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PART 1


Your MBA Masterclass




Introduction


This part of the book is aimed principally at aspiring and junior managers, most probably working in offices for large corporations, who want to develop their careers, get ahead of the crowd and rise above their peers. They need to learn more broad-based workplace skills across disciplines other than their own but don’t have the time or the money to study for a Master of Business Administration (MBA) degree. It may also be useful for those who already have an MBA, earned some years ago, but who want a refresher.


This very practical ‘seven-chapter MBA’ does not assume prior knowledge and distils the most practical business insights from MBA studies into easy-to-digest bite-sized chunks. Ambitious people on the corporate ladder see achieving an MBA as a way to get ahead and to demonstrate their ambition – in short, to rise head and shoulders above the ranks of the other junior managers in their organizations.


Creating visions for growth and spearheading their implementation gets you noticed by top management looking for vigorous new blood to lead the organizations of the future. But it is difficult to create all-embracing, organization-wide visions for growth if you don’t really understand how the other departments – departments other than yours – work together.


A secondary but important benefit that I hope you will take from this part is self-confidence. Leadership is often demonstrated by a personal aura of understated self-confidence, a sure-footed capability to lead. You will find new abilities that will enable you to take forward the part of the overall organization for which you have responsibility, achieving new business improvements and successes along the way.




CHAPTER 1


Global business pressures and change





This area of business and management studies is fundamental to an understanding of management practice today and its likely paths into the future. It is a foundation on which to build a solid understanding of where the business discipline has been and how it is likely to develop, given today’s fundamental societal pressures and the forces now acting upon the world and business.





Major pressures


The following list describes just some of the major pressures, in no particular order, and their effects on world business today. The effects of such changes and new pressures have always driven legislation to govern how organizations are run throughout business history.


•  The world’s financial economy – as we recover from the economic downturn that began in 2007/8 and new legislation is imposed on banks and the international banking system


•  Geopolitical changes – for example, the emergence of China and India as global powers; Russia’s renewed ambitions for geographical expansion in Eastern Europe and the spread of Islamic fundamentalism and conflict in the Middle East


•  Communications – the increasing power and pervasiveness of computing (e.g. the emergence of the ‘Internet of Things’ (IoT) and ‘big data’ and their effects on future patterns of employment)


•  Changes to the nature of security, crime, conflict and policing – for example, the increasing use of robotics and drones in ‘remotely controlled warfare’; the emergence of cyber warfare and cyber espionage; and the rising importance of cyber security


•  The evolution of transportation – of people, emergency and aid services, raw materials and finished goods


•  Environmental change – and its effects on global demographics (e.g. civil-engineering projects in China such as dams and large canals that lead to the relocation of populations and businesses; and the retreating ice cap in the Arctic, opening up shorter sea routes and allowing more cost-effective mineral extraction in the region).


Let’s look at each of these major pressures in turn.


The world’s financial economy


Currently, strengthening growth is seen in the West in the USA and in the UK, although continental Europe still has problems with restructuring to free up trade and business practices and the UK is burdened by national and personal debt. The BRIC countries have seen mixed fortunes in recent years: Brazil has an uncertain future politically; Russia is trying to leverage its mineral wealth while exhibiting territorial ambitions; China struggles with popular demands for more democracy, while a new premier in India is trying to create major change. The picture is even more varied in emerging markets such as Indonesia and Mexico as well as in South American and African countries (the so-called ‘Next Eleven’).


All this change and uncertainty deters investors and slows up world growth. Investors thrive in conditions of confidence and stability and this is in short supply at present. International banks are facing increasingly restrictive demands on their structures and operations, as many countries, particularly the United States and in Europe, try to ensure that the very negative impact banking crises can have on international economies and trade, as in 2007–14, does not happen again. These underlying conditions form the platform from which businesses must try to grow over the next few years.


Business confidence is directly related to international news on the conditions of the world’s major economies and thence to the willingness – or otherwise – of businesses to invest in their futures. Without investment, significant business growth is difficult. For businesses to grow and prosper, overall growth in the outputs of economies as a whole is critical. Economic growth is defined as positive change in the gross domestic product (GDP) of a country over a year and the real economic growth of one country relative to another is an important indicator of business opportunity. GDP must be adjusted for inflation effects over time and the resulting value is called ‘real growth’.


Real economic growth leads to major improvements in people’s living standards, the expansion of existing markets and the opening up of new markets and opportunities. Thus, economic growth, from increases in GDP, leads to an improved environment for business investment, which then leads to those major improvements in people’s living standards, general prosperity and well-being.


According to Valentino Piana, writing in an article published by the Economic Web Institute in 2001, investment plays six macroeconomic roles:


1  It contributes to current demand of capital goods and thus increases domestic expenditure.


2  It enlarges the production base (installed capital), increasing production capacity.


3  It modernizes production processes, improving cost effectiveness.


4  It reduces the labour needs per unit of output, thus potentially producing higher productivity and lower employment.


5  It allows for the production of new and improved products, increasing value added in production.


6  It incorporates international world-class innovations and quality standards, bridging the gap between the more advanced countries and others, and helping exports and an active participation to international trade.


Thus, economic growth is critical to business.


Geopolitical changes


The emergence of China and India as global powers, Russia’s new appetite for geographical expansion and the spread of Islamic fundamentalism and conflict in the Middle East are just a few examples of current geopolitical changes that are creating instability in the world today. And, as we have seen previously, change and instability directly affect the climate for investment, economic and business growth.


The Global Risks 2014 report, issued by the World Economic Forum, highlights ‘how global risks are not only interconnected but also have systemic impacts’:


‘To manage global risks effectively and build resilience against their impacts, better efforts are needed to understand, measure and foresee the evolution of interdependencies between risks, supplementing traditional risk-management tools with new concepts designed for uncertain environments. If global risks are not effectively addressed, their social, economic and political fallouts could be far-reaching, as exemplified by the continuing impacts of the financial crisis of 2007–2008.’


The World Economic Forum, Global Risks 2014, 9th edition


As an example of these interdependencies, we need only see how recent changes in energy supplies have affected geopolitical change. The dramatic fall of oil prices in 2014 has had major implications for oil-producing nations not only in the Middle East but also for Russia. This effect – together with sanctions imposed internationally on Russia for its activities in Ukraine – may help to constrain any further geopolitical expansionary ambitions by President Putin and bring stability back to the region.


Communications


There have been major changes in businesses’ and individuals’ communications in the last three decades, changes largely wrought by technology, most notably the increasing power and pervasiveness of computing. The disruptive (as well as creative) effects of computing and the Internet on industries are shown in the following examples:


•  global postal systems – owing to the rise of email


•  payment systems and banking


•  investment, with the increase in crowd-sourcing


•  retailing, as consumers’ shopping habits change


•  entertainment and video rental with the rise of online on-demand providers such as Netflix


•  travel, with the arrival of online travel sites and mobile-app-based transportation companies such as Uber


•  management and other consultants – making communication and research much easier


•  recruitment of people into jobs


•  book publishing – self-publishing and the emergence of ebooks


•  university teaching – notably, the impact of Massive Open Online Courses (MOOCs).


Technology has also had a broader impact on business and businesspeople:


‘Business doesn’t happen face to face as often as some would like. Instead, today’s communication depends on conference calls and email chains that make it challenging to get to know your partners. It’s been a common lament among business people dissatisfied with the technology that has become the norm in their daily lives. But with so many workers worldwide now working in virtual teams, many business relationships do depend on technology. And that’s not a bad thing – as long they’re using the right technologies in the right ways.’


Natalie Burg, writing in ForbesBrandVoice in October 2013


With instant, global information in their pockets, today’s businessmen and businesswomen are never out of touch with information systems or their teams or clients, speeding up business processes incrementally.


Changes to the nature of security, crime, conflict and policing


Examples can be seen readily in the increased use of robotics and drones in remotely controlled warfare but also in traffic and crime policing, personal identity theft, the emergence of cyber warfare and espionage and the increasing importance of cyber-security systems. The potential for disruption that these developments represent should not be underestimated:


‘New technologies offer the promise of preventing and mitigating insecurity, but can also enable criminal activity. There is nothing predetermined about these multi-dimensional and multi-level threats to security. To understand how and why potential security threats result in real harm, and what interventions are most likely to improve threat prediction and avoid, reduce and manage risks, is an urgent task for the social sciences. Under the New Security Challenges programme, the ESRC [Economic and Social Research Council] has been examining the changing nature of security and risk, for example funding research on understanding the causes and processes of radicalization and violence in contemporary society.’


Economic and Social Research Council (ESRC), Strategic Plan, 2009–2014


The need for policies arising from ESRC’s research is obvious and fundamental to securing stable business relationships and trade. Without platforms to address security, business cannot advance as it should and energies, activities and investments will be wasted.


The evolution of transportation


The evolution of the on-time delivery of raw materials and finished goods is a fascinating subject and an area in which great efficiencies can be made to cut costs and increase profits. There are changes taking place in transportation systems:


‘Major constraints on global transport demand in the foreseeable future will include energy costs and scarcity, climate change, congestion, urbanization, scarcity of available funding, the ageing population in developed countries and the need to reduce road traffic deaths and injuries. Innovation – including through the application of new technologies, techniques and policies – must play a role in ensuring that transport contributes to a sustainable future.’


Report of the International Transport Forum, 2010


But what does all this innovation and change – driven mostly by technology – mean for businesses around the world? Improvements in logistics in a globalizing world have a profound implication for costs – costs of shipping and transport, warehousing of in-bound parts and outbound products – and therefore for profits.




Improving supply chain management


Logistics and supply chain management are major subjects for master’s degrees in Business Management. For example, Lancaster University’s Business School’s Department of Management Science teaches degree courses that have large components focused on the importance and science of data management, one of which is in logistics and supply chain management. This teaches students to use their analytical skills to develop models to improve strategic supply chain management, global sourcing, logistics and ‘servitization’ – adding value to services as a component.





Raw materials and finished goods reqiure transportation to either factories for assembly into final products or to markets to be sold to final customers. This must be done in a timely manner, at as low a cost as possible, to maximize profits, and data can indicate ways to make great efficiencies in supply chains. New ideas for transportation and shipping, ranging from delivery by flying drones to the use of local secure ‘lockups’, located in places convenient to final customers, right through to shipping by airships or civilian submarines, are all innovative ways of approaching this problem to drive down overall transportation costs as far as possible.


Environmental change


Global warming and dramatic global weather effects, including warmer winters and floods in Europe and colder winters in the United States, are impacting business models globally at an accelerating rate, sometimes increasing costs and hitting profits – but sometimes creating new opportunities. For example, the retreating polar ice cap in the Arctic will permit shorter sea routes for transportation as well as allow more cost-effective mineral extraction in the northern polar region.


‘The new study, GEO-5 for Business, says that the future success of businesses in transport, tourism, finance, food, and other sectors, will hinge on their ability to manage the major risks posed by climate change, depleted natural resources, the loss of biodiversity, and extreme weather conditions. But the study says smart businesses can buck the trend and create competitive advantage, by tapping into future demand for sustainable technologies, services and products, and by reducing their own environmental footprint.’


Bryan Coll in The Guardian, June 2013, reporting on a new study by the United Nations Environment Programme


The key is to spot the opportunities and for investors to support them to balance out the risks inherent in our changing environment. Business success, trade and profits are dependent on many variables, and organizations must take a wide variety of factors into account in their business planning activities, including the environment and climate change. Planning for changed energy demand and utility services is just one set of factors for even the smallest of businesses to take into account in the twenty-first century.




MBA recommended reading list


Janice B. Gordon, Business Evolution: Creating Growth in a Rapidly Changing World (CreateSpace, 2014)


Janet Morrison, The Global Business Environment: Meeting the Challenges, 3rd edition (Palgrave Macmillan, 2013)


World Economic Forum, Global Risks, published annually. This can be downloaded from www.weforum.org/reports/







Summary


The pressures, trends and changes described in this chapter have already affected and will continue to change previous conceptions of how business is carried out and regulated. The changes made to business practices in response to these issues will have an impact on regulation and laws that need to be anticipated by smart businesses to reduce their impact on their bottom lines. Trade associations – groups formed by the management of businesses in discrete areas, from banking to manufacturing, from airlines to mineral miners, that are otherwise competitors – are a useful way to address the big issues faced commonly by businesses in their different sectors. Forecasts of trends can be mutually funded, governments can be lobbied and research supported to address the forces for change that they face together, to get some idea of their shape, size and likely impacts. Knowledge shared in this way reduces businesses’ risks and develops pressures to adapt and change business laws.




Fact-check (answers at the back)


  1.   How closely related is daily news on the world economy to general business confidence?






	a)   Not at all
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	b)   Only loosely related
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	c)   This differs according to geographic areas and economic regions
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	d)   Daily business news is now dispersed on recipients’ preferred social media to great effect
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  2.   How strongly is a positive change in the GDP of one country relative to another an important indicator of business opportunity?






	a)   Not a strong indication
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	b)   Only a very weak signal
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	c)   This varies totally depending upon countries’ different industrial sectors
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	d)   A very positive signpost
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  3.   Does the emergence of China and India as global powers and an appetite for geographical expansion in Russia have an impact on the stability of the world’s economies?






	a)   Slightly – only a limited impact
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	b)   Not at all – global economies are not directly linked to geopolitical tensions
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	c)   Directly – world stock markets always react negatively to such news
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	d)   The major effect is local and on countries with strong trade links to those directly affected
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  4.   How might religious fundamentalism arising in the Middle East affect the world’s economies?






	a)   No impact at all
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	b)   Short-term effects die quickly but there are increasingly longer-term results
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	c)   There is only a limited impact when terrorist attacks occur on, for example, European streets
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	d)   The Middle East supplies a large amount of oil and gas to world energy markets. Any interruption of supplies by terrorist activities has a large impact on the global economy


	[image: image]








  5.   What impact will the emerging ‘Internet of Things’ (IoT) have on businesses?






	a)   In almost every conceivable aspect of our personal, domestic and business lives
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	b)   Only to integrate domestic needs and activities, such as the automatic adjustment of heating and cooling systems
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	c)   Mostly only in terms of logistics and supply chains
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	d)   This will affect only the smart metering of utility supplies
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  6.   How might ‘big data’ affect businesses?






	a)   Since big data shows trends in the take-up of new products, it will affect only advertising
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	b)   By highlighting online shopping habits
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	c)   By exposing aspects for improvement in every area of business as trading moves inexorably to online processes
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	d)   By indicating how to make efficiencies in supply chains and logistics
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  7.   What will be the likely impact of technology on personal and business security systems?






	a)   Mostly in areas such as drones to control traffic and to attack known terrorists in remote areas of the world
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	b)   Internet snooping may uncover threats to security
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	c)   Cyber security has become a major technological business threat today. It can permit disruption to companies’ communications and processes, caused by disgruntled or malicious employees, for which no comprehensive defences are yet in place
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	d)   Technology frequently releases users’ confidential information and cannot be controlled
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  8.   How will transport be affected by new innovations?






	a)   Large civilian submarines may become dominant in carrying cargoes securely by sea and gas-filled airships may fill the skies
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	b)   Fuel costs and engine efficiencies will limit road transport systems
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	c)   Inefficiencies in complex international logistics systems will be exposed by big data, the analysis of which will indicate solutions
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	d)   Road transport is very vulnerable to terrorist activities and will decline
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  9.   Global weather systems are changing – how may they affect trade?






	a)   Not at all – trade is independent of the weather these days


	[image: image]







	b)   Only trade carried out by means of shipping will be affected
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	c)   All trading activities and supporting systems – from communications with stock markets to energy supplies – are affected
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	d)   Forecasting of global weather conditions will be perfected within a decade
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10.   Business premises waste a lot of energy. How could businesses respond to this issue?






	a)   They should ignore variations because energy prices fluctuate so widely anyway
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	b)   Environmentally sustainable energy systems – wind, tidal or solar energy systems – are beginning to provide most of our energy so they should budget for lower costs


	[image: image]







	c)   They should plan for changing energy demands and alternative utility services
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	d)   They should audit premises’ energy use and plan to reduce it by insulation, reduced heat loss and investment in more efficient heating and cooling plants
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CHAPTER 2


Finance, economics and accounting





Finance, economics and accounting are each a different field of study but with similarities and overlaps:


•  Finance is the study of how to allocate assets efficiently and is forward-looking, so as to develop an understanding of what an asset may be worth in the future.


•  Economics addresses the production, distribution, and consumption of goods and services.


•  Accounting communicates an organization’s financial information and is really a backward-looking field.


These intertwining fields can be managed to bring value to organizations in volatile and uncertain markets.





Finance and accounting in turbulent times


Today’s finance leaders accelerate transformation, bringing overall value to organizations through finance and accounting operations that address volatile and uncertain markets. These new financial leaders need agile finance organizations to support their enterprises, allowing them to cope efficiently and effectively with change.


Since 2007 and the onset of the greatest economic depression in two generations, the world has become much more complex and unpredictable. In the wake of 2011’s disastrous earthquake and tsunami in Japan, many international businesses learned that global supply chains, markets and customers have never been more vulnerable to events on the other side of the world. Financial management is central to the successful navigation of global businesses through these uncertain times, as the function that allocates funding for growth and controls expense management.


What is required today is a new generation of chief financial officers (CFOs) to transform the function to support strong, flexible and scalable global operating models, allowing organizations to grasp advantage and growth when surrounded by volatility and uncertainty.


However, that requires a fundamental shift in perspective, a commitment to global growth and a renewed focus on cost controls, the intelligent integration of acquisitions, and professional financial management that can adapt flexibly to fast-changing market conditions.


The influence of IT


The fundamental business disciplines of finance, economics and accounting have evolved since people first began to trade with neighbours – and those further afield – and to take account of the difference between what was bought, hunted, farmed or made, and then subsequently sold – profit! Although counting began with basic support, such as the abacus, it soon evolved into faster counting systems using logarithms, slide rules, calculators and, most latterly, computing. The information technology (IT) discipline started in accounts departments but soon began to permeate every other business discipline.


Today IT is a discrete business department, separate yet helping to underpin the management of all departments and communications, and intimately connected still with counting and understanding the flows of finance that lubricate all businesses.




‘Bean-counters’


The scathing term ‘bean-counters’ is still often used derogatively and broadly to describe all financial, accounting and economic functions, probably to caricature a rather fussy and pedantic accountant responsible for knowing not just the weight of a bag of beans but exactly how many beans were in the bag! The US newspaper The Fort Wayne News and Sentinel is often attributed with the first use of the term, in an article in 1919.





Today’s finance, economics and accounting functions in businesses are transforming their organizations’ abilities to support strong, flexible and scalable global operating models, allowing them to grasp advantage and growth when surrounded by environments that are volatile and uncertain. And yet the very technology – information technology – that has enormously helped financial controls to demonstrate and supervise these flows of money in organizations is often described as one of the principal causes of volatility in economics and finance today. In fact, however, IT controls are used now by stock markets to reduce damaging surges in volatile world markets.


The changing role of the CFO


Ernst and Young (now EY) conducted research and developed a report with very interesting insights into the views of the world held by today’s chief financial officers (CFOs). The report suggests that the role of CFOs is developing rapidly, in terms of:


•  the scope of their responsibilities


•  the skillsets required for the role


•  the development of future CFOs


•  the career aspirations of today’s CFOs.


‘As CFO, I’m in a unique position within the organization, at the absolute center of the universe. The only other executive besides me that has that same presence at the center is the CEO.’


Bruce Besanko, OfficeMax, quoted in ‘The DNA of the CFO’


Alongside their traditional role of providing financial insight and analysis, CFOs are becoming increasingly involved in supporting and even developing strategy, guiding key business initiatives. For this reason, the report says, CFOs ‘must be versatile individuals with the talent to meet a continually changing set of circumstances’. The CFO remains ‘an objective voice on financial performance but contributes to operational decision-making as well. CFOs manage or materially support information technology, investor relations, real estate and strategic M&A — and some are involved in commercial activities’.




Some key findings of the EY report


•  ‘Most CFOs believe they have viable internal candidates to succeed them in their role, but few organizations have identified a specific candidate or have a formal plan to prepare their next CFO.’


•  ‘Communications skills are an imperative, as CFOs must convey complex financial results and business performance to external stakeholders while championing specific initiatives internally.’





From the report, it emerges that CFOs’ primary concern is with two related issues:


1  having a complete view of the hierarchies of the most important financial data concerning their business


2  their abilities to derive the most insightful strategic kernels of important information from that data and to communicate that information effectively.


In this world of data, finding the ‘truth’ and communicating it effectively is what keeps CFOs awake at night.


An interesting relationship in many organizations – also revealed by the EY report – is that between the CFO and the top marketing executive. The statement that ‘[t]oday’s CFOs must still attend closely to cash flows, controls, costs and risk [and at] the same time…continue to seek profitable growth — both in mature markets and in those that hold the promise of rapid growth’ indicates quite well where one set of business responsibilities ends and the other begins. The overlap is in finding growth.


Once the areas of potential growth have been found, usually through market research in its various forms, and the marketing function has determined how to reach and satisfy them (see Chapter 4), then the CFO and his/her teams can work to bring them under good financial control. They will then create (along with the marketing department and the function that develops new products or services) forecasts for sales revenues, costs and profits, and thus justifications for investments or divestments, for the future profitable growth of their organizations.


Overlapping responsibilities


All business disciplines make claims about their leadership roles across many other disciplines, and CFOs’ responsibilities can be argued to extend to the business areas usually covered by Human Resources (HR), Marketing and even the Legal Department:


‘The CFO’s role has always been a demanding one, but rapid developments in regulation, information technology and the economy are defining a new era for the CFO, characterized by a significant expansion in his role and responsibilities. In these circumstances the success of the CFO and his ability to deliver on a broad agenda is contingent on the finance function’s ability to establish strong relationships across the enterprise as well as with external stakeholders.’


Karen dela Torre, Vice President, Oracle Corporation


Karen dela Torre argues how the growth of statutory and regulatory reporting has stretched the finance function to the limit, as it seeks to absorb the changes without adding to headcount. As transaction volumes have expanded and business has become ever more complex, the finance function has become almost totally reliant on technology so that the relationship with IT is now crucial to success.


Chief information officers (CIOs), dela Torre points out, now commonly report directly to the CFO. It is worth recalling that, historically, the financial departments in companies often provided the genesis for the development of IT departments – Karen dela Torre describes this as coming full circle, with IT once again falling under the responsibilities of the Finance Department!


It is interesting to examine these areas of overlapping responsibilities in the context of the changing of traditional roles in businesses. The Chartered Quality Institute in the UK has a relevant view:


‘Organizations are made up of individuals brought together to enable the organization to achieve its mission. The organization’s structure will determine how these individuals are brought together and how they relate to one another. The success of the organization is dependent on each individual working together to achieve the common goal. If individuals are pulling in different directions, this will have a detrimental impact upon the organization achieving its mission. It is the role of the manager to integrate the activities of individuals, ensuring that they are aware of the institution’s priorities and that they are working towards them. Managers achieve this through the authority delegated to them within the organization’s hierarchy.’


The Chartered Quality Institute – www.thecqi.org


In other words, the Chief Executive and his or her board, in any organization, will define the extent, borders and overlaps of managers’ responsibilities. If they decide that the Finance Department should have a degree of authority and control over areas normally managed by the HR function or by Marketing, for example, so long as these responsibilities are decided, clearly recorded and understood by all, there need be no misunderstanding or confusions about ‘who does what’!


Pressures on financial functions


In the future development of the financial functions in organizations, there are several pressures that will force change. These include:


•  the internationalization – globalization – of business, which brings with it different currencies and currency movements and differing legal requirements


•  changes in banking regulations, forced by the global downturn that started in 2007


•  the geopolitical ambitions of leaders of countries such as China, Russia and North Korea, frequently causing problems to international trade due to the placement of embargoes and trade restrictions


•  changes in information technology, which often create great efficiencies in financial operations but can create vulnerabilities to other, sometimes malign, organizations and countries


•  changes in the education of future CFOs, mostly owing to MOOCS – Massive Online Open Courses – in which most of the learning is done remotely, at PCs in students’ rooms, without challenging face-to-face discussion.


Thus, changes to the structures and operating processes of financial departments are on their way, to accommodate some of the issues described above – and so are changes to the roles of CFOs.


Tools of the trade


Besides a general introduction to why and how financial departments work and are managed, and the future direction of the finance functions, an MBA degree also helps students to become familiar with the tools of the trade, the financial models and structures used commonly to calculate, display and communicate the financial situation of their companies, at any one time, to managers and others. These include:


•  the balance sheet


•  the profit and loss (P&L) account


•  cash flow calculations


•  researching accounts using ratio analysis.


Business plans – especially for small companies and start-ups – are often justifications for new strategies and financial investments. As such, a balance sheet, P&L and cash flow projections for the period under critical review are all vital components of the business plan.


‘Owner managers today need to be able to understand finance; leaving everything to an accountant is easy, but isn’t practical. The basics of finance are worth a bit of effort to learn and understand, as you can glean invaluable business information. […] Effective control requires effective planning and target setting but it also requires an understanding of financial statements and an ability to interpret the figures.’


Shell LiveWIRE – shell-livewire.org




Ratio analysis


Ratio analysis (RA) is a cornerstone of fundamental, financial and corporate analysis. It is a quantitative analysis of information from a company’s financial statements, the line items in the balance sheet, profit and loss account and cash flow statements. The ratios of an item to another item, or combination of items, are calculated and used to evaluate the company’s operating and financial performance, for example its efficiency, liquidity, profitability and solvency. Trends in these ratios, studied over time, give important insights into the changing situation and, when compared to those of other companies in the same sector, provide views on comparative performances and valuations.





Understanding how the CFO and the world of financial controls works, the balance sheet, the profit and loss account, cash-flow projections, ratio analysis and their place in business planning, are all critical studies for the business manager and well worth a few hours of extra MBA studies!




MBA recommended reading list


Jason Karaian, The Chief Financial Officer: What CFOs Do, the Influence They Have and Why It Matters (Economist Books, 2014)


Roger Mason, Bookkeeping and Accounting In A Week (John Murray Learning, 2016)


Hunter Muller, The Big Shift in IT Leadership: How Great CIOs Leverage the Power of Technology for Strategic Business Growth (Wiley, 2015)







Summary


Descriptions of drivers of change often emphasize new technology and that is certainly a major force. However, in order to embed the new technology and to harness it to accelerate an organization’s progress, managers need wide-ranging skill sets and that is why MBA degrees are taught in business schools to experienced executives midway through their careers. CFOs need to understand and be able to view the organization holistically – to see it in the round – and not only to view their business world through spreadsheets, balance sheets and profit and loss accounts.




Fact-check (answers at the back)


  1.   How do finance, economics and accounting support world markets?






	a)   By bringing stability to volatile markets
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	b)   By reducing insolvencies
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	c)   From fostering an understanding of cash flows in international companies
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	d)   By keeping a tight control of costs in organizations
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  2.   What may cause the greatest risks to world stock markets?






	a)   A global company becoming bankrupt
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	b)   Sudden and catastrophic events causing disruption to global supply chains
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	c)   Changes in international interest rates
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	d)   New governments taking control in countries with large world economies
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  3.   What will be the greatest challenge to future CFOs?






	a)   To control costs in times of great variations in interest rates
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	b)   To avoid corruption and the infiltration of fraud and criminal activities
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	c)   To control salaries and reward structures to maintain motivation but minimize costs
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	d)   To transform financial functions to support strong, flexible and scalable global operating models in conditions of volatility and uncertainty
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  4.   How might you best describe the present-day accounting function in an organization?






	a)   Today’s CFOs have a much more central role in broad corporate decision-making
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	b)   Accounting functions should be kept separate from other parts of the enterprise to preserve their independence and authority
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	c)   CFOs have an important role in enterprises but one that is subservient to the other disciplines such as marketing or operations
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	d)   Accounting functions are becoming subservient to HR departments as a way of controlling salaries
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  5.   What are the critical financial statements expected in any business plan?






	a)   Budget statements for future capital expenditures
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	b)   A balance sheet, P&L and cash flow projection for the period under critical review
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	c)   A view of discounted cash flow statements on key capital investments
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	d)   A summary of the business’s strategy and its likely trajectory
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  6.   How did the IT departments in most businesses begin to take shape?






	a)   When Microsoft first created Windows software suites
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	b)   Only after IBM initiated business software and sold accounting packages to companies’ accounts departments
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	c)   They arose out of accounts departments and thence began to permeate every other business discipline
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	d)   From a need to count profits more accurately
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  7.   What is a root cause of volatility in financial markets?






	a)   Globalized companies having to trade in many different currencies
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	b)   The integration and maintenance of old legacy IT systems controlling financial operations
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	c)   IT systems and controls used by stock markets to reduce damaging surges
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	d)   Fraud and criminal activities
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  8.   Which of the following are examples of pressures forcing change in the future development of the financial functions in organizations?






	a)   Changes in banking regulations, forced by the global downturn that started in 2007
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	b)   New financial governance requirements in the United States
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	c)   The growing international use of Bitcoins


	[image: image]







	d)   Reduction of global interest rates
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  9.   Why is there a now a requirement for new critical relationships across organizations, usually involving CFOs?






	a)   The CFO’s role and responsibilities are expanding
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	b)   There are new international legal requirements
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	c)   There are new international auditing standards


	[image: image]







	d)   The education of future CFOs is being negatively affected by the growth of MOOCs
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10.   Developments in information technology are leading to changes in the financial functions in organizations. How might this be reflected?






	a)   In higher IT budgets


	[image: image]







	b)   In opportunities for new revenue streams and novel ways of engaging with customers


	[image: image]







	c)   In the increasing organizational separation of IT departments and financial operations
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	d)   In more subcontracting of the IT function (e.g. ‘cloud’ computing)
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CHAPTER 3


Entrepreneur-ship, ethics and social responsibility





Many MBA students ask for the definitions of, and differences between, ethics and morals. Ethics and morals both make judgements on human behaviours that are either ‘right’ or ‘wrong’. However, ethics is a set of rules given to an individual by another body or organization such as their business (known as ‘business ethics’), profession or religion. Morals refer to an individual’s own principles regarding right and wrong – their ‘moral compass’. Business ethics and social responsibility are very important in entrepreneurial ventures, particularly in decision-making processes.


An ethical frame of mind assists entrepreneurs in making the best decisions for the longer term in fast-moving and complex entrepreneurial environments. A strong sense of social responsibility helps entrepreneurs to make decisions that best enhance benefits and decrease risks for stakeholders and investors in entrepreneurial organizations.





Why be ethical in business?


Business ethics examines ethical principles in business environments and all aspects of business conduct, and relates to how the individuals in businesses and entire business organizations behave with respect to one other and to their external worlds.


Business ethics consists of written and unwritten codes of values, principles and practices that guide the corporate culture – the principles upon which decisions and actions are made in a business. In the business world, business ethics are an agreed, common understanding in companies of the difference between right and wrong practices.


Businesses should be run according to their business and strategic plans, which should always be living documents, a part of daily business life and the touchstone and foundation for all complex decision making. A business’s policies should be bound by their ethical principles and frameworks.


Social responsibility, as a subject in today’s business world, means doing what is morally right and behaving ‘unto others as you would have them behave unto you’. This ‘Golden Rule’ is integral to ethical principles and behaviours. The International Standards Organization (ISO) gives the following definition of ‘social responsibility’:


‘The responsibility of an organization for the impacts of its decisions and activities on society and the environment, through transparent and ethical behaviour that:


• contributes to sustainable development, including health and the welfare of society


• takes into account the expectations of stakeholders


• is in compliance with applicable laws and consistent with international norms of behaviour


• is integrated throughout the organization and practised in its relationships.’


ISO 26000: Guidance on Social Responsibility, 2010.


Neglect of business ethics and groupthink


There have been occasions, historically, when some entrepreneurial and dynamic businesses thought that sacrificing ethics and social responsibilities would offer a short cut to increased profitable growth. Such an attitude is fast disappearing. According to the US-based audio-visual and event technology services company Meeting Tomorrow (http://www.meetingtomorrow.com/cms-category/business-ethics-and-social-responsibility), drawing on research from the American Management Association, ‘56 per cent of surveyed participants ranked ethical behaviour as the most important characteristic of effective leaders’. It goes on to point out:


‘Americans have witnessed first-hand the destruction that occurs when corporations do not behave ethically. Businesses who conduct themselves in an ethical manner pass their values, morals, and beliefs down to the employees and customers. The effect can be felt throughout the community, which has a profound impact on local schools, community centers, and other groups. Companies such as Enron, Tyco, Adelphia, and WorldCom are classic examples of what can happen when corporations disregard or neglect the importance of business ethics. A company’s ethical behaviour can build or destroy Main Street USA.’




The Enron scandal


The case of Enron in 2001 is the perfect illustration of the effects described above. At the beginning of the new millennium Enron was one of the United States’ best-known and most successful companies, employing some 20,000 staff and with revenues of almost $111 billion. At the end of 2001, however, Enron’s ‘success’ was shown to be an illusion, created by a sustained and systematic campaign of corporate fraud and corruption. The resulting scandal threw into question the accounting practices of many US corporations and helped lead to the passing of the Sarbanes–Oxley Act of 2002, which set out stringent new standards and responsibilities for public companies in the United States.





The Enron scandal is an example of a large and entrepreneurial organization neglecting ethics and social responsibility and coming completely unstuck because of that management failure.


Another illustrative example is that of WorldCom, a US company found guilty, in 2002, of accounting irregularities of $11 billion and which subsequently filed for bankruptcy. Analysis of WorldCom’s demise suggests that its endemic unethical behaviours were the result of groupthink, defined by the US psychologist Irving Janis as:


‘a mode of thinking that people engage in when they are deeply involved in a cohesive in-group, when the members’ strivings for unanimity override their motivation to realistically appraise alternative courses of action.’


Janis pointed to notable examples of groupthink outside the business sphere – President Kennedy’s decision to invade Cuba at the Bay of Pigs and the US decision to escalate the war in Vietnam – but he also showed how corporate groupthink can have deeply destructive effects within business. Feelings of invulnerability, refusal to accept dissent, and self-censorship within the group lead to extremely poor decision making.


The description above of how ‘groupthink’ within company culture can skew both individuals’ moral compasses and whole organizations’ business ethics indicates not only how serious but also how insidious this corporate error of management judgement can become.


Whistleblowers


But how should company laws concerning ethics be policed? This can, in part, be addressed by ‘whistleblowers’.


‘Whistleblowing is when a worker reports suspected wrongdoing at work. Officially, this is called “making a disclosure in the public interest”.


A worker can report things that aren’t right, are illegal or if anyone at work is neglecting their duties, including:


• someone’s health and safety is in danger


• damage to the environment


• a criminal offence


• the company isn’t obeying the law (e.g. not having the right insurance)


• covering up wrongdoing.’


www.gov.uk/whistleblowing


It is important for a business to develop a coherent, objective approach to the issue of whistleblowing, since the actions of a whistleblower can cause disruption in the workplace, inflict serious harm on individuals wrongly accused, and have important financial consequences for a business. A UK survey showed that a little more than half of whistleblowing incidents resulted in external investigations of the companies involved, and more than one-fifth in criminal investigations.


Failure to respond to whistleblowers’ concerns, or indeed showing outright hostility, should never have been acceptable, but in today’s world are likely to be even more destructive. Merely kicking an incident into the long grass by, for example, dismissing the whistleblower is not an option. Companies who adopt this strategy are increasingly facing legal proceedings – and ultimately large financial penalties as well as poor publicity – as the former employee sues for wrongful dismissal.


The UK government whistleblowing website cited above suggests three ways in which companies can handle whistleblowing effectively and constructively:


1  Employees ‘must be informed of the appropriate steps to take in communicating their ethical concerns internally’.


2  Employees ‘must believe that their concerns will be taken seriously and will be investigated’.


3  Employees ‘must feel confident that they will not suffer personal reprisals for using internal channels to report perceived wrongdoing’.


In this way, companies can provide internal mechanisms that promote critical self-reflection and ethical business development.




Non-executive directors (NEDs)


There is another and parallel means that can be deployed to keep organizations’ business cultures on track: the use of non-executive directors (NEDs) on companies’ management boards of directors, as a kind of ‘internal whistleblowing’. Evidence suggests, however, that the effectiveness of NEDs in this respect can be a mixed bag. While NEDs will certainly have challenged executive decisions and from time to time successfully exposed serious problems, there are also likely to be instances where they have avoided taking action for fear of personal consequences. Moreover, the value of their work where they do challenge corporate behaviours is diminished because it does not become public knowledge and cannot therefore inform public debate.


Thus, while NEDs provide a valuable service in companies today, their positions must be strongly supported by chief executives in order that they can maintain their principled, balanced and independent view of organizations’ practices. This service can then provide a valuable supporting bulwark to maintain organizations’ practices concerning business ethics and social responsibility.





Corporate governance


Since the corporate scandals of the beginning of the millennium and the financial crisis that began in 2007–8 there has been an upsurge in interest in the corporate governance practices of modern corporations, especially in relation to accountability.


The term ‘corporate governance’ refers to the business activities and processes designed to control and direct the behaviours of corporations to align and balance the interests of their stakeholders. These stakeholders include shareholders, management, customers, suppliers, financiers, government and the broader community served. Corporate governance focuses on the rules and procedures for making decisions in corporate affairs. Managers of organizations may be tempted to make decisions that benefit themselves but may harm others. Corporate governance examines the processes that set corporations’ objectives and implement them in social, regulatory and market environments and include observation of the activities, policies and decision making in corporations.


Thus, good corporate governance embeds in organizations mechanisms that monitor and regulate the organizations’ adherence to their own guidelines on corporate culture, business ethics and social responsibility:


‘Effective corporate governance requires balanced boards made up of people with the right skills operating in a transparent and accountable framework. Good practice should be shared across businesses but laying down inflexible rules can result in a tick-box approach, forcing businesses to adopt frameworks that don’t work for them and does nothing to improve outcomes.’


Confederation of British Industry (CBI) – http://news.cbi.org.uk


Case study: Coca-Cola


We will conclude this chapter with a discussion of a company with a highly developed and transparent approach to corporate responsibility and business ethics: Coca-Cola.


‘We [Coca-Cola] are guided by our established standards of corporate governance and ethics. We review our systems to ensure we achieve international best practices in terms of transparency and accountability. The foundation of our approach to corporate governance is laid out in our Corporate Governance Guidelines and in the charters of our Board of Directors’ committees.’


www.coca-colacompany.com/our-company/governance-ethics/governance-ethics


Key aspects of Coca-Cola’s multi-pronged approach include:


•  The management of corporate responsibility through its Public Policy and Corporate Reputation Council, a cross-functional group of senior managers from the company and its partners: ‘The Council identifies risks and opportunities faced by our business and communities and recommends strategies to address these challenges.’


•  A Code of Business Conduct that demands of directors, associates and employees ‘honesty and integrity in all matters’.


•  The overseeing of the Code by an Ethics and Compliance Committee, another cross-functional senior management team.


•  An Ethics and Compliance Office that has ‘operational responsibility for education, consultation, monitoring and assessment related to the Code of Business Conduct and compliance issues’.


•  Training courses for associates and employees worldwide to ensure an ongoing commitment to and understanding of the Code of Business Conduct. In 2010 some 22,000 employees were certified as being in compliance with the Code and Coca-Cola’s anti-bribery requirements. On average, employees receive an average of 60 minutes’ ethics training every year.


Coca-Cola’s complex, global approach shows how seriously organizations today take the subjects of business ethics and corporate and social responsibility. Tackling this issue head on is not for the faint-hearted but the lessons of not doing so, from Enron, WorldCom and others, are still comparatively recent and fresh in the memory.




MBA recommended reading list


Mick Blowfield and Alan Murray, Corporate Responsibility, 4th edition (Oxford University Press, 2014)


Andrew Crane and Dirk Matten, Business Ethics: Managing Corporate Citizenship and Sustainability in the Age of Globalization, 3rd edition (Oxford University Press, 2010)


Peter Elkind and Bethany MacLean, The Smartest Guys in the Room: The Amazing Rise and Scandalous Fall of Enron (Penguin, 2004)







Summary


Business ethics and social responsibility are very important in entrepreneurial ventures and a strong sense of social responsibility helps entrepreneurs to make decisions that best enhance benefits and decrease risks for stakeholders and investors in entrepreneurial organizations. A case study of a company that chose the wrong operational paths – Enron – was examined, as was an example of a company with an exemplary ethical framework – Coca-Cola.


‘Whistleblowing’ by employees in organizations and the probable benefit of having non-executive directors on company boards were also discussed. Today activist shareholders and investors also make headlines when they try to change corporate behaviours in companies they target.
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