caseisdesigned to betaughtin
two class hours and is expected to require 10 hours of outside preparation by students.

CASE SYNOPSIS

Organizations with an interest in improving business education continue to increase
awareness of the broad range of skills that businesspeople must have to be successful. In addition
totechnical managerial, financial, and mar keting knowl edge, communication skills, critical thinking
skills, and coping with uncertainty and unstructured problem-solving are often listed as critical
skills that students should be devel oping.

Pixelonwasareal online broadcasting and online content startup that initiated its existence
with the most expensive launch party ever — iBash ‘99. In this series of four critical incidents,
students are presented with a brief history of Pixelon and several significant decision pointsfor the
company’ s executives and board of directors.

One of the main objectives of this case isto provide an opportunity for students to practice
their written and oral communication skills. The case is assigned as a writing assignment which
isthen followed up with class discussion about the case when the paper isturned in. Sncethecase
builds in facts and detail, the case provides a relatively deep learning environment over time.

Another objective of the case is to allow students to demonstrate their technical business
knowledge via discussion of management, finance, and marketing strategies. Since new factsare
introduced in each of the four critical incidents, the students must deal with uncertainty in
answering the case questionsin thefirst three critical incidents, which fulfillsthe objective of giving
students a chance to participate in problem-solving in an unstructured setting.
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QUIK SIX CONVENIENCE STORES:
THE ANATOMY OF AN EXPENSE REDUCTION
PROJECT

DennisKripp, Roosevelt University
dkripp@roosevelt.edu

Carl L. Witte, Roosevelt University
cwitte@r oosevelt.edu

ABSTRACT

The primary focus of this caseis on the problem solving processes and tools used by a large
retail organization asit attemptsto reducelegal expenses and improve efficiency. Secondary issues
include action planning, teamwork, and organizational behavior change following the
implementation of a new strategy. The case is appropriate for undergraduate and graduate level
students. It is designed to be taught in a two-hour course segment and does require several hours
of outside preparation by students. The case requires a good understanding of management
practices and quality management techniques.
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WHEN DOESSALESTALK BECOME AN EXPRESS
WARRANTY? WHEN DOESN'T IT?

Kenneth J. Preisser, Columbus State Univer sity

John Hoft, Columbus State University
hoft_john@colstate.edu

ABSTRACT

The law of warranty devel oped as a protection for buyers. If goods were warranted by the
seller and did not live up to the warranty, the buyer had a course of action for the breach of
warranty. |f the seller just made statements of commendation about the goods, they were not
warranties, just innocent sales puffing. How canyoutell the difference? Recovery for buyersunder
a warranty was not possible unless a way existed. The case coverswhether sales statements made
by the seller areto be considered sal es puffery or whether the statements are considered an express
warranty. Failure of the goods to conform to an express warranty subjects the seller to damages
for breach of warranty. Sales puffery will not incur a liability. This case examines various
scenarios where the courts have decided whether the statements made by the seller created an
express warranty or the statement were considered sales puffery. Students are asked to examine
each case, and determine whether the statements made by the seller are salestalk or sales puffery
or whether they constitute an express warranty and why. The main focus of this case is to make
students awar e of the subtle differences.

CASE DESCRIPTION

The primary subject matter of this case concernsthe sale of goods, particularly whether an
express warranty is made during the sale negotiations by a company or individual, the seller, to a
consumer, the buyer. The key factors are statements made during negotiations by the seller to
describetheir goodsto thebuyer. Thiscase hasadifficulty level of threeto four, andisappropriate
for an upper division, undergraduate class. This caseisdesigned to be taught in a one hour class,
and is expected to require one to two hour of outside preparation by students.

CASE SYNOPSIS

The case coverswhether sales statements made by the seller are to be considered salestalk
or sales puffery or whether the statements are considered an express warranty as specified in the
Uniform Commercial Code (U.C.C.). Failure of the goods to conform to an express warranty
subjectsthe seller to damages for breach of warranty. Sales puffery will not incur aliability. This
case examines various scenarioswher e the courts have decided whether the statements made by the
seller created an express warranty or the statement were considered sales puffery. Sudents are
asked to examine each case, and determine whether the statements made by the seller are salestalk
or sales puffery or whether they constitute an express warranty and why. The main focus of this
case is to make students awar e of the subtle differences.

INTRODUCTION

Warranty hasalong and complex history. Following isasynopsisof the relevant historical
background leading to the UCC warranty provisions. The central principle of businessdealing in
law isfreedom of contract. Parties are generally left free to contract for goodsin the manner they
see fit. The great shortcoming of this, for the buyer, certainly not the seller, was the doctrine of
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caveat emptor--let the buyer beware. If you, asabuyer, agree to apurchase, you had few rightsif
the product did not meet your expectations. The law of warranty devel oped as a protection for the
buyers. That is, if goods was warranted by the seller and did not live up to its warranty, the buyer
had a course of action for the breach of warranty.

The law of warranty was built on the distinction between affirmations and promises. If the
seller just made statements of commendation about the goods, they were not warranties, just
innocent puffing. If the statements were presented as facts or promises, then you have awarranty.
How canyou tell thedifference? Usually the court required some evidence that the buyer extracted
words of promise from the seller or written words such as"l promise” or "l warrant." Otherwise,
recovery for buyers under awarranty was not possible.

Thiswas no longer the case after The Uniform Sales Act (USA) of 1906. USA recognized
express warranties as"any affirmation of fact or any promise by the seller relating to the goods....if
the natural tendency of such affirmation or promiseisto inducethe buyer to purchase the goods, and
if the buyer purchases the goods relying thereon.”

The adoption of the Uniform Commercial Codein the early 1950s also provided for express
warranty. TheUniform Commercial Code supplanted the Uniform SalesAct. Uniform Commercial
Codesection 2.313 providesthat awarranty arisesfrom any affirmation of fact or promise. Whereas
the Uniform Sales Act of 1906 made buyer reliance on express words of seller necessary for
warranty to attach, USA makes any affirmation of fact or promise which becomes"part of the basis
of the bargain” to be awarranty. "Affirmations of fact made by the seller about the goods during
abargain areregarded as part of the description of those goods; hence no particular reliance on such
statements need be shown. Rather, any fact which isto take such affirmations, once made, out of
the agreement, requiresclear affirmative proof.” That is, an affirmation of fact isawarranty, unless
clear proof, with the burden on the seller, isforthcoming that it is not a basis of the bargain. The
basis of the bargain test, therefore, is very broad. It is meant to be more inclusive than the USA
concept of reliance.

It first appears as if almost every statement or description made before a sale is actually
concluded would be an express warranty. The UCC provides a large exception for puffing,
however. After stating that it is not necessary for a seller to use "magic words" such as "warrant"
or "guarantee” to create an express warranty, as would have been the case before 1850 at common
law, the Code providesthat an "affirmation of the value of the goods" or a"statement purporting to
be merely the seller's opinion or commendation of the goods" does not create a warranty.

The common law courts needed to work diligently to define the difference between an
affirmation and a promise. Again, current courts interpreting UCC 2-313(2) have to define the
difference between the "seller's opinion” and an "affirmation of fact.”

A representation that copierswould need only "infrequent™ repair would probably not be an
express warranty, while a statement which said that repair was necessary "every 10,000 copies,”
probably would be read as an express warranty.

Valley Datsun v. Martinez states it thisway, "The test of whether a salesman's statement
constituted 'affirmations of fact' going to the very 'basis of the bargain' iswhether the salesman was
asserting afact of which the buyer wasignorant, or whether he was merely declaring hisbelief with
reference to a matter of which he had no special knowledge and of which the buyer may also be
expected to have an opinion”. This opinion states that express warranties consists of statements
about the goods where the seller has "specia or superior knowledge.”

Ascourtshaveruled, statementssuch as"thisisagreat car" would not be seen aswarranties.
Although some courts have added to complexity of determining puffery from express warranty by
allowing that "the car isin excellent condition” does create such awarranty. Asaresult, therules
are not hard and fast.
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CASE | —Jenkinsv. Landmark

In 1989, Jimmy L. and Annie L. Jenkins filed a complaint against Landmark Chevrolet
concerning the condition of aused automobile they had purchased from Landmark. The Jenkinses
alleged Landmark failed to uphold the warranties pertaining to the automobile. The Jenkinsargued
that Landmark made statementsthat the vehicle was*in good shape” and that they (Landmark) had
checked the vehicle out. Landmark contended that the Jenkinses purchased the vehicle*AS 1S —
NO WARRANTY™".

CASE || —Performance Motorsv. Alva Alan

In 1969, Performance Motorsinstituted action against AlvaJane Alan to recover the balance
allegedly due on a note executed by the defendant (Alva Jane Alan) incident to the purchase of a
mobile home. The defendant admitted execution of the note, and answered by way of a
counterclaim, aleging that the home was defective in many ways. The defendant alleged that
Performance Motors, through its agent, expressly warranted the mobile home stating the mobile
home was in “perfect condition” and “was of sound construction, free from all defects of
workmanship and material, and would remaininfirst classcondition for aperiod of many yearsafter
its purchase”.

CASE Il —Warzynski v. Empire

In October, 1985 Jenkins Gas Company of Pollockville, NC sold two Empire gas heatersto
the Warzynskis. Jenkins employees installed the heaters in the Warzynskis home. In January,
1986, a fire, allegedly caused by one of the Empire Comfort Systems gas heater destroyed the
Warzynski residence. The Warzynskis brought suit against Empire alleging breach of express
warranty. Empire advertised that the gas heat was “reliable”. Empire advertised that it sold
“America s most complete line of reliable, economical gas heating appliances”.

CASE |V —Serbalik v. General Motorset al

InJuly, 1984, the plaintiff (Serbalik) purchased anew 1985 General Motors Cadillac Coupe
DeVille from defendant (Queensbury Motors). Shortly after taking possession of the vehicle, it
began exhibiting various mechanical problems, including stalling, bucking, surging, loss of power,
emission of black smoke, and “explosion”. The plaintiff contends that statement made by
Queensbury employees, that induced him to purchase the vehicle constituted an express warranty.
The Queensbury employees allegedly made statementsthat the car was of “high quality” and would
“perform excellently”.

CASE V — Scaringev. Holstein

Thedefendant placed an advertisement in an Albany newspaper asfollows: “ 1975 Fiat X-19,
hardtop convertible, “Excellent condition”. Plaintiff responded to the ad and while test driving
defendant said that the car had recently been repainted, that avalve job had been done four months
ago, and the manual transmission had aproblem. When shifting from second gear to third gear, the
manual transmission did not shift in the standard “H” pattern, one needed to shiftin adiagonal line.
The plaintiff agreed to purchase the vehicle, even though the car was defective and was not in
“excellent condition”. The buyer further argued that the seller’s assurances that the car was in
“excellent condition” induced him to buy the automobile.
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CASE VI —Valley Datsun v. Martinez

In 1977, Martinez purchased a 1971 Volkswagen Camper from Valley Datsun. Prior to
purchasing the vehicle, Martinez was told by a Valley Datsun salesman that the vehicle was in
“good mechanical condition”, that the engine had recently been refitted with new heads. When the
salesman was questioned by the buyer concerning unusual engine noises, the buyer wastold that this
was the normal sound for a Volkswagen. The day after the buyer took possession of the vehicle,
after driving lessthan 150 miles, the car began |osing power and shortly after aloud noisewasheard
and smoke began pouring from the engine compartment. The cost to fix the vehicle wasto be over
one-third the cost of the vehicle.

QUESTIONS-ANSWER THESE FOR EACH CASE

1) What do you think the court rule? Did the statements made by the seller create an express
warranty or were they considered sales “ puffery”?

2) Why, or why not, do you think that?
DISCUSSION

1) After reviewing all six cases and after the instructor summarizes the court’ s rulings, discuss the
consistency and rationale of the court’s decisions. Were the court consistent?
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CUSTOMER RELATIONSHIP MANAGEMNT AT
CLUB CAR DIVISION

Gary P. Schneider, University of San Diego
garys@sandiego.edu
Carol M. Bruton, California State University San Mar cos
cbruton@csusm.edu

CASE DESCRIPTION

The primary subject matter of thiscase concernsusing technology to helpimprove salesand
marketing functions. The case hasa difficulty level of three, appropriate for junior level. Thecase
is desinged to be taught in two class hours and is expected to require four hours of outside
preparation by students.

CASE SYNOPSIS

This case explores issues that arise when a large organization turns to technology to help
it improve its sales and marketing functions. The case is set at Ingersoll-Rand, a diversified
manufacturer of productsused in a number of different industries, initsClub Car Division. Sudents
are asked to review the situation at Club Car Division, analyze the recent history of its experience
with technol ogy-enabled marketing systems, and make recommendations based on that analysis.

ABOUT INGERSOLL-RAND CLUB CAR DIVISION

Ingersoll-Rand is a $9 billion diversified manufacturing company that sells its products to
customers in a number of different industries throughout the world. Its brands include Ingersoll-
Rand (used for its tool and portable power generator products), Bobcat (used for its construction
equipment), Thermo King (used for refrigeration systemssold to thetransportationindustry), Dexter
and Schlage (used for locks sold to the building trades, and ARO (used for equipment sold to
customersin the industrial fluids industry). Ingersoll-Rand’s Club Car division manufactures and
sellsavariety of eectric cart vehiclesto golf courses and industrial users. The division aso sellsa
rough-terrain version of thevehicledesigned for farm, ranch, and constructionindustry applications.

SALESAND MARKETING INFORMATION AT CLUB CAR DIVISION

In 2001, the Club Car Division was experiencing asalesdecline. The slowing of the general
economy was affecting golf courses, which, in turn, were reducing the size and frequency of their
golf cart orders. Club Car had a general sense that this major market segment was causing their
revenuesto decline, but their marketing information systemswere not providing enough data about
exactly which sales were being most affected by the economic downturn (Siebel Systems, 2004).

Club Car sales managers relied on their sales representatives for information about likely
future sales. Salesforecasting was mostly amatter of judgment and guesswork. Someof theregional
sal es of fices mai ntai ned spreadsheet software model sthat they used to predict and monitor demand
intheir regions, but no integrated systems were maintained by central Club Car sales management.
Schuff and Saint Louis (2001) advise that managers carefully eval uate the efficacy of decentralized
information systems when centralized systems offer clear advantages. In the case of Club Car
Division, sales representatives had little to say about how carts were customized for particular
customer segments or for individual customers. Club Car managers decided to investigate ways to
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use technology to improve the prediction and monitoring of sales for the entire division (Siebel
Systems, 2004).

ABOUT CUSTOMER RELATIONSHIP MANAGEMENT SOFTWARE

Many companies use marketing approaches that involve helping potential customers find
information about their products and services easily. Companies often do this by customizing the
depth and nature of that information asit is delivered (Schneider, 2004). For example, companies
can track and examine the behaviors of potential customers who visit their Web sites and then use
that information to provide customized, value-added products and services to those customers.
Companiesthat use these and other technol ogy-enabled rel ationship management toolsto improve
their contact with customers are often more successful in all of their customer contact activities.
Most technol ogy enabled or aided customer enhancement systems are called customer relationship
management (CRM) systems (Dyche, 2001).

The goal of CRM is to understand each customer’s specific needs and then customize a
product or service to meet those needs. The idea is that a customer whose needs are being met
exactly is willing to pay more for the goods or services that are meeting those needs (Schuster,
2005). Although companies of all sizes can practice CRM techniques, large companies can afford
to buy and implement expensive software products that automate many of CRM’s principles
(Schneider, 2004).

Customer relationship management (CRM) software must obtain data from operations
software that conducts activities such as sales automation, customer service center operations, and
marketing campaigns. The software must also gather data about customer activities on the
company’ s Web site and any other points of contact the company haswith its existing and potential
customers (Rigby and Ledingham, 2004). CRM software uses this data to help managers conduct
analytical activities, such asgathering businessintelligence, planning marketing strategies, customer
behavior modeling, and customizing the products and services to meet the needs of specific
customersor categoriesof customers (Dyche, 2001). Initsmost basic form, CRM usesinformation
about customersto sell them more (or more profitable) goods or services. More advanced CRM is
about delivering extremely attractiveand positive experiencesregularly to customers(Bailor, 2004).

CRM can be very important in maintaining customer loyalty in businesses where the
purchase process is long and complex. Companies that design and install custom machinery,
software products, or office workflow systems often find themelvesinvolved in these types of long
and complex processes. CRM software can help maintain positive and consistent contacts with
multiple employees at the purchasing company (Agarwal, Harding, and Schumacher; 2004).

Some companies create their own CRM software using outside consultants and their own
IT staffs. In recent years, software vendors have increased the quality and variety of their offerings
and today, most large companiesarelikely to buy aCRM software package. Other companiesmight
turn to a company that offers the use of its CRM software through a Web interface; that is, the
company does not have to buy and install CRM software (Cowley, 2005). Siebel Systems (2005)
offers a series of leading comprehensive CRM software packages. Siebel was the first company to
specializein CRM software and it has alarge share of the market. Other mgjor software firms have
created products that compete with Siebel’s, including Oracle CRM (Oracle, 2005), and MySAP
CRM (SAP, 2005). Prices for these systems start around $50,000 (on average, about $2000 per
user); largeimplementations can cost millionsof dollars. Updates on current devel opmentsin CRM
can be found at the IntelligentCRM Web site (IntelligentCRM, 2005).

THE EVOLUTION OF CRM SOFTWARE

In the early days of CRM software implementation (approximately 1996 through 2000),
companies spent many millions of dollars to buy CRM systems that promised to monitor and
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improve relationships with existing customers. Most of these systems were focused on giving
compani estheinformation they needed toidentify changing customer preferencesand respond very
quickly to those changes. By responding quickly, companies hoped that they would be ableto gain
sales that might otherwise be lost to competitors that could respond better to the new customer
preferences. In addition to gaining sales, the use of CRM software would help retain customers and
reduce the need to spend money on marketing to find new customers. The goal was to instantly
make available perfect information about all customer behaviors from all customer-interaction
points throughout the company.

Most companies did not realize these benefits and CRM software sales dropped from 2000
through 2003. Many industry analystswere announcing that CRM wasjust another businessfad that
was dying as quickly asit had become fashionable (Rosenberg, 2004).

Starting in 2003, however, CRM software sal esbegan growing again (Rigby and L edingham,
2004). Companies had learned from the bad experiences in which they invested large amounts of
money to revamp their customer interaction strategies completely. Those companies became less
likely to view CRM software as a tool for changing their overall customer strategy, and instead
began using CRM software to solve smaller and more specific problems. For example, a cable
company might use CRM to track service outages and repair team responsesin real time, but would
not expect the CRM system to cal cul ate the profitability of on-demand video serviceson acontinual
basis (Rigby and L edingham, 2004).

Oneof themost popular targetsfor these new focused CRM applicationshasbeen call center
operations. By examining problemsthat arisein their call centers, many companies haveidentified
specific applicationswhere CRM software canimproveresponsetimes, accuracy, and effectiveness
(Rosenberg, 2004).

CRM AT CLUB CAR: ROUND ONE

After reviewing available CRM software solutions available in 2001, Club Car decided it
needed better information about all of its sales and marketing activities, so it spent more than $2
million to install a comprehensive CRM system. This system was designed to automate the entire
customer salescycle: prospect evaluation, proposal writing, product configuration, and order entry.
However, the users at Club Car division found the new system to be difficult to use and therefore
were reluctant to spend much time learning how to useit. Thus, the promised benefits of improved
productivity and more detailed reports were not forthcoming (Siebel, 2004).

Sales managers did not see the ultimate benefits that the system might provide. Salespeople
found that the new system wasrequiring them to spend time entering datainto the system rather than
seeing customers. The order entry staff found the system to be cumbersome and unfamiliar.

When Club Car’ spresident realized that the CRM system was not delivering on its promise,
he had the management team go back and re-examine the key elements in the division’s customer
relationships and asked them to choose one or two issues that needed attention. The management
team identified two major issues. First, the order entry processrequired the time of salespeople and
order entry staff, but it did not include any interaction with customers. Second, the division was not
producing accurate and timely sales forecasts.

CRM AT CLUB CAR: ROUND TWO

In 2002, Club Car division re-launched its CRM initiative and focused on the two problem
areasthat it had identified. The new effort included the sal esrepresentativesin redesigning the order
entry process. Thedivision was ableto reduce the dataentry time and effort required, especially the
time of salespeople. Salespeople do have remote accessto the system, so they can work on-sitewith
customers to configure the carts to the customers’ exact specifications. Salespeople can obtain
pricing information and explore variousalternativeswith customerswhilethey areat the customer’s
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site. They can also examine manufacturing schedules and provide more accurate delivery date
estimates. All of thisremote, real -timeinformation access hel ps sal espeopl e close deal sand increase
sales volume and profitability (Siebel, 2004).

Sales forecasts are more accurate now because the information about sales orders is
automatically collected when the sal esrepresentatives close sales at the customers' sites. The CRM
system combines this real-time sales order information with general industry information on cart
demand, cart replacement cycles, and economic trendsin their customers' industries. Theincreased
accuracy of salesforecasts allows the company to create more stable production schedules, which
means that more customers receive their carts on the delivery date they were promised (Siebel,
2004).

QUESTIONS

1. List the types of information that Club Car Division’snew CRM system makes availableto
sales representatives in the field.

2.. For each type of information you identified in the previous question, briefly explain how
salespeopl €' s remote access to that type of information can help them close saleswhile they are at
their customers' locations.

3. Inits second CRM launch, Club Car Division focused on two elements of CRM systems.
Explain why focusing on two elements (especially these two elements) would, in general, work
better than implementing a comprehensive CRM system that could track all of the division’ssales
activities and related information in real time.

4, Examine CRM alternatives, such as Salesforce.com, that do not require the installation of
CRM software. Outlinethereasonsthat Club Car Division might or might not want to consider these
aternatives.
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RESOLUTION TECHNIQUES FOR INDEPENDENT
MANAGERSAND NON-EXECUTIVE DIRECTORS
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ABSTRACT

This paper describesthe conflict that istypical in a family business and highlights some of
themaj or factor sthat makefamily business conflict uniquefromother typesof inter personal conflict
in the workplace.

Failureto adequately control conflict infamily businessmay contributeto the high mortality
rate of family-owned firms. Thisis dueto a management failure to cometo gripswith theinevitable
discord that arises when family members work closely together. The difficulty for family business
arises when family rules do not apply after they are transferred to the business system.

This paper identifies common causes of conflict and it exploresways to manage or resolve
this conflict in family business, with the view to preserving the existing business, ensuring its
continuity in the short term and assuring succession for the long term.

INTRODUCTION

This paper isintended to aid practitioners and third party or non-family members, such as
non-executive directors, identify some of the common root causes of conflict in family business.

CONFLICT IN FAMILY-OWNED BUSINESS

At theroot of John Burton’ suniversal model of conflict resolution isthe premise that unmet
needs results in a greater likelihood of conflict. Tillett (2001, pp.8) says conflicts relate to deep
human needs and values. Sometimes they are expressed through problems or disputes, which may
be superficial manifestations of a conflict, and unless the conflict is addressed, the dispute or
problem will continue, or new disputes or problemswill arise. Tillett (2001, pp. 24) explains, itis
essential to recognise that almost all conflicts have both visible, manifest aspects and invisible,
unmanifest aspects. Tillett (2001, pp. 24) differentiatesthetwointerdependent aspectsby describing
them as:

The visible conflict isusually the one described by the participants. It will probably
involve a focus or focal conflict, and there will often be a further level of manifest
conflict underlying the focus. The unmanifest conflict includes both disclosed and
undisclosed factor s (which areneverthelessknown to either or both the participants)
and factors that are unconscious. The participants may or may not be prepared to
discuss the underlying or unmanifest conflict, and, indeed, may not be consciously
aware of some of the manifest aspects.
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Thefamily businessisthe oldest form of multi-party business enterprise. In fact theworld's
oldest continuously operated family business, Japanese temple-builder Kongo Gumi, beganin 578
(Hutcheson, 2002, pp.119).

Withthisdefinition, family empiressuch asthosefounded by the Rockefellers, or Australia’ s
Murdoch or Packer families sit side by side amongst the most modest of rural farms and mum-and-
dad corner stores. Clearly, family businesses can, in at least some instances, be as big and
sophisticated as any non-family firm. Not all are, but neither are all of them crudely managed and
poorly led. Family businessesare asdiverse asbusinessitself. They comein all kindsand generally
defy useful categorisation.

InAustralia, the Bureau of Statistics (ABS) estimatethat therewere 1,233,200 private sector
small businesses during 2000-01 which represented 97% of all private sector businesses. These
small businesses employed amost 3.6 million people, 49% of al private sector employment
(Trewin, 2002, pp.10).

Despite the absence of quantitative dataon family businessin Australia, they do play avital
role and are unique institutions in the socioeconomic environment. They also have a complex set
of problemsnot compl etely addressed by classical management theory (Davisand Stern 1980). One
such problem is the effect of conflict in the family.

A critical problem faced by family businessisthe tension that exists between their personal
lives and career pursuits of the family members. Thistension may be viewed asaform of interrole
conflict in which the role pressures from the work and home domain are incompatible. Interrole
conflict occurs when an individual is assigned simultaneous roles with conflicting expectations.
Essentially, involvement in one role becomes more difficult because of involvement in the other
role.

The consequences of conflict in family business can be extreme, resulting in behaviors
destructive to both the firm and the family, and conflict within the family frustrates adequate
planning and rational decision making (Levinson, 1971, p. 96).

Beckhard and Dyer (1983) suggest that the failure to adequately control conflict may
contribute to the high mortality rate of family-owned firms. Family businesses are, in fact, rather
fragile. Roughly two-thirds of family-owned and family-controlled businesses do not survive the
founders generation (Beckhard and Dyer 1983; Dyer 1986), with only 10 to 15 percent surviving
to athird generation (Applegate 1994).

The incidence of conflict in the workplace is high and dealing with it is time consuming.
M anagers have been found to devote more than 20 percent of their timeto managing conflict, which
they rate as equal in importance to their other managerial activities (Thomas and Schmidt, 1976).

Conflict isinevitable in any business, and often it’ s not abad thing. Few peoplein business
enjoy conflict but without it, a company may not have the impetus to change and devel op.

Conflict can be beneficial when it helps to expose all possible solutions to a problem and
forces business leaders to think through their optionsin an effort to deal with any objections and
reservations (Hutcheson 2002). Conflict can act as a valuable sounding board for ideas and help
keep the overall vision of the company alive (Davies 1998, p. 113). But conflict within afamily is
a different matter. Conflict that energises a business may destroy the family that created it. Put
business and family together and the potential for troubleis clear.

In the next section we identify some of the causes of conflict, which are often uniqueto the
family business environment.

CAUSESOF CONFLICT IN FAMILY BUSINESS

In this section we identify some of the unique causes of conflict in family business as well
as other contributing factors that contribute to conflict in family business. The key difference
between family business and non-family businessis the unique nature of the relationship between
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family membersand their co-workers, employeesor employers. Thisuniquerel ationship posesthree
complex factors that can be the cause of conflict: rules, roles and dual relationships.

Rules are an important concept in family and Rosenblatt et al. (1985) have stated that
verbalized or assumed rules are something all familieshave. Thedifficulty ariseswhen family rules
do not apply after they are transferred to the business system. For example, at home, a parent may
be nurturing, solicitous, and advice-giving to achild. Although these may not be the best rules, they
are the accepted rules in the family context. In the business, these parenting style rules may be
embarrassing to the offspring and disrupt a productive working relationship between parent and
child.

Cole (2000, pp. 352) saysthat acommon assumption existsthat family businessrel ationships
pose many problems for family business members. Some believe that the potential for problems
arisesbecausefamily businessesencompassbusi nessand family, two competing systems (L ansberg,
1983; Rosenblatt et al.,1985). The business context encourages productivity and profitability,
whereasthe family context encourages nurturing and acceptance. For example, ahusband and wife
who are co-owners of a company may not be able to make business decisions without marital
problems turning the discussion into an argument. They may confuse their roles of spouse and
business partner.

Cole (2000, pp. 352) saysfamily business members share abond dealing with each other in
both a work and family context and this creates a dual relationship in which two people are
managing two relationships simultaneously. For example, when a mother works with her son, she
is amother/boss working with her son/employee.

The underlying problem with conflict in family business stems from confusion or the
inability to manage the complex rules, roles and dual relationships that need to be maintained
between family and business. Y et the focal conflicts in a family business may revolve around a
different set of issues, such asmoney, personalitiesor trust. Thefocal conflictsin afamily business
will be as diverse and varied as each enterpriseis unique. These focal conflicts will range from the
trivial to the disastrous and include differing vision, succession, jealousy amongst family, poor
communication, poor conflict management skills, introducing afull-timerolefor afamily member,
equality in rewards, and spillover theory.

With so many unique causes and other contributing factorsto conflict in afamily business,
and with evidence to suggest that conflict is a magor contributor to family business failure,
practitionersin this areawould be served by effective techniques for managing this conflict. In the
next section, we offer severa techniques designed to abate destructive conflict and to address the
root cause of the conflict.

ADDRESSING FAMILY-BUSINESS CONFLICT

We offers some practical techniques to address the family-business conflict including;
solving issues promptly, effective communication, separating family and business, succession
planning, formalizing the family business, sibling succession teams, defined roles, third party
involvement, rewards system, retirement planning.

CONCLUSION

Conflict is inevitable in any business, but unresolved conflict in family business may
contribute to the high mortality rate of these family-owned firms when management fails to come
to grips with the inevitable discord that arises when family members work closely together.

Practitioners and other third party or non-family members, such as non-executive directors,
arewell placed to help facilitate resolution in family business conflict with the view to preserving
the existing business, ensuring its continuity in the short term and assuring succession for the long
term.
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We provide a useful introduction to the unigque causes and other contributing factors that
drivefamily businessconflict, and we offer practical techniquesfor practitionersto help manageand
resolve the conflict, and improve business performance.
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ABSTRACT

This paper attempts to provide an economic analysis of fertility interrelationships using
pooled cross-country data fromthe Middle East and North African region, 1982-2000. Regression
results provide strong confirmation that family planning, urbanisation and female labour force
participation rates areinversely related to fertility rates. Income, infant mortality rates and female
education are found to have a strong positive correlation with fertility. The results of several
variables are also consistent with the results obtained in earlier studies involving countries and
regions other than the Middle East and North Africa. Some policy implications are drawn.

INTRODUCTION

The twenty countries in the Middle East and the North Africa (MENA) region had a
combined population of approximately 283 million in 1997 (The World Bank, 1999, Table 1),
contributing to approximately 4.9 percent of world total population. The majority of the countries
are in the middle-income and medium human development categories (Table 1). The overal level
of economic development of MENA is comparatively much better than many regions el sewhere
(UNDP, 1999, Table 1). The level of achievement in per capitaincomes and human development
islargely attributable to several of the MENA countries rich natural resource base. Theoretically,
ascountriesbecomerich, they tend to go through ademographic transition in which fast-improving
medical conditionsand high birth rates combineto giverapid popul ation growth, aphenomenon that
characterised most of Asia amost thirty years ago (The Economist, September 13, 1997).
Demographicindicatorsprovide evidence of similar demographic transitionstaking placein several
of the MENA countries (Table 2).

Although the indicators of per capitaincome and human development look satisfactory for
MENA, the population and population growth rate give cause for concern. Although MENA ranks
the lowest in terms of the share of total world population, such isnot the casein terms of the growth
rate (World Bank, 1999, Table 1). MENA annual average population growth rate of 3.0 percent
during 1990-2000 period wasthe highest when compared with East Asiaand the Pacific, Europeand
Central Asia, Latin Americaand Caribbean, South Asia and Sub-Saharan Africa. Although annual
average population growth rate declined to 2.5 percent in the 1990-97 period, it was second to that
of Sub-Saharan Africawhich recorded a growth rate of 2.7 percent (The World Bank, 1999, Table
3) during the same period. Almost all MENA countries experienced higher population growth rates
than 1.5 percent, the world average (Table 1).

While it is noted that the transition from a less devel oped economy to one which is more
developedisnot only feasibleand can be attainedin arelatively short period of time (Stiglitz, 1996),
the MENA high rate of population growth can have a retarding effect on the pace of the
development process. Of mainimportanceisthe highfertility ratesin MENA. High rates of fertility
can have several direct effects on acountry’ slong-term devel opment: contribute to lower standard
of living; reduces per capita land and resource availability; greater under-employment and open
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unemployment; demand pressures on social capital like education, health and housing; increases
dependency; environmental destruction and contributes to inequalities in income distribution
(Ghatak, 1995, pp. 231-233).

Datain Table2showsMENA fertility ratetrends. For the high-income countries, thefertility
rates in 1980 were above 1.9, the average for all of the high-income countries (The World Bank,
1999, Table 7). In 1996, after a span of fifteen years, the average fertility rate for high-income
countrieswas 1.7 (The World Bank, 1999, Table 7). In the same year, for United Arab Emirates,
the fertility rate was 3.5, many times higher than 1.7. While the fertility statistic for 1996 is not
available for Qatar and Kuwait, it isquite likely that they followed similar patterns as noted for the
United Arab Emirates.

For the three upper-middle-income countries (Oman, Saudi Arabia and Bahrain), fertility
ratesin 1980 and 1996 have been many times higher than 3.8 and 2.6, respectively, the average for
upper-middle-income countries (The World Bank, 1999, Table 7).

For the seven lower-middle-income economiesin Table 2, thefertility rateshave again been
many times higher in 1980 compared to 3.1, theaveragefor al thelower-middle-income economies
(The World Bank, 1999, Table 7). In 1996, the trend remained the same with fertility rates higher
than 2.2, the average for all lower-middle- income economies (The World Bank, 1999, Table 7).

While thefertility ratesare high for al countriesin Table 2, compared with the average for
al countries in similar income categories, one common feature has been a declining pattern in
fertility rates as shown in the percent change 1975-96 column of Table 2. Algeriaand Tunisiahave
made tremendous progressin reducing their fertility rateswhile Iran, Oman and Y emen have made
least progress.

Attention needsto befocussed towards controlling high level sof population growth. Of vital
importance is a close check on fertility rates because they can be a strong factor contributing to a
Speedy rate of decline in population growth. Such forms of checks on population growth can
improve the quality of human capital, in particular through improving maternal productivity. It is
noted by Shultz (1997), that any investments able to increase individual lifetime productivity can
contribute to economic growth and socio-demographic devel opment.

In this spirit, this paper aimsto provide an economic analysis of fertility inter-relationships
on the basis of pooled cross-sectional data for the MENA region. The next section presents a
theoretical discussion of the channels through which fertility is affected. Sample size and data are
discussed in section three followed by empirical regression resultsin section four. A conclusionis
presented in section five.

CHANNELSTHROUGH WHICH FERTILITY ISAFFECTED

This section presents a discussion of several economic and non-economic factors that are
likely to influence MENA high fertility rates.

Income

The level of income can influence fertility rates. Economic choice models (Becker and
Lewis, 1973; Schultz, 1976) argue that if babies are regarded as consumption goods than their
demand will compete against the demand for other consumption goods. Therefore, the benefits of
having babies must be outweighed against the cost: the allocation of parental time for raising the
babies and the possible associated loss of income. In particular, arisein real income would tend to
reducethefertility rate asrising income means children are needed | ess as producer and investment
goods. Inasimilar vain, Temple (1999) notesthat if people perceivethat incomesarelikely torise,
and possibly the returns to human capital, they may decide to have a fewer children. Thus,
theoretically, the demand for babies and eventually fertility should be inversely correlated with
income.
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Infant Mortality Rates

Therelationship between fertility and infant mortality ratesislikely to bebi-directional, that
is, infant mortality may affect fertility and fertility may affect infant mortality (Rosenzweig and
Schultz, 1983 and Schultz, 1993). In this study, high infant mortality rates are hypothesised to
influence fertility rates, that is, if large numbers of children die, parents must have large numbers
of children to ensure at least some survive.

Female Education

Educating females is one of the best investments for future socio-economic welfare (The
World Bank, 1980) and is found to be associated with lower fertility (Barro, 1991 and Schultz,
1993). Greater female literacy could reduce fertility rate in several ways: (1). Literate women are
morelikely to know how to plan family size; (2). Literacy confers status on women, and women can
use this higher status in the family to advance the interests of the family, including size; (3). The
acquisition of education delays the age of marriage; and (4). Education also complements the
effectiveness of family planning programsand the opportunitiesfor work. Hence, higher education
is expected to reduce fertility as educated women are likely to comprehend more clearly the logic
of fertility control including a re-think of age-old customs resulting in a change of attitudes and
motivations (Ghatak, 1995). It isalso noted that educated motherswould be expected to value more
highly education for their children, and would more likely make a conscious trade-off between
quality of lifeand the number of children (Dasgupta, 1993). Thus, female education ishypothesised
to promote decline in fertility and to act as aforce behind the demographic change.

Urbanisation

Urbanised populations have lower fertility ratesthan rural populationsin devel oped nations
(Eberstadt, 1980 and Schultz, 1993). Urbanisation is expected to depress aggregatefertility ratesas
thelevel of awareness of the consequences of higher fertility ratesis expected to be greater. Urban
areas provide better access to education, wider employment opportunities, higher incomes, more
comprehensive information flows, and offers family planning services. Therefore, these factors
contribute positively towards parental decision making with an expected smaller family. Thus,
fertility should be inversely correlated with urbanisation.

Female labour force participation rate

A factor that is likely to influence the rate of fertility is the status of women. A changein
status of women can be brought about through education and their levels of participation in the
labour market. With greater participation in the labour market, it is likely that young, married
couples are in a better position to bargain over family size, where smaller is better, eventually
influencing the fertility rates.

Family Planning

Schultz (1997) notesthat the capacity to avoid unwanted fertility isaform of human capital
which enhances female market productivity by allowing women to continue their education, to
migrate to where their skills are most valued, or to allocate time to their most rewarding work. An
active family planning serviceis expected to influence fertility asit brings about greater awareness
of birth control and is effective in helping eliminate inefficiency with the introduction of modern
contraceptive methods. This should result in a drop in fertility rates. Effective family planning
programs are known to result in longer birth spacing and areduction in infant mortality (Dasgupta,
1993).
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DESCRIPTION OF DATA

The countries chosen in this study for the empirical work comprises asample of ten MENA
countries: Algeria, Bahrain, Egypt, Iran, Morocco, Oman, Saudi Arabia, Syria, Tunisiaand United
Arab Emirates. While there are twenty countriesin the MENA region (The World Bank, 2003), the
choice of these ten countries was solely dictated by the availability of published data on variables
of interest asdiscussed in section two. Unfortunately, not all MENA countries have a consistent set
of data, and where data is available the time span is limited. Since the sample time frame for the
dependent variable has to be consistent with the explanatory variables, al variable measures were
restricted to 1990-2000, with all data taken from the World Bank World Development Indicators
CD-ROM (2003).

In terms of variable measures, fertility rate isthe average number of children that would be
born aliveto awoman in her lifetime. Incomeis measured by real per capita GNP. Infant mortality
rate is the number of infants per thousand live births, in agiven year, who die before reaching one
year of age. Femal e education ismeasured by gross enrolment of females of all agesat primary level
as a percentage of children in the country’s primary school age group. Urban population as a
percentage of total population measures urbanisation. Female labour force participation is female
labour force asapercentage of total |abour force. Because measures of family planning are deficient
across MENA countries, adummy was used. A value of onewas allocated to Algeria, Egypt, Syria
and Tunisia, supported by the fact that these countries revealed contraceptive prevalence rate. For
example, the contraceptive prevalence rate during 1990-96 was 51 percent in Algeria, 48 percent
in Egypt, 40 percent in Syriaand 60 percent in Tunisia(TheWorld Bank, 1999). It was assumed that
contraceptive prevalence rates existed in these countries even prior to 1990 but perhaps at alower
rate. Zeros were allocated to countries other than Algeria, Egypt, Syria and Tunisia. This means
absence of effective family planning programs.

EMPIRICAL REGRESSION ANALYSISAND RESULTS

Themodel isestimated using SHAZAM 7.0 Econometrics Computer Program (Whiteet al .,
1993) following the model outlined by Kmenta (1986). Descriptive statistics are provided in Table
3 while the regression results are reported in Table 4.

The model performs highly satisfactorily. Its robustness and adequacy based on diagnostic
statistics is considered to be satisfactory for models utilising cross-sectional data. In terms of
coefficient of determination (Buse R-square), the six explanatory variables explain over 86 percent
of thevariationin MENA fertility rates. Given the use of pooled data, such an outcomeisconsidered
to be highly satisfactory. The F-Statisticsis established as significant. Thisled to aconclusion that
there exists a strong statistical relationship between the six-predictor variables and the criterion
variable at alpha 0.05 level. Of critical importance is the issue of heteroscedasticity. The Engle's
conditional test onresidual sdid not reveal any serious heteroscedasticity problems. The coefficients
are statistically significant at the 1- percent level. The signs of the regression coefficients have
several implications as discussed below.

Anissuecrucial to thefindings obtained for the MENA countriesis an attempt to shed some
light on the discussion of results from previous studies addressing similar issues thus providing
some comparisons. However, comparisons are difficult, for awhole host of reasons: differencesin
countries economic structures, variable selection, measurements, the sample size, the choice of
countries and the methods of estimations. Thus, only those aspect that are most comparable and
appropriate in this context are discussed.

The coefficient of income is surprising and does not meet priori expectations. It is positive
and statistically significant, providing strong evidencethat MENA fertility rate positively correlated
with income: increases in incomes are associated with increases in fertility rates. This result
contradicts the arguments of the economic choice models (section 2), including Becker and Lewis
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(1973) and Shultz (1978). Studies involving other countries and regions have shown an inverse
relationship between fertility and income (Gani, 1999). However, in an earlier study, Eberstadt
(1980) noted that nationslike M exico, Brazil and Philippines, withrelatively high-incomelevelsand
growth rates, showed little sign of fertility decline. Today, of course, it is obviousthat fertility has
declined rapidly in thesethree countries. It seemsthat individual decisionsonfamily sizein MENA
countries have much to do with the level of income. The results of the income variable leading to
the conclusion higher average incomes mean more resources available to support large families,
thus, a higher demand for children.

The coefficient infant mortality rateis, as expected, positive and most significantly related
to fertility. The results provide confirmation that high fertility rates are associated with high infant
mortality rates. The resultsindicate that in the MENA region the chances of child survival areless
in comparison to developed countries. For example, the current, average infant mortality rate in
high-income countriesis6 per 1,000 live births, whileinlow-income countriesitis59 per 1,000live
births (The World Bank, 1999, Table 7). MENA countries have high infant mortality rates. In 1980
theaverageinfant mortality ratein the MENA region was 96 per 1,000 live birthsand in 1996 it had
declined to 50 per 1,000 live births, still higher than the average for low and middle-income
countriesin 1980 and 1996, respectively (The World Bank, 1999, Table 7). Theresult obtained for
infant mortality rateisconsistent with earlier studiesinvolving different countriesand regions. Blau
(1986), Rosenzweig and Schultz (1985 & 1993) and Gani (1999) show infant mortality rate and
fertility rate in developing countries is significantly positively correlated.

The coefficient, female education, is positive and statistically significant and inconsistent
with our a priori expectations. Barro (1991), using data for 100 countries, shows that high school
enrolment rates contributed to lower fertility rates. Similarly, Shultz (1993) found that female
education isalso associated with lower fertility. High levels of female education isalso found to be
negatively correlated with fertility in a cross-section of Pacific Island countries (Gani, 1999). The
results obtained here for the variable female education is not surprising given low female literacy
rates. For example, current average femaleliteracy rate for Arab statesis 46.4 percent, much lower
than 62.9 percent, the average for all developing countries (UNDP, 1999, Table 2).

Evidence of afairly strong impact of urbanisation on fertility was found. The coefficient
urbanisation is consistent with theoretical expectations. At the standard 1 percent level of
significance, the coefficient of urbanisation is negative and statistically significant; giving strong
evidence that urbanisation is inversely associated with fertility. Urban areas provide better
accessibility to health, education and gainful employment.

The coefficient for female labour force participation rate is consistent with a priori
expectations, negative and statistically significant, providing strong evidence that increases in
female labour force participation rate is associated with lower levels of fertility. The trend in the
developing world is for women to become better educated. While MENA female literacy and
employment rates are still lower than their male counterpart, the gap is gradually narrowing. As
MENA women gain skillsand abilities, thisislikely to shift their position in the labour force. The
increasein female participation in the MENA labour forceisrevealed in the participation rates. For
example, the average MENA female percent of the labour forcein 1997 was 26 compared to 24 in
1980 (The World Bank, 1999, Table 3). Although thisnumber islower than the average for the low
and middle-income economies, the existing level of female involvement in the labour forceis a
positive development in terms of improving the status of women.

Family planning as measured by dummy variable is consistent with a priori expectations;
the negative and statistically significant coefficient providing confirmation that family planning
servicesareassociated with lower fertility rates. Theresultsare consistent with that of Shultz (1993)
and Gani (1999) where the associ ation between family planning and fertility isfound to be negative.
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SUMMARY AND CONCLUSION

This study provided economic analysis of fertility interrelationships in MENA, and has
hel ped to identify the relative contributions of the different influences reasonably well. Our results
provide strong evidencethat family planning, urbanisation and femal e labour force participation are
confirmed asinversely related to fertility rates. Surprisingly, a strong positive association isfound
between fertility rate, incomes, infant mortality rate and femal e education. Several outcomes of the
empirical analysisare similar to results obtained by earlier studiesinvolving non-MENA countries
and regions. The analysis presented has some policy implications. One reservation is that while
cross-sectional regression analysis as adopted in this study is a popular method, the appropriate
policies will depend on a country’s particular demographic situation.

Theimportant policy outcomeisto allow improvementsin the status of woman, which could
contribute to improvements in human capital and thus economic development and demographic
improvements. Expanding the opportunities for women in the educational system, participationin
the out-of-house labour market, infant and general health care services, and access to family
planning programs should be a matter of priority among the MENA policy makers. This may also
bring about beneficial externalities as a healthy population with higher levels of education and
income-earning opportunities can also lead to increases in the marriage age. To reduce infant
mortality, public expenditure on infant health care is an obvious area for improvement: more
resources should be devoted to primary health care facilities, increasing the number of health care
personnel and establishing maternal education programsdirected toward health, nutrition and basic
hygiene, coupled with effective, popul ation responsive, family planning programs. Family planning
isan important health policy instrument and awareness of its benefits should be increased enabling
parentsto maketheright decisionsintermsof achieving their fertility targetsand family size. Public
resources effectively directed towards family planning programmes can provide vital information
about birth control, enabling a woman to avoid unwanted pregnancy and enhancing their market
productivity. Generally, this will lead to lower desired fertility. It is not surprising that family
planning is viewed as a means to empower women because it is likely to increase their economic
opportunities.

While severa studies on fertility concerning the developing world have made important
contributions in the past, the conclusions of earlier studies may not be applicable in current times
to the developing world given the economic and demographic transitions severa developing
countries have experienced or are going through. For example, in an earlier study onfertility inless
developed countries, Eberstadt (1980) concluded that thereis“no economic evidence to show that
rapid population growth stifles economic growth, or even per capita economic growth, that models
generate meaningless numbers and if there is any international correlation between population
growth and per capitaeconomic growthin LDC’ s, and many are not convinced thereis, it would be
positive, not negative”.

While such conclusions may have had their place some two decades ago, it should be noted
that tremendousadvancements havetaken placein both theoretical and applied economicsover time
and several nations have a good statistical records on economic and demographic variables. Asa
result of such advancements, studies of recent times provide convincing outcomes of the
correlation’ sbetween popul ation and economic growth that makesconclusionsof earlier studieslike
Eberstadt (1980) redundant. With much certainty, high fertility rates may have negative
consequences on overal level of growth and devel opment. In recent times researchers have noted
negative (although weak) correlation between population growth and growth of per capitaincome
(Mankiw, Romer and Weil, 1992). Other effects of high population growth are also noted. Thereis
some evidence of studentsin countrieswith higher popul ation growth recording lower achievement
(Hanushek, 1992), and aweak negativerel ationship between popul ation growth and changesintotal
factor productivity (Temple, 1999), who further notesthat some researchers have looked at the link
from fertility rates to subsequent growth, sometimes finding a negative correlation.
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In general, achieving an improved fertility rate depends to a great extent on achieving
economic development, which in turn depends upon sound and effective economic and social
policies and fiscal expenditure. As such, fiscal expenditure directed toward the welfare of women
should be increased and insulated from cuts within the development budget.
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Table 1: Development Indicators - Middle East and North African Countries

Country GNP per capita HDI value— Popuration Popuration
- $US 1997 1997 (Millions— growth rate
1997) (1990-97)

Algeria 1490 0.665 29 2.3

Egypt 1180 0.616 60 2.0
Jordan 1570 0.715 4 4.8
Morocco 1250 0.582 28 1.9

Oman 4950 0.725 2 5.0

Saudi Arabia 6790 0.740 20 34

Syria 1150 0.663 15 2.9

Qatar 11570 0.814 0.675 .

Tunisia 2090 0.695 9 1.8
Kuwait 22110 0.833 1.6 .

United Arab Emirates 17360 0.812 3 49
Bahrain 4514 0.832 0.619 .

Yemen 270 0.449 16 45

Iran 1780 0.715 60 .

Middle East and North Africa 3880 0.626* 283 25

Lower Middle Income 1230 0.637** 2285 1.2

Upper Middle Income 4520 571 1.5

Note: * - refersto Arab states; ** - refersto al developing count.r'ié; and ... indicates that datais not available.
Source: The World Bank (1999) and United Nations Development Program (UNDP, 1999).

Table 2: Fertility Rate - Births Per Woman

country Tota Fertility Raie

1975 1980 1985 1996 Percent Change

1975-96

Algeria 7.3 6.7 5.8 34 534
Egypt 54 5.1 4.6 3.3 38.9
Jordan 7.8 6.8 6.5 4.4 43.6
Morocco 6.3 5.4 51 3.3 47.6
Oman 7.2 7.2 7.2 7.0 02.8
Saudi Arabia 7.3 7.3 7.2 6.2 15.1
Syria 75 7.4 7.0 4.0 46.7
Qatar
Tunisia 5.9 5.2 4.4 2.8 525
Kuwait 6.3 5.3 4.3 31.7*
UAE 5.9 54 5.0 35 40.7
Bahrain 5.7 5.3 5.0 12.2*
Yemen 7.1 7.9 7.6 7.2 14
Iran 6.2 6.1 6.3 1.6*
MENA 6.1 4.0 34.4%*
LMI 31 2.2 29.0**
UMI 3. 2.6 31.6%*

Note: ... indicatesthat défé\isnot availablee MENA = MiddIeEé.s.t and North Africa; LMI = Lower MiddleIncome; UMI
= Upper Middle Income; * refersto 1975-85; ** refers to 1980-1996.
Source: The World Bank (1992 and 1999).
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Table 3: Descriptive Statistics

Variable N~ Mean Standard.  Minimum Maximum
Deviation
Fertility Rate N 6 11 3.6 (Tunisia) 7.4 (Syria)
Income 90 4001 3841.0 600.0 (Egypt & Iran)  14500.0 (UAE)
Infant mortality rate 0 62 234 23.0 (UAE) 119.0 (Egypt)
Female education 90 88 185 53.0 (Oman) 117.0 (Tunisia)
Urbanisation 0 54 20.1 7.9 (Oman) 83.0 (Bahrain)
Female labour force participation 90 13 5.8 5.4 (UAE) 24.4 (Tunisia)
Table 4: Results
Variable Coefficient Standard Errors T-vVaue
Constant 3.750 0.301 12.440
Income 0.00118 0.000167 7.065
Infant mortality rate 0.0284 0.00207 13.700
Female education 0.0233 0.00286 8.141
Urbanisation -0.0389 0.00266 -14.630
Female labour force participation -0.0271 0.0131 -2.066
Family Planning -0.307 0.0923 -3.325

Buse R-square = 0.86., F — Statistics = 71.4., Durbin Watson = 1.57, Jarque Bera = 0.48.
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NAFTA: ITSFRAMEWORK AND IMPLICATIONS

Balasundram Maniam, Sam Houston State University
maniam@shsu.edu

ABSTRACT

The North American Free Trade Agreement (NAFTA) was set up between the United States
and neighboring countries Canada and Mexico in order to remove barriersto trade and promote
investment among thethree countries. The passage of thisfreetrade agreement wasgreatly debated
and contested, but ultimately was passed by Congress on January 1, 1994. This paper will discuss
the development and negotiations leading up to the creation of the North American Free Trade
Agreement, aswell as the implications of NAFTA on the United States, Canada, and Mexico since
1994.
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CROSSING THE LINE: EXPRESSWARRANTY OR
MERE SALESTALK?

John Hoft, Columbus State Univer sity
hoft_john@colstate.edu

ABSTRACT

The words used by sellers to describe their goods to induce buyers to purchase them can
land the seller in court if the goods fail to measure up and the language is deemed to create an
express warranty. Not all representations, however, create an enforceable express warranty.
llers are given leeway to praise the value of their goods and to express opinions or
commendations about themwithout exposureto liability. Thisfreedomto praiseisvariously called
“puffing”, “ shop talk” , “ salesmanship” , and the like. The task of distinguishing sales talk from
warranting is not an easy one and conflicting court decisions have resulted. Nevertheless, an
actionabl e express warranty has structure and is comprised of the simultaneous existence of three
elements. When these elements are applied to specific sales language a reasoned conclusion about
whether the language is puffing or warranting can be determined. The purpose of this paper isto
commend a process and identify the tests for distinguishing permissible salesmanship from
actionablewarranting. This paper also suggests an additional approach for determining whether
warranty language fulfills one of the essential requirements that it be a part of the basis of the
bargain.

INTRODUCTION

InMoorev. Berry (1995) the buyer wasinformed by the seller that atree climbing stand was
“probably the safest one on the market” and there was “no way you can fall in this stand”. Based
in part on these statements, the buyer purchased the stand. The tree stand collapsed and the buyer
wasinjured in afall from atree. The buyer sued for breach of express warranty. The trial court
decided that the seller’ s statements about the stand did not create an express warranty because the
statements were mere sales talk or “puffing”. The appellate court disagreed and reversed. The
appellate court stated: “We find the representations that the tree stand is “probably the safest one
on the market” and “there is no way you can fall” from it, upon which Moore relied, sufficient to
raise ajury question asto whether they were an intentional affirmation relating to the quality of the
tree stand such that an express warranty was created”. This case illustrates the uncertainty about
express warranty liability for statements made by sellersin the salesarena. Thetrial court decided
that the statements were mere salesmanship and were not actionable. The appellate court decided
otherwise. How, then, does one distinguish innocent sales talk from actionable warranting?

DISCUSSION

In the context of contracts for the sale of goods, a warranty has been defined as a promise
or an agreement by the seller that the article sold has certain qualities (Chanin v. Chevrolet Motor
Co., 1935). Failure of the goods to conform to the promise or agreement subjects the seller to
liability for damages proximately caused by the breach (Lindemann v. Eli Lilly and Company,
1987). Pursuant to the Uniform Commercial Code— Sales (U.C.C.), an expresswarranty is created
when the seller makes an affirmation of fact or promise that rel ates to the goods and becomes a part
of the basis of the bargain between the parties that the goods will conform to the affirmation or
promise(Uniform Commercial Code 1978, §2-313(1)(a); Royal BusinessMachines, Inc.v. Lorraine
Corp., 1980). Cases interpreting the Uniform Commercial Code, however, frequently find that
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certain kinds of statements made by sellers are mere “puffing” and that these kinds of general
statements of salesmanship do not create enforceabl e express warranties (Omega Engineering, Inc.
v. Eastman Kodak Company, 1998). Section 2-313(2) of the U.C.C. specifically provides that
statements purporting to be merely the seller’ sopinion or commendations of thegoodsor relateonly
to the value of the goods do not create a warranty (Uniform Commercial Code 1978, §2-313(2).
M aking the distinction between statements about goods that are warranting because they constitute
an affirmation of fact or promise that are part of the basis of the bargain from statements that mere
puffery is problematic (Meadows, Dessin, and Garvin, 2004). Cases interpreting the U.C.C have
provided aframework that can be employed to reach reasoned conclusions about whether aseller’s
representations are puffing or are enforceable express warranties.

Express Warranty: The Elements.

An express warranty is comprised of three elements. The elements are: (1) an affirmation
of fact or a promise; (2) which relates to the goods; (3) and becomes a part of the basis of the
bargain (Royal Business Machines, Inc. v. Lorraine Corp., 1980). When each of these elementsis
present, an enforceable express warranty is created that the goods will conform to the affirmation
of fact or to the promise. A reasoned approach for distinguishing warranting language from mere
salestalk isto apply each element to the questioned sales language in the order enumerated.

Element One: Affirmation of Fact or Promise.

The courts have employed several tests in determining whether sales language is an
affirmation of fact or promise. The tests include the Ignorant Buyer Test; the Inducement Test;
Factors Tests; and Precedent.

Ignorant Buyer Test.

One test applied by some courts for determining whether a given representation is an
affirmation of fact or apromiseis “whether the seller assumes to assert a fact of which the buyer
isignorant or whether he merely statesan opinion or expresses ajudgment about athing astowhich
they may each be expected to have an opinion and exercise a judgment.” (Overstreet v. Norden
Laboratories, Inc., 1982, emphasissupplied). Generally, when the sales statementsrelateto certain
performance capabilities of the goods about which the seller has superior knowledge and where the
buyer iscomparatively lessinformed, such statementswill likely be deemed affirmations of fact and
not mere opinions (Tralon Corporation, Soil Remediation Service, Inc. v. Cedarapids, Inc., 1997).
Thekey inquiry hereiswhether the sal eslanguage contained statements about which the buyer was
uninformed, or whether the statements were something about which both the buyer and the seller
could have an opinion (Mazzuocolav. Thunderbird Products Corp., 1995 U.S. Dist LEXIS 6883,
1995). In the latter case no affirmation of fact or promise will be found to exist.

Inducement Test.

The affirmation of fact or promise can also be distinguished from mere opinion by
determining if the natural tendency of the statement is to induce a reasonable buyer to purchase
(Daley v. Mc Neil Consumer Products Co., 2001). For example, phrases like “ Premium Quality”
and “Made in the U.S.A.” to the extent that they connote superior quality are not the kind of
descriptions or characteristics of the goods upon which a reasonable consumer would rely as
statementsof fact (Andersonv. Bungee International Manufacturing Corp., 1999). Theinducement
test focuses on whether it is apparent from the sales|anguage that the claim made by the seller was
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inthemind of the buyer and that the buyer contempl ated the claim and reasonably accepted it astrue
in making the decision to purchase (Spiegel v. Saks 34th Street, 1964).

Factors Tests.

It has been held that the more specific the statement the more likely it will be deemed to
constitute an affirmation of fact (Downie v. Abex Corporation, 1984). In addition, courts also
consider whether the sal es statement waswritten or oral thelatter being morelikely to be considered
puffing (Omega Engineering v. Eastman Kodak Company, 1998).

Precedent.

Courts appear to be most comfortable with citing precedent involving the same or similar
sales language in support of their conclusion that the language at bar is or is not an affirmation of
fact sufficient to create an express warranty. The difficulty with this approach is that courts have
reached decisions that are inapposite when determining the legal effect of sales statements that
involve similar language. Use of precedent isacommon practice but one fraught with ambiguity.

Element Two: Relatesto the Goods.

This element is straightforward and requires a nexus between the sales statement and the
particular goods at issue. For example, where aboat seller furnished the buyer with speed data for
one type of boat which data did not relate to the particul ar type of boat ultimately purchased by the
buyer the court held that the speed data did not create an express warranty because the data did not
relate to the goods at issue (Bayliner Marine Corporation v. Crow, 1999).

Element Three: Basis of the Bargain.

In the mainstream, it has been held that in order for the seller’ s statements to become part
of the basisof the bargain the statements must berelied upon by the buyer as one of theinducements
for purchasing the goods (Overstreet v. Norden Laboratories, Inc., 1982). In short, the traditional
ruleisthat there exists little difference between “ basis of the bargain” and afinding that the buyer
relied upon the seller’ s statements in making the decision to purchase (Royal Business Machines,
Inc.v. Lorraine Corp., 1980). Thismainstream treatment of theissue continues despitethe apparent
intention of thedraftersof the U.C.C. not to require astrong showing of reliance. A split of authority
hasarisen about whether an official comment to U.C.C. 2-313 dispensed with areliance requirement
(Uniform Commercial Code 1988, §2-313 cmt. 3; McManusv. Fleetwood Enterprises, Inc., 2003).
Notwithstanding the comment, courts have continued to hold that abuyer’ sreliance to some extent
upontheseller’ sstatement isrequired in order for the statement to be part of the basisof the bargain
(Henry Schein, Inc. v. Stromboe, 2003).

Basis of the Bargain: Mutual Assent.

In light of the split in authority concerning “basis of the bargain” it is submitted that the
inquiry should involve whether the minds of the seller and buyer met upon the affirmations or
promises made by the seller and, if so, then such affirmations or promises would be a part of the
basis of the bargain. In support of this kind of analysis, reference is made to comment one to
U.C.C.2-313 which provides in part that: “Express warranties rest on ‘dickered’ aspects of the
individual bargain.” (Uniform Commercial Code 1988, 82-313 cmt. 1). “Dickered” connotes that
the parties engaged in negotiations and the offer/acceptance process in forming the sales contract.
Thus, where the parties negotiated over the seller’s sales message and reached a meeting of the
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minds about it then surely it can be argued that the saleslanguage is part of the basis of the bargain.

SUMMARY AND IMPLCATIONS

The language selected and used to induce the purchase of products can result in liability if
the goodsfail to measure up to theclaims. It makesno differenceif the saleslanguageisverbal and
takes place on the sales floor or isfound in written or media materials, liability will be imposed if
the language is found to create an express warranty. The U.C.C. plainly establishes a seller’s
liability for language that is deemed to be an affirmation of fact or a promise when that language
is part of the basis of the bargain. The U.C.C. also provides that no liability shall exist for sales
language that relates only to the value of the goods or constitutes the mere opinion or
commendations of the goods by the seller. The problem is that despite this statutory law the line
between puffing and warranting is difficult to draw.

Nevertheless, business professionals, both sellers and buyers, wishing to manage express
warranty and practitioners wrestling with the import of specific sales language after an express
warranty claim is made, can profit from analyzing the given sales language against the framework
and factors identified above. The elements for express warranty suggest that three questions be
posed about the sales representation at issue. One: Does the sales message contain performance
claimsor include specific product characteristicsabout which the seller has superior knowledgethat
would induce an ordinarily prudent consumer to buy? Two: Does the sales message relate to the
specific product? Three: |Is the sales message believable so that it would reasonably induce
consumer assent and will consumers rely in some measure on the message in making a decision to
buy? An affirmative response to all three questions will be an indication that the sales language
under review will likely be deemed an express warranty.

Inthefinal analysis, the objectivesof either buyer or seller concerning expresswarranty can
be furthered by use of the framework and factors analysis posited here. It is submitted that the
foregoing template can provide a useful and reasoned approach to determining whether specific
sales language has or will cross the line between puffing and warranting.
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THE RUNING OF COLLEGE STUDENTS AND OTHER
CONSUMERS CREDIT HISTORY: WHEN ARE
GOING TO STOP THISPRACTICE?
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ABSTRACT

This study emphasis the fact that college students, teenagers and low income families are
not well educated about the pitfalls and abuse of credit cards, yet they are the target of sale pitches
and other promotions to trap them into getting a vicious cycle of credit card debt. The study will
then discussthe alliance between retail and credit card corporations that has cornered millions of
Americans into impulse shopping and ultimately living far beyond their needs. The study then
arguesthat educating and cautioning American citizensof the potential dangersof credit card abuse
could decrease the percentage of consumersin debt. A further aspect of the study discusses a need
for knowing and under standing the strategiesthat are being used to promote the use of credit cards
and that it isvital in creating effective and unbiased ways to safely promote the education of credit
cards.

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 185

THE ECONOMIC AND REGULATROY ENVIRONMENT
OF THE BIOTECHNOLOGY INDUSTRY IN ASIA

Nell Terry, West Texas A& M University
nterry@mail.wtamu.edu
Jackey F.C. Lin, West TexasA& M University
Jackal6528@yahoo.com.tw

ABSTRACT

Industrial policy of many countiesin Asiaisfocused on establishing animportant rolein the
future of the biotechnology industry. This paper reviews the business and regulatory environment
of the biotechnology industry in China, Taiwan, and Japan. Chinaisidentified as having strategic
advantages based on a low cost drug development, a large and diverse patient population, rapid
approval process, and local tax incentives. Related industry experience, geography, and a strong
legal framewor k areidentified asstrategic advantagesfor Taiwan. Abundant financial capital, well-
established research centers, and ability to retain trained scientist are fundamental to the Japanese
future expansion in the biotechnol ogy sector.

INTRODUCTION

Biotechnology is poised to be one of the most influential industries of the twenty first
century. The Asia-Pacific’ s biotechnology industriesare at vastly different stages of development,
with at least 10 public companies in Japan, Australia, Hong Kong, Korea and India for which
biotechnology is core business and just afew in Taiwan, Chinaand New Zealand. There are no
public biotech companies in Thailand, Malaysia, Indonesia and the Philippines. Merger and
acquisition activity has been negligible, with most public companies at the start-up stage. Many
have products for which clinical trial results are not yet fully realized. However, alliance activity
has been high, with many global chemical, pharmaceutical and agribusiness companies forming
distribution deals with Asian companies. Three Asian counties with an industrial policy focus on
the biotechnology sector are China, Taiwan, and Japan. This paper is divided into four sections.
First, the business environment of biotechnology in Chinaisreviewed. The next section explores
the business environment of biotechnology in Taiwan. Thethird section puts forth a discussion of
the business environment of biotechnology in Japan. The final section offers concluding remarks.

THE BUSINESSENVIRONMENT OF BIOTECHNOLOGY IN CHINA

In China, nearly half of GDP is derived from manufacturing, a painful reality to Japan,
Taiwan, Singapore, Malaysia, and other countries that compete with Chinain the manufacturing of
electronics, automobiles, clothes, and other goods. Chinaisthe single largest exporter of goods to
the United States. According to the United Nations, China acquired approximately $50 hillion in
foreign direct investment in 2002. I1n order to maintain its high growth momentum, the government
of China has started to target the potentially lucrative international biotechnology market. The
number of biotech companiesin Chinavariesfrom afew hundred to several thousand, depending
how the sector is defined. For example, there are severa thousand biotech companies if small
pharmaceutical firms with a dozen or fewer workers are included in the category. Similarly, the
several hundred companies involved in amino acid production, brewery, and chemical production
can be considered part of China sgrowing biotech industry. Even avery conservative definition of
biotechnology places the number of firmsat about 200 moderate-sized pharmaceuticals companies
and at least another 100 companies involved in agricultural biotech.

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 186

The Chinese pharmaceutical market has experienced massive growth in recent years.
According to the data from Business & Company Resource Center, the Chinese market reached a
value of $8.25 billion in 2003, achieving an amazing compound annual growth rate of 15.7% in the
1999-2003 period. By 2008, the market is forecasted to reach a value of $16 hillion. Given the
country’ shigh growth rate, foreign companieslike Pfizer, Novartisand GSK have sought to extend
their operationsin China. In addition, Chinaisalso the largest manufacturer of antibiotics, with a
production of 11,000 metric tons annually, or about half of the global total. Similarly, China
produces 75,000 metric tons of amino acids and 2,000 metric tons of enzymes, placing it among the
top producers in the world for these products. According to the World Health Organization, the
biotech industry in China was born in 1998 when the Ministry of Science and Technology
established two institutes so that China could participate in the International Human Genome
Sequencing Consortium. Thegoal of Chinesegovernmentistoimprovetheir infrastructure capacity
to meet the level of world-class genomic work. Chinatends to use this infrastructure to stimulate
their commercial activity in biotech field and establish the foundation of their research ability.
However, theintellectual property protection is considered poor by multinational foreign investors
that deter the devel opment of biotech. Thereisashortage of trained scientistsand science managers
inMainland China. Onereason for the shortageisthebrain drain of scientistsleaving Chinatotrain
and often work in the United States.

The three main advantages for biotechnology research in China are extremely low cost of
drug devel opment, enormous patient population, and afast approval process (Dublin, 2004). China
could further benefit from revenue generated by providing outsourcing services to foreign
biopharmaceutical companies. The cost-efficiency of developing drugs in China could give
homegrown biotech companies a big advantage over international firms. Asaresult of lower cost
of labor, clinical trials and real estate, developing drugs in China costs far less than the estimated
hundreds of millions necessary to develop adrug in the US. Developing drug costs approximately
$120 million in China compared to $800 million in the United States. The second advantage that
Chinese biotech companies could enjoy is huge patient population for clinical trial. Neighbor
countrieslike Taiwan, Japan and Singapore do not have abroad and diverse patient population. The
third advantage is Chinese biotech companies have shorter and more controlled approval process.
In theory, the approval process takes from five to eight years in contrast to an average of eight to
tenyearsintheUS. Theapproval processin the People’ s Republic of Chinaissimilar to that of the
United States and includes applications as well asthree clinical trial phases.

In order to attract direct investment from multinational foreign biotech companies, the
Chinese government released a new policy whereby foreign investment undergoes a 30-day fast-
track approval processin October 2004. |nvestments below $100 million need ratification only by
local authorities; previously, approval by the central government wasrequired. Theseinvestments
are scrutinized solely on the basis of their potential to interfere with environmental or state safety
considerations (Jia, 2005). In addition, in the latest Catalog for the Guidance of Industries for
Foreign Investment in 2005, Chinalisted biotech research, development, and production as asector
inwhichthe country iskeento stimulate and encourageforeigninvestments. Any companiesin that
sector are eligible for alow rate of corporate income tax. The Chinese government also provides
low rate on loans direct from Chinese banks. Moreover, there are no tariffs are Chinese agent
reguirements on imported equi pment and technol ogy from foreign research centers. Biotechnology
companies can reinvest their revenues generated from research or out-licensing in China free of
taxation. As result, many leading biotech companies in the world have been seeking Chinese
partners for business from outsourcing research to forming venture capitals.

The legal and regulatory environment within Chinais often daunting to foreign investors.
China’ spolitical leadersareofteninvolvedin corporate decision-making. Therearealsoissuessuch
as currency transfer restrictions and roadblocks to capital exit of investments that deters many
investors. In order to resolve these problems, the Chinese government is establishing centers that
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arerelatively free of government intervention and establishing a stock market system that mirrors
those in Hong Kong, Japan, and the United States.

THE BUSINESSENVIRONMENT OF BIOTECHNOLOGY IN TAIWAN

Taiwan has concentrated on developing its high-tech industries over the past 20 years and
isnow aworldleader in the development and production of electronic, information technology (1T),
computer, and semiconductor products. Thegovernment of Taiwan hasset up agoal that Taiwanese
biotechnology industry can achieve the same kind of success. Taiwan has several competitive
advantages over other Asian countries. The advantages include existing expertise in high
technology that is easily transferred to biotechnology, strategic location close to China and
straddling Northeast and Southeast Asia, strong legal framework, highly educated workforcein IT
and biology, world-classresearch facilities, abundant capital and Asiasmost vibrant venture capital
industry, and herbal medicine knowledge and extracting experience. Taiwan's pharmaceutical
industry has alwaysincluded the Chinese medicineindustry, atreasured ancestral heritage. Infact,
many Western pharmaceutical manufactures in Taiwan are aso producing Chinese medicinal
ingredients and formulations. In addition, many biotechnology start-ups are conducting research
on modern medical uses of traditional Chinese herbs and medicines.

Currently there are 223 private venture capital firmsin Taiwan, of which 61 have invested
in biotechnology over the past three years. Their scale of investment isrelatively small and they
lack expertise in evaluating biotech investment opportunities. Even though global venture capital
has grown dramatically, most of it has been invested in the United States. In 1995, Taiwanese
government published and released a Biotech Promotion Plan defining national biotech industry
goals and detailing the corresponding action steps. The goal of Biotech Promotion plan is to
establish Taiwan asthe center for genomic research and devel opment in Asia, astheleading location
for human clinical trial, as a worldwide subtropical floriculture center, and build the most vibrant
biotech-focused venturecapital industry inAsia. Inaddition, the Taiwan government planstoinvest
$4.5 billion in new capital into the biotechnology and pharmaceutical industry by the year 2010.
In recent years, the Taiwanese government hasrealized that Chinais also aggressively involved in
capturing biotechnology opportunities. Cooperating with Chinese biotechnology community is
probably theinevitabletrend, even though thereisstill asevere political conflict between Chinaand
Taiwan. If Taiwan could offer its high-technology knowledge and abundant capital resourceswith
China slow cost of labor, the two could establish a formidable biotechnology industry.

THE BUSINESSENVIRONMENT OF BIOTECHNOLOGY IN JAPAN

The biotechnology industry of Japan biotech is the largest in Asia-Pacific, generating an
estimated $11 billion in annual revenue. The market for biopharmaceuticals alone is the third
largest in the world, as are the markets for bio-chemicals and environmental products. Many of
Japan’s large and established companies such as Sumitomo Chemicals, Hitachi, and Mitsui have
intensified effortsto integrate biotechnol ogy research and devel opment into their existing business,
which are pharmaceutical's, chemicals, and scientific equipment and diagnostics. Eveninformation
technology players Fujitsu and NEC are developing technology for high-speed gene analysis
(Mergent, 2003). Almost all public compani esengaged in biotechnology areasubsidiary of, or joint
venture involving, a major company - some of which have grown from traditional medicine or
brewing and fermentation companies dating back to the 1800s. Thisistypically not the pattern in
countries such as Australia or Korea, where public biotechnology companies tend to focus on
biotechnology as a core business. Most of Japan’s biotechnology activities are located in certain
cities with established research centers or scientific parks. Tokyo, Kobe, Kyoto, and Osaka are
considered the most active cities for biotechnology industry cluster growth. For example, Tokyo,
the site of Tokyo University and its various affiliated laboratories, host numerous corporate
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headquartersand theinfluential National Institute of Advanced Industrial Science and Technology.
Adequate salaries and state of the art research facilities defers Japan from the brain drain lossto the
United States that inhibits industry growth throughout much of Europe and China.

Japanisrelatively flexiblein biotechnol ogy research and development. For example, under
rules established in 2002 researchers in Japan can conduct stem cell research on human embryonic
stem cells, as long as the host university and the education-ministry committees approve the
research. Thisflexibility made it possible for Kyoto University to become a major site of human
embryonic stem cell research. Government financial support of the biotechnology industry and
research cluster centers are expected to increase the number of biotechnology firmsin Japan to over
1,000 by the year 2010.

Despite steady growth in the biotechnology sector, Japanese companies face several
challenges including falling drug prices, increasing global competition, and regulatory controls.
According to Mergent (2004), one of the major blows cited by Japanese pharmaceutical companies
was the Japanese government’ s decision to cut the national health insurance drug prices in 2001.
Themovewaspart of an effort to reform the Japanese prescription drug market. Additional changes
in the drug market include a relaxation of licensing requirements for clinical trial data, which has
made it easier for foreign players to enter the market directly, rather than getting alocal partner to
navigate the regulatory requirements. Despite recent government reforms, the Japanese
biotechnology industry has complained that the pace of deregulation combined with new regulatory
controlsover activities such as cloning and food engineering have restrained the domestic industry.
Another growing concern for the industry isthat athough Japanese people have been traditionally
quick to embrace science and technology, they are increasingly concerned about the use of
genetically modified food. InJapan, the Ministry of Health and Welfare setsthe prices of al drugs,
using suggestions from the drug makers based on the drug’ s efficacy and the prices of comparable
products. Once set, the pricewill rarely change over thelife of thedrug. The advantage of the price
setting policy is that a Japanese drug maker is able to earn huge profits from that lucrative
innovation long after a patent has expired. However, the disadvantage is that Japanese
pharmaceutical companies have reduced incentivesto introduce or create new medicinesto replace
the old.

CONCLUSION

The paper has explored the business and regulatory environment of China, Taiwan, and
Japan. China has the second largest economy in the world, as measured on a purchasing power
parity basis, behind the United States. Chinaisidentified as having strategic advantages because
low cost drug development, alarge and diverse patient population, rapid approval process, and local
tax incentives. Development of anew drug in China could cost as little as $120 million versus an
average of $800 million in the United States. Direct involvement of the centra government,
currency transfer restrictions, and numerous impediments to foreign capital flight are identified as
problems for the growth and development of the biotechnology sector in China. Taiwan is the
largest exporter of computer component and | aptop, designed, produced and assembled by Taiwan's
high-technology companies. Related industry experience, geography, and astrong legal framework
areidentified as strategic advantagesfor Taiwan. Competition and political conflict with Chinaare
obstaclesfacing the Taiwanese market. Japan hasthethird largest economy and the third strongest
pharmaceutical industry intheworld. Abundant financial capital, well-established research centers,
and ability to retain trained scientist are fundamental to the Japanese future expansion in the
biotechnology sector. Falling drug prices, increasing global competition, and regulatory controls
are challengesfacing the Japanese biotechnol ogy sector. Futureresearch should explicitly compare
the Asian market and regulatory environment in Asiato the United States and Europe.
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ABSTRACT

Title IX has become a central figure in the profit structure of Division I-A college athletics.
This research discusses three possible modifications to Title IX. First, the issue of expanding
compliancetoincludeall extracurricular activitiesisexplored. Second, the proposal of separating
football from other sports as part of the Title IX compliance estimation is discussed. Finally, the
implication of reducing the number of football scholarshipsis analyzed.

INTRODUCTION

Title IX has been the greatest contributing factor that has put forth gender equality in
athletics but at the possible cost of many non-profit-generating male athletic programs such as
swimming, baseball, and wrestling. Recently the controversy about the efficacy of Title X and the
impact it has on the profitability of collegiate sports has been debated in the media by the National
Wrestling Coaches Association, Title I X supporters, and by €lite college football programs. The
purpose of thisresearchisto determinethefactorsthat influencethe profitability of collegeathletics
and apply the resultsto the Title IX gender equity versus profit controversy. This paper isdivided
into six sections. First, background on Title IX and its contributions toward gender equality in
gports is discussed. The next section offers a discussion on the role of Division I-A football in
collegiate athletics. Thethird section evaluates Title I X versus profit proposals. The final section
offers concluding remarks.

TITLE IX BACKGROUND

Title IX was initiated by the 1965 Presidential Executive Order 11246 that prohibits
contractors from discrimination in employment on the basis of race, color, religion or national
origin. President Johnson later amended thisin 1968 to include discrimination based on gender. In
1970, Rep. Edith Green drafted legidation prohibiting gender discrimination in education. The
original bill wasan amendment to Title VI, but was|ater changed to become Title I X. On June 23,
1972, Congress enacted Title I X as part of the Educational Amendments. President Richard Nixon
signed this portion of the Educational Amendment into law, which prohibits any type of gender
discrimination in any educational programs or activities, within an institution receiving federal
financial assistance (Curtis& Grant, 2000). Theact appliesto both public and private schools, from
kindergarten through graduate school, and coversadmission, recruitment, educational programsand
activities, course offerings and access, counseling, financial aid, employment assistance, facilities
and housing, health and insurance benefitsand services, scholarships, and athletics (Valentin, 2003).

In 1978, DHEW issued proposal policy “Title IX and Intercollegiate Athletics’ for notice
and comments. This policy had presumed compliance based on substantially equal average per
capita expenditures for men and women athletes and future expansion of opportunity and
participation for women. The final policy focuses on an institution’s obligation to provide equal
opportunity detailing the factorsto be considered in assessing actual compliance (currently referred
to as the 3-Prong-Test). Proportionality, program expansion, or accommodating the interest and
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abilities of the student body are the three standard ways that compliance can be achieved. First,
proportionality meansthat the percentage of women who participatein sportsat auniversity should
approximate the percentage of female undergraduates enrolled at the school. Second, is to show
program expansion. This is achieved when a college demonstrates that it has increased, and
continues to increase, opportunities for women. Finally, colleges may show that they have fully
accommodated the desire to participate in athletics. In 1994, Equity in Athletics Disclosure Act
(EADA) waspassed. It statesthat any coeducational institution of higher education that participates
in any federa student financia aid program and has an intercollegiate athletics program must
annually disclose certain information concerning that intercollegiate athletics program. All
ingtitutions must have compliance information available to all who inquire about specific
information on their intercollegiate athletics department as required by the Equity in Athletics
Disclosure Act.

THE ROLE OF FOOTBALL INDIVISION |-A COLLEGIATE ATHLETIC

Collegefootball ishig business. During the 2001-2002 academic year Division I-A college
football earned acombined profit of over $225 million. Fans provide financial funding to football
programs by attending games, purchasing licensed merchandise, watching television, and
contributing to the alumni association. Division I-A football is considered to be a revenue sport.
A revenue sport is actually a misnomer, as the term does not mean that they generate revenue, but
that they generate revenue in excess of their costs (Leeds & Von Allen 2002). With the profit,
football isableto subsidize other non-revenue sports such as swimming, gymnastics, and wrestling.
Paul “Bear” Bryant, former football coach at the University of Alabama, justified the prominence
of hisprogram by claiming it was unlikely that 50,000 people would show up to watch an English
professor giveafinal exam (Zimbalist, 1999). Robert Brown (1993) conducted astudy showing that
aplayer with the potential to play inthe NFL brings a college football team between $539,000 and
$646,000 per year, more than $2 million over afour year career. Football carriesthefinancia load
in Division |-A athletics. The average annual profit is close to $5 million for football, while the
averageprofit for theentire Division |-A athletic programisbelow $2 million. Football profits spill
over and hel psother sports. Football profitsmean better basketball facilities, higher-profile coaches,
and more TV exposure, al of which help attract the best talent (Fitzpatrick, 2002). This creates a
domino effect where all athletic programs benefit from football profits.

The perceived conflicts between gender equity and profits have been debated for over thirty
years. Athletic administrators argue that they have been slow to respond to Title I X requirements
becausethey barely break even asitis. Therefore, either non-profit-generating men’ sprogramswill
have to suffer or profits will have to come out of men’s programs that generate profits, primarily
football. Some argue diverting money from football could weaken the ability of the football
program to continueto prosper and subsidize other sports, making all of the athletic programsat any
college worse off. The solution has been to cut non-profit-generating men’s programs. The
University of Kansas athletic department cut men’s swimming and tennis in 2001 to stay in the
black, saving about $600,000 per year and reducing participation by 50 male athletes. Among the
reasons cited for the cuts were increasing scholarship costs, increasesin team travel costsfor other
sports, increases in coaches' salaries, and to meet gender equity requirements. Title IX defenders
put forth the argument that non-revenue-generating men’ s sports are not being eliminated because
of gender equity but because a disproportionate amount of athletic resources are distributed to
football programs. The extension of this argument is that instead of eliminating men’s wrestling,
swimming, and tennisprogramsmany universitiescould reducetheresource base of football instead
of blaming gender equity.

Scholarship limitation to men’s athletic programsin order to meet Title IX compliance has
also had an impact on the salaries of football coaches. The profits from football and, to a lesser
extent, men’ sbasketball hasincreased the demand for successful coaches. Inthe past, elite football
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programslike Notre Dame and the University of Alabamawere ableto stockpiletalent on the bench
in reservethat could often defeat the front line at many other colleges. Scholarship reductions has
increased the competitive balance associated with football but it has also created a premium for
coaches with a proven track record of winning. Hence, the elite programs have replaced the
propensity to stockpile talent with the practice of hiring a coach that can get more out of atalent
pool that is not as deep.

GENDER EQUITY VERSUS PROFIT PROPOSALS

TitleI X hasbecomeacentral figureintheprofit structure of collegeathletics. Theempirical
analysisput forth in thisstudy clearly verifiestheimportance of collegefootball with respect to the
profit structure of Division I-A athletic programs. The results aso provide evidence that women's
programs are indeed a financial drain for many athletic programs. Despite the financial
considerations it is clear based on anecdotal evidence that the impact of Title X on women’'s
athletics has been immensely positive. The number of women participating in intercollegiate
athletics has gone from approximately 30,000 to more than 150,000 since 1972. Inthelast 20 years
alone the number women’ s college teams has nearly doubled. Before Title 1X only tennisand golf
had established professional league tours. Now there are also women's professional leagues for
soccer, volleyball, basketball, and bowling. Women have even made inroads in the traditionally
mal e sport of boxing. In this section we look at three possible approaches to addressing the gender
equity versus profit debate.

One approach to the Title I X issue isto expand compliance to all extracurricular activities,
not just college athletics. Most colleges offer extracurricular activitiesin art, dance, speech, band,
and miscellaneous other areas. Female participation in non-athletic activities is often equal to or
greater than male participation. Title IX interpretation could be expanded in away that tabulates
all extracurricular activities and funding as part of the compliance equation. The proportionality
issue with Title I X would not be such a headache and might prevent the loss of many male non-
revenue-generating sports. The counter argument against the extracurricul ar expansion proposal is
that it could setback many of the gains made by women in collegiate athletics during the last thirty
years. For example, major strides have been achieved in women’s basketball during the last ten
years. Women's college basketball programs at the University of Connecticut, University of
Tennessee, and Texas Tech University are examples of programs that have turned the corner and
make a profit. The women'’s college basketball championship tournament has continually earned
more profit each year from the tournament broadcast rights. The examples of successful women's
programs suggest that a little short-term pain while investing in the promotion of women's sports
can pay off.

The second proposal revolves around the idea that Division I-A football is unlike any
comparable women’'s sport and should be separated from other sports as part of the Title IX
compliance estimation. The uniqueness of football is primarily derived from the large number of
athletes needed to field ateam plus the profits generated by the sport. Variations on this proposal
arenot new. OnMay 20, 1974, the Tower Amendment was proposed but rejected. Thisamendment
attempted to exempt profit-generating sports from being tabulated when determining Title 1X
compliance. The Tower Amendment and related proposals have never been able to convince the
courts that gender inequality is acceptable in the name of profits. Thereislittle doubt that on the
Division|-A level, football programs subsidize many other male and femal e athletic programs. But
the courts have recognized that subsidies are a key component of awell functioning institution of
higher learning, not just in athletics but aso in academics. The average enrollment for aDivision
[-A ingtitution is over twelve thousand. Pursuance of a degree in higher education requires that
student take university and major core requirements. The enrollment and subsequent funding
derived fromintroductory core classesin history, math, and English subsidizes upper-level courses
and specidty fields like philosophy and Latin. The high enrollment from principles of
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microeconomics and macroeconomics often subsidize upper-level and graduate economic courses
at many universities. Football programs can be viewed as unique entities that need to be separated
from the Title IX compliance tabulation but they can also be viewed as providing a subsidy
umbrella; they generate profitsthat help pay and maintain the existence of other athletic programs.

At any given timein afootball game ateam is only allowed eleven players on the playing
field. The majority of Division I-A football programs are compromised of one hundred football
playersnot including the coaching staff and trainers. Football programsoffer asmany aseighty-five
scholarshipsto players during an academic year. Thisvast number of football scholarships counts
toward Title IX compliance requirements and is one of the primary reasons that non-profit-
generating men’s programs are often eliminated. There is no comparable women's program to
balance the athletic scholarship numbers. This is where the primary problem starts for men’s
athletic programs other than football. Football has been left untouched and is held as the golden
goose. Football runsthrough the veins of sportsfans and the money it generatesisthelife force of
college athletic departments. Thethird proposal acknowledges the popularity of football and puts
forth the suggestion that the number of players offered full athletic scholarships be reduced by
approximately twenty spots and reallocated to other sports. Cutting football scholarships and
redistributing the money could prevent thelossof other athletic programs. Reductioninthe number
of football scholarshipsin the past hasimproved the competitive balance in the sport, whichin turn
increased profits. Thereis no reason to believe that there would be an appreciable decline in the
profit from football in the future if this proposal were applied. The primary weakness of this
proposal isthat it might exasperate racial inequality problems. Leedsand Von Allen (2002) report
that 59.1 percent of Division | collegeathletesare male. Interestingly, theracegap in college sports
receives quite abit less attention. In Division | men’s sports, 61.6 percent of the athletes are white
and 25.5 percent are African-American, even though the latter has a higher percentage of players
in basketball and an equal share of football. The reduction of football scholarshipswould probably
haveapositiveimpact on Title X compliance without hurting football profitsbut it would also have
a tendency to deprive African-American athletes an opportunity at obtain higher education.
Reducing football scholarships might also be economically inefficient. An efficient allocation
normally provides more resources to profit centers, assuming there is ability to achieve profit
growth.

CONCLUSION

Thereislittle doubt that women have benefited greatly sincetheimplementation of TitlelX.
Collegiate compliance with Title IX has allowed many more women the opportunity to participate
insports. Futureresearch endeavorsshouldincludeDivision|-AA and Division |1 collegesin order
to determine if the dominance of college football extends beyond the elite programs in major
Division I-A conferences.
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ABSTRACT

Domestic and international adoptions allow many couples and singles to build a family or
add to an existing family. Thismanuscript examineslegal, economic, and pragmaticissuesrelating
to domestic and inter national adoptions. The primary strength of domestic adoptionsistheaccuracy
of information regarding child health and emotional development. The primary concern put forth
regarding domestic adoptions is the loss of custody should a biological parent change his or her
mind about relinquishing parental rights. International adoptionsprovidegreater accessto healthy
infants and toddlers but child theft and trafficking are growing as a global concern with respect to
international adoptions.

INTRODUCTION

M assachusetts passed thefirst modern adoptionlaw in 1851, recognizing adoptionasasocial
and legal operation based on child welfare. Today, domestic and international adoptions total
approximately 150,000 placements per year and are growing. The purpose of this research isto
comparetheefficacy of domestic versusinternational child adoption. Thispaper isdividedintofive
sections. First, background on legal issues and challenges associated with child adoption are
discussed. The next section offers a discussion of supply and demand considerations for child
adoption in the United States. The third section puts forth a comparative discussion of domestic
versus international adoption issues.

LEGAL RIGHTS, ISSUES, AND CHALLENGESIN CHILD ADOPTION

United States courts have traditionally touted rights of biological parents. Therights of the
biological parents to rear and have custodia control of their children has been found to be
fundamental and entitled to constitutional due process and equal protection (Troxel v. Granville,
2000, p. 67). Further, the U.S. Supreme Court has required close consideration when a family
association so undeniably important is at stake and termination of parental rights must meet the
standard of clear and convincing evidence, rather than the normal civil evidentiary standard of
preponderance of evidence (Santosky v. Kramer, 1982, p. 769). State laws govern the parent-child
relationship and vary greatly in detail. This alone may be enough to discourage the prospective
adoptive parent, combined with inconsistent enforcement in and amongst the states. The ability to
permanently sever the relationship between the biological parent and the child is of utmost
importance to the adoptive parent. If the laws are not followed correctly or if thereisfraud in the
process, the birth parent may be able to reclaim the child or, at leat, tie the matter up in court for
years. In Texas, for instance, the relationship may be terminated voluntarily through a suit to
terminate the relationship or, more commonly, by affidavit of relinquishment or waiver of interest
(Dorsaneo, 2003). A voluntary relinguishment by the mother or father must be signed after thechild
isborn, but not before 48 hours after birth, witnessed by 2 credible personsand verified by aperson
authorized to take oaths and not interested in the case, and a copy of the document must be given
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to the parent who signed at that time (Terrell v. Chambers, 1982, p. 802). Whether by affidavit or
petition, there are extremely technical and detailed requirements as to what the documents must
contain, even alist of the child'sproperty (Dorsaneo, 2001). Relinquishment of parental rights may
either be revocable for 10 days or irrevocable for up to 60 days (this presumes the baby will be
adopted withinthat period) or permanently irrevocableif the state or achild-placing agency istaking
custody. Further, a suit for involuntary termination may be brought for a myriad of reasons,
including abandonment, endangerment, failure to support, voluntarily relinquished parental rights,
or conviction for certain felonies. Notice of voluntary or involuntary relinguishment must be
provided to interested parties, including any person alleged to bethefather and, if thereismorethan
one, all must be notified. The biological father'srights may be terminated without his participation
if heisserved with citation and doesn't respond, if heis not registered with a paternity registry and,
after the exercise of due diligence, he can not belocated, or if heisregistered, but no one can locate
him at the address provided. Also, if relevant, notice may be given of apending termination suit by
publication, though such notice is not required in many cases after 1998.

With cases ripped from the headlines as incentive, many state legislators are moving to cut
back on the ability of abiological parent to challenge an adoption, particularly one that has already
been completed. Inan effort to achievethisgoal, in addition to eliminating inconsistenciesin state
laws and providing some certainty to adoptive parents, the National Conference of Commissioners
on Uniform State Laws finalized the Uniform Adoption Act in 1994 (Green, 2005). The states,
however, have not moved to adopt the law as awhole, instead opting to stick with efforts written
into their own laws. Texaslaw, for instance, providesfor irrevocable affidavits of relinquishment
in most case, which, as opposed to states allowing only revocable relinquishment, will provide for
certainty at an earlier date, lacking fraud (Dorsaneo, 2003). Texas courts further hold that the
relinquishment is valid, though signed by a minor and provide for a waiver of interest without
admission of paternity, attempting to eliminate the case where the father may withhold consent
simply because he does not want to admit paternity.

Though meritorious efforts have been made to put a stop to drawn out legal battles, and
many states have moved toward cutting off abiological father's rights to make a claim on his child
post-adoption, adoptive parents should not find much comfort in the efforts. In the U.S. legal
system, the possibility always remainsthat the courts will find any new, untested legislative efforts
contrary to parental rights. Cases may be caught up in court and appealsfor years, all thewhilethe
child growing older and more attached to the custodial parents. There are likely just as many
advocates of paternal rights now asin the 1970'swho will want to ensure that these are not chipped
away. Thereis also a movement to gain the right to an appointed attorney in civil cases such as
parental right disputes. The argument is that biological parents may not be able to effectively
protect their fundamental rights if they cannot afford an attorney. Therefore, it is argued, a free
attorney should be provided asin criminal cases. Some states currently appoint attorneysin limited
Ccases.

SUPPLY AND DEMAND CONSIDERATIONS

Many peoplewho chooseadoptionto buildtheir familiesdo so after adiagnosisof infertility.
Others who are not infertile choose adoption to build a family or to add to their existing family.
There are several recent trendsinfluencing the number of children available for adoption. Thefirst
explanation is the declining number of women placing children for adoption (Bachrach, Stolley &
London, 1992). Approximately 51,000 children born in the United States each year are placed for
adoption. In contrast to this number there are approximately amillion parentsin the United States
strongly interested in adopting and over 250,000 prospective parentsthat have taken concrete steps
towards adopting. One of the key reasons for the declining number of women placing children for
adoption isthe declining stigmaof unwed motherhood. Lessthan 1% of unwed mothers placetheir
children for adoption (Freundlich, 1998). Second, there are a declining numbers of teens placing

Proceedings of the Allied Academies Internet Conference, Volume 7 2005



Allied Academies International Internet Conference page 197

childrenfor adoption. Over half amillion teenagersgive birth in the United States each year. Most
teensdecidetoraisetheir ownchildrenor let their familiesraisethem. Infact, thetrend with unwed
mothers is consistent within the teen cohort as less than 1% elects to place their children for
adoption. Thethird explanation isthe declining pregnancy rate. In 1957 the United Statesfertility
rate hit arecord at 3.68. The fertility rate bottomed at 1.74 in 1976 and has stabilized around 2.0
in recent years (Kotlikoff & Burns, 2004). Personal choice, demand for smaller families,
urbanization, and career path delaysin the decision to start afamily are often cited as reasons for
the declining fertility rate in the United States. Fourth, there has been an increase in the use of
contraceptives. 1n 1995, 10.7 million women were using female sterilization, 10.4 million were
using the birth control pill, 7.9 million used condoms, and 4.2 million were using male sterilization
asacontraceptivetechnique (Freundlich, 1998). Another significant factor indirectly impactingthe
supply and demand for adoption isthe declining stigmaassociated with raising children that are not
biologically related to one or more parents. Rising divorce rates combined with second marriages
have created a positive trend in society at large when at least one adult in a household is not
biologically related to one or more children residing under the same roof.

COMPARING DOMESTIC AND INTERNATIONAL ADOPTION

Inthissection wedescribe several broad based i ssuesdescribing the promisesand challenges
of domestic versusinternational adoption. Thefirst issue isthe expense associated with adoption.
The financial cost of adopting internationally varies by country. However, the cost is generally
between $13,000 and $30,000; which ranges as slightly more to approximately the same costs of
adopting domestically. International adoptions coststend to risefaster becausetravel to thechild's
home country is nearly always required at |east once and often twice. In addition, the prospective
parents are paying for the overhead costs of two agencies and two lawyers instead of one when
adopting internationally. Federal tax credits are offered to adoptive parents regardless of adoption
location. Specifically, the Hope for Children Act provides a $10,000 tax credit for both domestic
and international adoptions when families have adjusted gross earnings of $150,000 or less.

Domestic adoptions have a reputation for being a very lengthy process versus a more
streamlined international adoption process. The redlity is that both domestic and international
adoptions vary greatly across each specific case, state, and country. The home study that most
American agenciesrequirewill usually last between two and four months, aswell asthetimeneeded
to find a child and get through the legal paperwork for the adoption regardliess of adoption
destination. International adoptions usually require time in the child’'s home country for the
adoptive parentsto get to know the child and birth culture. These requirementsdiffer greatly from
one country to the next, ranging from multiple visitsto only afew days of extended stay. It isalso
important to note that United States citizens are not well received in many countries and language
barriers often lead to communication failures, delays, and frustration.

While it is always much easier to adopt disabled and emotionally disturbed children,
regardless of whether it is domestically or internationally, most adoptive parents want healthy
children. Often healthy children are difficult to get domestically. Many families prefer infants or
toddlers in order to minimize emotional and developmental problems associated with long-term
abandonment and orphanage care. The limited number of infants and toddlers available from
domestic adoption sources results in many families focusing on adopting a young child from
international locations. There is a greater access to lower heath risk children when looking
internationally because of alarger total supply of availablechildrenfor adoption. Ontheother hand,
many international countriesare high-risk locationsfor physical and mental development problems
or HIV and AIDS, especially Eastern Europe and Central Asia.

Although it doesvary, there are some countries that have lower adoptive parent restrictions
for who can and cannot adopt. Singleindividuals, homosexual partners, and adoptive parentsabove
the age of forty often face numerous restrictionswith respect to domestic adoptions. One particular
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example is that homosexual couplesin the state of Florida are not permitted to adopt, however if
they chose to adopt internationally they would be welcomed. Also, there are age restrictions for
seniorsthat often do not apply for international adoption. On the other hand, China haslimited the
number of single parent placementsfor each agency to amaximum of 5% of an agency’ sadoptions.

Domestic adoption agencies and orphanages are usually forthcoming with health, physical
devel opment, and emotional devel opment information about prospective childrenfor adoption. For
example, the state of Texas includes an extensive and updated health, physical development,
emotional development, and intellectual development report on children available for adoption.
Children available for adoption internationally are often subject to information problems. Medical
records are often scarcein international localities. Information about maternal acoholismand drug
abuse, neglect, and emotional detachment issuesare normally forthcoming with domestic adoptions
but subject tolargeerrorsintheinternational environment. Orphanagesrealizethat familiesareless
like to adopt a child with a history of medical, emotional, or physical illnesses and are more likely
to withhold information in foreign than in domestic centers. The orphanages goal is to place the
child assoon aspossible. Eastern Europeisaprimelocation for international adoptionswherethere
are serious concerns about maternal alcohol and drug abuse having a negative impact on the child.
A second information problem with international adoptions is that an adoptive parent could be
interested in acertain child and it is not uncommon for the international orphanage to promise this
childto several agencies. A thirdinformation concernisthat international locations can and do shut
down all adoptionsin their country. This means any adoptionsin the process are stopped. Even if
adoptions are not shutdown in a country it is still very possible that significant and unpredictable
delays may exist in foreign countries.

The single biggest concern with international adoption is the possible ethical dilemma
created by a market exchange for human beings. Over the past thirty years over 250,000 children
have been adopted from foreign countries. Little is known about the children prior to their arrival
in the U.S. and limited research is available on the parents that adopted them and the long-term
outcome. Thereislittle doubt that the adoptive parents usually have atruistic intentionstoward the
adoptive child and are certainly not practicing a modern form of slavery. On the other hand, the
international adoption process does generate an exchange of money with several different players
involved in the game. There has been concern regarding the illegal trafficking of children
worldwideasacommodity. These children may or may not havefamily that can carefor them. The
possibility of rural families having children stolen without consent and brought into an urban area
as an orphan for adoption isagrowing concern in several countriesincluding Cambodia, Vietnam,
and Guatemala.

Inthe United States, depending on the state, adoptions used to be declared final up to twelve
months after the adoption decreewasissued. Thisisnot awaysthe case, based on numerous recent
adoption court casesin the United States there is serious doubt whether any domestic adoption can
be considered final once a birth parent changes his or her mind and initiates a custody suit.
American parents consi dering domesti c adoption haveawell-warranted fear of having thechildthey
have partially raised taken away and given back to the biological parent. These highly publicized
cases have been national news over the past decade and often result in the return of the child to the
birth parent. A major benefit to international adoption isthat the possibility of having achild taken
from the adoptive parent is unlikely to occur.
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ABSTRACT

This study develops a hedging model appropriate when asset returns have time varying
distributions, in particular when variances are changing through time. Using conditional estimates
of variances, the conditional hedging model is evaluated using the spot and futures exchange rates
of the British pound, the Canadian dollar, the German mark, the Japanese yen and the Swissfranc,
vis-a-vis the U.S dollar. Both within sample and out of sample comparison reveal that the
conditional hedging model outperforms the conventional hedging model. The proposed model has
useful implications for hedging other financial assets as well.

INTRODUCTION

If aninvestor holdsone unit of acommodity which he plansto sell at sometimeinthefuture
then, since the future price level is unknown, he is exposed to risk. The desire on the part of
investorsto alleviate their exposure to thisrisk led to the establishment and proliferation of futures
markets in the late 1980" and 1990s. Academic interests in the futures markets have also led to a
considerable amount of research in the development and application of risk minimizing hedging
models. The goal of these hedging modelsisto find an optimal hedge ratio, the proportion of the
asset or the portfolio's spot value being hedged in the futures market. Aswe shall see below, if asset
returns display time dependent distributions (i.e., variances and covariances are changing through
time) then conventional models do not produce risk minimizing hedge ratios. This inability to
account for time changing distributionsin asset returnsrai sesimportant concernsregarding the risk
reduction properties of conventiona hedging models.

This study proposes a conditional hedge model as an aternative to the conventional hedge
models. This conditional hedging model modifies a conventional hedge model to allow for time
dependent distributionsin the spot and futures exchange rates under the assumption that the returns
intheseassetsfollow ageneralized autoregressive conditional heteroskedasticity (GARCH) process.
We estimate the model for the British pound (BP), the Canadian dollar (CD), the German mark
(DM), the Japaneseyen (JY) and the Swissfranc (SF). Since conditional estimates of the covariance
matrix are utilized to calculate the optimal hedgeratio, the conditional hedge model reducesrisk by
more than the conventional hedge models. As shown below, a comparison of the percentage
reduction in within sample and out of sample portfolio variance favors the conditional hedge by a
noticeable margin.

Thisstudy isorganized asfollows: in section |1 we discuss the conventional hedging model
and emphasi ze why aconditional hedgeisthe optimal hedge when asset returns have time changing
distributions. Section |11 presentsamodel for estimating the optimal hedge. Sections|V and V offer
empirical results. The final section concludes the study.

THE CONVENTIONAL HEDGE

The simplest hedge is produced by a naive hedging strategy. This strategy suggests that to
minimize exposure an investor who is long in the spot market should sell a unit of futures (i.e. go
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short in futures) today and buy the futures back when he sells the spot. To the extent that spot and
futures prices move together, this strategy will result in the losses arising from holding the spot
being offset by the gainsfrom holding futures. If the spot and futures prices both change by the same
amount, the hedger's net position will be unchanged.

Since spot and futures prices do not always move together, conventional hedging models
focuson minimizing the basisrisk, i.e., the movement in the difference between the spot and futures
over the life of the contract (see Johnson, 1960, Ederington, 1979). Most conventional hedging
models have been cast in terms of a two-period expected utility maximizing investment decision
subject to a Markowitz criterion. These models can be described in the following way: Let F, and
F, be the purchase and the settlement prices, respectively, of afutures contract, and let S, and S, be
the spot market price at the time the futures contract is purchased and at the time it is settled,
respectively. Also, suppose the investor has fixed long position of one unit in the spot market and
ashort position of b unitsin the futures market. The random return to this portfolio, X, is

D X=3S -5+ b(F;-Fo)
= S+ bf

where s and f refer to changes in the spot and futures prices, respectively. The first two return
moments are then

) E(x) = E(s) + bE(f)
(3 o’ = o+ b+ oA + 2boy .

and

If the investor's two moment utility functionis
(4) U(x) = E(x) - 1oy,
Then the utility maximizing investor solves
(5) max U(x) = E(s) + bE(f) - r [ 6% + b’ + 20y],

Wherer isthe degree of risk aversion (r>0). Differentiating with respect to b yields the optimal number of
futures contracts in the investor's portfolio:

(6) b= E(f)-2roy / 2r

Assuming that the futures rate follows a martingale process® (i.e., E(F,) = F,), equation (6) can be rewritten
to yield the minimum-variance hedgeratiob':

@) b= -0/

Equation (7) can be estimated as the slope parameter from an ordinary least squares (OLS) regression of s
on f. Furthermore, since spot and futures prices tend to move in the same direction, b* will positive. Notice
that if b* = 1 then the naive hedging model is returned.

Because of its computational simplicity and its effectiveness in minimizing risk the conventional
hedging model has been applied to many different commodities and financial instruments. The model isnot,
however, without its shortcomings. First, the conventional model has been criticized for its usage of
unconditional varianceasameasure of risk. Sinceunconditional variancesincludethevariancesof systematic
and predictable components, a better representation of risk would be the variance of the unforecastable or
unpredictable part of the series -- i.e. the conditional variances (see Duffie (1989)).

Second, in light of the recent findings that foreign exchange conditional variances are time varying
(see Bollerdev, et. Al. (1991) for a survey), the conventional models which assume time invariant
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distributions are necessarily misspecified. This perhaps accounts for the intertemporal instability in the
hedging effectivenessof theconventional models(see Figlewski (1984) and Eaker and Grand (1987), because
if the distribution of spots and futures is changing through time then, by equation (7), b* must also change
through time. Adler and Simon (1986) recognize this and suggest that locally perfect hedges at each point
intime may be possiblewithacontinuously adjustabledynamic hedgeratios. Y et, the assumption that return
distributions are constant across time precludes conventional modelsfrom capturing this new optimal hedge
ratio at each point In time. This could prove costly for those who, for various reasons such as maturity
mismatch, are required to update their hedge. Therefore, given the need for portfolio rebalancing and the
evidence of time dependent distributions of asset returns, the conventional approach to hedging contrasts
sharply with reality and highlightsthe need to develop morerealistic models. It isto thistask that weturn our
attention.

THE TIME VARYING HEDGE

Note that if the bivariate distribution of spot and futuresis constant over time, then one can extend
the model developed in Section |1 to a multi-period hedging strategy with atime-separable utility function.
The solution for the optimal sequence of hedge ratios {b,,...b;} would result in the same hedge ratio being
computed for each period. Under these assumptions the optimal hedge (7) could be calculated as the |east
squares estimator from a time series regression of changes in spot prices on changes in futures prices,
multiplied by -1. But because this model is clearly misspecified, let us consider the following alternative
model which allows for time dependence in the distributions of the spot and futures (cf. Ederington, 1979).
Let f, and s, be the changes in the price of the futures and the spot between time t' and t, respectively, and
define b,, as the holdings of futures at timet'. Then

(8) X =§+ b f, t<t,

isthe payoff at timet to purchasing one unit of the spot and b,, units of the futures at sometimet' in the past.
The investor chooses his optimal one-period holdings of futures at each time t by maximizing the utility
function.

9 Ui(X+1) = E(X) - F0%(%a)s

where the expectation and variance operators are subscripted with t to emphasize that they are calculated
conditional on al information available at timet. Notice that unlike conventional models, risk is measured
by conditional, not unconditional, variances. The risk minimizing hedgeratio at timetis

(10) b* = E(fi.d) - 2r (S i) 1 2r A (fin)
Assuming that futures prices are martingale (i.e., E(F,.,)=F,) simplifies equation (10) to
(11) b= - o(Siufud) 1 F(fid)

which is similar to the conventional hedge ratio except that time varying conditional moments replace the
time invariant unconditional moments. Note that because conditional moments are changing as the
information set is updated, the optimal hedge ratio will change through time --hence the t subscript on b’,.
This conditional model is the same as the conventional model if the joint distribution of spot and futuresis
constant through time, i.e., the covariance matrix is stationary.

Until recently, the assumption of atimeinvariant covariance matrix may have stemmed from alack
of available estimation techniques robust to autocorrelation in the second moments. The autoregressive
conditional heteroskedasticity (ARCH) model of Engle (1982) or its generalization, the generalized ARCH
(GARCH) model of Bollerdev (1986), allows oneto model thetime dependencein the second moments (see
Bollerdev, et. al. 1991 for asurvey). Multivariate generalization of the GARCH model are used in hedging
models by Cecchetti, Cumby and Figlewski (1988,) Baillieand Myers (1991), Myers(1991) and Kroner and
Claessens (1991). Baullieand Myers (1991) and Cecchetti, et. al. (1988) usetheir modelsto find the optimal
dynamic hedge for commodities and financial futures, respectively, while Kroner and Claessens (1991) use
their model to compute the optimal debt portfolio for acountry facing time varying exchangerisk and terms
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of trade shocks. Baillie and Myers (1991) find that their time varying hedge outperforms the time invariant
hedge, while Cecchetti, Cumby and Figlewski (1988) show that the time invariant hedge is superior to a
dynamic hedge. Myers (1991) estimatestime varying hedgeratiosin the wheat futures market and finds that
the time varying hedge performs marginally better. Though their models perform with varying degrees of
effectiveness, these authors agree that the optimal hedge ratio is time varying, and care must be taken in
calculating optimal hedging strategies.

The time varying conditional moments of s, and f, can be parameterized with a bivariate constant
correlation GARCH(1,1) model, as originaly proposed in Bollerslev (1991) and applied in Baillie and
Bollerslev (1990), Schwert and Seguin (1990) and Kroner and Claessens (1991). This model parameterizes
the conditional variances as ARMA modelsin squared residuals, while assuming constant correlations. The
model is:

(12) §=0s Xt 6

fi=aX + e

13 [es
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where, ¥, istheinformation set at timet-1 and p isthe correlation coefficient. The variable X, in equation
(12) can contain aconstant, moving average terms, lagged dependent variables, and other weakly exogenous
variables. A number of observations are worth mentioning here. First, the OLS model is nested within this
GARCH(1,1) model. In particul ar, setting a, =b, =&, =b; = 0 produces the conventional model. This permits
astatistical test of the conventional model against the conditional model. Second, the optimal time varying
hedge ratio at timet can be computed as the ratio of the conditional covariance between sand f at timet to
the conditional variance of timef at timet, i.e., as

hs
(16) 6 =
N
Thisgives usthetime varying hedge ratios which are based on condtitional moments. Third, forecasts of the
variances and covariances can be computed in much the same way as forecasts from vector ARMA models.
Thisfacilitates out of sample forecasts of the optimal time varying hedge ratios.
THE DATA

Exchange rates used in this study are Thursday's spot and futures data from February 8, 1996 to
February 23, 2001, obtained from Dunn and Hargitt, Inc., giving 264 observations. This particular period
coincides with the fact that beginning February 2, 1990 the International Monetary Market (IMM) removed
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limit moverestrictionson currency futurestrading. The spot exchangeratesarereported in termsof the dollar
andareclosing pricesinNew Y ork, and thefuturesratesare IMM closing prices. Of thefour futures contracts
that are outstanding at any given time, we use the price of the nearest contract. To avoid thin markets and the
expiration effects, however, we roll over to the next nearest contract three weeks prior to expiration of the
current contract.

Several diagnostic checksonthedistributional propertiesof thedatawere performed. Nonstationarity
was verified using the Phillips and Perron (1988) test. We could not reject the null hypothesis of aunit root
for any of our data series. Hence, 1nS, and 1nF, should be differenced to induce stationarity. Thisleaves 263
pairs of observationsin each currency to be used for the remaining empirical test.

Further diagnostics such as skewness, kurtosis, Ljung-Box and ARCH were performed on log-
differenced data (A1nS and AlnF,). The unconditional distributions of data A1nS and AlnF, were found to
be non-normal.. Tests for autocorrelation were also performed on the data. We could not reject the null
hypothesis of no autocorrelation for the exchange rates.

Finally, tests for time dependence in the second moments were conducted using Engle's (1982) LM
statistic for ARCH. We found that our foreign exchange data does follow an ARCH process. Overall, the
existence of aunit root and the existence of ARCH suggest that the procedure for finding the optimal hedge
outlined above has the potential to be an effective strategy.

A COMPARISON AMONG HEDGING TECHNIQUES

In this section we evaluate the potential usefulness of the proposed optimal hedging strategy and
compareit to threeaternative strategies: no hedge, anaive hedge and the conventional hedge. Thetheoretical
model presented above is cast in terms log-first differences, and the Phillips-Perron tests indicate that
differencing is required, so we focus here on log-first differences.

Themodel defined by equations (12-16) isestimated, first with restriction H,a=b=a~=b=0imposed,
then without the restriction imposed. Recall that when H, is imposed we have the conventional hedging
model, with aconstant hedge and no GARCH. Thismodel is estimated by the seemingly unrelated regression
procedure (SUR), with the results reported in Table 1 (t-statistics in parentheses). The implied hedge ratio
for each currency is quite similar, ranging between .95 and 1.0, except for the Canadian dollar, which at .89
is much lower than the others. As previously indicated, the implied hedge ratios are calculated using the
unconditional estimatesof the covariance matrix. Of course, these hedge rati oscoul d have been obtained from
an OLS regression of s on f,, but that method does not enable us to statistically test the validity of the
restriction H, that isimposed. If the variances and covariances were constant through time, then the hedge
ratios given in Table 1 would be the risk-minimizing hedge ratios. However, variances and covariances are
continually changing, implying that the hedge ratios are al so changing. Dropping the restrictionsimposed by
H, gives us a model which allows the variances and covariances, and therefore the hedge ratio, to change
through time. Therefore, the model (equations 12-16) is estimated without therestrictions, and theresultsare
reported in Table 2.

Maximum likelihood estimates of the model indicate that the GARCH parametersa,, b, &, and b; are
statistically significant for all currencies, though the evidenceisweak for JY . Correlation (p) between thecash
and the futures market is positive and large, suggesting that the futures market has the potential to provide
an effective hedge for the spot market. Thelikelihood ratio test statistic (&) for the validity of therestrictions
H, isreported in Table 2. Each one of these estimated stati stics exceeds the X critical value (9.48) at the 95%
level of significance. Thismeansthat, in astatistical sense, GARCH(1,1) equationsdescribethe depreciation
rates of the spot and futures better than the constant covariance model. It al so meansthat the parametersa,, .. ..
b; belong in each of the five models, which implies that the variances and covariances, and therefore the
optimal hedge, areindeed changing through time. Post estimati on diagnosti csusing the standardized residua s
fromthe GARCH modelsreveal that most of the serial correlation in the squared residual s has been removed.
As Table 3 shows, Ljung Box statistics suggest that autocorrelations in the level and squared residuals are
low. The standardized skewness and kurtosis remain high, suggesting that conditional normality might not
be the appropriate assumption for our models. Further analysis along the lines, however, is left for future
research.
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WITHIN SAMPLE COMPARISON OF HEDGING PERFORMANCE

Of course, from an investment standpoint, what concerns usis not the statistical performance of the
model, but rather the hedging performance of the model. To this end, the time-varying hedge ratios can be
computed from equation (11) and their performance compared to the constant hedge ratio obtained from the
conventional model. Each week we construct the portfolios implied by the computed hedge ratios and
calculate the variance of the returns to the constructed portfolios over the sample, i.e., we evaluate:

VARS(s-b', )

Whereb', are the computed hedge ratios (recall that for conventional modelsb’, = b). The portfolio variances
are reported in Table 4. The conditional model outperforms the naive hedge and the improvement is
noticeable. The highest variance reduction using the conditional hedging strategy relative to the naive hedge
is achieved in the case of the CD where there is a 15.6% decline in the nonsystematic risk in the portfolio.
In addition, the conditional hedge performs 7.9% better than the naive hedge in the case of the BP. Notice
that over this period, naive hedging, where spot market positions are matched dollar for dollar in the futures
market, is the worst hedging strategy. The conditional hedge also dominates the conventional hedge. The
improvement over the conventional hedge variesfrom 1.4% in the SF to 3.7% in the BP. Overall, the within
sample comparison showsthat our conditional hedge dominates the conventional hedge and the naive hedge
suggesting that the conditional hedging hasthe potential to be aviable strategy when return distributions are
changing through time.

OUT OF SAMPLE COMPARISON OF HEDGING PERFORMANCE

To compare the out of sample hedging performance of the two strategies, we perform the following
calculations; Suppose that approximately the last quarter of the sample (63 observations) iswithheld, so that
the conventional and the conditional hedge models are estimated using the first 200 observations (i.e. until
December 2, 1998). Using each of these two estimated models, we forecast the optimal hedge for the
following week (December 2 to December 9). For the conventional model the forecast will be the within
sample b". For the conditional mode!, the forecasted b",,, will be the one-period forecast of the covariance
divided by the one-period forecast of thevariance. Thefollowing week (December 9) the exerciseisrepeated,
with the new observation included in the dataset. |.e. an optimal hedgeisforecast for the week of December
9 to December 16 using data available on December 9. We continue updating the model and forecasting the
hedge ratios on a weekly basis until the end of our data set, giving us a series of 63 forecasted optimal
portfolios.

Table 5 reports the out of sample variances using smoothed hedge ratios. The conditional hedge
outperforms conventional hedge for all currencies except the DM. Out of sample forecasting shows that the
conditional hedge of CD has the highest percentage variance reduction compared to either the conventional
hedge or the naive hedge. Thisisfollowed by BP where the conditional hedge reduces the portfolio variance
by 5.3% compared to the conventional hedging. In general, the conditional hedge is shown to be superior in
reducing portfolio variance compared to conventional hedging methods. Both within sample and out of
sample comparisons show that conditional hedge outperforms conventional hedge with varying degrees of
effectiveness except in the case of the DM.

OPTIMAL PORTFOLIO REBALANCING OVER TIME

Conditional hedging is functionally flexible and offers investors the ability to rebalance their
portfolios. To determinethefrequency withwhichinvestorsarewilling to readjust their portfolioswe perform
an additional exercise assuming that the forecasted portfolio isrebalanced every four weeks. Inthisexercise
weassumethat the naive, the conventional and the GARCH hedging model sarereestimated every four weeks
using thefirst 200 observations and forecasts of the optimal hedge ratio are made for the coming four weeks.
Performing this exercise would give variance estimates that can be compared to those calculated for the
weekly rebalancing strategy. If they turn out to be similar to the results reported in Table 5 then it would
suggest that the frequency of rebalancing isnot important. Table 6 reportsthe resultsfrom a4-week portfolio
rebalancing strategy. Theresults are strikingly similar to the out of sample performancereportedin Table5.
Inthiscasethe conditional hedge again outperformsthe naive hedge and the conventional hedge. Theresults
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also suggest that the frequency of the portfolio rebalancing is not crucial as long as the optimal hedge is
calculated using conditional estimates of the variance rather than the unconditional estimates of thevariance.

CONCLUSIONS

Evidence presented in this paper and elsewhere that return distributions of many assets are
nonstationary over time raises concerns regarding the risk reduction properties of conventiona hedging
models. The conventional approach assumes that the distributions of spot and futures remain constant over
time. However, if thisassumption isviolated then conventional modelsmay not beappropriate. The objective
of this study is to present an aternative hedging model for calculating optimal hedge ratios in foreign
currency futures, and to compare the hedging effectiveness of this conditional hedging model with that of a
conventional method. Evidence presented in this paper indicates that the optimal hedging strategy proposed
here is methodologically correct when return distributions are changing over time, and it offersinvestors an
improved ability to manage foreign exchange exposure. Both within sample and out of sample comparisons
reveal that the conditional model outperforms both the naive hedge and the conventional hedge.

For effective risk management, portfolio managers need to be functionally flexible. In terms of
reducing the foreign exchange exposure of account receivabl es and accounts payables, one needsto monitor
the stochastic distributions of foreign exchange market on acontinuing basis. The conditional hedgeimproves
functional flexibility of money managers. Unlikethe conventiona hedging models, optimal hedging proposed
inthispaper addressesthe stochastic nature of thefinancial market. Future studies using other financial assets
may provide more reassuring evidence of the effectiveness of the conditional hedging.
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ABSTRACT

Inventory holding cost (IHC) and safety stock inventory (S3) are critical to the effective
management of inventory, and their quantification has impact at the highest levels of many
manufacturing and service industries. This study demonstrates the necessity of accurately
measuring and monitoring IHC. It is further demonstrated that knowledge of the underlying
statistical patter n of supply and demand variations can significantly improveforecasting and impact
the appropriate the levels of safety stock inventory in a variety of industries.
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THE USE OF SIX SIGMA INHEALTH CARE
OPERATIONS: APPLICATION AND OPPORTUNITY

J. E. Holsenback, Francis Marion University
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Donald H. Lloyd, II, FrancisMarion University
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ABSTRACT

Sx Sgma provides healthcar e organizationsa framework for performanceimprovement as
an application and measurement. Thisstudy describesthebenefitsof Sx Sgmaintermsof reducing
variability in the delivery of clinical services. A brief historical summary of the use of Sx Sgma
inthisindustry is presented. The managerial and political motivations for adopting the Sx Sgma
methodol ogy are presented for the reader's consideration.

Two specific applications of Sx Sgma are examined in the clinical setting. Using previous
work, theuse of Sx Sgmain aradiology department is presented asa positive demonstration of this
technique. A second applicationfor theuseof Sx Sgmaisproposed asa performanceimprovement
tool in the medication administration process. The presentation of an actual and theoretical
application of this methodology in these two distinct settings demonstrates how versatile this tool
can be for the health care entity.

Finally, the organizational challenges faced in implementing a Sx Sgma program are
described and examined.
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