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Video Case 1.2

Cannondale Keeps Satisfied Customers Rolling

You’ll never forget your first real bicycle. Maybe it had stickers on the fenders, streamers from the handlebars, and maybe even a bell or horn. The important point was that it didn’t have training wheels—and it wasn’t a tricycle. It was a bona fide bike. The people at Cannondale share your passion for that first bike, and they want you to enjoy cycling as an adult, preferably on one of their models.


The Connecticut-based company stresses quality and customer satisfaction from the ground up, from tires to seats to handlebars. Company management also understands that cyclists come in a variety of types, from recreational to racer. And satisfying the needs of a variety of cyclists means that Cannondale offers a broad product line made up of diverse models—including high-performance road bikes, sport road bikes, cross-country racing models, pack touring cycles, triathlon bikes, mountain bikes, “comfort” bikes, tandems, and even a recumbent cycle with a soft seat and backrest. For the truly persnickety customer, the bike maker also offers customized bike frames. And for cyclists who want to look and feel cool while they are riding, Cannondale can outfit riders with cycling apparel in high-tech fabrics. If that’s not enough for the cycling enthusiast, there are hats, socks, shoes, seat and handlebar bags, and more.


It takes teamwork to produce Cannondale products, which are considered by both the cycling industry and their loyal customers to be of superior quality. If you could sit in on a research and development meeting for a particular model, you’d get a good sense of how dedicated Cannondale designers, engineers, and product managers are to their customers. Steve Metz, director of product management, oversees everything from decisions about how to meet customers’ needs to selecting components for a bike and making sure the final product is manufactured to quality specifications and delivered promptly to customers. John Horton leads a team of project engineers who develop new models and improve currently popular models like the Jekyll. Designers and engineers meet frequently—and often informally—to discuss ways to add value by installing stronger or lighter components and increasing speed without driving up the price. They test different innovations, communicate with the manufacturing plant, and test them again. Once they have a prototype, they ride the bike. And to continually focus on customers, Cannondale designers use inputs from current and potential customers to guide every phase of the development process. After all, the world’s highest quality bike is still a failure if it remains unsold in retail stores.


Technology also plays an important role in creating the lightweight, high-performance bikes for which Cannondale is so well-known. The company isn’t hesitant to develop working relationships with outside firms capable of supplying technology not available in house. Several years ago, Cannondale reached an agreement with Genosys Technology Management under which Genosys would supply expertise in monitoring quality control and providing improved communication throughout the company. Cannondale has also pioneered such innovations as the electronic shock lockout system for mountain bikes. A traditional mountain bike is equipped with shock absorbers that reduce the amount of shock to a rider’s leg, but the same mechanism also makes it harder to pedal uphill or make the most of sprints during a race. If a rider wants to “lock out” the shock absorber, he or she needs to remove one hand from the handlebar, a cumbersome maneuver for a cyclist on the move. The electronic Cannondale system works with the push of a button. One touch activates the lockout, and a second touch deactivates it. Riders love it. But the new system didn’t come easily; Cannondale engineers tested and discarded several designs and prototypes before they had one that worked. The new system made its worldwide debut at the Sydney Olympics, where Swiss rider Christoph Sauser won a bronze medal.


The pursuit of quality requires that a firm must make ethical business decisions, even if that means admitting mistakes. Despite every effort to produce the best components, one year Cannondale discovered that the stems—part of the steering systems—on some of its $3,400 to $5,000 bicycles were breaking. The company responded quickly. After four reported instances and one minor injury, Cannondale issued a recall for the defective parts. Although a recall may have caused initial unwanted publicity, in the long run dealers and cyclists knew they could trust Cannondale to make the right decision. That’s the mark of a company whose passion is perfection on wheels.


Like every business, Cannondale execs have made a few mistakes along the way. Their expansion into motorsports proved a failure. Worse yet, it ate up hordes of company funds and, coupled with the economic slowdown, forced founder Joe Montgomery to seek bankruptcy protection. In 2003, the firm was purchased by Pegasus Partners, which provided new funds for the cash-starved company and promised to make Cannondale even better. Pegasus representative David Uri voiced strong support for the company: “The fact that the bike division has remained profitable despite the...costs of its now closed motorsports business clearly demonstrates the strength of the brand. Our job now is to let Cannondale concentrate on what Cannondale does best—designing, manufacturing, and marketing lightweight, high-performance bicycles for the specialty retail market.”

Questions for Critical Thinking

1.
Identify some of the types of capital that Cannondale uses in producing its bicycles.

2.
In what ways do human resources at Cannondale contribute to value and customer satisfaction?

3.
Describe how Cannondale can use relationship management to thrive and grow as a company.

4.
Cannondale relies on teamwork to produce its bicycles. In what ways does this reflect the changing nature of today’s workplace?

Sources: Cannondale Web site, http://www.cannondale.com, accessed January 9, 2004; Vernon Felton, “Cannondale Sold Off,” bikemag.com, March 21, 2003; “CPSC, Cannondale Corp. Recall of Bicycles with Defective Systems,” U.S. Consumer Product Safety Commission, August 15, 2002, http://www.cpsc.gov.

Video Case 2.2

Timberland Walks the Walk

We all know people who talk the talk of volunteerism and service. But do they walk the walk as well? Timberland is an extraordinary example of an entire company based on walking the walk of social responsibility—in its own boots. The Stratham, New Hampshire-based company has been making high-quality, durable work boots for decades under the name of Timberland, and prior to that under the name of the Abington Shoe Co., which Timberland’s founder Nathan Swartz purchased in the 1950s. The firm is probably best known for its waterproof leather boots, but in recent years, it has added new lines of footwear that include casual fashion shoes, boat shoes, and hiking boots, as well as clothing and outerwear. While continuing to build its reputation as a brand that stands for durability, ruggedness, and the American outdoors, Timberland has been constructing a reputation for integrity and commitment to the community as well.


Ken Freitas, Timberland’s vice president of social enterprise, loves to talk about the ways that his company has been able to build social responsibility right into its brand. “Doing good and doing well are not separate things,” he says. “We’re a business ... part of our profits get put back into the community. Business and community should be joined together, and you have a more powerful enterprise and community.”


Timberland implements this commitment through a series of programs in which its employees—including top managers—and corporate dollars participate. Through its Path of Service Program, employees receive up to 40 hours of paid time per year to participate in community service projects at local schools, day-care centers, the S.P.C.A., food banks, and the like. They might clean up a nearby beach or help build a park. A few years ago, Timberland established its Service Sabbatical Program, in which three- to six-month sabbaticals are awarded to as many as four employees who wish to use their professional skills in assisting local nonprofit organizations full time. Then there’s the Global Serv-A-Palooza, the annual worldwide, companywide celebration during which 2,000 employees, vendors, and community partners participate in a day of service.


Timberland’s organized approach to community service began in 1989 following a phone call from a new volunteer program called City Year, which was based in Boston. As part of City Year, graduating high school students from diverse backgrounds would take a year off before starting work or college to participate in community service. Since many of the volunteer jobs involved outdoor work, City Year asked Timberland to donate 50 pairs of its work boots to the cause. Timberland agreed, and the next year City Year requested 70 pairs. A relationship was born during which both City Year and Timberland have grown nationwide. To date, Timberland has invested more than $10 million in the program and now outfits every City Year volunteer in boots, pants, shirts, jackets, and rain gear. “Yes, Timberland is helping to build City Year,” notes Ken Freitas. “But City Year is helping to build Timberland.”


How does Timberland measure the success of its community service programs? “One of the key challenges in a social responsibility program is measurement,” admits Freitas. “How do you know if it is successful?” One way Timberland has been able to keep track of this is through joint marketing efforts with City Year. When a retailer in Philadelphia asked Timberland to make red boots to satisfy its younger customers (instead of the traditional tan work boots), Timberland balked at first. But then managers realized that red was the official color of City Year—and red boots might become the signature footwear of City Year volunteers. So Timberland made the boots and supplied them to the Philadelphia retailer as well as City Year participants—and all three organizations experienced growth in the Philadelphia area. This type of growth is reflected in Timberland’s revenues, which currently reach more than $1 billion each year. But Freitas cautions against overdoing measurement. “What brings people to a brand isn’t necessarily measurable,” he explains. So Timberland adopts a “management and magic” philosophy that incorporates tangible results while leaving room for the unexpected or unexplainable.


At Timberland, social responsibility starts at the top. “Our company has a strong set of values that form the resolve for all that we do in the community—humanity, humility, integrity, and excellence,” writes Jeff Swartz, president and CEO. “We strive to lead as responsible corporate citizens and to invest our resources, skills, ingenuity, and dedication to create positive change.” If you happen to attend a Timberland national sales meeting, you’d better leave your golf clubs and swimsuit at home and wear your work boots instead. You might spend the day building a playground.

Questions for Critical Thinking

1.
In what ways does Timberland fulfill its responsibilities to consumers, employees, investors, and society as a whole?

2.
In addition to a climate of social responsibility, do you think Timberland is likely to foster a climate of ethical awareness throughout its organization? Explain your answer.

3.
In what ways does Timberland’s Path of Service Program help develop the quality of its workforce?

4.
Think of a small or large company in your hometown or in the town where you go to school. In what ways does the company serve its community? If it does not, describe ways in which it could.

Sources: Timberland Web site, http://www.timberland.com, accessed January 4, 2004; “Timberland’s 5th Annual Serv-A-Palooza Goes Global for First Time,” company press release, May 30, 2002, accessed January 4, 2004; “The Timberland Company Wins Business Ethics’ Corporate Social Responsibility Report’s Corporate Citizenship Award,” company press release, November 2, 2001, accessed January 4, 2004.

Video Case 3.2
FedEx Hits the Ground Running

The health of a nation’s economy affects every type of business, from the corner grocery market to the giants of industry. During prosperity, everyone seems to win—consumers have jobs and money to spend, businesses have employees and plenty of customers who want their goods and services. But during a downturn, companies experience decreased demand for their products as fewer customers are willing or able to make purchases. As businesses move through the first decade of the 21st century, they take on challenges that range from threats of international terrorism and business interruptions resulting from the SARS epidemic to global efforts to improve quality and enhance customer service.


FedEx has faced the challenges that come with swings in the business cycle as well as the unique conditions of the early 21st century. In addition, the firm is part of an oligopolistic market structure, in which relatively few companies compete. Start-up costs are extremely high in the package delivery business—consider the cost of maintaining a fleet of airplanes and trucks, enormous warehouses and tracking stations, and sophisticated information technology. That’s why, when you think of the overnight package delivery business, you think of a few firms—FedEx, UPS, and DHL—and the U.S. Postal Service. Although local delivery companies exist, they do not compete in the same market as the larger firms.


Several years ago, when the economy looked bleak and anthrax threats disrupted deliveries, demand for costly air delivery services was slipping (partly because the Internet could deliver documents faster and more cheaply), and prospects for growth appeared slim, FedEx did something unusual: It hit the ground. It spent $1.2 billion to build new shipping hubs, institute new sorting technology and package tracking systems, acquire several regional trucking companies, and hire independent (nonunion) drivers. Then FedEx was ready to enter the ground delivery business. Building its ground delivery system through acquisitions and contracts was less expensive—and faster—than starting from scratch. Start-up costs for an entirely new delivery system could easily have run as much as $3 billion. As demand for the new service increases, FedEx will spend an additional $1.8 billion to hire even more truckers. Because the FedEx truckers are essentially independent contractors, they are motivated by a pay system that rewards them for how much and how fast they deliver packages. “It’s a system unique to the trucking business,” notes Dan Sullivan, chief executive of the new subsidiary called FedEx Ground. Digital technology tracks every package and allows the firm to charge much less to deliver by ground than by air—$5 instead of $20.


With an 80 percent market share, UPS dominates the U.S. ground shipping market. FedEx is a distant second with about 15 percent. But FedEx is gaining ground more quickly than anyone anticipated as demand for its new delivery service increases. Although most of the firm’s shipments have been business-to-business, FedEx has added such consumer-goods companies as Williams-Sonoma and L. L. Bean to its list of customers. By 2005, FedEx Ground accounted for 30 percent of the company’s total revenues. FedEx has proved that even in a slow economy, in a market structure that has expensive barriers to entering new markets, it can thrive. The company currently delivers more than 3 million packages per day, by ground and air, to 210 countries, in 24 to 48 hours. “FedEx is a different animal today,” says transportation analyst James L. Winchester. “It’s no longer a cyclical company, whipsawed in every downspin of the economy.” Instead, FedEx is rolling down a whole new economic road.

Questions for Critical Thinking

1.
Describe some of the major factors driving demand for FedEx’s business.

2.
What kinds of restrictions might FedEx face if it were operating in a mixed market economy?

3.
Why was the type of market structure in which FedEx operates an important consideration in the firm’s strategy?
4.
How might FedEx use a cycle of economic prosperity to further develop its ground shipping business?

Sources: FedEx Web site, http://www.fedex.com, accessed January 6, 2004; Charles Haddad, “FedEx: Gaining on the Ground,” BusinessWeek Online, December 16, 2002, http://www.businessweek.com; David Shook, “FedEx Keeps Delivering,” BusinessWeek Online, April 26, 2002, http://www.businessweek.com.

Video Case 4.2
ESPN Broadcasts Sports around the World

Bill Rasmussen made a big mistake in 1979. He had decided to launch a Connecticut-based cable TV station to broadcast local sports. So he and his partners leased a building and bought some satellite time. After they signed the agreement, they discovered that their satellite coverage was national, not local—and the idea for a regional cable sports station began to grow. New England, they thought, would be the perfect sports market for the new Entertainment and Sports Programming Network. Later, when business really got rolling, Rasmussen and his partners shortened the name to ESPN—and it stuck.


ESPN long ago leaped its New England borders into national coverage and ultimately extended its reach to covering sports and broadcasting them globally, although the company’s headquarters remained in Bristol, Connecticut, where the original building was leased and where they still operate today. Headquarters now includes several buildings, 28 satellite dishes, and 3,200 employees. ESPN operates 6 networks in the U.S. and 25 international networks, reaching between 150 and 155 million households globally. The company also produces ESPN Radio, ESPN Wireless, several Web sites including ESPN.com and ESPNSoccernet.com, magazines, and books, and it is exploring emerging technologies like video on demand and interactive TV. Spanish-speaking viewers can watch ESPN Deportes 24 hours a day. ESPN fans can eat at the ESPN Zone restaurant and buy merchandise at TeamStore@ESPN. Collectively, the ESPN media outlets offer coverage of local sporting events as well as major tournaments like the PGA Championship and the British Open for golf and the America’s Cup sailing races—not to mention games of the NFL, NHL, MLB, WNBA, and various college sports. In addition to the game coverage, it offers sports news and analysis; information on scores, statistics, standings, and schedules; and just about any other sports-related content the enthusiast could want.

Reaching out for the global market was something that ESPN founders did “on gut feeling,” says Willy Burkhardt, managing director of ESPN International. Because cable television was still new when ESPN was born, not much data existed on who was watching what around the world. But ESPNs executives had the idea that sports, like music and major news stories, had universal appeal. So they decided to try broadcasting American sports events in South America. Today, South and Central America—particularly Argentina, Brazil, and Mexico—represent 40 percent of ESPN’s total business. And although the firm continues to broadcast American sports overseas, it now places much greater emphasis on local and regional programming based on the tastes and preferences of the host cultures. For example, says Burkhardt, in India “cricket is a total culture.” While few Americans are familiar with the sport, millions of Indians are glued to the TV for cricket matches. In Argentina, rugby and polo occupy prime-time coverage. Major markets such as Argentina and India command their own ESPN offices and on-air announcing teams. In addition to South America and Asia, ESPN has a presence in Europe, Canada, Australia, and New Zealand—and even a station in Antarctica.


ESPN has used a variety of methods to enter international markets. In Europe, ESPN has had a long-standing partnership with EuroSport, which means that, although many European consumers watch sports on cable television, they are not necessarily aware of the ESPN name. However, recently ESPN did launch ESPN Classic Sport, a network dedicated to the greatest moments of European sporting history. ESPN operates in Canada through partnerships, as well. These arrangements are partly due to varying regulations in different countries and regions. But in Asia, ESPN has a large operation of its own, broadcasting to about 25 countries on the continent, including India, which is one of the firm’s most important markets.


ESPN continues to grow in international markets because its managers believe they can bring “a new century of sport” to viewers around the world. “You learn by doing,” says Burkhardt. ESPN wants viewers worldwide to watch what it is doing.

Questions for Critical Thinking

1.
Describe three barriers to ESPN as it expands in the global marketplace.

2.
How might NAFTA and the European Union affect ESPN in those areas?

3.
Describe the levels of involvement ESPN uses in its different international markets.

4.
Does ESPN adopt a global business strategy or a multidomestic business strategy? Explain your answer.

Sources: ESPN Web site, http://www.international.espn.com, accessed January 14, 2004; “ESPN Executive from Waterbury, CT Leads High-Definition Television Venture,” press release, http://www.hoovers.com; “ESPN to Be at the America’s Cup,” press release, February 12, 2003, http://hoovnews .hoovers.com.

Video Case 5.2
Fresh Samantha: A Juicy Business

Everyone loves a success story, especially when it involves ordinary people, an innovative product, a small business, and a dash of good luck. About a decade ago, Doug Levin and his wife, Abigail, decided to quit the fast life in New York City and move to rural Maine with their daughter, Samantha, to help Abby’s parents run their alfalfa sprout farm. While he was delivering sprouts to local grocery stores, Levin kept encountering a product from another small business, a fresh carrot juice called 24 Carrot. He tried the juice and loved it so much he convinced his in-laws to buy the company. As they took over production of the juice, Abby—a children’s book illustrator—designed a logo for the product, thought about their daughter, and chose the name Fresh Samantha for what would become a juice-based product line.


Like many small-business owners, the Levins didn’t really have a business plan at first. They had a passion for their product and wanted to share it with the world. But consumers in rural Maine weren’t enthusiastic about paying $2.50 to $3.50 for a single serving of juice, no matter how fresh and nutritious the ingredients were. Although they loved the taste, they decided the price was too high to make them switch from the much lower priced apple and orange juices they were accustomed to buying by the gallon. Still, the Levins knew they had an innovative product, and because the company was so small, they could shift their focus quickly. So they began looking for customers in the Boston area. “There’s a bigger population in Boston,” explains director of communications Betta Stothart. “It wasn’t strategic, just a quest for the consumer,” she recalls. They found their niche market on college campuses, starting with Tufts University in the Boston suburb of Somerville. Levin approached the Tufts food buyer with a bottle of Fresh Samantha. The buyer liked the taste so much that he agreed to stock it at the university’s various eateries. Fresh Samantha immediately clicked with college students: They liked the idea of fresh juice, they loved the taste, and they even liked the names of the different blends that Levin had begun to produce, including Desperately Seeking C and Mango Mama. It wasn’t long before other schools—and then grocery stores and supermarkets—were stocking the fresh juice. Eventually, distribution of the juices spread up and down the eastern seaboard, from Maine to Florida.


Levin wasn’t satisfied with simply fulfilling an isolated market niche, though. He was convinced that he could bring Fresh Samantha into the mainstream. “There’s a place for this product in the mass market—I’m convinced of it.” But expanding a small company that has enjoyed the flexibility of being able to develop new products at a relatively low cost is a challenge. From the beginning, the Levins and their employees could experiment with new juice blends right in their own kitchen. If a new flavor bombed—like Pumpkin Moonshine or Groovy Guava—they could move on. The company was entirely family owned, giving its founders complete control over everything from juice flavors to package design. Expanding might mean losing some of that control, as well as flexibility. But it could also mean greater financial resources, wider distribution, and a way to reach a general market as more consumers became conscious of nutrition.


In early 2000, they found an answer: Fresh Samantha agreed to a merger with California-based Odwalla, Inc., a publicly held premium juice producer with a philosophy similar to Fresh Samantha’s. “Since our respective inceptions, Odwalla and Fresh Samantha’s spirits have been aligned in our visions of delivering great-tasting nourishment,” said Odwalla’s chairman and CEO Steve Williamson. “Together, these two innovative brands have national leadership of this category.” Doug Levin remained with the company as president.

Although the merger was successful, Fresh Samantha—like any small business—had to face further growing pains, including the increased cost of developing new products. “It gets harder as you get bigger to have a flop because of the costs associated with it,” notes Betta Stothart. “You eat the ingredients if it’s a flop.” One such case was Ginger Peach, which sounded great to everyone—except consumers. The company was stuck with a warehouse full of ginger. Another bittersweet experience was moving production of the juices from Maine to Florida to be closer to the fruit growers.


About a year after the merger with Odwalla, the big guns moved in: The new company was acquired by the Minute Maid division of The Coca-Cola Company. Would there be any major changes in the juices? Not likely, assured Minute Maid executives. But researchers have been examining ways to keep the juices fresh longer without compromising nutrition. Meanwhile, consumers can still enjoy their favorite flavors, including Desperately Seeking C, Get Smart, Mango Mama, and Oh Happy Day. Fresh Samantha, just like its namesake, has grown up.

Questions for Critical Thinking

1.
In what ways does a small business like Fresh Samantha contribute to the overall economy?

2.
What are the advantages of running a small business like Fresh Samantha?

3.
What are some of the challenges a small business like Fresh Samantha must face?

4.
Fresh Samantha achieved growth through its merger with Odwalla and finally through Odwalla’s acquisition by Minute Maid. Describe other ways in which the company might have achieved significant growth.

Sources: Fresh Samantha Web site, http://www.freshsamantha.com, accessed January 7, 2004; Bevnet, http://www.bevnet.com, accessed January 3, 2004; Dennis Rodkin, “Is It the Real Thing? Coca-Cola Buys Itself a Seat at the Juice Bar,” Conscious Choice, The Kellogg School of Management, Northwestern University, March 2002, http://www.kellogg.northwestern .edu.

Video Case 6.2
The Geek Squad to the Rescue!

Who would have predicted that one day being a geek would be considered cool, much less heroic? Of course, heroic geekdom does have a few icons—Clark Kent, for one. But most people conjure up images of the Man of Steel—not the mild-mannered reporter—when they think about Clark Kent’s fantastic deeds as Superman.


Entrepreneur Robert Stephens doesn’t mind this perception. He also doesn’t mind being called a geek, although he readily admits that he strives harder to emulate his own hero, James Bond, than he does Bill Gates, who transformed the world of computers with his company, Microsoft. But since Stephens does own a computer company—of sorts—he admits to his admiration to the geekish Gates as “having made everything easier for us.”


Stephens is the epitome of an entrepreneur—so much so that associates joke that their dictionary definition of entrepreneur would read See Robert Stephens. A decade ago, he recognized an opportunity—a gap in the technical service provided by computer companies for individuals and small businesses—and made a business out of filling it. “No one wanted to make house calls [to repair people’s computers],” he recalls. But Stephens was willing to be on call 24/7, and to drive to the homes or offices of people who ran small businesses, to diagnose any problems with their computers, fix the problem on the spot, and even upgrade their computers on request. It was a simple business idea, designed to take advantage of an opportunity. Stephens also had the vision to realize that the Internet, even though at the time in its infancy in commercial applications, would have a huge impact on the way companies conducted their business by allowing people to work from home. And computers had begun popping up in homes for personal use and entertainment. So Stephens quit his computer programming job at the University of Minnesota and launched his computer-repair business with an initial investment of $200.


Stephens didn’t have much money. He also didn’t have any employees. But he was blessed with liberal amounts of creativity, intelligence, humor, and energy. He thought hard about what to call his company, wanting the name to make a lasting impression on potential customers. Finally, he came up with The Geek Squad because he wanted to imply that he had a whole army of employees who could solve any computer-based trouble at a moment’s notice. “The name is very important because it’s what people think, say, and remember,” Stephens explains.


When his customer base began to grow beyond his own service capabilities, he added his first employee, and then a few more. To support his company image, he designed badges identifying each employee as a member of The Geek Squad “intelligence network.” He also designed uniforms for each serviceperson and provided a company car: a specially painted Volkswagen Beetle Geekmobile. Customers loved it—and so did The Geek Squad members.


For the most part, The Geek Squad serves customers operating home-based and other small businesses—ordinary people, such as lawyers who need fast repairs to their office computers. But sometimes glamour comes calling in the form of customers like U2 and the Rolling Stones. A few years ago, Geek Squad headquarters received an emergency call from U2’s sound crew, who had encountered a host of computer problems in setting up the sound system for an Anaheim concert. They did such a bang-up job that the band called them in again during an appearance in Minneapolis.


Why did Stephens choose the entrepreneurial route for his career path? “I didn’t want a boring job. I wanted to work for an international spy organization, and this is the closest I can get.” He identified an important trend in the marketplace and built a business around it. His business model is based on his philosophy that he’d “rather be great at one thing than be mediocre at 15 things.” The Geek Squad has progressed from a sole proprietorship begun in Minneapolis to a corporation with sizable offices in Chicago, Los Angeles, and San Francisco, as well as the Twin Cities. His intelligence network of service reps now numbers more than 50, and annual revenues have grown to several million dollars. His employees have job titles like “Dr. No” (the company’s finance director) and “Counter Intelligence” (inside service representatives). He loves every minute of being a professional geek, even if he never did get his shot at being an international spy.

Questions for Critical Thinking

1.
Stephens identified two important trends in the environment—the need for on-site computer service and the growth of the Internet—that helped him predict his business would be a success. Identify at least one other factor in the environment that could be considered positive for The Geek Squad.

2.
In what ways has Stephens and other entrepreneurs like him influenced the economy?

3.
Describe some of the personal characteristics that probably contribute to Stephens’s success.

4.
Why was The Geek Squad a good business idea?

Sources: The Geek Squad Web site, http://www.geeksquad.com, accessed January 3, 2004; Kristin Davis, “This Geek for Hire,” Kiplinger Magazine, December 2002, http://www.kiplinger.com.

Video Case 7.2
Elderly Instruments Stays Young on the Internet

If you are a musician, you’ve probably heard of them. If you’ve ever ordered a musical instrument (such as a guitar or banjo), accessories, or CDs online, you’re probably a customer of Elderly Instruments. If you haven’t heard of the company—and it’s true that the name conjures up visions of a group of senior citizens in an orchestra—don’t click past it so fast. Elderly Instruments is not your grandmother’s band. It is a full-service music retailer offering new and vintage instruments—including a rare guitar for $25,000—along with accessories, CDs, books, and videos, all at a discount, online, by mail order, and in its flagship store in Lansing, Michigan.


Elderly Instruments was launched in 1972 by two guys who had just graduated from college, loved music, and wanted their own business. So they leased a 10- by 12-foot space, bought a bunch of used instruments at flea markets and yard sales, and set up shop to resell them. They quickly realized that there was money to be made and, within two years, decided to expand with a mail-order catalog. They also realized that offering price discounts gave them a great competitive advantage, something they still practice, says Stan Werbin, cofounder and CEO.


Two decades later, the firm developed a Web site and went online. In fact, becoming a New Economy business wasn’t even Werbin’s idea. One of his employees, Brian Hefferan, went to Werbin with the idea—and Stan gave him the go-ahead. Today, Hefferan is the firm’s Web site network administrator, having shepherded the company through its initial stages of e-commerce to its current active involvement. At first, customers would access Elderly’s Web site for information—facts about the company or to request a mail-order catalog. Today, however, “we have more [products] on the Web site than we have in the catalog because space is so easy to deal with,” says Werbin. Transactions via the Internet move much more quickly as well. In the case of the $25,000 guitar, the firm would have had to wait weeks or maybe months after mailing a catalog before it got a response. But Brian Hefferan posted some photos of the guitar on Elderly’s Web site, and the next morning the firm received an e-mail query from Japan. Before the day was out, the guitar was sold.


While other businesses struggle to figure out how to launch a successful Internet business, Werbin says it was pretty simple for Elderly Instruments because his company had already built a strong mail-order business on many of the same principles. “We already knew how to present things to people, and how to ship things to people,” he says. “Going into the Internet business is just a mail-order business. It’s just a different way of having a catalog. We already knew how to do that.” But even Werbin concedes that there are some differences between the two. For instance, Web customers are more demanding in terms of time. “People who order on the Web want it yesterday,” he grins. “You can’t wait a couple of days, you have to process it right away.” Werbin says he gets complaints if for some reason an item cannot be shipped within a day. So he strives to make sure orders go out immediately.


Another difference between mail-order and Internet business actually works to Elderly’s advantage—information can be updated more quickly and more frequently. Instead of receiving an updated list of the vintage instruments Elderly has in its inventory every few months, music buffs can check the Web site for new products every day. This has translated to increased sales. In addition, Elderly keeps a log of its e-mail correspondence, requests or complaints from customers, purchase patterns, and other data that are useful in deciding which types of products to offer. So if you visit http://www .elderly.com, you won’t be confronted by a group of retirees. Instead, you’ll find yourself wandering through the offerings of a company that has music—and musical instruments—of every era.

Questions for Critical Thinking

1.
Describe two or three similarities between the Internet and mail-order selling, as well as two or three differences.

2.
As Internet users become more diverse, how can Elderly Instruments capture a greater market?

3.
How has the global reach of the Internet helped Elderly Instruments grow?

4.
Identify two ways in which Elderly Instruments can measure the effectiveness of its Web site.

Source: Elderly Instruments Web site, http://www.elderly.com, accessed January 2, 2004.

Video Case 8.2
Buffalo Zoo’s Leader Talks to the Animals— and People, Too

Being named head of an organization is a real honor. But leading and managing that organization effectively are huge responsibilities. Now try to imagine yourself in this position. But there’s a twist because the organization’s population is made up not only of humans but also snow leopards, rhinoceroses, and a lowland gorilla troop. That’s the environment facing Donna Fernandes, chief executive officer of the Buffalo Zoo. Her domain is the nation’s third-oldest zoo, located on 23 acres in beautiful Delaware Park and home to almost 1,000 wild and exotic animals. On any given day, she might observe the hand feeding of an infant tiger or lion and then speak to the zoo’s board of directors about fund-raising to finance her master plan for the zoo’s renovation.


When Fernandes arrived at the zoo, staff morale was low, the facilities needed immediate updating, and the zoo was in real danger of losing its accreditation. Both the zoo’s staff and its board members were pessimistic about prospects of digging out of this financial and infrastructure hole. After all, they had heard grand plans for improvement from a succession of previous managers—and nothing ever happened. Because the zoo is a nonprofit organization whose board members are vital to any fund-raising efforts, Fernandes knew she had to establish her credibility—both with her staff and with the board—if she planned to succeed in accomplishing meaningful changes.


It didn’t take long to win them over. Fernandes quickly developed a rapport with board members thanks to her enthusiasm, energy, and expertise. They also applauded her three-pronged mission of conservation, education, and recreation, as well as her comprehensive strategic plan for renovating the zoo. The plan included major construction of vastly improved natural settings for animals, with an emphasis on wildlife habitats rather than cages, along with enhanced education programs and increased access for children and visitors with disabilities.


Fernandes’s democratic leadership style went a long way toward building trust among zoo employees. First, she had to get them to believe that her renovation plans weren’t “pie in the sky” daydreams meant mainly for discussion: They were action plans. Second, she needed to convince them that their input and contributions were essential to the plan’s completion and to the ultimate success of the Buffalo Zoo.


“I appreciate that collegial respect,” notes Adair Saviola, director of development and marketing. “I never feel that I’m working for her, I’m working with her. She believes we know how to do our jobs.” For instance, when a staff member or group comes up with an innovative way to attract additional funding for the zoo, that person or team participates in deciding how those funds will be used to improve the zoo. Darryl Hoffman, the elephant keeper and head of the animal training committee at the zoo, discovered this firsthand when he came up with a program called Art Gone Wild, in which elephants, primates, and big cats create “paintings” that the zoo sells to the public. When praised for her leadership style, Fernandes shrugs, “I appreciated it when my [previous] bosses listened to me and let me make my own decisions,” she explains. She believes that empowerment is vital to enhancing the zoo and uses this philosophy to motivate her employees. Motivation, which is discussed in detail in the next chapter, is the key to success in almost any organization.


Fernandes’s staff members also appreciate her managerial qualities. “As a manager, [she] is incredibly flexible,” says Tiffany Vanderwerf, curator of education. “She’s good at making sure there are two types of feedback: informational and emotional.” Vanderwerf notes that Fernandes’s informational feedback is clear and concrete, while the emotional feedback is positive whenever possible. Zoo marketing manager Heidi Henzler points out that Fernandes can be seen just about everywhere at the zoo, helping out whenever she can. “She gets down in the trenches with everyone. If there is a procedure that needs to be done, she wants to make sure it is done right,” says Henzler. “She fosters a group environment, so we all get the same message.” Fernandes even decided to undergo some training as an animal keeper so she could understand the job. She discovered that being a keeper can be pretty tedious at times, so she set up a program in which the different keepers could rotate jobs, as well as train others in their own areas of expertise.


The new millennium has seen the renaissance of the Buffalo Zoo under the leadership of its first female director. Nearly 400,000 visitors come to the zoo, a number that has steadily grown during the past five years. Lucky visitors might get the chance to wash an elephant or watch one paint; children can attend an on-site day camp; groups can take guided tours of habitats. The Buffalo Zoo’s board, management, and staff members view the zoo as an important contributor to the preservation of wildlife through education. With Donna Fernandes at the helm, the zoo is bound to succeed.

Questions for Critical Thinking

1.
How did Donna Fernandes’s leadership style help turn her strategic plan into action?

2.
Imagine that you are a member of the Buffalo Zoo’s board of directors. Write a brief statement of what you think the zoo’s mission is.

3.
Based on the information presented in the case, draw an organization chart of the Buffalo Zoo. Make any assumptions necessary.

4.
How would you describe the corporate culture of the Buffalo Zoo under Donna Fernandes’s leadership? Would you say that Donna Fernandes is good at delegating? Why or why not?

Sources: Buffalo Zoo Web site, http://www.buffalozoo.org, accessed January 3, 2004; “Can an MBA Help You Change Careers?” ITworld.com, February 22, 2001, http://www.itworld.com.

Video Case 9.2
Fannie Mae: Making Dreams Come True

Even though the U.S. Constitution doesn’t guarantee American citizens the right to own their own homes, the idea of purchasing a home—whether it’s a condo in the city, near the ski slopes, or at the beach; a four-bedroom Colonial in the suburbs; or a cottage by the ocean—has become a part of the American Dream. Further evidence is provided by the fact that the percentage of U.S. residents who own a home is one of the highest on earth. Buying a home is likely to be the greatest expense we will ever face as consumers. In addition, it is likely to be the largest financial asset for most of us. The Federal National Mortgage Association, also known as Fannie Mae, recognizes these facts. Fannie Mae is a private corporation that works with primary lenders like mortgage companies, banks, and credit unions to secure funds for mortgage loans so that more people can realize their dream of buying a home.


To achieve this goal, Fannie Mae operates like any other company in serving its customers. A key factor is its success in attracting, managing, motivating, and developing an effective workforce. The organization recognizes the value of diversity and strives to attract highly qualified recruits. Persons accepting employment offers receive thorough training designed to make them successful employees who have the ability and opportunity to move up the corporate ladder on their way toward fulfilling careers. Every new employee participates in the DREAM orientation program, which senior consultant Jane Shore describes as “a way of welcoming people and letting them know from the start that we are delighted to have them at Fannie Mae and we are going to do everything we can to gear them up for a productive and successful career at Fannie Mae.” DREAM stands for Discovering and Retaining Employees to Attain our Mission. The program is the beginning of Fannie Mae employee training designed to achieve their dream careers and to help the American dream come true for thousands of customers who want to buy homes.


A number of programs are used to help motivate Fannie Mae employees along a fulfilling career path. One is the mentoring program, which matches senior-level employees with newer recruits. The mentor helps guide his or her coworker up the career ladder by offering advice, asking and answering questions, and making sure that the individual is developing the right skills to achieve personal employment goals. The mentoring program identifies and develops talent among the workforce, which in turn helps Fannie Mae retain and encourage exceptional employees. Another motivating program is the ACE program, which provides tuition and expenses reimbursement and other benefits for advanced degrees in fields relevant to employee careers.


Ask Fannie Mae employees why they work there and many will rave about their company’s benefits package. Along with the typical benefits like medical insurance, vacation time, and holidays, Fannie Mae offers such progressive benefit programs as elder care. Company employees with an aging or ill parent or other close relative can receive advice from an on-site consultant as well as time off to provide emergency and other necessary care. In addition, many Fannie Mae employees take advantage of flexible work schedules so they can balance family needs with job performance. Human resource director Emmanuel Bailey believes these programs benefit not only employees but the entire corporation. By reducing outside stress, these programs actually allow employees to “add value to the business.” As he puts it, “The thing that impresses me the most is that these programs aren’t created in a vacuum. They come from feedback from employees.” He notes that while many companies preach that employees are their greatest asset, “Fannie Mae makes it a practice rather than a policy.”


Naturally, the company wants to make sure that its employees have the opportunity to purchase their homes. It accomplishes this in a novel way. A special formula—both specific and easily understandable—is used to determine the amount of money each employee can borrow toward the purchase of a home, and if they stay with Fannie Mae over a period of time, the debt is gradually forgiven.


Because it deals with a great cross-section of the nation’s customers, Fannie Mae is ahead of many other corporations in identifying demographic and workforce trends. And the diversity of its customers is also reflected in the firm’s workforce. Christine Ladd, the company’s general counsel, describes diversity as being much more than working with people from different cultural, ethnic, or economic backgrounds. Diversity “might mean different family statuses,” she notes, such as the single working mother or grandparents raising grandchildren. So Fannie Mae uses its many human resource programs to provide flexible benefits and work schedules for its employees. You could say that Fannie Mae is in the business of making dreams come true.

Questions for Critical Thinking

1.
Why does Fannie Mae go to such great lengths to discover and retain the best workers for its staff?

2.
How do Fannie Mae’s training and education programs help build commitment to the organization?

3.
In what ways does Fannie Mae motivate its workers?

4.
Fannie Mae has already identified certain work/life trends such as the need for elder care. Describe at least one other work/life trend that you can identify in today’s workplace, as well as a possible human resource solution.

Sources: Fannie Mae Web site, http://www.fanniemae.com, accessed January 7, 2004; “Fannie Mae,” Hoover’s Online, http://www.hoovers.com, accessed January 7, 2004; Laura Cohn, “Protecting Fannie’s Franchise,” BusinessWeek, December 9, 2002, pp. 94–98; “Best Places to Work in Technology,” Computerworld, May 16, 2002, http://www.fanniemae.com.

Video Case 10.2
Communication Is Key at Le Meridien

Staying at a luxury hotel is a treat. Soft pillows, fluffy towels, and plush cushions on the couch all make for sweet dreams and comfortable stays. Creating the dream suite and maintaining it on a day-to-day basis is a continuing challenge for an entire team of hotel personnel, as Bob van den Oord, assistant general manager at Boston’s Le Meridien, knows very well. Van den Oord and his staff are a finely tuned symphony as they orchestrate vacations, honeymoons, and business meetings for people who expect the very best.


Van den Oord knows that constant communication is the key to coordinating his team. He uses a mix of formal and informal, written and oral communications, but his favorite is what he calls “management by walkabout.” This is literally what it sounds like—he takes a daily walk through the hotel to see how things are running, answer questions, help staff solve problems, and chat with guests. His daily tour “gives the staff a chance to talk to me,” says van den Oord. “I think they like it that I’m present. They see that the manager is not just sitting in his office.” Van den Oord believes that face-to-face interaction with his staff is vital. “All the one on one with your people is good—it needs to happen on a [regular] basis,” he notes. Van den Oord believes that this personal contact lets employees know that he is accessible and that they can come to him with questions or problems about their work—which facilitates a quicker solution.


In addition to his walkabout, van den Oord holds operational meetings each morning in which his team—his top managers—discusses each day’s events, time line, and staffing requirements. “It’s quite casual,” van den Oord remarks. “Everyone has a cup of coffee and talks.” In the 15 minutes allotted for the operational meeting, a great deal is accomplished because managers have learned how to present their messages clearly, listen well, and help each other find solutions to problems.


Although e-mails have become an ever-frequent form of written communication in the workplace, van den Oord and his managers use it sparingly. “E-mail facilitates a lot of communication processes, but it’s not the solver of all problems,” says Michiel Lugt, the hotel’s room service and stewarding manager. Lugt notes that it’s easy for someone who sends an e-mail to assume that the recipient actually read and understood the message, when in fact that person might not have checked his or her e-mail that day—or might not have understood the importance of a particular message.


Van den Oord agrees that e-mail is secondary to personal contact, particularly when conflicts exist with or among employees. “Some managers have difficulties confronting issues, so they send an e-mail,” says van den Oord. He believes that a brief conversation in person or by phone is far more effective than e-mails in such instances.


Both Le Meridien managers are strong proponents of communicating by example. “Be present,” says Lugt. “You are leading by example.” This might mean filling a gap in service by pouring a cup of coffee for a guest, taking reservations or meal orders, or offering directions to a nearby theater in Boston. In performing these tasks, Lugt lets his staff know that he is part of their team—the team that is running the hotel.


In addition to constant internal communication, Bob van den Oord and his staff maintain ongoing external communication with a variety of others, including the media, any of the other 140 Le Meridien hotels around the world, the hotel’s guests, and travel professionals. All of this communication leads back to one thing—a happy, motivated staff. “A happy staff equals happy guests,” says van den Oord. “And happy guests help us meet our business objectives.”

Questions for Critical Thinking

1.
Do you think that van den Oord’s style of communication empowers his employees? Why or why not?

2.
Describe the ways in which van den Oord exchanges information with his staff.

3.
Is van den Oord likely to receive information through the grapevine? Why or why not?

4.
Do you believe that van den Oord is an effective communicator? Why or why not?

Source: Le Meridien Web site, http://www.lemeridien.com, accessed January 8, 2004.

Video Case 11.2
Cannondale Produces World-Class Bicycles

Making and selling world-class products are continuing challenges for any manufacturer. Cannondale, which produces premium bicycles, is no different. The Connecticut-based company, whose origins are described on page 602, prides itself on rolling out the best bicycles for every type of rider, from recreational to racer. Cannondale keeps coming up with innovative designs and new technology to enhance the riding experience for its customers.


At Cannondale, the research and development team comes up with a particular vision for a new model or improvements to an existing model. Initial suggestions may come from customers, dealers, or from team members themselves. Components are selected, manufactured, and tested by staff, sometimes right on the grounds of company headquarters or in surrounding areas. If a component—say, the seat, handlebar, or pedals—doesn’t meet the company’s standards for quality, it goes back to the drawing board until it does. A new bike may be in development for a year or more, as was the recent Gemini freeride bike, designed for mountain bike competition. The Gemini features a special frame designed to withstand the shock of bumping and bouncing down a mountain trail at high speeds, and it is continually being updated to incorporate new technology.


At the other end of the riding spectrum is Cannondale’s recumbent cycle, designed for riders who cannot—or prefer not to—ride a conventional bike. The design team, including designer Chris Dodman, worked on prototypes for three years before introducing the current model to the market. Dodman used advanced technology, including computer-aided design (CAD), to come up with the new recumbent. Cannondale’s commitment to sophisticated—but user-friendly—design technology and testing gives the firm a great advantage when it comes to controlling production processes and quality. And Dodman is passionate about the design quality of his product. “You can only make a conventional bicycle so comfortable before the basic diamond frame becomes a limitation,” Dodman explains. “A recumbent seats the rider in a far more natural position, so it’s inherently more comfortable, especially to a recreational rider. And because it seats the operator in the same basic position as a car, a recumbent is more intuitive to ride than a conventional bicycle.”


Computer technology also aids the production process on the factory floor at Cannondale. Workers use scanners and bar-code technology to track different stages in the manufacturing process. An employee can swipe a scanner across a bar code attached to a bicycle frame or other component, immediately updating a database that logs where every part in the process is located. This system not only tracks the actual production of every bicycle but also helps managers control the inventory of components and finished bicycles.


A few years ago, Cannondale updated its inventory system so that it could conduct materials requirement planning (MRP) in a little more than two minutes—as opposed to one to three weeks. This increased Cannondale’s flexibility in designing and producing new or improved bicycle models and allowed its factory to reduce its inventory, which also reduced the amount of money that was tied up in inventory.


Cannondale prides itself on being able to satisfy even the most demanding customers, from the world’s top racing cyclists to the most selective amateur riders. Meeting customers’ needs means being able to accept an order for a custom cycle, manufacture it, and ship it in the shortest time possible. The factory can accomplish this in six weeks. Because it does small production runs of its regular models, Cannondale can also change paint colors or decals to meet a new demand or take advantage of a trend. In addition, the firm can incorporate other innovations, like its new electronic shock lockout system for mountain bikes, which features a push button that makes it much easier to use than other systems. And while Cannondale produces smaller runs of bicycles than those of its larger competitors, it manages to produce a model for just about every type of rider, from triathlon competitors to urban commuters to tandem riders. “We devise flexible manufacturing processes that enable us to deliver those innovative, quality products to the market quickly and then back them with excellent customer service,” notes the company’s Web site. Cannondale makes manufacturing sound as easy as riding a bike.

Questions for Critical Thinking

1.
Cite three reasons Cannondale’s successful production and operations management is an important business function.

2.
How have computers contributed to Cannondale’s production process?

3.
Why would Cannondale want to reduce its inventory of finished products and components?

4.
Why is quality control an important part of the production process at Cannondale?

Sources: Cannondale Web site, http://www.cannondale.com, accessed January 9, 2004; press release, “Cannondale Introduces New Freeride Model, with a Second One on the Way,” September 30, 2001, http://www.cannondale .com; press release, “Cannondale’s New Recumbent Lives Up to Its Name,” September 12, 2001, http://www.cannondale.com.

Video Case 12.2
Goya Foods Serves Many Markets

Hispanic Americans are now the largest ethnic group in the U.S. By 2005, the number of Americans who trace their family heritage to Mexico, Central and South America, Puerto Rico, Cuba, and other nations with Hispanic populations had grown to 40 million. Not only are Hispanics approaching 15 percent of the U.S. population, but their numbers are growing at a faster rate than other segments—nearly four times as fast as the overall increases in the U.S. population. Smart businesspeople have recognized this fact and attempted to capture a portion of the Hispanic market. But some businesses have been serving Hispanic customers all along, and one company in particular is now a trusted name throughout the Hispanic community, which includes people of varied backgrounds who come from such diverse countries such as Cuba, Mexico, Puerto Rico, Peru, and Spain.


Goya Foods was launched in 1936 when Spanish immigrant Don Prudencio Unanue and his wife opened a food import business so they could enjoy the delicacies they longed for from home. From their earliest days with one of their first imports—sardines—over the years they added olive oil, olives, seasonings, and other food products to the line. By the 1960s, Goya was offering a wide range of canned and dried goods, from beans to rice, to Hispanic consumers in the U.S. Today, Goya Foods is the largest Hispanic food company in this country and is still run by the Unanue family, with Andy Unanue as chief operating officer.


Goya Foods is a prime example of a customer-driven company. All of its products are designed to meet segments of the Hispanic market. One of the keys to Goya’s success is understanding the similarities and differences among those segments. Foods popular among Mexican Americans might be foreign to those from Peru. Cooking oils might vary in flavor from one country to another. Or standard foods like beans may come in different varieties—Mexicans like pinto beans, Cubans prefer black beans, while Nicaraguans want small chili beans. And the beans might be prepared differently, which means that Goya must offer them in a variety of ways. Shoppers can purchase Goya beans that are dried, canned, flavored, not flavored, recipe ready, or ready to serve. Goya tries to offer something for every Hispanic consumer—even niche products that are less profitable, such as Peruvian dried yellow hot peppers or the Salvadoran pacaya, a vegetable that’s the blossom of a date palm tree. Doing so satisfies the needs of these consumers and begins building a long-term relationship as lovers of Hispanic foods look first to Goya when they seek an unusual item. According to Joe Perez, vice president of purchasing, the message to these consumers is, “We are the pre-eminent Hispanic company. We’re there for you. We want you, and we will cater to your needs.”


Goya also recognizes a difference between traditional Hispanic consumers and mainstream consumers. Traditional consumers want to be able to buy the right ingredients for traditional recipes, whether it is authentic flour for making tortillas or a certain flavor of cooking oil. Mainstream consumers, who have assimilated into the American culture, want the same quality but may prefer convenience foods such as ready-to-serve canned beans, canned tomato sauces, and frozen plantains. Goya offers foods in both of these categories. In addition, the firm reaches out to non-Hispanic consumers by making a special effort to market its Hispanic foods for recipes such as beef stew and spaghetti and meatballs.


Goya relies on family tradition for building a long-term relationship with its customers. As in many cultures, recipes are handed down from generation to generation in the Hispanic community, so when a grandmother begins to use Goya products and passes the tradition to her children, who then pass it to their children, the relationship is strengthened until it is built in to the family’s tradition of cooking. “We’re like the Goya-everything family,” says frequent consumer Ricardo Los Melendez, a computer programmer in New York, whose wife, Wendy, is an assistant teacher. The couple, whose families are originally from the Dominican Republic, routinely fills their shopping cart with Goya frijoles (beans), fruit nectars, olives, rice, and other goods.


In addition, Goya has always worked to establish itself as part of the community it serves. It sponsors special events and works with nonprofit organizations to enhance the lives of Hispanic Americans. The company sponsors the annual Conference of the Organization of New Jersey Dominican Affairs, participates in the annual Puerto Rican Day parade in New York, recently sponsored an art exhibit by Puerto Rican painter Rafael Trufino at the Museo del Barrio in New York, and was recently showcased in a special exhibit at the Smithsonian during Hispanic Heritage Month.


“We make the community feel that we’re part of them,” Joe Perez explains. “We support them. We offer a quality product at a fair price.” That’s what every customer—from any culture—wants.

Questions for Critical Thinking

1.
What steps does Goya Foods take to increase customer satisfaction and create added value?

2.
What advantages might Goya have over competitors such as Del Monte and Libby’s in understanding the behavior of Hispanic American market consumers?

3.
In what ways does Goya segment its market?

4.
What are the benefits of Goya’s efforts at relationship marketing?

Sources: Goya Web site, http://www.goya.com, accessed January 9, 2004; Haya El Nasser, “39 Million Make Hispanics Largest Minority Group,” USA Today, June 19, 2003, pp. B1, B2; Emily Gersema, “Hispanic Foods Spice Up Marketing Ploys,” The Daily Texan, May 5, 2003, http://www.dailytexan online.com; Al Sullivan, “Goya, Oh Boya!” The Hoboken Reporter.com, April 6, 2003, http://www.zwire.com; Gigi Anders, “More Than Rice and Beans,” Hispanic Trends.com, Winter 2003, http://www.hispaniconline.com.

Video Case 13.2
Monopoly: America’s Love of Rags-to-Riches Game Is Timeless

Maybe you’ve never been to Atlantic City, but if you’ve played Monopoly, the names Park Place, Boardwalk, and Atlantic Avenue are as familiar to you as the streets around your own hometown. Monopoly, invented in 1934 by entrepreneur Charles B. Darrow, is based on real streets in Atlantic City. When Darrow first showed his game to executives at Parker Brothers, they weren’t interested. But the gamemaker’s disinterest failed to discourage him. Darrow and a printer friend made 5,000 sets anyway and convinced a department store in Philadelphia to carry them. When all 5,000 quickly sold out, Darrow went back to Parker Brothers, who soon changed their minds after learning of the consumer response to the unknown—and untested—new game. Their decision to add it to their product line was perhaps the most important move in Parker Brothers’ history. Within 12 months following its launch, Monopoly had become the best-selling game in the U.S. By 2005, Parker Brothers, now a division of Hasbro, Inc., had sold more than 200 million sets of Monopoly worldwide.


But the huge popularity of Monopoly poses a problem for its manufacturer: The game lasts, and repeat sales are difficult to secure. Once a family or an individual consumer buys a Monopoly set, there’s no need to buy another. And if the idea of commerce—or rampant greed—doesn’t appeal to someone, he or she is likely to pass on the game. Until recently, young children were left out of the game unless they had guidance from parents or older brothers and sisters, simply because the rules, concepts, and numbers were too complicated for them to follow. So Monopoly marketers began to evaluate ways to extend the product line. They examined new age groups, new socioeconomic groups likely to have market potential, and different interest groups and considered commemorative editions to mark or celebrate certain events in history. They also researched new platforms using interactive technology.


“Line extensions are all additives to Monopoly No. 9 [the official name of the original game],” explains Holly Riehl, director of marketing for Monopoly. The original game captures a universal truth that we all aspire to wealth, according to Riehl. In fact, Monopoly is such a universal game that, as Riehl says, “it has been adapted so thoroughly by every country that every country thinks it’s their own.” These ideas have combined to set the stage for a burst of new Monopoly editions targeted to different consumers.


Several years ago, Hasbro introduced a premium-priced Deluxe Monopoly with eye-catching new features for the collector—special tokens, title and deed carousels (making it easier to see and organize them during the game), and wooden houses and hotels. At around the same time, the company brought out Monopoly Junior for younger players. Based on an amusement park theme, in which game participants buy and sell amusement park rides and attractions, Monopoly Junior has attracted a younger generation of players ages 5 to 8. There’s also the Dig’n Dinos edition for even younger children, and a Disney edition for players ages 8 to adult. Also in the product line are Monopoly 60th Anniversary and Monopoly Millennium, both developed to mark those anniversaries—and sold at a higher price of $39.95. If you are feeling particularly patriotic, pick up the America edition; if you speak Spanish, you can purchase the Spanish edition. And if you are a Star Wars or Pokemon fan, fear not—a Monopoly edition has been created for you, too.


Hasbro has also ventured into the interactive realm with a new subsidiary, Hasbro Interactive. The division sold 1 million copies of the first Monopoly CD-ROM, which became the fifth best-selling PC game of all time. “On the computer, Boardwalk and Park Place came to life,” says Holly Riehl. Four years after the first release, an updated version hit the market, in which players could customize the 3D board properties with their own street names and landmarks. Then came Monopoly PlayStation, Monopoly Hand-held, and Monopoly Nintendo, along with an e-mail version of the game.


Hasbro isn’t trying to flood the market with Monopoly games, although certainly its marketers would like to see at least one edition in every household. But to reach as many consumers as possible, marketers conduct extensive product planning to make sure that each new version “makes sense,” as Riehl puts it. “For instance, Monopoly Star Wars and Pokemon were a good fit,” she says. The company tries to balance the basic concepts of the original Monopoly game with every one of its extensions, including such additions as a new token to the game. Several years ago, Hasbro conducted a search for a new Monopoly playing token, finally narrowing it down to three candidates: a biplane, a piggybank, and a sack of money. Then consumers were invited to vote for their favorite among the three. Over 2 million consumers cast their vote for the sack of money, which is now part of the game.


Riehl reports that Hasbro is planning even more extensions to attract new—and loyal—customers to the Monopoly experience. Monopoly slot machines are already very popular in Las Vegas, and game fanciers can watch for a Monopoly café as well as Monopoly books and other media. In short, Hasbro hopes Monopoly will eventually have a monopoly (of sorts) on all kinds of entertainment.

Questions for Critical Thinking

1.
How would you classify Monopoly as a consumer product? Why?

2.
At what stage would you place Monopoly in the product life cycle? How does this relate to Hasbro’s decision to extend the product line?

3.
Monopoly marketing director Holly Riehl says that the idea for each new Monopoly edition goes through extensive planning before it is manufactured and brought to market. Even so, do you think that Hasbro is taking on more risk by introducing so many different types of Monopoly to the marketplace? Why or why not?

4.
Visit the Monopoly Web site at http://www.monopoly .com or open up your own Monopoly game. Identify as many elements of the product image as you can. Do you think that Monopoly is a strong brand? Why or why not?

Sources: Monopoly Web site, http://www.monopoly.com, accessed January 9, 2004; “Hasbro, Inc.,” Hoover’s Online, http://www.hoovers.com, accessed January 9, 2004.

Video Case 14.2

FUBU: For Us, By Us

It’s the American Dream: Four inner-city kids, steeped in hip-hop, start their own clothing business and make it big. Really big. It began when childhood friends Daymond John, Alexander Martin, Carl Brown, and Keith Perrin were looking for the tight-fitting tie-top hats that were popular among hip-hop fans. They left their Queens, New York, neighborhood and drove into downtown Manhattan in search of the hats. When they finally found them, the four realized quickly that they could easily make similar ones and sell them to their friends. So they bought fabric and made 40 hats, which sold right away. By then, they were thinking about starting a business. John was a homeowner, so he took out a mortgage to fund the business and turned half his house into a clothing factory for tie-top hats, T-shirts, and baseball caps—all with the logo FUBU embroidered on them. The name, which has a hip-hop ring to it, stands for the company philosophy: “For us, by us.” The founders now laugh about those early beginnings. “Our entire business model was to get enough money to buy food to eat,” they recall.


Selling some clothes to friends got their business off the ground, but the FUBU (pronounced foo-boo) founders needed more than that. Money was an obstacle. Even if they could place some socks in one retail store and some shirts and hats in another, they didn’t have a way to promote them. And to be successful, they needed a way to promote their goods to get the message out to prospective customers. The messenger came in the form of rap artist and actor L. L. Cool J, who happened to be from Queens as well. Cool J liked FUBU’s stuff, but he wasn’t ready to wear it in a show or music video until the owners made some design and color changes. FUBU listened and came up with the right T-shirt for him, which resulted in Cool J becoming an early spokesperson for the brand. Since then, supporters have included Mariah Carey, Boys II Men, Will Smith, and Sean “P Diddy” Combs. Placements of FUBU clothing in music videos, feature films, and on stage have gone a long way toward building the brand’s identity.


With the financing that came with a promotion and distribution agreement with Samsung, FUBU was able to open the doors to many of the 500 retailers who now stock FUBU clothing, including Macy’s, Foot Locker, Champs, and Nordstrom. Eventually, the FUBU founders were able to afford a booth at the glamorous “Magic: The Business of Fashion” trade show in Los Angeles, where celebrities and department store buyers now flock to put in their orders as soon as possible—which generates sales as well as publicity for FUBU. And when the NBA approached FUBU about a licensing agreement, both sides realized immediately that it was the perfect match. The NBA’s customers are often FUBU customers as well. NBA clothing by FUBU is expected to generate $25 to $50 million for FUBU, and potentially more. Each organization promotes the other, to the benefit of both.


Price has been an issue from the beginning for FUBU. The four founders wanted to produce high-quality clothing at prices somewhat lower than other manufacturers. Still, the clothes aren’t cheap. Jeans run from $44.99 to $69.99, and a T-shirt with the official Harlem Globetrotters logo can be priced from $55 to $89. The company also has a women’s line, where women can pick up a velour dress for $64.99, a stretch denim shirt dress for $55, and some graphic tees for $22.99. Clearly, consumers don’t seem to be griping about price—today, FUBU is a $350 million global business, selling its products in countries as near as Canada and Mexico and as far away as Japan and Malaysia.


FUBU’s relationship with customers is an important part of its promotional effort—all four founders say they are comfortable talking with anyone they meet on the street. They like to stop and listen to the experiences and ideas of the people who buy and wear their clothing, and they never forget their roots. Their personal presence gives them a connection with consumers that other designers and manufacturers simply can’t achieve. When shoppers can’t be near a FUBU store or the headquarters in New York, they can log on to the company’s Web site at http://www.y2g.com to find out about company-sponsored parties, trips, and tours, and read celebrity interviews, all of which enhance their relationship with FUBU. “We’re a lifestyle brand,” say the founders. And shoppers seem to be happy to live their lives in FUBU clothes.

Questions for Critical Thinking

1.
FUBU has coordinated its promotional activities to produce a unified, customer-focused message. How would you state that message?

2.
How would you characterize FUBU’s promotional objectives?

3.
Which advertising media would be the most effective for FUBU at its present stage? Why?

4.
How do you think consumers perceive FUBU’s pricing?

Sources: FUBU Web site, http://www.fubu.com, accessed January 10, 2004; Urban Clothing Web site, http://www.urbanclothing.net, accessed January 10, 2004 (for pricing information); “The Rumors Are True, FUBU & Snoop Dogg Set Their Sights on Hotlanta,” Business Wire, January 23, 2003, accessed at http://www.findarticles.com; “FUBU,” CNN.com, February 2002, http://www.cnn.com/SPECIALS/2002/black.history/stories/05.fubu.

Video Case 15.2
Cannondale Puts Technology and Information to Work

Technology and information are great if you know what to do with them. But all the bells and whistles in the world aren’t worth a thing if you don’t know how to use them. During the mid and late 1990s, many companies embraced technology without really understanding what it could do for them. Cannondale, on the other hand, has managed to integrate technology—including information technology—throughout the company in a strategic manner that benefits the entire firm, from the office to the factory floor.


Although there’s no substitute for the actual test ride—when Cannondale staff members take the bikes out to see for themselves whether a new design or component works well—computer-aided design (CAD) helps designers and engineers get to that point. Using a 3D modeling program called Pro/Engineer, design engineers at company headquarters in Connecticut can input the information for an idea and immediately see the specs, parts, and other data required to build a prototype and eventually a mold for manufacturing. In addition, with Pro/Engineer, they can take a single model and automatically create the specs for different sizes to fit a variety of riders. As pointed out earlier in Video Case 1.2, Cannondale currently produces more than 80 bicycle models, so the CAD system can generate literally hundreds of different bikes to meet the requirements of cyclists of all different shapes, sizes, levels of riding ability, and interest.


One model that became reality with the help of CAD was the Super V Raven. For two years, special projects coordinator Todd Patterson and his team mulled the bike weight versus bike strength dilemma, searching for ideas that might make bikes stronger but lighter. When he happened to visit the nearby Sikorsky Helicopter plant, where he saw how the Blackhawk helicopter was built on a “skeleton” with layers of “skin” over it, Patterson knew he had the foundation for Cannondale’s new frame. “From that moment on, I knew how I wanted to build the bike,” he says. With Pro/Engineer, the design team was able to create the necessary shapes based on data for sizing, weight, and strength.


CAD continues to be used even after a bicycle is designed. The design engineers transmit the design electronically to production engineers at Cannondale’s factory in Pennsylvania. The production engineers then use the software to generate the prototypes of a bicycle that can actually be ridden by staff on test rides. If the test rides uncover problems, Pro/Engineer can change the specs.


Pro/Engineer isn’t the only form of technology used by Cannondale. The company has installed Web browsers on the factory floor so that the manufacturing process for each bicycle can be tracked. As a worker completes a step in assembling a bike, he or she swipes a scanner across a bar code label on the bike, which instantly updates a database. This system not only tracks the progress of the bicycle but also helps Cannondale manage its inventory of components and parts, which cuts the cost of holding inventory. Cannondale’s inventory system now conducts materials requirements planning (MRP) in two minutes instead of one to three weeks. This means that the company can get bikes to the public much more quickly and efficiently.


Cannondale also uses technology to come up with specific models for its various racing teams, such as its line of Ironman bicycles, which were launched under a licensing agreement with Ironman Properties. “For years, we’ve sponsored some of triathlon’s top athletes, and we’ve been producing some of the world’s lightest, fastest, triathlon-specific bikes,” explains Scott Montgomery, Cannondale’s vice president of marketing. Using its system integration strategy—in which both frames and components are custom-designed to fit into an integrated whole using CAD—Cannondale came up with a specific design that maximized performance while saving weight.


Cannondale has won numerous design awards over the years and has continued producing award-winning bicycles even after its recent acquisition by Pegasus Partners. “We have no desire to disrupt a winning formula,” says David Uri of Pegasus. The bicycles will keep rolling.

Questions for Critical Thinking

1.
Give two reasons Cannondale’s use of technology has been strategically successful.

2.
How does technology help Cannondale meet the needs of its customers?

3.
How might Cannondale be vulnerable to computer crimes?

4.
Suppose you are a sales rep for Cannondale. How might you use technology to showcase your products to dealers or individual consumers?

Sources: Cannondale Web site, http://www.cannondale.com, accessed January 16, 2004; “Cannondale Completes Chapter 11 Sale to Pegasus,” press release, May 5, 2003, http://www.cannondale.com; “Cannondale Named Exclusive Licensee for Ironman Bicycles,” press release, June 10, 2002, http://www.cannondale.com.

Video Case 16.2
Chicago-Style Pizza Finds a Nationwide Market

Pizzeria Uno started in downtown Chicago in 1943 when Ike Sewell opened his first pizza restaurant. Sewell believed that customers would flock to a place where traditional Chicago-style deep-dish pizza was served in a cozy, casual atmosphere—and he was right. In 1978, Sewell and partner Aaron Spencer made a deal to begin expanding the business, and the following year the first Pizzeria Uno opened in Boston, which would eventually become company headquarters.


Today, if you visit one of the 182 Pizzeria Uno restaurants located in 30 states and six foreign countries, you can order a deep-dish pizza with your choice of fresh toppings. Or you can select from a number of other favorites: gourmet thin-crust pizza, fresh salad, chicken, fajitas, a hamburger, pasta, ribs, and even steak. Costs associated with all of this food have to be managed carefully, from supplier to your table, for the company to stay in business and turn a profit. Here’s how Uno does it.


“Margins in the restaurant business average three to four cents out of the dollar,” says former CFO Craig Miller. “When you are managing pennies, you need to account for them.” Cost management of food items, labor, and maintenance is important because it all adds up. So accounting professionals play a role in just about everything Pizzeria Uno does, from general financial management to menu planning. According to Miller, accounting starts at the store level. Recently, Pizzeria Uno installed computerized NCR point-of-sale systems in every restaurant to record daily data on types of meals customers bought, sales totals, number of employees on duty, amount of inventory in stock, and other operating details. Each night, those data are fed back to a computer system at company headquarters, where accounting employees analyze and interpret the information. The software program also provides information on what food should cost compared with what it does cost, which helps each store—and the company as a whole—establish food cost controls.


In another effort to improve its profit margins, Pizzeria Uno recently reviewed the design of its restaurants as well as the content of its menus. “Uno has been developing a new prototype,” notes restaurant industry analyst Mathew McKay, “experimenting a lot with the look of the restaurant, new menu items, and expanding the menu away from deep dish and into other areas.” Many of the restaurants have been remodeled to evoke the company’s roots in the Chicago industrial scene, with black and white tile mixed with brick and open ceilings. “They’re trying to get the same fun feeling but doing so by reinvesting less capital into each unit, thereby improving the return on investment,” explains McKay.


Pizzeria Uno accountants use financial ratios to decide whether to borrow money, invest in future purchases of milk, or buy the land on which they plan to build a new restaurant. The company also relies on working capital. “The restaurant business is a cash business,” comments Miller. He explains that if a restaurant buys a shipment of cheese, uses it in its cooking, and sells it the next day, the restaurant still has 30 days to use the money it received on the sale before it has to pay the supplier from which it bought the cheese. Pizzeria Uno also uses debt to build equity for the company. “The average Pizzeria Uno requires $1.7 million to build and open,” says Miller. The company can borrow money, build the restaurant, and enjoy the 30 percent return that the restaurant generates. Whenever possible, Pizzeria Uno tries to buy the land on which the restaurant will be built, even if it involves a mortgage loan. “By buying land, we control our destiny and our future,” explains Miller, because in general the value of real estate increases.


Because a tiny shift in costs can throw profits in the trash along with uneaten pizza crusts, Pizzeria Uno takes a conservative approach to its finances. “We take all the money we can and reinvest it in the business,” comments Miller. That’s sound financial practice for any business that plans to survive the ups and downs of the economy, not to mention the changing tastes of consumers who want to eat deep-dish pizza with the works on one day and thin-crust pizza with a salad the next.
Questions for Critical Thinking

1.
Why is the accounting function so important to a company like Pizzeria Uno?

2.
How might activity ratios help accountants at Pizzeria Uno assess their company’s performance?

3.
Describe how the steps in the accounting process would be put into play by accounting staff who use the point-of-sale system at Pizzeria Uno.

4.
Go to the Pizzeria Uno Web site at http://www.pizzeria uno.com to look for ways that the accounting function influences different aspects of the business. Write a brief memo describing the role that accounting would play in a particular aspect that interests you—say, building a new restaurant, setting up a franchise, or adding a new food item to the menu.

Sources: “All about Unos,” Uno Restaurant Corporation, http://www.pizzeria uno.com, accessed January 3, 2004; “Uno Restaurant Corporation,” Hoover’s Online, http://www.hshbn.com, accessed February 3, 2004; “Profile: Uno Restaurant Corp.,” Yahoo! Market Guide, http://www.biz. yahoo.com, accessed February 3, 2003; “Uno Restaurant Corp. to Install NCR Point-of-Sale System,” Bizjournals.com, April 13, 2000, http://www.bizjournals.com.

Video Case 17.2
Developing a Financial Strategy for a Retail Chain

When asked what your favorite style of music is, you might answer rock, country, rap, folk, classical, or jazz. You can also name your favorite musical groups, composers, or performers almost without thinking. Chances are, you also have a sound system. Joe McGuire, CFO of Tweeter, hopes it was bought at one of his stores. But even if it wasn’t, he is happy if you’ve heard of his company.


Tweeter, based in Cambridge, Massachusetts, is a retail chain that concentrates on selling mid- to high-priced audio and video equipment. In fact, McGuire isn’t worried about selling younger customers their first stereo or television. Those lower priced items simply fail to generate the kind of revenue that Tweeter thrives on. Gross margin—the difference between a sound system’s sales price and its purchase price—is the name of the game when it comes to making money, and high-end equipment generates a gross margin of about 28 percent for Tweeter. By contrast, gross margins for entry-level TV sets and stereos are only in the midteens. In other words, a 27-inch television that most electronics stores sell for around $350 generates less profit overall than a high-end big screen TV that sells for $1,500, even though a store is likely to sell many more of the smaller, less expensive sets.


McGuire explains that the most important task is “managing the pace of growth.” Tweeter is a publicly held corporation whose shareholders expect regular growth in profits. McGuire and his fellow executives must look for creative yet financially sound ways to help the company grow. Making wise use of the funds that Tweeter generates not only from the sale of home entertainment equipment but also from investors is critical to the company’s continued growth. Recently, the retail chain has used funds to make strategic acquisitions of smaller firms—companies that complement its business, such as Bryn Mawr Stereo & Video stores in the mid-Atlantic states and Douglas TV and United Audio Centers, both located around Chicago. Tweeter doesn’t just plunk down cash for any store that’s available. McGuire explains that, to be considered, a store “has to have a similar product mix.” Stores that Tweeter acquires are usually privately owned and might not be profitable, but Tweeter executives must be able to see ways that the operation can be turned around. Acquiring another company naturally affects Tweeter’s own earnings during the first year or two, but as in the case of the United Audio purchase, “We expect this acquisition to contribute to earnings per share growth as we further develop the greater Chicago market,” notes McGuire. Most of these transactions involve more complicated funding than the act of writing a big check. They are typically funded by taking on some debt and an exchange of stock if the company is already publicly held.


Of course, another way for Tweeter to grow is simply to open more stores. But that decision must also be carefully managed. For instance, if Tweeter has recently expanded an existing store in an area, grabbing an empty building to launch another store in a nearby town may not benefit the company in the long run—no matter how good an opportunity it may seem to be at the time. “Anything faster than 20 percent to 30 percent storefront growth in a year is dangerous,” warns McGuire; “You can mess up what has been successful.” The reason for such caution is that Tweeter has to make the investments required to support growth—such as training new employees and managing benefits.


Finally, McGuire bases many of his company’s financial decisions on the niche that Tweeter has been so successful at filling. “We are a specialty retailer,” he notes. Tweeter sells audio and video equipment only—no computers or telecommunications devices. And Tweeter operates relatively small stores—10,000 to 12,000 square feet—compared with the 30,000 to 50,000 square feet occupied by big discounters such as Best Buy and Circuit City.


Then there’s the matter of store sales—or rather the lack of them. Tweeter doesn’t hold promotional sales. Instead, it uses an everyday competitive pricing strategy that assures shoppers that they will find not only quality items in an intimate environment but also competitive prices that aren’t going to change tomorrow.


Tweeter has come a long way from its 1970s beginnings as a tiny shop selling mostly speakers. The company now has over 3,700 employees working in 175 stores nationwide. Joe McGuire believes that this is because founder and chairman Sandy Bloomberg has never lost sight of the company’s identity. That identity is supported by good financial decisions. “In order to be successful, it’s very important that the back end of the house is in order,” says McGuire in reference to the importance of finance. In the final analysis, he says, “the only thing that counts is how much money did you make.” Those words are music to the ears of Tweeter’s shareholders.

Questions for Critical Thinking

1.
Identify two ways that Tweeter could raise more cash if the company decided it was needed.

2.
Explain how finance supports Tweeter’s overall business strategy.

3.
Discuss Tweeter’s current financial status.

4.
Go to the company’s Web site, http://www.tweeter .com. What are the company’s annual sales? List two or three other interesting financial facts about Tweeter.

Sources: “Corporate Overview,” Tweeter Web site, http://www.tweeter .com, accessed January 7, 2004; “Tweeter Announces That It Has Completed the Acquisition of Douglas TV,” company press release, Tweeter Web site, http://www.tweeter.com, accessed March 24, 2003.

Video Case 18.2
Morgan Stanley Fights the Battle of the Bulls and Bears

In the past decade, the stock market witnessed a battle of the bulls and bears. The stock market climbed to incredible heights—the Dow index topped 11,000 and the NASDAQ hit 5,000 in the greatest bull market in history. These dizzy heights, coupled with prospects of making still more money by buying the right stock, drew more investors to the market than ever, which pushed stock prices higher than most experts thought they should have been. When the economy slowed and corporate earnings fell, the stock market began to slide. Although some investors sold off their investments in time, most did not, and almost everyone lost at least some of their investment nest eggs as the market morphed into a stubborn and difficult bear.


Even if you were not directly involved in this recent market cycle, you can learn some good lessons about investing from the experiences of others. Chad Lombardi, a financial advisor for Morgan Stanley, outlines some basic principles of investing that are echoed by many experts in the industry—regardless of whether the bulls are running or the bears are hiding. Many new investors may take a more conservative approach by selecting one or more mutual funds that appear to match their specific objectives. Others may opt to buy individual stocks and bonds. Mutual funds offer the advantage of diversification; all of your financial eggs are not in one company’s basket. With an individual stock, however, you have direct ownership in the company, and although the investment may be riskier, your return may be greater as well. With an individual bond, you have a better idea of what your return will be than you would with an individual stock.


Before you make an investment decision, says Lombardi, it’s important to determine three things:

1.
What are your investment objectives?

•  are you saving for a car or a house?


•  starting your own business?


•  “growing” financial resources to help a child pay for a college education?


•  and/or saving for retirement?

2.
What is your time horizon?

•  three years?


•  five years?


•  ten years or more?

3.
How risk-tolerant are you?

•  Answering this question is a major step in deciding the types of investments that are most appropriate for you.

Lombardi emphasizes that it’s never too early to start investing, regardless of how much you earn, from your first job after college or even while you are in college. “Start off small,” he says. The amount you accumulate will add up over time.


Lombardi is just one of the many people who work at Morgan Stanley whose job is to help people plan their financial lives. “Careful planning is key to achieving your financial goals,” states the company’s Web site. “Whatever your goals may be ... our professionals will evaluate your situation and help you determine which strategies are right for you.” The firm is a global financial services company and a major business in both investment banking and individual investing. Morgan Stanley offers a wide range of investment products from stocks and bonds, to mutual funds and annuities, to insurance and managed futures. Customers can trade bonds 24 hours a day or sign up for NetWorth, a customized program that gives them access online to all of their account information on a single, secure Web page. With Morgan Stanley’s wireless server TradeRunner, they can trade anytime, anywhere in the world.


All of these services are both state of the art and a major aid for investors, provided consumers know how to use them. Part of Morgan Stanley’s philosophy is that an educated consumer is the best kind of customer, so it provides a variety of support services, including a section of its Web site designed to teach people the fundamentals of planning and investing. There’s even a glossary with terms like maturity and interest rates. The idea is to help the average person feel comfortable with the process of investing.


In the economic and business turmoil that rocked the economy during the early years of the new century, new standards for accounting, financial advising, and other business practices were established. Hardly a single major financial institution escaped fines and the loss of some executives, including Morgan Stanley. Yet the reform of the investment industry actually brought greater clarity to financial institutions and their customers.


Morgan Stanley continues to grow, having recently acquired a majority of Lend Lease Corporation Limited, which will allow the company to offer a broader range of investment products. “Morgan Stanley connects people, ideas and capital,” says a company press release, “to help clients achieve their financial aspirations.”

Questions for Critical Thinking

1.
Why is it important for Morgan Stanley clients to identify their investment objectives?

2.
What combination of securities would you be likely to select in achieving the goal of starting your own business five years from now? Why?

3.
Do stricter regulations on the investment industry make you feel more—or less—comfortable about becoming an individual investor? Why?

4.
Visit Morgan Stanley’s individual investment Web site at http://www.morganstanleyindividual.com and examine some of the investment products offered there. Which of these products do you think would be most suitable for students just graduating from college and beginning their careers?

Sources: Morgan Stanley Web site, http://www.morganstanleyindividual .com, accessed January 18, 2004; “Morgan Stanley Acquires a Majority of Lend Lease’s U.S. Real Estate Equity Businesses,” press release, Hoover’s Online, June 17, 2003, http://www.hoovers.com; Dan Ackman, “For Wall Street, Fines Are a Day’s Pay,” Forbes, April 29, 2003, http://www.forbes.com.

