VOLUME 3, NUMBER 1

SPRING 2008

J o u r n a l o f t he N orth American
Ma n a g em en t S oci ety

EDITORIAL STAFF

Editor’s Preface

1

JOURNAL & PROCEEDINGS
EDITOR
Edward Heler, Springfield College

Charles E. Merrill: The Father of Main
Street Brokerage
John D. Farlin

3

JOURNAL BOARD OF EDITORS
Jeff Fahrenwald, Rockford College
Ronald Faust, University of Evansville
Gideon Falk, Purdue University-Calumet
Regina Greenwood, Kettering University
Kathryn Carlson Heler, Manchester College
Brian Hinrichs, Saint Xavier University
Paul Keaton, University of Wisconsin-LaCrosse
Steve Kleisath, University of Wisconsin-Platteville
Richard Leake, Luther College
Bill Livingston, Baker College
C. R. Marshall, U. of Wisconsin-Stevens Point
Richard Sebastian, St. Cloud State University
TECHNICAL EDITING AND
ONLINE HOST
Julia Teahen, Baker College

COPYRIGHT AND PERMISSION TO
COPY
The Journal of the North American Management
Society owns the copyright of all content published
within it. Permission to copy JNAMS content is
subject to the fair use principles of U.S. copyright
law. For permission to copy JNAMS materials,
contact the Journal Editor by e-mail at
julia@baker.edu .

EDITORIAL OFFICE
North American Management Society
2 Evangeline Drive
Wilbraham, MA 01095-2510
(413) 279-1030
nams@helersq.net

Service-Learning and Volunteering: Does
the Course Matter?
Paul L. Govekar & Michele A. Govekar

13

Cultural Literacy and Sound Due
Diligence: Two Imperatives for Business
Success in China
Redmond Humphrey

24

Strategic and Visionary Leadership:
Individual Differences in Cognitive Styles
for Creating Mental Images and Strategic
Visions
Tobias Huning and Coy A. Jones

30

Franchising: A New Twist with Old Roots
Martin Luytjes

42

Book Review
Robyn W. Hulsart

48

Guidelines for Contributors

50

© NORTH AMERICAN MANAGEMENT SOCIETY

HTTPS://NAMS.BAKER.EDU

Journal of the North American Management Society, Volume 3, Number 1, 2008

Journal of the North American Management Society
Editor’s Preface
The Journal of the North American Management Society [JNAMS] is an online journal published by the
North American Management Society [NAMS]. NAMS is a scholarly organization that focuses on
management scholars and practitioners, primarily in North America–the United States and Canada–but
also from other nations in the global economy. Most members are from smaller educational institutions
and from practitioners in for-profit and not-for-profit organizations.
In support of the NAMS mission, the Journal of the North American Management Society is a
multidisciplinary, online journal of interest to scholars, professionals, students, and practitioners in a
broad range of management thinking. The fields of study that JNAMS encompasses include human
resources, general management, organizational, ethics, leadership, entrepreneurship, global strategy,
nonprofit, and public administration. JNAMS is committed to the development of theoretical and practical
knowledge about management in all its forms.
This issue is the 2008 Conference issue and contains five papers and a book review. The papers were
selected through a double-or-triple blind review process.
The paper by John D. Farlin received the 2008 award for the Best Paper in Distinctive Leadership and
Leading. The paper, “Leaders as Change Agents—Charles E. Merrill: Father of Main Street Brokerage,”
examines the innovations that Charles Merrill learned from a decade of operating Safeway stores
throughout California and applied to transforming the brokerage industry from an exclusive club for
wealthy individuals to one where Main Street could participate. As John Farlin notes, “No other
individual did more to democratize the stock market for the small investor.”
Paul L. Govekar and Michele A. Govekar received the award for the 2008 Distinguished Paper in
Management for “Service-Learning and Volunteering: Does the Course Matter?” The purpose of their
paper is to compare the post-graduate volunteer experiences of students who completed two different
available Service-Learning classes on two dimensions: the level of post-graduate volunteering and the
perceived value of post-graduate volunteering. The results of this research offer some support to the
findings of Astin, Sax and Avalos that the short-term effects of volunteer service participation during
undergraduate years do persist beyond college.
The paper by Redmond Humphrey, “Cultural Literacy and Sound Due Diligence: Two Imperatives for
Business Success in China,” received the 2008 award for the Best Paper in Global Strategy. Humphrey
notes that doing business in China can be very complex and costly. Businesses, however, can reduce their
risk by being patient and improviing their cultural literacy and the quality of their due diligence.
Understanding China’s culture and its ethical and legal system is a necessity for those businesses
considering establishing operations in China.
In “Strategic and Visionary Leadership: Individual Differences in Cognitive Styles for Creating Mental
Images and Strategic Visions,” Tobias Huning and Coy A. Jones provide a new way of thinking about
visionary leadership and executive decision making. Their research found differences between the
“visualize” and the “verbalizer” cognitive styles, proposing a research methodology to explore the effect
that these cognitive styles have on established characteristics of strategic managerial decisions. This
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paper was recommended by the reviewers for the 2007 Conference of the North American Management
Society for publication in the Journal.
Martin Luytjes in “Franchising: A New Twist with Old Roots,” examines the applicability of classical
management thinking from Fayol to Taylor and Follet to the area of fast food franchising. This paper
received the 2008 award as the Best Student Paper. Luytjes finds that these theories stand the test of time
and that a number of the concepts upon which franchising is built can be found in a historical review of
management principles.
Last, Robyn W. Hulsart reviews Doing Right in a Shrinking World: How Corporate America Can
Balance Ethics & Profit in a Changing Economy by Louis DeThomasis and Neal St. Anthony. After
seven chapters of defining business ethics and offering a fundamentally helpful mental framework for
dealing with the challenges of doing ethics in an unethical world, she notes that the book seems to fall
apart at the end and questions why higher education should be isolated as an agent of change.
We continue to solicit all of you who read this journal to let us know your interest in reviewing
manuscripts submitted for publication. Please send your resume and a paragraph or two emphasizing
your area of expertise in order to help us assign manuscripts or other submissions appropriately. The
review process is viewed as an important way to nurture up-and-coming authors by giving them the
opportunity to be mentored as their articles are improved for publication in JNAMS. Our Guidelines to
Contributors may be found at the end of this issue. We seek your suggestions, ideas, and critique of our
efforts in producing this journal.
Once again, we give special recognition to Baker College Online and Dr. Julia Teahen, its President, for
accepting the important role of host and technical editor for this online publication. Needless to say, you
would not be reading this journal if not for Baker College’s willingness to provide the technical expertise
and computer servers to facilitate JNAMS publication.
Edward Heler, Ph.D.
Journal and Proceedings Editor
2008 Conference Issue
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Charles E. Merrill:
The Father of Main Street Brokerage
John D. Farlin, Ph.D.; Ohio Dominican University, Columbus Ohio
Abstract: A millionaire by the time he was thirty-one, Charles E. Merrill more than any other individual is
responsible for the innovations and concepts that allowed the average American after World War II to participate in
the stock market. He was also the first prominent Wall Streeter to predict the Great Crash of 1929. By February
1929, Merrill was so convinced the market top was near that he liquidated his firm's stock portfolio. He shared this
conviction with his clients. His advice allowed many Merrill Lynch customers to escape the resulting Crash of
1929. His reentry into the brokerage business in 1940 after a decade away, predated the great bull market that
started after World War II. The innovations he learned from a decade of operating Safeway stores throughout
California transformed the brokerage industry from an exclusive club for wealthy individuals to one where Main
Street could participate. No other individual did more to democratize the stock market for the small investor.

THE EARLY YEARS PRIOR TO MERRILL LYNCH
Charles E. Merrill was born in 1885 in Green Cove Springs, Florida the same year as his future
partner Edmund C. Lynch. Merrill entered college in 1902 but was forced to drop out shortly after
starting his college career. In 1907 Merrill arrived in New York to work for a textile company owned by
his then fiancé’s father Robert Sjostrom. He started at an entry level position but within a year had
advanced to the position of credit manager overseeing six plants. His responsibility was to manage the
seasonal working capital requirements of the mills by borrowing money from commercial banks and
extending credit to the mills’ customers. Adjusted for inflation, he eventually earned the equivalent of
over $100,000 in today’s dollars – all before he reached his mid-twenties (Perkins 1999). Charles Merrill
met Lynch at the 23rd Street YMCA in New York City. Lynch was looking for a roommate to share his
boarding house room. Lynch at the time he met Merrill, was a soda fountain salesman. Sometime in
1909, Charles Merrill and Marie Sjostrom ended their engagement. Charlie, as he was affectionately
called throughout his adult life, left the employment of the Sjostrom Mills shortly thereafter. It is
unknown if he was asked to leave or quit on his own. One account suggests that he was seen in clubs
around New York with women who were not his fiancée, broke off his engagement and subsequently quit
his job (Nocera 1994).

Merrill Changes Careers
In the fall of 1909, Merrill received a call from Amherst alum, Fred Bale who worked at George H.
Burr and Company, a factoring firm. They were branching out into the bond business and they needed a
manager for this fledgling division. Charles Merrill was offered a starting salary of $25 per week plus 10
percent of the profits (Perkins 1999). Among the employees he inherited was a secretary by the name of
Lillian Burton. Burton had previous brokerage experience having worked as a secretary for a disreputable
brokerage operation. Scrupulously honest herself, she left the dishonest firm at the first opportunity and
moved to Burr and Company. It was here that she provided Merrill with invaluable knowledge on
marketing securities to the general public. She had seen the sordid side of the sub-prime brokerage
industry and knew what needed to be done in order to operate a respectable bond business. Her
experience marketing to the masses proved invaluable to Merrill. As was the case with many of Charles
Merrill’s business acquaintances, she would remain an integral part of his business life for decades.
In 1911, Merrill wrote an article in Leslie’s Illustrated Weekly, a popular general interest
newsmagazine of its time, on what eventually became his trademark theme “Mr. Average Investor”. It
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was a reproof on the brokerage industry to understand the goals and needs of their customer. The concept
of considering the customer’s goals and risk tolerance began with the publication of this article. It was
during this time that Merrill first experimented with direct advertising. Encouraged by Rudolph
Guenther, a partner in Albert Frank-Guenther Law, he embarked on a comprehensive and unheard of
advertising campaign (Perkins 1999). The collaboration of Merrill and Guenther would last over four
decades. Merrill experimented with various forms of advertising – circulars, newspaper advertisements
and what is now known in the industry as a warm call follow-up.

MERRILL LYNCH IS LAUNCHED
January 1914 marked the beginning of Charles E. Merrill & Co. He had arrived at this point in his
life in a roundabout manner. In 1910, Merrill had sold a series of bonds issued by McCrum-Howell a
major factoring client of George H. Burr & Co. Two years later, Burr informed Merrill that McCrumHowell was on the verge of bankruptcy. Merrill felt personally responsible to the clients to whom he had
sold the McCrum-Howell bonds. Although Merrill lost a substantial sum of his own money on the
bankruptcy of McCrum-Howell, it was the belief that Burr either knew long before or should have known
the sorry financial state of McCrum-Howell that infuriated him. He never forgave George Burr for what
he perceived as unethical behavior. In 1913 Merrill moved to Eastman Dillon, a leading underwriter of
the time. It was Guenther who introduced Merrill to Dillon. Initially Dillon advertised the position as
$50 per week plus commissions, but after talking with Merrill, he agreed to pay Charlie $125 per week
plus commissions (Perkins 1999). Eastman Dillon was definitely higher in stature than Burr & Company
but conflicts with Herb Dillon, a partner in the firm caused Merrill to resign from the firm not long after
taking the position. However, he was able to negotiate a deal that allowed him to operate independently
but remain on the premises (Perkins 1999). Thus was borne Charles E. Merrill & Co.

He Partners With Lynch
Several months later, Merrill convinced Edmund Lynch to join him in his fledgling endeavor. Lynch
had taken Charlie’s old position at Burr & Company. Charles Merrill & Company took a middle of the
road position between dull conservatism and rampant speculation (Perkins 1999). For the first four
months of operation, Merrill showed a profit of $6700. A year later, Merrill changed the company’s
name from Charles E. Merrill & Co. to Merrill, Lynch & Co. in recognition of the diligence and hard
work of his friend and now partner Edmund Lynch. Lynch repaid Merrill by his astute management of a
new venture for the fledgling partnership, Pathé Exchange Inc. Initially Merrill and Lynch were asked to
become board members of Pathé Exchange Inc. at an annual salary of $50,000 each. The relationship
evolved into a majority stake in the purchase of the company’s U.S. assets when, two years later in 1921
Merrill, Lynch & Co. diversified outside the brokerage industry buying the U.S. unit of Pathe Fre res.
The studio became profitable under the tutelage of Edmund Lynch and was later sold to a group of
investors led by the future first Chairman of the SEC, Joseph P. Kennedy and movie director Cecil B.
DeMille.
Merrill’s first big underwriting was McCrory & Co. a chain of five and dime stores headquartered in
Detroit. This was a make or break underwriting with large implications for the future of the firm. The
total underwriting was for $2.5 million. Half would be mortgage bonds and half would be preferred
stock. Merrill had responsibility for the preferred stock. S.W. Strauss, a Chicago firm would handle the
mortgage bonds. Due to the hard work of Charlie and Edmund Lynch, by July the entire offering of
preferred stock was fully subscribed. However the outbreak of hostilities in August sent the market into a
tizzy (Sobel 1965). This precipitated the temporary closing of the New York Stock Exchange (NYSE) for
several months. The virtual overnight disappearance of business caused drastic cost cutting at the
fledgling firm. When the NYSE reopened for business in December, business rapidly returned and the
McCrory deal was once again on the table. Merrill’s frequent trips to Detroit to work out the specifics of
the McCrory underwriting afforded him an opportunity to cultivate other business prospects in the area.
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This led to eventual deals with S. S. Kresge, J. C. Penney, and Saxon Motors. In 1919 Merrill, Lynch
underwrote a $3 million preferred stock offering for J.C. Penney. He learned two things from Penney that
he would introduce when he took control of Safeway Stores. This was Penney’s insistence on cash sales
and his penchant for profit sharing with employees at the local level (Perkins 1999).
Years later in the 1930s McCrory Stores underwent a financial crisis when they went contrary to most
retail experts and signed long-term leases on their store locations. When the depression hit, they were
burdened with long-term leases at prices well above the prevailing market rates. McCrory subsequently
fell into bankruptcy and receivership in 1930. Merrill was appointed to a committee to restructure the
finances of the chain. Merrill came up with a plan to renegotiate the leases with payments tied to sales
volume. Most landlords agreed to these terms and McCrory Stores were able to come out of bankruptcy.
Charles Green was also recruited as CEO to replace John McCrory, the founder. As a result McCrory and
Merrill who had been friends for years, parted on bad terms (Perkins 1999).
It was not long before other underwriting opportunities in the chain store sector arose. Merrill, Lynch
was asked to join the underwriting syndicate for the Acme Tea Company, a grocery chin headquartered in
Philadelphia (Perkins 1999). The chain store exposure in Detroit allowed Merrill to segue into the
automobile industry. However, it appeared that he missed several opportunities to cement a permanent
relationship with the auto industry. Finding his experience with the auto industry less than fulfilling, it
would not be until the initial public offering of Ford Motor Company in the 1950’s that he would return to
that industry.
In the decade of the 1920’s, Merrill, Lynch underwrote many financial transactions involving retail
chains – Diamond Shoe, Lane Bryant, Lerner Stores, National Tea, Newberry’s, Peoples Drug, Walgreen
Drug, Western Auto and Safeway Stores (Kliesen 1999; Perkins 1999). Merrill’s due diligence work on
these transactions provided an opportunity to gain keen insights into the chain store industry. He felt very
confident on the character and business integrity of chain store executives both as it related to their
management ingenuity and treatment of their employees.

THE CALL THAT MADE HIS REPUTATION
In February 1928 Merrill suspected that the market excesses caused by rampant speculation and easy
credit were about to lay waste to the market. He warned clients and partners alike to the speculative
excesses brought on by the excessive use of margin. This was not an easy sell even to his partners. But
confident in his judgment, he was determined to act. While in Palm Springs to attend his father’s funeral,
Merrill wrote a long letter to Lynch in which he cajoled and called upon all the charm and persuasion he
could muster in order to convince his partners to liquidate their holdings. Despite all his efforts, it took
the absence of Lynch on a European vacation in late spring of 1929 for Merrill to liquidate the partnership
holdings and, using a power of attorney, to diversify Lynch’s personal holdings out of the stock market
(Perkins, 1999). His advice to his clients echoes these premonitions. He strongly suggests that his clients
follow suit and take advantage of the present high prices in the stock market. Merrill sent out a form
letter to all clients suggesting that they lighten their stock positions. Charles Merrill wrote:
Now is the time to get out of debt. We think you should know that with a few exceptions all the larger
companies financed by us today have no funded debt. This is not the result of luck but of carefully
considered plans on the part of their managements and ourselves to place these companies in an
impregnable position. The advice that we have given important corporations can be followed to advantage
by all classes of investors. We do not urge you to sell securities indiscriminately, but we advise you in no
uncertain terms that you take advantage of present high prices and put your own financial house in order.
We recommend that you sell enough securities to lighten your obligations, or better yet, pay them entirely
(N.Y. Times obituary “Charles Merrill, Broker, Dies” October 7, 1956).
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Another version of Merrill’s prescience in getting out of the stock market prior to the crash has
Merrill seeking psychiatric help in combating his fears that the market had got out of hand. After several
sessions, he left the therapy and both he and his psychiatrist began selling their shares (Sobel 1965). It
appears that the psychiatrist may have profited more from his association with Merrill than Merrill did
with him. Urban legend or not, the fact remains that he did get out before the crash and those who took
his advice profited as well. Although Merrill substantially scaled back his and the firm’s holdings, he did
not completely liquidate his portfolio. For even after liquidating a substantial portion of their holdings,
Merrill, Lynch still owned twenty five companies with a market value of $30 million. Four companies
accounted for 85% of the total (Perkins 1999). As Robert Sobel put it: “Merrill probably lost a small
fortune in 1929, but he retained a larger one” (1965, p. 336-7). He invited the outgoing president Calvin
Coolidge, fellow Amherst alum to join the firm at a salary of $100,000. In 1928, the Dow closed up 50%
for the year. This was the biggest jump of the decade. It must have taken a great deal of courage for
Merrill to maintain his conviction on the direction of the market given all of the contravening data.

LEADING THROUGH TUMULTUOUS TIMES
The result of his foresight was a period of rapid expansion for Merrill Lynch & Co. at the expense of
those who either failed to acknowledge the market excesses or those who indeed could see the excesses
but failed to act. In 1930, Merrill Lynch & Co. transferred it retail brokerage business to E. A. Pierce in
order to focus on its investment banking business. The firm acquired Merrill Lynch’s wire system, the
large retail sales and stock commission organization (“Bigger Biggest,” 1930). Rather than take payment,
Charles Merrill and Ed Lynch put up an additional $1.9 million and their former partners contributed $1.2
million to strengthen the capital base of E.A. Pierce. However, the aftermath of the depression continued
to hang over the entire decade of the thirties. By 1940 volume on the NYSE was a mere 207 million
shares compared to 1.2 billion shares in 1929 (Perkins 1999). Merrill felt strongly enough about the
precariousness of the brokerage industry at this time to shift his equity position in E.A. Pierce to creditor
status. E.A. Pierce was formed in January 1927. E.A. Pierce & Company could trace its lineage, in part,
to Housman-Gwathmey & Company who in turn could trace their lineage to Housman Brothers whose
former partners included Bernard Baruch (Grant 1997).
Baruch shared other similarities with Merrill. For instance, he too escaped relatively unscathed in the
stock market crash of 1929 having reported income of $1,986,995.63 which included stock market profits
of $615,786.31 (Grant, 1997). Whereas Baruch saw himself as a player on the larger political stage,
Merrill had no such aspirations. That is not to say Merrill was not without vanity. After correctly
predicting a market downturn well ahead of its actual decline, his opines on business were listened to
intently. His personal life was grist for gossip columnists and his divorces oftentimes acrimonious and
public.
Meanwhile, Merrill Lynch & Co. concentrated on their merchant banking business. This business
was run by Edmund Lynch up to the time of his death in 1938. By this time Charles Merrill was ready to
diversify outside the brokerage industry. He expanded his chain store empire first started with his
investment in Safeway Stores. It would be the lessons learned in chain store retailing that he would use to
revolutionize the stodgy brokerage industry.

MERRILL’S YEARS AT SAFEWAY
When Merrill sold his Class B common stock in Pathe Exchange, he used the proceeds to finance
his investment in the Safeway Grocery Store chain (Perkins 1999). The Safeway chain was founded by
Sam Seelig shortly before World War I. However, after the war, Seelig ran into financial trouble and was
forced to swap equity for the debt he owed his largest creditor W. R. H. Weldon, a grocery wholesaler
(Perkins 1999). Word got back to Merrill, that Weldon was willing to sell his stake in Safeway at the
right price. Weldon and Merrill eventually came to terms on a deal that gave Merrill 80 percent of the
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outstanding stock for $3.5 million. At the time the deal was struck, Safeway had close to 330 stores. He
installed M.B. Skaggs to run the operations. Merrill enticed Skaggs to stay on as CEO by giving him a
choice of either $7 million outright in a combination of cash, bonds and preferred stock or $1.5 million in
cash and 30,000 shares of common stock. Skaggs accepted the latter offer. Merrill gave him a five year
voting trust which gave Skaggs full control of operations (Perkins 1999). While Skaggs managed the day
to day operations, Merrill looked for other grocery chains to purchase and merge with Safeway. The
grocery industry was extremely fragmented at this time. Most grocery stores were mom and pop
establishments where consumers shopped at butcher shops for their meat and obtained vegetables from
local vendors relying on grocers for what would be considered today as a very limited range of products.
He added to his investment in the grocery sector by investing in MacMarr Stores, another west coast
grocery chain. Grocery chains accounted for less than 6% of total food sales in 1920 but by 1930 the five
largest chains which included Safeway, had increased their market share to 25% (Perkins 1999). There
were some merger candidates who would not accept a subordinate role to Skaggs under any
circumstances. Skaggs was an aggressive and perhaps somewhat abrasive manager and it was hard for
many executives to totally ignore their enmity toward Skaggs after battling him for market share so many
years in the grocery industry. Two Northwest grocery store chain owners, Charles Marr and Ross
MacIntyre, while willing to do business with Merrill, refused to merge their companies into Safeway with
Skaggs as CEO. So Merrill came up with an innovative way to address their concerns and still bring
these chains under his control. He formed an independent company that traded on a different exchange
and under a different ticker symbol. In 1929 that is how Merrill picked up the MacIntyre and Marr
grocery chains. He merged them into a new company called MacMarr Stores. The stock traded on the
Curb Exchange which later became known as the American Stock Exchange. When Skaggs stepped
down as CEO in the early 30’s, MacMarr was absorbed into Safeway Stores (Perkins 1999). Merrill
chose Ling Warren a member of his staff to take over the day to day operations of Safeway. Warren
stayed with Safeway until his retirement in the early 50’s when he was replaced in 1955 by Robert
Magowan, Merrill’s son-in-law. Although Merrill will forever be associated with Merrill Lynch, it was
actually his investment in Safeway that fueled the wealth and power of the Merrill family from 1955
forward (Perkins 1999).
Over the next several years, Merrill acquired the Chaffee chain in southern California, the Sanitary
Grocery chain in Washington, D.C. and the Bird Grocery stores headquartered in Kansas City (Perkins
1999). Most of these deals were stock swaps and involved little cash. Other chains that were added
include Piggly Wiggly stores in the Western United States, Sun Grocery stores, Knoblock Brothers in
Baltimore, Newway Stores in El Paso and the MacDonald chain located in Canada. By 1929, Merrill had
a total 2,660 stores under the Safeway umbrella (Perkins 1999).

CHANGE AGENT AND INNOVATOR
Investment banking continued to fuel the growth of Merrill Lynch & Co. Sensing an opportunity
honed from his experience with Safeway Stores, Charles Merrill started a new magazine Family Circle
whose charter was to be a point-of-sale magazine for the grocery industry – the first of its kind. This
magazine was financed with his own capital after unsuccessfully attempting to convince M.B. Skaggs, the
CEO of Safeway Stores to make Family Circle a division of Safeway. Circulation grew to 1.3 million
within three years but profits were more elusive. However, five years after its first issue, the magazine
moved into the black. Although Safeway became a major distributor of the magazine, Merrill did not
limit distribution to Safeway Stores. Other chains discovered the usefulness of Family Circle as a means
of promoting their private labels (Perkins 1999). In 1946 the magazine strategy changed and they started
charging five cents per issue. It was enlarged and sold on a monthly basis. By the early 50’s Family
Circle was sold at more than 7500 outlets and monthly circulation was more than four million. Before his
death, Merrill sold controlling interest in Family Circle to one of its managing editors (Perkins 1999).
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In order to strengthen his position in investment banking, Merrill Lynch & Co. purchased a
controlling interest in the investment banking division of Cassatt & Co. Cassatt & Co. was an old line
Philadelphia brokerage house (www.ml.com). Its two primary lines of business were investment banking
and retail brokerage. Shortly after the Merrill deal, it was announced that the senior partner at Cassatt &
Co. Robert Cassatt and his partner Joseph Walker Wear would discontinue their brokerage business and
join the firm of E. A. Pierce as partners. E. A. Pierce happened to be the largest wire house on the New
York Stock Exchange at the time. They were considered a voice of progressive moderation and were also
a strong advocate for the New Deal policies of Franklin Delano Roosevelt (www.ml.com.).

The Death of Edmund Lynch and the Merger With E.A. Pierce
Adding to the drama at the time was the unexpected death of Charles Merrill’s longtime friend and
partner, Edmund Lynch. Lynch passed away unexpectedly in England at the age of 52. Several anecdotal
reports have been written about the relationship between the two. One has it that so strong was the bond
between the two men that out of respect for his deceased partner, Merrill decided to drop the comma from
Merrill, Lynch & Co. and create the modern name of the firm, Merrill Lynch (Merrill Lynch, n.d.).
Somewhat contradicting this is the purported fact that Merrill and Lynch were rumored to have had
several fallings out, but just prior to Lynch’s death, they reconciled their differences (Sobel 1965).
Lynch’s untimely death shortly after the rapprochement assured his legacy in the mind of Merrill and
probably led to Merrill’s insistence that Lynch remain a part of the firm even after his (Lynch’s) death.
Others have reported that the comma was omitted due to a typographical error rather than any particular
fondness between the two partners (Sobel 1965). Whatever the reason, Merrill never attempted to erase
Lynch’s name from the company logo whatever the true motive. It was also during this time that Merrill
Lynch went from a partnership to a corporation.
In a somewhat startling move in 1940, Merrill Lynch reacquired its retail brokerage business by
merging his merchant banking operation with E. A. Pierce & Cassatt. At the time of this merger, E. A.
Pierce was in decline and almost dissolved (Sobel 1965). Winthrop Smith, one of the partners at Pierce
took the lead in inviting Merrill to join the firm. So anxious were they to have Merrill on board that he
was allowed to revamp top management. Smith would later become a full partner. They also dissolved
the corporation and reverted back to a partnership. In this same year, Merrill Lynch & Co. opened their
first foreign office in Havana, Cuba. It was subsequently closed 20 years later when Fidel Castro came to
power. In 1941 Charles Merrill published the first annual report. Merrill Lynch, E. A. Pierce & Cassatt
became the first Wall Street firm to do so. Later in this same year, Merrill Lynch, E.A. Pierce & Cassatt
merged with Fenner & Beane, a securities firm originally based in New Orleans. The new firm of Merrill
Lynch, Pierce, Fenner & Beane became the world’s largest securities house with offices in 93 cities and
memberships in 28 exchanges (Perkins 1999). Alpheus C. Beane, a long time friend of Charles Merrill
remained with the firm until his retirement in 1958 (Sobel 1965). The war years provided Merrill Lynch
& Co. an opportunity to promote women in the brokerage industry. For example, Merrill Lynch, Pierce
Fenner & Beane (MLPF&B) used these years to assign the first woman to work on the floor of the New
York Stock Exchange her name was Helen Hanzelin an 18-year old who started working for MLPF&B in
1943 (www.ml.com). The firm established the industry’s first training school for account executives. In
1947 the company printed the first issue of We the People, an internal publication for employees of
Merrill Lynch (www.ml.com). In their effort to educate the masses about prudent investing, Merrill
published “What Everyone Ought to Know About the Stock and Bond Business,” an advertisement
designed to explain the securities industry and define common terms used in the investment industry for
the general public. Over 6,000 copies were requested by the public in the first six months after it is
published (Perkins 1999). In a further effort to educate women on investments, the San Francisco office
of Merrill Lynch offered an investment seminar exclusively for women. Over 800 women lined up to
take the seminar. The success of this offering encouraged Merrill Lynch to offer similar conferences
around the country with child care provided so that both spouses could attend. It set up tents at county
fairs. Once, they even gave away stock in a contest sponsored by Wheaties (Nocera 1994, 1999).
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Merrill Changes the Public’s Perception of Brokers
With daily trading volume in the billions today, it is hard to fathom the difficulty Charles Merrill
encountered in selling common stocks to the post war investing public. Rebuilding public confidence
after the stock market crash of 1929 was the most important task he faced (Sobel 1993). Bonds were
perceived to be a much more prudent and safe investment. A bond salesman could literally carry a list of
the bond holdings of his firm and their quotes for weeks while making his rounds of calls without
consulting the home office to refresh his prices, such was the stability of the bond market (Sobel 1993).
The unsavory impression most people held of stock brokers as a result of the crash was hard to erase.
One step Charles Merrill made toward improving their image was to put his brokers on salary rather than
commission. Thus the temptation for a broker to churn a customer’s account to generate additional
commissions for himself was eliminated. Another important change was the design and color scheme of
his brokerage offices. Most first tier brokerage offices of the time were dour looking with dark woods
and imposing color schemes reminiscent of the men’s clubs to which most of these scions of Morgan,
Whitney and Rockefeller belonged . Merrill began to open offices outside of the money centers in cities
across the nation. His office colors were brighter and their designs more open and receptive to small
town America (Sobel 1993, Perkins 1999). He instituted a formal training program for his brokers. He
was often imitated but very rarely, trumped when it came to innovation and canniness in seizing upon the
unmet needs of the general populace. These skills were developed and fine tuned during the decade of
the thirties when he worked in the chain store industry. His chain store experience showed him that small
sales to millions were worth more than a few sales to large investors (Sobel 1965).

A QUIXOTIC PERSONAL LIFE
Merrill’s personal life was just as quixotic and legendary as his business exploits. He had been
married three times and had had numerous affairs by 1940 (Nocera 1998, 1999). He married Hellen
Ingram, his second wife and eighteen years his junior, a week after obtaining a divorce from his first wife.
She was wealthy, beautiful and an accomplished individual in her own right (Nocera, 1994).
James Merrill, his only child with Hellen Ingram, became one of America’s most famous poets
winning several National Book Awards and the Pulitzer Prize for Poetry. At the age of eight he was
already writing poetry. Whiles he was at prep school, Charles Merrill had a book of James’ poems
privately published under the title Jim’s Poems (Academy of American Poets n.d.). Charles had two other
children from his first marriage to Elizabeth Church - Charles and Doris. Doris’ future husband Robert
Magowan would eventually run both Safeway and Merrill Lynch. Charles Merrill also served as chairman
of the board of the Charles E. Merrill Trust, which donated the funds in the 1968-69 academic year to
make Merrill College at U. C. Santa Cruz. The trust was established with funds from the estate of Charles
E. Merrill, Sr. Charles Merrill, Jr. founded the innovative Commonwealth School in Boston in 1958 and
served as its headmaster until 1981 (www.ucsc.edu). One of his books, The Walled Garden, is a history of
his years at the school. Little is written about his relationship with his children. However, we can glean
something of his relationship with his son James from James Merrill’s semi-autobiographical novel
Seraglio. We also know that he and his father spent a month together in Italy in the early 50’s (Merrill
1993).
Sometime in the 1930s Charles Merrill met and started an extramarital affair with his eventual third
wife Kinta Des Mare (Perkins 1999). Less headstrong and independent then his second wife, Kinta was
just as beautiful but more importantly, she was content to play the part of the “trophy wife”. Merrill’s
marriage to Kinta would last for thirteen years. In fact all three of his marriages lasted a total of thirtynine years with each lasting approximately thirteen years.
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HIS FINAL YEARS
The postwar bull market made Merrill Lynch a household name. The years that Charles Merrill spent
positioning the brokerage to address the investment needs of the “average Joe” begin to pay off
handsomely. Merrill Lynch continued their overseas expansion by opening offices in Great Britain,
France, West Germany, Switzerland, Canada, Belgium and the Netherlands. By 1950 Merrill Lynch was
the fourth largest underwriters of securities in the United States (Sobel 1991). When Ford Motor
Company went public in 1956, Merrill Lynch was one of the seven underwriting managers to launch the
IPO. In October of the same year, Charles Merrill passed away at the age of 70.

His Pass on Mutual Funds
Charles Merrill pioneered the modern brokerage industry that we know today. He saw the benefits of
including Middle America in the capital markets. However, his judgment about what was best for Middle
America was not infallible. For instance, he downplayed the importance of mutual funds as an
investment vehicle for millions of Americans with little discretionary capital to invest. In the early 1950s
Don Regan, future CEO of Merrill Lynch and future Chief of Staff for President Reagan, attempted to
convince Merrill of the opportunities that mutual funds afforded the brokerage industry. He rejected the
proposal outright. His call before the market crash in 1929 cloaked him in the appearance of omnipotence
for most of his adult life. And indeed most of his decisions were correct. His decision to concentrate his
talents in the 1930s to chains stores rather than the brokerage industry was correct. Brokerage firms that
depended on commissions generated from stock trades saw profits dry up. In fact, without capital
injections now and then, the brokerage firm of E.A. Pierce and Cassatt would never have survived the
decline in trading volume precipitated by the depression of the 1930s. While his investment in Safeway
flourished, the brokerage industry saw a substantial decline in profits.
That being said, Merrill can be forgiven for his decision to forego mutual funds during his later years
at Merrill Lynch. His canniness in borrowing the techniques learned from his involvement with chain
stores in the thirties and apply them to the brokerage industry was revolutionary for the times. Not only
did he raise the standard of living for the middle class by promoting stock ownership for all, but he also
increased the overall revenues and profile of the brokerage industry in general. His fortuitous
introduction to Ted Braun, a public relations expert from Los Angeles who was working with the chain
store industry to defeat anti-chain store legislation in the 1920s, led to the scientific application of
research techniques unheard of in the brokerage industry. These research techniques allowed Merrill to
accurately gauge public opinion on the brokerage industry and address the unfavorable perceptions the
general public held after the crash of 1929. Braun’s research also inspired many innovations at Merrill
Lynch unheard of and often unwelcome by Merrill’s competitors in the brokerage industry but beneficial
to the customer. It was Braun for instance, whose research indicated that customers who maintained either
a debit or credit balance in their brokerage account generated the highest volume of trades and were
consistently the most profitable customers (Perkins, 1999). Armed with this information, Merrill launched
several revolutionary changes. He started paying interest on all credit balances. He also paid brokers a
salary with a yearend bonus rather than a commission based on trading activity. Merrill also hired
security analysts to research companies and provide customers with reports on the findings. These were
distributed for free and were not limited solely to Merrill Lynch customers (Perkins 1999). Oftentimes
his competitors benefited from his innovations as well. Merrill’s efforts to educate the general population
to the benefits of stock ownership benefited all brokerage firms. Charles Merrill was well aware that a
rising tide floats all boats and he was willing to accept the fact that his innovations and his attempts at
generic marketing benefited his competitors as well.
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Merrill’s Failing Health
Although Merrill spent his last years largely absent from the firm’s New York headquarters, he still
guided the overall strategic course for the firm (Perkins 1999). He had placed Win Smith, his longtime
associate in charge of the day to day operation of the firm. Smith was a capable manager and the right
person to handle the operation. Winthrop Smith, one of the partners in E.A. Pierce, was the individual
who invited Merrill to join the firm that would eventually become the Merrill Lynch, Pierce, Fenner and
Smith that we know today. After his heart attack in 1944, Merrill spent the next decade in a great deal of
pain before experimental treatments administered in 1953 allowed him greater freedom from the angina
attacks that he suffered. The treatment involved the use of radioactive iodine. He would spend his
winters at his home in Florida and the rest of the year at his estate in Southampton.

His Legacy Lives On
Developing first-rate public relations, scientific marketing research techniques as well as extensive
brokers' training, he pioneered the belief that middle-class Americans should become active investors in
the stock market, Merrill helped to demystify Wall Street, but more importantly offered a way for
millions with modest incomes to achieve a secure financial future. Merrill Lynch did, indeed, democratize
investing and became a great enterprise with branches as ubiquitous as McDonalds. Merrill suffered his
first heart attack when he was fifty-eight. This was followed by a series of angina attacks that lasted until
his death. Although, it was a decade between the time of his first heart attack and when he would set foot
in his office again, make no mistake Charles Merrill was still in charge and everyone who worked for him
knew it. By Merrill's death, in 1956, the firm had some 400,000 clients and had become the largest
brokerage in the country (Nocera 1994, 1998). Merrill’s success has been attributed to the rigorous
training his salesmen received, the payment of a salary when the rest of Wall Street was remunerated
through commissions, and his willingness to publicize these facts to the general public. It was certainly
these but it was much more as well. He had an uncanny ability to seize opportunity where others
preferred. It has often been remarked that Merrill actually had three successful business careers:
underwriter and merchant banker, a chain store operator and founder of the largest brokerage firm in the
United States (Nocera 1994; Perkins 1999). Merrill Lynch & Co. dominates its market to this day
however it is a far different company than the one that Charles Merrill headed for so many years. It is
ironic that where once he had Main Street all to his self, now many brokerages occupy that particular
segment of the industry. However, Merrill was the undisputed pioneer that made it possible for so many
current investors to participate in the stock market which had previously been the sole purview of the
well-heeled money class. Merrill’s legacy endures because he was the first to attract and capture the
savings of Middle America and most importantly, convince them that is was prudent to invest in common
stocks.
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Service-Learning and Volunteering: Does the Course Matter?
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Michele A. Govekar, Ph.D., Ohio Northern University, Ada, Ohio
Abstract: One of the greatest challenges facing third-sector organizations is attracting and retaining sufficient,
qualified volunteers to develop and deliver their programs. Often, college-educated individuals are uniquely suited
for this volunteer role. Many colleges and universities are using Service-Learning (S-L) as a vehicle to educate
students on the importance of social and community issues. In 2006, Campus Compact member university students
contributed $7.1 billion, using the Independent Sector’s annual value of $18.77 per hour, with 91% of Campus
Compact member universities offering some Service-Learning courses Some nonprofit scholars argue that ServiceLearning at the collegiate level will increase the extent of volunteering by these students after graduation (see for
example Astin, Sax and Avalos 1999). The purpose of this paper is to compare the post-graduate volunteer
experiences of students who completed two different available Service-Learning classes on two dimensions: the level
of post-graduate volunteering and the perceived value of post-graduate volunteering.

BACKGROUND ON SERVICE-LEARNING
“Service-Learning asserts that the practical experience of service in the community, undertaken
toward improving the common good and tied to academic learning, provides an improved learning
opportunity to students” (Kellogg 1999, pg. 4). The term Service-Learning is used to describe an
educational approach that combines community service projects with academic study. Students partake in
volunteerism projects within a community to reinforce principles and theories taught in classrooms
through active participation. The Service-Learning projects are carefully chosen and organized in order
to enhance and apply specific concepts that relate to students’ areas of study.
The reported benefits of Service-Learning opportunities are significant. In addition to promoting the
skills and principles taught in classrooms, Service-Learning serves to improve relationships among
students, the school and the community (Skinner & Chapman 1999). Furthermore, community service
projects serve to encourage teamwork, develop leadership skills, enhance critical thinking skills, and
broaden student awareness of societal needs and problems (Rama et al. 2000).
In recent years, Service-Learning has become a widely accepted and utilized method to supplement
the higher learning experience. The U.S. Department of Education (Skinner & Chapman 1999) reported
that 83% of public high schools have community service activities and programs for students that are
organized by school officials. By 2007, Learn and Serve America reported that K-12 grants supported
1,348 organizations (Corporation for National and Community Service 2007). In response, university
officials and professors recognized the interest and prior experience that undergraduate students possess
in Service-Learning. Thus, Service-Learning opportunities are increasingly available to university
students to actively engage them in programs that support the principles being taught, while at the same
time, improving the community.
Already, internships, cooperative learning programs, and field experiences are widely recognized as
ways in which students can gain practical experience in their fields of study. Service-Learning shares
many attributes of these active learning approaches, in addition to eliminating several of their key
detriments. Commonalities of Service-Learning and internships, for example, include placement
activities, orientation and training, debriefing and perhaps critical reflection, and learning through
experience. However, while internships are typically only offered to advanced undergraduates or
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graduate students, Service-Learning opportunities are abundant and can consequently be offered to
students at nearly all skill levels (Furco 1996).
In summarizing the definition and utility of Service-Learning, it is useful to look to Kellogg’s 1999
description. “Service-Learning is not merely volunteering in the community, but rather an opportunity for
the student to integrate his or her academic knowledge with the knowledge that comes from practice.” (p.
8) We note that Steiner and Watson (2006) provide a particularly useful definition for our purposes.
Service-Learning includes three characteristics of experiential learning (hands-on community encounter,
tie to curriculum, required reflection) and two differentiators (community project, and attempt to foster
civic values or community participation).
At the collegiate level, Service-Learning can be defined as a form of “experiential education in which
students engage in activities that address human and community needs together with structured
opportunities intentionally designed to promote student learning and development” (Jacoby & Associates
1996, p.5). A growing number of private and public colleges and universities are offering S-L classes to
their students and many (e.g. Defiance College) are mandating participation in a S-L project as a
graduation requirement (Crews 2002; Jacoby & Associates 2003; Klink & Athaide 2004; Campus
Compact 2006).
Although the impetus for S-L is generally attributed to the liberal arts, business educators have taken
a leadership role in encouraging Service-Learning participation among their students (Fisher &
Ackerman, 1998; Gujarathi & McQuade 2002; Klink & Athaide 2004). When third-sector organizations
tap in to the Service-Learning programs of colleges and universities, it usually results in a win-win
situation for all parties (Godfrey, Iles & Berry 2005; McIntyre, Webb, & Hite 2005). The students benefit
from a different perspective, skill development and an increased understanding of community needs,
while nonprofit organizations benefit from the insights and skills of the students.
In a 1998 paper, Giles and Eyler set out the top ten unanswered questions in Service-Learning
research. Number Nine on this list asked “What impact does Service-Learning have on students’
citizenship roles, community service, and other forms of social participation in later life?” (p. 65). While
there is some evidence that service is associated with civic involvement, such research is generally limited
(Batchelder & Root, 1994; Giles & Eyler 1994). Olney and Grande (1995) developed a scale to measure
social responsibility development in undergraduates that incorporated both time spent and duration of
service. A longer term study by Astin, Sax and Avalos (1999) found that the short-term effects of
volunteer service participation during undergraduate years do persist beyond college. Kahne, Westhiemer
and Rogers (2000) noted that participating students’ ‘sense of civic responsibility’ was enhanced through
service-learning, but does that translate into civic action later? Perry and Thomson (2004) similarly
reported that the short-term nature of Service-Learning courses often precludes many of the positive
outcomes that extended community service involvement provides. Evidence of a link between ServiceLearning and volunteering in later life remains sparse.
The purpose of this paper is to add to this limited research by exploring effects of two different
Service-Learning courses on graduates’ propensity to volunteer after graduation and on the perceived
quality of the volunteers’ contribution to the nonprofit organization.

SERVICE-LEARNING EXPERIENCES: TWO COURSES AT A BUSINESS COLLEGE
Service-Learning in Economics
The choice to incorporate Service-Learning into the Money and Banking course at the College of
Business Administration was based on a number of factors. In addition to faculty interest in experiential
pedagogies, the university was investigating Service-Learning on campus partly because The Higher
Learning Commission’s reaccreditation visit was approaching. Second, the College of Business

Service Learning and Volunteering

Volume 3, Number 1, 2008 15

Administration was trying to meet suggestions of some advisory executive focus groups. These factors
diminished the usual complications of adopting this more demanding pedagogy. Third, Service-Learning
offers an active technique for learning economic theory through real-world experience.
In Money and Banking, an upper level required or elective economics course that applied economic
principles, the professor explicitly tried to develop an understanding of the theory and practice of
banking. The course aimed to equip students with skills that encouraged them to connect current
economic conditions with relevant data. To meet specific learning objectives, the course made students
well-informed so they could discuss financial aspects of the global economy in any forum.
Planned general learning outcomes included the development of critical and creative thinking skills,
the ability to respond to change, exposure to real-world diversity, and a better understanding of classroom
concepts through the experience of teaching and being taught. In addition, the course design intended the
group-based nature of activities to promote teamwork and communication skills among the participants.
These general outcomes addressed concerns of advisory focus groups that identified deficiencies in four
key areas: (a) written and oral communication skills, (b) commitment and work ethic, (c) teamwork and
team skills, and (d) cultural awareness and sensitivity to diversity.
Planned Service-Learning projects for the Money and Banking course (fall and spring 2001; spring
2002, 2003, and 2004) constituted 25% of the course grade. In 2001, the class’s students offered tutorial
assistance to children and financial planning basics to adult clients at a community service agency. During
2002-2004, they taught economics and finance fundamentals to an economics class at an area high school.
To ensure successful completion of hours and hold each student responsible for promised services,
the client organization and the participants signed a contract detailing their service commitments. Also,
students maintained and turned in a reflective-journal detailing their experiences.

Service-Learning in Management
Choosing Service-Learning for the Nonprofit Management course was easy. University program
interest was strong in the first years of this new course, with a University VISTA (Volunteers in Service
to America) volunteer to help out. The ideas of the Business College’s focus groups carried over to ease
the adoption decision.
The primary purpose for the course was to train business undergraduates for future positions as
community leaders (the college mission), when they would serve on nonprofit community organization
boards. Because the students were informed that future service was a key learning goal, applying ServiceLearning became an obvious step.
Nonprofit Management is an upper-level management elective course requiring students to apply
understanding of management concepts to management challenges in the ‘Third Sector’. The specific
learning objectives of (a) understanding special management problems of nonprofit organizations, (b)
gaining experience in this dynamic and important sector, and (c) preparing for future service as board
members, link with general learning objectives of enhanced critical thinking, applying course concepts to
serve a real nonprofit, adapting to change, building teamwork and communication skills, and raising
awareness of diversity beyond campus.
Service projects for Nonprofit Management also counted for 25% of the total course grade, with
reflective project logs earning another 12.5%. In 2001 and 2003, students in groups of 3-5 worked with
members of nonprofit boards and their stakeholders to examine concerns, evaluate process, and prepare
reports. In 2002, students partnered with the local nonprofit hospital to revise its new employee or
volunteer orientation manual for with each student group having separate chapter responsibilities. In
2004, the instructor secured client agencies, and student groups negotiated their own project contracts.
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Groups organized a campaign for a ‘Friends of the Library’ program; planned, researched, designed,
developed, and published a Web page for a local county hospital; conducted a membership survey for the
county YMCA; and participated in the annual fundraising and grant cycle as full members of the Kiwanis
for 10 weeks. Students developed contracts with their clients and with each other, and peers evaluated
individual participation. The instructor called for reflective journals and project logs at three intervals
during the ten-week course.
As can be seen, students had very different experiences in each of these classes. From these different
experiences we speculate that respondents will likely show different levels of post-graduate volunteering
experience. Specifically, we speculate that students who completed the Nonprofit Management ServiceLearning course will likely volunteer more and perceive that their volunteer work is of greater value to
the nonprofit organization than either students who had no Service-Learning course or those who
completed the Money and Banking Service-Learning course. To test these speculations we developed two
hypotheses.

HYPOTHESES
H1: Alumni who experience the Nonprofit Management Service-Learning course experienced a
higher level of future (post-graduate) volunteering than those who took no Service-Learning course or
those who experienced the Money and Banking Service-Learning course.
H2: Alumni who experienced the Nonprofit Management Service-Learning course and who
volunteered after graduation perceive their volunteer work is of greater value to the nonprofit organization
than those who volunteered after graduation and who took no Service-Learning course or those who
experienced the Money and Banking Service-Learning course.

METHOD
Sample
The sample for our study was taken from the alumni database of graduates of the College of Business
Administration of a Midwestern private university from 2001 through 2005. Two different S-L courses
were offered as electives during this period; Money and Banking as an upper-level Economics elective
and Nonprofit Management as an upper-level Management elective. During the period, the Money and
Banking course was required for some students and a preferred elective choice among other students to
meet the requirement for an upper-level economics course.

Procedure
Of the 332 College of Business Administration graduates during this period, 209 (63%) were
identified as having valid email addresses. Each of these alumni was sent an email requesting their
participation in a S-L research study and providing a link to a web-based survey. Respondents were
assured that their individual responses would remain confidential and anonymous. Three weeks after the
initial email, a reminder email was sent to the same alumni again requesting their participation. Surveys
were completed by 91 of the alumni resulting in a 44% response rate. All of the returned surveys were
useable. A response rate of 44% is lower than desired but is acceptable for exploratory survey research
conducted with organizational representatives (Baruch 1999; Gruca and Schewe 1992). Notably, Baruch’s
(1999) meta-analysis of response rates found an average response rate of 36.1% (with a SD of 13.3) for
survey research involving organizational representatives in the business sector. Since this was a webbased survey, comparison to response rates in similar surveys is appropriate. The response rate of 44% is
much higher than the 24.6% rate reported by Sax, Gilmartin and Bryant (2003) for the web-only without
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incentives portion of their survey and is in line with the 46.6% response rate reported by Johnson and
Reips (2007) for the neutral power version of their web-based survey.

Measures
The level of volunteering after graduating was assessed with a single item. The item asked “To what
extent have you participated in volunteer work since leaving the College of Business Administration?”
The item was anchored with a four-point response scale ranging from 0 = “None” to 3 = “A Great Deal.”
The perceived value of post-graduate volunteering was assessed with a single item. The item asked
“How valuable do you think your volunteer work is to the organization?” The item was anchored with a
three-item scale ranging from 1 = “Not Valuable” to 3 = “Very Valuable.” There was also a “Not
Applicable” choice for those who had no post-graduate volunteer service.

Analysis
The hypotheses were tested using analysis of variance (ANOVA). Analysis of variance is an accepted
statistical procedure for determining whether the means of three or more populations are equal (Hanke &
Reitsch 1994).
Responses were analyzed for four populations; those with no Service-Learning course, those who
completed at least one Service-Learning course, those who completed the Money & Banking course, and
those who completed the Nonprofit Management course. The survey was sent to all 2001 through 2005
graduates of the College of Business Administration with known email addresses. The 91 responses were
generally evenly divided among the six graduating classes (Table 1). Respondents to the survey were
59.3% female and 40.7% male. Sixty point four percent (60.4%) of the respondents completed the money
and banking Service-Learning course, 20.8% completed the nonprofit Service-Learning course and 18.7%
did not complete a Service-Learning course. No respondents reported completing both courses.

TABLE 1
RESPONDENT PROFILE
Gender
Female
Male
Graduated
2001
2002
2003
2004
2005
Service-Learning
Money & Banking
Nonprofit Mgmt
None

Number

Percentage

54
37

59.3%
40.7%

20
15
18
20
18

22.0%
16.5%
19.8%
22.0%
19.8%

55
19
17

60.4%
20.8%
18.7%

Volunteering experience prior to entering college could be a confounding factor in our analysis. We
asked respondents about their volunteering before entering college with responses anchored at 0= “None”
to 3= “A great deal.” An analysis of variance on this data (Table 2) provided an F-value of 0.2436 (F-
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critical = 2.6608) and a p-value of 0.8656. There was no significant difference in the volunteer
experience prior to entering college among the four groups, those who took either Service-Learning
course, those who took the nonprofit Service-Learning course, those who took the money and banking
Service-Learning course and those who took no Service-Learning course.

TABLE 2
VOLUNTEERING EXPERIENCE PRIOR TO COLLEGE
Anova: Single Factor
SUMMARY
Groups
SL
No SL
M & B SL
NP SL

Count
74
17
55
19

Sum
86
22
63
23

Average
1.162162
1.294118
1.145455
1.210526

Variance
0.411699
0.720588
0.459933
0.28655

ANOVA
Source of
Variation
Between Groups
Within Groups

SS
0.325306
71.57772

df
3
161

MS
0.108435
0.444582

F
0.243904

Total

71.90303

164

P-value
0.865578

F crit
2.660755

Our first hypothesis was that alumni who experience the Nonprofit Management Service-Learning
course experienced a higher level of future (post-graduate) volunteering. This hypothesis was tested with
analysis of variance (Table 3). The results of the Analysis of Variance provide an F-value of 0.4029 (Fcritical = 2.6608) and a p-value of 0.7511. The first hypothesis is not supported. There is no significant
difference in the post-graduate volunteering level that can be attributed to students taking either ServiceLearning course.
Our second hypothesis was that alumni who experienced the Nonprofit Management ServiceLearning course and who volunteered after graduation believe their volunteer work is of greater value to
the nonprofit organization. We first used analysis of variance (Table 4) to test whether there was any
significant difference between an of the groups, those who did not take a Service-Learning course, those
who took the Money and Banking Service-Learning course and those who took the Nonprofit
Management Service-Learning course.
The results of the Analysis of Variance provide an F-value of 3.1659 (F-critical = 2.6608) and a pvalue of 0.0261. There is a significant difference between at least two of the groups. Individual t-tests
were performed (Table 5) to determine where the significant difference lay and if the difference was in
the hypothesized direction. No significant difference was found between respondents with no ServiceLearning and those with Service-Learning in general (t-statistic = 0.8625, t-critical = 1.6622, p-value =
0.1953). Similarly, no significant difference was found between respondents with no Service-Learning
and those who reported completing the money and banking Service-Learning course (t-statistic = 0.1411,
t-critical = 1.6669, p-value = 0.4441). There was a significant difference between respondents with no
Service-Learning and those who completed the nonprofit Service-Learning course (t-statistic = 2.0801, t-
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critical = 1.6909, p-value = 0.0556). There is also a significant difference between respondents who
completed the Money and Banking Service-Learning Course and those who completed the Nonprofit
Management Service-Learning course (t-statistic = 2.9210, t-critical = 1.6669, p-value = 0.0023).

TABLE 3
LEVEL OF POST-GRADUATE VOLUNTEERING
Anova: Single
Factor
SUMMARY
Groups
NO SL
SL
M&B SL
NP SL

Count
17
74
55
19

Sum
20
83
65
18

Average
1.176471
1.121622
1.181818
0.947368

Variance
0.654412
0.683636
0.670034
0.719298

ANOVA
Source of
Variation
Between Groups
Within Groups

SS
0.822092
109.5052

df
3
161

MS
0.274031
0.680156

F
0.402894

Total

110.3273

164

P-value
0.751111

F crit
2.660755

TABLE 4
PERCEIVED VALUE OF VOLUNTEERING TO THE NONPROFIT ORGANIZATION
Anova: Single Factor
SUMMARY
Groups
SL
NO SL
M& B SL
NP SL

ANOVA
Source of
Variation
Between
Groups
Within Groups
Total

Count
74
17
55
19

Sum
177
44
141
36

Average
2.391892
2.588235
2.563636
1.894737

Variance
0.81692
0.257353
0.43569
1.654971

SS

df

MS

F

P-value

6.906229
117.0695

3
161

2.302076
0.72714

3.165933*

0.026066* 2.660755

123.9758

164

*Significant at p≤0.05

F crit
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TABLE 5
T-TESTS ON VOLUNTEERING RESULTS
t-Test: Two-Sample Assuming Equal Variances

Mean
Variance
observations
Pooled Variance
Hypothesized Mean Difference
df
t Stat
P(T<=t) one-tail
t Critical one-tail

NO SL
2.588235
0.257353
17
0.716323
0
89
0.862544
0.195353
1.662155

SL
2.391892
0.81692
74

Mean
Variance
Observations
Pooled Variance
Hypothesized Mean Difference
df
t Stat
P(T<=t) one-tail
t Critical one-tail

NO SL
2.588235
0.257353
17
0.394927
0
70
0.141058
0.444115
1.666914

M& B SL
2.563636
0.43569
55

NO SL
2.588235
0.257353
17
0.997268
0
34
0.022561*
1.690924

NP SL
1.894737
1.654971
19

M& B SL
2.563636364
0.435690236
55
0.740510367
0
72
2.92104064**
0.002328145**
1.666293697

NP SL
1.894736842
1.65497076
19

Mean
Variance
Observations
Pooled Variance
Hypothesized Mean Difference
df
P(T<=t) one-tail
t Critical one-tail
*Significant at p≤0.05
Mean
Variance
Observations
Pooled Variance
Hypothesized Mean Difference
df
t Stat
P(T<=t) one-tail
t Critical one-tail
**Significant at p≤0.01

Service Learning and Volunteering

Volume 3, Number 1, 2008 21

The second hypothesis proposed that alumni who experienced the Nonprofit Management ServiceLearning course and who volunteered after graduation perceive their volunteer work is of greater value to
the nonprofit. If this hypothesis is fully supported, the mean of the perceived value of volunteer work
should be higher for those who completed the Nonprofit Management Service-Learning course than for
those who had no Service-Learning course and for those who completed the Money and Banking ServiceLearning Course. This is not the case. The mean of the perceived value of volunteer work for those with
no Service-Learning course was 2.5882, the mean for those who completed the Money and Banking
Service-Learning course was 2.5636 and the mean for those who completed the Nonprofit Management
Service-Learning course was 1.895. While there is a difference in the perceived value of volunteer work
between the pairs of groups, the difference is not in the hypothesized direction.

DISCUSSION
The purpose of this paper is to add to the limited research on the effects of Service-Learning courses
on the propensity to volunteer after graduation and the perceived quality of volunteers’ contribution to the
nonprofit organization. The results of this research offer some support to the findings of Astin, Sax and
Avalos (1999) that the short-term effects of volunteer service participation during undergraduate years do
persist beyond college. Even though we did not find that students who completed the Nonprofit
Management Service-Learning course while in college volunteered at a significantly higher rate than
those who did not take a Service-Learning course or those students who completed the Money and
Banking Service-Learning Course, our results likewise did not show a significant reduction in
volunteering. Like Astin, Sax and Avalos (1999) our results do not provide a clear link between ServiceLearning and volunteering later in life.
Steiner and Watson’s (2006) definition of Service-learning includes three characteristics of
experiential learning (hands-on community encounter, tie to curriculum, required reflection) and two
differentiators (community project, and foster civic values or community participation). Our second
hypothesis was aimed at the latter differentiator. While we did find a significant difference in the
perceived value of their volunteering effort between those alumni who completed the Nonprofit
Management Service-Learning course, and those who completed no Service-Learning course or who
completed the Money and Banking Service-Learning course, we anticipated that those alumni who
completed the Nonprofit Management Service-Learning course would perceive the value of the volunteer
service to be higher than those with no Service-Learning course or those who completed the Money and
Banking Service-Learning Course. Results of our survey show the opposite. Alumni who completed the
Nonprofit Management Service-Learning Course perceived the difference in the value of their postgraduate volunteer service to be significantly different, and lower, than those with no Service-Learning
course.
There are several limitations to this study. First, the size of the sample is smaller than one would
wish. While the response rate to the survey is within acceptable bounds, the initial population surveyed is
small. Additionally, each of the hypothesized data elements was tested with a single item on the
questionnaire. Further, there is a mixture of students who took their Service-Learning class as an elective
in Management, a preferred elective in Economics and a required course in Economics. The difference
between these courses and the type of Service-Learning experience deserves further exploration. Finally,
all of the alumni surveyed were from the same institution. The study should be replicated across more
schools, particularly those where Service-Learning is a primary distinguishing part of the undergraduate
experience.

CONCLUDING REMARKS
Even with its limitations, this study does provide some interesting results. The type of ServiceLearning experience does make a difference. We hypothesized that the alumni who experienced working
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with a nonprofit organization during their Service-Learning course would perceive the value of their postgraduate volunteering to be greater than those who either did not experience a Service-Learning course or
those whose Service-Learning experience did not involve direct contact with a nonprofit organization.
This was not the case. This brings us to the question of how do volunteers perceive the value of their
volunteer work. On what basis do they value their volunteer experience? What consequences does this
present for their continued involvement? How can nonprofit organizations respond to support these
volunteers’ motivation, involvement and commitment? This opens an interesting new avenue of research.
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Cultural Literacy and Sound Due Diligence: Two
Imperatives for Business Success in China
Redmond Humphrey, Upper Iowa University, Fayette, Iowa
Abstract: Doing business in China can be very complex and costly. However, businesses can reduce their risk by
being patient, and improving their cultural literacy and the quality of their due diligence. Understanding China’s
culture and its ethical and legal system is a necessity for those businesses considering establishing operations in
China. Partner selection has received very little attention even though it is one of the major causes of alliance
failure. This paper focuses on the importance of these issues and explains why businesses should exercise due care
when deciding to invest directly in China.

An in depth understanding of Chinese culture is essential to conducting business successfully in
China. A review of the literature covering Sino - foreign business failures points to cultural illiteracy as
the major cause of failure. The omission of cross-cultural analysis during the due diligence phase or the
superficial manner in which it is conducted creates conditions that undermine the viability of an alliance.
Culture influences the way we behave, think, and act; it influences our expectation and values by
assigning priorities to what we consider to be most important (Morosini 1998).
The root of Chinese culture can be found in the teachings of Confucian and Tao philosophies.
Both philosophies are deeply embedded in Chinese culture and they continue to be very influential in
current Chinese business practices. Confucian teachers in the imperial court of China provided guidance
and teachings to the elites; Lao Tzu philosophers in the villages and hamlets provided moral and social
guidance to the common people through the teaching of Tao Te Ching (Haley, Haley, & Tan 2004;
Menzies 2003).

THE FOUNDATION OF CHINESE PHILOSOPHY
The Lun Yu, or Analects as we know it in English, is a collection of Confucian sayings that
provide specific guidance for each situation that a person may encounter in their daily activities. The Tao
Te Ching, which literally means “the way” of virtuous behaviors, has come to represent the path to living
a virtuous and spiritual life (Haley, Haley & Tan 2004). Both the Analects and the Tao Te Ching provide
the moral, social, and legal philosophies that guide current business and social practices in China.
Because the Analects and Tao Te Ching provide prescriptive norms of behaviors, Chinese moral and
ethics are considered to be contextual and situation - specific (2004). Understanding Chinese contextual
ethics is very important for engineering sound business relationships, especially if we are going to keep
relational and ethical disputes to a minimum.

THE STRUCTURE OF CHINESE SOCIETY
The structure of Chinese society is considered to be egocentric and relationally bipolar. Relations
are cultivated and grown through a web of linkages that connect families, clans, lineages, localities,
provinces and countries. Relationship, according to Chinese social philosophy, is restricted to individuals;
it cannot exist between individuals and abstract entities such institutions or even the state (Haley, Haley &
Tan 2004). Similarly, loyalty can only exist between individuals and it is not transferable to institutions or
even to another associate within the same organization. A Multinational corporation (MNCs) business
policy that promotes transfer of employees frequently could inadvertently undermine or terminate existing
relationships thereby weakening the business guanxi.
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THE CONTEXTUAL LIMITS OF CHINESE ETHICAL PHILOSOPHY
The contextual nature of the Chinese ethical system was established by Confucianism and is
limited to five unequal bipolar relationships consisting of ruler/minister; father/son; husband/wife; elder
son/younger son; and friends (Haley, Haley & Tan 2004). Neo Taoist reduced the number of bipolar
relationship to three (father/son, older brother/younger brother, husband/wife). Two things emerged from
this redefinition: no ethical relationship exists beyond the family and stronger ethical duties are expected
from the weaker (son, younger brother, and wife) towards the stronger (father, elder son, and husband)
bipolar relationship. No ethical duties are expected beyond the familial context other than to maintain
social harmony (2004).
The inability to fully understand the significance of the limitation of Chinese ethical responsibility
has been the source of many conflicts between Chinese and Western business partners (Delios & Singh
2005; Nixon 2005). For example, after a decade of market research, McDonalds Corporation opened its
first restaurant two blocks away from Tiananmen Square, a location considered by many to be a prime
location in the center of Beijing. Within two years, sales had surpassed all expectations and McDonalds
was very pleased with its selection of this choice location. Then the city government notified McDonalds
that it had to move to make way for a commercial and residential development project. With 18 years
remaining on its lease, McDonalds decided to take the Beijing City government to court to enforce the
lease. The court refused to enforce the lease. McDonalds was forced to vacate the location to make way
for Hong Kong’s developer, Li Ka-shing (Hill 2007).
Four points are worth noting from this example:
1. McDonalds’ relationship (guanxiwan) with the city of Beijing was weaker than Hong Kong’s
developer Li Ka-shing. The city of Beijing reasoned that more could be obtained by
cultivating a reciprocal relationship with Li Ka-shing, Asia’s richest man.
2. Taking the Beijing city to court disturbed the social harmony and may have destroyed
whatever relationship it may have had with the Beijing city government.
3. The legal system in China is very weak, compared to two thousands years of cultural
practices guided by contextual ethics of Confucian teachings.
4. To be successful in China, businesses must adapt their strategy to be responsive and
supportive of the wishes of the relevant level of government.

FOUNDATION OF CHINESE LEGAL PHILOSOPHY
Understanding the Chinese legal system is imperative for any business contemplating commercial
activities in China. Failure to understand the structure of the Chinese legal system and its limitations on
guaranteeing individual and private rights is a major source of conflict with international partners.
China’s legal system is a social mechanism designed for control purposes and not for protecting the rights
of its citizens (Haley, Haley & Tan 2004).
This customary system rooted in Confucian philosophy does not acknowledge or guarantee
imperial subjects any individuals’ rights; it only recognizes duties owed to the emperor. To ensure that
emperors were able to impose their will as they saw fit, subjects were never guaranteed constitutional
rights by the imperial courts. The important point here is that the legal system in China was never used to
seek remedy for the violation of “rights”; rights reside with the authorities and not its citizens. The
Chinese have written five constitutions to bring an end to public law, but they have not been able to
overcome its influence.
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Intellectual property rights is a major source of contention between Chinese and Western owned
businesses. Historically, only the state of the emperor held intellectual property rights. The teachings of
Tao however, encourage the diffusion of innovation through copying, recognizing this act as way of
honoring the producer. This is a major reason why Chinese businesses do not consider violation of
intellectual rights as an ethical issue. Moreover, as stated previously, if there is no relationship, then there
is no ethical duty.
Take for example Apex Digital, a large manufacturer of DVDs based in Zhejiang province. After
two years of futile attempts to negotiate royalty payments, Sony filed a lawsuit in the U.S against Apex
Digital. Shortly thereafter, the suit was dropped when Apex agreed to pay royalty fees to Sony, Philips,
and Pioneer. A spokesman for China Electronic Video and Auditory Industry Research institute claimed it
was a big misunderstanding, and the Chinese were not cheating foreigners, but were simply confused.
“All of us believed that you pay tuition when you learn the technology.” Since the Chinese had not
learned the technology, they should not have to pay (Haley, Haley & Tan 2004).
Additionally, China’s patent law system not only recognizes a first to file rather than a first to
invent, it requires that foreigners filing patents in China must do so through a government approved
Chinese agency. Enforcement is a major problem with patent protection especially when the dispute
involves state owned enterprise. Litigation is viewed as failure, since it disrupts the social harmony.
Consequently, litigation is highly discouraged. The government encourages the disputing parties to
consider compromise and negotiation to resolve the dispute. This of course does not sit well with
companies from “rights” based societies (Haley, Haley & Tan 2004).
Native Chinese use social pressure and not the coercive force of constitutionally guaranteed rights
to discourage unwanted behavior. The family is charged with enforcing socially acceptable norms of
behavior. If the family fails to correct miscreant behavior, then their right to correct and supervise the
offending individual will pass to their neighbors. If the neighbors fail, this right will pass to the village
and all the way up to the state, if necessary (Haley, Haley & Tan 2004; Chua 2004).

NETWORK- BASED ECONOMY
In China, the marginal cost of acquiring information needed to assess the business risk of a
transaction is costly; consequently, personal relationship is used as a substitute. To reduce the risk of
adverse selection, Chinese limit business transactions to people they know (Haley, Haley & Tan 2004).
Building a relationship prior to conducting business transactions is the preferred route.
When the party to a business transaction fails to comply, the aggrieved party would resort to social
pressure as a mechanism to enforce compliance. Social pressure would be applied to the social network of
the offending party and they in turn would apply pressure to the offender. The threat of being treated as an
outcast and bringing shame and loss of face on the family and social network is a more effective deterrent
than being threatened with judicial prosecution in the legal system. In most cases, the legal system is slow
to respond, and even when it does, the cost imposed on the offending party is so small that it fails to act as
a deterrent. Procter & Gamble cancelled contracts with two of its largest packaging suppliers in China,
Dalian Dafu Plastic and Color Printing and Zhongshan Dafu Plastic Packaging, for supplying
counterfeiters with its labeled packaging materials. Like many other Western companies in China, Procter
& Gamble has not received adequate redress from the legal system to stop counterfeiters (Haley, Haley &
Tan 2004).
Pepsi offers another example of the how things can go awry in a partnership, and how difficult it
could be to receive compensation for damages from the partner. Pepsi was one of the first companies to
enter China in a joint venture with a Chinese government supplied partner, Sichuan Administration of
Radio, Film and Television Department. This was a provincial state owned enterprise (SARFTD). Pepsi

Cultural Literacy and Sound Due Diligence

Volume 3, Number 1, 2008 27

took its partner before the international arbitration panel in Holland, alleging that SARFTD breached
failed to provide financial statements of the joint venture, prevented Pepsi’s auditors from conducting an
audit, and that the Sichuan government transferred ownership from SARFTD to a new partner, Sichuan
Yunlu, without Pepsi’s prior permission. SARFTD countered that Pepsi acted unilateral by raising the
price of soft drink, and that Pepsi’s auditors behaved unprofessionally (Haley, Haley & Tan 2004).
Unfortunately, even when international arbitrators rule in favor of Western partners, compensation is a
low priority, and they often face harassment from government agencies as is the case with Pepsi (2004.).

STRUCTURE OF CHINA’S GOVERNMENT
The Communist party occupies the apex position within the structure of the Chinese government.
The wishes of the party are carried out through the elected representatives and the powerful Central
Committees in the National People’s Congress (NPC). As depicted in Figure 1, all levels of power within
China are under the leadership of the Chinese Communist Party (CCP) (Vanhonacker 2004; Delios &
Singh 2005; Keister 2000).
Of special interest to this paper, is the location of the powerful State Council and the ministries,
commissions, institutions, administrations, and bureaus that fall under its jurisdiction, including the
business groups. China’s constitution empowers the State Council to implement the constitution, laws,
and decisions made by the representatives and standing committees of the National People’s Congress.
Industrial reform has led to the emergence of business groups that are playing a crucial role in China’s
strategy to attract international investment to finance its economic development.

CHINA’S INDUSTRIAL REFORMS
Between 1979 and 2000, China has undergone 17 different reforms, each one inching China
grudgingly closer to a market economy. China’s initial decision to embrace economic reform was not so
much driven by a change in ideological perspective; instead, change was being driven by necessity.
China’s economic system had become so inefficient and bureaucratic that as far back as 1964, party
leaders were hinting of the need to modernize the economy (Keister 2000; Haley, Haley, & Tan 2004).
One report claims that in 1978, industrial fixed assets were nine times greater than they had been in 1957,
but industrial out put only increased six times (2000).
The first experimental industrial reform took place in Sichuan province where managers were given
greater discretion over the management and operations of their factories. Managers participating in this
experiment reported nearly five times the level of profits reported by non-participating factories (Keister
2000). In 1978, the central government decided to extend the experiment to the Southern and coastal
regions of China. Managers were given greater responsibility and incentives for increasing productivity
and efficiency within their factories. As an added incentive, managers were permitted to keep a portion of
the profits earned in a financial arrangement similar to franchising.
The Chinese government studied the Japanese Keiretsu and the Korean Chaebols and decided to
model their development strategy after the Japanese and Korean business groups. The state has provided
the SOEs with protection from foreign competition and has openly engaged in practices designed to give
Chinese partners an advantage over its foreign partner that most often supplies the capital and technology.
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FIGURE 1 PARTIAL VIEW OF THE STRUCTURE OF CHINA’S CENTRAL
GOVERNMENT
Partial View of the Structure of
China’s Central Government
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Source: Vanhonacker 2004
Qualcomm offers an interesting case in its saga to make its CDMA technology the standard in China.
CDMA is one of the three main technologies used in digital wireless phones, and its main advantage is
that it utilizes the radio spectrum more efficiently than competing technologies. Qualcomm has more than
800 patents covering CDMA technology.
In 1994, Qualcomm decided that it would make CDMA available to the Chinese Army who was
interested in developing a secure communication system. The Chinese Army command announced that
they would develop a digital wireless system for the Army and that they would come to dominate the
emerging mobile phone market shortly thereafter. This announcement caught China’s ministry of Posts
and Telecommunication off guard especially since they, too, were contemplating forming their own SOE
digital wireless phone system. The ministry of Posts and Telecommunication agreed to form a 50/50 joint
venture with the Chinese Army, and issued a license to operate in four cities. In the meantime, the
minister of Posts and Telecommunication instructed his own two SOEs to speed up development and roll

Cultural Literacy and Sound Due Diligence

Volume 3, Number 1, 2008 29

out ahead of schedule, while it froze issuing additional licenses to the Army, thus eliminating the Army as
a competitor. Qualcomm got squeezed between two powerful institutions and would see its efforts
stymied. The Premier, Zu Rongji promised that China would adopt CDMA technology if the U.S were to
approve China’s entry into WTO. China refused to pay Qualcomm’s usual royalty rate and insisted that
they be lowered. Qualcomm relented, and an agreement was announced. The day after the U.S senate
approved China’s entry into the WTO, China’s SOE announced that the deal was cancelled. Aware of the
importance of global scale, Qualcomm eventually signed a deal well below it normal royalty rate (Hill
2007).

CONCLUSION
The cases and examples cited illustrate the difficulties foreign companies face when dealing with
the many competing interests in China. Understanding the structure of Chinese society, the philosophies
that have shaped ethical behavior over thousands of years, and the limitations of the legal system could
improve the due diligence process, leading to the selection of more compatible partners. Aligning with the
wrong partner can be very costly and difficult to undo. Western businesses interested in forging alliances
with Chinese counterparts are well advised to invest in assessing the nature and quality of their
uprightness in their business network. Chinese business groups can mask the entity that is pulling the
levers behind the scene.
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Strategic and Visionary Leadership:
Individual Differences in Cognitive Styles for Creating Mental
Images and Strategic Visions
Tobias Huning, University of Memphis, Memphis, Tennessee
Coy A. Jones, University of Memphis, Memphis, Tennessee
Abstract: This paper provides a new way of thinking about visionary leadership and executive decision making.
First, the literature on visionary leadership is reviewed; then a discussion of cognitive styles that draws on the
psychology literature is presented. We found differences between the “visualizer” and the “verbalizer” cognitive
styles. The paper proposes a research methodology to explore the effect that these cognitive styles have on
established characteristics of strategic managerial decisions.

“Imagination is more important than knowledge” ~Einstein
INTRODUCTION
The most fundamental reason to study different cognitive styles of strategic leaders is to answer the
following questions. Why are some firms able to adjust to changing circumstances while others fail to
respond to environmental changes that threaten their long-run survival? How do strategies form in
organizations?” These questions have dominated research efforts in the field of strategic management in
the last decades. Many organizational researchers have attempted to answer this question in the domain of
strategic decision making. The result was much research that focused on the behavioral and political
process involved in the decision making processes of managers and less on the underlying processes that
lead to the formation of the vision that managers create.
Many researchers have focused their efforts on the deliberate or emergent nature of strategies
(Mintzberg and Waters, 1985), strategic decision making processes with regard to the comprehensiveness
and performance of a firm (Fredrickson and Mitchell, 1984; Eisenhardt, 1989), Performance and
Consensus (Bourgeois, 1980), the politics of strategic decision making (Eisenhardt and Bourgeois, 1988),
rational and behavioral views of strategic decisions (Schoemaker, 1993), and the research focusing on the
cognitive aspects of managers up to this point is scant (Walsh, 1995).
Since, we know that managers are essential for firm performance (Lieberson and O’Connor, 1972,
Child, 1972), focusing our attention on those essential aspects of organizational management can provide
answers to many questions regarding the success of visionary leaders. After all, strategies are based on
visions, which in turn are created by managers whose decision making ability is inseparable from their
emotions, cognitions, and bounded by their rationality and limited information. According to Pylyshyn
(2002), it is these beliefs, utilities, habits, and interpretive schemes that are the foundation of our
cognitive architecture. The cognitive architecture, by definition, is both altered by changes in knowledge,
goals, utilities, and other representations such as: fear, hope, and fantasies. This perspective confirms the
importance of gaining more knowledge about the cognitive aspects involved in the creation of strategic
visions and the resulting strategic decisions.
The purpose of this research paper is to draw on the visualization literature to examine the cognitive
styles of managers. Based on past research, we examine the importance of some characteristics of
managerial decisions and use the different cognitive styles to explain and improve managerial vision
creation. Research indicates that the different cognitive styles vary on a spectrum from visualizers to

Strategic and Visionary Leadership

Volume 3, Number 1, 2008 31

verbalizers. And, these cognitive styles play an important role in many facets of the formation of
managers’ visions, influences the quality of the visions as well as the resulting strategy thinking. Aspects
of strategic thinking that are influenced include: environmental assessment, comprehensiveness,
extensiveness, timeliness, decision speed, and creativity.
In the first section of this paper, we will review some of the relevant literature on visionary leadership
and strategic decision-making. In the second section of this paper we will focus out attention on the
cognitive aspects of visionary leaders, particularly the vision itself, with special regard to visualization
and mental imagery, which have gained significant attention in the psychology literature. Based on these
two streams of literature, we will try to synthesize these and create research propositions, which
investigate the relationships between individuals’ differences in visualization, the creation of mental
images and ultimately the strategic vision. The strategic vision will ultimately affect firm performance
and potentially firm survival. The third section of this paper will discuss the methodology that can be
used to test these hypotheses. We will conclude the paper with a discussion of and managerial
implications.

LITERATURE REVIEW IN VISIONARY LEADERSHIP AND STRATEGIC DECISION
MAKING
Recent theories of the mind suggest that there are multiple kinds of intelligence (Gardner, 1983), so
too the notion of vision seems to involve a variety of mental capacities, what we call cognitive style.
These different kinds of intelligence play an important role in determining the vision that a manager
creates. This vision is often equated with a capacity for imagination and inspiration (Oxford English
dictionary).
Visionary leadership has often been given credit for the long-term success and survival of
organizations. The visionary leaders create the overarching goals of an organization and through their
foresight and creativity set the foundations for a firm’s success. The leadership vision and the cognitive
styles of the managers that create leadership visions are at the center of this research paper. We argue for
individual differences in the cognitive abilities and styles, which will impact how leaders create their
visions. Leadership vision, or visioning, can be broken down into three distinct stages: (1) the envisioning
of an image of a desired future state (Bass, 1987:51), (2) effective articulation (Bennis and Nanus, 1985),
(3) and the empowerment of employees to enact the vision. These steps are not typically seen as a
sequential order, but logically it makes sense to see them in such on order to prepare for successful
competitive conduct. However, a thorough discussion of these stages is beyond the scope of this paper.
Thus, we will focus our research on the first step, the actual envisioning of the desired future state.
Most of the literature that incorporates cognitive aspects focuses on the strategy formulation process
of managerial decisions. Despite the merit of this work, it appears that investigations which examine the
cognitive aspects of strategic visions have not been adequately addressed. Research on visionary
leadership has focused on creating typologies and anecdotal research to categorize the way that many
influential leaders in history have operated. Westley and Mintzberg (1989) created a typology of strategic
visionary leadership that incorporates some of the components of effective visionary leadership,
especially the concept of the vision itself. They investigate the development of the vision for the
organization from a perspective of deliberation and emerging strategies.
Westley and Mintzberg (1989) take this perspective and refer to the deliberating development of the
vision from an evolutionary point of view. Evolution refers to the deliberateness and pace of development
of the vision. Some visions develop more deliberately, through a controlled conscious process. Others
take on an emergent character through a less conscious learning process. Some appear suddenly while
others build up gradually in an incremental process. Mental images structure this process and give
visionary leaders a means to funnel and channel his visions for the firm in a conscious and controlled
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manner. Westley and Mintzberg (1989) stated that some visions develop more deliberately, through
conscious thought, while others emerge through a less conscious learning process.
Visions may build up gradually and incrementally. Strategic visionaries need to use their familiarity
and experiences, oftentimes in the form of tacit knowledge, as a springboard to create innovative visions
for their respective organizations. They can use controlled visualization practices to build new perceptions
on old practices. Westley and Mintzberg (1989) also recognize the importance of developing strategic
perceptions as much through practice and gut-level feel for the business, product, market, and technology
through conscious cognition. According to Westley and Mintzberg (1989), the creator type of a visionary
leader uses visualization to assemble a vision with his tacit and explicit knowledge that is unique to him.
He sees what no one else sees.
The foresight of a manager includes a certain degree of inspiration build on tacit and explicit
cognitive processes. Moreover, this is the primary point that leads us to believe that intuition along with
imagery and visualization plays a major role in managerial decision-making. In an ideal scenario, a
manager would be able to funnel this intuition into a controlled environment and assemble a strategic
vision that incorporates the intuitive with the cognitive component. We understand the process of creating
strategic visions as one that is conscious and thoughtful and not specifically the result of an affective or
emotional response. Hence, we argue that successful managers have a special kind of intelligence that
brings the manager in touch with his intuition and the external competitive environment.
Despite the recognition that visionary leadership has received in the management literature, research
efforts have not sufficiently examined the vision creation process. Some research indicates that a
manager’s mental models both facilitate and limit attention to the encoding of salient information about
changes in organizational environments (Barr, Stimpert, and Huff, 1992). But existing mental models can
also limit the range of alternative solutions to the issues that have been identified (Bateman and Zeithaml,
1989; Cyert and March, 1963; Duhaime and Schwenk, 1985; Dutton, Fahey, and Narayanan, 1983;
Mintzberg, Raisinghani, and Theoret, 1976).
Practice and research indicate that managers have difficulty imagining future environmental
scenarios. Anthony, Bennett, Mattox, and Wheatley (1993) proposed the use of visualization to facilitate
long-run strategic planning. These authors suggest that visualizing future business scenarios to make them
more real and to increase the sense of urgency for considering organizational change. Additionally, they
state that visualization processes and techniques allow managers to think in more realistic ways, because
they imagine themselves in a future scenario, in which they are able to observe as well as manipulate
conditions that may all exist in the future.
According to Anthony et al (1993), strategic idea creation precedes strategic action and visualization
process and techniques allows planners to create, access, and change their vision of the future
environment. Visualization and visualization, requires managers to access tacit knowledge, intuition, and
creativity, and these processes allow them to make more complete assessments of business related and
interpersonal settings.
The use of visualization in strategic planning has the potential to improve environmental forecasting,
scenarios-development, internal organizational assessment, formulation of strategic goals, and the
establishment of strategies to achieve goals. Therefore, managerial cognitions are an important factor in
the decision making process. Yet, we know very little about the cognitive styles of managers that underlie
the decisions that managers make and how these cognitive styles affect the ability of managers to develop
mental images and visualize as a part of strategic decision-making. Fredrickson (1984) said that the
processes used by organizations to make and integrate strategic decisions are increasingly identified as
critical to their performance. Stubbard (1989) argued that managerial cognitions play a key role in each
activity that comprises the strategic decision process. However, up to this point, research has not provided
a thorough understanding of the thought patterns of managers based on the decision outcomes they
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produce. In addition, according to Mintzberg and Waters (1985), more research is required on the process
of strategy formation to complement the extensive work that took place on the content of strategies.

LITERATURE REVIEW ON VISUALIZATION
In history, many reports verify that some special individuals have used visualization, and thought it
responsible for the success of their work. The great individuals who reportedly used visualization came
from all different fields. Science brought out names like: Einstein, Descartes, Freud, Faraday, Kant,
Leibniz, and Nietzsche. From Art, film, and culture we have the examples of Dali, Hitchcock, and
Kandinsky. In Literature Asimov, Baudelaire, Dickens, Goethe, Nabokov, Poe, and Schiller were
reportedly high visualizers. In Music, Beethoven, Brahms, Debussy, Mozart, Puccini, Wagner were
famous names reportedly to engage in visualization to achieve the level they did.
Visualization (MI) is the internal re-creation within one’s thoughts of what is or could be an external
experience (Anderson, 1997; Anthony et al., 1993; Finke, 1989). The experience of visualization is
similar to vivid daydreaming but is much more purposeful and directed. Marks suggests that
(1999)”Visualization is part- and-parcel of everyday cognitive activity in the form of thinking, problem
solving, memory and imagination.”
Meier, 1984 (p.26) provides significant insight into the importance of visualization in the following
quote, “Back from exile come imagery, intuition and higher consciousness. Decision makers in today’s
increasingly turbulent economic environments are increasingly challenged by the need for an ability to be
in touch with reality, to synthesize information, to rely on hunches, to deal with ambiguity and the
absence of neat structure, to accelerate the acquisition of knowledge and skills, so sense the non-literal
implications of data, to visualize the unseen and unprecedented, to create new worlds”

ABILITY AND COGNITIVE STYLE
Research indicates the need to take into account the ability of the person to perform visualization.
Ferraro (1993) conducted an experiment with 200 subjects that demonstrated the usage of visualization,
discussed the importance of individual differences, and even gender differences in imagery ability. There
appear to be obvious differences in imagery ability. A study by O’Halloran and Gauvin (1994) found that
cognitive style is important as an individual difference variable affecting visualization ability. Image style
subjects demonstrated superior visualization ability compared to verbal thinkers. In their research they
reported that dream recall was related to MI ability.
Sommer (1978) hypothesized, that individuals vary on a continuum between being verbalizers and
visualizers. Pure verbalizers rarely report having imagery and seldom dream in pictures. In contrast,
visualizers report experiencing imagery in their waking and sleeping states and often have strong
emotional reactions to these images as well. That is, individuals show greater responses, when they
imagine a fearful situation (Sommer 1978).
According to Anthony et al. (1994), one’s perceptual sensitivity will determine the extent to which
one experiences and interprets events. This is precisely, what managers do on a day-to-day basis. They
have to use their personal interpretations of the environment to form new visions and decisions for the
future. In order for visualization to work for its user, the individual must be able to use all senses together
and read the information from those senses accurately.
However, imagery is a technique with more than one component. MI has emotional and motivational
components. We know that manages just as regular people cannot separate themselves from their personal
beliefs, assumptions and emotions. In order for mental activity to proceed usefully, it needs to be goaldirected under volitional control in the flow of conscious experience. This control gives managers the
means to unlock some of their taken-for-granted assumptions.
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The visualization process in often characterized by the vividness an the controllability of the
experience, we know from earlier research that visualization is not separable from the emotional
component of visualization. This leads us into a discussion of vividness and controllability of
visualization.

VIVIDNESS AND CONTROLLABILITY
The two essential building blocks of visualization are vividness and controllability. Vividness is
defined as:” A combination of clarity and liveliness” (Marks, 1972 p. 83). The clarity of a visual image
refers to the brightness of its colors and the sharpness of the outline and detail, whereas liveliness of a
visual image refers to how dynamic, vigorous and alive the image is (McKelvie, 1995b). Marks (1977)
found that vividness moderated learning on a rotary pursuit task. Those with greater vividness performed
at a higher level. Others have stressed the importance of imagery vividness in the use of visualization
techniques (Anthony et al., 1993; Ayres et al., 1999). Vividness has also been found to moderate
performance of individual’s visual art ability, and their creative mental synthesis task (Morrison and
Wallace, 2001). Jones at al., (2002) examined the effects of vividness and perceived value of the imagery
training during rock climbing. Vividness and controllability are essential factors for effective use of
visualization ability. Ayres et al., (1999) found that imagery vividness and control were linked to
reductions in public speaking apprehension and negative thinking. Managers need to be able to think
positively about their strategic decisions in order for them to become successful. Negative thought
patterns often turn into self-fulfilling prophecies.
The second essential building block of visualization is controllability. Controllability of visualization
is concerned with the ability to manipulate the images that are being visualized. Hence it may be
important in moderating the effects of imagery. An individual requires control over the visualization
experience to create and manipulate the desired images. Turner et al. (1982) found that persons with high
control of imagery outperformed those with low control on a pursuit-tracking task.
The literature on visualization has associated creativity with the ability to use visualization. Also, the
management field has recognized the importance of leaders’ creativity to design innovative solutions.
Hence, we turn to a discussion of creativity and visualization.

CREATIVITY
Anthony et al (1993), hinted at the importance of creativity in strategic decision making, while
being able to create a more realistic vision for an organization. They also stated that strategic planning
and decision making require creativity. Visualization can positively affect creativity and increase the
manager’s open-mindedness about a situation (LeBoutillier & Marks, 2003). “The use of creative
thinking and visualization can help managers overcome the serious limitations which plagues decision
making” (Anthony et al., 1993).
Visualization and creative thinking allow managers to create and manipulate actively vivid
projects in often ambiguous, abstract settings (Anthony et al., 1993). When we visualize, we are able to
think in more concrete terms, overcome many personal assumptions, evoke much greater memory, and
assess possible ramifications more creatively and thoroughly (Anthony et al., 1993). This results
oftentimes in a much greater and more detailed set of information on which to base decisions and forecast
future scenarios. Visualization has the potential to give managers a fundamental edge in gaining access to
intuition, creativity, and more complete assessments of business related and interpersonal settings. The
use of visualization allows managers to integrate their creative, intuitive right brain capabilities in concert
with rational and efficient left brain functions. As managers experience the process of imagery, their
thought becomes more divergent and innovative, leading to more imaginative, novel, and complete
solutions to the ambiguous setting which they face (Anthony et al., 1994)

Strategic and Visionary Leadership

Volume 3, Number 1, 2008 35

We believe that a manager’s ability to think creatively in a controlled but vivid manner will have a
positive effect on managers’ decision making ability.

DECISION MAKING
Visualization has benefits that exceed the employee level and cross into the strategic level of an
organization. The decision making process can have a large impact in that an employee might visualize a
positive experience, which may ultimately affect the decision trajectory match. The decision trajectory
match is the perceived similarity between a decision maker’s conception of the future state to which the
decision maker aspires (decision trajectory image) and the decision maker’s current image of a project
(Beach and Mitchell, 1990).
Anthony et al. (1993) proposed the use of visualization to facilitate long-range strategic planning.
They suggest that visualizing future business scenarios to make them more real and to increase the sense
of urgency for considering organizational change. This is especially relevant in an increasing
hypercompetitive environment, where change may be the only thing that is constant. There are 3 key
areas for visualization in decision making processes. (1) Strategic planning. Strategic planning calls for
the use of visualization in that it has the potential to be used in environmental forecasting scenario
development, internal organizational assessment, formulation of strategic goals, and the establishment of
strategies to achieve goals.

DEVELOPMENT OF RESEARCH PROPOSITIONS
Based on the concepts presented above and a focused review of the literature the following
propositions are provided. First, the current literature is divided on the performance outcomes of
comprehensive decisions. Comprehensiveness is a major characteristic of rational models of strategy
formulation. Some researchers say to have found a negative relationship between comprehensiveness and
performance (Fredrickson, 1984), while others take on a more intuitive conclusion in that they say that
increased comprehensiveness will result in greater performance (Eisenhardt, 1989). Therefore, our first
proposition is:
Proposition 1: Visions of high visualizers will be characterized by increased comprehensiveness.
Next, planners frequently have difficulty I developing useful environmental scenarios. Yet, the
environmental scan has been established as a primary tool in the strategic planning process. Anthony et al
(1993) said that visualization facilitates decision makers’ abilities to envision alternative future
environmental conditions. They also say that it is effective at invoking and using knowledge more
completely and also at accessing intuition and creativity, which will result in more complete assessments
of the business and its environment. Hence, our second proposition is:
Proposition 2: High visualizers will make more accurate assessments of their competitive
environment in their strategic visions.
Mintzberg and Waters (1985) argue that deliberate decision making would have the tendency to
block out some environmental messages and produce reduced flexibility, openness, and responsiveness.
We do not believe that this mutually exclusive relationship necessarily holds. In a controlled environment,
a leader, or group of leaders, that scores high on the visualization scale would be able to produce
environmental assessments that are more accurate. The conscious use of visualization techniques has
shown that participants in those experiments have exhibited higher scores on environmental assessment
tasks (Anthony et al. 1993). Hence our third proposition is:
Proposition 3: High visualizers will make more detailed environmental assessments while creating
their strategic visions.

36 Journal of the North American Management Society

Huning & Jones

Extensiveness of strategic decisions has also received significant attention in the strategic literature.
Boyd (1991) provides evidence that extensiveness of strategic planning positively influences firm
performance. Miller and Cardinal (1994) confirm these findings and also say that his is especially true for
turbulent environments. Therefore, our forth proposition is follows:
Proposition 4: High visualizers will engage in more extensive strategic planning as a result of their
more accurate and comprehensive strategic visions.
According to Eisenhardt (1989), timeliness and speed of decision processes are important
components in the decision making processes. Some research also indicated that more deliberate decision
making processes have shown to result in faster and timelier decisions. Also, we believe that other
important factors are important in the creation of visions to become/stay competitive in an increasingly
more turbulent business environment. We believe that it is important to move away from simplistic
generic strategies (Porter, 1980) toward more innovative, more proactive, and more aggressive
competitive strategic decisions. Furthermore, Judge and Miller (1991) found that faster decision speeds
lead to higher performance in high velocity environments. Hence our fifth proposition is:
Proposition # 5: High visualizers will create visions that result in higher performance because they
will be highly proactive, created faster, be very timely, be more innovative, and they pursue there
implementation more aggressively.
In summary these five propositions are presented in Table 1, below.

TABLE 1: SUMMARY OF RESEARCH PROPOSITIONS
P1: Visions of high visualizers will be
characterized by increased comprehensiveness.
P2: High visualizers will make more accurate
assessments of their competitive environment
in their strategic visions.
P3: High visualizers will make more detailed
environmental assessments while creating their
strategic visions.
P4: High visualizers will engage in more
extensive strategic planning as a result of their
more accurate and comprehensive strategic
visions.
P5: High visualizers will create visions that
result in higher performance because they will
be highly proactive, created faster, be very
timely, be more innovative, and they pursue
there implementation more aggressively.

Fredrickson, 1984
Eisenhardt, 1989
Anthony, 1993
LeBoutillier & Marks, 2003
Anthony, 1993
Beach and Mitchell, 1990
Anthony, 1993
Boyd, 1991
Miller & Cardinal, 1994
Eisenhardt, 1989
Eisenhardt, 1989
Porter, 1980
Judge and Miller, 1991

These five propositions can lead to empirical research to determine their validity.

METHODOLOGY
For this study, we propose a 2 study methodology. The Study1 data collection will employ the
sample survey method. We will identify employees, ideally senior executives, which are engaged in the
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decision making processes in their respective organizations. The survey will contain established scales
(Verbalizer-visualizer questionnaire, Richardson, A., 1977a), which have been used in the strategic
management as well as the Organizational behavior and Human resource management and psychology
literatures. The scales will initially identify participants of the study as either visualizers or verbalizers.
This can be done either through existing scales that measure a person’s ability to think in imagery form or
through the Myers-Briggs Type indicator test. Is involves the person’s thought style and has previously
been found that a manager’s ability to use intuition and its actual use were predictors of firm performance.
Then the participants will be asked about the decisions they make and the visions they create for their
respective organization. The employees will be measuring the comprehensiveness and extensiveness if
strategic decision making and strategic planning (Miller et al, 1998). The survey will also contain
questions about the timeliness, the decision speed, proactiveness, innovativeness and aggressiveness of
the manager’s decisions. The focus of this research lies on the moderating relationship of cognitive style
and the various characteristics. However, we have to assume that the characteristics that we are measuring
are desirable outcomes based on the literature that sometimes show mixed results. We can also conduct an
analysis of covariance to explore the relationship between visualization ability and our outcome variables.
In Study2, we will find volunteering executives that will be randomly assigned to a training group
and a control group. We will provide them with an established training module and test them on task such
as environmental assessment ability before and after the training and of course against the control group.
The will be provided with a written vignette that will present them with a given scenario that they have to
make judgments on and ultimately come up with decisions to solve the problem. For the analysis, the
results of the managers can be content coded and analyzed by multiple reviewers.

DISCUSSION, MANAGERIAL IMPLICATIONS AND FURTHER RESEARCH
In the body of this paper, we reviewed the relevant literature in the strategic management with regard
to strategic decisions making as well as the literature which addresses visionary leadership. This paper
integrates the processes and individual differences that provide for the formation of strategic visions,
which in turn precede strategic decisions. This is accomplished by integrating the literatures on
managerial cognitions and visualization into the literature in strategic management and visionary
leadership. We argue that there are individual differences in managers’ abilities to form accurate visions.
Our paper addresses the ways in which the visions created by managers differ. These include but are not
limited to vividness, controllability, clarity, cognitive ability and cognitive style. The result of our
research is a multitude of managerial implications that can play an important role in the way we operate in
our business environment.
Visualization seems to show promise for most of management’s skill-specific behavioral episodes as
well as general decision making problems, skill specific episodes include conducting interviews,
negotiating various issues, managing interpersonal conflict, making a presentation, setting goals, and
assessing the organization and its environment (Anthony et al., 1994). I think that the interview still
deserves attention, because it remains the primary selection tool for hiring decisions (Eder and Harris,
1999). Applicant performance on the interview is of crucial importance to the interviewee. An
employment interview can be a highly stressful situation (Thompson, 1989).
We know from Allen et al. (1982) that excessive amounts of stress can have a negative effect on
performance. With regard to the negative inhibitive effects of stress, Anthony et al. (1994) have found
that visualization has the potential to reduce stress in that it familiarizes the user with an ambiguous
situation and allows the user to foresee events and prepare for those with a script that the user can refer to.
The idea of stress reduction finds support from Cocude (1988) found that visualization reduced strong,
negative emotional reactions like stress. By first experiencing the object in the mind, the negative
affective reactions were reduced. Kohen (1986) also argues that visualization led to reduced anxiety and
fear, and increased a sense of control in emergency situations. A study by Rivkin and Taylor (1999)
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supported this in that it showed that when dealing with stressful events, visualization participants had
greater positive affect and higher levels of planned and active coping.
Visualization can positively affect creativity and increase the manager’s open-mindedness about a
situation (LeBoutillier and Marks, 2003). “The use of creative thinking and visualization can help
managers overcome the serious limitations which plagues decision making” (Anthony et al. 1994).
Visualization and creative thinking allow managers to create and manipulate actively vivid project often
ambiguous, abstract setting (Anthony et al., 1994). When we visualize, we are able to think in more
concrete terms, overcome many personal assumptions, evoke much greater memory, and assess possible
ramifications more creatively and thoroughly (Anthony et al., 1993).
Visualization has the potential to give managers a fundamental edge in gaining access to intuition,
creativity, and more complete assessments of business related and interpersonal settings. As “thinkers”
experience the process of imagery, their thought becomes more divergent and innovative, leading to more
imaginative, novel, and complete solutions to the ambiguous setting which they face (Anthony et al.,
1994)
An important issue would be to address the trainability of visualization processes. We argued earlier
that there is an innate ability to use visualization; yet, some researchers would argue that controllable
mental experiences could be taught. Several viewpoints suggest that thought can be self-controlled
(Carver and Scheier, 1982; Gioia and Manz, 1985; Manz, 1992; Wegner, Schneider, Carter and White,
1987). One of the most significant findings in psychology in the last 20 years is that individuals choose
they way they think (Seligman, 1991). Neck and Manz argue that individuals engage in both negative
and positive chains of thought (habitual ways of thinking) that influence emotional behavioral reactions.
These thoughts flow in relatively consistent patterns when they are triggered by specific circumstances
(Neck and Manz, 1992). Neck and Manz (1999) propose that entrepreneurs be taught to use the cognitive
technique of visualization to more effectively execute their tasks. Entrepreneurs would be taught thought
specific visualization steps necessary to effectively utilize this technique with an entrepreneurial context.
Based on the thought training by Manz (1992), the entrepreneurs would learn how to examine their
patterns of habitual thinking and then attempt to alter these negative thinking habits to more constructive
ones.
There is definitely a need today for training and education of employees with regard to the trends that
affect the workforce as far as the degree of job autonomy is concerned. Given the recent organizational
trends toward employee empowerment and autonomy, the importance of facilitating the learning of selfleadership is increased. The results of increased job-performance, affective states, and self-efficacy speak
to the success of though-self-leadership training. The research by Neck and Manz (1999) addresses the
relationship between the cognitive processes involved in though-self-leadership and the application to
managers, who seek to improve their performance and mental states for their practice. Neck and Manz
showed that the effect of thought-self-leadership training which addressed self-dialog, visualization, and
beliefs and assumptions, indicated that trainees experienced enhanced mental performance, thought
patterns, affective states, job satisfaction, and self efficacy expectations relative to those who did not
receive the training (Neck and Manz, 1999).
A laboratory study conducted by Judge and Locke (1993) found that dysfunctional thoughts can
adversely affect subjective wellbeing and job satisfaction. This is enough evidence to make the claim that
managers need to learn how to control their thought patterns and direct them into positive directions. We
also know from Neck and Manz (1992) that visualization can be used to manipulate thought patterns
positively and improve positive chains of thought.
Despite a large body research, our knowledge about the cognitive processes keeps many questions
unanswered. Future research should first and foremost empirically test our research propositions in order
to create a solid foundation for further research.
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Franchising: A New Twist With Old Roots
Martin Luytjes, Florida International University, Miami, FL
Abstract: In the relatively short time since its post-World War II emergence, franchising has become a significant
factor in the global economy, representing one of the fastest growing methods of both expanding a business (as a
franchiser) and starting a business (as a franchisee). U.S. franchise revenues account for more than 40% of all
retail sales and total more than a trillion dollars in revenues annually (International Franchise Association, 2004a).
Within the franchise industry, the fast food segment contributes a significant portion of revenues, over $120 billion,
with the trend expected to increase due to global expansion (Nation’s Restaurant News, 2006). Despite the relatively
new approach to business that franchising offers, a number of the concepts upon which franchising are built can be
found in a historical review of management principles. From Fayol to Taylor and Follet, the applicability of their
theories continues to stand the test of time, including the franchise industry. The purpose of this paper is thus to
address some of the historical management principles that are found in and applied to the area of fast food
franchising.

INTRODUCTION
Franchising, from the French for ‘free,’ is defined as “a method of doing business where a franchiser
licenses trademarks and methods of doing business to a franchisee in exchange for a recurring royalty
fee” (investordictionary.com, 2007). Although its roots date to medieval times with the expansion of the
church and as an early method of central government control, the large scale success of business format
franchising, or simply “franchising” as we know it today, came onto the economic scene after World War
II with booming consumer demand and the solidification of federally protected trademarks and service
marks by way of the Landham Act of 1946. There are three constants that have driven franchising in
general: the desire to expand, the lack of expansion capital, and the need to overcome distance
(whichfranchise.com, 2007).
In the relatively short time since its post-World War II emergence, franchising has become a
significant factor in the global economy, representing one of the fastest growing methods of both
expanding a business (as a franchiser) and starting a business (as a franchisee). According to the
International Franchise Association and DiPietro, Welsh, Raven, and Severt, (2007), U.S. franchise
revenues account for more than 40% of all retail sales and total more than a trillion dollars in revenues
annually (International Franchise Association, 2004a). Within the franchise industry, the fast food
segment contributes a significant portion of revenues, over $120 billion, with the trend expected to
increase due to global expansion (Nation’s Restaurant News, 2006).
Despite the relatively new approach to business that franchising offers, a number of the concepts
upon which franchising are built can be found in a historical review of management principles. Numerous
authors have cited the timelessness of early management theorists, from Fayol to Taylor and Follet, and
noted the applicability of their theories in today’s business world. The purpose of this paper is thus to
address some of the historical management principles that are found in and applied to the area of fast food
franchising.

FAYOL’S PRINCIPLES OF MANAGEMENT
Henri Fayol was a pioneer in modern management theory in that he viewed management as a
professional function that could be studied, taught, and practiced. As aptly described by Wren, (2005)
Henri Fayol’s principles of management are flexible in nature, serving as “lighthouses” to show the way,
from theory to practice. Fells (2000) supports Wren in stating that “Fayol stands the test of time,” noting
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that the Fayol model is relevant and appropriate to contemporary management. Of the principles that
stand out with respect to fast food franchising, none are more important than centralization, the scalar
chain, and division of labor and authority. These principles are supported by Fayol’s elements of
management, especially control (Fayol, 1949).
Franchising is built on the concept of providing value through replicating a proven concept in
multiple locations. In replicating a concept, the high degree of consistency that is required to be
successful demands a great deal of centralized control. Fayol noted that “…everything that goes to reduce
the subordinate’s role is centralization,” (Fayol, 1949) and in this case the subordinate is the franchisee,
who is required to follow and maintain a strict adherence to a manual of operating procedures (MOP).
The various franchiser control systems such as the MOP are monitored via centralized systems such as
audit and support services which serve not only to protect the franchiser’s concept, but also the
franchisees that depend on the value created by the consistent standards which customers can expect.
Fayol’s scalar chain (Fayol, 1949) is reflected in the formalized lines of authority needed to maintain
the tight controls of a franchise system while requiring less formal lines of communication, similar to
Fayol’s gangplank concept. Monroy & Alzola (2002) note these lines of communication as necessary for
the developing quality management systems. A simplified organizational chart for a franchise operation,
as described by Royle (1999) is as follows:

Fayol’s principles of division of labor and authority (Fayol, 1949) are quite obvious in the operation
of a franchise outlet, where employees serve specialized functions that are coordinated and supervised by
a manager. Following this principle, Liedner (1993) notes that the fast food industry incorporates a
division of labor such that jobs are simplified and routinized. The authority in management is more
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formal in nature based on the mechanistic systems of franchises, and this has been noted as a source of
employee dissatisfaction (Allan, Bamber, & Timo, 2005). However, Allan et al also note that HRM
systems and team building can sometimes be utilized by store management when operations are not at
peak levels in order to pursue what Fayol describes as ‘esprit de corps’ (Fayol, 1949).

TAYLOR AND SCIENTIFIC MANAGEMENT
Nowhere more do Frederick W. Taylor’s enduring principles of Scientific Management (Taylor
Society, 1929) come to life than in the most famous of all franchises, McDonald’s. Allan et al (2006) and
Royle (1999) duly note that the fast-food industry is rooted in Taylorist principles. Indeed, the systematic
approach to managing its franchise system has differentiated McDonald’s in many ways, from its
elaborate food standards and preparation instructions to its time studies that detail how many seconds a
task should require (Hartley, 2006; Carlino, 1994). A good example of the detail involved can be seen in
founder Ray Kroc’s original specifications for beef patties: 1.6 ounces in weight, diameter of 3.875
inches, and fat content below 19%.
Historically, the “Speedee Service System” developed by founders Dick and Mac McDonald in 1948
(prior to Ray Kroc’s franchising efforts) incorporated the first limited menu, kitchen design and
packaging system which aimed to provide high levels of operating efficiency that offered inexpensive
food that could be served in a rapid fashion, later to be termed ‘fast food’ (Carlino, 1994). Inside the
operation, each task was studied carefully and then developed according to strict standards of how it
should be done, similar to the scientific management process developed by Taylor (Taylor Society, 1929).
Performance measures were then developed and incorporated into the planning process and then
implemented by floor managers and area leaders who by Taylor’s terms could be referred to as
“Functional foremen” (Taylor Society, 1929). McDonald’s has continued to research products and
processes at its corporate R & D center, and it continues to train its associates in every detail at
Hamburger University, where operators are trained in the scientific methods of running a successful store
based on the principles of Quality, Service, Cleanliness, and Value, (QSCV).
However, franchising as an industry has deviated from classic Scientific Management in the areas that
Taylor called “mutuality of interests” and “mental revolution,” a scenario where workers and
management share in both the responsibilities of production and the profits of a successful business
(Taylor Society, 1929). Basically, there is a myth in thinking that Taylor saw workers as a cog in a
machine, for he actually insisted on giving the workers the full benefit of their increased productivity
rather than keeping wages low and raising profits (Drucker, 1981). While cultural concepts such as
“social partnership” in Germany have helped in the staffing of McDonald’s restaurants, other cultures
display what Taylor referred to as “soldiering,” known better in today’s labor market as “coasting,” thus
leading to the need for a more mechanistic approach to management (Royle, 1999). Despite efforts to hire
older workers and continue its McJobs program aimed at employing persons with disabilities,
McDonald’s has experienced a lack of “mutuality of interests” due to a number of factors including the
lower pay scales in the industry (around minimum wage) and high turnover (in excess of 150%). Whether
the low wages and high turnover rates are causes or effects as evidenced in the experience the industry
leader, Taylor’s “Great Mental Revolution,” regretfully, has not taken place in fast food.

FOLLET AND INNOVATION
The importance of innovation as a factor for success in today’s competitive business environment is
well recognized, and franchising is no exception to this. From invention and extension to duplication and
synthesis (Kuratko & Hodgetts, 1992) the spirit of cooperation that facilitates innovation in franchising
can be traced to classic management theory, including that of Mary Parker Follet. In describing Follet’s
‘social’ approach to management, Wren (2005) notes her emphasis on “common purpose” as the unifying
factor which can lead to exceptional outcomes. This classic theory has been used not only for practical
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purposes, but also as a foundation for further research. Using the idea of ‘common purpose,’ Falbe,
Dandridge, & Kumar (1999) study the effect of organizational context on entrepreneurial strategies in
franchising, reporting a positive relationship between new product introduction and franchiser support for
franchisee innovation.
In looking at McDonald’s Corp., it maintains the option of exercising what Follet termed “power
over” its franchisees at times, but it has also developed a common purpose in practicing Follet’s “power
with” by preferring to work closely with franchisees (Miller & Vaughn, 2001). Likewise, Quinn and
Doherty (2000) address agency theory and its application in franchising, noting that non-coercive power,
(obtained through a franchiser’s support activities and is concerned with management by persuasion), is
more readily used than coercive power, (monitoring systems which enforce strict adherence to formal
agreements), with the primary benefit being the combination of franchiser controls with franchisee
satisfaction. The benefits of this “power with” approach has facilitated innovation by the franchisees,
including the development of products such as the Big Mac, Filet-O-Fish and Egg McMuffin, items that
have become permanent items on the McDonald’s menu. This cooperative approach to innovation has
been recognized by the entire fast food industry, with numerous examples again reinforcing the classic
management principles of Follet.

THE ART OF MANAGEMENT
Classical management theorists have long considered the practice of management as both an art and a
science, utilizing the ability to combine hard facts and theory with less tangible insights, even intuition.
Wren (2005) cites Fayol’s treatment of management as an art, requiring certain qualities, knowledge, and
experience. As well, Alford and Church (1912) showed a disdain for the concept of scientific
management, noting that it overlooked the dynamic possibilities of leadership. They suggested adding the
practitioner’s experience, economic control of effort, and the promotion of personal effectiveness in an
effort to obtain a truly scientific basis for the art of management.
With regard to food service operations, Ingram and Jones (1998) note that “a complex mix of people
and processes need to be balanced to satisfy their major stakeholders.” Confirming this complexity from a
customer service perspective, research by Johnston & Jones (2003) demonstrates a relationship between
operational productivity and customer productivity (and satisfaction) that is not always positively or
negatively related, suggesting the need to look beyond traditional productivity measures and explore
different, qualitative, strategies for managing the customer.
Looking at this complexity from a franchiser/franchisee relationship perspective, Hing (1996)
concludes that there are a number of tangible and intangible inputs from all parties to the franchising
relationship, all of which contribute to the level of satisfaction. As well, the difficulty in managing not
only tangibles such as IQ but also intangibles such as EQ in franchisee selection has been recognized
(Kiekenapp, 2006). Altinay & Wang (2006) also address issues of knowledge base in franchise selection,
noting the difficulty of relying on standardized selection tools. DiPietro et al (2007) even go so far as to
measure the psychological construct of hope at different levels of franchise systems in efforts to improve
efficiency.
Looking at the complexity of franchise management from an employment perspective, some studies
demonstrate clear findings while others are not so lucid. Weaven and Herrington (2007) develop
unambiguous conclusions in relating HRM practices to organizational governance structures, but Allan et
al (2005) report a convoluted situation with regard to employee satisfaction where, despite the tendency to
believe that “McJobs” are boring and demeaning, employees find that HRM systems and the social
aspects of their jobs, including teamwork, rewarding enough to counterbalance the negative aspects of the
job.
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However stated, the “art” of management has been recognized not only by theorists, but also by
practitioners in the area of fast-food franchising, searching for ways to combine hard facts and theory
with less tangible thoughts and qualities. From customer relations to franchiser/franchisee relationships to
human resource management, those aspects of ‘artistry’ as noted in the works of historical management
theory clearly apply to the field of fast-food franchising.

CONCLUDING REMARKS
Despite the relatively new approach to business that fast-food franchising offers, the managerial
concepts upon which franchising are built can be found in a historical review of management principles.
Legacies from the founders of management theory such as Fayol, Taylor, and Follett, to name only a few,
are prevalent in many areas of fast-food franchising, from theory to practice. Going forward, there will be
many opportunities for academic research, applying many of the management disciplines to franchising,
yet these developments will still be building on the tried and tested principles found in management
history, for as Hartley (2006) aptly states, “The past is in the present.”
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Book Review
Doing Right in a Shrinking World: How Corporate America Can
Balance Ethics & Profit in a Changing Economy (2006)
Louis DeThomasis and Neal St. Anthony
Reviewed by: Robyn W. Hulsart, Austin Peay State University
Educators and practitioners looking for a perspective that allows organizations to balance ethics with
profits without the obligatory apology for seeking increased wealth need look no further than Louis
DeThomasis and Neal St. Anthony’s book, Doing Right in a Shrinking World: How Corporate America
Can Balance Ethics & Profit in a Changing Economy. The authors address several issues including
whether ethical agreement is possible in a multicultural world and the effect of religion on an
organization’s ability to act ethically by presenting the stories of executives who have embraced cultural
differences and proceeded with imagination, faith and commitment to do ethics in today’s rapidly
changing, pluralistic economy.
The Forward to the book written by retired CEO, ADC Telecommunications, Chuck Denny, captures
the reader’s attention immediately with the story of successful businessman turned DeLaSalle Christian
Brother Louis DeThomasis. A self-proclaimed “Christian Capitalist”, the priest cofounded and registered
with the Securities and Exchange Commission the Christian Brothers Investment Services, Inc., an
investment advisory company specializing in the management of Church-related organizations that has
assets of more than $4 billion. Teaming with Neal St. Anthony, a respected business journalist, Doing
Right in a Shrinking World is an easy-to-read work on why ethical businesses that create opportunity and
fairly share the profits of its enterprise is the answer to many of the world’s problems.
“To do what is right” is what this book is about. Arguing that business leaders in the global economy
are rigid ideologues who claim to have a monopoly on truth, the authors advocate a mental framework, a
way of thinking, which they describe as “doing ethics.” DeThomasis and St. Anthony present concepts
they believe will help corporations adjust their perspectives and the way they approach their business so
they can achieve a balance between ethics and profits. These concepts include:
•
•
•
•
•
•

There are no simple answers in something as complex as business ethics, so attitude is
essential.
Doing ethics in business requires the dynamic participation of business people who do more
than act in accordance with codes and rules.
Ethical business today inevitably involves an intentional acculturation by business leaders
into the diversity of global cultures.
Business leaders must have the courage to use their imaginations.
Business leaders must find a new language that will be understood in this increasingly
fragmented world.
Business leaders must believe that if they give more, they will get more back for themselves,
for their organizations, and for society.
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Who we educate today will determine the culture of tomorrow’s corporations. Universities must
remove ethics from their academic silo and fully integrate a pragmatic approach to doing business ethics
throughout the curriculum (p. 3).
While the authors scorn efforts to achieve ethical behavior through the development of principles and
adoption of formal codes writing that academic studies by ethical philosophers “have little meaning in the
corporate headquarters of an international company, or for that matter, in a small local business
enterprise” (p.12), they in turn offer their own “ten commandments for doing ethics in business” (p. 501). Could this simply be a game of semantics? DeThomasis and St. Anthony continued codes are too
general to answer many specific ethical questions, but one has to wonder the effectiveness of such vague
commandments as;
•
•
•
•
•
•
•
•
•
•

Talk the talk of social justice.
Walk the walk of social action.
Put people on the bottom line of corporate calculation.
Do right yourself; don’t leave it to God.
Do what is ethical, and you will do good business.
Let your work integrate faith and finance.
Cast aside the symbols of individuality and define yourself by the consequences of your
action.
Recognize that economy, opportunity, and social justice are the legs on which world society
stands.
Give the extravagant gift of your commitment to social justice, and
Remember: peace and prosperity in all the world are created by ethical business practice (5051).

Finally, the book seems to fall apart at the end. After seven chapters of defining business ethics and
offering a fundamentally helpful mental framework for dealing with the challenges of doing ethics in an
unethical world, one has to wonder the motivation for isolating higher education as the agent of change.
While the chapter closes with a thought most educators can agree with, “In their finest moments,
universities awaken, nurture, and empower learners to ethical lives of service and leadership. The leaders
we educate today will determine the culture of tomorrow’s corporations. If that culture is to be ethical
and have as its core objective the profitable expansion of markets for all the people of the globe,
universities must remove business ethics from its academic silo and fully integrate a pragmatic approach
to doing business ethics throughout the curriculum (p. 137)”, there is nothing that would identify the work
as faculty oriented or of specific interest to an academician. Important concept? Yes, but who would
have known?

Greenleaf Book Group Press
4425 S. Mo Pac Expwy., Suite 600, Longhorn Building, 3rd Floor
Austin, TX 78735
ISBN: 978-1-929774-39-5 (Hardcover) 162 pages

Journal of the North American Management Society, 2008, Volume 3, Number 1

Guidelines for Contributors
The Journal of the North American Management Society [JNAMS] is the official journal of the
North American Management Society [NAMS]. JNAMS is a multidisciplinary, online journal of
interest to scholars, professionals, students, and practitioners in a broad range of management
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In nonprofit management, works are invited which address areas of volunteer management, fund
development management, board and staff selection and training, planning and outcomes
assessment, as well as other topics related to the realities and challenges in the management of
nonprofit organizations.
Under the broad topic of global strategy, manuscripts are invited on the topics of business
functions, communications, organizational management, distance learning, human resource
management, information management, industrial/organizations psychology, operational
management, and business education.
For the broad topic of entrepreneurship, manuscripts are solicited in the topics of theories and
models of entrepreneurship, identifying and developing entrepreneurs, family-owned businesses,
small business planning, small business life cycles, innovation and entrepreneurship, corporate
entrepreneurship/intrapreneurship, entrepreneurship and economic development, new venture
finance, cyberpreneurship, entrepreneurial applications, and teaching entrepreneurship.
Leadership manuscripts are invited on the topics of leadership and leading, studies of leaders in
real-life settings, paradigms of leadership, leadership applications and practice, research methods,
cross-cultural leadership practices, leadership development, leadership strategy, leadership
education and training, leaders as change agents, leadership in different contexts, entrepreneurial
leadership, and teaching leadership in the management curriculum.
The above-listed topics are not all-inclusive; rather, they are suggestive of the fields of study and
instruction from which manuscripts are invited. Case studies in any of the topic areas are also
invited. All manuscripts submitted for peer-reviewed publication will be reviewed by at least two
anonymous reviewers.
Length: No more than ten, single-spaced pages, excluding references and appendices.
Non-Peer-Reviewed Articles:
These articles include: pilot studies, research-in-progress, studies with a small number of
subjects, as well as essays or commentaries that discuss management studies and managementrelated experiences based on the author’s experience or opinion. All non-peer-reviewed material
will be reviewed by the Editorial Board for quality and appropriateness. Such submissions are
not guaranteed publication.
Length: 3,000 to 5,000 words
Letter to the Editor:
A letter to the editor should be a direct response to a paper that was recently published in JNAMS.
The authors of the paper referred to are given a chance to respond to the letter in the same issue in
which the letter appears. Letters may be edited for length and style, and are not guaranteed
publication. Letters are not peer reviewed.
Length: Varies
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Guidelines for Contributors

Book, Film, or Video Review:
These submissions include an evaluation of a recent book, film, or video that assesses its value
for JNAMS readers. Scholarly books and videos should be sent to the Journal Editor for
consideration. Any book, film, or video on a management studies-related topic will be
considered. Send inquiries about reviewing to the Journal Editor.
Length: 500 to 750 words
News and Notes:
Unsigned short pieces announcing new publications, programs, resources, and events related to
the broad field of management studies will be considered for publication. The submission should
be made to the Journal Editor and may not be used in its entirety, but will be used as source
material for staff-written items.
Length: Varies
Calls for Papers:
Announcements of management-related calls for papers for conferences, journals, symposia,
funding, etc., will be published as time and space permit. Such submissions should be sent to the
Journal Editor.
Length: Varies

Submission Information
Authors should a copy of their submission via e-mail in Microsoft Word. Authors agree to a
copyright transfer that gives JNAMS copyright to the paper once it is published. JNAMS does not
consider manuscripts that are simultaneously submitted elsewhere or previously published
elsewhere.
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Julia Teahen, JNAMS Editor
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1116 West Bristol Road
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